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Amid the pandemic and volatile global markets, the healthcare sector has emerged as one of the

best-performing areas of the market this year!. In this investment note, Steven Slaughter, an

equities specialist in global healthcare, looks at the sector’s resilience in difficult market and

economic conditions and provides compelling insights for developments in the sector.

Global healthcare: the search
for a cure

The COVID-19 pandemic has upended everyday
life and financial markets. As the human toll
measurably increases, this pandemic has
galvanised scientists and investors alike to search
for a potential cure. While the spread of COVID-19
may be unique in its compressed time frame, the
healthcare sector is well versed in addressing
similar clinical challenges with profound health
implications daily, including pursuing treatments
and cures for cancers, diabetes and Alzheimer’s
disease, to name a few. Indeed, it is these unmet
needs, and their potential economic payoff, that
shape the sector's bright outlook which can offer
unique opportunities.

Healthcare’s resilient performance in
volatile markets

The healthcare sector has come to the forefront
against the backdrop of recent unprecedented
volatility. During the first quarter of 2020, COVID-
19’s worldwide advance sent global share prices
into bear-market territory®.

Healthcare then emerged as the best performing
sector following the sharp selloff in March, and in
April, when the market rebounded swiftly on the
prospect of potential peaking coronavirus cases. In

! Source: FactSet, as of 30 June 2020. MSCI Healthcare was the
second-best performing global equities sector with a total return of
2.19% year-to-date after Information Technology (returning 12.21%
year-to-date).

2 Source: Bloomberg. On 23 March, the MSCI World index was mired in
a bear market, down 34% from its February peak.

May and June, the sector's returns moderated
somewhat as share prices normalised, despite
important medical advances emerging in the
diagnostic, therapeutic and vaccine landscape for
COVID-19.

Overall, healthcare moved higher by roughly 2.2%
through the first half of 2020 compared to a roughly
5.5% loss for the broader global equities index (see
Chart 1)°, outperforming many sectors.

Chart 1: Health care as a top-performing global
sector on a year-to-date basis*
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% Source: Bloomberg, as of 30 June 2020. The MSCI World Health
Care Index gained 2.19% (total return) through 30 June 2020, while the
MSCI World Index fell by 5.5% over the same time period.

* Source: Bloomberg, as of 30 June 2020.
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Although some of the volatility has subsided, mainly
due to unprecedented fiscal and monetary stimulus,
markets may still face a tough climb given the
challenging economic conditions. That said, we
believe that the secular drivers of the healthcare
industry position it well in the current environment
and beyond.

Defensive characteristics and growth

Three factors underpin the case for healthcare: the
sector’'s defensive characteristics, its strong organic
growth prospects, and relatively attractive historical
valuation levels.

Healthcare has  historically delivered strong
performance, particularly  during economic
downturns. Over the past 25 years (1995-2020),

global healthcare equities have, on average,
outperformed global equities®. These excess returns
have been more pronounced during periods of
heightened market volatility or economic distress.
(see Chart 2).

The sector’s defensiveness stems from the supply-
and-demand dynamic of healthcare products and
services. While cyclical industries usually
experience a sizable reduction in demand during
economic downturns, healthcare demand generally
remains resilient, with consumers having an
inelastic appetite for medical goods and services.

We also believe that the sector is poised for strong
organic growth. With an economic recession
looming (or having landed) in several markets, it is
worth noting that healthcare has traditionally shown
higher long-term sales per share (SPS) growth
compared to the broader market (see Chart 3).

Chart 2: Healthcare historically outperforms global equities in periods of market volatility®
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Chart 3: Healthcare historically boasts stronger organic growth prospects’
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® Source: MSCI World Health Care Index posted 11.02% annualised
returns versus 7.25% for MSCI World from 12/31/1994 to 04/30/2020.

® Source: Morningstar Direct as of 30 June 2020.

” Source: Bloomberg as of 30 June 2020.
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And despite the sector’s recent outperformance and
positive growth outlook, valuations are still
reasonable. Healthcare equities, both in the US and
globally, maintain reasonable valuations based on
forward P/E multiples (price-to-earnings per share)
versus the broader market indices.

Pharma and healthcare equipment sub-
sectors have potential

Based on these industry drivers, we believe that
stock selection remains a critical factor in facilitating
outperformance. Accordingly, we think that several
industry segments have potential and are
constructive on the following areas:

¢ Pharmaceuticals and biotechnology

Our focus remains on firms with best-in-class
product solutions addressing unmet medical
needs and participating in underappreciated
market opportunities. We remain diligent in
examining the treatment landscape with
particular emphasis in the areas of COVID-19,
cancer, and diabetes. In addition, we continue to
monitor potential volatility in this sub-sector,
particularly as the US presidential election grows
closer.

e Healthcare equipment & supplies and life
science tools
We continue to see opportunities in specific
pockets of this sub-sector but acknowledge that
some companies will likely face significant

disruption and adverse financial consequences
from the COVID-19 pandemic.

e Healthcare insurers, providers and services
Our view on healthcare insurers remains
constructive as dislocation in medical procedures
and surgeries may prove a strong profit tailwind
in the short and intermediate term. Conversely,
we expect to see pandemic-induced pressures
on healthcare providers and select services
companies going forward.

Long-term: Secular demand drivers make
for a bright future

It should be said that the case for healthcare is not
limited to favourable cyclical drivers associated with
the COVID-19 pandemic. There are also several
long-term secular trends creating opportunities in
the sector:

1) The ageing population is driving increases in
expenditures

Regardless of location, the world’s population is
rapidly aging and forecast to live longer (see
Chart 4). This should translate into greater
demand for health-related services, rising costs,
and an expanding array of treatment and
therapeutic options.

Chart 4: Population aged 65 years and older by OECD countries®
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2) Medical advances

As evidenced by recent progress seen with
approvals of COVID-19 treatments and ongoing
development of multiple potential vaccines,
medical advances continue to drive the sector
forward.

3) Other unmet medical needs

Healthcare companies continue to pursue unmet
medical needs beyond COVID-19. These include
central nervous system disorders (CNS),
metabolic syndrome/obesity, and rare/orphan
disorders.

Conclusion: Healthcare — a sector driven by
advances and opportunities

The current pandemic presents unprecedented
challenges for global leaders and the medical
community. However, in a brief period, medical
research has produced new diagnostics,
therapeutics, and prospective vaccines, enabling
the identification/treatment/prevention of COVID-19
infections. The cases for healthcare are compelling,
given the advances being made in the treatment of
diseases now and potential developments that may
emerge in the future.
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Disclaimer

A widespread health crisis such as a global pandemic could cause
substantial market volatility, exchange trading suspensions and
closures, and affect portfolio performance. For example, the novel
coronavirus disease (COVID-19) has resulted in significant disruptions
to global business activity. The impact of a health crisis and other
epidemics and pandemics that may arise in the future could affect the
global economy in ways that cannot necessarily be foreseen at the
present time. A health crisis may exacerbate other preexisting political,
social, and economic risks. Any such impact could adversely affect the
portfolio’s performance, resulting in losses to your investment

Investing involves risks, including the potential loss of principal.
Financial markets are volatile and can fluctuate significantly in response
to company, industry, political, regulatory, market, or economic
developments. These risks are magnified for investments made in
emerging markets. Currency risk is the risk that fluctuations in
exchange rates may adversely affect the value of a portfolio’s
investments.

The information provided does not take into account the suitability,
investment objectives, financial situation, or particular needs of any
specific person. You should consider the suitability of any type of
investment for your circumstances and, if necessary, seek professional
advice.

This material, intended for the exclusive use by the recipients who are
allowable to receive this document under the applicable laws and
regulations of the relevant jurisdictions, was produced by, and the
opinions expressed are those of, Manulife Investment Management as
of the date of this publication and are subject to change based on
market and other conditions. The information and/or analysis contained
in this material has been compiled or arrived at from sources believed
to be reliable, but Manulife Investment Management does not make any
representation as to their accuracy, correctness, usefulness, or
completeness and does not accept liability for any loss arising from the
use of the information and/or analysis contained. The information in this
material may contain projections or other forward-looking statements
regarding future events, targets, management discipline, or other
expectations, and is only as current as of the date indicated. The
information in this document, including statements concerning financial
market trends, are based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for
other reasons. Manulife Investment Management disclaims any
responsibility to update such information.

Neither Manulife Investment Management or its affiliates, nor any of
their directors, officers, or employees shall assume any liability or
responsibility for any direct or indirect loss or damage or any other
consequence of any person acting or not acting in reliance on the
information contained herein. All overviews and commentary are
intended to be general in nature and for current interest. While helpful,
these overviews are no substitute for professional tax, investment, or
legal advice. Clients should seek professional advice for their particular
situation. Neither Manulife, Manulife Investment Management, nor any
of their affiliates or representatives is providing tax, investment, or legal
advice. This material was prepared solely for informational purposes,
does not constitute a recommendation, professional advice, an offer, or
an invitation by or on behalf of Manulife Investment Management to any
person to buy or sell any security or adopt any investment strategy, and
is no indication of trading intent in any fund or account managed by
Manulife Investment Management. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any
market environment. Diversification or asset allocation does not
guarantee a profit or protect against a loss in any market. Unless
otherwise specified, all data is sourced from Manulife Investment
Management. Past performance does not guarantee future results.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset
management segment of Manulife Financial Corporation. We draw on
more than 150 years of financial stewardship to partner with clients
across our institutional, retail, and retirement businesses globally. Our
specialist approach to money management includes the highly
differentiated strategies of our fixed-income, specialized equity, multi-
asset solutions, and private markets teams, along with access to
specialized, unaffiliated asset managers from around the world through
our multimanager model.

These materials have not been reviewed by and are not registered with
any securities or other regulatory authority, and may, where
appropriate, be distributed by the following Manulife entities in their
respective jurisdictions. Additional information about Manulife
Investment Management may be found at manulifeim.com/institutional.

Australia: Hancock Natural Resource Group Australasia Pty Limited,
Manulife Investment Management (Hong Kong)
Limited. Brazil: Hancock Asset Management Brasil
Ltda. Canada: Manulife Investment Management Limited, Manulife
Investment Management Distributors Inc., Manulife Investment
Management (North America) Limited, Manulife Investment
Management Private Markets (Canada) Corp. China: Manulife
Overseas Investment Fund Management (Shanghai) Limited
Company. European Economic Area and United Kingdom: Manulife
Investment Management (Europe) Ltd., which is authorized and
regulated by the Financial Conduct Authority; Manulife Investment
Management (Ireland) Ltd., which is authorized and regulated by the
Central Bank of Ireland Hong Kong: Manulife Investment Management
(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajemen
Indonesia. Japan: Manulife Investment Management (Japan)
Limited. Malaysia: Manulife Investment Management (M) Berhad
(formerly known as Manulife Asset Management Services Berhad)
200801033087 (834424-U). Philippines: Manulife Asset Management
and Trust Corporation. Singapore: Manulife Investment Management
(Singapore) Pte. Ltd. (Company Registration No. 200709952G). South
Korea: Manulife Investment Management (Hong Kong)
Limited. Switzerland: Manulife IM (Switzerland) LLC. Taiwan: Manulife
Investment Management (Taiwan) Co. Ltd. United States: John
Hancock Investment Management LLC, Manulife Investment
Management (US) LLC, Manulife Investment Management Private
Markets (US) LLC, and Hancock Natural Resource Group,
Inc. Vietnam: Manulife Investment Fund Management (Vietham)
Company Limited.
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