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AN UGLY Q3 EARNINGS SEASON, SECTOR
ROTATIONS, & 401(K) MISTAKES TO AVOID

The Uncertainty of (an Ugly) Q3 Earnings Season

s investors know, many publicly–traded companies provide guidance on expected
earnings. They are not required to provide this guidance; however, they just

choose to – or choose not to.

Heading into Q3, as happened in Q2, many companies are having difficulty providing
an estimate for future earnings due to the uncertainty surrounding the impacts of
COVID–19. As a result, they are simply withdrawing guidance altogether. Consider this
from research firm FactSet earlier in October:

Heading into the third quarter earnings season, 147 stated that they were not providing

EPS guidance or confirmed a previous withdrawal of EPS guidance for either FY 2020

or FY 2021. Almost all of these companies cited the uncertainty of the future economic

impacts of COVID–19 as the reason for not providing or withdrawing guidance.

At the sector level, the Consumer Discretionary (33) and Industrials (27) sectors had

the highest number of companies withdrawing or not providing annual EPS guidance.

It is of course disheartening when a company seems to say: “we have no idea how
much we might earn this year or this quarter because there is just too much
uncertainty.” That might cause an investor to just want to walk away completely.
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But remember this: public companies have to be very careful when giving earnings
estimates because there are very strict securities laws governing what they can and
cannot say. And just because a company is withdrawing its estimates, that doesn't
necessarily mean that everything is bad.

That being said, brace yourself for just how bad the Q3 Earnings Season might be. On
October 12th, FactSet reported that the S&P 500 is expected to report a year–over–
year decline in earnings of more than 15% for the third quarter.

Avoiding 401(k) Mistakes

A lot of 401(k) investors end up making the same mistakes when choosing their
investments. The results are low returns and unbalanced portfolios. Avoiding these
four mistakes is a good start for getting more out of your 401(k).

Mistake #1: Going Overboard on Risk Avoidance

Many 401(k) plan participants are either overwhelmed by the list of investment choices

or are simply afraid to take any risk in their investments, and so put all of their savings

into a money market or stable value fund. Sometimes the money market fund is the

default option for their employer's plan – – meaning their money ends up there,

earning very low interest. Nobody bothers to change it.

Mistake #2: The Equal Allocation Trap

Another common mistake made by investors in their 401(k)s is to invest an equal

portion into each available investment option. This is called the 1/N Rule. First, you do

not need to invest in every option available in your plan. Especially now that target

date retirement funds (mutual funds that change allocation based on your estimated

retirement date, growing more conservative as you age) have become popular, you do

not need to invest in every bond fund and every stock fund to achieve diversification.

Also, each investment option has been selected based in its individual characteristics,

not based on how all of the options work together.

Mistake #3: Too Much Company Stock

Many companies allow employees to purchase company stock in their retirement

plans. As tempting as it might be to bet on a company you know very well (hey, you

work there, right?), you should minimize your investment in company stock.

Remember Enron, Bear Stearns and Lehman Brothers? Those employees lost their

jobs and their retirement savings in one day when their companies went bankrupt

Mistake #4: Eschewing Small–cap and International Stocks

When you enroll in a 401(k) plan, your employer should provide you with the recent

performance of every investment option in the plan. Most investors are naturally risk–

averse, and shy away from investment options that have been down recently. The

performance of small–cap and international stocks has been less than domestic large–

cap stocks recently. But these funds are still excellent choices for increasing portfolio

diversification. They have characteristics that can improve the overall returns and

lessen the volatility of your portfolio.
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Sector Highlights Through End of Q3 2020

The overall trend for sector performance for each of the three quarters so far in 2020
has been mixed, as performance leaders and laggards have rotated all year.
Remember, at the end of the first quarter, every single one of the 11 S&P 500 sectors
turned in negative numbers whereas the end of the second quarter saw all 11 sectors
turn in positive numbers.

Reviewing the sector returns for the third quarter and YTD through September 30,
2020, we saw that:

10 of the 11 S&P 500 sectors were painted green for the third quarter of 2020

The Energy sector was the worst performer for the third quarter as it lost almost 20%

The differences between the best performing and worst performing sectors in Q3 were

once again dramatic, with 10 sectors outpacing the Energy sector dramatically

On a YTD basis, the differences between the best and worst performing sectors is just

as dramatic, with the Information Technology sector up over 27% YTD and the Energy

sector down a staggering 50%+

Speaking of Energy, this sector has been on a wild ride in 2020 as it gained more than

30% in the second quarter, lost almost 20% in the third and is still down over 50% YTD

Here are the sector returns through September 30th and YTD, both relatively short
time periods:

YTD 3Q2020

Healthcare 3.60% 7.32%

Consumer Discretionary 22.45% 16.85%

Industrials -5.37% 12.72%

Financials -21.73% 5.46%

Information Technology 27.52% 13.80%

Materials 3.67% 14.34%

Energy -50.16% 19.12%

Consumer Staples 1.88% 10.50%

Communications Services 7.62% 10.12%

Utilities -8.07% 5.62%

Real Estate -8.89% 2.79%

This chart is for illustrative purposes only and does not represent the performance of any specific security.
Past performance cannot guarantee future results. Source: Standard and Poor's
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Small Business Optimism Index Rises

On October 13th, the NFIB Optimism Index rose 3.8 points to 104.0 in September, a
historically high reading. Nine of the 10 Index components improved and one declined.

Directly from the NFIB Release:

Earnings trends over the past 3 months improved 13 points to a net negative 12%

reporting higher earnings.

Owners expecting better business conditions over the next 6 months improved 8

points to a net 32%.

Real sales expectations in the next 3 months increased 5 points to a net 8%.

Inventory investment plans over the next 3 to 6 months increased by 5 points to a net

11%.

The percent of owners thinking it's a good time to expand increased 1 point to 13%.

The National Retail Federation, the world's largest retail trade association, states that
retail “is the nation's largest private–sector employer, contributing $3.9 trillion to annual
GDP and supporting one in four U.S. jobs – 52 million working Americans.”

Your Financial Advisor

ou might be tempted to think you can pick winning stocks and winning mutual
funds or allocate properly among sectors, but investors need to understand the

risks – not just be able to regurgitate a marketing story. And the vast majority of the
time, investors just don't have the time to perform the proper research and stay up to
date on how particular investments, industries or sectors are performing, so that's
usually best left to a professional. Furthermore – and maybe most importantly – your
investments must fit into your overall financial plan.

Talk to your financial advisor to make sure your financial plan is consistent with your
goals and risk profile, so you can sleep more easily at night.

FIO-FALL-2020

Oracle Financial Planners LLC cannot accept trade orders through e-mail. Important letters,
e-mail, or fax messages should be confirmed by calling (651) 442-0465. This email service may
not be monitored every day, or after normal business hours. Securities offered through
Cambridge Investment Research, Inc., a Broker/Dealer, Member FINRA/SIPC.   Advisory
Services offered through Cambridge Investment Research Advisors, Inc.,  a Registered
Investment Advisor.  Cambridge and Oracle Financial Planners,  LLC are not affiliated.  MN
Insurance Lic. #: IN-20327395. The information in this email is confidential and may be legally
privileged. It is intended solely for the addressee. Access to this email by anyone else is
unauthorized. If you are not the intended recipient any disclosure, copying, distribution or any
action taken in reliance on it, is prohibited and may be unlawful.
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If you no longer wish to receive newsletters of this type, please unsubscribe here.

An Ugly Q3 Earnings Season, Sector Rotations, & 401(k) Mistakes to ...  

5 of 5 11/4/2020, 4:40 PM


