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A few months ago, we made the case that small caps were finally 
becoming interesting again. The set up was not simply around 
valuation. It was about a long-neglected asset class beginning to 
show signs of life, catalyzed by improving earnings momentum 
riding tailwinds from a risk-on market. 

Increasingly, biotechnology is one of our favorite thematic expres-
sions of that same opportunity down the market capitalization 
spectrum. Over the last year, the Russell 2000® Index has gained 
approximately 34%, outpacing the S&P 500 and Nasdaq 100® 
indices’ one-year gains of 20% and 23%, respectively. Biotech has 
performed materially better, with the S&P Biotechnology Select 
Industry Index rising 73% over the same period. The intersection 
of underweight positioning, strong small-cap performance, and 
an improving fundamental backdrop have all aligned to help drive 
such outperformance. These factors have remained in place, 
providing tailwinds for further outperformance, particularly as 
investors seek new sources of diversification after several years of 
solely focusing on artificial intelligence (AI). 

Take a shot
The case for investing in biotechnology
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Thematic Insights

Key takeaways

•	 Biotechnology is emerging as an 
increasingly attractive alternative to the 
crowded artificial intelligence (AI) trade.

•	 Several trends are at work: 
Demographics are a tailwind. 
Innovation has expanded across the 
industry. Fundamentals are improving. 
Valuations and positioning have 
remained favorable.

•	 A longer-term biotech investment cycle 
appears to be taking shape, thanks to 
structural demands for new treatments, 
accelerating scientific discovery, and 
an unprecedented need for large 
pharmaceutical companies to replenish 
their pipelines.

https://www.rjinvestmentmanagement.com/-/media/rj/affiliate-sites/raymond-james-investment-management/insights-and-commentary/pdfs/thematic-insights/rjim_thematic-insights_2026-04.pdf
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More to come

The most important catalyst for biotech is necessity. Large 
pharmaceutical companies face meaningful patent cliffs, with 
hundreds of billions of dollars of branded drug revenue losing 
exclusivity in coming years. 

At the same time, aging populations make medical innovation less 
of a luxury and incentivize breakthroughs in the near term. Older 
populations mean higher demand for treatments across the board, 
fueling a powerful structural bid for innovation. Large pharma 
needs a lineup of viable new products. Smaller biotech companies 
often provide focused, cutting-edge research to be developed and 
commercialized. 

That creates a favorable backdrop for mergers and acquisitions 
(M&A), particularly for quality assets with differentiated and 
successful clinical data or exposure to large unmet medical needs. 
This is already translating into rising deal flows: Biopharma M&A 
is tracking close to $100 billion year to date across more than 80 
transactions in the first half of 2026 alone. GSK’s approximately 
$10.6 billion acquisition is a recent example, adding three precisely 
targeted lung-cancer assets to GSK’s oncology portfolio. Eli 
Lilly – the world’s largest health care company – has announced 
10 acquisitions totaling roughly $25 billion in 2026 alone, equal 
to one-third of all of its acquisitions announced over the past 
decade.3 We expect this uptick in M&A activity to persist.

3 This is not a recommendation to purchase or sell the companies or investment products mentioned herein.
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Biotech lagged the market for years. Now it's on the verge of a breakout.
Indices normalized to 100 on 1/1/2018
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Expanding innovation, improving fundamentals

Precision oncology brings this dynamic to life. Cancer treatment 
is increasingly moving beyond broadly applied therapies toward 
approaches defined by tumor biology, biomarkers, and targeted 
delivery. The opportunity spans advanced diagnostics, targeted 
payloads such as antibody-drug conjugates and radiopharma-
ceuticals, and therapies that reprogram the immune system. 
Oncology accounted for 38% of all Phase I–III clinical-trial starts 
in 2025, while novel modalities including cell and gene therapies, 
antibody-drug conjugates, and multi-specific antibodies repre-
sented 33% of oncology trial starts.4 That depth of activity gives 
large pharmaceutical companies a growing pool of differentiated 
assets to develop, license, or acquire.

Innovation also is broadening beyond any single drug class or 
therapeutic area. GLP-1 weight-loss drugs have already shown how 
quickly a market can expand when a therapy moves from treating 
one condition to reshaping the standard of care across multiple 
adjacent diseases. Similar opportunities appear to be developing 
in antibody-drug conjugates, RNA therapeutics, gene editing, cell 

therapy, precision oncology, and cardiometabolic medicine. 

AI adds another layer to this story through its potential to help 
improve the economics of discovery. Better target identification, 
faster molecule design, smarter trials, and improved patient 
selection all have the potential to shorten development timelines, 
reduce wasted research and development (R&D) spending, and 
increase the value of successful assets. In a sector where time, cap-
ital, and probability of success drive valuations, even incremental 
improvements can drive returns. 

Perhaps the most noteworthy aspect of the biotech story is that 
these improving fundamentals come after years of disappointment 
rather than at the height of investor enthusiasm. In our view, 
the regulatory backdrop also has become more navigable. The 
US Food and Drug Administration (FDA)’s Oncology Center of 
Excellence continues to use programs such as Assessment Aid 
and Real-Time Oncology Review to streamline application reviews 
without compromising safety or efficacy standards. This does not 
eliminate clinical, regulatory, or policy risk, but it provides greater 
process clarity for companies advancing differentiated therapies. 

4 IQVIA, Oncology Innovation: 2026 and Beyond, July 17, 2026. Available at:  
https://www.iqvia.com/locations/emea/blogs/2026/07/oncology-innovation-2026-and-beyond (Accessed Aug. 14, 2026)
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At the same time, the market’s AI narrative appears to be 
broadening. The first phase rewarded the companies building 
the infrastructure powering artificial intelligence – from semi-
conductors to hyperscalers. The next phase is shaping up to be 
increasingly about the implementors and beneficiaries of AI. 
Biotech fits that description well. As AI accelerates drug discovery 
and development while large pharmaceutical companies search 
aggressively for their next generation of blockbuster therapies, 
investors have an opportunity to participate in a secular growth 

story that is supported by improving fundamentals rather than by 
simply expanding valuation multiples.

Conclusion

Biotech has never been an easy place to invest. Clinical failures, 
regulatory setbacks, and binary outcomes will always create vola-
tility. Thus, selectivity remains critical. But investing is ultimately 
about identifying where durable secular trends intersect with im-

proving fundamentals. Today, biotech 
sits at the crossroads of demographic 
necessity, accelerating scientific 
discovery, AI-driven productivity gains, 
and an unprecedented need for large 
pharmaceutical companies to replenish 
their pipelines. Those forces are unlike-
ly to disappear once this rally fades. We 
believe they represent the early stages 
of a longer-term investment cycle. For 
investors looking beyond the most 
crowded areas of the market, biotech 
may be one of the more attractive 
hunting grounds for long-term growth.

Source: Bloomberg, as of 6/30/2026.
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This biotech rally has room to run
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Risk information 
Investing involves risk, including risk of loss. 

Diversification does not ensure a profit or guarantee against loss. 

Disclosures 
Any forecasts, figures, opinions, or investment techniques and strategies set 
out are for informational purposes only. There is no assurance any estimate, 
forecast or projection will be realized. 

Index or benchmark performance presented in this document does not reflect 
the deduction of advisory fees, transaction charges, or other expenses, which 
would reduce performance. Indexes are unmanaged. It is not possible to invest 
directly in an index. Any investor who attempts to mimic the performance of 
an index would incur fees and expenses that would reduce return. 

This document is a general communication being provided for information-
al purposes only. It is educational in nature and not designed to be taken as 
advice or a recommendation for any specific investment product, strategy, 
plan feature, or other purpose in any jurisdiction, nor is it a commitment from 
Raymond James Investment Management or any of its affiliates to participate 
in any of the transactions mentioned herein. Any examples used are generic, 
hypothetical, and for illustration purposes only. This material does not contain 
sufficient information to support an investment decision, and you should not 
rely on it in evaluating the merits of investing in any securities or products. In 
addition, users should make an independent assessment of the legal, regu-
latory, tax, credit, and accounting implications and make their own determi-
nations together with their own professionals in those fields. Any forecasts, 
figures, opinions, or investment techniques and strategies set out are for 
information purposes only, based on certain assumptions and current market 
conditions, and are subject to change without prior notice. All information 
presented herein is considered to be accurate at the time of production, but 
no warranty of accuracy is given and no liability in respect of any error or omis-
sion is accepted. It should be noted that investment involves risks, the value 
of investments and the income from them may fluctuate in accordance with 
market conditions and taxation agreements, and investors may not get back 
the full amount invested. Both past performance and yields are not reliable 
indicators of current and future results. 

The views and opinions expressed are not necessarily those of the broker/ 
dealer or any affiliates. Nothing discussed or suggested should be construed 
as permission to supersede or circumvent any broker/dealer policies, proce-
dures, rules, and guidelines. 

Sector investments are companies engaged in business related to a specific 
sector. They are subject to fierce competition and their products and services 
may be subject to rapid obsolescence. There are additional risks associated 
with investing in an individual sector, including limited diversification.

Links are provided for informational purposes only.

Indices
Nasdaq-100® – An index of 103 stocks issued by 100 of the largest non-financial 
companies listed on the Nasdaq stock market. It is a modified capitalization-
weighted index.

Russell 2000® Index – Measures the performance of the 2,000 smallest 
companies in the Russell 3000 Index.

S&P 500 Index – Measures changes in stock market conditions based on 
the average performance of 500 widely held common stocks. It is a market-
weighted index calculated on a total return basis with dividend reinvested.

S&P Biotechnology Select Industry Index – Measures performance of stocks 
in the S&P Total Market Index that are classified in the GICS Biotechnology 
sub-industry.

London Stock Exchange Group plc and its group undertakings (collectively, 
the “LSE Group”). © LSE Group 2026. FTSE Russell is a trading name of certain 
of the LSE Group companies. Russell® is a trademark of the relevant LSE 
Group companies and is used by any other LSE Group company under license. 
All rights in the FTSE Russell indexes or data vest in the relevant LSE Group 
company which owns the index or the data. Neither LSE Group nor its licensors 
accept any liability for any errors or omissions in the indexes or data and 
no party may rely on any indexes or data contained in this communication. 
No further distribution of data from the LSE Group is permitted without the 
relevant LSE Group company’s express written consent. The LSE Group does 
not promote, sponsor or endorse the content of this communication.

Contact us at 800.521.1195 or visit RJInvestmentManagement.com 
for more investment insights.
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