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research note

 Technical Analysis 101 
There’s a great book on Technical Analysis, by Martin J. Pring, Technical 
Analysis Explained. I have the 4th Edition, which was printed in 2002. This 
paper will cover some of the basics that Pring writes about in his book.  
 
I want to know what the formula is. I don’t care what I’m working on. It could 
be writing a book, writing a paper, a business plan, building a spreadsheet, 
photography, music, or what-have-you. There’s a basic formula for everything 
and Technical Analysis (TA) is no exception.  
 
Once TA is broken down into categories it’s much easier to manage.  
 
There are 3 categories to TA1 

Sentiment • 
• 
• 

• 

• 

Flow-of-Funds 
Market Structure indicators 

 
Sentiment 
This indicator tracks opinion. That opinion is coming from insiders, fund managers 
(advisory services), individual investors, and floor traders (pros).  
 
Assumption: 
 

Different groups of investors are consistent in their actions at major market 
turning points.2 
Examples 

o insiders are usually correct at market turning points3 
o advisory services are usually wrong at market turning points4 

 Larry Williams created an indicator for futures trading called Pro-
Go, that can be applied to a chart so you can fade these investing 
services.  

 
Flow-of-Funds 
This is a branch of TA used on the stock market. However, I think of this Technical 
Indicator (TI) as the Commitment of Traders Report  (COT) released by the CFTC  
weekly.  
 

• 

                                                

“The COT reports provide a breakdown of each Tuesday's open interest for 
markets in which 20 or more traders hold positions equal to or above the reporting 

 
1 Technical Analysis Explained, Pring. p3 
2 ibid, p3 
3 ibid, p4 
4 ibid, p4 
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levels established by the CFTC. The weekly reports for Futures-Only 
Commitments of Traders and for Futures-and-Options-Combined Commitments of 
Traders are released every Friday at 3:30 p.m. Eastern time.”5  
 
The report is broken down into type of trader. There are 2 categories by the 
CFTC. 

• 

• 

o “Commercial and Non-commercial Traders – When an individual 
reportable trader is identified to the Commission, the trader is classified 
either as "commercial" or "non-commercial." All of a trader's reported 
futures positions in a commodity are classified as commercial if the trader 
uses futures contracts in that particular commodity for hedging as defined 
in the Commission's regulations (1.3(z)). A trading entity generally gets 
classified as a "commercial" by filing a statement with the Commission 
(on CFTC Form 40) that it is commercially "...engaged in business 
activities hedged by the use of the futures or option markets." In order to 
ensure that traders are classified with accuracy and consistency, the 
Commission staff may exercise judgment in re-classifying a trader if it has 
additional information about the trader’s use of the markets.” 6 
 

o “A trader may be classified as a commercial in some commodities and as a 
non-commercial in other commodities. A single trading entity cannot be 
classified as both a commercial and non-commercial in the same 
commodity. Nonetheless, a multi-functional organization that has more 
than one trading entity may have each trading entity classified separately 
in a commodity. For example, a financial organization trading in financial 
futures may have a banking entity whose positions are classified as 
commercial and have a separate money-management entity whose 
positions are classified as non-commercial.” 7 
 

However, there’s a better way to categorize the traders. Breaking them down into 
3 categories, not 2.  

o Visit this web site, commitmentsoftraders.com and you will see that 
George Slezak has broken the traders down into 

 Small Specs 
 Large Specs 
 Commercials (Hedgers) 
 There’s an example of his work below 

 

                                                 
5 http://www.cftc.gov/opa/backgrounder/opacot596.htm  
6 ibid 
7 ibid 
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The idea is to fade small specs and go with large specs. This is arguable. There’s 
been much written about this formula. However, the COT is a powerful tool. I’ll 
be writing a separate paper on this specific subject, shortly.  

• 
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Market Structure Indicators 
This is the main theme in Pring’s book and the main concern for us, commodity traders.  
 

• 

• 

• 

• 

• 

                                                

“These indicators monitor the trend of various price indexes [anything you can 
chart],…cycles, volume, and so on in order to evaluate the health of the prevailing 
trend.”8  
 
Indicators include 

o Moving averages 
o Peak and trough analysis 
o Price patterns 
o Trendlines etc…9 

 
“Most of the time, price and internal measures, such as market breadth, 
momentum, and volume, rise and fall together, but towards the end of the market 
movements, the paths of many of these indicators diverge from the price. Such 
divergences offer signs of technical deterioration during advances and technical 
strength following declines.”10  
 
“Since the technical approach is based on the theory that the price is a reflection 
of mass psychology, or crowd in action, it attempts to forecast future price 
movements on the assumption that crowd psychology moves between panic, fear, 
and pessimism on one hand and confidence, excessive optimism, and greed on the 
other.11  
  
“…the art of technical analysis is concerned with identifying these changes at an 
early phase…”12 

 
 

 
8 Technical Analysis Explained, Pring. p5 
9 ibid p5 
10 ibid p5 
11 Technical Analysis Explained, Pring. p5 
12 Technical Analysis Explained, Pring. p5 
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