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What a difference 12 months make
The MSCI World Healthcare NR Index gained 3.72% in July,
outperforming the MSCI World NR by 1.93%. Healthcare’s
performance was driven by the Life Science Tools & Services
(7.06%, on overall strength) and Equipment & Supplies 5.77%,
reporting) subsectors. Within the broader market, Information
Technology (3.56%), Utilities (3.11%) and Materials (2.99%) were
the other top performing sectors during the month.
Markets were impacted by inflation figures, which again
surprised on the upside. The employment situation continues to
improve, to the point that several sectors are struggling to find
the workers they need. COVID, particularly the Delta variant, has
led to a new bout of volatility, with policymakers across the
globe opting for diverging strategies to deal with this latest
development of the pandemic.

The Q2 reporting season is in full swing. At the time
of writing, 54.6% of the companies in the MSCI
World Healthcare have published their figures.
81.9% of them exceeded EPS expectations, with an
aggregate upside surprise of 9.7% (more than in the
last two reporting seasons – see chart of the month
on the next page). Sales topped market
expectations by an aggregate 3.4%, with 83.1% of
companies surprising on the upside (more than in
the last 9 reporting seasons).
At the subsector level, Biotechnology, Equipment &
Supplies and Providers & Services in particular
delivered positive earnings surprises, while
Healthcare Technology failed to meet expectations.
While it is still early in the reporting cycle, it seems
that, this time round, beating expectations is not
sufficient. Indeed, a “sell the news” pattern is
observable, whereby companies that outdo analyst
estimates and raise guidance for the next quarters
experience negative stock reactions.
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COVID-19 vaccines:
Regeneron and Roche: Japan is the first country to grant Ronapreve (casirivimab and
imdevimab) ordinary approval for the treatment of mild to moderate COVID-19 cases.
Regeneron and Roche are working together to increase supply, with profits aggregated
and shared according to a set quota.
Pfizer/BioNTech are stepping up efforts to develop a third dose of their vaccine by
August, as they note a decline in protection against COVID-19 variants. That said, the FDA
and the European Medicines Agency have stated that a booster shot for fully vaccinated
people is not yet necessary.
Moderna received the support of the EU Committee for Medicinal Products for Human
Use (CHMP) for approval of Spikevax (formerly known as COVID-19 vaccine Moderna) in
children aged 12-17. In addition, the New York Times reported that the FDA has asked
Moderna and Pfizer/BioNTech to expand studies of their vaccines in 5-11 year olds to
detect rare side effects. Moderna is expected to apply for emergency approval in early
2022.
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The executive view:
As this Q2 reporting season unfolds, most executives seem cautiously optimistic and
expect further gradual normalisation of the COVID impact on their businesses. Michael
Neidorff, CEO of health insurance company Centene, struck a different tone during his
earnings call on 27 July: "The environment has changed again in just the last week or so
and the Delta variant is causing a new wave of pandemic. It’s a pandemic of the unvaccinated". It is unclear whether these statements were merely precautionary or
whether Centene has further insights based on its data.
Alzheimer’s Disease:
Biogen: The FDA updated the label for its Alzheimer's drug Aduhelm, reducing the
targeted patient population to those with mild cognitive impairment (MCI) or mild-stage
dementia. Biogen explained that the goal of this change is to "clarify the patient
population that was studied across the three Aduhelm clinical trials". The company also
announced the presentation of new data at the 2021 Alzheimer's Association
International Conference, showing "consistency in slowing decline across cognitive,
functional and behaviour measures in early Alzheimer’s disease". Meanwhile , however,
health insurers have signalled that coverage decisions will depend on the results of
ongoing clinical trials, which means that a significant increase in Aduhelm sales could take
some time.
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Chart of the Month: One-month change in Q2 EPS estimates
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Q2 consensus expectations for healthcare stocks have increased only slightly over the
past month, as compared to the overall market, potentially leaving room for positive
surprises. While beating expectations is only one of several factors that influence postreporting stock performance, it does tend to set the tone for how the market views the
results.
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