% THE BIG PICTURE

trader commitment

Analyzing the euro with Commitment of Traddesiddight
on the strength or weakness of price moves.

BY BARBARA ROCKEFELLER

ou can be the best chart reader on the planet

and still lose money trading. Losses are gener-

ally a function of bad money management,

such as setting a profit target unreasonably
high or a stop too low.

you can see the actual buying volume.

As technical analyst and author Joe Granville and others
have noted, a real rally is accompanied by rising volume. If
prices are rising but volume is flat or falling, watch ou t.
New buyers N fresh blood N are not joining the rally, and

But losses can also be a function of not having the OfeelO it may not last.

of the market. LetOs define feel as a grasp of what thenain
players are thinking and doing. You may think that othe r
traders are in buying mode, but are they? You know only if

FIGURE 1 N AWAITING A BREAKOUT, EURO JULY 2005

Very high volume at a market high may mean the top is
in. If volume is extremely high and price is making new
record highs, many traders have a lot at stake N and any
significant price drop can
cause a stampede of cov-

Traders from all groups downsized their positions prior to the trading-range breakout in early

Source: chart N MetaStock; data N Reuters
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In futures, the ex-
change doesnOt publish
volume until after the
close. For real-time
analysis, all thatOs avail-
able is tick volume,
which is less than ideal.
You get a change in the
tick whether the new
trade was one contract
or a hundred, and while
you can check OTime &
SalesO to see the actual
volume, itOs a cumber-
some process. If you are
trading in an intraday
time frame, by the time
you see big volume
developing, itOs proba-
bly too late.

What traders are

really doing

Instead of looking at
raw volume, though,
you can look at the
Commitment of Traders
(COT) report and make

FIGURE 2 N JUDGING THE BREAKOUT

lacks real support.

Open interest was flat throughout the entire period. The new high on Aug. 12 is suspect because
a big upside move that is not accompanied by higher volume and an increase in open interest
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some educated guesses about how to trade certain situa- they canOt always be trusted. If the green speculatorsaally

tions. You wonOt get a price forecast, but you will get irfor-

mation that is directly relevant to your trading.

Take, for example, the period in July 2005 when the euo
futures (EC) were trading sideways in a range from 1.1980
to 1.2290 (Figure 1). Every three to five days, the price
reversed. In the first week of August the euro rose above the
rangeOs resistance line. Breakouts must always be respted,
and a long trade executed in the next six days probably pro-
duced a profit, since the euro put in a new high at 1.2505 on

Aug. 12.

thought the euro rally was going to continue, they would

have bought more contracts. They did go from net short to

that moves.

But look at the top window of the chart. This shows the

net long or short positions held by three types of trader s
defined by the Commodity Futures Trading Commission

Market activity

net long, but only for one week as price was peaking, and
then they went short again. Accordingly, the OfeelO of he
market is not really all that bullish. In fact, nobody se ems to
have much sentiment at all. Also, liquidity is low, meaning

if you make an off-market bid or offer, it will probably
sit there and not get filled, whereas in a highly liqu id mar-
ket, there is always somebody who will shoot at anything

just

Futures volume is a little tricky. Because every buyer has a

(CFTC): the OcommercialsO (blue); the large Onon-commer- counterpart on the short side, the two together constitute a

cialsO (green), otherwise known as large speculators; ad
the small non-commercials (red), who are mostly small

speculators (i.e., retail traders).

The green non-commercials are net short 24,842 contracts
the first week of July, while the red small speculators are net
short 2,522 contracts. Offsetting the two short groups are
the blue commercials, who are net long 27,394 contracts.

Now look at the next week. Everyone has downsized
their positions, and they continue to do so until the first
week of August, when the total number of contracts is only

2008, or 10 percent of the level the month before.
Yes, breakouts must be respected, but in this case weee
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better measured by Oopen interest.O

single contract. Total contract volume in the example above
is 27,394. Volume is not the same thing as liquidity, which is

Open interest is the total number of contracts still out-
standing N i.e., open positions that have not yet been off set.
If a new buyer is creating a fresh long position and buys a
contract, and the seller is also opening a fresh short post
tion, open interest increases by one contract. However, f the
buyer is just replacing a different long party who is sel ling,
no new long position is being created; rather a change of

ownership of an existing position is occurring. Open inte r-
continued on p. 14
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', THE BIG PICTURE continued

FIGURE 3 N EVALUATING STRENGTH

The highlighted middle window shows the percentage of traders in each category that are long.
Eighty percent of large specs were long euro futures as of the latest available reading in July, (Wiley, 2005) and
while 78 percent (100 minus the 22-percent long position shown here) of commercials were short. stepped-up reporting by
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est is still one because the number of open contrats
remains the same.

Now look at Figure 2, which contains the same informa-
tion as Figure 1, plus open interest in the center window.
Open interest was flat through the entire period, at | evels
around 150,000. The new high on Aug. 12 is fishy, astiis not
confirmed by a rise in open interest. A big upside move that
is not accompanied by higher volume and an increase in
open interest lacks real support; a significant amount of
new money is not flowing into the market.

As a rule, when volume and open interest are rising, a
price move will probably continue in the same direction.
When they are flat or declining, the trend is probably going
to end.

Understanding the COT report
The COT report is issued late every Friday afternoon by the
CFTC for trading during the week ending the previous
Tuesday. That means the data is stale by three busines
days, but donOt let that bother you N you can still get pow -
erful information from it.

You can bet that a lot of others are studying it over the
weekend, too. Interest in the COT report has risen sincethe

publication last fall of Larry WilliamsO book, Trade Stocks &

risk.

Non-commercials are mostly large speculators such & com-
modity funds and pools, and sometimes banks and brokers.

The balance of open interest is derived and assumed to
consist of both small speculators and small commercial
hedgers, which do not have to register with the CFTC.

One of the reasons the COT report is neglected by many
traders is that itOs hard to read and to use. Take a lookta
www.cftc.gov/cftc/cftccotreports.htm The CFTC has
improved the reportOs formatting (and speeded up its
release to every week and for data covering the mos recent
week), but the information is still presented in a raw f ormat.
YouOd at least have to download it to a spreadsheet to con-
duct any analysis.

Fortunately, an outfit named Shatterfield ( www.shatter-
field.com) makes it easy to capture the data and analyze it
in graphic form. For a small fee, you can get their down-
loader and display charts like the ones shown here (in
MetaStock), or in Excel, TradeStation, and other charting
packages. A number of other services are also available, bt
ShatterfieldOs program contains a special proprietay
strength indicator that shows the long/short percentage of
each trader category. Figure 3 shows the most recent COT
data in July this year.

The highlighted middle window shows the strength indi-

Commodities with the Insiders: Secrets of the COT Repadtor, which is scaled in percentage points. The number rep-
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Related reading

OVolume: The ultimate guide to sentiment,O
by Barbara Rockefeller
(Currency Trader, January 2006).

A previous discussion on interpreting volume and using
resents the percentage of traders in each category that e the COT report in forex.

long. Eighty percent of large speculators are long euros,
while 78 percent (100 minus 22 percent) of blue commer- | GLarry Williams looks inside futuresO
cials account for the offsetting shorts. The high large-spec (Active Trader, January 2006).

position denotes a real commitment to the trend, while the Larry Williams discusses his book on the COT report
high participation rate by the blue commercials indicates a and his techniques for using COT data in futures and
similar commitment. stocks.

Now check out open interest in the window below that.

During the second week of June, the large specs reduced | OFloyd Upperman: Digging into COT data®
their outstanding contracts, meaning they cashed in net (Active Trader, February 2006).

long positions. A week later the small specs cashed in, ard A commodity trading advisor shares his insights on
a week after that, the blue commercials. Because the Jua interpreting the COT report and the methods he out-

contract had already rolled to the September contract by the lines in his book on the subject.
time the commercials reduced their holdings, itOs likely
some of this is profit-taking. Notice that the week befo re, OBarbara Rockefeller OBig Picture® Collection,

price fell quite a bit Nfrom 1.2992 to 1.2534 N before rising Vol. 1: 2004-2005.0

again somewhat. Commercials are supposed to be hedgers | This 11-article collection contains forex market analysis
and immune to the lure of profit-taking, so this may not be and commentary Barbara Rockefeller wrote for

the correct interpretation. Currency Trader between October 2004 and December

The real point is that total open interest fell and the | 2005. (This article set is available at a 30-percent dis-
strength indicator contracted a little in each trad er category, count.)

but total net positions (top window) remained at ne ar-record
hlgh levels N 76,569 contracts the week of June 20after the You can purchase and download past articles at
all-time high of 88,196 the week before. (The recod high | www.activetradermag.com/purchase_articles.htm.
number of contracts that week made all the press reports.)
Uh-oh, here we go again N a very high volume figure
that is not accompanied by higher price highs, with open  short positions, but they should always be watched for thei r
interest falling and the percentage of participants in each behavior.Y
category on the OconsensusO side of the trade being
reduced. This is OextremeO volume not being confirmed and For information on the authasee p. 6You can get a free 2-week
validated by higher prices, and with commercials removing  free trial of Barbara Rockefeller's daily forex wmmtary at
about half their previous level of interest, as shown in the www.rts-forex.com.
open-interest drop from 217,570 contracts the

week of June 20 to 112,183 the next week.
Commercial interest rose a little in each of the fol-
lowing weeks, but they basically cleared out of
the market.

As in July last year, we canOt really expect a
higher high unless the commercials come back.
What can we deduce from this about price direc-
tion? First, there are a lot of speculators who are
long euros in a falling market. At some point, they
may hit stops or otherwise decide to bail out. The Providing high yield private managed accounts
euro is thus at risk of a OtechnicalO correction,
only this time itOs market-action technical and not .
the charting kind. Or, the commercials could + Safe consistent return
come back, providing the engine for additional * No negative months in 2006 up 40% in 2006
opposing trades by the specs N assuming the » FREE advanced training normally sold for $1,500 is yours FREE
commercials do not switch sides.

The commercials do switch sides from time to
time, which offers a tremendous opportunity for * Hear what our REAL clients have to say at

s_mall_ traders. The c_:ommer_C|aIs are _not always www.forexcapitalinvestor.com
right in terms of making profit from their long or

for the alternative investor

+ Take advantage of our principal protection plan with ZERO risk
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