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“Technology and industrials lead and healthcare lags as sectors diverge” 

The S&P 500 is within 1% of its all-time high of 2,940 achieved last September. On a total return basis 
(including dividends), the S&P 500 hit new all-time highs last week. Technology and industrial names have 
led the recovery since late-December. More defensive names, namely healthcare, have been the big laggards. 
 
What is interesting in the case of healthcare, which is up less than 1% year-to-date vs. the S&P 500’s 16% 
gain, is that actual fundamentals have been relatively strong. According to FactSet, healthcare earnings are 
expected to grow 4.4% in the first quarter which is the best forecasted tally of the 11 sectors1. The overall 
S&P 500 is forecasted to post an earnings decline of 3.9% in Q1.  
 

Q1 2019 Forecasted Earnings Growth (Source: FactSet) 
 

 
 
Although healthcare earnings reports have been mostly positive thus far, it is not enough to override the 
cloudiness coming out of the nation’s capital. Last week, United Health CEO David Wichmann warned of 
major disruption with the Medicare For All single-payer insurance plan proposed by Democrats. Add that to 
the overall negative perception of drug price inflation from both political parties and the sentiment for health 
care has become extremely negative in recent months as politicians position for 2020.  
 
Healthcare was the best performing sector last year and this year it is by far the worst. Valuations have now 
become fairly attractive, but the catalyst for recovery may not come until policy clarifies into the 2020 
election. Should the clouds clear and policy retain most of the status quo, there would likely be a broad-based 
rally in healthcare names. 
 
Financials is another sector that has failed to keep up with the broader market, down 0.4% over the past 
year, versus a 7.3% rise for the S&P 500 index2. Given the expected pressure on net interest margins from a 
flat yield curve and lower interest rates, sentiment had been fairly poor up until last week. JP Morgan and a 
few other major banks recently posted strong results reinforced by bright outlooks for the U.S. economy.  
 
It is possible that sentiment had been a bit overdone for both banks and the overall economy. The financials 
sector trades at 12.2x 2019 earnings, versus a 17.4x multiple for the broader S&P 500. That low valuation 
means that although financials make up only 12.8% of the S&P 500’s market capitalization, they kick in 
18.7% of the index’s earnings2. Should we see some steepening in the yield curve, the tailwind of attractive 
valuations and cyclical exposure could lead to a recovery in financial stocks.  
 
Besides the recovery in cyclical names like industrials and energy stocks, technology names have once again 
led the market higher despite some near-term challenges for earnings. Take for example the recovery in 
shares of Apple since early January. On January 3rd, Apple lowered guidance for the first quarter, primarily 



from weakness out of China. This was their first guidance reduction in 15 years. The stock hit an intra-day 
low on January 3rd of $142. Last week, it closed at just under $204, a 43.6% gain in 4 ½ months.  
 
Michael Batnick summarized this remarkable move in Apple stock in the Irrelevant Investor blog3: 
 

“Over the past 73 trading sessions, Apple has added $286 billion in market capitalization. There 
are only 11 companies in the United States with a higher valuation than what Apple managed to 
tack on since January 3rd. The biggest stock in the world gained 43% in under four months.” 

 
All Apple had to do to ignite a recovery in its share price was to release a negative revision of its expected 
growth. It is tough to justify that while also believing in the efficient market hypothesis.  
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