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Economic and Market Review 
 
Market volatility remained low during the fiscal year as investors remained mostly unflappable through various macro and 
geopolitical concerns.  Positive sentiment toward U.S. equities was partially driven by better-than-expected corporate 
earnings and continued global economic growth which also drove expansion of price multiples, as the Russell 1000 Index 
gained 21.69% for the year. An environment of less regulation, potential infrastructure spending and corporate tax reform 
were all positive developments that kept investors excited.  At the end of the year, passage of a U.S. corporate tax cut 
provided additional fuel for the market, driven by the expectation that the cut could increase large-cap company earnings 
by 8%-10% and small-cap company earnings by about 10-12%.  

Growth stocks pushed the market higher, led by the information technology sector. The commonly called “FANG” 
(Facebook, Amazon, Netflix, and Google – now Alphabet, Inc.) stocks were the best-performing category in the market.  
The underperformance of the energy sector was a factor as value stocks lagged relative to growth stocks.  As short-term 
interest rates increased, high-dividend yield stocks, such as utilities, telecommunication services and real-estate 
investment trusts fell out of favor.   

Although short-term interest rates rose, longer-term rates were relatively stable or declining, and the yield curve flattened 
to a 10-year low.  The yield on the 10-year U.S Treasury traded in a narrow range for most of the year, beginning the year 
at 2.44% and ending the period at 2.41%. Yields moved divergently between short-term and long-term yields, as 2-year 
U.S. Treasury yields increased 0.69% and ended with a 1.88% yield, largely led by three 25-basis point (0.25%) hikes in 
the Federal-funds rate by the Federal Reserve (Fed).  Long-term Treasury yields, as measured by the 30-year U.S. 
Treasury declined 0.32% to 2.74%, driven by reduced inflation expectations. Returns for bonds were generally positive in 
this environment, with the Bloomberg Barclays Intermediate Aggregate Index climbing 2.27% during the year. With U.S. 
GDP above 3% in the second quarter and third quarter, all spread sectors outperformed comparable Treasury bonds.  
Even as the Fed began its balance sheet reduction in October, agency-mortgage bonds managed to outperform during 
the year.   

 

New Covenant Growth Fund 
 
The New Covenant Growth Fund enjoyed a strong year of performance on both an absolute and relative basis.  (Please 
see the New Covenant Fund Q4 Fact Sheets for more detailed information.)  Blackrock, the Fund’s growth manager, 
outperformed its growth benchmark, with strong security selection from both in- and out-of-benchmark stocks (particularly 
technology companies) driving returns. Tailwinds to technology stocks were a major contributor to the manager’s strong 
performance. Brandywine, the Fund’s value manager, outperformed its value benchmark significantly; although value in 
general did not keep up with the overall market.  Stock selection in financials and utilities stocks helped Brandywine 
outperform its style benchmark. Value stocks underperformed growth stocks during the year as investors preferred high-
flying growth stocks for most of the year given the lack of stimulus for cyclical sectors. Defensive manager Coho lagged 
and was the biggest detractor during the fiscal year, as the core benchmark had a strong year. The Fund’s security 
selection within growth stocks was beneficial and mitigated the headwinds to value and defensive managers.   

During the year, Waddell and Reed was removed from the Fund.  This change coincided with an increase in the strategic 
passive allocation managed by Parametric Portfolio Associates, LLC from 30% to 50%. This action was taken to target a 
lower overall tracking error for the Fund relative to the market benchmark. The increase represented the second stage of 
this reallocation following the initial move in October 2016.  An additional reduction in the Fund’s expense ratio to 0.87% 
accompanied this move. 

Looking ahead, we believe the U.S. equity market is expensive relative to historical norms, and there are some stretched 
valuations among the most popular growth stocks. Although the linkage between valuation and subsequent short-term 
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stock market returns is not strong, the risk of mediocre or negative returns over the long-term for cap-weighted market 
indexes has historically increased after valuations rise to higher than normal levels.  The Fund typically has a slight 
exposure to value, momentum and stability and will probably emphasize value and stability as the year progresses. The 
Fund’s beta, the level of volatility in comparison to the market as a whole, is slightly below that of the market which helps 
compensate for the risk of high valuations and narrow concentration of the technology stocks. 

 
New Covenant Income Fund 
 
The New Covenant Income Fund performed well on a relative basis, with the Fund’s overweight to corporate bonds 
enhancing returns as fundamentals for credit were supportive and enabled credit-quality spreads to narrow.  Overweights 
to the securitized sector also benefited as improving wages and employment aided consumer asset-backed securities and 
improving real-estate prices bolstered commercial real estate.  The Fund’s yield-curve-flattening posture, supported by an 
overweight to the long-end of the yield curve, enhanced performance as the yield curve flattened. An underweight to 
agency mortgage-backed securities detracted, but was mitigated by strong security selection in non-agency mortgages.   

Both managers outperformed due to overweights to the spread sectors, with Western outperforming Income Research 
primarily due to its yield-curve-flattening posture.   
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Financial Glossary 
 
Duration is a measure of a security’s price sensitivity to changes in interest rates. Specifically, duration measures the 
potential change in value of a bond that would result from a 1% change in interest rates. The shorter the duration of a 
bond, the less its price will potentially change as interest rates go up or down; conversely, the longer the duration of a 
bond, the more its price will potentially change. 

Index Glossary 
 
The Russell 1000 Index includes 1,000 of the largest U.S. equity securities based on market cap and current index 
membership; it is used to measure the activity of the U.S. large-cap equity market. 
 

The Bloomberg Barclays Intermediate U.S. Aggregate Bond Index is an unmanaged benchmark index composed of 
U.S. securities in Treasury, government-related, corporate, and securitized sectors with remaining maturities of less than 
10 years.  
 
 
Important Information 
 
The performance data quoted represents past performance. Past performance does not guarantee future results. The 
investment return and principal value of an investment will fluctuate so that an investor's shares, when redeemed, may be 
worth more or less than their original cost and current performance may be lower or higher than the performance quoted. 
For performance data current to the most recent month end, please call 1-877-835-4531. 
 
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 New Covenant Funds. 
 
For those New Covenant Funds which employ the “manager of managers” structure, SEI 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 New 
Covenant Funds, which are distributed by SEI Investments Distribution Co. (SIDCO). SIMC and SIDCO are wholly owned 
subsidiaries of SEI Investments Company.  
 
 
To determine if the Funds are an appropriate investment for you, carefully consider the investment objectives, 
risk factors, charges and expenses before investing. This and other information can be found in the Funds’ full 
and summary prospectuses, which can be obtained by calling 1-877-835-4531. Read them carefully before 
investing. 
 
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. 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. Emerging markets involve heightened 
risks related to the same factors as well as increased volatility and lower trading volume.  
 
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.  
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