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Devoted to information and portfolio strategies for
the high relative strength asset class

Relative Strength measures...

the price performance of a stock versus a mar-
ket average or universe of stocks. A stock’s
relative strength can improve if it rises more
than the market in an uptrend, or goes down
less than the market in a downtrend.

Feature: Thought Process

Do you pick investments as if picking food at a
buffet? “This looks interesting...l think I'll have
some of that...maybe a little of this one...I've
heard about that one,” you may say to yourself.
I am sure we have all gorged ourselves at a buf-
fet at one time or another only to shortly after
have a bad case of heartburn. The “buffet ap-
proach” often does not consider how each of the
foods will interact with each other. Compare
that to a meal at a fine restaurant. Careful con-
sideration is given to each of the items of food
to ensure that they all blend together and com-
plement one another.

The same careful consideration should be given
to constructing your portfolio. One of the bene-
fits of relative strength strategies is the rela-
tively low correlation to the broad market. By
mixing RS strategies with other winning strate-
gies, you may be able to achieve higher returns
with lower overall portfolio volatility.

High RS Asset Class:
High RS stocks, as an asset class, often move
independently of broad indexes. Recent per-
formance through 1/11/08:

High RS Index vs. S&P 500
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‘—High RS Index — S&P 500

“High RS Index” is a proprietary Dorsey, Wright Index composed of stocks
that meet a high level of relative strength. The volatility of this index may
be different than any product managed by Dorsey, Wright. The “High RS

Index” does not represent the results of actual trading. Clients may have
investment results different than the results portrayed in this index.

Sector & Capitalization Snapshot

As of 1/11/08

Sector Performance

S&P 500 GICS Sector 12 Month B Month 1 Month
Energy 37.80% 4. 48% 0.50%
Litilities 19.86% 9.35% 0.45%
Materials 15.34%  -Z.38% -3.73%
Consumer Staples 8.35% 5.88% -2.28%
Health Cara 7.08% 3.01% 1.02%
Telecommunications 3.69% -9.53% -5.81%
Industrials 1.23% -83.23% -7.08%
Technology 0.7 % -B6.32% SHET%
Consumer Discretionary  -2270%  -23.25% -10.41%
Financials S25.33% 2307 % -BAE%

Performance by Capitalization

S&P Large-Cap -1.41% SFT9% -5.25%
&P Mid-Cap -283%  1271% -8.32%
S&P Small-Cap -83.79%  -16.44% -3, 46%




High RS Diffusion Index
As of 1/11/0

Dorsey Wright Diffusion Index
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—High RS Stocks Above 50 Day Moving Average — 10 Day MA

46 percent of High RS stocks are currently trad-
ing above their 50 day moving average. Dips in
this indicator have historically been good times
to add to relative strength strategies.

RS Spread

The chart below is the spread between the rela-
tive strength leaders and relative strength lag-
gards (universe of mid and large cap stocks).
When the chart is rising, relative strength lead-
ers are performing better than relative strength
laggards. When investors are confident in mar-
ket leadership, they continue to buy into
strength and sell into weakness. When investors
are risk averse, they tend to sell into strength
and buy into weakness. As of 1/11/08

Relative Strength Spread
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We continue to see a very good environment for
RS strategies as RS leadership remains steady.

Predictive vs. Reactive TA
Not all technical analysis is created equal. Some
methodologies are of great value, while others
are no better than random chance. The only
way to tell the difference is to test them over a
long period of time. Furthermore, there are two
broad classifications of technical analysis: pre-
dictive technical analysis and reactive technical
analysis. Predictive technical analysis is what
most people think of when they think of techni-
cal analysis (and is the least profitable in our
opinion). This is the realm esoteric wave counts
and forecasting. Relative strength fits into the
other, less-publicized classification of reactive
technical analysis. Relative strength is simply a
means of identifying what stocks have been the
strongest in the past. According to the efficient
market hypothesis there should be no value in
simply identifying the strongest stocks and
building a portfolio of those stocks. However,
testing clearly shows that there is substantial
excess return to be made simply reacting to the
trends already in place in the stock market.

Consider Michael Covel’s take on the subject
(author of Trend Following): “Trend followers
generate phenomenal returns because their de-
cisions are ultimately based on one piece of core
information: price. In an increasingly uncertain
and, these days, downright unfriendly world, it is
extremely efficient and effective if our decision-
making is based on this single, simple , reliable
truth. The constant barrage of fundamental
data, such as price-earnings ratios, crop reports,
and economic studies, plays into traders’ ten-
dencies to make trading more complicated than
it needs to be. Yet, factoring in every possible
fundamental still does not tell a trader how
much and when to buy, or how much and when
to sell.”

Employing a high relative strength strategy con-
sists of buying a basket of past top performers
(without the knowledge of which of those trends
will continue) and then selling those stocks
whose relative strength deteriorates beyond an
acceptable level. To reap the rewards of such a
strategy it requires consistent execution of the
rules through periods of outperformance, under-
performance, and market performance. Those
who become impatient will never succeed, while
the long-term investor will be hard-pressed to
find a better strategy.




Investor Sentiment
The AAll Sentiment Survey measures the per-
centage of individual investors who are bullish,
bearish, and neutral on the stock market short
term; individuals are polled from the AAIl web
site on a weekly basis. Results as of 1/9:

1972008 Long-Term
Results Average
Bullish [N 19.635% 39%
Heutral N 2 .509% F2%
Bearish N 55.55% 25%

That is right—58.88% of individual investors
are currently bearish! Since 1987, there have
only been 4 readings with a higher percentage
of bears and all of those came in 1990. Individ-
ual investors are often wrong at the extremes.
For example, 75% of individual investors were
bullish in early 2000.

Being aware of the bearish sentiment will hope-
fully given investors reason to fight the ten-
dency to want to join the crowd at the ex-
tremes.

Other RS Sources
Relative Strength investing has a long history of
well-documented testing. Some of the best
known resources in the area are:

What Works On Wall Street, James P.
O’Shaughnessy, McGraw Hill, 1997.

Earnings Growth, P/Es and Relative Price
Strength, Robert A. Levy and Speros L. Kripo-
tos, Financial Analysts Journal, 1967

Eight Relative Strength Models Compared, John
S. Brush, Journal of Portfolio Management,
1986.

Momentum Strategies, Louis K.C. Chan, Nara-
simhan Jegadeesh, and Josef Lakonishok, Jour-
nal of Finance, 1996.

Media Center

Powershares DWA Technical Leaders ETFs (PDP,
PIE, and P1Z2)

e Powershares to Expand Family of DWA Tech-
nical Leaders Portfolios, Yahoo! Finance, Dec
21, 2007
http://tinyurl.com/37cay?2

e New ETF follows trends based on technical
factors, MarketWatch, Mar 2, 2007
http://tinyurl.com/2qt6cd

Arrow DWA Balanced Fund (DWAFX)

e Arrow DWA Balanced Fund Hits $100 Million
in Assets, Marketwire, September 11, 2007
http://tinyurl.com/336e6u

Dorsey Wright Money Management

e Can Relative Strength Be Used in Portfolio
Management?, Technical Analysis of Stock &
Commodities, Aug 2005
http://tinyurl.com/3800q3

e Systematic Relative Strength Investment,
The Wall Street Transcript, Jan 29, 2007
http://tinyurl.com/2m7cls

To Request Info

To request information about our Systematic
Relative Strength accounts, please call us at
626-535-0630, or e-mail us at
moneymanagement@dorseywright.com

Dorsey, Wright Money Management
595 E. Colorado Blvd, Suite 518
Pasadena, CA 91101
(626) 535-0630

Information contained herein is based on data obtained from publicly available statistical services, issuer reports or communications, or other sources believed to be reliable. How-
ever, such information has not been verified by Dorsey, Wright and Associates, Inc. (“DWA”) and DWA makes no representations or warranties as to the accuracy of the source
data. Recommendations made are based on the professional judgment of DWA, and DWA cannot guarantee the results. The data reflects information as of the date DWA pur-
chased this security for client portfolios and is not for purposes of assisting any person in making his/her own decision as to which security to buy or sell, or when to buy or sell
them. Charts, graphs, or formulas published by DWA have limitations in determining future profitability. All investments have risks and there is no guarantee against loss. DWA
may sell this position at any time without further notice.



