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T R A N S C R I P T 

Opportunities in sectors beyond the headlines 

Chris Peixotto: Thanks, everyone.  This is Chris Peixotto, I work in our investment 

product group here at Fidelity, working closely on our sector funds as well as 

index funds and factor ETFs.  And the goal of this webinar, from the title is 

really Opportunities in sectors beyond the headlines.  But we really want to 

kind of cut through the noise, take it back to basics on sectors.  So, I’m going 

to go through on basics on just kind of high level, what sectors are, why they 

matter, take you through some of our tools and resources we have available.   

 

And then we’re really excited to do a deep dive on two individual sectors in 

industries, so we’re going to have Andy Rubin on real estate, do a deep dive 

there.  Andy Rubin is an institutional portfolio manager for a number of our 

real estate teams here at Fidelity, works very closely with the portfolio 

managers and analysts across the team to help represent the strategies to 

clients.   

 

And then we’re joined by Rajiv Kaul to take us into a deep dive on biotech.  

Rajiv’s been running the Fidelity Select Biotech portfolio since 2005.  He has 

over 20 years of experience investing in biotech.  A graduate of Harvard.  He’s 

a member of the Research Advisory Counsel at Massachusetts General 
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Hospital, and on the board of overseers of Scripps Research Institute.  So, 

we’re really glad to have both of these folks from our investment division here 

to share thoughts with you today.   

 

I will jump in on slide three and just kind of real quickly high-level, what is a 

sector?  A sector is, you know, just basically a grouping of stocks with similar 

business characteristics.  There’s a few different sector classification 

frameworks out there on the market.  The most widely followed is GICS, which 

stands for Global Industry Classification Standard, it’s a joint venture by MSCI 

and S&P, two of kind of the leading index providers in the market.  But the 

framework essentially helps supply a consistent framework across the universe 

of global stocks, to put all of them into sectors and then work granularly into 

industries as well.  So, we’ve got a couple of examples on this page but if you 

think about a stock like Apple, Apple’s been in the technology sector, and then 

can even be broken down further into an industry within the tech hardware 

industry.   

 

I’ll advance slides again on slide four.  And this just shows you kind of high-

level, a recap of sectors across the market.  There are currently 11 GIC sectors 

we show here, so things like financial, utilities, healthcare.  I think one 

important thing to note is kind of as the world and markets evolve, the GICS 
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framework has made some updates to kind of stay current with the evolving 

nature of the markets.  So, some examples would be in 2016, real estate was 

actually carved out as its own standalone GIC sector.  It was formerly a part of 

the financial sector.  And then in 2018, the telecom sector was expanded to 

become communication services and pulled in a number of the kind of 

internet communication stocks formerly in tech, such as Google and 

Facebook.  So that’s kind of high-level, you know, what sectors are on slide 

five.   

 

Just quickly, why sectors matter.  We think they’re really four key reasons why 

sectors matter.  The first would be that they’re a significant driver of stock 

return.  So, if you look at a statistical analysis of stock returns across the 

market, on average the biggest single driver of a stock’s performance, after 

company specific factors, is the sector in which it operates.  And kind of the 

sector contribution is as large as the size of the company and whether its 

growth or value is combined.  So really an important driver of overall returns.   

 

Sectors also have clear patterns of risk and volatility.  You have some sectors, 

like technology, tend to be kind of year-in, year-out among the most volatile.  

At the same time, you have a sector like utilities that’s consistently less volatile.  

So, sectors can be used to tilt toward one of those sectors to either increase or 



4 

 

decrease the volatility in your overall portfolio.  Sectors also have relatively low 

correlations, particularly relative of the style box framework.  You have lower 

correlations on average among sectors.  So, a great place to add some 

diversification to your portfolio.   

 

And then perhaps most importantly, the sector framework is just a kind of 

intuitive, stable classification framework.  So, with sectors you really know what 

you own and that is, at the end of the day, really important in investing.  I’ll 

also mention that sectors can be used to pursue specific outcomes in your 

portfolio.  So, an investor looking for growth might want to add to an area like 

biotech.  An investor looking for income or dividends might think about a 

sector like real estate, that’s historically had higher dividend yields.   

 

Now I just get in on the next slide, on slide seven, a bit about the resources we 

have available here at Fidelity to help you with sector investing.  I think, first 

and foremost on this slide, I’d point out just our range of sector industry funds 

that we have available.  So over 40 funds in total.  We’ve got the 11 GIC 

sectors covered, and then numerous industries within each of these sectors.   

 

We also have a range of sector ETFs as well.  We’re really proud to be kind of 

high near some sector investing, so this is an area that we’ve been in for a 
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number of decades now.  Some of these sector funds actually date back to the 

early 1980s, just to give you a sense of when we started to roll these out.  If 

you go to Fidelity.com, we’ve got a number of resources there to help you 

research and better understand sectors.  So here on this next slide, eight, if 

you go to Fidelity.com/sectors, we’ve got kind of an ecosystem of research 

and resources, articles to help you understand sector investing.   

 

Slide nine, we highlight, you know, something that is kind of a perennial 

favorite with customers, the Quarterly Sector Update.  This is something 

featuring Denis Chisholm, our sector strategist at Fidelity.  She puts out a 

quarterly update on sectors and has a quarterly webinar here, which is always 

interesting to tune in for, to hear Denise’s latest thoughts across sectors and 

then there’s typically kind of a deeper dive into an individual sector.   

 

And then finally in terms of resources, on slide 10 here, this is one of my 

favorites, but we have a feature within you Fidelity account called the Guided 

Portfolio Summary, and you can actually look at your portfolio on a look-

through basis and look at your sector exposure relative to a broad-base market 

index.  So, if you go Fidelity.com, go into your account, click the analysis tab, 

then stock analysis, and then sector, you’ll see this chart show up for your 

account.  And, yeah, we’ll just take this example here.   
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If you look at this portfolio, this investor’s underweight healthcare and 

underweight real estate relative to the broader market.  So maybe that’s 

intentional, but maybe that’s an underweight that that investor wasn’t aware of 

and they might want to consider adding to healthcare and real estate.  You 

know healthcare maybe with a biotech fund, real estate perhaps with, you 

know, a broader real estate fund.  Just as a couple of examples of ways that 

you could potentially close some of that gap or some of that underweight.   

 

So that’s our quick kind of recap why sectors matter, resources we have 

available for you here as Fidelity clients.  I’ll next turn things to Andy Rubin and 

Andy’s going to do a deep dive into real estate. 

 

Andy Rubin: Thank you, Chris.  Thank you all for being here.  Nice to be with you.  

Just alluding to that prior slide with the hypothetical investor’s allocation, that 

investor with, I think, it was either zero or near-zero real estate sector 

exposure, would be behooved to consider a strategic allocation to the space.   

 

And here on page 11, our prominent fund, the Fidelity Real Estate Investment 

portfolio, is our oldest real estate-focused fund at Fidelity.  We were one of the 

first entrants in the dedicated real estate mutual fund with this offering in 1986.  
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A very long history.  And I would also note Steve Buller, who has managed this 

fund, who manages the fund today, has done so since 1998.  So, a great deal 

of continuity there.  It’s a very compelling option within the real estate peer 

space.  I would certainly encourage everyone to give it consideration.   

 

Turning to page 12, I’ll sort of begin my prepared remarks with what we see as 

really the six primary potential benefits of why an investor might consider 

investing in listed or public real estate security, specifically through real estate 

investing trusts, or REITs.  The first three central benefits here I would describe 

as really applying to all forms of commercial real estate investing.  So, whether 

it be through the public securities market, or also through the direct or private 

market where an investor may own a single property, or multiple properties.   

 

But the top three benefits, number one, diversification.  There historically has 

been very low levels of correlation between the performance of real estate 

securities, REITs specifically, to that of traditional stocks and bonds.  And so, 

what that has meant is that including these securities in a diversified portfolio 

has tended historically to enhance return and reduce risk.   

 

Second, income.  Commercial real estate is the quintessential income-

producing asset and so REITs as a form of commercial real estate investment 
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exhibit those properties.  REITs by law are required to distribute the majority of 

their earnings to shareholders in the form of a dividend, and so this has 

resulted in persistently above-average dividend yields relative to average 

stocks.  This has helped not only to generate this steady income stream for 

investors but help to reduce the overall sort of risk profile or volatility of these 

stocks’ returns.   

 

Thirdly is inflation protection.  The historical returns of REITs have out-paid 

inflation, and that’s not dissimilar to most forms of public equities, but 

specifically with REITs, you benefited historically from the fact that commercial 

real estate prices, the values of the underlying assets that these companies 

own, have tended to move with prices in the overall economy.  And 

furthermore, the lease structures that these companies have in place on their 

specific properties, generally have what were called “step-ups,” whereby even 

during the course of a long-term lease, you typically see annual escalators 

where the rental rate steps up by some rate of inflation plus a little bit more 

typically.  So that helps to sort of protect against inflation as well.   

 

The final three benefits on this page, I would describe as being more specific 

to lists that are public REITs and pretty unique to this form of real estate 

investment.  The fourth one, performance, as we’ll see in an upcoming slide, 
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the long-term performance record of REITs is really commendable versus 

other asset classes.  The way we show it on the slide I’m alluding to, also 

though, versus other forms of commercial real estate investing, they’ve really 

generated a superior return over the long-term.   

 

Fifth is liquidity.  What’s unique to REITs is that they are publically traded 

stocks.  So, they offer the constant price discovery and daily liquidity that 

national stock markets do in exchanges.  This is different than other forms of 

real estate, many of which can be very illiquid.   

 

And then lastly, transparency.  Again, being publically traded companies and 

stocks that are registered to the FCC, investors have full transparency into 

these businesses, the properties that they own and operate.  This stands in 

contrast to some forms of commercial real estate investing, private funds, for 

example, that may be much less transparent and opaque, where an investor 

really doesn’t have a look-through into the underlying assets and is more sort 

of taking a leap of faith.  This epitomizes the transparency of the public 

markets.   

 

Turning to the next page.  Kind of getting out the question of “What is a REIT?” 

for those who may be less familiar.  In its simplest form, REITs are purely 
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companies, or in this case, the stocks of companies that get favorable tax 

considerations from the IRS in return for offering investors an easy way to get 

commercial real estate exposure.  And, as I mentioned on the prior page, to be 

a REIT, a company must distribute the vast majority of their earnings to 

shareholders in the form of a dividend.   

 

Today, you can see 179 publically traded, what are called “equity REITs.”  So 

specifically that would be REITs that own property in the US, there is another 

flavor of REITs known as “mortgage REITs” which is different from this 

category, but for the purposes of today’s discussion, and the purpose in terms 

of the investment focus of where Fidelity and the Fidelity Real Estate 

Investment portfolio, specifically, is focused, that’s the primary universe there, 

those 179 publically traded equity REITs.  And that market from an equity 

market capitalization standpoint is quite large today.  You can see in the chart 

in the lower right, the black line corresponding to the right-hand axis, north of 

1.2 trillion of equity market cap today, so quite a large market.   

 

A few other comments here, while we’re on 13, REITs own a, it’s a minority, it’s 

closer to 15 percent, the slide says, “more than 10.”  Call it roughly 15 percent 

of the total US commercial real estate market value today.  Generically, it tends 

to be the highest quality, best located real estate of that total.  So, you do tend 
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to get subjectively some of the best real estate when you invest in the listed or 

public REIT market.  And you can see in the pie chart lower left that the REIT 

market is quite heterogenous.  There’s a diversity of different property types 

that comprise the market and you can see those, it’s quite a balanced mix.   

 

I would even add that, more recently in recent years, the list has expanded 

beyond the seven groups you see included here to include various, more 

specialized property sectors, a couple of which actually I’ll highlight at the tail 

end of my remarks.   

 

Turning to 14, I mentioned the strong historical performance that REITs have 

generated over time.  You can see here over various short- and long-term time 

periods, we’re showing you the return of publically traded REITs in the first line 

and how those returns compare to other major asset classes.  And you can 

see, you know, a few things.  I would start on the left and show you that last 

year, the one-year period would include like the calendar year 2019, you can 

see that REITs generated almost a 29 percent total return, or at least the index 

we’re showing here did.  That was sort of the second-best performer relative 

to this list, the S&P-500 was a standout.   
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Over the shorter term period, really the three and five, you’ll notice that REITs, 

if you look at the three and five, specifically, generating an average annualized 

return, high-single, low-double digits, what I would describe as a very strong 

return similar to its long-term returns.   

 

Interestingly, though, with the strength of the broad equity market over three 

and five-year periods, REITs actually lagged the S&P over those periods.  But I 

think what’s most important is really the middle to right-hand columns as you 

get out over the very long-term, specifically 20, 25-year periods, and you’ll 

notice that the annualized return for that REIT index is the number one 

performer -- has been over the 20 and 25-year periods.  So I think a real 

commendable long-term return, that kind of low double-digit, 10, 11 percent 

annualized return that you see over the 20, 25-year period is really reflective, I 

think, of the capital appreciation potential of high-quality commercial real 

estate plus, of course, the importance of the dividend.  And so, these returns 

would include the reinvestment of dividends over the long-term and kind of 

shows you the compounding power of that.   

 

Okay, so changing gears here as I move to slide 15, the next few slides cover 

broad fundamentals of US commercial real estate.  Here you can see that 

there’s been strong demand for all forms of commercial real estate for several 



13 

 

years now, for an extended period, and this is evident by the two charts here 

on 15.  The left-hand chart shows you aggregate occupancy for the public REIT 

group.  So, this comes right out of those public REIT earnings announcements 

in the reported financials that these companies deliver.  And for a number of 

years now, the aggregate occupancy rate for the properties owned by these 

REITs has trended right along, right around 95 percent, which is a historically 

high level.  You might define that as “full occupancy.”  And that’s evidence for 

this real strong amount of demand for these various flavors of commercial 

property that these companies own.  On the right-hand side, NOI stands for 

Net Operating Income growth.   

 

You can see that for going on 11 years now, these companies have been 

generating positive NOI growth.  And so, part of that has been fueled by the 

chart on the left, whereas occupancy for a number of years earlier this cycle 

was rising, as those spaces began to fill up, that was a natural tailwind to these 

companies and a wider cash-flow growth.  But over the last 5, 6 years where 

occupancy has been more flat at around 95 percent, NOI growth has remained 

positive and this has been due to REITs’ abilities to push rental rates higher.  

So rental rate growth has occurred across the country and across these 

different property types.  That growth has slowed a bit.  So, the bar’s NOI 

growth has been more moderate around three percent the last few years, but 
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generally, the expectations going forward here in the near-term are for NOI 

growth to remain sort of range bound.   

 

So, we continue to find ourselves, you know, chugging along here at this point 

in the cycle with, again, good, firm demand for commercial property.  Turning 

to page 16, the other side of the real estate fundamentals, sort of, view would 

be supply.  So, the strong demand we covered on page 15 has been very 

balanced.   

 

As supply this cycle -- and I’m speaking specifically to the chart on the left here 

-- while supply of new commercial real estate in the US has risen, certainly 

relative to the lows of ’09 and ’10, you can see here that the blue line this 

entire cycle has remained below the long-term historical average.  So, what 

that means is while we have increased the level of supply off of historical lows, 

we are still really undersupplying the market.  And that’s actually a very 

positive thing.   

 

You can look back on this chart and see various points in time many years 

back, from prior cycles, when supply did get a bit ahead of itself when it 

exceeded long-term historical average.  And that was oftentimes the harbinger 

for sort of the end of prior cycles, where we oversupplied the market, demand 
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couldn’t keep up with that supply, and that was historically a negative 

occurrence.   

 

Today, strong demand, again, balanced by low supply, I would even argue, 

you know, historical average at about one-point-seven, you could even 

compare current levels to an equilibrium level more like two percent that we 

think is sort of the balance that the economy needs.  One percent of that 

coming from population growth.  One percent needed to replace obsolete 

buildings.  So, so long as you’re below that two percent equilibrium level in 

our eyes, or you could be more conservative and say one-point-seven, that’s a 

very positive thing.  So, things are very balanced from a fundamental 

standpoint.   

 

Page 17 is showing you data for again the public equity REITs in the US and a 

year-by-year type of lookback at the amount of capital -- debt and equity 

capital that these companies have raised.  Because REITs, as I mentioned, are 

required to distribute most of their earnings as a dividend, they tend to be 

active capital raisers, and equity and debt issuers.  And last year was certainly 

no exception.  You saw record debt and equity capital issuance from these 

companies.  That was really driven by historically low interest rates, so very low 

debt costs, but also low equity capital costs, and said differently, with the 
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strong performance of REIT stocks and strong share price values, that gave 

REITs a favorable equity cost of capital.   

 

So, they issued a significant amount of capital, and what they’re doing with the 

capital is they’re putting that capital toward development of new property, so 

they are building selectively in certain areas and certain property types.  

They’re redeveloping or putting money back into their existing assets to 

improve them, and they’re also acquiring assets from private owners of 

different forms.  And what this is doing is it’s fueling earnings and earnings 

growth, and earnings growth potential.  It’s also fueling the growth and the 

value, what’s called “Net Asset Value” of the property assets they own, and 

this can be a very sort of voracious type of positive cycle when this occurs.   

 

And so, as they issue capital, they do it accretively, and they improve earnings 

and asset values that can be very powerful.  We use a treadmill analogy to 

describe the fact that they can continue to do that.  What that does is that it 

drives stock prices higher, or historically it has.  And that can be a very 

powerful dynamic.   

 

So, we think we’re at a point where we’re very much in the midst of that type 

of cycle and there’s the potential that, you know, could be prolonged.  Turning 



17 

 

to page 18, this slide looks at valuations for REIT equities.  And there’s many 

ways to value REITs.  Here we highlight two specific ways that we think are 

quite prominent, particularly in the recent history.   

 

On the left-hand side, this chart values REITs by looking at their dividend yields 

relative to the 10-year Treasury bond yield.  And you can see, at the end of the 

year -- the end of 2019 -- REIT dividend yields, minus the 10-year treasury yield, 

that spread was 2.11 percent.  And that’s historically widespread and that 

compares quite favorably to the historical average spread of 1.32 percent.  So, 

what this means is that when you think about REITs as a dividend or income-

oriented investment, which many investors do, as an alternative to something 

like 10-year Treasury bonds, the yield available here is quite favorable.  So, this 

would suggest that REITs are potentially attractively valued.   

 

Interestingly, if you were to do a similar comparison not to Treasury yields but 

to corporate bond yields, which is also a typical comparison, the picture would 

look even more favorable.  As corporate bond yields are historically low for 

similar reasons to Treasuries, but corporate yield spread, the other piece to 

corporate bond yields, they’re historically narrow as well, so through that 

income or yield lens, investors have been feeling that REITs are quite 

attractively valued.   
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The chart on the right looks at things a different way.  It looks at where REITs 

trade relative to NAV, or Net Asset Value, said differently, where the REIT 

stocks rate relative to the underlying value of where their property assets 

would trade in the private market.  Historically, REITs have traded at a slight 

premium valuation, two-point-one percent.   

 

As of the end of 12/31, per the source we’re using here, REITs were trading at 

about an 8 percent premium, so a slight relative premium to that historical 

average.  That would actually suggest a slightly rich valuation through this lens.  

I think when you average the two together, and there are other ways to value 

REITs, but when you sort of think about these two views together, you might 

draw the conclusion that REITs are somewhat favorably valued.  Or fairly 

valued rather, excuse me.  But as I pointed on a prior page, I think the power 

of REITs issuing capital and doing a creed of external growth-oriented activities 

with it, that could be a positive long-term, even with a somewhat fairly valued 

type of backdrop as exhibited by these two charts.   

 

The final two pages here that I’ll speak to before turning it over to Rajiv, look at 

two themes.  Page 19 here specifically focuses a theme within the broad 

industrial REIT camp, specifically warehouse or logistic REITs.  There is a 
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burgeoning segment of the public REIT market that includes companies 

owning facilities, warehouses, logistical facilities, critical part of what in recent 

years has really been the backbone of the global commerce and trade 

ecosystem, specifically with the growth of ecommerce.   

 

This has been a very topical area of our market and we think a real strong 

secular growth trend.  Companies that own well-located, industrial facilities, 

that are close to population centers of which the public REITs that own 

industrial and warehouse REITs, tend to be disproportionately exposed to, 

have performed very well and we think have a good potential to continue to 

perform well.  The fund historically has invested in this space.  It certainly may 

continue to do so.   

 

I think the chart on the right is quite interesting as it shows you the percent of 

total retail sales that ecommerce makes up, which is that blue line at the top.  

It’s been growing at quite a brisk rate.  And expectations are that this rate will 

continue to grow at a brisk pace, I think most sources -- many sources -- would 

tell you that as you look out even beyond 2021, you can expect ecommerce to 

represent well into the north of 20 percent of total retail sales, and so 

benefiting from these trends are companies again that own well-located 
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industrial logistics facilities.  Again, of which the fund has participated and 

benefited from.   

 

Finally, on page 20, another thematic opportunity in the sector exists in an 

area known as data centers.  These, as the description mentions, are 

centralized locations housing computer networking equipment.  This is really 

benefiting of course from the ferocious appetite for data and data 

consumption.  And this is a burgeoning segment of the REIT market.  I would 

say similar things that the fund has over time had meaningful exposure to the 

collection of data center REITs, which have been benefiting from the 

continued usage and growth of internet traffic.   

 

And similar to the chart on the prior page, the chart here on the right is 

showing you this -- not surprisingly -- this considerable expectation for global 

internet traffic that has shown little to no signs of slowing.  Data center REITs 

have been real beneficiaries of this trend and represent, we think, compelling 

opportunities in the market.   

 

So finally, page 21 just summarizes some of our big picture views.  

Fundamentals in commercial real estate broadly are fairly favorable, as I said.  

Issuance of debt and equity capital was a record year in 2019.  The public 
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REITs continued to have great access to capital and they’re doing very 

accretive things with that capital.  Valuation I would say is fair.  The one metric 

we looked at was quite positive, the other metric was a bit more tempered, 

but overall, I would say fair.  And I do think the defensive aspects of REITs and 

real estate could be quite sought after, particularly if we find ourselves down 

the road in a choppier broad market than we’ve really seen in the recent past.   

 

And I think from a Fidelity real estate investment portfolio standpoint, we 

remain flexible in the current environment so we are not trying to be beholden 

to one type of investment style, we tend to be quite balanced in looking for 

opportunities across the space, not favoring necessarily a value or a growth 

approach, but really letting the market dictate opportunity.  It’s behooved us 

since 1986 with a real strong long-term track record.  We feel confident in its 

viability going forward.  So, I’ll conclude my remarks there and turn it over to 

Rajiv in our biotech doc. 

 

Rajiv Kaul: Terrific.  Thanks a lot, Andy.  That was great.  I’m very privileged as well to 

talk to all of you about biotechnology investing and the biotech fund today.  

My approach here is going to be less chart-specific, more conversational.   
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One of the key things that I’d like to communicate to shareholders is why this 

is a great time to invest in biotech, especially if you take a three- to five- to ten-

year view.  What do these companies do and why are they so fundamentally 

important to all our lives.  And why Fidelity really is the highest among the best 

research capabilities, and team, and expertise, and a long-term track record in 

this field, and among the best in the world.   

 

I’m going to start by wishing everyone a very happy Valentine’s Day today.  

And think about that for a second.  The best Valentine’s gift that anyone can 

give or receive is, what is the most fundamentally important thing to life, which 

is health.  I see when a new child is born, the parents -- the one thing that they 

make sure that every new baby is a healthy set of genes and a healthy biology 

so the child is not going to be sick, and it can grow up into a healthy adult and 

live as a fully functional, healthy individual.  When one thinks of our elderly 

parents, it’s the same thing.  It’s not an iPhone or a self-driving electric vehicle 

that is the most important, or desired, or most sought out wish, I think the 

most fundamental wish is good health.   

 

And if one has good health, then everything comes after that.  And that, I 

think, is the purpose of what we do here in the biotech fund.  We’re investing 
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in the best companies in the world that can really create novel, breakthrough 

drugs that can prevent disease and cure disease.   

 

2020 is a really exciting period in the evolution of human history to really start 

making a huge dent in improving people’s lives.  Today in the world, heart 

disease is still the number one killer.  You know, one out of four Americans -- 

one out of four deaths in America is from heart disease.  There’s over 600,000 

Americans that die every year from heart disease.  There’s 500,000 people that 

die from cancer every year in the United States.  That’s almost the population 

of the Greater Boston area.   

 

As the population ages, baby boomers turn 65 at 10,000 per day, the need for 

better healthcare for the elderly is growing exponentially.  And this is not only 

true in the United States, this is a global problem as the world’s population 

ages.  There’s 500,000 new cases of seniors with Alzheimer’s being diagnosed 

every year.  And currently there are no solutions for Alzheimer’s.  Every three 

seconds, someone in the world develops dementia.  These are real 

fundamental challenges.  And the only we’re going to prevent these diseases 

and cure diseases -- and coming back to this -- is investing in the success of the 

biotechnology sector and what these companies are striving to do.  You know, 

create breakthrough drugs to address these big areas upon met need.   
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This is a story of innovation and a story of hope.  It’s also -- and I say this in a 

very non-partisan way, not Republican, not Democrat -- it’s also a really 

amazing American story.  This industry’s only about 30 years old.  Most of 

recent innovation in world, 85 percent of all new drugs, come out of the 

United States.  And it’s really the testimony of our great ability to fund NIH, of 

our academic institutions -- which do a lot of great fundamental research in 

biology, and chemistry, and medicine across the entire country -- and the 

entrepreneurial spirit, the venture capital, risk-taking mentality of investors and 

the public markets.  Nowhere in the world has this environment been better 

than here in the United States to invest in this industry.  And for shareholders, 

this has also been a great place for returns.   

 

Over the last 10 years -- and I tend to think about this industry in a very long-

term perspective -- in the last 10 years, the fund for example, has had an 

average annualized return of 17 and a half percent.  Now, you know, it’s very 

hard to predict the future, but I would say that given the state of innovation, 

the rapid progress in technology, our understanding of sequencing the human 

genome, of the great cost reductions that are allowing personalized medicine 

to take place very rapidly.   
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Cancer diagnostics and new ways to develop breakthrough innovations like 

gene therapy, replacing genes, CRISPR editing, which is a way to edit genes, 

as well as a bit of more traditional, more targeted, protein replacement 

therapy.  These are all coming together, and this bodes really well for 

innovation, new drugs over the next three to five to ten years.   

 

And there’s great examples of success already.  Hepatitis C has been, up until 

the last three years, a mega cost problem for the healthcare system and with 

over 100 million people diagnosed with Hepatitis C in the world, it could’ve 

been a major public health issue.  People that have contracted Hepatitis C in 

the course of their life, after the age of 50, have a very high risk of getting liver 

cancer and liver transplants.  There’s 12 million people that were diagnosed 

with Hepatitis C three years ago.  Owing to the great innovation -- and I’m 

using this as an example of the great innovation coming out of the biotech 

industry -- a company like ILiAD, where we’ve been a long-term shareholder 

was able to come up with one pill, once a day, twelve weeks of treatment, and 

we have now cured the disease.   

 

The progress is all around us.  When you look at cancer, death from breast 

cancer has declined by 40 percent over the last 20 years.  Certainly, genetically 

defined populations like HER2-positive breast cancer twenty years ago, this 
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was the deadliest form of breast cancer.  If a woman was diagnosed with 

disease, the life expectancy was two to four years.   

 

Today, with some of the targeted medicines that have developed by the 

biotech industry in the last twenty years like Herceptin and PERJETA, for this 

particular form of breast cancer is essentially, for a lot of women, they’re now 

disease-free out fifteen to twenty years, which is trending towards a cure for a 

lot of these women.  Prostate cancer deaths are also down by 50 percent.  And 

early diagnosis has really helped in driving major advancements in the medical 

field.   

 

So why invest in biotechnology?  Because we are faced with some mega big 

problems around health and an aging population.  And really this is the 

industry that provides the solutions.  And the solutions are now taking place -- 

that’s the second point I want to make on this slide -- in terms of personalized 

medicines.  This is really the culmination of a lot of forces coming together 

over the last 20 years.   

 

In the year 2000, government and industry came together and sequenced the 

human genome.  Now it’s 20 years later.  And what are we seeing?  We’re 

seeing that, amazingly, diseases with single genetic defects like spinal 
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muscular atrophy, this has been the number one cause of mortality among 

newborn kids dying.  This disease has essentially been cured with a new gene 

therapy treatment.   

 

A company that we owned in the fund called AveXis, that went from 400 

million to 8 billion in three years because they were able to engineer a virus to 

replace the defective gene in newborn children, was acquired by Novartis for 8 

billion a few years, is another shining example of how this severe monogenetic 

disease in these patients has now been -- these kids, are they’re giving this 

gene therapy early enough, they essentially grow up, hopefully, to be 

normalized children.  There are numerous examples of this.   

 

In 2019, one of the big holdings in the fund was Spark Therapeutics, this was a 

5x return for our shareholders over the last four years.  Roche acquired that 

company for 5 billion.  They’ve developed a gene therapy.  Again, a one-time 

treatment to replace the defective gene in hemophilia patients, a mega 

problem for those where the blood is not able to clot.  And now, with the 

replacement of the gene, a one-time therapy potentially can cure the disease.  

Same thing for rare problems of blindness in children.   
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And another great example is in cystic fibrosis.  Cystic fibrosis is an area where 

a company like Vertex developed a treatment to treat a rare genetic disease 

and patients with those particular mutations have done extremely well.  

There’s a chart here that shows the returns to shareholders when you’re able 

to find these stocks and invest in companies of these breakthrough medicines.  

Vertex has been a long-term holding in the fund.  We’ve actually owned it for 

over 15 years.  And you see that it’s had over 2x to 3x the return of the average 

biotech index, and four to five times the average return of the S&P 500.   

 

And this is the thing in the biotechnology index -- in biotechnology investing -- 

being able to pick the stocks is really important.  What’s peculiar about the 

biotech industry is that every company is different.  Because every disease is 

different.  And a company that’s developing a cure for cancer has to have a 

very different set of scientific principles driving its drug development than a 

company that’s trying to develop a cure for coronavirus, for example.  While 

there certainly are some overlaps, the skill set and the experiments that need 

to be done, the clinical trials, the physicians that treat these patients to 

diagnostics, and the diseases of itself are very, very different.   

 

So, the key here is to be able to have an expertise -- which we do at Fidelity -- 

that can select from the hundreds of biotech companies that are out there and 
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pick these long-term winners.  And I’m proud to say that the fund has a strong 

record in consistently doing that over the last several decades now.   

 

The other point I want to make is, as a result of all this innovation, the industry 

is growing very rapidly.  What you’re seeing is over 80 to 100 new biotech 

companies that are being started every year.  82 to 100 new companies being 

started implies that over the next five to ten years, you’re going to have 

another 500 to 1,000 new biotech companies that are going to go after some 

of these very-difficult-to-treat diseases that we’re talking about.  There’s over 

400 publically traded biotech companies.   

 

So, what is the strategy of the fund?  The strategy of the fund is to pick the two 

to five percent of all these new companies, like the example of Vertex, the 

slide we just showed you, and own them for a long period of time.  And if 

we’re able to do this sustainably over a long period of time, we should be able 

to continue to have our standing return for our shareholders.  The number of 

R&D projects in the industry has grown very rapidly, over 100 percent in the 

last 10 years.  The cost of sequencing, as I mentioned, has come down very 

rapidly.   
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So, there’s a huge amount of genetic information that’s being provided on a 

patient level so that scientists can have more information to make patient-level 

discoveries, and doctors can be able to come with medicines that are directed 

toward specific solutions.  And the growth potential in the next few years is 

enormous.  If you look at NIH data, less than five percent of all the genetic 

diseases so far have been treated.  Less than five percent of all proteins have 

been drugged.  And we’re surely at the early stages of being able to solve a lot 

of these complex issues.   

 

The result of all this innovation really, at the end of the day, has been a huge 

impact on life expectancy.  Over the last 70 years, life expectancy in the United 

States has doubled.  Advancements in heart disease, like we discussed, and 

cancer, and breakthrough drugs historically like Penicillin, vaccines, and 

improved medical care in general have all really been major contributions to 

driving this doubling life expectancy.  And the economic value generated to 

society from these breakthrough innovations has also been very significant.  In 

fact, 50 percent of global GDP growth in the last 70 years has come from this 

doubling of life expectancy.   

 

So, there’s a real economic value in addition to the human benefits in 

biotechnology.  And I point this out because one of the most frequently asked 
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questions I get is “How is society going to pay for all these medicines, given 

the cost of healthcare?”  And certainly, that is a major challenge for the 

industry.  I would like to point out though that the companies that we invest in 

the biotechnology industry are a major part of the solution.  Less than 10 

percent of all the money we spend on healthcare are in innovative 

biotechnology companies.  And these are the companies that keep people out 

of the hospital.  They are the companies that can cure diseases.   

 

So, while a healthy debate will continue, the most likely outcome is that 

society will find a way to reward innovation and risk-taking.  There have been 

some bad practices in the industry around the 2016, 2017 time period, around 

raising drug prices on old drugs.  We have not invested in most of those 

companies, being really focused on selecting companies that are truly focused 

on breakthrough science with drugs that can dramatically improve patients’ 

lives, focused on toward curing disease.  As a result of that, the payers see a 

real return in paying for these therapies and not focusing on companies that 

raise prices on older drugs.   

 

The final point I’ll make is in picking these stocks, portfolio construction and 

risk management is very important.  There’s a lot of hope and hype in the 

biotech industry, naturally, since they address such fundamental human 
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needs.  But being able to pick the company with the right management teams, 

being able to manage downslide risk, being a data-driven investment where 

it’s the quality of the data around a molecule and the human clinical data that 

really drives the investment process, being sensitive to valuations, using 

volatility to our advantage, and taking really a long-term view -- because it 

takes five to 10 years to develop some of these breakthrough medicines -- and 

sticking with the winners long-term have really been keys to success in the 

biotech fund, and should bode well for the sector.   
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