
 

The noblest pleasure is the joy of understanding (L. Da Vinci)

...but markets were not easy to understand in 
July! Like in June, higher than anticipated monthly 
CPI figures initially derailed equity markets. 
Unlike last month, though, stocks soon after 
flipped into positive territory. July also marked 
the start of the Q2 reporting season. Healthcare 
returned 3.3% over the month, while global 
equities posted a 7.9% gain. 
 
In July, Q2 earnings were the dominant factor driving 
performance (more on page 2). Before the first major results 
were released, Biotechnology stood out, boosted by M&A 
news: ongoing discussions between Merck & Co and 
Seagen, AstraZeneca acquiring TeneoTwo (upfront 
payment of USD 100m plus USD 1,165m in milestone 
payments), Vertex purchasing ViaCyte for USD 320m and 
Innoviva buying La Jolla Pharma for USD 149m. Healthcare 
Technology was also strong (on the announcement of 
Veeva’s primary care expansion), while Life Sciences Tools & 
Services were in negative territory.  

All the other subsectors were almost flat until the earnings 
season began. The tide then started to turn: Healthcare 
Technology +14.7%, Life Sciences Tools & Services +12.0%, 
Equipment & Supplies +6.2%, Providers & Services +5.1%, 
Biotechnology +0.4% and Pharma +0.1%.  
 
At the time of writing, 59% of MSCI World Healthcare 
components have released their Q2 results. 65% of them 
outdid sales expectations (for a 2.2% aggregate upside 
surprise, above the average of the past 8 quarters). EPS-
wise, 67% of the firms beat expectations, but the aggregate 
surprise was negative for the first time in two years. 
 
Overall, prior to the Q2 reports, it felt like both analysts and 
management teams had not yet fully adapted their thinking 
to the new inflationary and potentially recessionary 
environment. The market, however, was way ahead in 
adjusting valuations, explaining the limited stock moves (-
0.2%) on the day of/after publication. 
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In the spotlight 

Earnings season 
As in the last reporting season, Tools & Services companies stood out. 
Managements are anticipating globally healthy end markets, which helps offset 
decreasing COVID-19 volumes. Good results in China, despite longer-than-
anticipated lockdowns, also surprised analysts. Heading into a potential recession, 
the companies see themselves as better positioned than during the Global Financial 
Crisis (greater pricing power, higher recurring sales, less industrial and more 
biopharma exposure). The stocks gained 1.2% on average following the earnings 
reports.  
In Pharma, Q2 results were idiosyncratic and surprises, both in terms of sales and 
earnings, were higher than the historical average. Stocks gained 1.0% on average 
following release. 
Biotechnology experienced an aggregate sales surprise matching the historical 
average. At the EPS level, the aggregate surprise was also in line with the average of 
the past 8 quarters, but significantly lower than in Q1, perhaps explaining the 
negative stock reactions (-2.3%).  
For Equipment & Supplies, the environment remains challenging. Lockdowns in 
China, staffing issues impacting procedural volumes and component shortages 
weighed on the top-line (below the historical average). Profitability (below average) 
also took a hit, with many MedTech firms boasting less pricing power than other 
subsectors. Elevated transportation and input costs also hurt the bottom line. 
Expectations prior to the reporting season were low and already rebased, explaining 
why stocks only shed 1.4%.  
Within Providers & Services, managed care companies all exceeded expectations, 
helped by more muted utilisation trends (including softer COVID-19 utilisation). 
Hospitals continue to face a tough environment (staffing challenges, inflation), but 
analyst expectations had been re-based ahead of the earnings releases, due to pre-
announcements. Helped by solid HCA results, hospital stocks gained 5.4% upon 
reporting. Within Services, laboratories met earnings expectations (less routine 
testing offset by greater COVID-19 testing) and the performance of dialysis names 
was mixed. Overall, stocks suffered a negative price reaction (-2.0%). As for 
distributors, only 40% of companies have released their results to date. 
 
Chart of the Month: Declining new antibiotic approvals in the US 

 

 
Source: C. L. Ventola Pharm. Ther; Axios; Nature 

 
Antibiotic resistance is one of the biggest public health threats of our time. Every 
year, it causes the death of some 700,000 people. A number that could grow to 10 
million by 2050 if no action is taken. Without effective antibiotics to treat or prevent 
infections, common surgical procedures could become too risky to perform. Still, the 
issue is often overlooked by healthcare companies, with the number of new 
antibiotic approvals declining globally. Large pharma companies have exited this 
business because of unattractive economics. Small biotech firms have been trying 
to fill the gap, but many have struggled to obtain funding. Greater industry 
commitments and new incentive mechanisms are needed to drive the development 
of novel and effective antibiotics.   
https://kieger.com/news/kieger-healthcare-chart-of-the-month-11/ 
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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: Statestreet / Factset 
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