The Shifting Paradigm in Deal
Activity in the Pharmaceutical
Sector:
A Bite-Sized Historical Analysis

2005 – 2012

Steven Muntner,
Analyst, Medtrack

An analysis of deals in the pharmaceutical sector was assembled using Medtrack’s Deals
Analyzer. Medtrack, a leading provider of pharmaceutical and commercial intelligence
information, follows nearly 28,000 pharmaceutical, biotechnology and medical device
companies, 118,000 unique drugs and 100,000 deals including partnerships, mergers,
acquisitions, venture financings, public offerings and private placements for both private
and public companies worldwide.
From 2005 to 2012 the pattern among
nearly 7,000 deals from Medtrack shows
a shifting paradigm among the deal mix
that pharmaceutical companies have been
employing. Historically, large pharmaceutical
companies depended on their own R&D to
supply their drug development chain and
generate revenues. In recent years, acquisitions
increased when R&D pipelines started to run
dry and large pharma began buying drugs
in development and smaller pharmaceutical
companies to sustain their growth and increase
synergies to drive revenue and profitability.
Market financings including initial public
offerings and follow-on offerings in the
public markets and private placements in the
sophisticated investor private market (PIPEs for
public companies receiving investments from
private investors) were initially considered less
popular alternatives.

In 2005 there were nearly 300 acquisitions in the
pharmaceutical space, while only 152 private
placements and two public offerings. Growth
was seen in all categories from 2005 till 2008,
when the market crashed and access to capital
began to dry up. Despite the bear market and
a dearth of new capital, financings continued to
rise, with a marked increase in private placements
from 2008 to 2011, reflecting a 281% rise in deal
volume. Public market offerings also continued
to rise, albeit more slowly, until 2012 when the
market for public offerings exploded with 158 new
deals, up from 68 in 2011, an increase of 232%
year-over-year. Perhaps part of the uptick in public
offerings was facilitated in January 2008 when the
SEC amended the rules for offering securities off a
shelf registration, which lessened the requirements
companies faced while attempting to raise public
financing.

Deal Volume
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Looking at acquisitions, even though the total
number of deals increased from 289 in 2005 to
324 in 2012, the growth was rather modest and
after peaking in 2010 at 460 deals, the upward
trend reversed and the deal volume decreased
yearly from that point forward. Perhaps the 2010
peak in acquisitions could partly be attributed to
large pharma companies using their remaining
cash on hand to buy up smaller pharma

and biotech companies at lower prices than
previously available in the market.
While public offerings and private placements
are not a direct substitute for acquisitions and
are often utilized to fund future acquisitions, it
appears that over the time period in question
acquisitions suffered at the hands of financings.

Deal Break-out by Volume - 2005

Deal Break-out by Volume - 2012
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The marked rise in private placements in the
recession years could be attributed to the lack of
public funding available and companies’ needs
to survive through the dark period. Many of
the smaller pharmaceutical and biotechnology
companies require funding for research and
development and for general operations
regardless of market conditions. It appears
that these companies were pressured to raise
funds from the private investor market rather
than through public offerings, likely in smaller
and more numerous tranches, with higher fees
paid to placement agents while investors were
offered the securities at steeper discounts to
prevailing market prices.

In addition to the higher fees and steeper
discounts, the dilutive effects of the financings
increased through the granting of additional
warrants that became necessary to entice
venture capital and private equity players into
the deals in which hedge funds had been
previously interested. As a consequence of
the decreased level of funding and higher
fees paid, most pharmaceutical companies
likely had less money to fund large
acquisitions during the recession years.

Total $ (mm) Raised Public Offerings/
Private Placements

Total $ (mm) Raised Acquisitions

Total Dollars Raised by Deal Type – 2005 - 2012
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The total dollar value of deals among acquisitions,
public offerings and private placements followed a
similar trend of the deal volume in their respective
categories. Acquisitions started in 2005 with a total
deal value well above both public offerings and
private placements combined. There was a sharp
rise in acquisitions from 2007 till 2009 followed
by a sharp decrease and then a plateau through
2012. Most likely the recession hampered many
acquisitions, and only now are some of these larger
acquisitions starting to take hold once again. The
total funds raised by both private placements
and public offerings increased significantly since
2005, although private placement funding peaked
around 2009 and then decreased slightly through
2012. During the peak years of the recession,
private placements were most likely the only way
to get funds raised and hence tracked acquisition
activity. After the worst of the recession was over,
public market financing activity soared as the capital
markets window re-opened and companies were
able to raise money from the public more cheaply.
Perhaps acquisition activity also suffered due to the
increasing market volatility as evidenced by the rise
in the VIX index from 2005 to 2008.

Investors often affiliate high volatility with
uncertainty and in periods of high uncertainty the
percent likelihood of closing acquisitions is lower.
In October 2008, the VIX peaked at around 79,
as did acquisition activity a few months thereafter.
Perhaps companies associated the peak in the VIX
with an opportunity to make cheaper acquisitions,
as targets’ stock prices experienced a sharp decline
from the mid to end of 2008 (S&P Index trading in
the mid-1400s) until they bottomed out in March
2009 (S&P Index low of around 683).
The compound annual growth rate (“CAGR”)
shown below, reflects the growth rate on a year
over year basis from 2005 to 2012. As evidenced
in both deal volume and dollar value, private
placement and public offering funding soared over
the time period, while acquisition growth remained
relatively stable with a CAGR of only 2.3% from
2005 to 2012. Private placements grew at a CAGR
of 31.8% over the period and public offerings
soared at an impressive 120.9% CAGR from 2005
to 2012.

Compound Annual Growth Rate – 2005 - 2012
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Public Market Financings - Looking Forward
The public markets have seen a flurry of new activity
in the first eight months of 2013, with $1.3 billion in
total deal value recorded between filed and priced
IPOs and follow-on offerings in the month of August
alone. There were 35 new Initial Public Offerings since
January 2013, representing nearly $5.9 billion in total
dollars raised among the companies. In Q2 2013, the
average total return according to Renaissance Capital
improved to 21%, with the consumer, technology
and health care sectors, the lifeblood of the US IPO
market, producing the highest gains. Furthermore,
115 follow-on offerings were priced in the space,
ringing the register with an additional $12.5 billion in
new funding for pharma, biotech and medical device
companies. The backlog of new deals appears robust
and companies and investors alike seem keen to take
advantage of the window opening while they still can.
This analysis begs the question – now that the equity
capital markets have started to improve and access
to public capital is more readily available, will these
private placement deals become less popular due to
their higher implied cost of capital,

larger discounts and fairly illiquid securities, and will
small and large pharmaceutical companies alike be
able to raise larger amounts of public capital to fund
and drive future acquisitions.
If we believe this to be the case, then we would expect
an uptick in public financings followed by growth in
the number of acquisitions as companies could use
the newly raised inexpensive capital to fund synergistic
acquisitions. As economies around the world are
still in different stages of recessions, it is difficult to
predict with any accuracy what the future holds. What
is clear is that pharma and biotech companies will
need continued access to funding to pay for new drug
development and R&D expenses, and they will have to
seek this funding wherever it is available.
For further information on deal trends and financings
please contact a Medtrack sales representative for
a demo of the newly released platform or visit the
website at www.medtrack.com.

6

Appendix I - Public Offering Activity – August 2013

Appendix II – IPO Pricing Analysis – July/August 2013

7

United States
52 Vanderbilt Avenue
11th Floor
New York
NY 10017
USA

United Kingdom
119 Farringdon Road
London
EC1R 3DA
United Kingdom

Japan
Da Vinci Ginza East 7th Floor
5-14-5 Ginza
Chuo-ku
Tokyo
104-0061

China
23rd Floor
China Online Centre
333 Lockhart Road
Wanchai
Hong Kong

Australia
Level 7
120 Sussex Street
Sydney
NSW 2000

www.medtrack.com

Copyright © 2013 Medtrack. All rights reserved.

