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Health care in search of a new catalyst

29 July 2026

The health care sector remains caught between its traditional defensive
appeal and the need to deliver stronger growth in an increasingly
competitive and innovation-driven environment. While the US retains
structural advantages in life sciences and biotechnology, Europe continues to
be home to world-class companies, leaving investors focused on innovation,
earnings delivery and long-term competitiveness.

1. Health care offers a differentiated mix of growth and resilience. Supported by demographic tailwinds,
resilient earnings and relatively moderate valuations, the sector is attracting renewed investor interest as
portfolios broaden beyond the market’s dominant technology and Al themes.

2. Innovation remains the sector’s primary growth engine. Obesity therapies, biotechnology and Al-enabled
drug development are increasingly driving sector returns, shifting investor attention towards scientific
productivity, new product cycles and long-term growth opportunities.

3. Global competition for health care leadership is intensifying. The US remains the leading health care
ecosystem, Europe retains a strong corporate and research base and China is emerging as an increasingly
important source of pharmaceutical innovation. At the same time, US industrial policy has become more
interventionist, with new tariff measures designed to encourage domestic pharmaceutical manufacturing.
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The extraordinary success of artificial intelligence (Al) and semiconductor stocks has been one of the defining features
of this year's market performance. Yet even the strondest investment narratives seldom move in a straight line.
Recent bouts of volatility appear less a challenge to the long-term promise of Al than a reminder that expectations,
valuations and investor positioning can become stretched after periods of exceptional returns. For investors, the
question is therefore not whether to abandon the Al theme, but where else to find attractive sources of return and
diversification that can complement it.

Health care stands out in this redard, and the sector’s appeal increasingly extends beyond its traditional defensive
characteristics. Health care stands out in this regard, and the sector's appeal increasingly extends beyond its
traditional defensive characteristics. While it lacks the excitement of technology-led themes, it offers a compelling
combination of earningds resilience and scientific innovation.

Long-term demographic trends, rising health care demand and continued advances in biotechnology and medical
technology are expanding the sector's growth opportunities, while helping to sustain its defensive qualities. At the
same time, Al is increasingly expected to accelerate drug discovery, improve diagnostics and enhance operational
efficiency, allowing investors to benefit from the Al theme while daining exposure beyond the technology sector.

Nevertheless, health care has struggled in recent years to match the returns denerated by technology-related
industries. Health care stocks have broadly kept pace with global equities over the past year but have largely failed
to participate in the market’s technology-driven outperformance (see chart). While broad equity markets have been
propelled by enthusiasm for Al and digital transformation, health care has delivered more consistent, albeit less
spectacular, performance.

HEALTH CARE LEFT BEHIND IN THE Al RALLY
1 JANUARY 2026 = 100

120

MSCI World HC 1 Jani2026
= MSCI US HC
110 MSCI Europe HC
MSCI World )
100 , P, ,ﬁ
90 \A | M i W
A - PN g ?.‘ 1 v
{/’F\J/A ‘AJ\ wwt \"\w J l"M .r
80 | ‘
70
60
50
Jul-21 Jul-22 Jul-23 Jul-24 Jul-25 Jul-26

Source: LSEG Datastream, The Investment Institute by UniCredit

A sector adapting to a more interventionist world

Policy developments remain an important part of the backdrop. Over the past year, the US administration has
expanded efforts to strengthen domestic pharmaceutical manufacturing while maintaining pressure on drug pricing.
Tariffs on certain patented medicines have been accompanied by proposals to impose tariffs on imported generic
drugs from 2028, with significantly higher rates envisaged for companies that do not establish US manufacturing
capacity. Together with most-favoured-nation pricing initiatives, these measures reinforce Washington’s broader
objective of reshoring pharmaceutical production and reducing reliance on overseas supply chains.

Markets, however, have become notably less alarmed by these developments. After an initial period of uncertainty,
investors increasingly view policy intervention as a manageable headwind rather than an existential threat. Large
pharmaceutical companies possess the scale, financial resources and geographic diversification necessary to adapt.
The implications are likely to vary across the industry. While innovative pharmaceutical companies may be able to
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mitigate some tariff-related risks through investment commitments and expanded domestic manufacturing, generic
drug producers face greater uncertainty given their reliance on global supply chains and lower-margin business
models. Proposed tariffs on imported generics could increase cost pressures across parts of the market and may
ultimately test the balance between supply-chain resilience and affordability.

The industry’s central challende is no longer simply navigating a more interventionist policy environment but
replacing revenue losses from a wave of blockbuster drugs approaching patent expiry. The investment case
increasingly depends on whether new growth platforms can offset the loss of exclusivity on some of the sector’s
most important medicines. This is driving demand for external innovation through acquisitions, licensing agreements
and partnerships, reinforcing the strategic importance of biotechnology. It is also helping to revive merder activity,
with cash-rich pharmaceutical companies increasingly looking to strengthen pipelines through access to attractive
late-stage assets.

The US retains structural advantades, but competition is intensifying

The US remains the centre of gravity for global health care. Its advantages are difficult to replicate: the world’s largest
pharmaceutical market, deep capital markets, leading research institutions and a highly developed biotechnology
ecosystem. The country continues to attract the largest share of global life-sciences investment and remains the
preferred destination for many companies seeking to scale research, manufacturing and commercial operations. At
the same time, the global innovation landscape is becoming increasingly competitive. Pharmaceutical R&D spending
in China has grown substantially faster than in either the US or Europe over the past decade (see chart), highlighting
its emergence as an increasingly important source of pharmaceutical innovation. Combined with growing investment
in Al-enabled drug discovery and development, this could further strengthen China’s role in the global
pharmaceutical value chain.
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Europe’s challenge is competitiveness, not quality

Nevertheless, narratives of American dominance sometimes overlook an important reality: Europe remains home to
many of the world's highest-quality health care companies. The continent continues to host global leaders across
pharmaceuticals, diagnostics and medical technologdy. European companies maintain strong positions in oncology,
cardiovascular medicine, diabetes treatment, laboratory equipment and advanced medical devices. The quality of
scientific research remains high, and Europe’s life-sciences sector continues to represent a significant source of
innovation and exports.
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The concern lies elsewhere. Industry participants increasingly argue that Europe is becoming a less attractive
destination for future investment. Redulatory complexity, fragmented reimbursement systems and slower
commercialisation pathways have contributed to a growing perception that innovative companies can scale more
effectively elsewhere. The increasingly protectionist direction of US industrial policy adds to these concerns. While
unlikely to materially affect the sector’s investment appeal, it could influence where future manufacturing and R&D
investment is directed, risking a gradual erosion of Europe’s broader life-sciences ecosystem over time.

Europe's challenge is not a shortage of strong companies. It is whether the broader ecosystem can remain
competitive enough to produce the next generation of industry leaders. For European pharmaceutical companies, in
particular, Al may prove an important competitive lever, helping to improve research productivity, accelerate
innovation and sustain global relevance in an increasingly contested industry.

Innovation returns centre stage

Europe’s competitiveness challenge ultimately reinforces a broader point: in health care, long-term success is
increasingly determined by innovation. The most compelling opportunities remain concentrated in areas where
scientific progress is translating into commercial success. Obesity and metabolic-disease therapies have emerged as
perhaps the most significant pharmaceutical innovation of the past decade, creating one of the industry's largest
commercial opportunities and reshaping expectations for long-term sector growth.

What initially emerged as a diabetes-focussed therapeutic area is increasingly evolving into a broader platform for
addressing cardiovascular disease, kidney disease and other obesity-related conditions. As clinical evidence expands,
investors are assessing not only the direct impact on pharmaceutical companies but also the potential implications
for a wider range of industries, from medical devices to health care services.

Innovation is also becoming more geodraphically diverse. The number of new chemical and biological entities
launched globally has increased substantially over the past two decades (see chart). While the US remains the leading
source of new medicines, China has emerdged as an increasingly important contributor to global drug innovation,
highlighting the growing internationalisation of scientific leadership.
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Al is also beginning to influence the outlook for the industry, albeit in a more practical manner than market
enthusiasm sometimes sugdests. Unlike the technology sector, where Al investment is often focused on
infrastructure and computing capacity, Al's greatest potential in health care is in improving research productivity,
accelerating clinical development and enhancing diagnostic precision. Al is already helping researchers identify drug
targets, optimise clinical-trial design and analyse increasingly complex datasets.
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While it is unlikely to transform pharmaceutical economics overnight, it has the potential to improve efficiency across
the drug-development process and shorten time-to-market for successful therapies. As a result, health care is
becoming less homogeneous. Increasingly, sector performance reflects the success of specific technologies,
therapeutic categories and research platforms rather than broad macroeconomic or policy trends. Innovation,
scientific productivity and the ability to commercialise breakthrough therapies are once again emerging as the
primary drivers of long-term value creation.

Earnings prove resilient and expectations remain constructive

Despite political scrutiny, pricing pressure and supply-chain adjustments, the sector’s earnings profile has remained
remarkably resilient on both sides of the Atlantic. After easing from earlier peaks, earnings expectations have begun
to improve again in 2026 (see chart), with consensus forecasts pointing to a renewed acceleration in profit growth.
Demand for medicines, medical devices and health care services remains relatively insensitive to economic cycles,
providing a degree of stability few sectors can match. Growth in obesity, oncology and specialised therapeutics has
helped offset pressure elsewhere, allowing many companies to continue generating solid cash flows and earnings
growth. This improving earnings outlook reinforces the view that the sector’s fundamental drivers remain intact
despite ongoing policy and pricing headwinds.
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Valuations offer support, but not a catalyst

Relative valuations remain favourable. Despite resilient earnings and improving innovation trends, the health care
sector continues to trade at a notable discount to the broader equity market. The sector’s 12-month forward P/E
multiple remains below that of the MSCI World Index (see chart), with the valuation dap persisting into 2026 despite
a recent recovery in sentiment. Valuations also vary across regions, with US health care stocks generally commanding
a premium over their European peers, reflecting stronger growth expectations, deeper biotechnology exposure and a
more innovation-intensive market structure.

Even so, the sector’s overall discount sugdests that investors remain cautious about regulatory risks, policy
intervention and the sustainability of future growth. While current valuations provide a degree of downside support
and leave scope for re-rating should concerns ease, sustained outperformance is likely to depend less on valuation
expansion than on the ability of companies to deliver new products, gain market share and improve research
productivity. With valuations still below broader-market levels and expectations relatively moderate, the sector
appears well positioned to reward successful execution.
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HEALTH CARE REMAINS RELATIVELY UNDERVALUED
12M FWD P/E RATIOS
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Investment implications

Health care retains many of the attributes that have long appealed to long-term investors. Ageing populations, rising
rates of chronic disease and continued medical innovation provide durable structural support, while earnings remain
comparatively resilient and less sensitive to economic cycles than in most other sectors. Yet the investment
landscape is becoming more selective. Large pharmaceutical companies continue to offer stability, global scale and
dividend support; biotechnology remains a key source of growth, particularly where innovation addresses significant
unmet medical needs; and medical technolody and diagnostics are benefiting from long-term trends towards
digitalisation, productivity dains and more personalised care. As a result, broad sector exposure may prove less
rewarding than careful stock selection. Increasingly, performance is being driven by scientific execution, pipeline
quality and commercial success rather than broad macroeconomic trends alone.

Health care is neither the neglected value opportunity it appeared to be several years ago nor the market’s undisputed
growth engine. Instead, it continues to occupy an attractive middle ground. Its defensive characteristics remain intact,
but the sector’s long-term prospects will be determined less by economic resilience than by its ability to innovate.
The US continues to offer the strongest ecosystem for commercialising scientific advances, Europe remains home to
many world-class companies and research institutions, and China is establishing itself as an increasingly important
source of pharmaceutical innovation.

Al is set to reinforce these innovation trends. It has the potential to improve research productivity, shorten
development timelines and enhance operational efficiency. For investors, this provides exposure to the benefits of Al
that goes beyond the technology sector itself. The companies most likely to benefit will be those that successfully
translate Al into stronder pipelines, faster product development and better commercial execution, further increasing
the importance of stock selection.

Politics will remain an important part of the health care investment landscape. Nevertheless, policy intervention may
reshape supply chains and manufacturing decisions more readily than it reshapes scientific leadership. Over time,
innovation, product execution and research productivity are likely to matter more for returns than tariffs or pricing
debates. For investors, health care’s appeal is not that it will replace technology as the market’s primary growth
engine, but that it offers a differentiated combination of innovation, earnings resilience and reasonable valuations at
a time when many portfolios are seeking broader sources of return.
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Ledal Notices

Glossary

Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no duarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchande rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downdrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imades, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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