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With its combination of defensive characteristics, attractive valuations, and
strong organic growth prospects, in our view, the global healthcare sector
presents a compelling investment opportunity. What’s more, secular demand
trends should continue to provide support over the longer term. In this investment
note, Steven Slaughter, lead portfolio manager of the Global Healthcare strategy,
examines the industry landscape and highlights why this is an excellent time for
his highly experienced team to identify and invest in high quality healthcare
stocks.

The global healthcare sector presents a compelling
investment opportunity today. The defensive
characteristics of the sector coupled with its strong
organic growth prospects should allow the sector to
continue to thrive. Further, a number of secular
demand trends should continue to support the
sector’s long-term growth trajectory.

consistently outperformed the broader market over
multiple economic cycles for almost 25 years (Chart
1).

Chart 1: For almost 25 years healthcare equities
outperformed the broader markets2
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Current valuations in the healthcare sector are also
attractive on both a Price/Earnings and EV/EBITDA
basis compared to historical averages1. Against this
backdrop, we view this as an opportune time to be
investing in the sector, with a focus on the
importance of stock selection as a potential driver
facilitating outperformance.

A defensive sector with substantial growth
potential
Healthcare is unique in that it is the only defensive
sector that provides a buffer to general market
volatility while still producing solid growth. With
earnings per share and sales growth that have, on
average, been historically superior to the broader
market. Accordingly, the healthcare sector has
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Traditionally, healthcare companies have also
declined less than the overall market in downturns.
If we look at two recent economic recessions, data
shows that the healthcare sector outperformed by
an average of around 19%, with significant excess
returns in each of these periods3:



Excess returns of around 22% during the
unwinding of the technology bubble
Excess returns of around 15% during the
Great Financial Crisis.

These results underline the sector’s recessionresistant characteristics (Chart 2).
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Chart 2: Cumulative returns (%) — outperformed
throughout two recent recessions4
0

01/09/2000 - 30/09/2002

01/10/2007 - 28/02/2009

-10
-20
-30

-40
-50
MSCI World

MSCI World Healthcare

Long-term secular demand drivers
Regardless of the global economic cycle, the
healthcare sector should continue to experience
growing
demand
over
the
longer term.
Underpinned by multiple secular trends, including
aging populations, major advances in Cancer and
Cardiovascular medicine and massive increases in
healthcare expenditure. Not surprisingly, despite
these favorable developments, profound unmet
medical needs still exist today.

Aging populations is an unremitting global
phenomenon
In the US, aggregate life expectancy (at the time of
birth) increased by some seven years to a median
of 78 from 1970-20165. The centenarian population
in the US has approximately tripled in the past 40
years and is anticipated to nearly double again by
20306.
This expansion in the US is consistent with that
observed in other developed and emerging
economies. Indeed, the trend is even more
pronounced in other countries such as Japan,
where nearly 40% of the population is projected to
be 65 or older by 2050 (Chart 3).
These advances in human longevity appear closely
correlated to advances in disease prevention
(smoking cessation), improved treatment options
(surgical/interventional procedures) and advanced
therapeutic options (biopharmaceuticals).

Chart 3: Population aged 65 years and older by OECD countries7
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Source: Morningstar Direct, as of 2009. Indices returns in US dollar.

Source: NCHS, National Vital Statistics System, Mortality. 7 May
2019.
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Population Projections Tables.
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OECD Historical Population Data and Projections Database, as of
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Two leading causes of death in the
developed world – significant mortality
improvements
With advanced biopharmaceutical treatments, such
as monoclonal antibodies and cellular therapies,
five different fatal Blood Cancers have now become
defacto chronic manageable diseases. Selected
Solid Tumor Cancers have also seen advances in
mortality (but only in a minority of afflicted patients)
via Immuno-Oncology agents which utilise the
human immune system to help fight the disease,
and Tyrosine Kinase Inhibitors which block certain
proteins found at high levels in various cancer cells.

healthcare expenditure has increased dramatically
in recent years. An aging population is also
contributing to continued budgetary pressures, as
older patients require additional treatments and
procedures.
US government healthcare outlays are expected to
double over the next 10 years, rising from 6% of
GDP to 8% over this time8. Global healthcare
expenditure is projected to increase at an annual
rate of 5.4% between 2017 to 2022, from
approximately US$7.7 trillion to US$10.1 trillion9.
Chart 4: Change in healthcare spend as a share
of GDP since 1995 (pp)10

Important breakthroughs in Cardiovascular Disease
include the widespread adoption of drugs and
improved surgical interventions. For example,
Statins are used extensively to lower cholesterol
levels in patients. In addition, Beta Blockers and
ACE Inhibitors are helping to reduce high blood
pressure and mitigate the symptoms of congestive
heart failure.
On the interventional side, Transcatheter Aortic
Valve Replacements (TAVR), afford a minimally
invasive surgical correction of defective aortic
valves.
New
advancements
in
Stroke
Thrombectomy (an endovascular procedure to
remove blood clots from the brain) have also driven
dramatic improvements in the morbidity and
mortality of stroke patients.
However, persistent risk factors associated with
Type-2 Diabetes and Obesity may mitigate these
recent gains. In particular, Type-2 Diabetes remains
an important risk factor for cardiovascular disease
and blindness. Current treatment standards are
inadequate and will typically increase a patient’s
weight, which can lead to obesity and further
exacerbate these risks. Obesity itself is a leading
cause of major joint-replacement. Recent data also
suggests a correlation between obesity and various
cancers.

Improved clinical outcomes have come at a
cost

Profound unmet medical needs still remain
We continue to see profound unmet medical needs
in three main categories: Central Nervous System
disorders (CNS), metabolic syndrome/obesity, and
rare/orphan disorders.
For example, no disease-modifying treatment
options currently exist for the most serious CNS
disorders (Alzheimer’s Disease, Huntington’s,
Parkinson’s, etc.), and current treatment options for
major
psychiatric
disorders
(major
depression/schizophrenia)
remain
suboptimal.
Direct treatment costs in the US for Alzheimer’s
Disease alone are now approaching $300 billion,
and if a disease-modifying treatment is not identified
they may surpass $1 trillion per year by 2050 11.
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Source: Congressional Budget Office (CBO), January 2019
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Economic Intelligence Unit, September 2018.
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World Health Organization, 2014. Financial Times 7 November 2017.
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Source: Alzheimer’s Association of America, 2018 AD Facts &
Figures.
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As advanced treatments and therapeutic options
are driving improvements in health and extending
life expectancy worldwide, it is not surprising that
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Metabolic syndrome, which is consistent with
sedentary lifestyles and a western diet, continues to
rise in developed nations. As mentioned earlier,
obesity remains an established risk factor for
serious cardiovascular disease and is now also
linked to multiple cancers and osteoarthritis/joint
replacements. Encouragingly, improved treatment
options for obesity and metabolic syndrome are
prevalent in current biopharmaceutical pipelines.
We will continue to monitor these developments
closely.
Finally, the medical community has identified
approximately 7,000 rare/orphan diseases. Among
these are conditions such as hemophilia, sickle cell
disease, and lysosomal storage disorders.
Approximately 80% of rare diseases are genetic in
origin, with more than 450 new medicines/gene
therapies in development today. We are also
assessing this situation, as treatment options exist
for only 5% of afflicted patients.

An experienced team with deep corporate
and investment industry expertise
Our Global Healthcare strategy boasts a team of
three
investment
professionals
with
deep
knowledge of the healthcare industry, as well as a
dedicated client portfolio manager. Lead portfolio
manager Steven Slaughter has over 30 years of
healthcare experience. Throughout his career, Mr.
Slaughter has directed healthcare investments as a
portfolio manager and senior investment analyst. In
addition, he has held various corporate roles with
leading healthcare companies, including Johnson &
Johnson,
Abbott
Laboratories,
and
Elan
Pharmaceuticals. This combination of buy-side

investment experience coupled with direct corporate
industry experience, has helped inform Mr.
Slaughter and his team to fully understand the
broader healthcare landscape, and in turn, has
aided their investment decision-making process.

Guiding principles drive a differentiated
investment approach
The global healthcare team utilises a differentiated
investment philosophy. This approach is rooted in
the corporate business development methodology
that underpins the merger and acquisition activities
deployed by leading industry participants. The team
believes that consistent outperformance can be
achieved by investing in healthcare companies that:




Seek to address unmet medical needs
Pursue
underappreciated
market
opportunities
Demonstrate an ability to bend the
healthcare cost curve

These three criteria constitute the guiding principles
by which the team seeks to deploy capital.
Fundamental research and intrinsic valuation drive
the investment process, from idea generation
through portfolio construction. The team has
developed an information advantage, particularly in
forecasting revenues, by combining fundamental
research with an understanding of corresponding
scientific research and medical advances. Fixated
on the importance of stock selection, the team has
built a diversified portfolio of healthcare companies
that meet its guiding principles while ensuring active
positions are aligned with the strength of conviction,
intrinsic valuation, and relevant risk mitigation.
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Investment Considerations

Important Information

Any performance information shown is the strategy composite gross of
fees, including advisory and investment management fees and other
expenses an investor would incur, but net of transaction costs, unless
otherwise noted; deduction of such expenses would reduce returns.
Past performance is not indicative of future results. Net performance
results reflect the application of the highest incremental rate of the
standard investment advisory or management fee schedule to gross
performance results, unless otherwise indicated. Changes in exchange
rates may have an adverse effect. Actual fees may vary depending on,
among other things, the applicable fee schedule, portfolio size and/or
investment management agreement. For example, if $100,000 were
invested and experienced a 10% annual return compounded monthly
for 10 years, its ending value, without giving effect to the deduction of
advisory or investment management fees, would be $270,704 with
annualized compounded return of 10.47%. If an advisory or investment
management fee of 0.95% of the average market value of the account
were deducted monthly for the 10-year period, the annualized
compounded return would be 9.43% and the ending dollar value would
be $246,355. Unless otherwise noted, returns greater than one year are
annualized; calendar year returns for each one year period end in
December. Discrepancies may occur due to rounding.

© 2019 Manulife Investment Management. All rights reserved. Manulife
Investment Management, the Stylized M Design, and Manulife
Investment Management & Stylized M Design are trademarks of The
Manufacturers Life Insurance Company and are used by it, and by its
affiliates under license.

Performance information shown is generally for discretionary
strategies/solutions and managed by an entity which is GIPS compliant
and falls under the definition of a corresponding GIPS firm. Some
investment strategies/solutions may not be included in a GIPS
compliant firm under certain circumstances, e.g., SMA/UMA business in
Canada or UMA models in the US.
Any characteristics, guidelines, constraints or other information
provided for this material is representative of the investment strategy
and is provided for illustrative purpose only. They may change at any
time and may differ for a specific account. Such information presented
was selected by the firm as a representative account that is deemed to
best represent this management style. Each client account is
individually managed; actual holdings will vary for each client and there
is no guarantee that a particular client’s account will have the same
characteristics as described herein. Any information about the holdings,
asset allocation, or sector diversification is historical and is not an
indication of future performance or any future portfolio composition,
which will vary. Portfolio holdings are representative of the strategy, are
subject to change at any time and are not a recommendation to buy or
sell a security. Top ten holdings information shown combines share
listings from the same issuer, and related depositary receipts, into a
singular holding to accurately present aggregate economic interest in
the referenced company. The securities identified and described do not
represent all of the securities purchased, sold or recommended for the
portfolio. It should not be assumed that an investment in these
securities or sectors was or will be profitable.
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 nor
protect against loss in any market. The indices referenced herein are
broad-based securities market indices and used for illustrative
purposes only. The indices cited are widely accepted benchmarks for
investment performance within their relevant regions, sectors or asset
classes, and represent non-managed investment portfolios.
If derivatives are employed, note that investing in derivative instruments
involves risks different from, or possibly greater than, the risks
associated with investing directly in securities and other traditional
investments and, in a down market, could become harder to value or
sell at a fair price.
Source for information shown is Manulife Investment Management,
unless otherwise noted.

This confidential document is for the exclusive use of the intended
institutional investor or their agents and may not be transmitted,
reproduced or used in whole or in part for any other purpose, nor may it
be disclosed or made available, directly or indirectly, in whole or in part,
to any other person without our prior written consent.
About 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, multiasset 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, 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 www.manulifeam.com.
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 authorised and
regulated by the Financial Conduct Authority, Manulife Investment
Management (Ireland) Ltd. which is authorised and regulated by the
Central Bank of Ireland. Hong Kong: Manulife Investment Management
(Hong Kong) Limited. Indonesia: PT Manulife Aset Manajmen Indonesia.
Japan: Manulife Asset Management (Japan) Limited. Malaysia: Manulife
Asset Management Services Berhad. Philippines: Manulife Asset
Management and Trust Company. Singapore: Manulife Investment
Management (Singapore) Pte. Ltd. (Company Registration No.
200709952G) Switzerland: Manulife IM (Switzerland) LLC. Taiwan:
Manulife Investment Management (Taiwan) Co. Ltd. Thailand: Manulife
Asset Management (Thailand) Company Limited. United States: John
Hancock Investment Management LLC, Manulife Investment
Management (US) LLC, Hancock Capital Investment Management, LLC
and Hancock Natural Resource Group, Inc. Vietnam: Manulife
Investment Fund Management (Vietnam) Company Limited.
No Manulife entity makes any representation that the contents of this
presentation are appropriate for use in all locations, or that the
transactions, securities, products, instruments or services discussed in
this presentation are available or appropriate for sale or use in all
jurisdictions or countries, or by all investors or counterparties. All
recipients of this presentation are responsible for compliance with
applicable laws and regulations.
Any general discussions or opinions contained within this document
regarding securities or market conditions represent the view of either the
source cited or Manulife Investment Management as of the day of writing
and are subject to change. There can be no assurance that actual
outcomes will match the assumptions or that actual returns will match
any expected returns. The information and/or analysis contained in this
material have 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 hereof or the information and/or analysis contained herein.
Information about the portfolio’s holdings, asset allocation, or country
diversification is historical and will be subject to future change. Neither
Manulife Investment Management or its affiliates, nor any of their
directors, officers or employees shall assume any liability or
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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.
The information in this material may contain projections or other forwardlooking statements regarding future events, targets, management
discipline or other expectations, and is only as current as of the date
indicated. The information in this material 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. This material was prepared solely for
informational purposes and does not constitute, and is not intended to
constitute, a recommendation, professional advice, an offer, solicitation
or an invitation by or on behalf of Manulife Investment Management or
its affiliates to any person to buy or sell any security or to adopt any
investment strategy, and shall not form the basis of, nor may it
accompany nor form part of, any right or contract to buy or sell any
security or to adopt any investment strategy. Nothing in this material
constitutes investment, legal, accounting, tax or other advice, or a
representation that any investment or strategy is suitable or appropriate
to your individual circumstances, or otherwise constitutes a personal
recommendation to you. Manulife Investment Management or its
affiliates does not provide legal or tax advice, and you are encouraged to
consult your own lawyer, accountant, or other advisor before making any
financial decision. Prospective investors should take appropriate
professional advice before making any investment decision. In all cases
where historical performance is presented, note that past performance is
not indicative of future results and you should not rely upon it as the
basis for making an investment decision.
The distribution of the information contained in this presentation may be
restricted by law and persons who access it are required to comply with
any such restrictions. The contents of this presentation are not intended
for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to any
applicable laws or regulations. By accepting this material you confirm
that you are aware of the laws in your own jurisdiction relating to the
provision and sale of the funds, portfolios or other investments
discussed in this presentation and you warrant and represent that you
will not pass on or utilize the information contained in the presentation in
a manner that could constitute a breach of such laws by any Manulife
entity or any other person.

Act ("FSCMA"). Manulife Investment Management does not make any
representation with respect to the eligibility of any recipient of these
materials to acquire any interest in any security under the laws of Korea,
including, without limitation, the Foreign Exchange Transaction Act and
Regulations thereunder. An interest may not be offered, sold or
delivered directly or indirectly, or offered, sold or delivered to any person
for re-offering or resale, directly or indirectly, in Korea or to any resident
of Korea, except in compliance with the FSCMA and any other
applicable laws and regulations. The term “resident of Korea” means any
natural person having his place of domicile or residence in Korea, or any
corporation or other entity organized under the laws of Korea or having
its main office in Korea.
Switzerland: This presentation may be made available only to Qualified
Investors as defined in the Swiss Collective Investment Schemes Act of
23 June 2006 (as amended).
European Economic Area and United Kingdom: The data and
information presented is directed solely at persons who are Professional
Investors in accordance with the Markets in Financial Instruments
Directive (2004/39/EC) as transposed into the relevant jurisdiction.
Further, the information and data presented does not constitute, and is
not intended to constitute, "marketing" as defined in the Alternative
Investment Fund Managers Directive.
United States: Manulife Investment Management (US) LLC (“Manulife
IM US”) and Manulife Investment Management (North America) Limited
(“Manulife IM NA”) are indirect wholly owned subsidiaries of Manulife.
Manulife IM (US) and certain of our affiliated registered investment
adviser firms may market and provide investment management or
advisory services, under the brand name “John Hancock Investment
Management”. This is a brand name only, not an entity separate from
Manulife IM (US). This material is not intended to be, nor shall it be
interpreted or construed as, a recommendation or providing advice,
impartial or otherwise. Manulife IM US, Manulife IM NA, Hancock Capital
Investment Management, LLC, and Hancock Natural Resource Group,
Inc. and their representatives and/or affiliates may receive compensation
derived from the sale of and/or from any investment made in its products
and services.
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Australia: Manulife Investment Management (Hong Kong) Limited
("Manulife IM (HK)") is exempt from the requirement to hold an
Australian financial services license under the Corporations Act in
respect of the financial services being offered in this material. Manulife
IM (HK) is regulated by the Securities and Futures Commission of Hong
Kong ("SFC") under Hong Kong laws, which differ from Australian laws.
This presentation is directed at wholesale investors only.
China: No invitation to offer, or offer for, or sale of any security will be
made to the public in China (which, for the purposes of this paragraph,
does not include the Hong Kong or Macau Special Administrative
Regions or Taiwan) or by any means that would be deemed public under
the laws of China. The offering document of the subject fund(s) has not
been submitted to or approved by the China Securities Regulatory
Commission or other relevant governmental authorities in China.
Securities may only be offered or sold to Chinese investors that are
authorized to buy and sell securities denominated in foreign exchange.
Prospective investors resident in China are responsible for obtaining all
relevant approvals from the Chinese government authorities, including
but not limited to the State Administration of Foreign Exchange, before
investing.
Hong Kong: This material is provided to Professional Investors [as
defined in the Hong Kong Securities and Futures Ordinance and the
Securities and Futures (Professional Investor) Rules] in Hong Kong only.
It is not intended for and should not be distributed to, or relied upon, by
members of the public or retail investors. This material has not been
reviewed by the Securities and Futures Commission (SFC).
Malaysia: This material was prepared solely for information purposes
and is not an offer or solicitation by anyone in any jurisdictions or to any
person to whom it is unlawful to make such an offer or solicitation.
Singapore: This material is intended for Accredited Investors and
Institutional Investors as defined in the Securities and Futures Act.
South Korea: This material is intended for Qualified Professional
Investors under the Financial Investment Services and Capital Market
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