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Better Emini Trading Every Day

Commitment of Traders (COT) & Following the
Professionals

Summary of what you'll learn in the article below:

The Commitment of Traders Report tells you what the Professionals are doing. In the
Report they are classified as 'Commercials'.

If you trade Eminis don't follow the Emini (ES) Commercials. Instead follow the "full-
size" contract (SP) Commercials. Back-testing shows they are a more reliable indicator
of market direction.

TradeStation doesn't have Commitment of Traders data built-in to their data feed. The
best solution is to use a manually updated lookup function (free code).

The Professionals have been short the market before every stock market crash from
1987 onwards. A simple Crash Warning indicator in included in the free code.

If you don't have time to analyze the Commitment of Traders Report every week then
subscribe to this site's free newsletter.
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What is the Commitment of Traders Report?
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Commitment of Traders: Raw Data from CFTC

The Commitment of Traders (COT) Report breaks down open interest for all traded futures
contracts into long and short positions by type of player. The people to follow most closely
are the large, professional traders or 'Commercials'. They are considered the "smart money"

and can give you valuable clues as to future market direction.

The Commitment of Traders data is collected weekly after the close on Tuesday and the
Commitment of Traders Report is published after the close on Friday. You can find the
weekly Reports on the CFTC (Commodity Futures Trading Commission) website in text and
spreadsheet formats. I use the 'Compressed - Futures Only Report' in Excel format.

Once you've downloaded and unzipped the Excel spreadsheet, the raw data looks like the
screenshot above. I'll show you how to manipulate the data to generate trading signals, but
before that we have to decide which Commitment of Traders data to use!
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Which Commitment of Traders Data Should You Use?

All SP ES Large Mini
Profit $38k $62k $5k $46k $25k
Profit Factor 2.43 2.44 1.06 1.92 1.38
No. Trades 37 53 76 65 71
% Profitable 57% 62% 43% 59% 56%
Avg. Trade $1,033 $1,161 $65 $708 $352
Trade Drawdown $10k $11k $8k $10k $15k
Max Drawdown $29k $29k $37k $24k $26k

Commitment of Traders: System Results Trading 1 Emini Contract
If you're an Emini trader you've got 5 Commitment of Traders data choices:

Obviously data for the Emini (ES)

Data for the large S&P500 contract (SP)

Combined data for all the "mini" contracts (Emini, mini-Dow, mini-NASDAQ, etc.)
Combined data for all the "full-size" contracts (S&P500, Dow, NASDAQ, etc.)
Combined data for all indices (Emini, S&P500, mini-Dow, Dow, mini-NASDAQ,
NASDAQ, etc.)

The Commitment of Traders data can be combined across different contracts by weighting
the long/short open interest by the margin required to trade each different contract.

Using a simple system that goes long when the 'Commercials' are net long and short when
the 'Commercials' are net short we can see which Commitment of Traders data is best -
directionally at least. The results, trading 1 Emini contract between Sept. 1997 and Jan.
2008, are shown in the summary table above.

First of all, the absolute worst data to use trading the Emini is the Emini COT data. The Profit
Factor is 1.06 (break even) and percent profitable is only 43%. Combining the other "mini"
contracts helps a little (Profit Factor 1.38, percent profitable 56%) but we can do better.

The best data to use is the large S&P500 contract (SP). The Profit Factor is 2.44 and percent
profitable 62%, while draw down results are no worse than the other data choices. Although
the Profit Factor of using all indices is close to the large contract (2.43) the other metrics are
worse - total profit is less and percent profitable is lower.
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Using Commitment of Traders Data with TradeStation

TradeStation Chart Analysis - @E5.D Weekly [CME] E-mini S&P
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Commitment of Traders: Better COT Indicator

The Commitment of Traders data is not included in TradeStation's built-in data feed.
Therefore, to build COT indicators and trading systems the COT data has to be imported -
and I do this using a lookup function that is manually updated each week.

The chart above illustrates a basic Commitment of Traders indicator - the Better COT
indicator - plotted on a weekly chart of the Emini. The cyan histogram shows the large
contract (SP) 'Commercials' net position. This was +2.5% of total open interest (i.e. long)
for the last week of May 2008.

The red line shows the difference between the large contract 'Commercials' (the "true"
professionals) and the small contract 'Commercials' (Emini). When the red line is rising the
large contract professionals are becoming more bullish than the small contract professionals.
You'll notice that this often gives advanced warning of turning points.
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To update this Emini trading indicator this is what I do each week:

1. Take the original CFTC spreadsheet and delete all markets except Dow, Dow Emini,
S&P500, S&P500 Emini, NASDAQ, NASDAQ Emini, Russell, Russell Emini, S&P400 and

S&P400 Emini

2. Then delete all columns except market, report date, open interest, commercial long
and commercial short

3. Copy the remaining data into a spreadsheet that calculates net positions (i.e. long
minus short) as a percentage of open interest and adjusts by margin requirements for

combined (e.g. all "mini") contracts

4. Copy the TradeStation EasyLanguage formulaes that this spreadsheet generates into
the COT data lookup functions and verify

The screenshots below show the COT analysis spreadsheet, one of the TradeStation
EasylLanguage functions and the Better COT indicator. Note the indicator can plot any one of
the COT data functions (ES, SP, Large contracts, "Mini" contracts, etc.). To lean more, watch
the video above that shows the updating process in real time.
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Commitment of Traders: Analysis Spreadsheet
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TradeStation Function - _COTSP : Function

| EEE|

{rEadwd Copyright www.Emini-Watch.com 211 rights reserved w#®#}
Variables: COTSP (D) ;
If date »>= 860131 then COTSP = 6.81118441721646;
If date »>= 860214 then COTSP = 7.99629866894441;
If date »>= 860228 then COTS5P = 1.3441733160141;
If date »>= 860314 then COTS5P = -14.6130986398446;
If date >= B680331 then COISF = -20.6244979%663653;
If date »= 860415 then COTS5P = -11.4172056395962;
If date »>= 860430 then COTSP = -12.7354370257138;
If date »= 860515 then COTSP = 9.23934961588779;
If date »>= 860530 then COTSP = 4.08777500478007;
If date »>= 860613 then COTSP = 8.8310327T7686704;
If date »>= B60630 then COTS5P = -1.110T70998796631;
If date »= 860715 then COTSP = 5.15005841457108;
If date »>= B60731 then COTSP = 0.4802%928179%26171;
If date »= 860815 then COTSP = 3.75072661678;
If date »>= 860829 then COTSP = 5.33004410555431;
If date »= 860915 then COTSP = -5.90653412623525;
If date »>= 860930 then COTSP = 13.1017365766456;
If date »= 861015 then COTSP = 14.1171472727406;
If date »>= 861031 then COTS5P = 11.651068261706;
If date »>= 861114 then COTSP = 19.2214434949085;
If date »>= 861128 then COTSP = 9.82216464491815;
-ij date »>= 861215 then COTSP = 1.84902983869269;
A

=

R R L ol s A e S R e

Commitment of Traders: TradeStation EasyLanguage Function (SP)

TradeStation Indicator - _Better COT : Indicator

Inputs: 5F(True), E5(Fal=e), Large(False), Mini(False), B11COT (False),
Difference (False), COTColor(Cyvan), DiffColor (Red), ZerolColor (White);

If date > 860115 then begin
If Difference = True then Flotl( COTDiff, "Difference",DiffColor):
If 5P = True then Flot2( COTSE,"5E",COTColor);
If E5 = True then Flot3( COTES, "E5",COTColor);
If Large = True then Plot4( COTLarge, "Large",COTColor);
If Mini = True then Plot5( COTMini,"Mini",COTColor):
If A11CO0T = True then Ploté( COTALLl,"Al1COTI",COTColor);
Plot7 (0, "Zera™, ZeroColor) ;
End;

{4 March 2008 - Added option to plot any COT data & Large/Mini difference H

KAR|

ILn 1, Col0 |SAVED |VERIFIED | | | | | |

Commitment of Traders: TradeStation EasylLanguage Indicator
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Commitment of Traders and Stock Market Crashes

... TradeStation Chart Analysis - @SP.P Weekly [CME] S&P 500

@SP.P - Weekly

Black Monday

"y =

Commitment of Traders: Stock Market Crash 1987

See more stock market crash screenshots here

To illustrate the power of knowing what the 'Commercials' or Professional traders are doing
I've developed a simple stock market crash warning indicator. For the warning indicator to
signal the following sequence of events needs to take place:

The stock market makes a new 52 week high while the 'Commercials' are net long
The 'Commercials' flip from net long to net short

A "Warning" signal is printed on the chart

The signal is confirmed once the market drops 10% from the high

Simple, but very effective. Check out the chart above that shows Black Monday in 1987.
Note that the Commitment of Traders data was only published every fortnight back in
1987. The link above will take you to similar charts for 1997, 1998, 1999, 2000, 2007 and
2008.
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Trading the Emini with the Commitment of Traders Report

TradeStation Chart Analysis - @ES.D Weekly [CME] E-mini

Commitment of Traders: Better COT Oscillator

In using the Commitment of Traders Report to trade I have found the most useful signals
come from:

m  Understanding whether the 'Commercials' are net long or net short
m  Watching for large weekly jumps in the 'Commercials' activity, and
® Comparing the Emini trend direction with the trend direction of the 'Commercials’

To achieve this last point I've developed a proprietary indicator, called the Better COT
Oscillator. The chart above shows the Oscillator on a weekly chart of the Emini. As you can
see it trakcs market swings nicely. The cyan and red dots on the weekly Emini bars are
superimposed after the Oscillator crosses the zero line to mark the high or low point of
each swing.

Through back-tested I have found that the best Commitment of Traders data to use with
this Oscillator is the combined COT data for all "full-size" contracts. The overall shape of
the Commitment of Traders Oscillator did not change markedly between using the SP
contract and all large contracts. But the signals at a couple of important market turning
points were superior using the combined "full-size" COT data.

Copyright 2008 www.Emini-Watch.com 8 of 9



Commitment of Traders (COT) & Following the Professionals 05.06.2008

Again, results from using the Emini COT data (or all "mini" sized contracts) were
disappointing. To see the results of this particular test follow this Commitment of Traders
link.

You now have all the tools to keep track of the 'Commercials' yourself. Just visit the CFTC
website each week, download the latest data and update the Excel spreadsheet and
indicators. Alternatively, I publish the updated Commitment of Traders charts at the end of
every week. Make sure you subscribe to the free website updates.

Follow this link to read over 50 previous weekly Commitment of Traders analyses.

Distribution: You may distribute this report freely, and/or bundle it as a free bonus with
other products, as long as it is left completely intact, unaltered and delivered via this PDF
file. You may also republish excerpts as long as they are accompanied by an attribution link
back to http://Emini-Watch.com. This report contains no affiliate links.

Disclaimer: Futures and options trading have large potential rewards, but also large
potential risk. You must be aware of the risks and be willing to accept them in order to
invest in the futures and options markets. Don't trade with money you can't afford to lose.
This is neither a solicitation nor an offer to buy or sell futures, stocks or options. No
representation is being made that any account will or is likely to achieve profits or losses
similar to those discussed here. The past performance of any trading system or methodology
is not necessarily indicative of future results. If you decide to invest real money, all trading
decisions should be your own.

CFTC Required Disclaimer: Hypothetical or simulated performance results have certain
inherent limitations. Unlike an actual performance record, simulated results do not represent
actual trading. Also, since the trades have not actually been executed, the results may have
under- or over-compensated for the impact, if any, of certain market factors, such as lack of
liquidity. Simulated trading programs in general are also subject to the fact that they are
designed with the benefit of hindsight. No representation in being made that any account will
or is likely to achieve profits or losses similar to those shown.
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