BIO‐UPDATE

Biotechnology Stock Trading Survey, 2014
Biotechnology companies, especially those that concentrate on developing therapeutic
candidates, tend to experience large moves in value associated with the progress of their clinical
programs. An individual therapeutic candidate can promise billions in potential sales, while the
likelihood of making it from pre‐clinical stages to full marketing approval by the FDA can be de
minimis. Every success or failure on this path can lead to significant changes in value.
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Big valuation shifts present challenges in assess the attractiveness of development stage
biopharmaceutical products. While probabilities of clinical success are well documented, forwardlooking estimates are still highly subjective. For many valuation methods to work property, the subject
company value needs to grow smoothly, without substantial jumps. Quantitative methods such as
binomial or Monte Carlo simulation are flexible enough to incorporate binary outcomes of individual
clinical programs, but require assumptions related to how much an individual stock can go up or down
in response to clinical progress.
We found that the magnitude of stock price moves is hard to predict. Stock prices depend on such
drivers as active pipeline, back-up candidates, platform technology, revenue streams, and collaborative
agreements. Publicly traded stocks can move in anticipation of certain events or be limited as to how
much investors are willing to pay for “good news.”
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The Method
We studied how much biotech stock prices can move in response to news about their pipelines. Our
survey included 88 companies with $5.0 Bn market capitalization or less. 21 months of trading history
was analyzed on a weekly basis. Top data points were studied to understand the reasons for changes in
stock prices. We relied on publicly available information only and excluded those data points where no
public information was available to identify the event that moved the stock.
Observations
General Statistics
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Most stock prices moved due to underlying clinical development events or corporate transactions.



We found 29 instances of weekly stock prices rising 50% or more, and 2 instances above 100%
threshold.



Because our weekly observations did not always capture the full magnitude of stock movement, we
examined the 20 highest performing weeks and identified 5 instances where the stock price moved
up more than 100% in reaction to positive news. 181% was the largest such increase.



We found 9 instances of weekly stock prices dropping 50% or more. 77% was the largest loss
observed.



Most of the up-moves were due to positive news related to Phase 1 and Phase 2 stages of clinical
development.



A greater proportion of down-moves were due to Phase 3 failures.



Our analysis excluded a number of significant Phase 3 up-moves due to the $5 Bn limitation on the
market capitalization of the companies included in the analysis.

For more information contact Max Fonarev of Sorbus Advisors LLC at (415) 898-1098,
max@sorbusadvisors.com.
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