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Relative Strength – What is it?

• Relative Strength (RS) is the measure of how strong a security’s 
price trend is compared to that of another security. 

• In most cases, RS is used to gauge which securities are the 
strongest (or the weakest) compared to the overall market.

• For example, a stock or ETF which is greatly outperforming the 
broad market would be said to have high RS, whereas any security 
that happens to be greatly underperforming the broad market would 
be deemed to have low RS.

• At its core, Relative Strength falls under the momentum investing 
discipline. This means that investors using relative strength 
generally seek to buy high and sell higher.  However, it is also 
helpful in identifying inflections in leadership – either positive or 
negative.
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Relative Strength – What it is not

• Relative Strength should not be confused with the Relative Strength 
Index (RSI). 

• RSI is a technical momentum indicator, or more specifically an 
oscillator, which compares recent gains versus recent losses in an 
effort to determine oversold and overbought conditions. RS, on the 
other hand, is only concerned with gains and losses compared to the 
market and not to the individual security’s price history, like the RSI.
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Why is Relative Strength Important?

+10,185%

Relative Index

+1,551%

RSR Index 
(Avg.)1

Relative performance vs. Vermilion RSR Index
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The Basics behind a Relative Strength Strategy

Here is an example of how you might use RS in your security selection 
process:
• Suppose you want to put capital to work. Wait for a pullback in the broad 

market. There is no concrete definition of what that means quantitatively, 
but a sell-off of more than 2% and less than 10% is generally a good range 
for the S&P 500.

• During the pullback observe which securities are not falling as much as the 
major average, or better yet are rising. These securities – the ones with high 
RS – are likely to outperform once the averages settle down and bullish 
momentum returns to the broad market.

• This list of securities can be used in many ways. For example, if you notice 
a lot of biotech stocks rallying in the face of a sell-off, you could play the 
expected continuation of this trend with individual stocks or an 
industry ETF to capture the performance of a basket of biotech stocks.
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Relative Strength Strategy: Example – Equity Sector
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Relative Strength Strategy: Example - ETFs
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Risks to Relative Strength

No trend lasts forever
• Perhaps the biggest risk to relying on RS measures is the outright risk of an 

unexpected trend reversal. There is always the potential for an exogenous 
factor or surprise event of some sort to completely change the direction of 
price trends already in place.

RS can be Misleading
• If a “regular” market pullback turns into a full-blown correction, or even a 

bear market, then even those securities with the highest RS measures are 
vulnerable to swift profit-taking pressures. Just like a rising tide is said to lift 
all boats, a bear market can (and will sooner or later) bring down even “best 
of breed” names.
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The Bottom Line

Relative Strength can be a very insightful metric when it comes to security 
selection, and especially so after a market-wide pullbacks. As with any 
investment strategy however, it is important for investors to understand how 
and when it works to determine if it is right for you.
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Firm Overview

• Vermilion Research is a global independent research company

• Founded in 2005

• Our U.S. research covers 5,000+ actively-traded stocks, and over 
1,300 ETFs

• Our International research covers 6,000+ actively-traded, local-
currency stocks across 43 exchanges

• Team has received numerous All-America Research Team citations 
and other industry distinctions
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