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If there is one corner of the financial market that has benefited from the pandemic, it is special purpose acquisition 
companies (SPACs). This atypical pathway to the public markets was once a niche strategy for small investment 
firms. Now, the strategy has become one of the hottest financial topics of 2020 after a massive uptick in the volume 
of these vehicles.

A record 82 special purpose acquisition corporations went public this year to raise a record $39 billion, far exceeding 
the $9.5 billion in gross proceeds for SPACs in 2019 or the $8.5 billion in 2018.

SPACs are vehicles that raise money in an IPO, and then place the funds in a trust while the sponsor searches for 
a business or multiple businesses to acquire. The companies then complete a merger and the target becomes a 
listed stock. 

A private company going public via SPAC has a few advantages over a traditional IPO. Private companies can go 
public on a faster timeline and there is more certainty around a company’s valuation. Furthermore, the listing of 
a SPAC requires a much lower level of diligence than a similarly sized IPO since there are no financial statements 
to analyze. For a sponsor, raising a SPAC is similar to raising a closed-end fund, allowing for a shorter and more 
comfortable timeline during the fundraise. In addition, the reputation of SPACs has improved over the past decades 
as governance practices have been refined and made more shareholder-friendly.

The volatility and price declines earlier in 2020 made IPOs and direct listings impractical options for many private 
companies, which is where SPACs have stepped in. There has been a lot of talk particularly in the venture community 
not being satisfied with the IPO process. That has led to conversations about going the direct listing route, and now 
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SPAC registration in the U.S. has risen dramatically this year
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the SPAC route. There have been several companies that have gone the IPO route and set a price underwriters 
deemed reasonable, only to see the stock surge on the first day of trading, which ultimately results in money 
being left on the table. And with IPOs being inherently riskier, there was less incentive to take on more risk by 
going public during an election year and pandemic.

It is clear SPACs are here to stay, but it is uncertain whether they will continue at the same rapid pace as this year. 
While the population of companies that might combine with a SPAC is growing, it still represents a small subset of 
private companies, limiting the potential disruption of the traditional IPO process. While the momentum driving 
innovation around public listings is encouraging, SPACs will not provide a solution for every private business. 
That said, there is a two-year time period for a SPAC to acquire a business, guaranteeing they will remain around 
for at least the foreseeable future.


