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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 busi-
ness cycle.   
 
WestEnd Advisors overweights Sectors we believe 
are experiencing economic tailwinds while avoiding 
Sectors we perceive to be untimely.  Within favored 
Sectors, we target high-quality, market-leading com-
panies.   
 
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 1.34%  1.34% -1.66% -1.91%
Year-to-Date 10.50% 10.19%            6.96%              7.18%

1 Year 23.32%   22.64%         20.59%           20.43%
3 Year 16.46%   15.84%         11.68%           12.34%
5 Year 15.84% 15.26%         10.71%           11.33%
7 Year 12.50% 11.93%           2.16%             2.57%
10 Year 14.87% 14.29%           7.13%             7.55%

Source: standardandpoors.com, russell.com

WestEnd Composite

Returns greater than one year are annualized.
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“And now for something completely different.” 
Monty Python 
 
We thought we would try something new for our 
commentary this month.  Rather than give you our 
usual review of the markets and the economy, we 
decided to go right to the source and interview 
WestEnd Advisors’ founder and Chief Investment 
Officer, Robert L. Pharr.  This month Rob discusses 
his outlook for our two most heavily weighted Sec-
tors in client portfolios, Consumer Discretionary and 
Technology. 
 
Q: Consumer Discretionary names are a large part of 
your portfolio, yet this Sector has under-performed 
this year. Do you still like this Sector?  
 
A: Yes, we certainly do.  We see an underappreci-
ated and undervalued Sector that’s been held back 
because of some misconceptions about what drives 
performance of companies in the Sector.  We see 
Consumer Discretionary stocks being held back by 
concerns that we think are largely inappropriate:  
everything from high oil & gas prices, to the fallout 
from recent difficulties in the mortgage market, to 
weakness in housing. 
 
Q:  Let’s talk about one of these concerns.  How can 
you be bullish on the consumer when gas prices and 
energy prices are so high? 
 
A:  Energy prices are a good example of one of 
these misplaced concerns.  The increase in energy 
costs is certainly a negative, but it’s a small negative 
compared to what is far and away the most signifi-
cant factor that drives earnings and stock perform-
ance in the Consumer Discretionary Sector: growth 
in consumer incomes.  For example, the negative 
impact on a typical consumer of increases in energy 
prices is something on the order of only one tenth as 
large as the positive impact on a typical consumer of 
the growth in that consumer’s income.  That statistic 
goes back about a year but we suspect it still holds 
true.  In other words, higher energy prices are a 
negative but they are overwhelmed and overridden 
by the decided strength in the growth of consumer 
incomes. 
 
Q:  It sounds like you think consumer income is a 
determinant factor when assessing the health of the 
consumer and companies in the Consumer Discre-
tionary Sector. 
 
A:  Exactly.  The key fact missed by investors is that 
growth in consumer income is the driving force for 
Retailers and the Consumer Discretionary Sector as 
a whole.  We’re very comfortable consumer incomes 

are increasing strongly, as evidenced by the recent 
5.8% year over year increase in consumer income.  
And we’ve learned from experience that this is the 
most important economic statistic to watch when as-
sessing consumer spending, earnings and stock per-
formance in this Sector. 
 
Q:  How do consumer incomes relate to consumer 
spending?  Consumer spending has not been as strong 
recently. 
 
A:  True.  While consumer spending is certainly related 
to and correlated to consumer income, consumer 
spending is more volatile, and in recent months con-
sumer spending has not kept pace with growth in con-
sumer incomes.  We would bet that that’s a temporary 
phenomenon.  If consumer incomes continue to grow 
strongly, consumer spending will follow suit, although 
imperfectly.  Also, if consumer incomes grow strongly, 
and consumer spending does not keep pace for some 
period of time, there will be a build up in demand for 
consumer goods and services.  Consumers will spend 
the money if their incomes are growing strongly. 
 
Q:  Some analysts say that consumers are over levered 
and tapped out.  What’s your reaction to that? 
 
A:  There’s been a lot of discussion about the degree of 
debt taken on by consumers. The absolute amount of 
debt held by consumers is at an all-time high, as you 
would expect in an expanding economy with a growing 
population.  But a more appropriate statistic to track is 
the degree of debt coverage for consumers.  Debt cov-
erage statistics take into account the growth of con-
sumer incomes as well as their debt obligations and 
their ability to handle debt.  Those numbers are in a 
middling range, compared to where they’ve been his-
torically.  This tells us that consumers can take on 
further debt without any difficulty. So we don’t think 
the consumer is tapped out.  That’s another presump-
tion that the market may be making that is hindering 
the performance of the Consumer Discretionary Sector. 
 
Q:  Sounds like you think the consumer is in good 
shape. How does this play out for stocks in the Sector? 
 
A:  We do believe that they’re in good shape, and we 
think investors currently have an incorrect view of 
consumers and the factors affecting their actions.  So, 
we have our highest allowable weighting in the Con-
sumer Discretionary Sector, 35% of client portfolios, 
and we’re very happy with that weighting.  We think 
we’re well-positioned, and we expect substantially 
better performance from stocks in that Sector in the 
second half of the year. 
 
Q:  What are valuations like in the Sector? 

A:  I would call them reasonable.  Certainly not ex-
pensive.  Earnings growth is still strong, and the 
valuation question may have gotten answered by Best 
Buy’s recent decision to buy back a substantial por-
tion of their stock. 
 
Q:  Almost 25%, right? 
 
A:  Correct.  Our take is that if a bell-weather com-
pany like Best Buy is willing to buy back almost a 
quarter of their shares, this speaks well for valuations 
in the Sector. 
 
Also, I want to point out that this deal shows the kinds 
of things that we look for in our stock selection proc-
ess.  Conservative finances, including low debt-to-
equity ratios, is a desirable characteristic for compa-
nies we might purchase.  Best Buy is under-levered, 
and while the company will take on some additional 
debt to fund the share repurchases, it will be only 
moderately leveraged following the buybacks.  Their 
solid balance sheet gives them the ability to buy back 
substantial stock while taking on only a moderate 
level of debt. 
 
Q:  You also have large exposure to the Technology 
Sector, which has performed well so far in 2007.  Do 
you expect this good performance to continue? 
 
A:  We do.  Capital expenditures by corporations are 
growing, and are increasingly targeted to computer 
software and equipment as companies attempt to keep 
their profits improving by increasing their workers’ 
efficiencies and productivity.  We see that not only in 
the U.S., but also globally.  In fact, capex growth 
directed to technology is even stronger overseas than 
in the U.S.  The technology companies in our portfo-
lio have over half of their sales overseas.  These are 
truly global companies, and they’re able to capture 
some of these positive global trends. 
 
Q:  So, continued capex growth both here and abroad 
should continue to help the Sector? 
 
A:  It will and that will help continue the acceleration 
of earnings that we’re already seeing for companies in 
the Technology Sector.   
 

 
Robert L. Pharr, Chief Investment Officer 
William L. Bachrodt,  Investment Analyst 
Edmund N. Durden, Investment Analyst 
 
July 13, 2007 
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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.  The composite inception date is January 1, 
1996. 

  
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.  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 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. 

  
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 invest-
ment 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 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 represents the extensive large-cap segment of the U.S. equity universe. 

bachrodtwl
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.
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