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What are some key factors influencing the 
economy and markets in the coming months?

Coronavirus “black swan”. Significant economic events both 

unexpected and extremely rare have been dubbed “black 

swans” because they tend to be as improbable as sighting a 

black swan in the wild. The coronavirus pandemic certainly 

qualifies as a “black swan” event.

Pre-coronavirus environment. Entering the year, there 

were enough positive signs to paint a rosy picture for 

investors: the Federal Reserve (Fed) was lowering rates, 

U.S. employment was strong, earnings expectations were 

improving and stock markets were at all-time highs. All that 

is but a distant memory now.

Global economic shutdown. As the seriousness of the 

coronavirus pandemic became clear, governments and 

health officials put in place necessary, but drastic measures 

in an attempt to delay, slow and flatten the infection 

and mortality rates associated with the virus, with severe 

economic consequences, including mass unemployment.

Government response. The Fed and other central banks 

have taken multiple steps to inject liquidity and monetary 

support into markets while legislatures around the globe are 

starting to pass relief packages. In the U.S., Congress has 

passed an enormous piece of legislation to offer targeted 

immediate relief to consumers and small business while 

providing vital support to the health care system, states, 

municipalities and other key elements of American industry. 

What happens next? We expect markets to remain volatile 

for some time, with the real possibility of further market 

lows. Stocks may be slow to recover as we will soon begin 

to see the damage done to corporate earnings, but as the 

economy stabilizes with the help of immense government 

support, the earnings picture will become less uncertain. 

We are also encouraged that the credit markets seem to 

have stabilized, which historically has been the first area to 

recover. We are looking closely at asset classes and sectors 

that have seen massive price dislocation for investment 

opportunities.

STRATEGIC

A look ahead: Second quarter 2020 outlook

Allocation charts
Thrivent Moderate Allocation Fund

TACTICAL

TMAIX – For illustrative purposes, we are presenting strategic and tactical 
allocations based on Thrivent Moderate Allocation Fund, which we believe 
reasonably represents our allocation views across all risk tolerances.
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We are now painfully familiar with the necessary steps that 

health officials and governments around the world have put 

in place to fight the coronavirus pandemic and save lives. 

In doing so, it has required the unprecedented shutting 

down of the global economy. The consequences of these 

actions have been pervasive, with the major impact being 

the immediate, large-scale loss of jobs and thus income. The 

banking and credit systems have been thrown into some 

disarray, as borrowers, for no fault of their own, may not be 

able to service their debts due to a loss of income and cash 

flow. The shockingly swift, pervasive and sizeable loss of jobs 

is shown in the U.S. unemployment statistics (shown above). 

Quarterly highlights

Unemployment claims

INITIAL UNEMPLOYMENT CLAIMS January 1, 2005 – March 27, 2020

Source: FactSet
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To deal with a “black swan” event, governments must 

counter with their own “black swan”. The worldwide 

government response to the economic crisis caused by the 

coronavirus has been surprisingly swift, comprehensive and 

of a magnitude that we have never seen before. The “first 

responders” to this crisis, as is always the case, have been 

the central banks, led by the U.S. Federal Reserve. They cut 

short-term interest rates to zero or below (see chart above), 

purchased massive quantities of bonds to lower long-term 

interest rates, and installed credit facilities to support the 

smooth functioning of the payment system and the credit 

markets. This immense injection of liquidity and support has 

worked like a defibrillator, jolting the credit markets back to 

life. 

Federal funds rate

FED FUNDS TARGET RATE

Source: FactSet
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Quarterly highlights

Source: Thrivent Asset Management

In a fast-moving crisis like this, economic statistics will 

be somewhat irrelevant in developing an outlook given 

the lag in reporting. We fully expect our proprietary TECI 

index (shown above), to vault higher—i.e., show significant 

economic distress—in the months ahead. However, the 

massive government response, both monetary and fiscal, is 

already showing signs of stabilizing markets and consumer/

business confidence. It is expected that this “black swan” 

event could reduce U.S. GDP by up to 15% over the near-

term. However, the combined government responses may 

be equivalent to this loss in economic activity. Furthermore, 

additional government support is being considered and will 

probably come to fruition. 

Thrivent Economic Conditions Index

THRIVENT ECONOMIC CONDITIONS INDEX (TECI) August 1978 – March 2020
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Thrivent Economic Conditions Index (TECI) is a proprietary risk measure that tracks the trends of a multitude of underlying economic indicators in the U.S. 
to predict the likelihood of a recession. The higher the index, the greater the number of indicators that are trending negatively. The indicators include, but are 
not limited to, components of GDP, employment data, payroll data, retail, industrial and manufacturing data, housing data, sentiment indicators and a wide 
variety of other data sources.

Recession



For institutional use only. Not to be shown or distributed to the public. Only valid with all 16 pages. 7

Although economic statistics, corporate earnings and 

other critical data will be of limited value in the near-term, 

investors can look at prior periods of severe economic and 

market crisis to gain some insight as to possible outcomes. 

The best historical precedent we have is the Great Financial 

Crisis (GFC) of 2008. At the time, it was considered the 

greatest challenge since the Great Depression. Like today, 

very novel and bold government initiatives were taken to 

salvage the economy and markets. It is instructive to track 

how the market (using the S&P 500) is behaving since the 

start of the coronavirus crisis relative to how the market 

behaved during the GFC. As the chart above shows, 

although the current crisis has been relatively short, there 

are real similarities. Longer-term, the initiatives taken during 

the GFC, although controversial, were ultimately effective. 

The economy went on a historically long expansion, and 

investors in risk assets of all types enjoyed extremely 

attractive returns. 

Comparison of 2008 and 2020 crises

S&P 500 PERFORMANCE – COMPARISON OF 2008 AND 2020

Source: FactSet
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March will go down as one of the most volatile months in market 
history and we are beginning to see the economic damage, with 
the number of Americans applying for unemployment benefits 
soaring to a record 6.65 million just last week, a number already 
double the prior week’s unimaginable 3.31 million claims. From 
their peaks earlier this year, both domestic and international 
markets have tumbled by more than 25%, with global uncertainty 
skyrocketing to all-time highs. Prior to this pandemic and global 
recession, the U.S. had shown signs of strengthening and was in 

a relatively stronger position versus the global economy. Overall 
equity positioning is approximately neutral to peers but below 
our strategic targets. We remain cautious in the near-term, as the 
progression of the pandemic and resulting economic damage is still 
unclear. However, we also recognize that the Fed has moved very 
aggressively with unprecedented monetary support, which has been 
accompanied by a similar unprecedented fiscal stimulus. With this 
in mind, we are beginning to identify entry points for raising both 
equity and fixed-income risk assets toward prior strategic targets. 

Tactical

Tactical

Strategic

Strategic

TACTICAL VS. STRATEGIC POSITIONING
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We are in the midst of decreasing our international equity 

exposures, primarily in Europe, in favor of domestic large-

cap, thus reducing our former overweight overseas. We are 

in the early stages of what will be a historic contraction to 

global growth, which we believe will leave some economies 

more damaged than others. As the U.S. came into this 

global pandemic and recession relatively stronger than many 

international economies, we are increasing exposure to 

the more durable region in these times of turmoil. Within 

international, however, we remain overweight emerging 

markets as China and South Korea, for example, appear 

to be further ahead of other international economies in the 

containment of the pandemic. 
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TACTICAL VS. STRATEGIC POSITIONING

TACTICAL VS. STRATEGIC POSITIONING

LARGE CAP

MID/SMALL CAP

Strategic targets are rescaled based on the moderate 
tactical domestic equity allocation (bottom of page 8).

Domestically, we remain overweight large-caps relative 

to both strategy and peer groups and have recently raised 

large-caps modestly. Additionally, we are overweight mid-

caps versus strategy and peers. For the better part of the last 

year, our quantitative and fundamental models have called 

for large-caps over small-caps; however, going forward, our 

models may begin to rotate to small-caps. The primary 

drivers of this rotation include extreme return spreads of 

large to small, in addition to large-caps being overvalued 

relative to small-caps, as well as plummeting sentiment 

measures, which are contra indicators that call for small-

caps to outperform. While we believe the opportunity to 

rotate to small-caps will eventually materialize, now is not 

the time, as we assess the significant economic damage 

that has been wrought and brace for further economic 

deterioration. That said, as we begin to see stabilization in 

both the pandemic and the economy, small-caps should 

outperform large-caps, and we will look to add small-cap 

exposure cautiously and opportunistically.

Due to the coronavirus, interest rates fell dramatically 

during the first quarter. The Federal Reserve cut its Fed 

Funds rate twice in March, bringing the rate toward zero. 

The Fed also announced it was going to provide as much 

market liquidity as necessary to help improve market 

functioning and mitigate economic pressures. Yields reached 

record lows, with 10-year Treasuries hitting a low of 0.31%. 

We don’t believe the Fed will cut Fed Funds further. 

Instead, the Fed will rely on quantitative easing measures 

such as buying investment-grade corporate debt, agency 

mortgage debt and Treasury securities. Expectations are that 

this could increase the Fed’s balance sheet by $4.5 trillion. 

Going into the second quarter, we believe rates will be 

range-bound with a bias toward lower rates. We don’t think 

they will become negative. Our duration is modestly long 

which will help returns in a falling interest rate environment.
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The yield curve started the quarter in a flattening trend. 

Then in March, as the Federal Reserve sharply cut rates, 

the yield curve steepened significantly, with short-term rates 

falling further than long-term rates. Steepening is common 

during Fed easing cycles. By quarter-end, the curve gave 

back about half of that steepening. This was due in part to 

growing expectations that the Fed will start buying longer 

maturity Treasuries in addition to its current purchases of 

shorter maturities. These purchases should lower long-term 

rates more than short-term rates. Also, increased issuance 

by the Treasury is likely to be weighted relatively more 

toward shorter maturity Treasury securities, which will also 

put some flattening pressure on the yield curve. We were 

modestly set up for a steeper yield curve during the quarter. 

Going into the second quarter, we will add to our longer-

term holdings (10 years and beyond), which will increase 

our bias for a flatter yield curve.

EXPOSURE RELATIVE TO 
STRATEGIC TARGETS

Corporate credit markets have significantly underperformed 

higher-quality fixed-income markets. Credit spreads 

widened at a record pace as global economies slowed 

in reaction to the coronavirus pandemic. Sharply wider 

credit spreads drove negative returns across credit sectors. 

Treasury bonds posted strong returns as interest rates 

plunged and the Federal Reserve cut its target rate to zero. 

The outlook for risk markets including credit hinges on the 

breadth and depth of the pandemic, which in turn will drive 

how quickly the economy recovers. Should the pandemic 

worsen beyond expectations, credit could exceed the lows 

from the first quarter. Defaults and financial stress will 

increase. However, high-yield and other credit markets 

have already reached spread levels that historically have 

presented attractive long-term opportunities even as short-

term volatility remains high. We entered the crisis positioned 

roughly neutral on credit, but have begun adding risk 

steadily on dips and will continue to do so. Our strategy is 

to continue to add risk in a deliberate matter over time to 

increasingly overweight credit as bottoms are hard to time 

and rallies from the lows can move quickly.

1–3 yr. 4–7 yr. 10 yr. 15-30 yr.

Strategic
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Communication Services

The Communications Services sector contains a diverse set 

of industries and companies. Telecommunications services 

and cable companies outperformed in a severely down 

market driven by stable, recurring revenues. In fact, cellular 

and cable are among a small number of industries with 

increased volumes as people work from home. Also driven 

by people being at home, video game makers outperformed 

while movie & entertainment companies underperformed. 

The remainder of 2020 is highly dependent, more so than 

many sectors, on the resolution of virus-related, economic 

dislocations. 

Consumer Discretionary

Many industries in the Consumer Discretionary sector 

depend on consumers getting out. Casinos & gaming, hotels, 

restaurants and cruise lines are four industries directly 

impacted by social distancing, and stocks are reflecting such. 

Other areas that one might think are less directly impacted 

also struggled including homebuilding, despite attractive 

mortgage rates. Retailer results have been mixed, influenced 

by “needs versus wants” during this unique time period. Led 

by Amazon, Internet retailers have outperformed. Even if 

the virus threat recedes quickly, discretionary income will 

likely be impacted for months.

Consumer Staples

Over the last couple of years, value ascribed to brands and 

the historic defensiveness of this sector had been questioned. 

For the quarter just concluded, that was less so the case as 

staples held up relatively well. Food retailers, drug retailers 

and hyper-marts including Walmart and Costco materially 

outperformed as did many well-known consumer brand 

companies. Over the long run, earnings growth is sub-par 

for most Consumer Staples companies. Our work focuses on 

the best positioned companies for the long-term that can be 

bought at increasingly attractive valuations.

Energy

After multiple years of underperformance and record lows 

for Energy stocks as a proportion of the broad market, 

Energy nonetheless continued to lag in the first quarter, and 

materially so. The prognosis for both supply and demand 

deteriorated, with resultant forecasted inventory increases 

of an historic magnitude. Saudi Arabia has decided to 

push both its sometimes-partner Russia and U.S. shale 

producers into financial distress. Despite U.S. producers 

cutting 2020 drilling programs by a third to a half, line of 

sight for a balanced market is well into the future. All sub-

industries have struggled including pipelines (fee-based, but 

lower volumes) and refiners (lower volumes and margins). 

Frankly, there is not much upon which to be optimistic in 

the Energy sector.

Financials

Financials struggled in early 2020 with historically low 

10-year bond yields and concerns around collapsing 

economic activity. Bank net interest margin and income 

are compromised by the former issue and credit metrics, 

including delinquencies and defaults. Capital markets could 

be a bright spot with trading activity increasing, though 

investment banking work is likely to slacken. Capital markets 

participants appear better positioned in the near term than 

spread lenders. Some bank equities are trading at or below 

book value, generally a good time to become interested, and 

with certainty, banks are in better shape than in front of 

the 2008/9 recession. Insurers continue to battle low fixed 

income yields, income that is needed to offset insurance 

contract promises. Financial exchanges and data providers 

have outperformed on higher volumes and contracted work 

for data. Vis-à-vis other sectors, Financials possess above-

average dividend yields, but payment coverage is sometimes 

questionable and above-average buyback programs are being 

put on hold. 

Equity sector
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Health Care

Health Care was amongst the best performing groups in 

the first quarter. Setting aside COVID-19 for a moment, 

the group, especially pharmaceuticals and managed care 

providers, did better once the Democratic primary season 

began pointing toward a more centrist candidate. For the 

largest companies, clean balance sheets and high profitably 

are favorable characteristics in a woefully weak stock market. 

Regarding coronavirus, much remains unknowable. A 

prolonged situation could compromise elective procedures 

negatively impacting orthopedic med tech, hospitals and 

dental. Clinical trials might be pulled. The roles of how 

private industry and government responded under duress 

could have long-term sector implications. For now, most 

important is resilience of our health care system to assist 

those in need.

Industrials

Economically sensitive, Industrials lagged in early 2020. 

Unsurprisingly, travel-related entities did particularly poorly. 

The less cyclical commercial & professional services area 

outperformed. Poor economic data over coming months will 

be a headwind for the sector; still, our analysis is executed 

at an industry-by-industry and company-by-company level, 

and we will be keen to invest in solid businesses at good 

prices.

Information Technology

While down double-digits in absolute terms, Technology 

stocks outperformed benchmarks so far in 2020. The 

software and services segment performed especially well, with 

good contract visibility, below average economic sensitivity 

and some work-at-home beneficiaries. Tech stocks possess 

“quality” characteristics including good balance sheets and 

high returns on capital. The sector has become less cyclical 

over time as software displaces hardware, both operationally 

and as a proportion of equity benchmarks. Supply chain 

concerns are lessening, replaced by focus on possible demand 

issues. 

Materials

The Materials sector lagged broad benchmarks so far in 

2020, unsurprising given the sector’s economic sensitivity. 

Commodity chemicals, construction materials, aluminum, 

copper and steel have been especially weak. The base 

metals among that list are, of course, highly dependent on 

Chinese demand—demand that is showing green shoots as 

the virus outbreak runs its course. Each commodity has its 

own supply/demand dynamics that will lend clues when to 

become interested in a specific industry.

Real Estate

Real estate investment trust (REIT) stocks traded lower 

during the quarter along with the equity market. Cell Tower 

and Data Centers continue to exhibit the best fundamentals 

driven by communications/digital infrastructure growth. 

Retail and lodging properties underperformed due to the fall 

off in demand as a result of coronavirus. REITs are currently 

trading at significant discounts to Net Asset Value and the 

lowest Price/Earnings valuation levels since 2009. With an 

average dividend yield now exceeding 5%, REITs provide 

attractive total return potential should valuations improve 

from current levels.

Utilities

Utilities materially outperformed broad benchmarks so 

far in 2020. Low, and dropping, government bond yields 

exacerbated an investor grab for yield. Group valuation is 

stretched on some measures, but dividend coverage is solid 

and preferable to that of other sectors given consistency 

in company cash flows. Indeed, ratings agencies consider 

electric utilities to have the best credit profile of all sectors 

and without ongoing concern risk in a recession. Unchanged 

is our focus on regulated utility companies that have an 

opportunity to increase infrastructure capital spending that 

drives base rates higher and results in earnings per share 

(EPS) growth above expectations.

Equity sector
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Fixed-income sector

Investment-grade corporates
The onset of the COVID-19 pandemic has brought 
investment-grade credit spreads to levels that had only been 
seen during the Global Financial Crisis. It also brought 
a great deal of uncertainty as to the depth and duration 
of the coming economic shock we will experience. While 
the future is uncertain, we find valuations very compelling 
here, especially when viewed with a longer-term outlook. 
The Fed’s announcement that they will be making direct 
purchases of corporate bonds as one of their new policy 
tools has also provided important support for our more 
constructive view on adding risk at these levels. Importantly, 
we will be carefully monitoring the impact the imminent 
recession will have on corporate earnings and on balance 
sheets that were already somewhat stretched.

High-yield bonds
The coronavirus and the resulting economic impact have 

caused significant and severe selling pressure and price 

dislocation in the high-yield market. Spreads have widened 

dramatically to a recent high of +1100 basis points as the 

market is pricing a default rate that is expected to approach 

10% or more. Although it is hard to predict the extent of 

the negative economic impact until coronavirus cases begin 

to decline significantly, historically, spreads this large have 

provided a good buying entry point and attractive returns 

for those with a higher risk tolerance and a medium to 

longer-term investment horizon. 

TacticalStrategic Strategic

TACTICAL VS. STRATEGIC POSITIONING

+ +- -
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Strategic targets are rescaled based on the moderate 
tactical fixed-income allocation (top of page 8).

Leveraged loans
Loans have lagged high-yield and investment-grade corporate bond 
returns year-to-date, but now have a good relative performance 
outlook after selling off dramatically in March. Based on current 
loan prices and current expected yields, loans are expected to 
generate yields in the high single digits for the rest of the year. Total 
return results will be dictated by the combination of price changes 
and expected yields realized. Given the low rate environment, loan 
fund demand will likely remain weak. Loans’ floating-rate interest 
payments are not a benefit in a declining rate environment since 
interest payments received decline as rates move down. We would 
like to see increased loan demand, improving credit fundamentals 
or higher spreads to change the risk/reward payoff before raising 
our allocations to leveraged loans.

Securitized assets
Agency mortgage-backed securities (MBS) were a safe haven in 
March and were one of the few sectors to post a positive return. 
Agency MBS spreads have tightened from historic wide levels but 
continue to offer attractive yield versus Treasuries and have strong 
Federal Reserve support through their asset purchase program. 
Nonagency residential mortgage-backed securities (RMBS) 
underperformed recently due to concerns about borrowers making 
mortgage payments during the economic shut down and forced 
liquidations by mortgage REIT holders. We remain overweight 
nonagency RMBS as the sector offers attractive relative yield 
and benefits from the long-term tailwind of strong housing 
fundamentals and rising home prices. Lastly, we maintain a modest 
weighting in floating rate AAA-rated collateralized loan obligations 
(CLOs) for the yield advantage versus other AAA-rated securitized 
products and high-quality corporate bonds. CLOs will also benefit 
from any future interest rate increases as the economy normalizes.

TacticalTactical Strategic Strategic

TACTICAL VS. STRATEGIC POSITIONING

+ +- -
-0.25 8.5 14.252.251.5 13.54.75 18.5

Strategic targets are rescaled based on the moderate 
tactical fixed-income allocation (top of page 8).

Tactical
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U.S. treasuries
Interest rates began to fall as the coronavirus started making 
headlines in January, escalated in February as the spread of the virus 
increased and then fell even more sharply in March as the Federal 
Reserve eased rates twice, with Treasuries hitting record lows. Ten-
year Treasuries bottomed at 0.31%. With the passage of the $2 
trillion Federal stimulus package, Treasury issuance will increase 
significantly across the yield curve, including the introduction of 
20-year maturity bonds expected in May. However, it is anticipated 
the Fed will purchase about $3 trillion of Treasuries, which will 
mitigate the upward pressure on rates caused by growing Treasury 
supply. We are roughly equal-weight Treasuries, which have helped 
offset market volatility in risk assets. Treasury Inflation Protected 
Securities (TIPS) performed poorly during the quarter as recession 
concerns greatly reduced inflation expectations. We currently have 
no exposure in TIPS, but may add some if we feel values warrant it.

Emerging-market debt
Emerging Market Bonds had a strong first half of the quarter 
before market panic overtook the sector and spreads doubled. 
Returns for the quarter followed all risk markets and turned deeply 
negative. In the near term, EM debt performance will follow 
broader risk markets, all of which will be watching for an inflection 
in the breadth and severity of the virus and hence looking for 
visibility on the longer term economic impact. The specific impact 
of COVID-19 on EM countries is still too early to forecast, with 
some countries taking a proactive approach and others a much 
less focused approach. EM countries’ younger demographics 
are generally a strength, but their health care systems have fewer 
resources. We believe this selloff has created some interesting 
medium-term value. Fundamentals for most of the EM countries 
remain intact, provided the recovery from the virus is not delayed 
too far.

Municipals
The first quarter of 2020 was remarkable in many ways for the municipal sector. 

Trends that had endured throughout 2019 reversed suddenly: industry fund flows 

turned decidedly negative; credit spreads gapped out quickly; the new issue market 

shut down for weeks. The municipal market, usually a staid asset class, became quite 

volatile, all the result of the coronavirus pandemic spreading across the world. The 

Federal Reserve responded quickly and forcefully with programs meant to cushion 

the fall and improve market liquidity. As the quarter ended, high-grade municipal 

credits had lower yields than at the start of the quarter but had underperformed the 

rally in U.S. Treasury bonds so considerably that the muni/treasury ratio indicated 

an uncommon value for higher tax bracket investors on a relative basis. Riskier muni 

credit sectors can also offer uncommon value, but only with significant research into 

each issue’s strengths and vulnerabilities. 

TACTICAL VS. STRATEGIC POSITIONING Strategic targets are rescaled based on the moderate 
tactical fixed-income allocation (top of page 8).

Tactical TacticalStrategic Strategic

+ +- -
6.25 -0.2511.5 211.25 2.2516.25 4.75

Fixed-income sector
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