
 

 

 

Investors continue to flee healthcare 
 
Investor sentiment towards the healthcare sector continues to sour despite the fact that the sector 
has come out on top of the October Markit Economics Sector PMI. 
  

 Healthcare firms topped the October sector PMI survey, edging out financials 

 ETF investors have withdrawn over $1.8bn of funds from healthcare ETFs so far in Q3 

 Short interest in the IBB ETF has more than doubled since its July highs  
 
Healthcare stocks had enjoyed a stunning 
start to the year, but allegations of price 
gouging in the industry as well as accusations 
of accounting irregularities from former 
industry darling Valeant has seen the sector’s 
shares fall from their summer’s highs. This 
negative investor sentiment is not driven by 
fundamental movement, however, as 
healthcare shares heading into earnings had 
been buoyant heading into this earnings 
season.  
These buoyant trading conditions continued 
into the current quarter as healthcare firms 
came out on top of the October Markit 
Economics Sector PMI. The sector joined 
financials as the only two sectors with a 
business activity reading above 54, indicating 
strong growth for the month. 
 

 
While both of the sector’s subindustries 
recorded an improvement in trading 
conditions, services firms did carry the sector 
somewhat as pharmaceutical and 
biotechnology firms recorded a reading of 52.  

Investors cash out 
 
Despite the bumper PMI reading, healthcare 
shares have continued to lose ground to the 
rest of the market in recent weeks as the 
largest healthcare ETF, the Healthcare Select 
Sector SPDR has underperformed the S&P 
500 by over 1.2% in the opening five weeks 
of the fourth quarter. This means that the 
index has trailed the wider market by over 5% 
in the last three months. 
 
This underperformance has prompted a 
growing portion of ETF investors to trim their 
exposure to the sector as healthcare ETFs 
have seen over $1.8bn of outflows so far in 
the fourth quarter, putting them on track for 
their worst ever quarterly outflow by quite a 
wide margin. 
 

 
 
Pharmaceutical firms, which have borne the 
brunt of the recent bad headlines, have seen 
their largest outflows with the iShares Nasdaq 
Biotechnology Index ETF (IBB) seeing 
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investors pull over $850m of assets, by far 
the most out of any fund. This move looks to 
have been well timed as the IBB has lagged 
the broader Healthcare Select Sector ETF by 
over 0.7% so far this quarter.  
 
 
Short sellers also converge on ETFs 
 
The negative investor sentiment is also 
reflected in shorting activity in the IBB ETF 
itself as the fund has seen the demand to 
borrow its shares triple in the three months 
since reaching an all-time high. There are 
now over 1.2m shares of IBB out on loan, 
which represents $420m of bearish bets in 
the sector. 
 

 
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
*To receive more information on Securities 
Finance  or any other product or dataset 
please contact us 
 
To read this article on our commentary 
website please click here. 
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