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 After falling behind technology in earnings growth since 

December 2016, health care has seen improvements in all 

segments in Q2 2018. 

 Using a multi-dimensional analysis including earnings growth 

and variability allows us to effectively examine each health care 

segment to uncover pockets of opportunity.  

 Although not as exciting as biotech or as ubiquitous as pharma, 

health care providers and services is our preferred segment – 

one that can offer high earnings growth with less variability, and 

with attractive valuations and strong Sentiment.  
 

During the recent earnings season, health care stocks have surprised on the 

upside more than any other sector, even technology. We believe now is the time 

to explore health care more deeply. 

It’s the Right Time to Consider Health Care 

Over the past seven years in the post-Global Financial Crisis (GFC) recovery 

era, the sectors within global developed equities that have delivered the most 

stable earnings growth have been consumer staples, health care, and 

technology. 

In fact, over the six years ending December 2016, both health care and 

technology delivered robust earnings growth while the rest of the market’s 

earnings declined in aggregate. These two sectors achieved growth of around 

5% per annum at the time. Since then, earnings in the technology sector grew by 

nearly 40%, leaving health care behind with earnings growth of less than 7%.  

Figure 1. 
 

 

Source: Bloomberg Finance L.P. As measured for GICS sectors of MSCI World Index in USD. Past performance is 

not a guarantee of future results.     

 

 

 

 

 

 

 

 

 

 

Olivia Engel, CFA 

Chief Investment Officer 

Active Quantitative Equity 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
 

Figure 1. 

Health care and technology realized the 
largest cumulative earnings growth, until 
December 2016 when technology charged 
ahead. 
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An untenable political and regulatory environment, as well as disreputable activity within 

the industry affected investor confidence and negatively impacted earnings in the health 

care sector. However, we believe that many of the fundamental sources of long-term 

growth remain intact. Earnings season this year has seen improvement in all segments of 

health care, and we believe now is a good time for investors to carefully assess the sector.  

A Closer Look at Sector Earnings 

Earnings profiles vary greatly within health care, but by embracing the breadth of the 

sector and using a multi-dimensional analysis based on the themes of Value, Quality and 

Sentiment, we are able to effectively examine each segment individually to uncover 

pockets of opportunity.   

Figure 2. Earnings Growth and Volatility since December 2010 

 
 

Source: Bloomberg Finance L.P. As measured for GICS sectors of MSCI World Index from December 2010 to August 31, 2018 in 

USD. Past performance is not a guarantee of future results.     
 

Pharmaceuticals 

It would be easy to make general conclusions about health care as a whole by observing 

only the pharmaceuticals industry; after all, it makes up more than 40% of the market 

capitalization of the sector. A majority of the earnings-growth slowdown for the health care 

sector was driven by pharmaceuticals, and reports of frequent insider trading, price fixing 

scandals and potential changes to the US health care system all weighed heavily on 

earnings. Sentiment was also major detractor to earnings, reaching its lowest point in late 

2016.  

Despite this, in 2017 and first half of 2018, Sentiment has experienced a reversal of 

fortune that became more apparent during the latest earnings season. This prolonged 

downturn in Sentiment has led to attractive valuations for certain pharmaceutical 

companies, while Quality-based attributes such as profitability and leverage generally 

have been strong in pharmaceuticals for some time.  

Biotechnology 

While the biotech sector has experienced enormous growth since the GFC, earnings have 

been volatile, and so have stock returns. Many of these companies look expensive on 

traditional valuation metrics, but we believe it is important to look at longer-term forecasts 

to assess Value, especially when it can take years for research to become revenue-

generating.  

 

 

 

 

 

 

 

 

 

 

Figure 2.  

Examination of earnings 
profiles provides investors 
with valuable insight on 
earnings growth and its 
variability by industry. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

Recent research undertaken by our team suggests that it is important to look at research 

and development costs in conjunction with drug pipelines to assess a biotech company’s 

market value and quality. We believe that this traditionally volatile sector commands higher 

expected returns to compensate for the risk when investing. However, we generally don’t 

find the expected returns compelling enough at this time to invest heavily in biotech. 

Equipment and Supplies 

Stocks in this segment are on average expensive from a Valuation standpoint. This does 

not provide a compelling reason for us to invest, so we have largely avoided equipment 

and supplies in recent years. Earnings growth was low compared with other health care 

segments, at around 2.5% per annum over the six years beginning at the end of 2010, but 

has recently accelerated to around 18% since the end of 2016. Quality and Sentiment 

measures are strong in this segment, but Valuation remains unattractive despite the recent 

earnings growth. 

Providers and Services  

Health care providers – like hospitals, medical centers, and pharmacies – are an important 

part of serving an aging population, a dominant secular demographic theme.  Although not 

as exciting as biotech companies or as ubiquitous as pharma, this is our preferred 

segment – one that can offer high earnings growth with less variability. These companies 

have, on average, exhibited strong earnings growth (11% per annum since end of 2010), 

while maintaining reasonable valuations and above-average investor sentiment as 

observed with earnings forecast trends, hedge fund positioning, and price action.  

Figure 3. % of Companies with Positive Earnings Surprise versus the Broad Market Index  

 

Source: Bloomberg Finance, L.P. As measured for GICS sectors of MSCI World Index in USD. Past performance is not a guarantee 

of future results.  
 

Ultimately, the 2018 earnings season has seen improvement in all segments of health 

care. By carefully considering each segment through the lens of Value, Quality and 

Sentiment, we believe investors can find opportunity in health care. And although it’s a 

secular growth sector, it’s important to view growth through a value lens. Overpaying for 

growth does not pay off in the long run. Given the various industries in the sector and their 

respective earnings profiles, it’s prudent to evaluate earnings on the dimensions of 

earnings growth and earnings variability. In our experience, companies with stable and 

consistent earnings growth can provide greater potential for excess returns.  

 

 

Glossary 

Earnings per Share (EPS) is the 

portion of a company's profit 

allocated to each outstanding 

share of common stock. 

Earnings Growth is the annual 

rate of EPS growth  

GICS is the acronym for Global 

Industry Classification Standard 

Growth stock A company that in 

anticipated to grow at a rate above 

the average for the market, rather 

than yield high income.     

Value stock A company with solid 

fundamentals (e.g., dividends, 

earnings and sales) that tends to 

trade at a lower price than its 

peers.    

 

 

 

 

 

Figure 3.  

The providers and 
services industry sets 
itself apart with 
consistently positive 
earnings surprises 
versus the broader MSCI 
World Index for the past 
three quarters. 
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