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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and provide 

some perspective to investors. 

November 2020 

A PRIMER ON SPECIAL PURPOSE ACQUISITION COMPANIES 

Special purpose acquisition companies (SPACs), or “blank-

check companies” are everywhere. If it weren’t for a global 

pandemic and historic recession, SPACs—with their big 

name investors and dizzying inflows of money—might be the 

market story of 2020. 

What are they? At their core, SPACs are just an IPO with a 

twist. They’re formed to raise money via a public offering of 

shares for the sole purpose of merging with a private 

company. A SPAC has no existing operations and might not 

even necessarily have a stated merger target. It is a bucket 

of cash, trading on an exchange, that is often sponsored by 

a well known investor. SPACs have two-ish years to 

complete an acquisition or they return the money. That’s it. 

But why the sudden popularity? Well, the SPAC route can be quicker than a standard IPO, with less red tape and more 

certainty around valuation. Some benefits are also more pronounced in the age of COVID: less in-person negotiating and 

a usually speedier turnaround stand out. Further, the SPAC pipeline is also heavily weighted towards this year’s big winner, 

growthy, tech firms. In both public and private markets, these are the firms that get the hype, the headlines, and the dollars. 

Now that we’ve looked at what they are, here are a few key takeaways for would-be investors: 

1. Risk versus return. These are risky investments, no two ways about it. As with IPOs, SPAC investing largely deals 
with young companies without an established track record or publicly filed financial statements, many of which have 
not begun to turn a profit. And for all the hype, performance has been mixed at best. Per Renaissance Capital, since 
2014, the common stocks of completed SPAC mergers have averaged a loss of 9.6% with a median loss of 29.1%. 
 

2. Opportunity cost. SPAC investors might argue that they get the upside of a promising IPO with the option of getting 
their money back if they don’t like the acquisition. What’s the downside? Well, as we know, there’s no such thing as 
a free lunch (or in this case, a free surf and turf) in investing. There’s an opportunity cost, which could be years of 
cash-like returns plus the chance that it underperforms (see above)—and that’s IF a deal is even sealed. Since 2014, 
only 93 SPACs have completed deals out of 313 IPOs. 
 

3. Big-tech euphoria? The other storyline for SPACs is the concern that we’re seeing overly optimistic sentiment, 
particularly in tech names, in the face of a recession. To examine this, our friends at Strategas put together a “bull 
market top” checklist to gauge frothiness, and of every box on that list (big inflows, narrow market, etc.), only one is 
checked: IPO activity. So is there something to this concern? Maybe, but it’s just one piece of a much bigger puzzle. 

In the end, SPACs are risky investments that require additional due diligence and may not be suitable for all investors. 

Reach out to your Baird Advisor to discuss these and anything else on your mind today. 

In the Markets Now 
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


