& Associates
Money Management

vyWright HicH RS NEWSLETTER

FEBRUARY 5, 2008 IssuE21

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
“Alternative investments can be found in the
markets that are alternative to mainstream as-
set classes or alternative approaches within
mainstream asset classes.”

— Howard Marks, Oaktree Client Letter April
1998

In the search for diversification, many investors
believe that the only way to find additional un-
correlated assets is to add private equity, ven-
ture capital, or complex strategies often em-
ployed by hedge funds (all of which can lock up
money for extended periods of time). However,
we agree with the statement by Howard Marks
that alternative investments are not just found
in entirely new asset classes, but can be found
with alternative approaches within mainstream
asset classes. In fact, relative strength strate-
gies do just that. Most equity managers employ
an investment strategy that is highly correlated
with either a value approach or a growth ap-
proach. The value strategies seek to build port-
folios of stocks that are not “fairly” priced by the
market. The growth strategies seek to build
portfolios of stocks where the company is
“expected” to grow their earnings faster than
their peers. Alternatively, a relative strength
strategy simply observes that trends exist in the
market (and that those trends are often caused
by different reasons; some fundamental, some
psychological) and that it is possible for a disci-
plined process to capitalize on this inefficiency.
The benefit is that the performance tends to be
superior over time and its performance tends to
have a relatively low correlation to the broad
market.

High RS Asset Class:
High RS stocks, as an asset class, often move
independently of broad indexes. Recent per-
formance through 2/4/08:
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“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 2/4/08




High RS Diffusion Index
As of 2/4/08

Dorsey Wright Diffusion Index
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After reaching a washed-out low of 10% on
1/22/08, this index is now at 33%. Dips in this
indicator have historically been good times to
add to RS 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. As of 2/4/08
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We have seen some short-term underperfor-
mance in high RS stocks. This is typically seen
during a reversion in market leadership or a
change in market leadership (which it is we
won’t know until later). The beauty of RS

strategies is not having to predict. RS simply
adapts.

Does Risk Increase Or Decrease
In The Long Run?
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The answer to whether risk increases or de-
creases in the long run, is both. The top graph
is often used to show that there has historically
been wide variability in annualized returns over
shorter time periods, but over 20 plus year time
horizons the annualized return from equities has
converged. The top line is often used to show
the 95th percentile of returns and the bottom is
used to show the 5th percentile. However, we
believe you are doing your client a disservice if
you just focus on that graph to explain the risks
of equity investing. The lower graph reveals
that, due to the impact of compounding, seem-
ingly small differences in annualized returns end
up making an enormous difference. For exam-
ple, it will take about 9 years to double your
money compounding at 8 percent, but only

about 5 years if you are compounding at 14 per-
cent.

Such a comparison, can be helpful to underscore
the need to adhere to principles / strategies that
provide the returns that will help the investor ar-
rive at the desired terminal, or ending, value.




Investor Sentiment
The ISE Sentiment Index is a unique put/call
value that only uses opening long customer
transactions to calculate bullish/bearish market
direction. Opening long transactions are
thought to best represent market sentiment be-
cause investors often buy call and put options
to express their actual view of a particular
stock. High readings indicate bullish sentiment
and low readings indicate bearish sentiment.
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The low readings of late January approached the lows of
March '07 and August '07. Bearish sentiment currently
dominates.

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.



