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To my parents




Chapter 1


The Sudden Boom


What a decade it has been.


Still troubled from the 2007 financial crisis, Europe drifted straight into the next one - the Euro crisis. Central banks pumped trillions of dollars into the market. Interest rates were at zero, real interest even negative - money was basically free. But still, inflation remained to be low. We witnessed an era of low interest rates.


In this era, private capital was on the search for new attractive investment opportunities. And over the course of 2020 and 2021, they seemed to have been found in SPACs. In the news, SPACs were often referred to as blank-cheque companies. Being mostly covered with negative connotations, some saw in them all bad things of turbo-capitalism combined. Some predicted them to be the trigger of a new 2007 size financial crisis and some postulated that they were merely a shortcut to the capital markets for low quality and financially troubled private firms.


In these news articles journalists often seemed to juggle around with superficial topic knowledge. Instead of explaining their way of functioning and their attractiveness to investors and private companies alike, SPACs were often being warned off as a rip-off for investors. Even among financial enthusiasts and experts in my environment, (nearly) no one was able to clearly articulate how SPACs exactly worked.


It was, however, undeniable that this niche financing vehicle was attracting record amounts of investments. In 2020, they accounted for more than 50% of all US IPOs. And just in the first four months of 2021 they raised over $100bn1. In comparison, €79.1bn were raised in Europe through IPOs over the years 2018, 2019 and 2020 combined (€36.7bn, €22.1bn and €20.3bn, respectively)2. But while SPACs were taking off and booming in the US, there was one very bizarre thing: They were almost non-existent in Europe.


So, there was a financing vehicle raising more in four months than all European IPOs over three years combined - but not only did no one really seem to know how it worked, its boom and hype did also seem to be unique to the US.


But why?


This is what triggered my research. I dug deep into the topic. At first, I did not nearly recognise the scope, actuality and importance of the topic I was working on. Analysing the reasons behind their dynamics in the US and their non-existence in Europe became the focus of my work. Soon, it was clear: Europe has a substantial Growth Capital problem. With leading scientists, engineers and entrepreneurs, a relatively strong economy and 420m people, there is no reason why global leaders in platform markets and fast growing industries should not be based in Europe.


But the fact is, they are not. To a large extent this can be explained by Europe’s weak equity financing environment. Substantial amounts of risk capital are needed in order to grow a company with a good idea into a global champion. In Europe risk/growth capital is not available on nearly the large scale needed. European high potential companies are forced to seek financing abroad. The equation for them is easy: Why trouble yourself with finding investments in Europe when you can easily find financing in the US at a valuation up to 10 times as high?


This weakness of Europe comes with a price. A substantial one. High potential companies are drivers of innovation and growth in an economy. Forcing them abroad directly translates into slower economic growth.


But there is light at the end of the tunnel. SPACs might just be the solution Europe so desparately needs in order to keep the high potential companies. SPACs - together with PIPEs (Private Investments in Public Equity) - might be able to circumvent the weakness of the European equity market and provide Growth Capital on a large scale. SPACs and PIPEs can be utilised to provide capital for champions. Unfolding their power should be a priority in Europe’s economic strategy. Unfortunately, only few have realised the potential of SPACs up to now. And it appears that (most of) Europe’s politicians, regulators and journalists do not seem to belong to this group. There are unnecessarily tight regulations in place. There are too many badly researched and misleading newspaper articles wrongfully warning of SPACs.


All around the world, regulations are being adjusted and changed to allow fair SPACs to unfold their powers. In 2021, the UK passed major regulational adjustments aimed at simplifying SPAC launches, capital raises and mergers. In the Netherlands, Amsterdam is positioning itself as a European SPAC hub with attractive regulations. The latest example is Singapore - where regulational adjustments were made in September 2021 and where the government launched its own SPAC to kickstart the market in January 2022. Just Europe (except for a handful of examples) is lagging behind.


Here, this book comes into play - aiming to achieve two things.


Firstly, it aims at being educational. This book does not aim at being a comprehensive summary of the SPACmarket and its historic development. Instead this book offers an introduction into the topic explaining how SPACs work, how they are financed, what regulational boundaries are set, who the key players in a SPAC market are and for which type of companies SPACs and SPAC mergers are actually attractive. But it does not stop here. This book aims at taking you levels deeper into the topic enabling you to understand the reasons behind the developments on the SPAC market. It is not written as an academic textbook. It aims at balancing between diving into relevant details and looking at illustrative, big picture examples. This book aims at the demystification of SPACs. Secondly, this book takes SPACs to a higher level and discusses them in context of politics and geostrategical competitions. It proposes a solution of how Europe can use SPACs to overcome its equity market weakness. It is by no means an analysis through rose-pinted glasses, but based on facts, latest data and logical chains of arguments. This book aims at proposing a solution which would enable Europe to stand its ground in the global competition between the US and China.


Let’s get started.





1See Appendix for description of SPAC dataset used for this book.


2According to PwC IPO reports - see PwC (2020) and PwC (2021).




Chapter 2


Growth Capital and


Companies


Before diving deep into the exciting world of SPACs, let me set the scene (and the scope of my analyses) by defining Growth Capital and Growth Companies.


Companies go through different funding stages over time. Three key stages can be differentiated: The Early Financing Stage (including pre-launch, seed and series 1 financing) is defined by small scale investments allowing for a first validation of the business model. The Growth Capital Stage (including series 2 and Mezzanine financing as well as IPOs and Private Equity investments) is defined by larger scale investments to finance the roll-out, sacling and expansion of the business. The Mature Stage is defined by a broad mixture of ongoing debt and equity financing - mature companies tend, for example, to use bank financing for working capital or real estate purchases.


As a foretaste - SPACs play on the equity investment side and in the Growth Capital Stage. I will, therefore, exclude any debt financing options in this book.


SPACs are also not relevant for companies throughout the different funding stages. In fact, SPACs merely represent an additional funding option which is not even suitable for the majority of the companies. But for a very specific type of companies, SPACs represent a game-changing innovation and a new alternative to access the Capital Market. To this type of companies - which I define below - I refer to as ’Growth Companies’.


The decision to focus my analysis on this specific type of companies follows from two key insights.


Firstly, there are significant differences in market players and financing options between smaller and larger scale equity investments. On a small scale, risk capital can be provided by Venture Capital (VC) and Angel investors. (Even debt in form of bank loans would be an option.) On a larger scale, however, the investments become “capital market relevant”. Large scale equity investments generally cannot be covered by individual investors. They involve institutional investors and investments funds. Companies seeking funding in this capital market relevant investment size used to have two major options available3: Private Equity (PE) and Initial Public Offerings (IPOs). Now, a third option is available for this type of companies: SPACs.


SPACs combine key benefits of PE investments and IPOs offering a game-changing option to access the capital markets. With IPOs a company is able to access the public Capital Market, but the process is rigorously regulated and can take years to prepare and execute (Latham & Watkins LLP, 2020). The owners have to convince a broad range of investors and analysts on roadshows of their companies’ potential. The success of IPOs, moreover, heavily depends on general market conditions. With PE investments, on the other side, the owners only face one counterpart. Securing funding can therefore be much faster. The company can also significantly benefit from the knowhow and expertise of the PE investors who bring regional- and/or industry-specific knowhow, expertise and networks to the table. But PE investments only represent a short to medium term funding solution. After all, PE investors usually seek an exit after 5-7 years. Still, the company has not accessed the public Capital Market and now faces an IPO (or a strategic merger). SPACs solve the addressed problems with IPOs and PE investments. They offer private companies fast access to the Capital Markets without dealing with tight IPO regulations - skipping roadshows and promotions which is now being done by a SPAC (in a reduced manner) before it merges with the private company. The company itself only has to deal with one counterparty - the SPAC management.


SPACs have most impact on this capital market relevant part of the financing world. That is why I focus on the relevant group of companies seeking equity investments of $100m and more4
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