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Biotech sector ponders potential ‘bloodbath’
A large proportion of small public biotech com-
panies now find themselves at serious risk of 
going out of business, with not enough cash to 
see them through the next 12 months and neg-
ligible prospects of refinancing. As banks have 
run out of lending money, as hedge funds and 
private equity investors have shut up shop and 
the public equity markets spiraled into a free fall, 
financing options for cash-hungry biotech com-
panies have dwindled. By the end of November, 
total capital raised by the industry had fallen by 
56% from the previous year, according to data 
from BioCentury. By the end of this year, the 
global biotech landscape could look vastly dif-
ferent from the past. 

“The current crisis is unparalleled in 
its scope and severity,” says Gautam Jaggi, 
senior manager at Ernst & Young Global 
Biotechnology, in New York, and it will lead 
to substantial consolidation, restructuring, 
layoffs and delistings (Box 1). According to 
the Biotechnology Industry Organization 
(BIO; Washington, DC), 180 quoted US bio-
tech companies have less than a year’s cash in 
hand—the level at which most CEOs, employ-
ees and investors find themselves swallowing 
hard and considering less palatable options for 
fueling a company. Of these, 120 have less than 
six months’ breathing space (the majority are 
microcaps, Box 2 and Figs. 1 and 2).

“Some companies have already gone under as 
a result of the credit crunch, while others have 
had to scale back their research,” says BIO presi-
dent and CEO Jim Greenwood. Five US biotech 
companies sought bankruptcy protection dur-
ing November alone, after October’s high-profile 
default and bankruptcy of inflammatory disease 
research firm Atherogenics, located in Atlanta. 
Twenty-four small public biotech firms laid off 
workers in the eight weeks between November 1 
and December 5, Greenwood adds (Table 1).

What’s more, average market valuations have 
collapsed. BIO reports that, as of November 24, 
valuations of small caps (it defines small cap as 
a market capitalization of less than $1 billion) 
were down 53% from their January 1, 2008, val-
ues. In fact, BIO says about 35% of the 270 US 
small-caps were trading at below cash in early 
December, meaning stock markets valued the 
firm at less than their cash on hand. 

These depressed valuations mean acquisi-
tion opportunities for the larger pharma firms, 
which are looking for products and companies 
to plump up pipelines at bargain prices. Johnson 
& Johnson’s purchase of New York–based 
Omrix, which makes human plasma-derived 
surgical products such as fibrin sealants, and 
thrombin, as well as immunoglobulins to treat 
immune deficiencies and infections is a case in 
point. The $438 million paid in November by 

the New Brunswick, New Jersey–based pharma 
occurred after Omrix’s shares had fallen about 
40% over the course of 2008. 

But sitting on their slush funds, pharma is 
likely to wait some time longer before it pounces. 
Dennis Purcell, senior partner of venture capital 
(VC) firm Aisling Capital of New York, agrees 
big pharma is circling, but he doesn’t expect the 
mass consolidation that some are predicting. 
Pharma companies typically do one deal at a 

Box 1  Off the exchange 

Nasdaq delisted 81 companies for regulatory issues or noncompliance in 2008 through 
the end of November (268 firms delisted overall, including for reverse mergers and 
acquisitions). Of those, 19 were biotech firms (63 biotechs were delisted for all reasons), 
meaning that 23% of Nasdaq’s regulatory or noncompliance delistings were from the 
biotech industry. BIO says another 86 biotech companies were facing delisting as of the 
beginning of October. 
Against this backdrop, and facing as many as 344 potential delistings across all sectors as 
of October, Nasdaq has said it will ease enforcement in hopes of helping keep companies 
on the exchange. Brady Huggett 

The economic downturn and lack of financing is sending many a small firm to the graveyard.
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time, he says, and “they are all going through 
strategic reviews of their own, aimed at narrow-
ing down their therapeutic areas.” Purcell expects 
investors in many cash-starved biotech firms to 
insist on survival at all costs, by trimming activi-
ties to match cash reserves and thereby living to 
fight another day. “Companies are taking pretty 
drastic measures: delaying projects, cancelling 
early-stage projects, putting capital where they 
get most bang for the buck,” says Purcell. 

The European scene, with its historically 
weaker financing infrastructure, is suffering 
even more than the US. Willy de Greef, head of 
the trade organization EuropaBio in Brussels, 
says next year could be a “bloodbath.” 

“[2008] was already not the best of years 
for new financing rounds, with fewer deals 
being done,” says de Greef. “As for 2009, some 
of these companies are now in deep trouble. If 
the banks are beginning to put down the phone 
on the General Electrics and General Motors 

Table 1  Public companies restructuring 
Year number of public 

companies announcing 
restructurings 

2006 35

2007 57

2008 (first three quarters) 73

Source: BioCentury 

Box 3 Sampling industry opinion

A survey conducted by Avance’s Ralph Villiger drew 142 respondents from the drug 
development and affiliated sectors—47 of them from biotech firms. More than half of the 
respondents said they anticipated being affected by the financial downturn. Most did not 
anticipate laying off employees, but of those who did, the biggest cuts are expected in 
R&D (Fig. 3).

Considering financing, most respondents felt that future money would come through 
joint ventures, licensings and collaborations (Fig. 4). Brady Huggett
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Figure 3  Department of company in which 
respondents expect layoffs.
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Figure 4  Ways in which respondents expect 
company to acquire funding.

of this world, with their huge cash flows, what 
chance do we have in the biotech industry?” 
He adds that biotech is “going to be punished 
with oblivion for reasons over which they have 
exactly zero control.”

The British government has already 
announced fiscal measures to boost innovative 
industries, whereas countries like Germany 
are hesitating but at least making encouraging 
noises. Meanwhile, UK biotech firms are tak-
ing matters into their own hands. Twenty-two 
leaders from its biotech sector signed a dossier 
sent to the UK Prime Minister and the Business 
Secretary. Entitled The UK Biotechnology 
Sector—Recommendations To Transform the 
Industry, the dossier calls for the creation of a 
national biomedical public-private partnership, 
including a National BioMedical Consolidation 
Fund and a National Super Growth Biomedical 
Fund—each worth at least £500 ($742.7) mil-
lion (see Editorial, p. 1). 

In the US, BIO is lobbying Congress for emer-
gency measures to stimulate biotech invest-
ment. It wants capital gains tax on invested 
funds to be temporarily cut or suspended and 
emerging companies to be allowed to receive a 
refund of their net operating losses to set them 
against research expenses. It also wants more 
flexibility on the use of R&D tax credits. But 
Greenwood insists BIO is not asking for a capi-
tal infusion. 

“Entrepreneurs who go into biotech are sur-
vivors, they knew going in it was a highly risky 
enterprise,” he says. “For the most part compa-
nies will survive, they will skinny down through 
the lean times and wait for the recovery.”

Even if most of the industry weathers the 
storm, the effects could ripple out for years. If 
investors aren’t funding today’s startups, it could 
mean a lack of innovation and a dearth of early-
stage products five years down the line. Aisling 
Capital’s Purcell notes that venture capitalists’ 
main priority now is to keep their existing port-
folios healthy. “There is not enough capital for 
everybody in the portfolio, so VC companies 
are triaging to decide where to spend it where it 
makes most difference,” he says. And that doesn’t 
mean startups.

If every downturn has a recovery, then the 
biotech sector must simply hold on. But it will 
not come tomorrow, as most estimates put any 
reversal at least six months if not more than a 
full year away. Those companies not already 
affected are anticipating the blade (Box 3 and 
Figs. 3 and 4). However, E&Y’s Gautam Jaggi 
believes that when the turn does come, it will be 
big: “There will be a lot of pent-up demand and 
investors will ultimately return to the IPO [ini-
tial public offering] market in a big way,” he says. 
“There will be fewer biotech companies, but the 
survivors will be the stronger for it.”

Peter Mitchell London

“i’m like a kid in a 
candy store here.”
Venture capitalist 
James Thomas on 
the glut of small, 
struggling biotech 
companies that can be 
snapped up at bargain 
prices. (The San 
Francisco Chronicle, 
November 16, 2008)

“i’m looking down the barrel of a gun.”
Peptimmune’s CEO Thomas Mathers after 
cutting his company’s staff by more than half 
to 22 people, moving to smaller offices and 
delaying research on new drugs. (Bloomberg, 
November 21, 2008)

“The sign over Wall Street for small biotechs is 
‘closed for the season’.”
Frederick Driscoll, CEO for Genelabs, a 
developer of hepatitis C treatments, reflects 
on his company’s good fortune at being bought 
by GlaxoSmithKline in October. (Bloomberg, 
November 6, 2008)

“What we are witnessing today is not a ‘this-too-
will-pass’ moment...We could be looking at a 
down cycle of 5 to 10 years.”
Investment banker Steven Burrill’s delivers a 
grim outlook for the sector. (The Journal of Life 
Sciences, November 2008)

in their words
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Box 2  The smallest are weakest

Nature Biotechnology examined the 
financial reports of more than 400 
public biotech firms (mid-year filings 
for the most part) to discern where the 
trouble lay, and data show the situation 
is particularly dire for the microcap firms 
(Figs. 1 and 2). More than 40% of the 
microcaps studied were operating with 
less than one year’s cash in reserves, 
based on their most recent financial 
disclosures as Nature Biotechnology 
went to press. In comparison, fourth-
quarter filings for 2005, 2006 and 2007 
show that 31.7%, 34.6% and 27%, 
respectively, of microcaps were in that 
same precarious position. 

With the equity markets dead, the mood 
for these small firms is “dark,” says Ralph 
Villiger, a partner at service and solution 
provider Avance, in Basel. A survey 
from his firm shows that the majority of 
respondents feel the economy will not 
turn around for one to two years, and most 
expect to be affected. They anticipate 
more mergers, smaller total value for 
deals and an increase in deals that reward 
the back end. More than half feel raising 
capital would be “impossible.” 

Not only is the cash drought 
disproportionately hitting microcaps, 
but it is also likely to persist longer for 
those firms, says Stelios Papadopoulos, 
chairman and founder of Exelixis in S. San Francisco, California, and a long-time 
investment banker focused on biotech. “When the market does come back, it will look 
first at the robust, solid, dividend-paying major industrial concerns,” Papadopoulos 
says. “It will be a long time before the $100 million company with 20 employees gets 
its moment of happiness.” He predicts that the crisis could wipe out as many as one 
in five biotech firms with market caps less than $200 million. “They will either go 
bankrupt or they will be taken over for nominal amounts of money,” says Papadopoulos, 
citing as an example London-based GlaxoSmithKline’s $57 million buyout of Redwood 
City, California–based Genelabs in November.

A sinking valuation and shrinking cash pile pushed Montvale, New Jersey–based 
Memory Pharmaceuticals to find a buyer. Roche, of Basel, is acquiring all outstanding 
shares of Memory for $0.61 per share, or about $50 million—a far cry from the 
valuation the company received when it went public in spring 2004, raising $35 
million by selling 5 million shares at $7 a piece. But it’s also a 319% premium to the 
share price before the Roche announcement. The companies were already partnered 
on two programs, but before Roche stepped in, Memory spent 2008 watching its cash 
position dwindle, its auditor label it a going concern and Nasdaq threaten delisting. 

Pro-Pharmaceuticals of Newton, Massachusetts, has a similar problem but as of 
publication had not found a solution. The company had $816,000 in cash at the end of 
the third quarter and had lost $2.3 million over the first nine months of the year. It was 
looking to raise money in November through a rights offering to current shareholders 
but was also seeking a partner for its colorectal cancer drug, Davanat (carbohydrate 
polymer), which is close to regulatory submission. 

The microcap layer is pocked with these stories, and it is from here that biotech 
will see most of its losses. Licensing deals might save some, and acquisitions rescue 
others, but those that are unable to find money or a lifeboat one way or the other will 
simply “vanish,” says Villiger.  Brady Huggett
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Figure 1  Percentage of biotech firms operating 
with less than one year’s cash. 
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Figure 2  Percentage of cash-poor microcaps in 
various regions. 

in brief
Plant genomics land big 
prizes

The winners of one 
of the US’s largest 
annual competitive 
grant program for 
plant genome research 
have been announced. 
The National Science 
Foundation (NSF) 
has awarded nearly 
$60 million to 20 
projects focused 
on gene function 
and the interactions 
between genomes 
and the environment 

in economically important plants. Winning 
projects each receive up to $6.8 million over 
the next two to five years, and many involve 
multi-institution collaborations with international 
partners. Since its inception 11 years ago, the 
NSF’s grant program has infused nearly $800 
million into plant genomics. “I’m not sure if 
we would’ve ever been able to sequence the 
maize genome without this program,” says plant 
genetics researcher and past recipient Clifford 
Weil, of Purdue University in West Lafayette, 
Indiana. In addition to the NSF awards, the 
Department of Agriculture doles out each 
year about $13 million in competitive grants 
through its plant genome program, which began 
in 1991, and the Department of Energy in 
recent years has awarded more than $7 million 
annually in such grants. Much of this national 
funding is coordinated by the National Plant 
Genome Initiative. The effort began in 1998 
after “recognition in 1998 that there wasn’t 
a large amount of public resources for plant 
genomics,” so NSF’s budget was increased, 
says Jane Silverthorne, a spokesperson deputy 
division director for the foundation. In a 2008 
assessment of the National Plant Genome 
Initiative, the National Research Council 
described the program as “successful” overall. 
One example of a breakthrough from the 
initiative is the discovery of receptor molecules 
that bind to most major plant hormones. The 
NSF’s program budget is comparable to that of 
the whole of Europe, says Willem Stiekema, who 
served on the NSF grant selection committee 
and is a genome informatics researcher at 
Wageningen University, in The Netherlands.
 —Emily Waltz

NSF funding 
supported the maize 
genome sequencing.
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New product approval
Mozobil (plerixafor injection)/Genzyme 
(Cambridge, Massachusetts)

The US Food and Drug Administration approved 
Mozobil for mobilizing hematopoietic stem cells 
to the bloodstream for collection and autologous 
transplantation in patients with non-Hodgkin’s 
lymphoma and multiple myeloma. The drug 
is intended to be used in combination with 
granulocyte-colony stimulating factor. Mozobil 
is a small-molecule chemokine (C-X-C motif) 
receptor-4 antagonist.
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