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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

Suppose that you are asked, “How did your
team do last night?” and you respond with “Well,
we scored 113 points.” That wouldn't tell some-
one very much, because it tells what your team
did, but it doesn't tell how things went relative
to the other team. Obviously, you need to know
how the other team is doing in order to know
whether you win or lose.

Yet, with investments, many choose to evaluate
their holdings in isolation. They seem to say,
“XYZ is now at $30 per share; not bad since |
bought it at $27 per share...3 years ago.”

That error is not a factor when a systematic
relative strength strategy is employed because
the entire universe of securities is analyzed to
ensure that we purchase securities that have su-
perior relative strength and, once purchased,
that they maintain an acceptable level of relative
strength. To do that, a system is in place to
constantly check “the score,” which consists of
each securities’ relative strength (over an inter-
mediate time frame.)

High RS Asset Class:

High RS stocks, as an asset class, often move
independently of broad indexes. Recent per-
formance through 4/11/08:

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 4/11/08

Sector Performance

S&P 500 GICS Sector 12 Month B Month 1 Month
Energy 2254% 077 % 2.00%
Materials 10.19%  -1.54% 377 %
Consurmer Staples 4 75% -0.71% 1.37 %
Industrials 1.09% -1250% 06BB%
Technology 230% 1BY0% -0.03%
Litilities -3.94% -4.83% 2.10%
Health Care -5.84% -1257% 0.95%
Telecommunications -14.10%  -20079% 2.42%
Consumer Discretionary  -20.24%  -18.12%  0.79%
Financials 29.49% -2915% -0.22%

Performance by Capitalization

S&F Mid-Cap 0% -12.25% 3.45%
S&F Large-Cap Sa8% -14.21% 0.59%
S&F Small-Cap S12.83% -1B.47% 1.71%




High RS Diffusion Index
As of 4/11/08

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

The 10 Day Moving Average of this Diffusion In-
dex is now at 80 percent after seeing a low of 18
percent in late January of this year. It is not un-
common to see this indicator spike off the bot-
tom, rally (as it has) and then remain extended
during a sustained move in high relative
strength stocks.

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 4/11/08:

Relative Strength Spread
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‘— RS Spread — 50 Day Moving Average ‘

RS leaders have regained their footing, after lag-
ging in January, and the spread is now rising
above its 50 day moving average.

Recessions & Buying

Opportunities
With so much talk of the possibility that we are

heading towards (or already in) a recession, we
want to present some excellent research com-
pleted by Greg Williams using data from Morn-
ingstar and the U.S. Department of Commerce.
As an investor, the following may cause
you to stand up and applaud negative GDP
reports!

“Considered the granddaddy indicator of eco-
nomic output and growth, GDP is compiled and
reported by the Department of Commerce. Spe-
cifically, it is the market value of goods and ser-
vices produced by labor and property in the U.S.
GDP primarily is watched in real terms, or net of
inflation, for easiest comparison among periods.
Annual growth of 2.5% to 3.5% is widely viewed
as most favorable (not too hot, not too cold),
while recession is officially defined as two con-
secutive quarters of negative growth...

That final reading for the fourth quarter of 2007
GDP was released on March 27 and was left un-
revised at an annual growth rate of 0.6%. Barely
in positive territory, this anemic figure followed
the 4.9% number in Q3 '07 and clearly suggests
the economy is not exactly humming along and
may actually be leaking oil. Yet, as illustrated in
the table below, stocks on average have per-
formed exceptionally better subsequent to a
weak or recessionary GDP reading. Using the
current 0.6% GDP growth as the demarcation
line in our analysis, large- and small-cap stocks
returned an average 17.3% and 27.9%, respec-
tively, in the subsequent one-year period when
the reading was at or below this level. This
represents average respective one year outper-
formance of 4.8% and 13.0% when readings are
above the current 0.6% GDP growth. Subse-
quent two, three and five year performance
numbers further affirm our contention that it is
often better to buy stocks when the news is
grim than when all is rosy.”

—Greg Williams, Al Frank Asset Management

1 Year 5 Year
Large Small Large Small

overall 13.4% 17.4% 83.7% 114.4%
<=0.6% 17.3% 27.9% 99.2% 142.3%
>0.6% 12.5% 14.9% 79.8% 107.5%




Investor Sentiment
The American Association of Individual Inves-
tors (AAII) is a non-profit association of more
than 150,000 members. AAIl produces a
weekly sentiment survey of its members that
measures the percentage of individual investors
who are bullish, bearish and neutral on the
stock market in the short term.
Results as of 4/9/08:

492008 Long-Term

Results Average
Bullish [N 45 76% 9%
Heutral BN 16.95% J2%
Bearish [N 37.29% 20%

Sentiment has improved in recent weeks, al-
though bearish sentiment is still above its long-
term average. It is instructive to consider that

in late January nearly 60% were bearish on the
stock market. Yet, rather than continue to de-
cline, as the AAIIl group predicted, the S&P 500
has stabilized and is essentially flat since then.

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 Take a Piece of Powershares’ Emerging Mar-
kets Technical Leaders Pie, Seeking Alpha,
Mar 10, 2008
http://tinyurl.com/39yuwk

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.



