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High RS Newsletter 

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. 

Sector & Capitalization Snapshot 
As of 9/19/08 

Feature: Thought Process 
The spider monkey lives in 
the trees of the tropical 
jungles of South America, 
have hook-like, narrow 
and thumbless hands and 
tiny brains.  
 
In order to catch spider 
monkeys, hunters in South 
America simply walk 
through the jungle and 
drop heavy containers on 

the ground. These containers have very a nar-
row top and a wider bottom. Inside the contain-
ers the hunters drop a special kind of nut which 
is particularly attractive to the monkeys. Some-
time later, the spider monkeys come down from 
the tops of the trees, smell the nut, but the tops 
of the containers are so narrow they have a tight 
squeeze to get their hands inside. Once they 
grab the nut at the bottom, their fist is too large 
to remove if through the opening. And the con-
tainer is too heavy for them to carry.   So in-
stead of letting go of the nut, the monkeys just 
sit there until the hunters come back, pick them 
up, and throw them in a bag.  The spider mon-
keys are not prepared to let go of a small nut in 
order to gain their freedom.  
 
Likewise, many investors are holding on to 
stocks, losers if you will, that prevent their fi-
nancial liberty.  Rather than sell the stock, and 
admit that it didn’t work out, they choose to 
hold on and hope that it will come back.  Run-
ning a systematic relative strength strategy re-
lieves us of this problem.  Once stocks hit the 
sell point, we bid farewell for now. 

High RS Asset Class:  
High RS stocks, as an asset class, often move 
independently of broad indexes.  Recent per-
formance through 9/19/08: 

“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. 

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

S&P 500 GICS Sector 12 Month 6 Month 1 Month

Consumer Staples 1.97% 3.14% -0.51%
Energy -7.52% 0.00% -0.70%
Materials -8.40% -1.96% -0.79%
Health Care -11.45% 0.84% -4.96%
Utilities -14.50% -7.05% -5.68%
Technology -17.38% -3.29% -8.69%
Consumer Discretionary -19.16% 0.53% 1.84%
Industrials -19.68% -9.48% -3.52%
Telecommunications -29.46% -8.95% -3.14%
Financials -35.62% -8.94% 13.62%

S&P Small-Cap -7.79% 12.39% 3.60%
S&P Mid-Cap -10.06% 5.76% -0.90%
S&P Large-Cap -19.07% -4.76% -2.26%

 Sector Performance

Performance by Capitalization



The Power of One 
In a recent commentary about the fact that AIG 
(now public property) has been removed as a 
component of the Dow Jones Industrial Average, 
Eddy Elfenbein of Crossing Wall Street, also 
commented on another change to the index 
which took place many years ago—IBM.  As he 
pointed out,  little changes in the Dow can have 
major impacts.  The editors of the Wall Street 
Journal changed the index in 1939 by tossing 
out IBM. They added it back in 1979. In those 
40 years, IBM gained 22,000%. If the editors 
had left it in, the Dow would now be about 35% 
higher than where it is now. All the historical 
benchmarks would be different. The Dow would 
have cracked 1,000 in 1961 instead of twelve 
years later.  
 
Behold the power of one really good stock. 
 
The powerful impact that one or a handful of 
very strong stocks can have on overall portfolio 
performance has not been lost on relative 
strength managers.  Our mantra is “cut your 
losses short, and let your winners run.”  One 
challenge of holding on to those extremely 
strong stocks is the fact that they periodically 
sell off and go through periods of underperfor-
mance before going on to new highs.  If your 
stops are set too closely, you’ll get stopped out, 
and miss out on the long-term trend.  By giving 
the stocks some room to underperform before 
selling them, the probability of round-tripping 
(seeing gains evaporate) for some of your hold-
ings increases.  It also takes a little longer to 
adapt to major theme changes in the market by 
focusing on the longer-term relative strength.  
Those are some of the challenges, but the re-
wards are plentiful by focusing on longer-term 
relative strength.  Another interesting lesson 
from the IBM example is that a strong stock may 
deteriorate enough to be sold out of a relative 
strength strategy, but if it recovers and again 
becomes a leader, it will dispassionately be pur-
chased again in the portfolio.  In other words, 
just because we owned it once doesn’t mean 
that we’ll wait 40 years to buy it again if that is 
what our models want.  
 
 A rules-based relative strength strategy is the 
best approach that we know of to identify and 
lock on to those dynamic moves in the strongest 
stocks.  As can be seen with the IBM example, 
one big winner can have an enormous impact on 
overall portfolio performance. 

High RS Diffusion Index 
As of 9/19/08 

The 10 Day Moving Average of this Diffusion In-
dex is now at 49%, while the one day reading is 
at 53%.  We tend to take notice of this indicator 
when it reaches extreme oversold levels, as it 
does periodically. 
 

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 9/19/08: 

As often noted, the performance of RS strategies 
tends to be lumpy.  While the long-term per-
formance tends to be exceptional, it does ex-
perience short–term periods of underperfor-
mance, as seen for the last couple of months. 

Relative Strength Spread
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RS Spread 50 Day Moving Average

High RS Diffusion Index
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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. 

Dorsey, Wright Money Management 
595 E. Colorado Blvd, Suite 518 

Pasadena, CA 91101 
(626) 535-0630   

Media Center 
 

Powershares DWA Technical Leaders ETFs (PDP, 
PIE, and PIZ) 
 
• PowerShares Technical Fund Delivers on 

Promise, TheStreet.com, April, 24 2008 
     http://tinyurl.com/3wnbxb 
 
• Concept ETFs provide Portfolio Stability 

Seeking Alpha, April 23, 2008 
     http://tinyurl.com/52qdt5 
 
Arrow DWA Balanced Fund (DWAFX) 
 
• 2007 Lipper Performance Achievement 
    www.arrowfunds.com 
 
Arrow DWA Tactical Fund (DWTFX) 
 
• New Fund Targets Aggressive Investors, In-

vestment News, July 14, 2008 
     http://tinyurl.com/58aq9o 
 
Dorsey Wright Money Management 
 
• Can Relative Strength Be Used in Portfolio 

Management?, Technical Analysis of Stock & 
Commodities, Sep 2005 

    http://tinyurl.com/38ooq3 
 
• 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 

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. 

Investor Sentiment 
Since volatility often signifies financial turmoil, 
the VIX is often referred to as the ‘investor fear 
gauge.’  On Thursday, September 18, the VIX 
reached a intra-day high of 42.16, which is the 
14th highest reading since 1990 (out of 4716 
readings).  Previous peaks have been followed 
by very strong performance of the S&P 500.  All 
intra-day values of the VIX that are higher than 
Thursday’s value are listed below:  

http://tinyurl.com/3wnbxb
http://tinyurl.com/52qdt5
www.arrowfunds.com
http://tinyurl.com/58aq9o
http://tinyurl.com/3800q3
http://tinyurl.com/2m7cls

