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Key takeaways
1.

Al has the potential to
accelerate progress in some
areas of the healthcare industry,
but investors should understand
its limitations too.

i

The industry is adapting to
changes in the US policies and
regulations affecting healthcare,
while China is becoming more
innovative.

3.

Diversification across healthcare
players and geographies may
help investors maintain
potential upside exposure while
managing risks.

We were delighted to host a roundtable discussion with healthcare investors
and entrepreneurs in Milan earlier this month, sharing insights on healthcare
investing in the private markets. As well as presenting evidence of the strong
returns historically delivered by the industry and the secular tailwinds we
expect to sustain this performance in the future, we introduced our approach
to investing across different private equity health businesses stages to
provide broad exposure to these positive trends. In this brief note, we also
touch on some of the more specific aspects of investing in healthcare today.

Al IN HEALTHCARE

Al is not a panacea. While it already works well for some applications, like
pattern recognition in medical imaging or clinical-trial optimisation, it isn’t
yet making a significant dent in clinical development timelines. Many of its
techniques are not new and have been leveraged by the industry for a long
time (e.g. literature mining), but some new advances - such as protein
folding elucidation - are proving important in the drug discovery landscape.
Data availability also increasingly make a difference. It's important to
understand that although these approaches have the potential to increase the
initial throughput of the discovery process, they don’t materially shorten the
path to commercialisation.

DEVELOPMENTS IN THE US

1. Domestic policy
The new leadership of the Department of Health & Human Services was
expected to disrupt the industry’s regulation, but we haven’t witnessed
substantial delays or decreases in the quality of submitted dossiers. Indeed,
the Food and Drug Administration’s approval rate is in line with previous
years so far. Certain politically sensitive areas like vaccines are potentially
more at risk, but these are a relatively small part of the healthcare industry
(and not part of our own investment strategy). Where there are efforts to
reduce drug pricing, the pressure is on middle-men costs (e.g. pharmacy
benefit managers); as the chart illustrates, the latter category has contributed
- and is expected to continue contributing - the most to inflation in
medicine costs. Indeed, shares in several listed drugmakers rose after they
confirmed they would participate in Trump’s direct-to-consumer platform,
as in theory it reduces prices for patients without sacrificing manufacturers’
margins.
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Robust biopharma M&A activity in
2025 has been driven by looming
patent cliffs on blockbuster drugs
and big pharma’s strong balance
sheets, but no single deal has
exceeded $15bn this year —
highlighting the quantity of
transactions being pursued to plug
future pharma pipelines.

Global biopharma M&A volume

2024 78

2025 193
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Source: Capital 1Q, 2025. 2025 figure is
annualised. There is no assurance that
any trends depicted or described above
will continue or that any projections will
ultimately materialise.
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2. Trade policy
The Trump administration is using Most Favoured Nation status and tariffs
to push pharmaceutical companies to move more manufacturing to the US.
Re-shoring poses the question of cost optimisation (as US manufacturing is
more expensive than offshoring), which challenges the long-term
sustainability of this model. In fact, we see that most of the largest pharma
companies have already announced plans to develop US sites (thereby
limiting the tariff levels they face) and many higher-value components (e.g.
advanced therapeutic modalities) are already manufactured in the US,
whereas higher-volume components (e.g. pharmaceutical ingredients) are
still expected to be produced abroad.

A majority of branded drugs (which face a 100% tariff unless their manufacturer
has a US production plant) are already produced in the US...
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..but pharma companies have already been proactively expanding their US
manufacturing footprint (and even EU imports face only a 15% cap, eliminating
meaningful tariff risk for the pharma sector).

INNOVATION IN CHINA

Meanwhile, China has transitioned from playing a primarily manufacturing
role to being more innovative. True de novo innovation still remains largely
driven by the US but, when a novel target is clinically validated, screening
Chinese assets (such as drug candidates or technologies) has become the
norm. A larger volume of transactions is thus now being seen in China’s
biotech market.

INVESTMENT IMPLICATIONS

If they prove persistent over the longer term, some of these changes in the
healthcare industry could have a lasting influence. In particular, the lack of
funding for research could weaken US strength in innovation. Europe could
therefore have an opportunity to improve its own competitive advantages,
while China is clearly trying to position itself as a potential competitor.

While the market is in flux, investing across different company maturities
and profiles in healthcare offers a way to capture positive trends while
keeping a balanced risk/return portfolio.

e For example, investing in later-stage medtech can help control
exposure to highly cash-intensive situations. Conversely, biotech
investing benefits from important value creation at pre-revenue
stages and is supported by pharma M&A (see chart to left).

o  M&A remains the main exit route for biotech companies,
helping mitigate dependence on public markets for exits.

e Inaddition, global diversification allows the selection of the most
promising companies irrespective of their geographic location.
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who have been vetted by Pictet and or any of its
affiliates as having the expertise, experience and
knowledge of the investment matters set out in this
document. If you are not such investor, you are kindly
asked to return this document or to destroy it.

The information and material presented in this
Document are provided for information purposes only
and are not to be used or considered as an offer or
invitation to subscribe, purchase, sell or hold any
securities or financial instruments. The information
contained herein is the result neither of financial
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Association’s Directives on the Independence of
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Document does not contain personalised
recommendations or advice and is not intended to
substitute any professional advice on investment in
financial products. Before entering into any transaction,
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such transaction to his/her particular circumstance and,
where necessary, obtain independent professional
advice in respect of risks, as well as any legal,
regulatory, credit, tax, and accounting consequences.

All information and opinions expressed in this material
were obtained in good faith from sources believed to be
reliable. Pictet uses its best effort to ensure the
timeliness, accuracy, and comprehensiveness of the
information contained in this material as of the date
hereof. Nevertheless, all information and opinions as
well as the prices, market, valuations and calculations
indicated herein may change without notice. Pictet is
under no obligation to update the information contained
in this material and no representation or warranty,
express or implied, is made to its accuracy or
completeness after the date of issuance of this
Document. Accordingly, Pictet accepts no liability for
loss arising from the use of this document presented for
information purposes only.

Many factors may affect the value of a financial
instrument. The market value of financial products may
vary on the basis of economic, financial or political
changes, the remaining term, market conditions, the
volatility and solvency of the issuer or the benchmark
issuer. Some investments may not be readily realizable
as the relevant market may be illiquid. Moreover,
exchange rates may have a positive or negative effect on
the value, the price or the return of the respective
product. Forecasts and past performance are not
reliable indicators or guarantees of future results, and
no representation or warranty, expressed or implied, is
made by Pictet regarding future performance.
Furthermore, any performance shown does not take into

account commissions and costs (which negatively
impact the performance).

Information and material contained in this Document are
strictly confidential and aimed at addressees only.
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the above and undertake to keep this Document strictly
confidential including all information and material
contained therein. This Document and confidential
information contained cannot be disclosed nor
distributed to any third party without the prior consent
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any information contained therein to any unauthorized
third party, recipient understands that it will be held
liable to Pictet and recipient shall hold harmless Pictet,
its partners, employees, agents and affiliates (together
the “Pictet Entities”) from and against any and all
claims, damages, losses, costs, liabilities and expenses
incurred by the Pictet Entities as a result or in
connection with any undue disclosure.
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reproduce the trademarks, logos or images set out in
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and images in this document are used only for the
purpose of this document. Any reference to a specific
company or security does not constitute a
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