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Biotech investing: Unmet
needs over ‘me too’ drugs

The biotechnology sector offers exciting possibilities
for active investors, fueled by persistent demand and
remarkable innovation.
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Despite a challenging few years for biotechnology stocks, the sector continues to offer exciting possibilities—for
investors as well as for individuals in need of innovative medical treatments. In the year ahead, trends such as
accelerated biotech M&A activity and gradually easing interest rates could help move the sector out of its slump.
However, rather than looking for factors that might lift all boats, our focus remains on finding companies with
underappreciated assets that target unmet medical needs.

My experience as an emergency medicine physician offers perspective in my research. A significant portion of patients
| saw were those whose diseases were not well controlled. While this may have been due to socioeconomic issues
or limited access to physicians, most often it was because treatments for their conditions were not ideal—or simply
did not exist. With my equity recommendations, | tend to avoid “me too” drugs and treatments. There are so many
unmet needs in the practice of medicine that, in my opinion, it doesn’t make sense to focus on businesses that

are attempting to enter already saturated categories. Today, however, | believe there are certain areas that biotech
investors should pay attention to, including oncology and immunology.

Oncology is a considerable presence in the biotech space. In fact, over one-third of biotech industry acquisitions
involved oncology in 2024. Within oncology, | typically screen for businesses that focus on unmet needs. These include
cancers that are difficult to treat, such as head and neck cancer, or those that have very limited treatment options,
such as pancreatic or ovarian cancer. I'm drawn to companies that are developing treatments that can work with
immuno-oncology therapies, like Keytruda—the top-selling immunotherapy drug used for a wide range of cancers.
These supplements to Keytruda can specifically target cancers with limited treatment options.
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Focus on oncology and immunology is evident in M&A activity

Biopharma M&A in 2024 by therapeutic category

M Oncology 35%
B Immunology 33%
B CNS (central nervous system) 9%

Cardiometabolic 3%
M Rare disease 14%
B Ophthalmology 3%
M Other 3%

Sources: CapitallQ and Stifel as of December 2024.

Impressive innovation in immunology

Immunology has been another hot space within biotech in recent years as multiple advances in treating autoimmune
diseases have come to market and have changed patients’ lives. Autoimmune diseases, in which the immune
system essentially attacks itself, affect large numbers of people through conditions such as psoriasis or rheumatoid
arthritis. Most large pharmaceutical and biotech companies are players in this space, but there are also compelling
opportunities from small and mid-cap biotech companies. For example, we are seeing emerging therapies that
could represent tremendous strides forward in the treatment of inflammatory disease.

Rare disease is another interesting area of biotech that should be unaffected by headline risks. These are diseases
that affect a relatively small number of people and for which few treatment options exist. The FDA tends to be more
lenient with approval of these treatments, and this is generally an area that is not affected by political affiliations.

We view biotech as a stock-picking sector, where remarkable
innovation provides abundant opportunities for investors.

Looking beyond the duopoly in obesity treatment

Finally, in the biotech universe, we cannot ignore obesity treatments. The challenge here is that the space is
dominated by a large pharmaceutical duopoly—two companies that have been developing diabetes drugs for
decades. Their treatments for Type 2 diabetes—the widely publicized GLP-1 drugs—are now being used to manage
obesity. It’s hard to imagine a smaller company being able to compete with these giants in terms of clinical trials or
building the manufacturing capacity to meet the needs of more than 100 million obese Americans. However, there
are definite areas of interest, such as amylin-based therapies or the ability to deliver obesity medications orally
that could provide an entree for a smaller biotechnology company into this large therapeutic class.
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Innovation and demand continue to generate investment opportunities

The biotech sector has faced its share of headwinds since the March 2021 highs in the midst of the COVID-19 vaccine
rollout. While we continuously monitor high-level developments, we view this as a stock-picking sector, where
investors can benefit from deep fundamental research of individual companies. In addition, we believe remarkable

innovation across the sector provides abundant long-term opportunities for investors.

WHAT ARE THE RISKS?
Allinvestments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss
of principal.

Investments in fast-growing industries like the health care sector
could resultin increased price fluctuation, especially over the short
term, due to the rapid pace of product change and development
and changes in government regulation of companies emphasizing
scientific or technological advancement or regulatory approval for
new drugs and medical instruments.

Active management does not ensure gains or protect against
market declines.

IMPORTANT LEGAL INFORMATION

The views expressed are those of the investment manager and the
comments, opinions and analyses are rendered as at publication
date and may change without notice. The underlying assumptions
and these views are subject to change based on market and other
conditions and may differ from other portfolio managers or of the
firm as a whole. The information provided in this material is not
intended as a complete analysis of every material fact regarding
any country, region or market. There is no assurance that any
prediction, projection or forecast on the economy, stock market,

bond market or the economic trends of the markets will be realized.

The value of investments and the income from them can go down
as well as up and you may not get back the full amount that you
invested. Past performance is not necessarily indicative nor

a guarantee of future performance. All investments involve
risks, including possible loss of principal.

Any research and analysis contained in this material has been
procured by Franklin Templeton for its own purposes and may
be acted upon in that connection and, as such, is provided to you
incidentally. Data from third party sources may have been used
in the preparation of this material and Franklin Templeton (“FT”)
has not independently verified, validated or audited such data.
Although information has been obtained from sources that Franklin
Templeton believes to be reliable, no guarantee can be given as
to its accuracy and such information may be incomplete or
condensed and may be subject to change at any time without
notice. The mention of any individual securities should neither
constitute nor be construed as a recommendation to purchase,

hold or sell any securities, and the information provided regarding
such individual securities (if any) is not a sufficient basis upon
which to make an investment decision. FT accepts no liability
whatsoever for any loss arising from use of this information

and reliance upon the comments, opinions and analyses in

the material is at the sole discretion of the user.

Products, services and information may not be available in all
jurisdictions and are offered outside the U.S. by other FT affiliates
and/or their distributors as local laws and regulation permits.
Please consult your own financial professional or Franklin
Templeton institutional contact for further information on
availability of products and services in your jurisdiction.

This materialis intended to be of general interest only and should not
be construed as individual investment advice or a recommendation
or solicitation to buy, sell or hold any security or to adopt any
investment strategy. It does not constitute legal or tax advice.

The views expressed are those of the investment manager

and the comments, opinions and analyses are rendered as at
publication date and may change without notice. The information
provided in this material is not intended as a complete analysis

of every material fact regarding any country, region or market. All
investments involve risks, including possible loss of principal.

Americas:

Canada: Franklin Templeton Investments Corp., 200 King Street
West, Suite 1500, Toronto, ON, M5H 3T4, (800) 387-0830,

Fax: (416) 364-1163, www.franklintempleton.ca.

United States and Latin America: Franklin Resources, Inc. and
its subsidiaries offer investment management services through
multiple investment advisers registered with the SEC. Franklin
Templeton, One Franklin Parkway, San Mateo, CA 94403-1906,
1-800-321-8563, ftinstitutional.com.

EMEA:

UK: Franklin Templeton Investment Management Limited (FTIML),
registered office: Cannon Place, 78 Cannon Street, London, EC4N
6HL. Tel +44 (0)20 7073 8500. Authorised and regulated in the United
Kingdom by the Financial Conduct Authority.

Luxembourg: Franklin Templeton International Services S.ar.l.
(FTIS), registered office 8A, rue Albert Borschette, [-1246
Luxembourg. Authorised and regulated in Luxembourg by the
Commission de Surveillance du Secteur Financier (CSSF) and
authorised to conduct specific investment business in other



European countries via UCITS and AIFMD outward service or via
any of the following outbound FTIS S.a.r.l. branches as listed below:
Germany: FTIS Branch Frankfurt, Mainzer Landstr. 16,

60325 Frankfurt/Main, Germany. Tel +49 (0) 69/27223-557,

Fax +49 (0) 69/27223-622, institutional@franklintempleton.de.
Netherlands: FTIS Branch Amsterdam, World Trade Center
Amsterdam, H-Toren, 16e verdieping, Zuidplein 134, 1077 XV
Amsterdam, Netherlands. Tel +31 (0) 20 575 2890.

Romania: Franklin Templeton International Services S.AR.L.
Luxembourg, Bucharest Branch, at 78-80 Buzesti Str, Premium
Point, 8th Floor, Bucharest 1, 011017, Romania. Registered with
Romania Financial Supervisory Authority under no.
PJMO7.1IAFIASMDLUX0037/10 March 2016 and authorized and
regulated in Luxembourg by Commission de Surveillance du
Secture Financiere. Telephone: +4021 200 9600.

Spain: Franklin Templeton International Services S.a r.l.-Spanish
Branch, Professional of the Financial Sector under the Supervision
of CNMV, José Ortega y Gasset 29, Madrid, Spain. Tel +34 91 426
3600, Fax+34 91 577 1857.

Sweden: FTIS Branch Stockholm, Blasieholmsgatan 5, SE-111 48,
Stockholm, Sweden. Tel +46 (0)8 545 012 30, nordicinfo@
franklintempleton.com.

South Africa: Franklin Templeton Investments SA (PTY) Ltd.,
which is an authorised Financial Services Provider. Kildare

House, The Oval, 1 Oakdale Road, Newlands, 7700 Cape Town,
South Africa. Tel +27 (21) 831 7400, Fax +27 (11) 341 2301,
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