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Note:  The following review was posted to the Amazon.com site on 2/28/04.

John Murphy's "Intermarket Analysis" is an updating of his excellent 1991 text "Intermarket Technical Analysis".  Both books are the most clearly written and thought-provoking texts on this topic that I have encountered.

 

In the interest of disclosure, let me say that I do not know Mr. Murphy; nor has he or his publisher solicited this review.  His editor at Wiley, Pamela Van Giessen, also edited a book I wrote on The Psychology of Trading.  Knowing Ms. Van Giessen's integrity in a business that too often lacks that virtue, and having enjoyed Murphy's first book on the topic, I was eager to give "Intermarket Analysis" a thorough read.

 

Murphy begins with a review of the markets from the 1980s, recapitulating themes from the first book, including the close linkages among the currency, bond, commodities, and stock markets.  His discussion of the role of oil and gold in economic slumps and booms is first rate, as he traces the interplay among these markets during the first Persian Gulf War and then during the "stealth bear market" of 1994.  Throughout these presentations, Murphy captures qualitative relationships between markets that provide inspiration for traders interested in quantitative modeling.  For example, the relationship between oil stocks and crude oil prices and the CRB/Bond Ratio are promising tools in capturing shifts in commodity prices that tend to impact the stock indices.  I was particularly intrigued by his presentation of sector relationships during economic/market cycles, including the relative performance of cyclical and consumer stocks.

 

Where Murphy's book really shines, however, is in its explanation of intermarket relationships in a deflationary environment.  He captures these relationships in his account of the recent bear market, drawing upon such diverse intermarket relationships as semiconductor stocks, Japanese markets, the Australian dollar, and the yield curve.  This alone is a major advance over his previous text.  At the end of the book, he traces the start of the recent bull market, illustrating the transition from a deflationary environment to an inflationary one--a pattern that also occurred after the great bear market of the 1930s.

 

Weaknesses in this book, from this reviewer's perspective, include an overemphasis on charts and visual data at the expense of quantitative treatments and a glib treatment of the Kondratieff Wave (long-term economic cycles).  That having been said, this is an excellent market book.  The presentation of sector rotation during economic cycles alone provided enough ideas to keep me busy with modeling efforts.  Chart-based technical analysts and quants alike can find value in Murphy's work.
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