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he COVID-19 pandemic has shined a light on the

healthcare industry, particularly biopharmaceuticals,

which has created strong tailwinds for the pharma

services industry. As money continues to flow into
the biopharma sector and industry players look to outsource
more of its value chain, both contract research organizations
(CROs) and contract development and manufacturing orga-
nizations (CDMOs) will continue to benefit. Additionally, the
advent of personalized medicine and the development of com-
plex gene therapies have led to greater specialization by smaller
CROs, signaling a persistence in market fragmentation—a con-
sistent theme seen over the past decade.

Outcome Capital, a Boston-based life sciences advisory
and investment banking group, has been following the
pharma services market dynamics for the past five years.
The authors believe this fragmented market will give way
to greater consolidation by both financial buyers looking
to consolidate smaller players and larger CRO players want-
ing to expand into value-added specialty service areas. To
secure future business, larger CROs will move toward long-
term alliances with major pharmaceutical and biotech com-
panies, which will put greater pressure on further market
consolidation. Adding to this consolidation is a tepid fund-
raising environment, opening the door for financial buyers
to play a more active role in consolidating many of the niche
players. The increased presence of financial buyers will also
likely lead to greater initial public offering (IPO) activity in
the next three to five years, reversing a long industry trend.

Software and analytics will continue to have a greater
influence in pharma services as more players look to lever-
age population data to help in enrollment and management
of clinical trials. Acquires have already moved upstream
to clinical trial management and analysis to complement
traditional research and manufacturing capabilities. While
the authors see the growth of the clinical segment outpacing
that of preclinical services, highly specialized players with
expertise across the development value chain offer a more
well-rounded value proposition to potential clients, enabling
them to lock in long-term alliances and capture more mar
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ket share. However, with a surge of investigational new
drug (IND) filings in 2020 (more than 3800 in 2020 vs. ap-
proximately 3600 from 2012-2019)(1), the discovery/preclin-
ical segment will remain very active in the years to come.

Pharma services continue to see growth
Prior to COVID-19, investments in the biopharmaceuticals
industry increased consistently year-over-year for the past
five years on the heels of technological advancements and
attractive returns for investors. The authors see a more ro-
bust investment landscape post-COVID as the pandemic
has increased awareness of the healthcare sector. With more
scrutiny on pharma R&D pipelines, the CRO and contract
manufacturing organization (CMO) industry will continue
to see growth. The clinical research segment will see a higher
growth rate (8.1% 2018-2024 compound annual growth rate
[CAGR]) (2), while the discovery and preclinical segment
maintaining strong growth (7% 2018-2024 CAGR) (2) as
biopharma players broaden their clinical pipelines.

The CRO market remains highly fragmented (Figure 1),
with approximately 52% of the market captured by smaller
or niche service providers. Large players such as IQVIA, Lab-
Corp, PRA, PPD, and Charles River Labs will continue to
command significant market share, but this fragmented mar-
ket points toward consolidation from both the large strategic
and financial buyers. The authors expect to see the trend of
both vertical and horizontal expansion
to persist for the foreseeable future. The
majority of strategic acquisitions have
been to capture specific niche or spe-
cialty services in a specific vertical. We 5%
have not seen any major CRO looking
to move from the discovery/preclinical
space to the clinical space or vice versa.

In 2020, the Outcome Capital’s CRO
Index (see Figure 2), comprised of large, 5%
public CRO players, who often com-
mand market share due to size, scope,

15%

without increased scale or scope. Aslarger players offer more
diverse skillsets, smaller CROs will need to compete on more
than just price. Increased specialization, faster turnaround
times, and enhanced customer focus may continue to allow
smaller CROs to capture customers, increasing their value
and helping to improve the probability of a transaction.

Figure 1. 2019 US contract research organization (CRO)

market share.
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Figure 1. Despite the presence of many large players in the market,
small-to-medium sized firms still command an aggregated >50% market share.

Figure 2. CRO Index vs. Dow Jones—2020 performance.
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and therapeutic development. Interest-

ingly, the public markets have rewarded .
different strategies over the past year.

Charles River Labs (+65%) has been
rewarded for its aggressive growth by -35%
acquisition strategy, while Medpace

(+67%) has seen success by capturing 5%
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dium-sized biopharma players.
Conversely, the smaller pharma ser-
vices players still face intense competi-
tion in this fragmented industry, which
will put downward pressure on valua-
tion and may keep value suppressed
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Figure 2. With a spotlight on COVID-19, CROs saw increased importance in 2020 and beyond,
leading to the sector far outperforming the broader market. Outcome CRO Index comprised
of Charles River Laboratories, ICON, IQVIA, Laboratory Corporation, Medpace, PPD, PRA Health
Sciences, and Syneos Health.
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Figure 3. Acquisition activity—buyer type (2016-2020).
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Figure 3. 118 strategic M&As and buyouts (PE or PE-sponsored deals)
across CROs, CDMOs, and CMOs were analyzed from 2016-2020.
Despite outlier deals distorting overall dollars activity, deal flow
remained steady with 21-25 deals per year.

Figure 4. Acquisition activity and deal count-Stage*.
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Figure 4. 68 CROs deals stratified as discovery & preclinical (assets pre-phase
1) or clinical (assets phase 1 or later). Clinical-focused CROs commanded
greater deal sizes but saw more variability in deal flow than discovery &
preclinical CROs which consistently saw 5-10 deals per year. * Exclusions: 2016
$8.8B IQVIA merger; 2017 $4.6B Syneos merger & $5.2B PAREXEL buyout.

A strong appetite for M&A and consolidation

Over the past five years, the number of M&A transactions
has remained steady (see Figure 3); a few large mergers have
skewed the total dollar value—2016 saw the $8.8 billion
merger between Quintiles and IMS Health (now IQVIA),
while 2017 saw the $4.6 billion merger of INC Research and

InVentiv (now Syneos) and the $5B buyout of PAREXEL by
Pamplona Capital. The wave of large transactions looks to
be picking back up in 2021 as ICON announced its $12 bil-
lion acquisition of PRA Health Sciences, and Thermo Fisher
announced their acquisition of pharma services giant PPD
for $17.4 billion. An area of consolidation has been around
software solutions and analytical technologies used in the
pharma services space. ICON noted PRA’s mobile clinical
trial management software as a primary catalyst for the ac-
quisition, continuing the trend of technology acquisitions
seen in 2019 and 2020. Both the IQVIA and Syneos mergers
were driven by the need to deliver greater value through data
and clinical trial analytics. Additionally, the largest deal by
a financial buyer (Astorg’s $1.8 billion buyout of eResearch
Technology) also focused on clinical analytics.

While clinical trial software and analytics will continue to
drive value, traditional services companies still saw healthy
activity over the past five years; however, both strategic and
financial buyers sought to acquire CROs and CDMOs with
differentiated offerings either through specialized indica-
tions or breadth of services. Curiously, CMOs have not been
able to take advantage of advanced analytics or specializa-
tion, and as a result, their overall deal numbers and values
have lagged. In the past five years, only 23 CMO acquisitions
have taken place for a total of approximately $1.3 billion
(compared to 25 deals totaling >$5.8 billion for CDMOs and
70 deals totaling >$21.8 billion for CROs).

Opver the past five years, the number of CRO transactions
remained relatively stable (see Figure 3), but the number of
transactions seen in either the discovery/preclinical space
or clinical space fluctuated widely from year-to-year, along
with the deal values (see Figure 4). The overall difference
between discovery/preclinical (31 transactions) and clinical
(34 transactions) were even, despite each year having its own
unique profile. Generally, the clinical segment draws larger
transaction sizes, with >$18.3 billion in deal value (including
4 deals >$1 billion each) over the past five years. Companies
with clinical trial management tools or analytical software
drove most of the transaction volume with more than $14.7
billion across 23 deals. The discovery/preclinical segment
had a total deal value of only approximately $2.1 billion (0
deals >$1 billion) over the same time period.

Many of the large industry players were active in the M&A
markets from 2016-2020 with Charles River Laboratories
(nine deals), LabCorp (five deals), ICON (four deals), Syn-
eos (four deals), and Cambrex (three deals) leading the pack
in deal counts. As previously noted, clinical trial manage-
ment, enrollment, and analytics were of particular interest
as buyers looked to expand capabilities in the value chain.
In addition to clinical trial management, LabCorp used its
acquisitions to expand its focus into medical technology
and diagnostics services to diversify its biopharma offerings.
Conversely, the most active buyer, Charles River Labs, has
continued to focus on a vertical acquisition strategy and has
focused its efforts on broadening its capabilities in the bio-



pharma discovery/preclinical segment. Charles River Labs
consistently accessed the M&A market for growth, spending
more than $2 billion with at least one transaction in each of
the past five years. Similarly, Cambrex used M&A to solidify
its market position as a leading CDMO, with all three of its
acquisitions focused on CMOs.

While strategic buyers placed
significant interest in data
management and clinical trial
software, financial buyers
focused on traditional CRO
services to roll-up the offerings
into a larger and more
diversified company.

Financial buyers active and hungry

The COVID-19 pandemic has also created a tailwind for finan-
cial buyer activity in pharma services especially as biopharma

players of all sizes have gained more attention from investors

and the public at large. There were several large buyouts in

2020 including Astorg’s $1.8 billion transaction for eResearch

Technology, KKR’s $1.0 billion buyout of PCI Pharma, and Ares’
$500 million buyout of ArchiMed. There were 10 buyouts in

2020, and it became the most active year for buyouts since 2017
(10 deals) when the industry saw a flurry of large deals from

both strategic and financial buyers, including Pamplona Cap-
ital’s $5 billion acquisition of PAREXEL. In total, financial

sponsors accounted for 34 deals from 2016-2020.

While strategic buyers placed significant interest in data
management and clinical trial software, financial buyers
focused on traditional CRO services to roll-up the offerings
into a larger and more diversified company. However, in-
creased financial buyer activity will likely be seen in analyt-
ics offerings as data management’s importance in the value
chain continues to grow. The trend is starting to emerge
with three of the four analytics buyouts completed in 2020.
Compared to strategic buyers, financial buyers also put more
emphasis on expanding manufacturing capabilities, as 14
of the 34 deals were buyouts of manufacturing companies.
Of the 14 manufacturing deals, eight had a primary focus
on medical technology, signaling a potential diversification
strategy to capture another market segment. With the rise
of robotics in medical technology, this trend will likely con-
tinue in the near-term.

Of the approximately 50 financial sponsors participating in
deals from in the past five years, no other firm has been more
active than London-based GHO Capital, which completed
four deals over the period. GHO has been in the process of

building a comprehensive biopharma services platform as its
deals spanned most of the value chain from discovery/preclin-
ical to clinical services and manufacturing. As the industry
continues to garner attention, the authors expect to see more
financial buyers following GHO’s strategy, which will lead to
a larger IPO pipeline in the next three to five years.

Capital markets are waiting on the sidelines

Given the lack of intellectual property in the pharma ser-
vices space, along with the consultative nature of the busi-
nesses, growth capital is typically unavailable to the sector.
Asaresult, the financing landscape has remained tepid, with
only eight companies raising a combined $270 million over
12 rounds of equity. Of the eight companies, five were de-
velopers of clinical trial software tools, while the other three
focused on scaling manufacturing capacity. The authors
expect to see more clinical trial analytics companies access-
ing more traditional venture capital, but a vast majority of
pharma services companies will need to rely on organic
growth over a long period of time to achieve scale; in fact,
CROs and CDMOs had an average time to exit of 22 years
and 27 years, respectively.

Additionally, the public markets have not been a viable path
for traditional pharma services either. The only companies
that have successfully completed an IPO were large, diversi-
fied companies with geographic scope and economies of scale.
Notable IPOs during the authors’ analysis include large players,
Medpace (2016) and PPD (2020). With the continued interest
of financial buyers consolidating the CRO and CMO market,
it seems likely that an IPO exit strategy could be a target for
the financial buyers for their aggregated companies.

Conclusion

Both the CRO and CDMO segments will continue to see long-
term sustainable growth and will remain an active area for
consolidation. The larger strategic players will need to con-
tinue to grow by acquiring specialized services and technolo-
gies to improve efficiency. Outcome Capital believes the mar-
ket may start to see larger strategic CROs engage in a bolt-on
acquisition strategy and will also look to move from strictly
focusing on either the discovery/preclinical or clinical space to
becoming highly integrated to capture large long-term pharma
and biotech partnerships. This integrated strategy will allow
the service provider to capture more value. Financial buyers
will continue to look to consolidate specialty research and clin-
ical services to build out a larger offering to either make those
companies attractive for a future IPO or acquisition by the
larger strategic players. This market will remain frothy with
activity over the next three to five years, and we will continue
to see consolidation and growth.

References
1. J. Spinner, “CPhI: Expect Surge in IND Applications, FDA Ap-
provals by 2025,” Outsourcing-Pharma.com, March 23, 2021.
2. Frost & Sullivan, “Global Contract Research Organization Mar-
ket, Forecast to 2024,” November 2019. PT



