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Introduction 

This is an in-depth analysis report done on 

the health care sector in reference to the S&P 500. 

The goal of this report is to decide whether The 

Wisman Fund should be looking into 

underweighting, overweighting, or market weighting 

the health care in perspective of the S&P 500. The 

sector size and comparison, business analysis, 

economic analysis, financial analysis, and valuation 

analysis will all be highlighted and used when 

determine the health care sectors recommend weight. 

Finally, this report will conclude with a 

recommendation for a the Wisman Fund by taking in 

consideration all the factors listed above. 

Size and Comparison 

 The S&P 500 consist of eleven sectors, and 

the health care sectors is the second largest at 14 

percent of the overall index. [Refer to Figure 1.1] 

Currently, The Wisman Find weights the health care 

sector at 13.6 percent, a YTD return as of August 31, 

2020 of 4.56 percent, and a weighted return of 0.63 

percent in perspective to The Wisman Funds equity 

securities. As of September 11, 2020, the YTD 

return for the health care sector is only a mere 1.75 

percent compared to the S&P 5000 indexes YTD 

return of 3.56 percent. [Refer to Figure 1.2] On 

August 20, 2020 the S&P 500 started to out preform 

the health care sector and keep this in mind for the 

business analysis The health care sector can be 

broken down into six various industries, those being, 

biotechnology, health care equipment & supplies, 

health care providers & services, health care 

technology, life science tools & services, and 

pharmaceuticals. The three industries that are 

carrying the healthcare sector are biotechnology, 

health care equipment & supplies, and life science 

tools & services. Life science tools & services is the 

industry that has out preformed the other five 
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industries for the past five years. [Refer to Figure 

1.3] When looking top 10 players in the health care 

sector in figure 1.4, the top ten account for 51.1 

percent of the market share of the whole sector. Out 

of the top ten we currently hold three of them in The 

Wisman Fund. Those being 15 shares of Johnson & 

Johnson (JNJ), 40 shares of UnitedHealth Group Inc. 

(UNH), and 21 shares of Amgen Inc. (AMGN). 

Johnson & Johnson (JNJ), Amgen Inc. (AMGN), 

and Bristol-Myers Squibb (BMY) are three of are 

holdings that are in the pharmaceutical industry. 

UnitedHealth Group Inc. (UNH) is in the health care 

providers & services industry and Cerner Corp. 

(CERN) is in the health care equipment & supplies 

industry. Currently the Wisman Fund does not hold 

any stocks in the life science tools & services 

industry, and as noted before the Life science tools 

& services industry has historically out preformed all 

the other industries in the health care sector for the 

past 5 years. 

Business Analysis 

 When looking at the business cycle on 

Fidelity, they indicate we are currently in the 

recession stage of the business cycle. [Refer to 

Figure 2.1] 

A recession is indicated by the he National Bureau of 

Economic Research (NBER), and the criteria is two 

consecutive quarters of negative GDP growth. It is 

only a matter of time until we enter the early 

expansion stage, and some may say we are currently 

entering it. For example, when looking at figure 1.2 

the S&P is outpreforming the health care sector and 

one sighn of early expansion is underpreformance 

from the health care sector in relationship to the S&P 

500. [Refer to Figure 2.2] The reason that the health 

care sector normally under preforms the S&P 500 

during early expansion is because early expansion 

normally brings along increased employment, 

demand, supply and household income. Health care 

being among the non-cyclical sectors, does not get to 

gain from the flourishing economy. Instead sectors 

like real estate, consumer discretionary, and 

industrials are able to take advantage of the added 

benefits of a recovering and growing economy. 

Economic Analysis 

 The largest factor then it comes to the 

economic analysis is Covid-19 and its overall effect 

on the healthcare sector and the overall market. 

Recessions can be caused by a financial crisis, trade 

wars, inflation, global pandemic, etc. Since this 

recession was caused by a health issue the health 

care sector has been affected in different ways then 

some would expect it to in a recession. For example, 

procedures that were not necessary for people to 

survive may have gotten canceled due to covid-19. 

This just being one example, but what happened was 

revenue was shifted around the healthcare sector due 

to the different need from society compared to what 

it normally is. Not only this but the overall economy 

is riding on the idea that we should have a vaccine 

within the next few months. This is something that is 

like a lottery because we do not know who will find 

a vaccine that will work or when they will. For this 
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reason, the heath care sector has been bouncing 

around due to speculation on who will produce the 

first vaccine and then who will mass manufacture it. 

In the end of the day the economy as a whole will 

not be able to fully recover until a vaccine is 

produced and distributed to the world as a whole. 

Financial Analysis 

 For the health care sector, its financials speak for 

them self. [Refer to Figure 3.1] The enterprise value 

shows the health care sectors total value or dollar 

amount that would be needed to acquire all 

companies in this sector. Theoretically for amount of 

$142.22 Billion the entire health care sector could be 

acquired if all companies would be willing to sell. 

Earnings per share, EPS, can indicate a sectors 

profitability, and the health care sectors shows an 

EPS of $4.76 with a 20.77 percent growth projection 

over the next four consecutive quarters values. Also, 

the health care sector has a 34.73 percent growth in 

revenue in the last four quarters. Next, return on 

equity comes in at 22.94 percent for the health care 

sector showing a that gain on money shareholders 

have provided to be invested in the health care 

sector. Return on Investment, ROI, which calculates 

the return on the investment in perspective to the 

cost. The health care sector comes in at 6.08 percent 

for ROI this is lower than expected due to R&D cost. 

The health care sectors debt to equity ratio it over 

whirlingly high at 216.24 meaning for every dollar 

of shareholders equity the sector is in debt by 216.24 

dollars. 

Valuation Analysis 

 For the health care sector, the fundamental 

valuation ratios are shown in figure 5.1, and the 

fundamental valuation ratios for the S&P 500 are 

shown in figure 5.2. When looking at the trailing P/E 

to the projected P/E one can the health care sector 

growth to slow down compared to the overall S&P 

500. For the whole S&P investors seem to think 

there will be over all more growth in the market 

going forward because forward P/E is greater than 

the trailing. For price to book ratio, P/B, the health 

care sector comes in at 3.98, however the S&P 500 

comes in at 2.97. This shows that the health care 

sector has a higher price relative to its book value. 

Next when looking at the price to sales ratio, P/S, the 

health care sector comes in at 1.53, and the S&P 500 

comes in at 1.83. This shows that the S&P 500 has a 

higher price relative to its sales compared to the 

health care sector. Finally, price to cash flow, P/CF, 

the health care sector comes in at 16.42, where the 
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S&P 500 comes in at 19.79. This indicates that the 

S&P 500 has a higher price relative to its cash flow 

compared to the health care sector.   

Recommendation 

 My recommendation for the health care 

sector is that we underweight it at 13 percent. The 

indication that we are in early expansion is strong 

reason because historically health care tends to under 

preform the market in this stage of the business 

cycle. Not only this but since this recession was 

caused by a global pandemic, Covid-19, the health 

care sector is going to be extra volatile until a 

vaccine is produced. This is because the market 

tends to go off speculation and pharmaceutical 

companies are all over the place due to this. In the 

end only a few companies are going to be winners 

and the rest are going to take a hit. The fact is that 

there are better sectors to invest in that can produce a 

larger return, to help The Wisman Fund beat its 

benchmark. Not only this but the security selectin for 

the health care sector needs to shift towards life 

science tools & services industry because they 

continue to out preform the other five industries in 

the health care sector. I am not sure why previous 

classes have overlooked this but figure 6.1 is a list of 

some stocks in the towards life science tools & 

services industry. 
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