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Inspired by Change, Driven by Growth.Alger is a signatory to the PRI and carbon neutral.

Source: Empirical Research Partners and the National Bureau of Economic Research Analysis.  Valuations are based on the ratio of R&D
spending during the past eight years to the total market value of a company's equity. The eight-year timespan was chosen by Empirical 
because that is the period of R&D which they think is relevant to shareholders (older R&D doesn’t have value). The eight years of R&D 
spending is in the first data point on the chart and all the data points. Each data point on the chart looks at trailing eight years of R&D to 
market capitalization. 
¹ Equally-weighted data. 

Attractive Biotech Valuations?
Valuations of Large Cap Biotechnology Stocks Relative to the Broader Market1

1996-May 2022

-5%

0%

5%

10%

15%

20%

20222020201820162014201220102008200620042002200019981996

RECESSIONS

Less 
Expensive

More 
Expensive

•   Over the past year, many investors shunned companies lacking relatively high current earnings 
that may have strong growth potential. As a result, those types of stocks experienced the largest 
declines during the past year’s market selloff. Biotechnology stocks as measured by the NYSE Arca 
Biotechnology Index (BTK) were notable laggards relative to the S&P 500 Index as these companies 
tend to have either no earnings or relatively low current cash flows.  

•   Since biotech companies generally tend to lack current profits, looking at the ratio of the past eight 
years of R&D spending relative to equity prices sheds light on how many investors are valuing drugs 
in the pipeline that have potential for government approvals. We believe, the higher the ratio, the less 
value the market is putting on drug development efforts. 

•   As shown in the chart above, among the largest 750 companies, R&D spending as a percentage of 
market capitalization for biotech companies relative to large caps is the highest in at least a quarter 
century, which we believe makes the stocks potentially attractive for investors looking to profit from 
the advances being made in harnessing organic materials to improve our lives.

Organic Growth?
One of the hardest hit areas in the markets has been biotechnology. These stocks have materially 
underperformed the broad market over the past year, but how appealing have their valuations 
become?
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The NYSE® Arca Biotechnology Index is an equal dollar weighted index designed to measure the performance of publicly traded companies in the biotechnology industry 
that are primarily involved in the use of biological processes to develop products or provide services. The S&P 500 Index is an index of large company stocks considered 
to be representative of the U.S. stock market. S&P 500 Index performance does not reflect deductions for fees or expenses. 

The views expressed are the views of Fred Alger Management, LLC (“FAM”) and its affiliates as of July 2022. These views are subject to change at any time and may not 
represent the views of all portfolio management teams. These views should not be interpreted as a guarantee of the future performance of the markets, any security or 
any funds managed by FAM. These views are not meant to provide investment advice and should not be considered a recommendation to purchase or sell securities. 

Risk Disclosures: Investing in the stock market involves risks, including the potential loss of principal. Growth stocks may be more volatile than other stocks as their 
prices tend to be higher in relation to their companies’ earnings and may be more sensitive to market, political, and economic developments. Local, regional or global 
events such as environmental or natural disasters, war, terrorism, pandemics, outbreaks of infectious diseases and similar public health threats, recessions, or other 
events could have a significant impact on investments. Foreign securities and Emerging Markets involve special risks including currency fluctuations, inefficient trading, 
political and economic instability, and increased volatility. 

Past performance is not indicative of future performance. Investors whose reference currency differs from that in which the underlying assets are invested may be 
subject to exchange rate movements that alter the value of their investments

Important Information for US Investors: This material must be accompanied by the most recent fund fact sheet(s) if used in connection with the sale of mutual fund 
and ETF shares. Fred Alger & Company, LLC serves as distributor of the Alger mutual funds. 

Important Information for UK and EU Investors: This material is directed at investment professionals and qualified investors (as defined by MiFID/FCA regulations). 
It is for information purposes only and has been prepared and is made available for the benefit investors. This material does not constitute an offer or solicitation to any 
person in any jurisdiction in which it is not authorised or permitted, or to anyone who would be an unlawful recipient, and is only intended for use by original recipients and 
addressees. The original recipient is solely responsible for any actions in further distributing this material and should be satisfied in doing so that there is no breach of 
local legislation or regulation. 

Certain products may be subject to restrictions with regard to certain persons or in certain countries under national regulations applicable to such persons or countries. 

Alger Management, Ltd. (company house number 8634056, domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised and regulated by the Financial Conduct 
Authority, for the distribution of regulated financial products and services. FAM and/or Weatherbie Capital, LLC, U.S. registered investment advisors, serve as sub-
portfolio manager to financial products distributed by Alger Management, Ltd. 

Alger Group Holdings, LLC (parent company of FAM and Alger Management, Ltd.), FAM, and Fred Alger & Company, LLC are not authorized persons for the purposes of the 
Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and this material has not been approved by an authorized person for the purposes of Section 
21(2)(b) of the FSMA. 

Important information for Investors in Israel: This material is provided in Israel only to investors of the type listed in the first schedule of the Securities Law, 1968 (the 
“Securities Law”) and the Regulation of Investment Advice, Investment Marketing and Investment Portfolio Management Law, 1995. The Fund units will not be sold to 
investors who are not of the type listed in the first schedule of the Securities Law.


