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Hints of SPAC-ulation?
• Diving Into the Latest Fundraising Phenomenon

• Investors should tread carefully with SPACs, as costs and dilution post-
merger may be larger than those borne via traditional IPOs

• Firming Economic Expectations
• Each incremental step toward herd immunity clarifies the path to a more

full and broad economic recovery

• Earnings Season: Approaching the Finish Line
• The outlook for corporate profitability continues to improve, gathering

momentum for a strong recovery into 2021
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Hints of SPAC-ulation

• SPACs, Defined. Special purpose acquisition companies (or SPACs for short) have
skyrocketed in popularity in recent years. SPACs initially serve no commercial purposes
– in fact the only asset on their balance sheet is the cash they raise at launch. With that
capital in tow, managers of the SPAC search for a private company that desires to go
public. If all parties manage to come to an agreement, the two companies merge
and the funds held in the SPAC are exchanged for equity in the post-merger company.
As a result, the private company now trades on a public exchange.

• SPACs: Pros & Cons. A company opting to go public via SPAC is able to sidestep some
of the SEC’s rigorous IPO regulations, completing the process in roughly 6 months,
compared to the typical 1-2 year timeframe for traditional IPOs. However, from an
investor’s perspective, SPACs may bear disproportionate hidden costs. For example, a
SPAC’s public shares have historically faced large dilution costs, as founders carve out
a share for themselves and investors opting out of deals leaving remaining shareholders
holding the bag on underwriting fees.

• Buyer Beware. A recent study* found that shareholder dilution, as measured by the
amount of cash remaining in the SPAC per share, has often been a key determinant to
realized returns for shareholders in the six months following the acquisition. Results
varied widely, from -85% to +163%, a track record of mixed and widely disparate results.
As a result, the performance of SPACs appears highly speculative, and its surge in
popularity may be another sign of recent market ebullience.

Chart of the Week:
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Investors should tread carefully with SPACs, as costs and dilution
post-merger may be larger than those borne via traditional IPOs

SPACs Appear to Offer Mixed, Widely Disparate Post-Merger Results

*Klausner, Michael D. and Ohlrogge, Michael and Ruan, Emily, A Sober Look at SPACs (October 28, 2020),
Stanford Law and Economics Olin Working Paper No. 559, NYU Law and Economics Research Paper No. 20-48.



Earnings Season: Approaching the Finish Line

3

Investment Strategy InsightsInvestment Strategy Insights
Firming Economic Expectations

• Multi-Year Highs for PMIs. Markit’s Flash PMIs** showcased strong initial results for the U.S. 
in February. The services PMI rose to 58.9, its highest mark in almost six years. On the 
manufacturing side, the index slowed modestly (58.5 vs. 59.2 in January), but still sits near 
its highest levels since 2010. The strong growth, particularly in services, is likely indicative of 
the recent easing of COVID-19 restrictions, as well as a boost in demand from additional 
fiscal stimulus measures circulating through the economy.

• Yields Continue Climb Higher. 10-year Treasury yields reached a high of 1.50% last week, 
moving nearly a half-percent higher over just the last month. In line with increasing yields 
has been the steepening of the yield curve. Yields on shorter-dated T-Bills remained 
virtually unchanged, a reflection of the Fed’s ongoing monetary accommodation. As a 
result, the U.S. Treasury yield curve has recently steepened quite a bit, a move that has 
historically been a harbinger of more plentiful economic growth ahead.

• Reopening Continues. The ongoing economic recovery has continued to unfold in 
recent months. According to Glenmede’s Reopening Index, an estimated 76% of all 
economic activity that was lost due to the onset of the pandemic has since been 
recovered. U.S. household spending has been a big driver, having already overtaken its 
pre-pandemic highs. That said, certain cohorts in the economy have yet to fully recover, 
including small businesses and employment, especially within high-contact industries. The 
latter portions of the economy are likely to be among the biggest beneficiaries of a herd 
immunity driven pickup in economic activity.
Each incremental step toward herd immunity clarifies the path to 
a more full and broad economic recovery 

• Q4 Earnings Season. As earnings season wraps up, Q4 profit growth is expected to finish 
well ahead of initial expectations. With ~96% of companies reporting so far, the 
blended year-over-year earnings growth estimate for the S&P 500, which combines 
actual results with consensus estimates for firms that have yet to report, currently sits at 
a positive 3.8%. As it stands now, Q4 2020 is shaping up to be the best quarter for year-
over-year growth since Q4 of 2018 (13.9%).

• Firms Exceeding Most Optimistic Estimates. Not only are many companies beating 
consensus earnings estimates for Q4, a whopping 44% of those in the S&P 500 topped 
even the highest earnings growth expectations among analysts. Astoundingly, more 
than half of companies reporting in the tech (54%), healthcare (52%) and industrials 
(51%) sectors claimed that feat. This can be partially attributed to firms staying nimble 
and adapting to the socially-distant environment, but also perhaps indicative of overly 
pessimistic analyst forecast, anchored lower by the ongoing pandemic.

• Forecasts for a Brighter 2021. As Q4 earnings season comes to a close, the spotlight 
shifts toward the drivers of growth in the months ahead. The earnings trajectory may be 
poised for a continued climb higher, with consensus forecasts of double digit year-over-
year earnings growth for each quarter in 2021, peaking 49.7% in Q2. Such earnings 
optimism is backed by the expectation of broadening growth, which may continue to 
unfold as the U.S. approaches herd immunity and unlocks more sources of demand. 

The outlook for corporate profitability continues to improve, 
gathering momentum for a strong recovery into 2021 

**Purchasing managers’ indexes
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