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Market Snapshot  
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 26,501 -6.01% -8.2% 

S&P 500 Index 3,269 -4.58% +0.37% 

NASDAQ 10,911 -4.94% +20.01% 

10-yr Treasury Yield (% yield) 0.88% -0.1% -1.00% 

WTI Oil ($/bbl) $35.72 -13.01% -41.5% 

Bonds $117.20 -0.47% +4.01% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Global Macro 
Notes On The Recent SPAC Boom 

 
Not long ago we wrote about our concerned feelings towards how investors are pricing the tech 
markets, making direct comparisons to the 2000 dot-com bubble. This week we will talk about 
one of the ways in which the tech-stock buying frenzy is being driven by an unconventional 
financing method sponsored by the largest Wall Street banks: the SPAC.  
 
“SPAC” stands for special-purpose acquisition company, which is essentially a way of saying "a 
huge pile of cash that exists for a specific merger or acquisition” (you may have also heard the 
term "blank-check company", which is also referring to SPACs). Although SPACs aren’t new, 
they’ve only existed in their current (regulated) form since 2003. Back in the 1980-1990's SPACs 

were mainly used for pump-and-
dump schemes which cost their 
victims billions of dollars. The reason 
that SPACs are getting so much 
attention in the media is due to the 
fact that they are increasingly used to 
raise capital and go public vs. a 
traditional IPO, especially this year 
when SPACs hit a record $53bn 
volume.   

 
So why are more and more companies being financed via a SPAC rather than a traditional IPO, 
and why is 2020 such a significant year for SPACs? 
 
First of all, we should look into all the problems (COVID-19 aside) that are related to doing IPO 
in 2020.  Firstly, there’s the roadshow, where you as the CEO are trying your best to sell yourself 
and your company and get 
investors excited. Secondly, 
there’s usually a huge 
uncertainty around your 
valuation until pretty close to 
the offering, which makes it 
complicated to forecast any 
long-term financials. 
Moreover, negotiating with 
multiple investors (usually  
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institutionals like banks and funds) is a greatly tedious and frustrating task, meaning valuations 
can become skewed and over-hyped, as we saw with companies like WeWork. Taking into 
account the global economic instability due to COVID and the upcoming US Presidential 
election, it makes sense as to why more and more companies are not favoring an IPO.  
 
With a SPAC, the IPO is essentially already done before it even begins. Instead of negotiating 
with dozens of banks or FIs over your valuation and share price, you are only negotiating with 
one party - the SPAC that will acquire you. The price is set beforehand and cannot be altered. 
This gives peace of mind to investors looking to cash out and can prevent a bidding war which 
can give you a runaway valuation. Depending on the clauses of the acquisition, the SPAC has 
the right to appoint new board members which allows smart and experienced individuals to take 
control of the company and ensure its success (a bit like in a classic merger).  
 
There are of course many downsides to taking a company public via a SPAC compared to a 
traditional IPO - the main one being the fees. In order to do an IPO, you are required to pay 
investment banks 1-7% of what you raise; in a SPAC, the underwriter gets 5.5% and there may 
be other fees associated with the merger — you have to pay a bank or a consultant to advise on 
the deal, for instance. There are other downsides too. Some investors may be wary of buying 

shares of a company that 
went public through a 
SPAC because the amount 
of due diligence required for 
a merger may be less than 
what the Securities and 
Exchange Commission 
requires for a regular IPO.  
 

With so much political and economic instability this year, it is no surprise why SPACs are 
becoming so favorable to companies looking to raise money quickly and efficiently. One of the 
main attributes of raising capital via a SPAC is the speed at which it can be done. The process 
of SEC review ahead of an IPO can add months to a deal’s timeline. As we’ve seen repeatedly 
in 2020, much can change in a few months. Moreover, a SPAC process is a merger. This permits 
a different level of disclosure, in this case, the ability to market the deal using forward-looking 
projections. In the case of an IPO, typically only historical financials can be shared under 
Securities Act Rule 169. Being able to share forecasts can be helpful for fast-growing and 
potentially loss-making companies. Though, of course, it creates a risk that expectations may 
not be met. 
 
The SPAC boom (or maybe fad) originates from the collision of two big trends in 2020. The first 
is historically low-interest rates. With safe bonds paying less than 1% and stocks trading at 
record high valuations, more investors are willing to place their money with a SPAC in hopes of  
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getting lucky with an acquisition that pays off big. Second is the long-running boom in private 
equity and venture capital. Investors who poured money into buying companies over the past 
decade want to cash in by selling them. So there are plenty of companies for SPACs to buy. 
However, the investors who fund SPACs when they first go public aren’t necessarily counting 
on moonshots. They’re usually institutions such as hedge funds, and the companies offer them 
the combination of a relatively small downside with a chance to make a tidy profit down the road. 
Blank checks typically go public at $10 a share and have 24 months to find a sustainable target. 
If the company fails to identify one, it liquidates, and investors get their money back. Investors 
also get to vote on a deal and have a chance to redeem their shares whatever the result. For that 
reason, SPACs tend to trade around their $10 price until a deal is announced (or sometimes 
rumored). In addition, the initial investors in a SPAC get warrants, which entitle them to buy more 
shares at a set price after the company makes an acquisition. Currently, there are 120 SPACs 
with $40 billion to spend, according to data from SPAC Research. DMY Technology’s de Masi 
predicts that the market will soon split into two categories: a few top sponsors able to make 
attractive mergers and everyone else. 
 
The SEC has said recently that they are studying SPAC disclosures, particularly with regard to 
compensation. This is partly because SPAC management can do very well from SPAC deals, 
even if investors don’t see gains.  Still, it does appear that SPACs are a useful tool for certain 
companies to come to the public market. Though SPACs have been around for years, the SPAC 
explosion is highlighting the complexities and nuances inherent in the IPO process from review 
timelines to rules on forward-looking disclosures. Though the vast growth in SPACs may also 
signal a frivolous U.S. stock market. It’s also of note that many of the products of recent SPACs 
are relatively small, and that may not be a great fit for many CEOs looking for material funding. 
Or at least, the larger SPACs may have relatively unique access to a different set of companies 
than smaller ones. It’s unlikely all SPACs will find merger partners. 
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DISCLAIMER  
Persons who access the information made available on the Heijin Capital S.A.  and its affiliates (collectively, “Heijin”) website (the 
“website”) agree to the following:  
  
While the material on this website is often about investments, none of it is offered as investment advice. For members of the public, 
this means that neither the receipt nor the distribution of information through this website constitutes the formation of an investment 
advisory relationship or any similar client relationship. The materials on this website are for informational purposes only and may not 
be relied on by any person for any purpose and are not, and should not be construed as investment, financial, legal, tax or other 
advice, recommendation or research. 
  
The information contained herein does not constitute a distribution, an offer to sell or the solicitation of an offer to buy any securities 
in any jurisdiction in which such distribution or offer is not authorized.  
  
This website may contain forward-looking statements on our current expectations and projections about future events. Statements 
that are predictive in nature, that depend upon or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates,” “thinks,” “seeks,” “targets,” “forecasts,” “could” or the negative of such 
terms or other variations on such terms or comparable terminology. Similarly, statements that describe Heijin's objectives, plans or 
goals are forward-looking. Any forward-looking statements are based on Heijin's current intent, belief, expectations, 
estimates and projections. These statements are not guarantees of future performance and involve risks, uncertainties, assumptions 
and other factors that are difficult to predict and that could cause actual results to differ materially.  
  
These factors include, among other things, (1) general economic and business conditions; (2) new governmental regulations and 
changes in, or the failure to comply with existing governmental regulation, (3) legislative proposals that impact our industry or the 
way we do business, (4) competition, and (5) our ability to attract and retain qualified personnel. Accordingly, you should not rely 
upon forward-looking statements as a prediction of actual results and actual results may vary materially from what is expressed in 
or indicated by the forward-looking statements.  
  
No representation or warranty is given in respect of the correctness of the information contained herein as at any future date. Certain 
information included in this communication is based on information obtained from third-party sources considered to be reliable. Any 
projections or analysis provided to assist the recipient of this communication in evaluating the matters described herein may be 
based on subjective assessments and assumptions and may use one among alternative methodologies that produce different 
results. Accordingly, any projections or analysis should not be viewed as factual and should not be relied upon as an accurate 
prediction of future results. In addition, this website may contain performance and other data. Past performance is not indicative of 
future performance. 
  
This website contains hyperlinks to websites operated by Heijin and other parties. Heijin does not control the content or accuracy 
of information on third-party websites and does not otherwise endorse the material placed on such sites.  
  
All information and content on this website is furnished “AS IS,” without warranty of any kind, express or implied. Heijin will not 
assume any liability for any loss or damage of any kind arising, whether direct or indirect, caused by the use of any part of the 
information provided. Heijin and its licensors do not warrant that the content is accurate, reliable or correct; that the website will be 
available at any particular time or location; that any defects or errors will be corrected; that unauthorized access to or 
misappropriation of the content will not occur; or that the content is free of viruses or other harmful components. Your use of the 
website is solely at your risk.  
  
The entire website is subject to copyright with all rights reserved. No permission is granted to copy, distribute, modify, post or frame 
any text, graphics, video, audio, software code, or user interface design or logos. The information contained in  shall not be 
published, rewritten for broadcast or publication or redistributed in any medium without prior written permission from Heijin. 

 
Thank you for your understanding, 
Heijin Capital Management 
 
*Past performance does not guarantee future results, which may vary. The value of investments and the income derived from 
investments will fluctuate and can go down as well as up. A loss of principal may occur. 
 


