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U.S. Equity Sector Allocations

westendadvisors.com  |  info@westendadvisors.com  |  888.500.9025

WESTEND ETF STRATEGIES
Current large-cap U.S. equity sector allocation and avoidance* 

Sector 
Allocations  

Sector 
Avoidance

• Consumer Staples
• Energy
• Real Estate
• Industrials (ex-Transportation)

• Financials
• Industrials (Transportation)

• Materials
• Communication Services
• Consumer Discretionary
• Information Technology
• Health Care
• Utilities

* For illustrative purposes only.  Allocation information as of August 18, 2026.   Source: WestEnd Advisors.
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International Equity and Fixed Income Allocations

WESTEND GLOBAL ETF STRATEGIES
Current regional equity allocation positioning in global portfolios* 

WESTEND BALANCED ETF STRATEGIES
Current fixed income and asset class positioning in balanced portfolios* 

Regional Equity Overweights  Regional Equity Underweights
• U.S.A. (incl. Small-Cap)

• Western Europe
• Developed Asia
• Emerging Markets

Fixed Income Overweights Fixed Income Underweights
• Short-term Corporate Credit
• Longer-Term Treasury Securities

• Short-term Treasury Securities
• Long-term Corporate Credit

westendadvisors.com  |  info@westendadvisors.com  |  888.500.9025

* For illustrative purposes only.  Allocation information as of August 18, 2026.   Source: WestEnd Advisors.
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The Cycle Remains On Track

westendadvisors.com  |  info@westendadvisors.com  |  888.500.9025

Portfolio Impact: GDP growth can remain on trend, in our 
view, despite recent geopolitical and market volatility.  Growth 
drivers of GDP have evolved year-to-date, with personal 
consumption slowing while areas of investment have 
improved.  We believe economically sensitive sectors with 
emerging tailwinds that can support sustained growth—such 
as Financials, Materials and Transports—are appealing in the 
current macro and market environment.  

Headline Growth Stable: Economic growth in the U.S. 
remains on trend, as indicated by the Chicago Fed 
National Activity Index (top chart).  

Mixed Drivers Underneath the Surface: In some 
areas, growth trends have improved beyond expectations 
(bottom chart), primarily in investment-driven parts of the 
economy (e.g., manufacturing production and equipment 
orders & shipments), and these areas should remain 
healthy, in our view. 

Emerging Opportunities: The economically sensitive 
exposures in our portfolio are intended to benefit from 
these evolving trends going forward, and they may not be 
as well appreciated as Tech and Tech-adjacent areas of 
the market at this point.  
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Source: Federal Reserve Bank of Chicago, WestEnd Advisors
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Political Odds Shifting Toward Divided Government

A Probable Congressional Split: With midterm elections approaching, investors are increasingly focused on the 
potential balance of power in Congress.  The generic ballot—a poll asking voters which party they would support if the 
election were held today—has historically been a useful indicator of House election outcomes and currently points to 
the potential for steep Republican losses this cycle.  While Republicans appear better positioned to retain Senate 
control, their perceived odds of doing so have fallen considerably since the start of the year.  Prediction markets 
increasingly suggest divided government, with current pricing implying ≈85% probability of Democrats gaining control 
of at least one house of Congress.

Policy Impact: While investors have historically viewed divided government as a more benign outcome for markets, 
much of the recent policy-induced volatility has originated from the executive branch, tied to trade and tariff policy, 
geopolitics, and immigration, and the election outcome may have imputed impact on many of these policy areas.  
However, divided government could create opportunities for bipartisan cooperation in select areas of mutual interest, 
including national security, AI regulation, and affordability initiatives.

Portfolio Impact: Divided government appears 
increasingly likely and relatively well understood by 
investors, though election-related volatility could 
rise as the November midterms approach.  Still, the 
policy impact may be less consequential than in 
prior cycles, as many issues driving recent market 
volatility—including trade, geopolitics, and 
immigration—remain largely under executive 
authority.
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Semiconductor Dominance Has Broad Implications

The Rise of Semis: The Semiconductors & Semiconductor Equipment industry emerged as the S&P 500’s largest 
industry in May 2024 amid surging demand for AI chips.  It has remained dominant since, continuing to trend higher as 
a proportion of the index amid the ongoing proliferation of AI and, more recently, a sharp rise in memory chip prices. 
Semiconductors now comprise ~18% of the S&P 500, roughly 8 ppts more than the second-largest industry and far 
larger than any other industry’s weight in the index since at least 1990.

Implications Transcend Tech: This degree of Semi industry concentration comes at an interesting time, as the 
Semiconductor Industry Association recently reported that global semiconductor sales have risen more than +120% 
over the past year—the strongest pace of growth on record.  Historically, the industry has tended to struggle in the 12 
months following peaks in sales growth.  With Semis now representing ~18% of the S&P 500, an eventual peak in 
sales growth could have broader implications for index-level returns and the breadth of sector leadership.

Portfolio Impact: Semiconductors have grown to 
an unprecedented ~18% weight in the S&P 500 
amid record sales growth.  Historically, performance 
of the Semiconductors & Semiconductor Equipment 
industry tends to weaken following peaks in sales 
growth.  Together, this suggests an eventual 
slowdown for the industry could have broader 
implications for index returns and sector leadership. 
Accordingly, we remain underweight Information 
Technology and positioned for a broader sector 
leadership environment.
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Inflation Outlook: Delayed Progress
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Portfolio Impact: In our base-case outlook, U.S. core inflation 
may have reached its near-term peak but the path for Fed 
easing has narrowed commensurate with recently stronger 
labor market data.  In our portfolios, we are taking a barbell 
approach of emphasizing areas with cyclical tailwinds, such as 
Transports and Materials, while maintaining underweights to 
areas that could face the most headwinds from elevated 
interest rates and inflation, including high-multiple areas such 
as Information Technology and parts of Industrials. 

Continued-But-Slower Progress on Disinflation:     
Core CPI should modestly improve through 2026, ending 
the year slightly above +2.5%, before a gradual return 
toward the Fed’s inflation target in 2027, in our view. 

The Fed Has a Path to Easing, But the Bar is High 
and the Timing is Less Certain: The trajectory of labor 
data will likely be the determining input in the Fed’s 
reaction function, in our view.  Interestingly, the past two 
years have exhibited firmer labor market and inflation 
trends through the first half of the year, followed by 
softening trends in the second half, which has led to Fed 
rate cuts. 

Source: BLS, WestEnd Advisors

Source: Bloomberg, WestEnd Advisors
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CREDIT TRENDS SUPPORT EUROPE & U.S. SMALL CAP

U.S. Small-Cap and Europe 
Earnings Acceleration Playing Out
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Attractive Earnings Growth in Underappreciated Areas: 
We see earnings growth for U.S. small-caps and Europe 
improving, supported by easier comparisons, improving 
cyclical momentum, and potential operating leverage as 
growth recovers.  In the first half of 2026, 12M forward EPS 
estimates for the S&P 600 and MSCI Europe indices had 
their strongest 6-month revisions in at least four years. 

Credit Trends Supportive of Improvement: Corporate 
loan growth in both the U.S. and Europe has been showing 
positive momentum, a signal that business activity and capital 
spending are improving.  In our view, this supports the case 
for exposure to more diversified cyclical areas of the market, 
such as small-caps, and reinforces the outlook for European 
equities, where earnings are levered to a recovery in global 
trade, manufacturing, and credit creation. 

Portfolio Impact: U.S. small-caps and Europe remain attractive, 
in our view, as their forward earnings growth trajectories are 
improving while valuations remain favorable relative to broader 
global equities.  Broad improvements in earnings estimates, 
production activity, and loan growth are evidence of sustainable 
positive fundamentals for both areas.

Source: Bloomberg, WestEnd Advisors
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2010s may have been an outlier for commodities:
Bloomberg Commodity Index Ann'l Returns
1960-2010: +10.7%
2010-2020: -6.5%
2020-2025: +10.6%
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Portfolio Impact: It is not uncommon to see rising inflation 
and upward pressure on interest rates during mature stages 
of the economic cycle, which we view as supportive of a multi-
asset portfolio allocation.  With a range of inflation and growth 
paths possible, we have diversified our real asset exposure in 
multi-asset portfolios away from a focus on gold to include a 
broader set of global natural resources and energy 
infrastructure exposure. 

Analogs Favor Commodities: Since 1976, periods with 
economic characteristics similar to today’s have seen 
commodities outperform fixed income about 60% of the 
time and by an annualized average of +4.9 ppts. 

Multi-Asset Over Long-Term: Real asset exposures, 
proxied in the bottom chart by the Bloomberg Commodity 
Index, have historically supported returns during periods 
when traditional 60/40 balanced portfolios have struggled, 
such as in the 1970s and the early-to-mid 2000s.  The 
2010s, a decade in which commodity returns were 
negative, may prove to be an outlier over the long-run, in 
our view.  Commodity return profiles in the 2020s have 
shown signs of reverting to pre-GFC levels.  

Economic Backdrop Favors a Multi-Asset Portfolio

Source: Bloomberg, WestEnd Advisors

Source: Bloomberg, WestEnd Advisors
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Footnotes & Disclosures

WestEnd Advisors, LLC (“WestEnd”), an SEC-registered investment adviser, operates as an autonomous Victory Capital® Investment Franchise.  WestEnd’s 
active principals are responsible for managing the firm and its day-to-day operations.  Registration of an investment adviser does not imply any level of skill or 
training.  WestEnd manages equity securities for individual, institutional and wrap clients.

This report should not be relied upon as investment advice or recommendations, and is not intended to predict the performance of any investment. 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’ SEC Form ADV Part 2.  These opinions may change at anytime without prior notice.  All investments carry a certain degree of risk including the 
possible loss of principal, and an investment should be made with an understanding of the risks involved with owning a particular security or asset class. The 
information has been gathered from sources believed to be reliable, however data is not guaranteed. 

The Standard and Poor’s 500 Stock Index includes 500 stocks and is a common measure of the performance of the overall U.S. stock market.  The MSCI 
ACWI consists of 47 country indexes comprising 23 developed and 24 emerging market country indexes.  The total return of the MSCI ACWI (Net) Index is 
calculated using net dividends.  Net total return reflects the reinvestment of dividends after the deduction of withholding taxes, using (for international 
indices) a tax rate applicable to non-resident institutional investors who do not benefit from double taxation treaties. The Bloomberg Barclays US Aggregate 
Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury. The Bloomberg Barclays US Aggregate Corporate 
Bond Index measures the investment grade, fixed-rate, taxable corporate bond market.  An index is unmanaged and is not available for direct investment. 

Any portfolio characteristics, including position sizes and sector allocations, among others, are generally averages and are for illustrative purposes only and do 
not reflect the investments of an actual portfolio unless otherwise noted. The investment guidelines of an actual portfolio may permit or restrict investments 
that are materially different in size, nature, and risk from those shown. The investment processes, research processes, or risk processes shown herein are for 
informational purposes to demonstrate an overview of the process. Such processes may differ by product, client mandate, or market conditions. Portfolios 
that are concentrated in a specific sector or industry may be subject to a higher degree of market risk than a portfolio whose investments are more 
diversified.

Holdings, Sector Weightings, and Portfolio Characteristics were current as of the date specified in this presentation. The listing of particular securities should 
not be considered a recommendation to purchase or sell these securities. While these securities were among WestEnd Advisors’ strategies’ holdings at the 
time this material was assembled, holdings will change over time. There can be no assurance that the securities remain in the portfolio or that other securities 
have not been purchased. It should not be assumed that recommendations made in the future will be profitable or will equal the performance of the securities 
presently in the portfolio. Individual clients’ portfolios may vary.  Upon request, WestEnd Advisors will provide a list of all recommendations for the prior year.
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