
 
 

 
 

Healthcare ETF Research (5/30/19) 

 
Description: This report is intended to present multiple ways to invest in and gain 

exposure to the healthcare sector. We will also dive into what we believe are the most 

attractive areas and how CUBE would navigate the sector along with some brief 

information the state of healthcare around major markets in the world. We will use the 

SPDR S&P500 Healthcare Sector ETF as a benchmark for ETF comparisons. 

 

Ticker: XLV 

Price: $87.43 

Performance: +1.44% YTD 

 

Analysis 

Healthcare has without a doubt been a major laggard in 2019. While the S&P500 is up 

+11% YTD, the popular healthcare ETF, XLV, is only up +1.44%. This underperformance is 

actually an unusual occurrence as over the last 1-YR, 5-YR, and 10-YR time periods the XLV 

has outperformed the S&P500 by a pretty decent margin, as seen below. 

 

 



 
 

 
 

5-YR: XLV (+59.37%) vs. S&P500 (+45.72%) 

 

 
 

10-YR: XLV (+308.49%) vs. S&P500 (+206.90%) 

 

 

 

When compared to other sectors, the XLV falls towards the middle of the pack. The chart 

below is a 5-YR performance and the XLV places 2nd to last only above the Energy sector. 

During this 10-YR bull market, the XLV places 3rd behind Technology and Consumer 

Discretionary. 



 
 

 
 

 

 

 
 

 

Moving forward let’s talk about the state of healthcare within the United States and 

globally. While we can’t cover every single country and its specific details, it is still 

important to get an idea of where the world is at with things. 

 

 

Let’s first begin with some statistics we have found in our research: 

 

1. Global health care spending is projected to increase at an annual rate of 5.4% in 

2018–2022, a considerable rise from 2.9% in 2013–2017 

2. Per-person health care spending is expected to continue to vary widely, ranging 

from $11,674 in the United States to just $54 in Pakistan in 2022 



 
 

3. Life expectancy appears to continue to climb. It is projected to increase from 73.5 

years in 2018 to 74.4 in 2022—bringing the number of people aged over 65 globally 

to more than 668 million, or 11.6% of the total global population. 

a. Japan and Western Europe are said to benefit most from longer lives due to 

older generations and their GDP output for per capita. In other words, the 

older generations will be able to work longer and provide more output for 

the economy. 

4. Non-communicable diseases (NCDs)—most prominently, cancer, heart disease, and 

diabetes—accounted for 71% of the 56.9 million deaths reported worldwide in 

2016; that share increases to over 80% in the most developed markets 

5. Mergers & Acquisitions 

a. Q1 2019 deal value tripled over Q4 2018, partly driven by a $17.4B megadeal 

(defined as exceeding $5B), which accounted for 57.5% of the quarter’s 

value.  

b. Q1 2019 deal value was also 16.1% higher than the 2014-2018 quarterly 

average of $26.1B.  

c. Excluding megadeals in both Q1 2019 and the comparison periods, deal value 

increased 33.5% over Q4 2018 and 122.8% over Q1 2018. 

 

 

 
 

 

 



 
 

6. Reasons for the M&A, according to BAML, are as follows. As far as financials go, most 

did it to improve their financial stability and objectively most did it to improve their 

position for care delivery. 

 

    
 

 

7. State of healthcare in major global economies 

 

 
 



 
 

As we see in the chart above, the United States is drastically different from China, Germany, 

and the U.K. The U.S. is far more market-driven with much less government intervention 

and is pretty much on a “pay for what you get” basis. 

 

 

 
 

Adding to that, we see that commercial insurance expenditures make up a significant 

portion of expenses in comparison to the other countries which float around 3.0-5.5%. For 

those not aware, this type of insurance is referred to as commercial because it is available 

on the commercial market. This distinguishes it from insurance provided via a public or 

government program such as Medicaid and in broad terms, any type of health insurance 

coverage that isn’t maintained or provided by a government-run program can be 

considered a commercial type of insurance.  

 

In most cases, commercial insurance is paid for, at least in part, by employers. China’s 

obviously does things differently as individual expenditures amounts to 35% of expenses - 

AKA are paid for by individuals themselves. 

 

 

 

 

 

 

 



 
 

8. Valuation 

 

 
 

China and the United States are both trading at fairly attractive valuations. In comparison 

to the United States, the China healthcare market has a ton of room to grow especially 

considering the size of their population and overall demand for better health care.  

 

Diving further into the United States we see the Enterprise Value / Last Twelve Months 

EBITDA (Earnings Before Interest Taxes, Depreciation, and Amortization) for each industry 

in the healthcare sector. 

 

 



 
 

What we see here is that Healthcare Information Technology (HCIT) is the most expensive 

on this basis at 32x EV/EBITDA while the cheapest of the group is Government Managed 

Care at 8.4x. Much of the reason HCIT gets the premium valuation is because the industry is 

a hybrid with technology and is growing at a fast pace. For instance, according to the report 

released by Allied Market Research, the U.S. healthcare information technology market 

generated $61.01B in 2017 and is projected to reach $149.17B by 2025, growing at a CAGR 

of 11.7% from 2018 to 2025. 

 

Some of the largest companies in this space, also known as Medtech, are Intuitive Surgical 

(ISRG), Medtronic (MDT), Boston Scientific (BSX), Abbott Labs (ABT), and Stryker (SYK). 

 

 

 
 

Looking above, there is some serious divergence amongst the many different industries. 

For example, Skilled Nursing is up over 60% over the last twelve months while pharmacy 

management is nearly down 60%. 

 

 

Below we see that China is also set to lead the world in healthcare spending with Latam 

expected to gain momentum in 2020. 

 

 



 
 

 
 

 

Shifting our focus to the Americas 

 

 

There are two main reasons we believe healthcare is underperforming this year.  

 

1. People are unsure of what President Trump wants to enact and change with current 

policies. We currently know that drug prices are thought to be too high by the 

President and he wants to work on getting that down but not via government 

intervention.  

2. Technology giants and mergers are beginning to get involved in ways investors have 

never seen before. For example, 

a. Apple announced it is entering the personal health record (PHR) space with 

Apple Health, a new platform that will interface with electronic health 

records (EHRs) at 12 US hospitals. 

b. Amazon joined with J.P. Morgan Chase and Berkshire Hathaway to establish 

an independent, not-for-profit health care company for their one million US 

employees. The trio’s goal is to improve health care services and cost 

efficiency for their employees. With these corporations being closely 

monitored in the market, their success could act as a model that other 

businesses can embrace. 



 
 

c. Walmart signed a deal with Anthem, one of the United States’ largest 

insurers, to entice more Medicare enrollees to buy over-the-counter 

medications and health supplies at its stores. 

d. Amazon rolled out a line of private label over-the-counter medicines, the 

Basic Care line, and is building a business selling a wide array of medical 

supplies to doctors, dentists, and hospitals. 

e. CVS’ $69B merger with Aetna combines the pharmacy business with the 

insurance business, blurring traditionally distinct lines in hopes of lowering 

costs and providing a more seamless experience for the customer. 

 

 

Let’s now talk about the ETF’s out there. We know the request was for the ETF “HEAL” but 

it’s domiciled in Ireland and only trades on the London Stock Exchange and is unable to be 

accessed by many so we will channel our efforts to the following ETFs that we feel are more 

easily accessible, provide better exposure, and overall can drive superior returns.  

 

Here is the list of ETFs in Healthcare space that spiked our interest: 

 

• BFIT (Global X Health & Wellness Thematic ETF) 

• IHI (iShares U.S. Medical Devices ETF) 

• KURE (KraneShares MSCI All China Health Care Index ETF) 

• PTH (Invesco DWA Healthcare Momentum ETF) 

• IHF (iShares U.S. Healthcare Providers ETF) 

• XHE (SPDR S&P Health Care Equipment ETF) 

• ARKG (ARK Genomic Revolution ETF) 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

BFIT (Global X Health & Wellness Thematic ETF) 

 

Description: Seeks to harness the effects of changing consumer lifestyles by investing in 
companies geared toward promoting physical activity and well-being. This ETF is not your 
typical healthcare ETF in the sense that it owns companies that are about health and 
wellness but not directly in the industry. 
 
AUM: $17M 
Net Fee: 0.50% 
Holdings: 60 
Performance: +8.30% YTD 
Dividend Yield: 0.50% 
 
 

  
 

 

 
 

 

 



 
 

Pros 

1. Unorthodox play on healthcare 

2. Diversified well amongst countries and industries 

3. Blend of healthcare and consumer discretionary 

4. Outperforming traditional healthcare ETFs 

 

Cons 

1. Low AUM (assets under management) 

2. More focused on consumer discretionary thus making it an indirect play on health 

and wellness 

3. Subject to cyclicality as top holdings like that of Adidas and Puma are sensitive to 

discretionary income 

 

 

IHI (iShares U.S. Medical Devices ETF) 

 

Description: This ETF invests in stocks of companies operating across healthcare, 

healthcare equipment and services, healthcare equipment and supplies, healthcare 

equipment, medical equipment sectors. The fund invests in growth and value stocks of 

companies across diversified market capitalization. 

 

AUM: $3.4B 
Net Fee: 0.42% 
Holdings: 56 
Performance: +11.02% YTD 
Dividend Yield: 0.23% 
 

 



 
 

 
 

MedTech is being pushed higher by several tailwinds: 

 

• Shift towards value-based care 

o Pay-for-performance incentivizes the use of IT to increase efficiency 

o Demand for real-time clinical and financial data to drive optimal decisions is 

on the rise 

• Increasing digitization 

o Health systems are becoming more sophisticated in tracking patient 

biometric and longitudinal data 

o Patients increasingly seek to engage with data about their health 

• Cost pressures 

o Regulatory pressures are growing and requirements are driving 

reimbursements lower 

o Payers and providers have been reducing costs through automation, 

streamlined decision-making and standardization 

• Rise of consumerism 

o Shifting costs to the consumer is leading to increased use of consumer tools 

(e.g. pricing/results information, medical history, “shopping” tools) 

• Hospital and provider consolidation 

o Hospitals and provider groups that merge face the challenge of integrating 

their IT systems 

 

 

Pros 

1. Solid volume and AUM 

2. Concentrated industry in Medtech (HCIT) which is set to grow at impressive rate 

based on trends discussed above and earlier 

3. Strong performance YTD 

 

 



 
 

Cons 

1. High P/E ratio makes industry pretty expensive at 37.2x earnings 

2. Dividend Yield of 0.23% is significantly weaker than IVV at 1.7% so not for the 

passive income seeker 

3. Little geographic diversification with high exposure to U.S. based companies 

4. Industry is product driven and therefore susceptible to trade tariff issues 

 

 

 

KURE (KraneShares MSCI All China Health Care Index ETF) 

 

Description: This ETF invests in public equity markets of China. It invests in stocks of 

companies operating across healthcare sectors with a stronger emphasis and focus on 

patent and generic pharmaceuticals, hospital administration, biotechnology, medical 

equipment production, healthcare IT, and traditional Chinese medicine. 

 

AUM: $28M 
Net Fee: 0.82% 
Holdings: 58 
Performance: +14.7% YTD 
Dividend Yield: 0.40% 

 
What makes this ETF special is that there are a lot of tailwinds in the Chinese healthcare 

industry. On top of what we have already covered: 

 

• China is one of the fastest growing major healthcare markets in the world with a 

five-year compound annual growth rate of 11%, compared to just 4% in the United 

States, and -4% in Japan 

• China is the second largest healthcare market globally with total healthcare 

expenditure reaching $558 billion in 20161, a number projected to reach $1.1 

trillion by 2020 

• There is still opportunity for considerable growth in China’s healthcare market with 

per capita health spending at just $398, compared to an average of over $6,500 for 

the world’s top eight healthcare markets in terms of per capita expenditure3. 

• China’s aging population, rising incomes and increasing urbanization may provide a 

sustained catalyst for growth in China’s healthcare sector.  

• McKinsey, a US management consultancy, estimated China's health care spending 

would grow from US$357B in 2011 to US$1T by 2020. 



 
 

• The country's market for over-the-counter and branded generic drugs will leap from 

US$23 billion in 2010 to over US$369B by 2020, said Benjamin Shobert, managing 

director of Rubicon Strategy and senior associate of the National Bureau of Asian 

Research. 

 

 
 

Pros 

1. Strong tailwinds from explosive China healthcare industry  

2. Attractive valuation 

3. Well diversified amongst market caps 

 

Cons 

1. High expense ratio 

2. Lots of allocation to top holdings with top 3 companies making up nearly 20% of 

fund 

3. Low AUM 

4. Rapidly evolving industry is subject to changing policies and lack of supply of and 

poor pay for doctors which causes issues for patients and has been creating an 

environment ripe for scandals (view chart below) 

a. "Yet most, if not all of these additional investments are being built on top of a 
weak foundation. Doctors are chronically overworked and underpaid. 
Hospital administrators struggle to meet shortfalls between government 
reimbursement and increasing costs." The revenue shortfall has caused 
Chinese hospital administrators to incentivise doctors to prescribe 



 
 

unnecessary drugs and surgery, Shobert said. "Doctors have supplemented 
their paltry incomes through the sort of bribes the GSK scandal has exposed," 
he said. 

5. China’s government expenditure on healthcare is low relative to GDP, meaning 
local governments and individuals must often cover a substantial portion of the 
costs (as already discussed earlier) 

 

 

We found data that had different numbers for doctors per 1000 people but the thesis 
remains intact. China has a serious shortage of doctors and this could be a major problem 
for the industry going forward especially with the rise of check-ins and overall demand. 



 
 

PTH (Invesco DWA Healthcare Momentum ETF) 

 

Description: This ETF invests in public equity markets of the United States. The fund 

invests in stocks of companies operating across healthcare sectors with a focus on 

momentum stocks of large-cap companies. 

 

AUM: $137M 
Net Fee: 0.60% 
Holdings: 46 
Performance: +11.1% YTD 
Dividend Yield: N/A 
 
 

 
 
 

PTH is diversified fairly well amongst industries but not so much with the type of 
companies they choose. The ETF is comprised of growth companies and is much of the 
reason there is no dividend yield. In other words, this is not a value/growth blend, it is just 
growth & momentum stocks. In addition, it’s also why the P/E is at 42x and the P/B ratio is 
5.33x. In other words, this is a very aggressive and riskier fund. 
 
Below are the ETF’s top 10 holdings and market capitalization breakout. The average 
market cap is $31B and a return on equity of 4.3%. 



 
 

 

 

 



 
 

Pros 

1. Seeks companies with solid business growth 
2. Industry diversified 
3. Market cap diversified 

Cons 

1. No dividend 
2. Expense ratio is above average 
3. Valuation is pricier 

 

IHF (iShares U.S. Healthcare Providers ETF) 

 

Description: This ETF invests in public equity markets of the United States. The fund 

invests in stocks of companies operating across healthcare, healthcare equipment and 

services, healthcare providers and services sectors. 

 

AUM: $866M 
Net Fee: 0.42% 
Holdings: 47 
Performance: -0.03% YTD 
Dividend Yield: 0.60% 
 
 

 



 
 

 
 

Pros 

1. Gives direct access to healthcare providers 
2. Fair expense ratio 
3. Attractive valuation at 19.5x P/E and 2.5x P/B 

 

Cons 

1. Huge allocation in UNH at 23% weight 
2. Underperforming IVV 
3. Uncertainty surrounding industry 

 

XHE (SPDR S&P Health Care Equipment ETF) 

 

Description: This ETF invests in health care equipment and services, health care 

equipment and supplies sectors across an array of growth and value stocks of companies 

across diversified market capitalization. 

 

AUM: $594M 
Net Fee: 0.35% 
Holdings: 67 
Performance: +6.55% YTD 
Dividend Yield: 0.12% 
 



 
 

 

 

Pros 

1. Holdings are expected to grow earnings 20.4% over the next 3-5 years 
2. Very well diversified with largest holding only amounting to 2.35% 
3. One of the cheaper funds at 0.35% expense ratio 

Cons 

1. Low dividend 
2. Trades on the pricier side given the growth at 29x P/Cash Flow, 45x P/E, and 4.5x 

book value 
3. One could argue the fund is too diversified with 67 holdings 

 

ARKG (ARK Genomic Revolution ETF) 

 

Description: This ETF is focused on and are expected to substantially benefit from 

extending and enhancing the quality of human and other life by incorporating technological 

and scientific developments and advancements in genomics into their business. The 

companies held in ARKG may develop, produce or enable: 

 

- CRISPR 

- Targeted Therapeutics 

- Bioinformatics 

- Molecular Diagnostics 

- Stem Cells 

- Agricultural Biology 

 



 
 

AUM: $394M 
Net Fee: 0.75% 
Holdings: 30-50 (Actively managed) 
Performance: +21.52% YTD 
Dividend Yield: N/A 
 
 
This is one of the more exciting ETFs we found because this industry is really booming. In 
fact, we own the ETF’s top holding, Illumina (ILMN).  
 

 

 

 

 



 
 

Pros 

1. Growing industry with DNA sequencing providing a plethora of opportunities at a 
much more effective cost due to technological advancements 

2. ETF is diversified very well to capitalize on companies of differing business cycles 
and sizes as seen by the 43% weight in small caps ($300M - $2B) and 12% weight in 
micro caps ($50M - $300M) 

3. Significantly outperforming peers 

Cons 

1. Above average expense ratio at 0.75% 
2. Risker ETF due to nature of industry and weight in smaller companies. ETF is down 

10% in May which is much worse than other ETFs listed 
3. No dividends 

 

 

Overall, our view on healthcare is bullish but one that should be for the long-term and 
dollar cost-averaging should be implemented as right now the markets appear very shaken 
with global trade tariffs. Below is a chart of how the ETFs we’ve covered are performing in 
the month of May and YTD in comparison to one another as well as the S&P500 and 
NASDAQ. 

 

 

May Performance 



 
 

As expected, the riskier ETFs in KURE and ARKG are leading the group to the downside at 
over 10% losses for the month. The others have been fairly in-line with the markets while 
PTH and IHF actually finished up in the green. 

 

 

YTD Performance 

 

As for 2019, ARKG is by far the leader up over 21.5% followed by KURE at 14%. Every 
other ETF is actually lagging the IVV, S&P500, and NASDAQ. As we mentioned, IHF 
outperformed the rest of the ETFs in May but has been lagging by a large amount YTD. We 
are a fan of all of these ETFs but the point here is to find the ones that fit your personal 
goals, risk profile, and strategy best. Personally, at this time CUBE is most interested in 
ARKG and KURE. In fact, we may look to sell our position in ILMN and replace it with the 
one of these ETFs. 

Hope this helps you all out! 


