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Foreword
by Tommy Erdei, Joint Global Head and European Head of Healthcare Investment Banking
I am delighted to introduce the inaugural Jefferies Healthcare
Temperature Check report. We have launched the report to coincide
with our 9th Annual Global Healthcare Conference in London.
This year we expect to welcome approximately 2,000 delegates
from around the world to what is the premiere corporate and
institutional healthcare conference in Europe. It is therefore a timely
moment to take stock of the industry and the expectations and
concerns for 2019.
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Key findings

Geographic

M&A Environment

Striking divergence

The M&A market remains

Capital Markets
Environment
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Innovation

Politics

Brexit

Drug Reform

Innovation is low on the

Political uncertainty is a

Less than 3% believe Brexit
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2019 agenda. Only 7% see

major concern. Pressure
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innovation has the potential

expected to keep rising, but

to make a real difference.

at a muted pace.
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Finding value
Identifying the geographic opportunities in Healthcare for 2019
We asked respondents to select all the regions in which they saw the most significant value opportunities for 2019.
North America is believed to be the greatest value opportunity among institutional investors and corporates, but
notably an overwhelming majority of private equity investors view Europe more favourably. The UK, China and rest
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of the World, in the eyes of the industry, represent fewer opportunities for 2019.

Nowhere
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Which will be the best performers in next 12 months?
Looking to which sub-sectors are viewed as having the most upside over the course of 2019, small and mid-cap biotech
is clearly viewed as having the most potential with over one third of respondents citing this as the likely best performer.
There is a relatively evenly mixed view of which other sub-sectors offer value, although of note is the limited appetite for
healthcare services or large-cap biopharmaceuticals.
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More bulls than bears
Healthcare sector exposures in 2019
Investors appear positive on the outlook for the sector, based on expected exposures for 2019. 93% of both institutional
investors and private equity investors expect to increase exposure or keep it at the same level. The volatility and re-ratings
observed across markets in recent months have accentuated the attractive balance of defensive characteristics and growth
opportunities offered by the Healthcare sector.
Higher

Lower

About the same

Not applicable to me

5%

7%

21%

40%

49%
38%
2%
4%

53%

44%

37%

All

Institutional Investors

PE Investors

Asset pricing in Healthcare
Expectations of increased exposure are reflected in views on valuation. 75% of institutional investors believe it is fairly
valued, with over half believing there is more to go, and these views are relatively consistent with those from the company
side. Private equity investors, however, are more cautious with nearly 45% believing there to be an asset inflation bubble.
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Where are the risks?
The greatest risk to Healthcare sector in 2019
Regulatory and political pressure is seen as the predominant risk for the sector in 2019. The threat is evenly split across
pricing pressure and political uncertainty with 80% identifying these as the key risks.

There are no risks 1%
Other 1%
Lack of innovation 7%
Pricing pressure 40%
from regulators/
payors

10% Increase in cost of
financing
1%

Adverse currency
rate movements

40% Political and policy
uncertainty

Impact of Brexit on Healthcare sector in 2019
Brexit dominates the news
agenda and the view from

11% Do not know

11% Do not know

those operating in the
Healthcare industry is clear.
22% believe Brexit will have

22% Very negative

22% Very negative

a very negative impact.
Fewer than 3% believe the
impact will be positive. A
majority, at 64%, believe
it will be slightly negative
or neutral, suggesting the

46% Slightly negative

46% Slightly negative

impact may not be as bad
as feared on the Healthcare
sector. Views on Brexit are
fairly consistent across
respondents.

18% Neutral

18% Neutral

2% Slightly positive
1% Very positive
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More Healthcare deals and transactions in 2019
Level of M&A activity in 2019
The sector has seen significant M&A activity in 2018, and this trend is expected to continue. Over 80% of all respondents
expect it to be the same level or higher in 2019 - with more predicting activity will increase. Healthcare corporate
representatives are particularly bullish with nearly 50% anticipating a rise in M&A activity.
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Areas of transaction activity
In terms of the key areas of transaction activity, responses suggest that consolidation will be a core driver. It is expected that
corporates will be the most active instigators of M&A. In addition, private equity is also seen as a key source of deal flow.
IPOs are not anticipated to be a major part of the landscape next year, in comparison to M&A.

M&A led by
Corporates
8%
9%
4%
8%

M&A led by
Private Equity

Initial Public
Offerings
12%
2%
7%
10%

Debt
Refinancing

Do not know
7%
10%
4%
3%

None will
dominate
12%
8%
3%
11%

23%

19%

32%

49%

50%

43%

43%

All

Institutional Investors

PE Investors

Consultant / Advisors

23%

Jefferies Healthcare Temperature Check | 7

What will happen to pricing?
Expectation of reform to US drug pricing before next US Presidential Election
The industry is not overly concerned about the probability of reform in US drug pricing before the next Presidential Election,
with 92% believing the likelihood to be moderate to low.
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Views on drug pricing
On drug pricing, significant increases are viewed as a thing of the past, with 54% expecting prices to rise only slowly, and
42% to stagnate or, in fact, fall. Notably, corporate executives are most pessimistic with 45% expecting price rises to cease,
compared to 32% among institutional investors.
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Where is the innovation?
Innovation within Biopharma
Targeted therapies and gene therapy are viewed as the principle areas in which innovation has the potential to make a real
difference in 2019. While a much trumpeted theme, only 17% expect artificial intelligence to be the most important area of
innovation next year.
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Market outlook
Expectations of FTSE 100 Index
performance in 2019

Expectations of MSCI World Health Care
Index performance in 2019

There is no clear consensus from the industry as to the overall

In contrast to outlook for overall markets, there is more

direction of the market in the next year, with responses

optimism around Healthcare specifically, with 78% of

balanced between up, down and flat. This is further

respondents expecting healthcare stocks to remain flat

evidence of the uncertainty surrounding political and policy

or increase in value. Only 22% anticipate a fall.

developments and their impact on broader markets.
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