Committed to the Markets

http://www.tradingacademy.com/lessons/lessons20080423.shtm
Many traders are seeking out assistance in their trading decisions from decision support tools we call technical indicators.  While these are helpful, they are only to be used as support for our decision to buy where demand outstrips supply or to sell when supply overwhelms demand.  We see this supply/demand imbalance on our charts as support and resistance.  However, there is another useful data set that is independent of price that will give us clues as to the possible future of the markets.  This data can be found in the Commitment of Traders report.

The Commitment of Traders (commonly referred to as the COT) report has been published by the Commodity Futures Trading Commission since 1962 and provides information on the open interest of futures contracts.  The report can be found at www.cftc.gov and is published every Friday and contains the data from the previous Tuesday.  A futures contract is a derivative which gets its value from an underlying asset.  They are traded to either profit from future values of the asset or to hedge a position in the asset against a drop in price.  The COT shows open interest in a multitude of commodity, currency, and stock index futures.  Open interest differs from volume in that volume is the number of contracts actually traded per day while open interest is the number of contracts entered into, either long or short, that have not been offset by transactions or exercise.  They are new or open contracts which can offer clues as to what the traders are anticipating price to do in the asset.  This information can be used to assist us in our own trading decisions whether we are trading currency, commodities, futures, options, or even stocks.
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Current Reports: Week of April 18, 2008,

Futures Only Futures-and Options Combined
Chicago Board of Trade ongFomst  ShodFomst | loogFomel || Shor Fomat

TongFomal  ShodFomal || LoogFomet  Short Fomat

LgFomal  Stodfomai  losgFomal | Shor Fomat
Exchange

Chicago Climate Futures LogFomat  StotFomat | logFomal | ShotFomat
Exchango

Kansas CityBoard of Trade’ | LongFomal  ShonFomat | LosgFomal  Shor Fomal
Minneapolis Grain Exchange  LongFornal  ShonfFomat  LosgFomal  Shor Fomal

‘Commodity Exchange LogFomst  ShoFomst  losgFomsl  Shot Fomat
Incorporatad

ICE Futures U.S. LowgFomst  SwotFomst  losgFomsl ShotFomat
New York Mercantile ogfoms  Swtfomst  losgfomst  ShonFomat

Supplemental Commodity Index I Report




The COT breaks down open longs and shorts into three categories.  We have the Commercials, the Non-Commercials, and the Non-Reportables.  The Commercials are people or businesses who deal directly with the underlying asset such as farmers, miners, and international businesses.  With commodity futures, they understand the true supply and demand of the asset and are trying to hedge against future price movement that could hurt operating profits.  They are not usually trying to profit from the futures contract itself.  Stock index futures are used to hedge institutional portfolios and for arbitrage opportunities.   The Non-Commercials are large speculators and can represent "smart money."  They are speculating on the future movement of the trend in the underlying asset.  The Non-Reportable positions are the so called "dumb money."  There are the small individual traders trying to play the direction of the markets for profit and are often wrong.

The COT provides the open interest for both longs and shorts for all three categories of traders.  Subtract the net shorts from the net longs in each category to see if the Commercials, Non-Commercials, and small traders are net long or net short. To use the COT data, you should keep a chart of the data and see what the trend is for the three groups.  This is not the simplest task as you will have to manually enter the data each week from the COT report but it can be beneficial to do the work.  Are the traders going net long or net short?  Are they increasing their longs or their shorts?  To trade with the trend, follow the Non-Commercials.  Remember, this is the "smart money" that seeks to profit from price movement in the futures contract.  If they are net short and increasing their shorts, look to go short yourself.  If they are net long and increasing their net longs, look to open longs as well.

The most powerful trading signal comes when the Commercials and Non-Commercials are trending in one direction while the Non-Reportables (small traders), are trending in the opposite.  The divergence of these groups shows the professionals taking money from the public and you should definitely follow the professionals for greater probability of success.
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FUTURES ONLY POSITIONS AS OF 04/15/08
- NONREPORTABLE
'NON-COMMERCIAL BOSITIONS

LONG | SHORT

| LONG | SHORT

P 500 TND 50.00) 558,437
OMMITMENTS
61,921 80,439 | 9,805 374,637 364,678 446,363 454,922 [ 112,074 103,515
CHANGES FROM 04/08/08 (CHANGE IN OPEN INTEREST: -871)
1,010 4,260 1,065 -1,514 -3,555 s61 1,770 -1,432  -2,641
BERCENT OF OPEN INTEREST FOR EACH CATEGORY OF TRADERS
1.1 14.4 1.8 67.1 65.3  79.9 e1.s 20,1 18.5
NUMBER OF TRADERS IN EACH CATEGORY (TOTAL TRADERS: 202)
36 51 21 82 62 134 118

Commercials are Net Short by 18,518
contracts. They were shorting the market
this week! Small traders were wrong by
being long net 8,559 contracts.




