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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

The U.S. Olympic Track and Field Trials recently
concluded in Eugene, Oregon. Our team has
been selected, and in less than a month the
world’s best athletes will compete in Beijing. For
those unfamiliar with the selection process, it is
quite simple: Finish in the top three of your
event and, assuming you have met the Olympic
A performance standard, you make the team.
No politicking by the athletes to be added to the
team, no committee meetings, no “expert” opin-
ions are needed to select the team. The only
factor to the decision is performance.

Likewise, relative strength portfolios consist of
securities that have performed the best over
some time frame. It wouldn’t make much sense
for the United States to send our losers to Bei-
jing. Yet, this is the same mentality which pre-
vails among those bottom feeding investors who
are constantly looking to pick tomorrow’s best
performer by looking at yesterday’s worst.
Every now and then future winners (whether in
track & field or stocks) come from past laggards,
but your best probabilities of long-term success
come by sticking with the winners.

High RS Asset Class:
High RS stocks, as an asset class, often move
independently of broad indexes. Recent per-
formance through 7/11/08:
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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 7/11/08

Sector Performance

S&P 500 GICS Sector 12 Month 6 Month 1 Month
Energy 9.86% 5.15% -5.71%
Utilities 2.20% -6.54% -0.38%
Consumer Staples -0.30% -5.84% -3.36%
Materials -3.32% -0.96% -8.59%
Health Care -12.48% -15.04% 1.53%
Technology -12.59%  -6.70% -7.00%
Industrials -17.54% -10.14%  -8.44%
Telecommunications -23.97% -15.95%  -7.32%
Consumer Discretionary  -32.11% -11.54% -12.46%
Financials -47.76%  -32.09% -15.71%

Performance by Capitalization

S&P Mid-Cap -13.87% -1.33% -8.04%
S&P Large-Cap -18.52% -11.64% -7.54%
S&P Small-Cap -18.85% -2.89% -6.66%




High RS Diffusion Index
As of 7/11/08

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 has fallen to 32%. The lowest one day
measure in the last several months came on July
8th at 21%. The one day reading has since
started to rise. Historically, dips in this indicator
have provided good opportunities 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 7/11/08:
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Relative strength leaders are performing sub-
stantially better than the relative strength lag-
gards at this point.

Innovation to the Rescue
How can the economy possibly adapt to sky-high
oil prices? Don't worry. We know how this story
turns out, and it has a happy ending.

Consider the following, written by Rod Hunter in
the July 8, 2008 Wall Street Journal.

“History teaches that innovation directed by
markets can solve problems such as these. In
New York at the end of the 19th century, horses
were the main form of transport — and a major
source of pollution. As many as 200,000 horses
each produced 15 to 35 pounds of manure per
day. Manure piles along the roads and in stables
produced vast numbers of flies, an important
vector for infectious diseases such as typhoid fe-
ver. Horses became increasingly expensive,
thanks to rising prices for hay, oats and the ur-
ban land required for stables.

Initially the automobile wasn't much competition
for the horse. Then, around the turn of the cen-
tury, a series of innovations involving the inter-
nal combustion engine and manufacturing (mass
production, assembly lines and interchangeable
parts) improved performance, reliability and
costs. As car prices fell, the horse, the manure
and the ‘typhus fly’ were done for.”

The same will happen today. Perhaps electric
vehicles will eventually replace the internal com-
bustion engine. Perhaps it will be some other
source of energy. However, using history as our
guide, we can be confident that the market will
sort it out. They key is to adapt.

We know of no strategy that is as adaptive as
relative strength. RS strategies excel by partici-
pating in major market themes. Energy has
been that theme for several years and may well
continue to be the dominant theme for several
more. However, the market will eventually find
a more efficient source of energy, and when it
does, relative strength strategies will unceremo-
niously lock onto to the next major theme.




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.

T/92008 Long-Term

Results Average
Bullish N 2217% 9%
Heutral BN 22 BEY 2%,
Bearish N 5517% 29%

Predictably, individual investors are feeling
quite bearish now that the S&P 500 has offi-
cially declined 20 percent from its all-time highs
in October of 2007.

“The market is most dangerous when it looks
best; it is most inviting when it looks worst.”
— Frank J. Williams

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 Technical Fund Delivers on
Promise, TheStreet.com, April, 24 2008
http://tinyurl.com/3wnbxb

e Concept ETFs provide Portfolio Stability
Seeking Alpha, April 23, 2008
http://tinyurl.com/52qdt5

Arrow DWA Balanced Fund (DWAFX)

e 2007 Lipper Performance Acheivement
www.arrowfunds.com

Arrow DWA Tactical Fund (DWTEX)

e Arrow Fund Launches DWA Tactical Fund,
CNNMoney.com, June 2, 2008
http://tinyurl.com/3grnp6

Dorsey Wright Money Management

e Can Relative Strength Be Used in Portfolio
Management?, Technical Analysis of Stock &
Commodities, Sep 2005
http://tinyurl.com/3800093

e Systematic Relative Strength Investment,
The Wall Street Transcript, April 21, 2008
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.



