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The cornerstone of WestEnd’s investment philosophy is 
that sector and industry performance is highly corre-
lated with particular stages of the business cycle.   
 
WestEnd overweights sectors we believe are  experienc-
ing economic “tailwinds” while avoiding sectors we per-
ceive to be untimely.  Within favored sectors, we target 
high-quality companies market-leading companies .   
 
The result is a core investment style capable of shifting 
portfolio sector and style emphasis to remain properly 
oriented and timely over a full economic and market 
cycle. 

Product Inception:  January 1,  1996 

Benchmark:  S&P 500 
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S&P Russell
Gross Net 500 1000

April 1.24%                  1.24%               1.34%               1.20%
Year-to-Date 7.31% 7.17%  5.60%               5.75%

1 Year 22.52% 22.04%             15.42%             16.71%
3 Year 22.69% 22.10%             14.68%             15.73%
5 Year 9.52%     9.01%               2.69%               3.38%
7 Year                       7.93%                  7.41%               1.30%                1.97%

10 Year 16.52%  15.95%              8.94%                9.14%

WestEnd Composite

*R eturns  greater than o ne  year are  annualized
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The stock market has recently begun 
its first sizable correction of 2006 
due to the combination of (1) rising 
inflation pressures and interest rates; 
(2) indications of a slower rate of 
economic growth; and (3) uncer-
tainty and diminished confidence in 
Federal Reserve policy.  Last month 
we wrote that “the principal risk for 
market participants is substantially 
higher inflation that will trigger addi-
tional Fed tightening, even beyond the 
5.0% level.”  Until recently, investors 
largely accepted the Fed’s benign 
view of inflation risks which had kept 
the stock market on an upward path.  
But the market’s perception of infla-
tion risks has grown due to the com-
bination of negative surprises in re-
ported inflation statistics and infla-
tionary signals from the commodities 
and currency markets.  
 
April’s overall and core CPI came in 
above expectations as rising labor 
costs (easily the largest component 
of the expense structure of U.S. 
businesses), and record energy and 
other input prices are increasingly 
being passed through to end consum-
ers. In addition, the multi-year gains 
in housing prices are finally filtering 
down to the “owner equivalent 
rents” measurement of housing infla-
tion in the CPI.   The three-month 
annualized average of core CPI is 
now running at 3.2%, well above the 
Fed’s preferred upper limit of 2%. 
 
Inflation pressures have pushed long-
term bond yields to new multi-year 
highs and prevented the Fed from 
moving to the sidelines, which is 

taking a toll on stock prices.   After pre-
maturely and ill-advisedly attempting to 
lay the groundwork for an end to tighten-
ing, the Fed hiked rates another quarter 
point to 5% on May 10th and retained its 
bias towards further tightening.  The 
current stock market sell-off got under-
way in the wake of the Fed decision, as 
investors, who had bid stock prices up to 
new bull market highs based in part on 
expectations of a Fed pause, have had to 
adjust to the reality that there is still no 
definitive end of Fed tightening in sight.  
 
At the same time that inflation pressures 
have intensified, there are indications that 
the U.S. economy is on a cooling path.  
Clearly there could be signs of softening 
in the housing sector.  The National As-
sociation of Realtors reported on May 
15th that the U.S. median home sales 
price declined 3.3% in the first quarter 
from the fourth quarter of 2005.  Mean-
while, leading indicators for residential 
construction activity have weakened; 
housing starts declined in April for a third 
consecutive month to the lowest level 
since November 2004, while building 
permits fell to their lowest level since 
February 2004. The economic implica-
tions of this cooling in the housing sector, 
other than the direct impact of dimin-
ished fixed investment in housing, is that 
consumer spending, which is already 
facing headwinds from rising interest 
rates and energy prices, no longer has a 
tailwind from housing appreciation.  
These pressures were reflected in the  
University of Michigan’s consumer senti-
ment index declining in May to the low-
est reading since the wake of Hurricane 
Katrina. Labor market tightness and ris-
ing wages are providing an important 

support to consumer spending. Thus we do 
not expect a sharp fall-off in consumer spend-
ing despite some softness in housing. We 
expect business spending, which has been 
accelerating, to continue to rise and make up 
for any of the slack from consumers.  In addi-
tion, the U.S. trade deficit should exert less 
of a drag on GDP as exports benefit from a 
weaker dollar and from stronger overseas 
economies.    
 
We believe the net effect from these cross-
currents is a return, at least temporarily, to 
trend-line GDP growth of approximately 
3%.  Growth is moderating from a high level, 
so the prospects for continued overall eco-
nomic growth remain positive.  The strong 
momentum in corporate earnings may slow 
due to the combination of higher costs and a 
moderation of economic growth, but corpo-
rate sector fundamentals are very sound and 
earnings growth is slowing from very high 
levels.  With equity valuations quite reason-
able, especially compared with bond yields, 
the medium to longer-term backdrop for 
stocks remains positive.  We currently see 
what may be a shift in leadership from small-
caps to large-caps. We would attribute this 
shift in part to valuation fundamentals 
strongly favoring large-caps and in part to 
diminished risk appetites as the economic 
expansion matures further.  

 

Robert L. Pharr, Chief Investment Officer 
J.D. Steinhilber, Director of Research 
May 19, 2006 
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Returns for WestEnd’s Large Cap Core Equity Composite include returns generated under its predecessor firm Providence Capital Management, Inc.  Providence Capital Management was a registered 
investment advisor founded October 1, 1995 by Robert L. Pharr. Mr. Pharr served as President and Chief Investment Officer, and made all investment decisions since inception of this composite on January 
1, 1996. WestEnd Advisors’ Large Cap Core Equity Composite invested solely in U.S. equity securities and/or high-grade money market instruments. Returns were achieved without the use of 
options, derivatives, or leverage of any kind.  Results for the full historical period are time weighted, account size weighted, use trade-date valuations, and include cash as well as the reinvestment of divi-
dends, interest income, and other earnings, if applicable. Portfolio returns were weighted using ending of prior month values plus weighted cash flows. Portfolios and composites were valued daily, were 
denominated in U.S. dollars only, and included all discretionary tax-exempt accounts with a minimum of $1,000,000.  

The Benchmark: the Standard and Poor’s 500 Index is a market capitalization weighted index of 500 major U.S. corporations. There are 400 industrial firms, 20 transportation firms, 40 utilities, and 40 
financial firms. The index provides a broad snapshot of the overall U.S. equity markets.    

Past performance is not indicative of future results.  Sector weightings, portfolio characteristics and representative holdings are as of the date of this report and are subject to change.  
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Text Box
WestEnd Advisors is an SEC-registered investment advisor.is an independent investment management firm, 100% owned by its principals. WestEnd manages both equity and fixed income assets for individual and institutional clients. 

Composite performance results and percentage of firm assets from December 31, 1995 to December 31, 2002 were realized under WestEnd Advisors’ predecessor firm Providence Capital Management, Inc.the Large-Cap Core Equity Composite.  Providence Capital Management was a registered investment advisor founded October 1, 1995 by Robert L. Pharr.  Mr. Pharr served as President and Chief Investment Officer, and made all investment decisions since creation of this composite. Large-Cap Core Equity Composite creation date is December 31, 1995, and the investment strategy for the Large-Cap Core Equity Composite has been consistent since creation.

WestEnd Advisors’ Large-Cap Core Equity Composite is an institutional-only composite and does not include portfolios in any wrap-fee program managed by WestEnd Advisors. Advisors’ Large-Cap Core Equity Composite invested solely in U.S. equity securities and/or high-grade money market instruments. Returns were achieved without the use of options, derivatives, or leverage of any kind.Results are time weighted, account size weighted, net of withholding taxes, use trade-date valuations, and include cash as well as the reinvestment of dividends, interest income, and other earnings, if applicable. Portfolio returns were weighted using ending of prior month values plus weighted cash flows. Portfolios and composites were valued daily, were denominated in U.S. dollars only, and included all discretionary tax-exempt accounts with a minimum of $1,000,000.

Unless otherwise indicated, performance results are presented after investment management fees as well as after brokerage or other commissions actually paid by clients in the management of their investment advisory account, but excluding any deductions for custodial fees.The current management fee schedule is described in WestEnd’s Form ADV Part II.

Past performance is not indicative of future results.It should not be assumed that recommendations made in the future will be profitable.The information contained herein is not intended to be an offer to provide investment advisory services.Such an offer may only be made if accompanied by WestEnd Advisors’’ Form ADV Part II Disclosure Document.

The S&P 500 and Russell 1000 are used for comparative purposes only.The S&P 500, our primary benchmark, is considered an ideal proxy for the overall U.S. equity market and is comprised of 500 leading companies in leading industries of the U.S. economy.The Russell 1000 is used as our secondary benchmark and represents the extensive large-cap segment of the U.S. equity universe.

A complete list and description of all WestEnd Advisors’ composites as well as a presentation that complies with the requirements of GIPS standards maybe be obtained by phone (888-500-7501) or email (info@westendadvisors.com). 

WestEnd Advisors has been verified for the periods December 31, 1995 to June 30, 2007 by Beacon Verification Services. WestEnd Advisors’ Large-Cap Core Equity Composite has received a performance exam for the same time period.  A copy of the verification report is available upon request.




