
                                                                                                           

Chart of the Day: COT Report Backs Tale Told by SMR Money Manager Survey 

January 10, 2014 
By Michael Sacchitello, CMT

--Stone & McCarthy (Princeton) -- On Wednesday, SMRA's Senior Market 
Analyst, John Canavan, presented the latest edition of the SMRA Money Manager 
Survey.  Perhaps the most noteworthy observation brought forth by this survey of 
fixed income money managers had to do with the fact that, "Survey participants are 
even more defensively positioned and just as bearish as they have been in a
long time." While lopsided positioning by survey participants can often act
as a contrarian indicator, the survey also brought into question whether "the
Survey characteristics will generally maintain a slightly more defensive
position, on average, than has historically been the case."

With today's Chart of the Day, we'll attempt to show that while this overly
defensive posture may continue to be correct over the months ahead (see
primary wave count on chart 2), it is currently part of the reason we see the
benchmark US Treasury yield closing in on its next intermediate-term turning
point.

Over the past several weeks, much of our analysis of the Commodity Futures
Trading Commission's (CFTC) weekly Commitments of Traders (COT) report has
centered on the multi-year extremes being made by the difference between net
large speculator (trend followers) and commercial hedger (smart money)
positions. In fact, the most recent report (released on Monday instead of
Friday, due to the New Year schedule), which contains data compiled during
the last week of 2013, shows this key indicator making a fresh 4.5-year low.
This is shown by the middle study on chart 1 below.
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Chart 1

Also shown above are the 10-Yr note yield (top study) and one other indicator
that we use to gauge the potential for major market turning points, which is
net commercial interest as a percentage of open interest (bottom study), also
known as the SMRCOT Index. As we see at markers 1 - 4, both of the
indicators discussed above are now flirting with the kinds of extremes that
have preceded major 10-Yr price lows (yield highs) over the past 10 years.
Before we continue, though, we should highlight that the COT Index's most
effective buy signals typically do not occur until it either touches or
exceeds 2 standard deviations above the 52-week moving average. As the
supplemental chart on the lower right hand side above shows, this simply has
not occurred yet.
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While these extremes support the survey's findings that the market's bias is 
one-sided, and such extended sentiment is often an important  ingredient in 
market turning points, these are big-picture indicators not meant for short-
term timing purposes. At the same time, today's Chart of the Day is not meant 
to serve as a trading map for what's to follow the release of this morning's 
December jobs report. Therefore, to support our next argument that the 
benchmark US Treasury yield is closing in on its next intermediate-term turning 
point, we've enlisted the help of this next chart of the 10-Yr yield.

Chart 2
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If our primary wave count is correct, the conditions we've highlighted here
today should translate into a better top in yields in the 3.10% to 3.17%
area.  

Though there is room in the cycle for countertrend volatility ahead of this zone 
over the short-to-near-term, we will not concede that the benchmark yield has 
already topped in a truncated fashion near 3.0%, ahead of the aforementioned 
target zone, until Treasuries bulls drive the 10-Yr yield come back in below 
2.80%.

DISCLAIMER
.
THE MATERIALS IN THIS SITE ARE PROVIDED "AS IS" AND WITHOUT WARRANTIES OF ANY KIND EITHER EXPRESS 
OR IMPLIED. SMRA DISCLAIMS ALL WARRANTIES, EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, IMPLIED 
WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. SMRA DOES NOT WARRANT 
THAT THE FUNCTIONS OR INFORMATION CONTAINED IN THE MATERIALS WILL BE UNINTERRUPTED OR ERROR-
FREE, THAT DEFECTS WILL BE CORRECTED, OR THAT THIS SITE OR THE SERVERS THAT MAKE IT AVAILABLE ARE 
FREE OF VIRUSES OR OTHER HARMFUL COMPONENTS. WE DO NOT WARRANT OR MAKE ANY REPRESENTATIONS 
REGARDING THE CORRECTNESS, ACCURACY, RELIABILITY, OR OTHERWISE OF THE MATERIALS IN THIS SITE OR 
THE RESULTS OF THEIR USE. YOU (AND NOT SMRA) ASSUME THE ENTIRE COST OF ALL RESULTS FROM USE OF 
THIS SITE OR THE MATERIALS CONTAINED IN IT. APPLICABLE LAW MAY NOT
ALLOW THE EXCLUSION OF IMPLIED WARRANTIES, SO THE ABOVE EXCLUSION MAY NOT APPLY. SMRA DOES NOT 
ENDORSE ANY OTHER WEB SITES LINKED FROM THIS WEB SITE OR MAKE ANY REPRESENTATION AS TO THEIR 
COMPLETENESS, ACCURACY OR COMPLIANCE WITH APPLICABLE LAWS.THE INFORMATION IN THIS SITE IS NOT 
INTENDED TO CONSTITUTE, AND SHALL NOT BE CONSIDERED, INVESTMENT ADVICE OR THE RECOMMENDATION 
TO PURCHASE OR SELL ANY SPECIFIC SECURITIES OR CATEGORY OF SECURITIES.
LIMITATIONS OF LIABILITY.

Under no circumstances shall SMRA be liable for any special or consequential damages that result from the use of, or the 
inability to use, the materials in this site, even if we or one of our authorized representatives has been advised of the possibility 
of such damages. Applicable law may not allow the limitation or exclusion of liability or incidental or consequential damages, so 
the above limitation or exclusion may not apply. In no event shall our total liability for all damages, losses, and causes of action 
(whether in contract, tort or otherwise) exceed the amount paid, if any, for accessing this site

Stone & McCarthy Research Associates 4 Mike Sacchitello, CMT * msacchitello@smra.com




