THOUGHTS FROM THE STREET

Goldman Sachs 43rd annual global
Healthcare Conference 2022
Zurich, June 20, 2022

No pressure, no diamonds
We attended the 43th annual Goldman
Sachs Healthcare Conference 2022 from
June 13th to 16th in Los Angeles, where
we focussed mostly on Medtech and
Service companies. We came away
convinced that the healthcare sector will
once again prove its defensive qualities
as the dynamics of the healthcare
market are less affected by the current
macroeconomic backdrop. However,
healthcare firms are not insulated from
the environment but not all companies
are equally affected. Some have clearly
built more buffers into their operating

model leading to greater resilience to the
pressures.
Since the last physical event in 2019 there has been a
shift in the type of companies attending. In the past, the
conference seemed to have a focus on large caps but
now more small-and mid cap companies are presenting
as well.
The conference coincided with the week when the S&P
500 entered a bear market, hopes that inflation had
peaked faded, and the U.S. Federal Reserve
subsequently raised its key interest rates by 75 basis
points, the first hike of that magnitude since 1994. And
even the Swiss National Bank was forced to raise rates
for the first time since 2007. In such an environment
company-specific factors have become much less
important in determining stock prices. However, it
appears that both investors and management teams
have not yet fully adapted their thinking to this new
investment regime, which is characterized by
inflationary and probably recessionary pressures.
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Headwinds left and right in Medtech and Healthcare Services
For healthcare companies, inflation is the most pressing issue, especially on the
labour side. In the U.S., there are currently almost twice as many job openings
as job seekers leading to increasing upward pressure on wages, especially in
nursing. Supply chain disruption is another major pressure point. If the initial
focus was more on higher logistics costs (pressure on margins), the discussion
has shifted to the general availability of input components (pressure on sales),
especially for Medtech companies. A third key discussion point is end market
dynamics given the inflationary and likely recessionary environment
(procedure growth, consumer spending and hospital CAPEX). Additional
pressure points include USD strength (for U.S. companies), the rise in financing
costs (or general lack of availability of financing for early-stage companies), the
impact of all these headwinds on sales and margins, and the potentially
deteriorating political environment ahead of the U.S. midterm elections later
this year.
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Adjusting takes time for both investors and management teams
Given the many headwinds and the historical dimensions of inflation and
counter inflation measures, it appears that we have entered a new investment
regime. However, there were presentations in which none of the headwinds
described above were addressed. In other presentations, these issues were
addressed superficially only to be followed by discussion of the "more exciting
things". As the conference week progressed it became clear that not all
investors and management teams have yet fully adjusted their thinking to the
new environment. This aspect is also evident when looking at the structures of
consensus estimates, which largely do not reflect yet the new realities with
lower margins (inflation is hitting), higher financing costs (rising interest rates),
but also higher revenues (if inflation can be passed on to customers). By the
next time companies update their guidance they, at the latest, will have
thought through this. The market on the other hand will adjust progressively.
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Same environment, different impact

For a comprehensive overview of our
investment strategies please contact us:

While the environment is the same for all, the impact on individual companies
is quite different. Much of the difference can be explained by the structurally
different exposures in the various subsectors. However, different companies
within a given subsector show significantly different levels of resilience and
success in overcoming the challenges. Based on the presentations and
conversations with various management teams our thesis is that companies
with better management teams, better structures, better processes and more
differentiated operating models also have more buffers built into their
operations, whether on the supply chain side, on the balance sheet or all other
key areas, leading to greater resilience overall.
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Bottom line
Healthcare will be less affected by the multitude of current headwinds but is of
course not isolated. We believe we have entered a new investment regime and
not all investors and management teams have already fully adjusted their
thinking. The impact of all the headwinds varies across companies, with some
showing greater resilience which in turn will provide opportunities to add value
through stock selection over time.
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This document has been issued through Kieger AG and is for distribution
only under such circumstances as may be permitted by applicable law. This
document is for information purposes only and does not constitute an
offer. Past performance is not a reliable indicator of future results. The
details and opinions contained in this document are provided by Kieger
without any guarantee or warranty and are for the recipient’s personal use
only. All information and opinions contained in this document are subject
to change without notice. This document may contain statements that
constitute “forward looking statements”. A number of risks, uncertainties
and other important factors could cause actual developments and results
to differ materially from our expectations. Data source: Northen Trust /
Factset
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