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The cornerstone of WestEnd Advisors’ investment 
philosophy is that sector and industry performance 
is highly correlated with particular stages of the 
business cycle.   
 
WestEnd overweights sectors we believe are  experi-
encing economic “tailwinds” while avoiding sectors 
we perceive to be untimely.  Within favored sectors, 
we target high-quality market-leading companies .   
 
The result is a core investment style capable of shift-
ing portfolio sector and style emphasis to remain 
properly oriented and timely over a full economic 
and market cycle. 
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S&P Russell
Gross Net 500 1000

June -0.27%                 -0.27% 0.14%                 0.13%
Year-to-Date 2.78%                  2.49%                  2.71%                 2.76%

1 Year 11.46%  10.89%                 8.65%                9.08%
3 Year 17.77%               17.18%              11.23%              12.04%
5 Year 9.26%                8.72%                 2.50%                3.12%
7 Year 7.31%                6.77%                 0.47%                1.15%
10 Year 15.70% 15.12%               8.32%                 8.56%

WestEnd Composite

R eturns  greater than o ne  year are  annualized
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A late-quarter rebound repaired some of 
the damage sustained by financial mar-
kets in the mid-May through mid-June 
sell-off, but global equity markets nev-
ertheless suffered their worst correction 
in two years in the second quarter.  U.S. 
large-cap stocks, which have lagged 
small-caps and foreign stocks by a siz-
able margin during this bull market, 
fared comparatively well in the correc-
tion, with the S&P 500 experiencing a 
7.7% peak-to-trough decline, versus a 
drop of 14.0% in the Russell 2000 
small-cap index, and an average decline 
of 15% in foreign stock markets. 
 
Markets have come under pressure due 
to the worry that the economy is tipping 
towards significantly slower growth 
while the Fed continues to hike interest 
rates to curb elevated inflation pres-
sures.  Recent economic data indeed 
reflect a moderation of growth, driven 
principally by a cooling housing market,  
and the lagged effects of increases in 
interest rates and energy prices.  These 
headwinds are beginning to take a toll 
on consumer spending, especially 
among lower-income households.  For 
the month of June, Wal-Mart reported 
that same-store sales rose just 1.2%, the 
lowest monthly comparable-store in-
crease since 2000.  However, overall 
consumer spending has been resilient 
and is not expected to fall sharply, as 
many are predicting, due to a firm labor 
market and an anticipated continued soft 
rather than hard landing for the housing 
market.  Although payrolls expanded by 
an average of 108,000 jobs a month in 
the second quarter, versus an average of 
176,000 jobs a month in the first quarter, 
unemployment remains at an historically 
low level of 4.6%.  Wages in June grew 
3.9% - the fastest annual growth rate in 
five years.  In short, the markets appear 

to be overly negative about the economy’s 
prospects, misconstruing a mid-cycle 
slowdown and a healthy rebalancing of 
growth drivers away from housing and 
consumption, as the start of a significant 
downturn in overall economic growth. 
 
Second quarter earnings season is now 
getting underway and will be in full swing 
towards the end of July.  We anticipate 
that the results and guidance provided in 
upcoming earnings reports will serve to 
alleviate concerns about the health of the 
economy.  Earnings for the S&P 500 in the 
second quarter are expected to be up 8-9% 
versus the year-ago period.  Profit growth 
has moderated from the double-digit 
growth rates posted in the previous 12 
quarters, but growth is still quite strong 
and a moderating  trend is consistent with 
the idea that the economy is experiencing 
a mid-cycle slowdown rather than some-
thing significantly worse.  If economic 
growth were faltering, we would be seeing 
a trend develop towards downward earn-
ings revisions and significantly slowing 
year-over-year earnings momentum.  This 
has not been the case.  In fact, over the 
past month, upward earnings revisions 
have outpaced downward revisions by a 
factor of 1.2-to-1, and the ratio of compa-
nies reporting positive rather than negative 
year-over-year earnings growth has been 
holding above the long-term average of 
1.6-to-1. 
 
In addition to concerns about slowing 
economic growth, markets have been pre-
occupied with the Fed and with the out-
look for inflation.  Investors are under-
standably skittish about the Fed, partly as 
a result of communication missteps from 
Fed officials, including Bernanke, but 
primarily due to genuine uncertainty about 
the course of monetary policy.  The Fed 
must balance the risks of slowing growth 

and elevated inflation.  It may have placed itself 
in a more difficult position as a result of the 
backward-looking “inflation targeting” frame-
work it has laid out.  Inflation is a lagging indi-
cator so it typically continues to rise even as the 
economy slows.  We have seen that recently, as 
reported inflation statistics have ticked higher in 
recent months to levels above the Fed’s stated 
comfort zone as the economy has simultane-
ously cooled.  The Fed recognizes that the econ-
omy is cooling, but likely will want to gather 
sufficient actual evidence that inflation has 
decelerated, or sufficient market or economic 
evidence that it is pushing rates too far, before it 
suspends it tightening.  The Fed’s most recent 
policy statement on June 29 was softened only 
slightly relative to previous official statements, 
so there is a risk that markets will again be dis-
appointed with respect to the extent of Fed 
tightening. 
 
Our portfolio lagged the S&P 500 in the second 
quarter, giving back our first quarter outperfor-
mance and leaving our first half returns in line 
with the S&P 500.  Our second quarter under-
performance relative to the S&P 500 can be 
traced to the market’s macroeconomic concerns 
and hence its recent preference for defensive, 
non-cyclical and inflation-oriented sectors.  The 
strongest performance during the second quarter 
came from the Energy, Utilities and Consumer 
Staples sectors, which have no representation in 
our portfolio.  We are optimistic that markets 
will recognize that the expansion is not in jeop-
ardy and that inflation pressures are close to 
peaking, and leadership will shift back to the 
cyclical sectors where our portfolio is concen-
trated. 
  
 
Robert L. Pharr, Chief Investment Officer 
J.D. Steinhilber, Director of Research 

July 14, 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 Offi-
cer, 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.  Re-
sults for the full historical period are time weighted, account size weighted, 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.  

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.    
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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.




