The Liquidity Gap and the Need for More Public Nanotech Companies.

Every month subscribers to my newsletter, NanoClarity (www.nanclarity.com), ask how they can invest strategically in promising nanotechnology companies. Their plea is: “Since most of the nanotechnology companies I’m strategically interested in are private, how do I, as a private investor, buy “early” stock in those promising companies that you with your NALA Index and a few others show have long term” sustaining profitability” potential. I watch many VC’s and institutions take positions in these same companies, cherry picking the best at early stages.  I feel thoroughly cheated.  I am willing to take the identical risks but I cannot invest as they can.  Why can’t I take long term positions in these nanocompanies today with my own funds?” 

Currently, I have no answer for them. There is not a clear way (other than to invest in the public VC fund Harris and Harris) for a knowledgeable and experienced private investor to invest in the most attractive private nanotech companies as they now begin their drive toward maturity.  However, there should be a way because, today, the nanotech industry needs the public markets to be an additional source of funding. The answer to this dilemma lies in the financial world and in reversing the abrogation of its usual responsibility to fund a new industry like nanotechnology broadly at a continuing and growing rate. 

The lack of new nanotechnology company public offerings this year, after all the industry publicity (e.g. Business Week’s lead article), is a critical nanotechnology industry growth problem.  It amounts to an artificial liquidity gap … a financial crisis, especially for the scientists and entrepreneurs who have risked their own monies to pursue products and technologies in this amazingly promising industry of ours and now are running out of funds to exploit their developments. I believe this gap must now be closed. 

The solution to the liquidity gap crisis in nanotechnology lies in involving the public.  Broad and wise investor interest in nanotechnology exists. Major amounts of private investor money are sitting on the sidelines waiting for, and willing to purchase, stock in budding nanotechnology companies as they go public - but they have no choices.  This limits the amount of “visible liquidity” in public nanotechnology markets and discourages underwriters and financial institutions from taking otherwise promising nanotech companies public. Just because Nanosys, Inc. stopped its IPO offering last year, doesn’t mean that all IPO activity in nanotechnology should grind to a halt. Nanosys, Inc. was not ready to IPO (may still not be) but today other companies are.  I can name at least 10 nanocompanies that Wall Street underwriters should be aggressively competing to IPO right now. If a nanotech IPO market were active and available, and visible market liquidity present and active, there would be little talk about the “Valley of Death” in the nanotech trade press. 

Nanotechnology is the first major technology revolution in my long lifetime wherein the investment bankers and underwriters are actually lagging behind, and scared of, the progress within a technological development movement. Usually, these so-called “visionaries” are funding and promoting (not in the hype sense … that comes later) promising companies that have unique products, technologies and IP in specific technological market segments by driving hard and competitively to raise monies in public markets through IPO’s for these ventures.  Instead, nanotechnology has been walled off to the public. Opportunistic, knowledgeable VC’s and institutions are privately closing additional rounds (“B” and “C” rounds) of venture “fundings” for a select group of nanocompanies (leaving the others to scrape and flounder) at increasingly higher values, incrementing the per share price of their earlier “cheap stock” investments.  When, eventually, these “insiders” deign to approach an underwriter to take their company public, they will lay off an artificially priced IPO stock on an eager public realizing unjustified profits. This IPO holdback seems to be calculated to reward these few insiders and not reflective of market conditions.  It also holds back the maturation of the nanotechnology industry. 

Here is my suggestion.  Let’s increase the visible nanotechnology company liquidity. The general stock market has risen constantly over the last year. Many private individuals have made significant gains. The time is ripe for an active major move in nanotech company IPOs.  I’m asking every major IPO generating investment bank (despite Sarbanes-Oxley) to bring at least two (2) nanotechnology company IPO’s by year’s end.  These few IPO’s can easily be placed worldwide if sold correctly. That would double the number of nanotechnology companies in the public market and begin to increase the visible liquidity within the stock market for nanotech. Let’s bring some of that sidelined but dedicatedly interested-in-nanotechnology-as-a-future-driver-of-the-economy individual investor money into play.  Let’s involve the public more in nanotechnology and watch how increasingly fast new nanoproducts enter the marketplace to meet the new investors’ expectations.  A more active public nanotech market should also move the nanotech industry out of the lab and into the practical world.  I will have more to say about the worldwide benefits from this common sense drive for near term nanocompany IPO’s next month.
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