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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. 

Product Inception:  January 1, 1996  

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

May -3.97%                  -4.12%              -2.88%                -2.95%
Year-to-Date 3.05% 2.76%              2.57%                   2.62%

1 Year 13.80% 13.22%             8.64%                  9.38%
3 Year 18.46% 17.83%           11.64%                12.48%
5 Year                       7.83%                7.29%             1.96%                  2.62%
7 Year 8.20%   7.65%             1.22%                  1.85%
10 Year 15.75%    15.16%            8.34%                  8.56%

WestEnd Composite

Returns greater than one year are annualized
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Markets turned negative in mid-May, 
and stocks have experienced their first 
substantial correction in 2006.  On a 
global basis, a major stock market 
downturn has obviously occurred, with 
declines of 20% or greater in a number 
of overseas markets.  What we are see-
ing in this decline is a sudden re-pricing 
of market risk in the more speculative 
asset classes amid a backdrop of dimin-
ished liquidity due to global central 
bank tightening and rising risk aversion.  

Recent spikes in U.S. reported inflation 
data, combined with an effort to combat 
the impression of a dovish Federal Re-
serve Chairman, may keep the Fed in a 
tightening posture longer than the mar-
kets previously expected.  Meanwhile, 
central banks around the world are tight-
ening monetary policy.  This reverses 
the tide of liquidity that had lifted asset 
prices worldwide and has raised con-
cerns, especially in the U.S., about the 
risk of the Fed “overshooting” and 
threatening the economic expansion.   

Our assessment of the economic back-
drop is that growth has slowed and that 
the economy is transitioning to a tempo-
rary phase of trend-line or perhaps even 
below-trend growth.  The areas of recent 
weakness are obvious.    For example, 
the weekly leading economic index from 
the Economic Cycle Research Institute 
(ECRI) has fallen to a 29-week low and 
its annualized growth rate has dropped 
to 1.5%.  Other recent economic reports 
have been uninspiring -- with successive 
disappointments in monthly  payrolls 
additions, and a pronounced weakening 
in residential construction activity.  
Retail sales growth is also off it’s highs 
of January.   

Market-based indicators are mixed with 
respect to the economic outlook.  For ex-
ample, economically-sensitive commodi-
ties have corrected and stocks have sold 
off, with capital moving out of some of the 
previously best-performing cyclical areas 
and into cash or more defensive non-
cyclical sectors.  Perhaps the most contro-
versial market-based signal of economic 
weakness is coming from the yield curve, 
which has now flattened and inverted to a 
degree that has historically been associated 
with downturns in growth that have even-
tually led to recession.   However, we 
think the yield curve has lost it’s predic-
tive value as a result of  U.S. trade deficits 
and the need for foreign central banks to 
invest dollars from the sale of goods to the 
U.S. (making longer-term Treasuries 
lower yielding now and the curve substan-
tially flatter than in past cycles).   

Instead, we think the weight of the evi-
dence argues against the idea that this 
economic expansion is in the very late 
stages.  Corporate capital expenditures 
continue to grow strongly, corporate prof-
its continue to surprise on the upside, and 
retail sales still defy pundits looking for 
consumer retrenchment. Assuming the Fed 
does not misjudge the shifting economic 
backdrop and overshoots on interest rates, 
we expect only a temporary slowdown in 
growth.  We are mindful that the U.S. 
economy has slowed some, but from very 
robust, above-trend growth rates.  In addi-
tion, the global economy is growing at its 
fastest sustained pace in three decades.  
Based on the assumption of an intact ex-
pansion (and continued strong profit 
growth in 2007),  P/E ratios have become 
cheap enough and sentiment has become 
pessimistic enough to limit the downside 
risk in the S&P 500 from the recently 

depressed levels.  Moreover, we think capital 
leaving the more speculative areas of the mar-
kets will gravitate towards the large-cap U.S. 
stocks because of their lower risk profiles.   

What the market likely needs in order to mount 
a sustained rally is either an indication that 
economic growth continues unabated, or an 
indication from the Fed that it is done raising 
interest rates.  Given that this Fed has been 
accused of equivocation and has recently gone 
out of its way to sound tough on inflation, we 
expect that the earliest the Fed can deliver this 
message is at the end of the month following 
the FOMC meeting on June 28/29.   When the 
stock market DOES begin to advance again, we 
expect leadership to come from the Technology 
sector.   The Technology sector has been unduly 
punished and has become highly out-of-favor, 
which is bullish from a contrary opinion stand-
point.  More important, however, will be the 
continued growth in corporate capital expendi-
tures (much of which will be directed to addi-
tional plant and equipment, and to new technol-
ogy purchases) that we believe will be evident 
in the second half of 2006.  Increases in capex 
will help make up for any sustained weakness 
in housing or other areas of strength in the ear-
lier stages of the current economic expansion 
while boosting future sales and profits in key 
cyclical sectors such as Technology and Indus-
trials. 

We look for better news ahead, probably by late 
summer,  from either better-than-expected eco-
nomic reports or a secession of Federal Reserve 
interest rate increases.  In either case, the mar-
ket reaction is likely to be strongly positive.    

 
Robert L. Pharr, Chief Investment Officer 
J.D. Steinhilber, Director of Research 
 
June 20, 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.    

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.




