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In recent weeks, major credit rating agencies have expressed renewed concern over the fiscal outlook for the
U.S. government, even raising the possibility that it could eventually lose its AAA rating. What are the implications
for investors? There’s both a short- and a long-term dimension to this question. In the near-term, the Treasury
estimates that if its statutory borrowing limit is not soon raised by Congress, it could default on interest and debt
repayments by August. This risk is still viewed as remote, but if it did occur, it could cause significant dislocation in
markets, and a credit rating downgrade would be justified. Additionally, rating agencies worry that the U.S.
government is on an unsustainable long-term fiscal path. Does any of this lead us to believe that investors should
not own U.S. government debt?

Our View

No, it does not. Judging by current Treasury prices, markets expect the debt ceiling to be raised before a default
occurs. If they're proven wrong, it's reasonable to assume that Treasury holders would eventually be made whole
for missed interest or principal payments, as occurred following a brief default on maturing bills in late April and
early May 1979 (an event caused by administrative and technological problems and by Congress’ failure to act on
the debt ceiling). As far as the long-term fiscal outlook, most governments in the developed world are in a similar
situation as the U.S. Thus, successful active investment in sovereign government debt is now largely a matter of
finding relative value, and if investing globally, prudently managing currency risks.

The relevance of fiscally-driven rating downgrades to the securities of sovereign government issuers is also
suspect. For example, Japan’s government has been put on negative watch or downgraded several times since
that country’s asset bubble burst, with no discernible impact on its bond prices or yields (which move inversely to
each other). As we noted in an earlier paper on this subject, “the consequences of a credit downgrade might not
be as disastrous as some fear.”
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Our Funds
In our funds, we are generally underweight U.S. government securities. Although our managers are attentive to

both the short- and long-term risks associated with Treasury debt, this positioning is driven primarily by value
considerations, as they believe that other areas of the market offer more attractive risk-adjusted returns.
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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. This information is for educational purposes only.

There are risks involved with investing, including loss of principal. No mention of particular securities should be
construed as a recommendation or considered an offer to sell or a solicitation to buy any securities.

Carefully consider the Funds’ investment objectives, risk factors and charges and expenses before
investing. This and other information can be found in the Funds’ prospectuses, which can be obtained by
calling 1-800-DIAL-SEI. Read them carefully before investing.

Current and future portfolio holdings are subject to risks as well. Narrowly focused investments and smaller
companies typically exhibit higher volatility. Bonds and bond funds will decrease in value as interest rates rise.

For those SEI Funds which employ the ‘manager of managers’ structure, SEl Investments Management
Corporation (SIMC) has ultimate responsibility for the investment performance of the Funds due to its
responsibility to oversee the sub-advisers and recommend their hiring, termination and replacement. SIMC is the
adviser to the SEI Funds, which are distributed by SEI Investments Distribution Co. (SIDCO) SIMC and SIDCO
are wholly owned subsidiaries of SEI Investments Company.

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.

®  Not FDIC Insured
®  No Bank Guarantee
® May Lose Value
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