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Overview 
The long-term case for investing in the healthcare sector 

Since we launched our healthcare fund in January 2013, we have written 

two whitepapers and in both we recognised a key benefit of investing in 

healthcare in that it is perhaps the only sector globally that offers both 

growth and defensive attributes in a recession.  Below we revisit some of 

the key attributes of the sector as well as looking at why it is attractive 

right now. 

Investors can expect long-term growth from the sector due to three 

powerful secular tailwinds: 

 An aging global population 

 Increasing wealth in emerging markets, and 

 Innovation addressing the huge number of unsolved 

medical problems 

Healthcare spending increases exponentially with age (particularly 

beyond age 50) thus an aging global population results in exponential 

growth in healthcare needs. In emerging markets healthcare spending 

as a percentage of GDP is significantly below the levels for developed 

markets. Spending on healthcare in emerging markets is expected to 

grow at a pace above that of local GDP growth as wealth per capita 

increases and healthcare spending as a percentage of GDP increases. 

 

With respect to innovation, medical science has made huge advances 

but many of the largest diseases in the world such as cancer and 

Alzheimer’s are still inadequately treated.  With our increased 

understanding of genomics and biologics as well as our improved ability 

to analyse data, innovation in new drug development has never been as 

strong as it is today. Some of the most exciting new areas of innovation 

include immuno-oncology, gene therapy, and cellular therapy. 

To highlight just one of these, gene therapy, the results that are being 

demonstrated today are incredible and would have been considered 

science fiction just 10 years ago. Gene therapy involves the introduction 

of normal genes to replace missing or defective genes. The first gene 

therapy treatment, a cure for a form of inherited blindness, was approved 

by the FDA in December 2017. Gene therapy trials are currently 

recording phenomenal results across a range of diseases including 

haemophilia, Duchenne’s muscular dystrophy, and spinal muscular 

atrophy. We are literally at the start of gene therapy treatments becoming 

a reality for patients.  
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“Valuations for healthcare 
stocks are currently near 

historical lows relative to the 
general market.  Prior 

periods when this was the 
case have represented an 
exceptional valuation entry 

point to invest in the sector”. 

Bruce Harington 
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Innovation driver – the cost of sequencing the human genome 

 

 

 

 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Why the sector is particularly attractive now? 
 

Aside from the new wave of innovation and the value that this creates, valuations for healthcare stocks are also 

currently near historical lows relative to the general market. This is particularly true for biotechnology which is near the 

cheapest that it has ever traded relative to the market.  

The chart below shows the valuation for the healthcare sector relative to the S&P 500: 

 

 

As can be seen from the chart above the healthcare sector is currently trading at a discount to the valuation for the 

general market. Historically the sector has traded at a 10% - 15% premium on average to the general market which has 

been justified by its better earnings growth and defensive characteristics. 

There have only been three periods in the last 35 years where the sector has traded at a discount to the general market; 

1992 – 1994, 2008 – 2010, and mid-2015 – present. Each of these periods was relatively short-lived and represented 

an exceptional valuation entry point to invest in the sector. 

Source: Ned Davis Research Inc. 

Source: SSP Capital, MSCI Inc 
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The Alpha Opportunity  
 

Investing in specialist managers 
 
We have researched over 100 healthcare managers.  Our experience has been that, in general those with a specialist 

focus on healthcare outperform those with a more generalist focus.  We have analysed the levels of alpha generated by 

a range of equity managers and identified that healthcare specialist managers consistently generate by far the highest 

levels of alpha of any type of manager that we have looked at.  In our opinion, there are a few reasons for this: 

 

 The sector is complex. A deep understanding of the medical science is required in order to understand the 

businesses. 

 There are a limited number of investors who have the required combination of medical science knowledge 

and investment market skill. The pool of capital managed by specialist healthcare managers is very small 

relative to the total size of the healthcare sector. 

 Many generalist managers do not invest in the sector and most completely avoid biotechnology due to the 

complexity and potential for volatility in stock prices. 

 

The increased level of innovation in the sector has increased the value of specialist medical science knowledge because 

the science has become increasingly complex and the pace of change more rapid.  

 

Interestingly one of our managers said that when he started his career in the early 2000s he thought that over time the 

biotechnology sector would become more efficiently analysed as more people with biotech science training entered the 

investment world. What he has found however, is that the analysis of the sector has actually become less efficient over 

time.  This is because the pace of innovation in new science has been far greater than the pace at which new people with 

science backgrounds have entered the investment industry. 

 

Conclusion 

The healthcare sector offers compelling long-term investment prospects. Valuations are currently attractive relative to 

historic levels. Innovation in medical science is unprecedented and accelerating, creating new treatment options for 

patients and significant wealth for businesses.  Investing in specialist healthcare managers with strong medical science 

backgrounds combined with investment experience is an advantage in accessing the unusually high levels of alpha. 

 

For further information, please contact Bruce Harington or Lynda Stoelker. 

 

 

 

Disclaimer 

This communication is issued by Stenham Advisors Plc, which is authorised and regulated by the UK Financial Conduct Authority (FCA). Stenham Advisors Plc 

makes no express or implied warranties or representations with respect to the information contained in this communication and hereby expressly disclaim 

all warranties of accuracy,  completeness or  fitness  for a particular purpose. This  communication  is  intended solely  for  the person  to whom  it has been 

addressed and who is defined as a “professional client” or “eligible counterparty” (as defined by the FCA). If you are not the intended recipient, please do not 

read, copy or use this communication for any purpose. This communication does not constitute an offer to sell or the solicitation of an offer to purchase any 

security or investment product in any jurisdiction and is for information purposes only. Past performance is not indicative of future results. The investments 

discussed may fluctuate in value and investors may not get back the amount invested. The information stated, opinions expressed and estimates given are 

subject to change without prior notice. Stenham Advisors Plc will not be responsible for any liability resulting from loss pertaining to the use of the data. 

Bruce Harington 
Head of Long/Short Strategies 
E-mail: bruce.harington@stenham.com 
Tel: +44 20 7079 6661 

Lynda Stoelker 
Director and Head of Investor Relations 
E-mail: lynda.stoelker@stenham.com 
Tel: +44 20 7079 6625 


