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Health Care  
and Your Portfolio

Accounting for over 17% of our economy, the health care industry is both broad and diverse. 

Investors looking to take advantage of the opportunities within this sector have to be prepared to ride out a  

few rough patches—as you would with any investment—but at Adviser Investments, we think that a dedicated 

allocation to health care stocks is a wise choice over the long-term. The pillars that form the foundation of  

our view include:

DEFENSE AND OFFENSE

The health care sector is not immune to recessions, but it does 

tend to be recession-resistant. Even when economic conditions 

are at their toughest, consumers continue spending on health 

care—if you are sick, you have to visit the doctor. Prescriptions 

and over-the-counter remedies remain in demand. When times 

are good and more people are employed (and well-insured), 

medical services tend to flourish—working people typically 

make more doctors’ visits and can afford elective procedures 

they otherwise might delay or skip.

Health care as an industry runs the gamut from the 

large, stable pharmaceutical companies paying substan-

tial dividends that have historically held up well when the 

stock market stumbles, to small biotech companies on the 

other end of the spectrum, which often have no earnings 

and a binary outcome of either creating a successful drug 

or an expensive dud. In between are medical device com-

panies that provide must-have products (patients can’t just 

stop using them when economic times are tough) and ser-

vice companies such as health maintenance organizations 

(HMOs) and hospital operators—24/7 businesses that may 

be buffeted, but certainly not derailed, by the vicissitudes 

of the economic climate. 

Our view: The broad scope of health care companies, 

combined with the needs these companies fill, means the 

sector can play both offense and defense in a portfolio. 

DEMOGRAPHICS

It’s no secret; we’re all getting older. In the U.S., there 

are nearly 75 million baby boomers nearing or in retire-

ment, and it’s been estimated that 10,000 people a day 

will reach age 65 over the next 20 years. But this isn’t just 

a U.S. story. In Japan and Europe, populations are grow-

ing older too. As we age, we consume more health care 

services and products.

Our view: As the demand for health care increases, sup-

ply will strive to keep up, which is good for health care 

companies’ revenues and profits. Businesses will have an 

ever-growing incentive to deliver innovative and less-

invasive procedures and medicines to meet the needs of an 

aging population. 

GLOBALIZATION 

According to the World Bank, the U.S. spent more than 

$9,400 per person on health care in 2014. Emerging market 

countries spent a fraction of that—China just $420 per per-

son and India only $75 a head. We don’t expect China and 

India to start spending at U.S. levels, but to even approach 

what developed markets like Germany ($5,411), the U.K. 

($3,935) or Canada ($5,292) devote to each citizen’s health 

care yearly, spending in emerging economies will have to 

rise in the years ahead. 

Our view: The amount of money American consumers 

are spending on their own well-being suggests that there 

is enormous potential for the rest of the world to spend 

increasing amounts of money, too. This is particularly true 

in emerging economies, where the middle class contin-

ues to expand. After all, one of the first things consumers 

increase their spending on as their wealth grows is better 

and more health care.
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RESEARCH AND DEVELOPMENT

R&D functions as the third growth-driver for the health 

care sector—this is where innovation, in the form of new 

drugs, devices and treatments, originates and comes to 

market. Biotechnology and medical device companies can 

be risky investments in their early phases, but if their drugs 

work or their products deliver as expected, the payoffs can 

be enormous. Success will yield greater longevity, which 

will in turn create greater demand for health care services 

and products in a profitable feedback loop.

Our view: The key requirement as investors is to find the 

right active management team with a proven track record of 

separating the most promising innovations from the least.

GOING ACTIVE

In our analysis, the managers running Fidelity Select 

Health Care, Hartford Healthcare and Vanguard Health 

Care are some of the best in the industry. Take a look at the 

relative performance chart, which shows the long-term 

performance of the two older, actively managed health 

care funds as well as the Morningstar U.S. Health Care 

index compared to the S&P 500 index since the end of 1991 

(the inception of the Morningstar index). 

Despite several periods of underperformance, over 

the nearly 25 years charted, the health care sector 

has outpaced the broad market. In dollar terms, $100 

invested in the S&P 500 index at the end of 1991 would 

have grown to $827 through June 2016, while a similar 

investment in the Morningstar U.S. Health Care index 

would have yielded $1,066. The active managers running 

the Fidelity and Vanguard funds have benefited from 

the overall sector’s tailwind, but also made choices that 

added significant value over the years. Over the same 

period, $100 invested in Fidelity Select Health Care and 

Vanguard Health Care would have grown to $1,447 and 

$2,704, respectively.

At any given point in time, the health care sector could 

lag the broad stock market. It’s happened before and will 

happen again. For example, during the first part of the 

post-financial-crisis stock market rally, as the Affordable 

Care Act (ACA) went through Congress, was signed into 

law by President Obama and then challenged in the courts 

(March 2009 through February 2011), health care strate-

gies lagged the overall stock market, as uncertainty over 

the legislation’s outcome sent investors fleeing the sec-

tor. When wariness around the ACA diminished, investors 

returned to the sector and health care stocks outpaced the 

market. In other words, patient investors were handsomely 

rewarded for looking beyond the short-term noise created 

by political and regulatory factors.

Politics has once again cast a shadow over the sec-

tor—one that likely will continue to loom throughout the 

election cycle. Though we suspect we’ll see more political 

posturing than draconian actions, we also know that if 

Washington actually does pass or repeal health care legis-

lation (a big “if”), there will be winners and losers—just as 

there were when the ACA was put into law. Political uncer-

tainty is creating attractive buying opportunities, both for 

active managers buying individual stocks and investors like 

us looking to ride the long-term health care wave. 

Our view: One sector cannot outperform all the time, or 

eventually it would become the market. For patient long-

term investors, there will be times when owning health 

care stocks will be uncomfortable, however, the long-term 

tailwinds of demographics, globalization and new product 

development remain extremely favorable and augur well 

for continuing exposure to the health care sector.

This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward-looking statements and should not be viewed as recommendations or personal investment advice, 

or considered an offer to buy or sell specific securities. Data and statistics contained in this report are obtained from what we believe to be reliable sources; however, their accuracy, completeness or reliability cannot be guaranteed. 

Our statements and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. You may request a free copy of the firm’s Form ADV Part 2, which describes, among other items, risk fac-

tors, strategies, affiliations, services offered and fees charged. 

Past performance is not an indication of future returns. The tax information contained herein is general in nature, is provided for informational purposes only, and should not be construed as legal or tax advice. We do not provide legal or 

tax advice. Always consult an attorney or tax professional regarding your specific legal or tax situation.

Risks vs. Health Care Opportunities

Source: Morningstar. Chart covers the period from 12/31/1991 through 

6/30/2016. When the line is rising, the health care fund or index is outperform-

ing the S&P 500. When the line is falling, the S&P 500 is outperforming.
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