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The Life Sciences Market

We believe that the Life Sciences sector is and will continue to be one of the most important sectors in the financial markets globally.  Why?  Because the population in the industrialized world is aging rapidly and over 50% of health care expenditures occur after ones fiftieth birthday.  In conjunction with this mega-trend, we see a strong acceleration of activity in the biotechnology industry that was started 20 years ago by the likes of Amgen, Biogen, & Genenetech, with a growing number of new drugs brought to market every year.  Well before the 1990s it was believed that decoding the human genome would be a fundamental step in developing new, more effective therapeutics.  The first human genome was decoded in 2000 and soon it was realized that this was just a first step with other accomplishments, such as decoding proteins created by our DNA also being critical.  Thus, we entered the age of Proteomics.  Next step?  Understanding how these proteins interact with each other and with other molecules to determine our metabolic processes.   In other words, understanding exactly the mechanisms that regulate the functions of our body.  

Today there are hundreds of companies developing personalized drugs that combat all kinds of pathologies from cancer to cardiovascular diseases to infectious diseases and others.  There are also many companies developing more sophisticated diagnostic systems that will allow us to diagnose precisely at an individual level and personalize therapies more effectively.  At Capitalife we believe that the combination of scientific innovation, the aging of the population, and increasing attention to health and well-being will create not only new medicines, but also new methods of diagnosis, prevention and treatment.  This well in turn have a central role in our lives, communities and the financial markets.

The Financial Markets in Life Sciences during the past 5 years

Due to the long tradition and enormous dimension of health care in the United States, the most important financial market for life science companies worldwide is the Nasdaq.  The dominance of the U.S. is evident not only in sales, R&D expenses and employees of the U.S. biotech sector, which are each about three times as large as the rest of the world combined, but also in the number of public firms, which is about twice the rest of the world.  

If we look at IPOs as an indicator of interest in the sector, the last five years are similar to the rest of the Nasdaq market.  After a strong push from 1999 through the early 2002, there was a period of significant difficulty just starting to subside by the end of 2003.  During the past five years, 139 private firms have made it to market raising over $15 billion, or an average of over $100 million each.

The BTK index can also be used to understand the interest in and sentiment of the Life Sciences market.  Here also we see a strong push that started in 1999 and lasted more or less until early 2002 followed by a period of significant difficulty that started to turn around in mid 2003.  In total, the BTK grew 165% over the past five years, or 21% per year.

Case Study – Genentech

Genentech is without a doubt one of the major success stories of the sector.  Founded in 1976, the company was one of the first Life Science companies to go public in 1980.  In 1982 it was the first to produce a human biotech product: human insulin.  In 1990, one year after the discovery of VEGF (Vascular Endothelial Growth Factor) by Italian researcher Dr. Napoleone Ferrara, Genentech merged with Swiss partner Roche Holdings.  In 1999 the company was again brought public in the U.S. with a new IPO on the New York Stock Exchange at an adjusted price of $31.75.

The past year has been an enormous success for Genenetech due to the approval by the FDA of its Avastin product.  Based on the research done by Dr. Ferrara on VGEF in 1989, Avastin is a new anti-cancer drug that was first brought to the clinic in 1997.  In June 2003, positive results from a phase III trial of the drug raised Genentech’s stock price from around $40 per share to over $70 in just a few days.  Wall Street analysts estimate sales of over $1 billion in just a few years.  Today Genentech is worth over $100 per share and has a total market capitalization of over $50 billion.  

By Dario Bianchi, Marco Bottaro and Lucas Bianchi

Bloomberg – Biotech, Focus Aging Population, March 2004

What’s the next big business in Biotech?  “The cure of diseases related to aging,” claims Dario Bianchi, an investment advisor who understands biotechnology.  He has been living in California for the past 18 years and is a Managing Director of two companies specialized in biotech investing, Capitalife and Siena Financial.  

One promising company in the area of neurological diseases is Neurochem, a Canadian company quoted on the Nasdaq and led by an Italian, Francisco Bellini. Neurochem lead drug, Fibrillex, is now in phase II clinical trials and has obtained “fast-track registration” with the FDA.

In the area of insomnia, we would recall Neurocrine Biosciences, a company listed on the Nasdaq.  The company’s Indiplon product, currently in Phase III tests, has had positive results to date.  This is important because one fifth of the adult U.S. population currently suffers from insomnia, an inconvenience that becomes more acute as people get older.

Which other areas do you find interesting?  Surely diagnostics, where we highlight Virologic, an interesting company with interesting growth prospects.  The company is involved in testing the susceptibility of viral diseases to a certain drug.

Companies highlighted: Neurochem, Neurocrine, Cortex, and Virologic.
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