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• The third quarter was marked by heightened volatility and a spate of interventions by the Chinese government. 
• Fixed-income market performance was mixed, with wide performance dispersion between “safe-haven” and risk 

assets. 
• Equities were negative, though by varying degrees depending on country and sector. Losses were incurred primarily 

during August.  
Economic Backdrop 
 
The progression of monetary policy during the third quarter was influenced by capital- and commodity-market volatility, 
originating with China’s domestically-focused mainland exchanges. An already-ascendant U.S. dollar was bolstered by 
actions taken by the People’s Bank of China (PBOC) and the perception that an interest-rate increase by the U.S. Federal 
Open Market Committee (FOMC) was imminent. A market-stabilization endeavor was undertaken by Chinese authorities 
in early July, to limited effect, followed by a surprise August 11 devaluation of the renminbi (its largest relative to the U.S. 
dollar since 1994) and rate cuts in late August. 
 
The FOMC, meanwhile, left its benchmark rate unchanged in mid-September, while projecting an increase later this year. 
The Bank of England’s Monetary Policy Committee was also unmoved to make any changes at either of its meetings 
during the quarter, as sterling strength served to suppress inflationary pressures. The European Central Bank, far from its 
second-quarter assurances that it would not reduce or prematurely conclude its €60 billion per month in asset purchases 
amid improving economic conditions, actually addressed the merits of expanding the program following its early 
September meeting. Finally, the Bank of Japan held its benchmark rate near zero and continued its ¥80 trillion asset-
purchase program. The latest available minutes from its early August meeting noted the significance of downward 
pressures from commodities on its inflation target as well as a focus on the effects that China’s troubles could have on 
Japan’s trade recovery. 
 
U.S. manufacturing growth reversed trend in the third quarter, declining essentially to no-growth territory in September, a 
2-year low, after finishing the second quarter on a high note. Services growth remained at healthy levels despite edging 
downward at quarter end. New and existing home sales jumped in July, and the former continued to gain in August while 
the latter retreated. House-price data was mixed for July, but multiple sources reflected a continued healthy year-over-
year advance. Housing starts surged in July, but moderated slightly during August, although the number of homes under 
construction reached a seven-year peak. Both building permits and homebuilder surveys offered optimistic signals for the 
months ahead. Core personal consumption expenditure prices — a key inflation gauge for the Federal Reserve ― was 
unmoved month over month from June through July and August, and moved minimally in year-over-year terms. Jobless 
claims declined to a 42-year low in July, coming close to repeating the performance throughout the quarter; the 
unemployment rate trended downward from 5.3% in July to 5.1% in August, and held there in September. The U.S. 
economy expanded an annualized 3.9% in the second quarter, toward the upper end of expectations. 
 
U.K. manufacturing settled through September, with exports serving as a key source of weakness, continuing a 
deceleration that was apparent at the end of the second quarter. Services moderated, but remained comfortably in 
expansion territory, while construction accelerated. House prices continued to rise during the quarter, with mixed data for 
July followed by increases in August and September. Retail sales rebounded from June’s contraction over the course of 
the quarter, with modest gains in July and August giving way to a very positive September survey on sales volumes. 
Downward price pressures were more evident at the producer level than the consumer level; the latter’s decline in July 
was offset by an August increase. Producer prices, particularly inputs, declined at an accelerating pace through August. 
The unemployment rate for the three months ending in July edged down to 5.5%, with year-over-year earnings growth 
rising to multi-year highs. The U.K. economy grew by 0.7% in the second quarter, exceeding first-quarter growth by 0.3% 
and bringing year-over-year growth to 2.4%. 
 
Composite growth of the eurozone manufacturing and services sectors continued for the 26th consecutive month through 
August; advance survey findings reflected slightly moderating growth in September despite a multi-year peak in backlog 
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orders. Consumer prices declined during the quarter, edging downward in July, remaining flat in August and falling again 
during September according to provisional data. Producer prices continued to decline in July; downward pressure on both 
consumer and producer measures was primarily due to weak energy prices. Economic sentiment improved throughout the 
quarter, reaching multi-year highs and reversing the second-quarter trend, with strength centered in perceptions about 
industry rather than consumers. Industrial production and retail sales both started the quarter with rebounds during July 
from declines in June. The unemployment rate came down to 11.0% in July and remained there in August despite an 
uptick in the youth unemployment rate. The eurozone economy expanded by 0.4% during the second quarter and 1.5% 
year-over-year, both improvements on an earlier report with strong export activity serving as the most significant 
contributor. 
 
Market Impact 
 
Fixed-income performance diverged substantially during the third quarter, with high-quality market segments faring well 
while those deemed higher risk delivered a range of negative performances. U.S. dollar-hedged (which seeks to reduce 
U.S. dollar-related volatility) global sovereign securities were the top performers, followed closely by U.S. Treasurys; 
unhedged global sovereign securities also performed quite well, along with U.S. mortgage-backed securities. U.S. 
investment-grade corporate fixed income delivered strong performance, joined by U.S. asset-backed securities and dollar-
hedged global non-government debt. Unhedged global non-government debt was slightly positive during the quarter. 
Local-currency-denominated emerging-market debt delivered the most deeply negative performance, trailed at a distance 
by U.S. high-yield bonds with still-significant losses. Foreign-currency-denominated (external) emerging-market debt 
declined, but much less severely than its local-currency counterpart, which suffered from U.S. dollar strength versus 
emerging-market currencies. U.S. Treasury Inflation-Protected Securities also delivered negative performance. 
 
Global equity markets, as reflected by the components of the MSCI AC World Index (Net), fell significantly during the third 
quarter, with the majority of the decline concentrated in August. Aside from Greece and Norway, European countries had 
the mildest losses. Denmark delivered the best relative performance, trailed by Ireland, Hungary, Italy and Finland. 
Greece plummeted the most, followed closely by Brazil. Indonesia, Colombia and China rounded out the worst five 
performers. Global sectors were also uniformly negative; the utilities sector declined by the least, and was accompanied in 
terms of relatively modest losses by consumer staples. Declines were steep aside from these two traditionally defensive 
sectors. Materials and energy had the most pronounced losses, followed by financials, telecommunications, industrials 
and healthcare. Consumer discretionary and information technology registered comparably middling losses. 
 
Index Data for Third Quarter 
 
• The Dow Jones Industrial Average Index returned -6.98%. 
• The S&P 500 Index fell 6.44%. 
• The NASDAQ Composite Index returned -7.09%. 
• The MSCI AC World Index (Net), used to gauge global equity performance, declined by 9.45%. 
• The Barclays Global Aggregate Index, which represents global bond markets, rose by 0.85%. 
• The Chicago Board Options Exchange Volatility Index, a measure of implied volatility in the S&P 500 Index that is also 

known as the “fear index”, increased in the quarter as a whole, moving from 18.23 to 24.50, with a peak of 40.74 on  
August 24. 

• WTI Cushing crude oil prices, a key indicator of movements in the oil market, moved from $59.47 a barrel at the end 
of June to $45.09 on the last day in September, hitting an intra-quarter low of $38.09 on August 24. 

• The U.S. dollar weakened against yen, strengthened against sterling, and was essentially unchanged against the 
euro. The U.S. dollar ended September at $1.12 against the euro, $1.51 versus sterling and at 119.8 yen. 

 
Portfolio Review 
 
A mild pro-cyclical orientation within U.S. equities challenged performance among both large and small companies during 
the quarter, amid high volatility and the first market correction in several years. Cyclically sensitive sectors continued to 
lag, while defensive sectors generally outperformed; although smaller healthcare companies struggled due to their 
elevated valuations. Value managers tended to lead growth managers, as lower valuations provided support in the market 
decline. Internationally, regional stock selection and country allocation both enhanced relative returns during the quarter. 
U.K. holdings were able to weather the negative environment better than the broad market, while an underweight to and 
selection within Japan proved beneficial. Off-benchmark positions in Korea contributed, and an underweight to the Pacific 
ex-Japan region helped on a relative basis. Positioning in Europe delivered mixed performance, with the strongest 
contributions coming from smaller countries. Within emerging-market equities, Asian positions (China, Korea, Indonesia) 
continued to contribute to relative performance despite negative absolute returns. European performance diverged; 
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Greece performed terribly, while the Czech Republic and Hungary were impacted positively by a potential bottoming of 
the Russian economy. Holdings in Latin America struggled on regional underperformance, with notably weak selection in 
Brazil and Argentina. 
 
The U.S. Treasury yield curve flattened during the quarter, benefitting our flattening bias. A small overweight to corporate 
credit detracted amid investor risk aversion and record new issuance, which caused credit-quality spreads to widen to 
levels last seen during the “taper tantrum.” An overweight to non-agency mortgages enhanced returns, as a recovering 
housing market provided a buffer from the volatility apparent in other sectors. Commercial mortgage-backed securities 
were stricken by increased issuance and regulatory changes, which led to wider spreads and pressured our overweight to 
the sector. An overweight to asset-backed securities was positive given improving economic conditions, but was offset by 
an allocation to underperforming student loan securitizations. The high-yield market was negative for the quarter, so a 
defensive posture was beneficial. An underweight to the energy sector, which remained the worst-performing area of the 
high-yield market, contributed on a relative basis. Additionally, an underweight to and selection within basic materials, as 
well as an allocation to structured credit, were additive. Selection within telecommunications and utilities, as well as an 
underweight to banking, detracted from performance. Debt performed poorly within emerging markets, primarily due to the 
continued weakening of emerging currencies versus the U.S. dollar. An underweight to Ukraine and selection in Brazilian 
local debt detracted over the quarter, while an underweight to Malaysian local debt was additive. An allocation to cash 
also added value, as both external and local debt struggled. 
 
Manager Positioning and Opportunities 
 
We remain positioned for the late stages of a U.S. equity-market expansion and expect increased volatility as the markets 
try to reconcile improving domestic economic data with China’s slowdown and increasing financial strains. Momentum has 
become expensive over the last several months, and we have moved away in favor of stability and deeper value. We 
have finished trimming momentum exposures at this point, and look to continue slowly building stability as the expansion 
matures. Our general preference for large cap over small cap remains, but the correction has opened pockets of 
opportunity that we expect our managers to exploit — especially within the mid-cap range of large-cap benchmarks. 
Overall, earnings growth continues to rise at an admirable level; and we are watching closely for weakness outside of 
energy, but have not seen it yet. International positioning remains pro-cyclical and tends to deemphasize expensive 
defensive sectors. The recent selloff has provided an opportunity among attractively valued companies; and a focus on 
higher-quality and more-profitable companies contrasts with an underweight to expensive high-yielding stocks. In 
emerging markets, a regional overweight to Latin America favors Mexican equities. Asia remains a slight underweight, 
although the sharp selloff in China has presented an opportunity to increase weights there. Europe, the Middle East and 
Africa also remain a slight aggregate underweight. 
 
A yield-curve-flattening bias remains within investment-grade fixed income, while the duration posture has moved close to 
neutral. As interest rates remain within a relatively narrow trading range, and inflation expectations abate given the decline 
in commodity prices, duration is likely to remain close to neutral. Once the market returns to a focus on fundamentals, 
yields are expected to trend higher in tandem with a growing economy. Credit spreads continued to widen during the 
quarter, and managers have been selectively adding risk — especially through the new-issue market as issuers have 
been providing concessions in order to complete deals amid record investment-grade issuance. In high yield, we maintain 
a slightly defensive posture and will be selective in new purchases given recent volatility. Allocations to bank loans and 
cash will remain, especially given the former’s relatively attractive valuations. Managers continue to look for securities that 
are upgrade or acquisition candidates ― two events that typically lead to outsized returns as companies seek to put 
excess cash to work. In emerging markets, we accumulated a small overweight to external debt during the quarter, have 
significantly expanded an underweight to local debt, and maintained an allocation to corporate debt. The latter trades at 
spreads similar to those of external sovereign debt, and are concentrated in high yield-rated companies that offer more 
attractive return opportunities combined with lower interest-rate sensitivity. Local-bond overweights emphasize countries 
that offer relatively high yields, while the most-significant currency overweights are in countries that stand to benefit from 
the decline in commodity prices or are tied to the U.S. economic recovery. 
 
Our View 
 
The bursting of the stock-market bubble in China in late June, followed by an unexpected depreciation of the renminbi 
against the U.S. dollar in mid-August, has led to substantial financial-market reverberations in both developed and 
developing investable markets. We do not believe that the bull market in global equities has ended; however, the 
character of the bull market certainly has changed. As we have pointed out frequently, economic and market cycles in 
recent years have been quite disjointed and out of sync from region to region and country to country. 
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Since the beginning of 2015, other equity markets (notably Japan and the countries of the eurozone) have found 
increased favor among investors. Volatility notwithstanding, it is our expectation that monetary policies will remain far 
more expansionary and for longer in Japan, Europe and the rest of the world than in the U.S. It’s our strong conviction that 
developed economies will not only avoid recession but will actually step up the pace of growth in the year ahead. If 
demand flags in those regions, deflationary pressures will probably intensify. 
 
Between 2007 and 2014, China’s total debt as a percentage of gross domestic product (GDP) has surged by a 
remarkable 100 percentage points to 250%. Historically, no developing country has been able to increase debt this 
quickly, and to such a high level relative to GDP, without suffering a serious hangover afterwards. The stock-market bust 
in China, although devastating from a psychological perspective, is something of a sideshow. The development that really 
unsettled markets was the Chinese government’s decision on August 11 to allow its currency to float against the U.S. 
dollar. Concern is growing that China will let its currency float more freely, causing a sharp depreciation against its major 
trading partners in the months ahead.  
 
Our expectation is that the bull market in the U.S. still has a few of years of life left in it, as share prices rise with 
underlying profitability. Thus, we believe the current price correction represents a buying opportunity. The Federal 
Reserve’s decision to stand pat in September suggests that the Fed is more than data-dependent. It is also market-
dependent (and China-dependent). This emphasis on waiting to raise rates until markets calm down is hard to reconcile 
with the majority view that an interest-rate increase is appropriate by the end of the year. 
 
Sterling, meanwhile, remains in heavy demand. As in the U.S., this appreciation of the currency is being viewed as the 
equivalent of a monetary tightening. Valuations are decidedly unattractive, with U.K. equities having been as expensive as 
they were versus other developed equity markets at the end of the third quarter only 7% of the time since 1997. 
 
In terms of fiscal policy, Europe still remains focused on austerity measures and its need to reduce debt loads in the 
periphery countries. China, too, could experience a sharper slowing than we expect if the government loses control of the 
debt unwinding process. In the U.S., gridlock is once again running hard up against the calendar, with threats to the timely 
passage of a federal debt ceiling increase. 
  
Despite the turbulence of recent months, our tactical view remains basically the same. We continue to favor equities over 
bonds, developed international exposure over the U.S., long-dollar positions against a variety of currencies and a 
generally pro-cyclical orientation within sectors. 
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Benchmark Descriptions 

The Dow Jones Industrial Average is a widely followed market indicator based on a price-weighted average of 30 blue-
chip New York Stock Exchange stocks that are selected by editors of The Wall Street Journal. 

The S&P 500 Index is a capitalization-weighted index made up of 500 widely held U.S. large-cap companies. 
The NASDAQ Composite Index is a market value-weighted index of all common stocks listed on the National 
Association of Securities Dealers Automated Quotations (NASDAQ) system. 

The MSCI All Country World Index is a market capitalization-weighted index composed of over 2,000 companies, 
representing the market structure of 48 developed and emerging-market countries in North and South America, Europe, 
Africa and the Pacific Rim. The Index is calculated with net dividends reinvested in U.S. dollars. 

The Barclays Global Aggregate Bond Index is a market capitalization-weighted benchmark, tracks the performance of 
investment-grade fixed- income securities denominated in 13 currencies. The Index reflects reinvestment of all 
distributions and changes in market prices. 

The Chicago Board Options Exchange Volatility Index (VIX) tracks the expected volatility in the S&P 500 Index over 
the next 30 days. A higher number indicates greater volatility. 
 
The BofA Merrill Lynch US High Yield Constrained Index measures the performance of a representative basket of 
high-yield bonds. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclosures 
 
This material represents an assessment of the market environment at a specific point in time and is not intended to be a 
forecast of future events, or a guarantee of future results. This information should not be relied upon by the reader as 
research or investment advice regarding the Funds or any stock in particular, nor should it be construed as a 
recommendation to purchase or sell a security, including futures contracts. There is no assurance as of the date of this 
material that the securities mentioned remain in or out of SEI Funds. 
 
There are risks involved with investing, including loss of principal. Current and future portfolio holdings are subject to risks 
as well. International investments may involve risk of capital loss from unfavorable fluctuation in currency values, from 
differences in generally accepted accounting principles or from economic or political instability in other nations. Emerging 
markets involve heightened risks related to the same factors as well as increased volatility and lower trading volume.  
Narrowly focused investments and smaller companies typically exhibit higher volatility. Bonds and bond funds will 
decrease in value as interest rates rise. High-yield bonds involve greater risks of default or downgrade and are more 
volatile than investment-grade securities, due to the speculative nature of their investments.  
 
Diversification may not protect against market risk. There is no assurance the objectives discussed will be met. Past 
performance does not guarantee future results.  Index returns are for illustrative purposes only and do not represent 
actual portfolio performance. Index returns do not reflect any management fees, transaction costs or expenses. One 
cannot invest directly in an index. 
 
Information provided by SEI Investments Management Corporation, a wholly owned subsidiary of SEI Investments 
Company (SEI). Neither SEI nor its subsidiaries are affiliated with your financial advisor. 
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