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Sell Off in Tech Creates Opportunity Heading into Earnings Season 

 

Dan Ives | ETFMG Cloud Technology Expert | October 27, 2020 

Stocks and tech names remain weak as second wave fears and jitters heading into the US Elections are creating 
a bit of a risk-off trade heading into a big week for tech earnings. To this point, while there is general nervousness 
given the backdrop we believe tech stocks could rally another 10%-15% into year-end led by FAANG names 
(Apple our favorite), cloud software (Microsoft and Salesforce our favorites), and cyber security (Zscaler 
our favorite name).Will these results/guidance be enough to keep the tech rally going or cause a red light for 
investors? The reality is that the strong are getting stronger with FAANG names such as Amazon, Facebook, 
Google, and Apple beneficiaries of the current environment and a dynamic that will be front and center Thursday 
night, which we believe will put further fuel into the tech rally moving forward into year-end with the elections and 
a potential Blue Wave creating more volatility over the next month for tech stocks. The irony is that the robust 
results expected from FAANG names and software cloud stalwarts such as Microsoft this week will on one hand 
highlight the outsized strength these tech behemoths are seeing in the field, which has been accelerated in this 
COVID environment by 1-2 years in some cases. On the other hand this will further put into the bright spotlight 
from a regulatory and antitrust perspective just how well these tech giants are doing and ultimately add fuel to 
the fire in the Beltway around breakup momentum, which at least for now is viewed as a contained risk in the 
eyes of the Street. 

Tech stocks should move higher; all about secular growth stories. These tech behemoths are both 
defensive and offensive names for investors, as the re-rating for these secular growth stories continues to play 
out in the market with no signs of slowing down in our opinion, although the upcoming US elections could create 
an even more nervous time for investors over the coming weeks. Apple is on the cusp of an iPhone 12 5G super 
cycle with a services business that is thriving in this environment, its FAANG brethren Amazon (massive e-
commerce strength and AWS secular trend), Facebook (higher engagement with social media), and Alphabet 
(advertising/search, GCP cloud strength) all saw relative tailwinds in the September quarter. For Microsoft we 
expect the massive acceleration to cloud continued over the past few months with Azure/Office 365 a major 
beneficiary of these secular trends which is still in the third inning of playing out among enterprises. 

Green light remains to own tech stocks into year-end. While the rally over the last seven months has been 
eye popping, we believe the transformational growth drivers across the tech sector and a further re-rating of tech 
stocks continue to make us bullish heading into year-end. While the political landscape remains in flux, 
regardless of a Biden or Trump Presidency, we continue to see the path higher for tech stocks given the 
underlying fundamental drivers that should be front and center during 3Q earnings. In a nutshell, we are still in 
the middle innings of a paradigm change for tech stocks with WFH, cloud, e-commerce, and cyber security trends 
leading the way as these transformational growth trends play out in the field over the coming 12 to 18 months. 
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Carefully consider the Fund’s investment objectives, risks, and charges and expenses before investing. This and other 
information can be found in the Fund’s summary or statutory prospectuses, available on www.etfmg.com. Please read the 
prospectus carefully before investing. Securities mentioned in the commentary may or may not be current holdings in the 
Fund and are subject to change without notice. 
 

  

Investing involves risk, including the possible loss of principal. Shares of any ETF are bought and sold at market price (not NAV), may 
trade at a discount or premium to NAV and are not individually redeemed from the Fund. Brokerage commissions will reduce returns. 
Narrowly focused investments typically exhibit higher volatility. Cloud Technology Companies may have limited product lines, markets, 
financial resources or personnel. These companies typically face intense competition and potentially rapid product obsolescence. In 
addition, many Cloud Technology Companies store sensitive consumer information and could be the target of cybersecurity attacks and 
other types of theft, which could have a negative impact on these companies. As a result, Cloud Technology Companies may be 
adversely impacted by government regulations and may be subject to additional regulatory oversight with regard to privacy concerns 
and cybersecurity risk. These companies are also heavily dependent on intellectual property rights and may be adversely affected by 
loss or impairment of those rights. Cloud computing companies could be negatively impacted by disruptions in service caused by 
hardware or software failure, or by interruptions or delays in service by third-party data center hosting facilities and maintenance 
providers. Cloud Technology Companies, especially smaller companies, tend to be more volatile than companies that do not rely 
heavily on technology. Companies in the technology field, including companies in the computers, telecommunications and electronics 
industries, face intense competition, which may have an adverse effect on profit margins. 
  

The Fund is distributed by ETFMG Financial LLC, which is not affiliated with Wedbush Securities, Prime Indexes, or Level ETF 
Ventures. 

 


