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Recommendation

• We recommend to maximize our SIM fund overweight of the 
healthcare sector to 3% above the S&P 500 weighting:

• Outperformance of all sectors (besides tech) on a 5 year basis
• Aging population
• Maximize defensive weightings amid potential economic recession
• Steady growth in the industry with little downside risk
• Strong growth potential with improving technology and increasing R&D
• Strong demonstrated free cash flow
• Low unemployment, low uninsured rates
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• Currently overweight by 

2.44%

• S&P 500 at 13.72%

• SIM at 16.16%

• 2023 performance

• -3.40% YTD

• +1.92% QTD

(SIM Portfolio Appraisal – May 2023, SPGlobal)
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Industries in Healthcare sector:

(Corporate Finance Institute)



5(Yahoo Finance)
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   OSU SIM Composition Companies and Portfolio Percentages

Source: companiesmarketcap.com

4.60%

4.57%

3.40%

3.58%
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Valuation analysis

Metric P/E P/S P/B ROCE Dividend 
Yield

Debt to 
Equity 
Ratio

Free Cash 
Flow ($MM)

BMY 12.3 1.8 3.1 24.6 3.53 0.34 12,630
ELV 22.8 0.9 2.1 16.6 1.32 0.17 1,391
MRK 17.6 3.6 4.3 27.3 3.73 0.25 11,038
UNH 20.9 1.36 5.2 26.5 2.26 0.23 12,865
VHT 17.1 1.7 2.6 28.4 1.33 0.15 14,320

Healthcare Sector – 
SIM Holding Performance Metrics

*VHT is not held by the portfolio, but is representative of the entire sector for 
comparison purposes
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Valuation analysis

Healthcare Sector Valuation
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Stock Performance
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Five Porter's Analysis
New Entrants

(Low)
• Capital intensive
• Government regulations

Substitutes
(Med)

• Small number of large firms
• Continuous innovation and 

advancement
• Patent expiration

Buyer Power
(Low)

• Healthcare costs with 
(without) insurance

• Public necessity

Supplier Power
(Med)

• Demand for goods/services 
will always be there

• Gov't regulation can impact 
pricing

Rivalry (High)
• Switching 

costs
• Competition 

at the top
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• Defensive sector
• Outperforms market during 

recession
• However, slight decline in revenues 

due to higher unemployment --> 
more uninsured

• Current unemployment levels (3.5%) 
= good sign for Health Care sector
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Macro-Trends for Healthcare Sector

Aging 
Population

Insured 
Americans All 
Time High 
(ACA, 
Employment)

Technological 
Investments

Increased 
healthcare 
spend as 
function of 
GDP

Rising Healthcare 
Costs

Regulatory & Policy 
Changes

AI? 

Net 
Positive
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US and Global Healthcare spending (% of GDP)

• Global healthcare 

spending increasing

• US spending much more 

significant than the rest of 

the world

• CMS projects spending to 

increase at an average 

rate of 5.4% through 2028
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Pricing Pressure for Pharmaceuticals: 
Inflation Reduction Act

• Currently:
• Price for Medicare-covered treatments cannot exceed the rate of inflation
• Companies must pay rebates to Medicare if prices exceed inflation

• Future outlook:
• 2026-2029: price negotiation targeted at treatments without alternatives in the market

• 60 Part D (retail prescription) drugs subject to HHS negotiation
• 40 Part B (physician prescribed) drugs

• 65% excise tax on US sales for failure to comply with negotiations
• Increases by 10% per quarter until max of 95%
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Flat levels of unemployment

Demographic level: Change in 
employment Positive indicator for healthcare 

industry
Low unemployment = increasing 
numbers of insured Americans

Unemployment rate, seasonally adjusted, May 2021-
May 2023 (USBLS)
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Aging population, Increased Reliance on Healthcare
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Population Stagnation
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Uninsured population goes to all 
time low of 8.3%

Economic analysis

Governmental Level : Healthcare Insurance



19Source: Statista, Congressional Budget Office

Total global spending on pharmaceutical research and development 
2014-2028 (US $B)Investment in 

pharmaceuticals 
continues to grow
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Healthcare (blue) vs Other Sector Growth

Beyond tech, healthcare is the best performing index on a 5 year time basis
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• Sector tends to fall behind S&P during market growth
• Regains advantage during market downturns
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Valuation analysis

Comparison to S&P 500
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 Pros
• Defensive
• Consistent performance
• Aging population
• Barriers to Entry

Cons
• High costs
• Regulation
• Risk (policy)
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Sources
https://www.bls.gov/news.release/pdf/empsit.pdf
https://www.cdc.gov/nchs/data-visualization/mortality-trends/index.htm
https://www.cbo.gov/system/files/2023-01/58612-Demographic-Outlook.pdf
https://www.ncbi.nlm.nih.gov/books/NBK569310/figure/ch2.fig19/
https://www.statista.com/statistics/309466/global-r-and-d-expenditure-for-pharmaceuticals/
https://www.oecd.org/health/health-expenditure.htm
https://www.statista.com/statistics/184968/us-health-expenditure-as-percent-of-gdp-since-
1960/#:~:text=U.S.%20health%20expenditure%20as%20percent%20of%20GDP%201960%2D2021&text=In%202021
%2C%20U.S.%20national%20health,GDP%20share%20among%20developed%20countries.
https://data.worldbank.org/indicator/SH.XPD.CHEX.GD.ZS?end=2020&locations=US-
1W&start=2000&view=map&year=2004
https://www.kff.org/medicare/issue-brief/explaining-the-prescription-drug-provisions-in-the-inflation-reduction-
act/#bullet01
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