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UNDERSTANDING THE TECHNICAL ANALYSIS OF THE FINANCIAL MARKETS BY JOHN
MURPHY

In  the  world  of  financial  trading  and  investing,  few  texts  have  achieved  the  legendary  status  of
Technical Analysis of the Financial Markets by John Murphy. First published in 1999 (and
later revised), this comprehensive guide has become the go‑to reference for both novice traders and
seasoned  professionals.  Its  reputation  rests  on  Murphy’s  ability  to  translate  complex  charting
concepts into clear, actionable knowledge. Whether you are exploring candlestick patterns for the
first time or seeking a deeper grasp of intermarket relationships, this book provides a foundational
framework that remains relevant decades after its initial release.

Why This Book Remains a Benchmark in
Trading Education
John Murphy’s work stands out because it covers the entire spectrum of technical analysis, from
basic trendlines to advanced oscillators. Unlike many modern trading books that focus on niche
strategies, Technical Analysis of the Financial Markets offers a holistic view. It teaches readers
not just how to read charts, but also how to think about market psychology, volume analysis, and
the interconnectedness of global markets. The book is often described as a “technical analyst’s
Bible” because it systematically addresses every major tool—moving averages, relative strength
index (RSI), MACD, Bollinger Bands, and more—while explaining when and why to use each.

Key Concepts Covered in the Book
Murphy organizes the material logically, making it easy for readers to progress from simple to
complex ideas. Below are some of the cornerstone concepts he explores:

Trend Analysis and Dow Theory: Murphy dedicates significant attention to identifying
trends, trendlines, and support/resistance levels. He expands on the Dow Theory’s principles,
demonstrating how they apply to modern markets.
Chart Patterns: From head and shoulders to triangles, flags, and wedges, the book provides
detailed pattern recognition guidelines. Murphy emphasizes that patterns are more reliable
when combined with volume confirmation.
Candlestick Charting: A full section introduces Japanese candlesticks, including single and
multi‑bar formations like doji, engulfing, and harami. He explains how candlesticks enhance
Western technical analysis.
Technical Indicators: Murphy covers momentum oscillators (RSI, Stochastic), trend‑following
indicators (moving averages, MACD), and volatility measures (Bollinger Bands). He stresses
the importance of using multiple indicators to avoid false signals.
Volume and Open Interest: The author explains how rising volume validates price moves
and how divergence between price and volume can signal reversals.
Intermarket Analysis: This is one of Murphy’s most distinctive contributions. He shows how
relationships between stocks, bonds, commodities, and currencies influence each other—an
approach that has become even more critical in today’s globalized economy.

Who Should Read This Book?
While many trading texts target either beginners or experts, Technical Analysis of the Financial
Markets  bridges that  gap effectively.  Beginners appreciate the step‑by‑step explanations and the
absence of unnecessary jargon. Experienced traders value Murphy’s ability to synthesize decades of
market wisdom into a single volume. The book is equally useful for equity traders, forex traders,
futures speculators, and even long‑term investors who want to time their entry and exit points more
effectively.
One of the reasons the book remains so popular is its practicality. Each chapter ends with real‑world
examples and charts drawn from historical data. Murphy does not just tell you what a pattern looks
like—he shows you how to interpret it in the context of the prevailing market environment.

How John Murphy’s Approach Differs from
Other Classics
Compared to other revered texts—such as Edwards and Magee’s Technical Analysis of Stock Trends
or  Martin  Pring’s  Technical  Analysis  Explained—Murphy’s  work  is  more accessible  and visually
oriented. He integrates modern charting software concepts, making the content feel immediate
even  in  an  era  of  continuous  technological  change.  The  book  also  benefits  from  Murphy’s
background as  a  CNBC commentator  and a  former  director  of  the  International  Federation of
Technical Analysts. His writing carries the authority of someone who has both taught the subject and
applied it in real‑time markets.
Another distinguishing feature is the emphasis on intermarket analysis. While other books treat
markets in isolation, Murphy demonstrates how currency fluctuations affect commodity prices, how
bond  yields  influence  stock  sectors,  and  why  watching  multiple  asset  classes  can  improve
forecasting  accuracy.  This  systems‑thinking  perspective  is  especially  valuable  for  traders  who

operate across different markets.

Practical Application: Building a Trading
Plan with Murphy’s Tools
Applying the lessons from Technical Analysis of the Financial Markets  requires more than
reading—it demands deliberate practice. Traders often start by selecting two or three indicators and
learning their behavior in various market conditions. For example, a swing trader might combine the
50‑day and 200‑day moving averages (a crossover method explained in Chapter 11) with the RSI to
confirm overbought or oversold extremes. Many practitioners create a checklist based on Murphy’s
guidelines: identify the primary trend, draw support/resistance levels, confirm with volume, and look
for a specific pattern before entering a trade.
The book also encourages traders to maintain a trading journal and to backtest patterns. Murphy
notes that technical analysis is a craft, not a crystal ball. By systematically recording how each setup
performs,  users  can  refine  their  decision‑making  and  avoid  emotional  reactions.  This  focus  on
discipline  and  objective  criteria  is  one  of  the  most  enduring  lessons  of  the  text.

Criticisms and Limitations
No book is perfect, and some critics point out that Technical Analysis of the Financial Markets
was written before the rise of algorithmic trading and high‑frequency data. The examples, though
still valid, often come from the 1980s and 1990s. Additionally, the book does not cover rigorous
statistical backtesting to the degree that modern quantitative traders might desire. Nonetheless, the
core  principles—trend  identification,  pattern  recognition,  and  risk  management—remain  timeless.
Many professional analysts still refer to Murphy’s work as a bedrock reference, supplementing it with
newer research on market microstructure and behavioral finance.

Alternative Resources for Further Learning
For  those  who  wish  to  deepen  their  knowledge  after  mastering  Murphy’s  book,  several
complementary resources are worth exploring:

“Japanese Candlestick Charting Techniques” by Steve Nison – A deeper dive into
candlestick analysis.
“Trading for a Living” by Alexander Elder – Focuses on psychology and risk management.
“The Disciplined Trader” by Mark Douglas – Addresses the mental hurdles of trading.
Online charting platforms (TradingView, Thinkorswim) for practicing the techniques
discussed in Murphy’s book.

Many traders also join study groups or forums dedicated to discussing the book, as the concepts
often  spark  debate  on  how  to  interpret  specific  chart  formations.  Murphy  himself  maintained  a
website and blog for many years, offering updated commentary that helped bridge the gap between
his classic text and modern market realities.

Impact on the Financial Community
Since  its  release,  Technical  Analysis  of  the  Financial  Markets  has  been  translated  into
numerous languages and is used in university courses on technical analysis. It has been cited by
thousands  of  financial  advisors  and  has  influenced  a  generation  of  chartists.  The  book’s  balanced
approach—neither overly optimistic nor cynical about technical analysis—has helped demystify a
subject that was once considered esoteric. By providing a solid framework, Murphy empowered
individual traders to develop their own systems with confidence.
Moreover, the intermarket analysis chapter has proven remarkably prescient. In the 2008 financial
crisis  and  during  the  COVID‑19  pandemic,  the  relationships  between  equities,  bonds,  and
commodities  behaved  in  ways  that  Murphy’s  framework  would  have  explained.  Traders  who
understood those connections were better prepared to rotate between asset classes and manage
portfolio risk.

Conclusion: A Must‑Own Reference for
Every Trader
In a field where fads come and go, the enduring relevance of Technical Analysis of the Financial
Markets by John Murphy  speaks for  itself.  Whether  you are just  beginning your  journey in
financial markets or are an experienced practitioner looking to fill gaps in your knowledge, this book
delivers a complete,  honest,  and practical  education in technical  analysis.  It  does not promise
overnight  riches—instead,  it  offers  the  tools  and  discipline  required  to  make  informed  decisions
based on price action, volume, and market context. By internalizing Murphy’s methods, traders can
build a durable foundation that will serve them well across different market environments.
Ultimately, the true value of Murphy’s book lies not in predicting the future, but in providing a
structured way to think about markets. It  teaches you to ask the right questions, to test your
assumptions, and to stay grounded in data. For anyone committed to mastering technical analysis,
this classic remains an indispensable resource.
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