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A special purpose acquisition company (“SPAC”), also known as
"blank check company," is a shell corporation listed on a stock
exchange with the sole purpose of acquiring or merging with an
existing company. As a consequence of the transaction, the
acquired entity becomes itself publicly traded. Recently, SPACs
have become very popular in the space industry. 

Here is a broad overview of the process: Mr. X, experienced space-
sector manager, founds a shell corporation named Moon Corp. He
takes it public through an Initial Public Offering (“IPO”), promising
investors he will acquire an asset within a certain timeframe and
then increase its value over time, delivering strong returns. If
investors trust Moon Corp.’s management team, they allocate
capital to that company. The raised funds are held in an interest-
bearing account, and can only be used for the SPAC’s acquisition:
this is how the private space company itself becomes publicly
listed, bypassing the traditional and burdensome IPO procedure
that requires hefty fees and lengthy disclosures. 
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There are many reasons for which SPACs have become popular in
the space industry. 

    From the New Space company’s perspective, a determining role
is played by disclosure requirements. Traditional IPOs entail long
SEC (Securities and Exchange) filings with an acknowledgement of
all the firm’s finances and associated risks. Such an obligation is
problematic in the space sector, since the economy of the future
is built on promises. Promises in terms of cashflow, revenues and
return on investment, which foresee endless possibilities in a
soon-to-be achieved multiplanetary future. Yet these promises
are often received with skepticism by traditional investors that
base their valuations on fundamentals, comparable companies,
and a small level of certainty. Therefore, New Space companies
are incentivized to seek out non-traditional financial vehicles for
late-stage capital raising.
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   We must note that this consideration is a double-edged sword,
and touches upon one of the most evident differences between
startups and public companies: forecasts. The startup’s targets are
ambitious and often unachievable, but management boards can
be satisfied with lower results as they are usually aware these
forecasts are a stretch. This is definitely not how public markets
reason. The performance of publicly listed companies needs to be
predictable over time, delivering results in line with or even
above expectations. Only time will tell if the conditions for such
predictability are present in the New Space Economy, but for the
moment it seems unlikely.

   Moreover, the space economy is expanding quickly, propelled
by technological innovation and shifting market dynamics. The
increase in capital funding is a needed catalyst for further
growth, and the standard IPO procedure can be considered
suboptimal for a such a fast-moving environment.

  SPACs also carry an upside for early investors of New Space
companies. Venture capitalists typically pursue exit routes within 5
to 7 years. Considering the long timeframes needed to reach
profitability in the space sector, many of these early investors are
looking for efficient and safe ways of realizing a strong ROI
through a liquidity event. Although an alternative exit could be
found in further rounds of private investments, seeking to raise
hundreds of millions of dollars in a high-risk and often hardly
profitable environment is even harder than it sounds. SPACs can
often be the easier alternative.

05



    Startup managers see several benefits of going public through a 
 SPAC as well. Firstly, space is a highly capital-intensive sector
with long break-even periods, requiring weighty upfront
investments to subsidize growth and pursue profitability. As other
avenues of financing have been exhausted, SPACs are an
attractive alternative for new funds. Secondly, rather than having
to carry out a time-consuming roadshow with many investors, in a
SPAC the startup founders negotiate with a single sponsor.
Finally, underwriting, legal, and accounting fees are a weighty
expense to bear for the small shoulders of their often
unprofitable companies. 

  On a macroeconomic level, current liquidity conditions are
playing a central role in the explosion of SPAC transactions. Since
the Covid pandemic, unprecedented amounts of capital have
been injected in the markets. The aggregate money supply of the
world's 12 largest economies (including the U.S., China, Japan, and
the Eurozone, among others) increased by $14 trillion in 2020 [1].
When capital is widely available, risky assets come into favor. 

Overall, we can conclude that on one side there is a major risk
related to limited disclosures and unsubstantiated valuations.
On the other, however, SPACs are fast and efficient ways of
allocating resources to an innovative industry that is primed to
deliver economic growth in the long-term.
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So which are the New Space companies that have pursued or are
currently pursuing the SPAC route?

Table 1: Overview of main space-related SPACs as of March 1, 2021 [2]
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     Space tourism venture Virgin Galactic started the space SPAC
trend in 2019 when it went public by merging with Social Capital
Hedosophia [3]. Despite a ~$7bn market cap, the company is still
far from profitable, as continued delays and technical challenges
have meant virtually no revenues to date. Yet investors continue
to believe in Virgin Galactic and its vision, with Wall Street
expecting the stock to outperform the market over time.

     Several other deals are currently being finalized. Small launch
vehicle developer Astra, for instance, is merging with the SPAC
Holicity at an approximate valuation of $2.1bn [4]. The small
launchers market is however more crowded than ever, so it is
uncertain what profitability prospects will look like. Astra is
optimistic, expecting monthly launches by the end of 2021 and a
revenue increase from this year's $4 million to $1.5 billion in 2025.

      Vector Acquisition recently announced its intention to merge
with what is likely the most successful small rocket launcher to
date, Rocket Lab, as soon as in Q2 2021 [5]. With an anticipated
post-IPO market capitalization of $4.9bn, the SPAC operation will
turn Rocket Lab into the second biggest public company to operate
only in space. 

Four additional SPAC mergers have been announced and are
expected to be completed in 2021: Spire, Black Sky, Momentus
and AST. The financial forecast trends are similar to the three
players previously mentioned and are well-represented in Table 1
above. It is particularly interesting to note their extraordinarily
ambitious revenue growth projections.

For completeness, we must mention that the first space economy
company to go public through a SPAC was Italy's space propulsion
venture Avio, which merged with Space 2 in 2017 [6]. However,
performance has been weak and the share price is still hovering
at approximately the same levels as when the transaction took
place.



All the recent space SPACs mentioned thus far have been carried in
the U.S., and the reason is simple: aside from Avio in 2017,  there
have been none in Europe, and there are none forecasted in the
foreseeable future. But the trend is not strictly sector-specific: to
date there have only been 10 SPAC listings in the old continent in
2020 and 2021, with a total value of about $1.3bn. Such figures are
dwarfed by the U.S.’s 522 listings that have raised over $300bn in
the same timeframe [7].

This backdrop begs the question: why is the European SPAC
environment so far behind, and what are the consequences of
this underdevelopment?
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     One of the most obvious reasons for the difference between the
U.S. and Europe is the regulatory environment. U.S. exchanges
are more SPAC-friendly, allowing shares to be held in escrow until
an acquisition is made. This is not possible in the major European
exchanges, although modifications could soon be implemented in
places including London and Amsterdam.

  Another possible explanation regards liquidity, much more
constrained in Europe. When less risk capital is available, the
growth of startups in capital-intensive sectors such as space is
significantly impeded. 

   We could also point to the fundamental difference in culture:
compared to their American counterparts, European ventures tend
to be relatively more mature before they go public. U.S. investors
in fact not only have access to more liquidity, but they also tend to
be more tolerant to risk.

  With regards to sector-specific dynamics, the U.S. has
experienced a significantly stronger development of its New
Space Economy. And while space is definitely not a “local” market,
it is hard for foreign companies to take advantage of the U.S.-
based opportunities due to legal barriers such as ITAR
(International Traffic in Arms Regulations). 

    Despite all of these differences, by focusing on the figures and
profiles of the expected U.S.-based space SPAC targets represented
in Table 1 we can conclude that there are many European
candidates just as worthy: there is no shortage of talent,
technologies, or ambition. However, as is often the case in other
contexts, Europe has been slower to jump on the space
privatization train, so it might only be a matter of time before
the conditions are ripe for a widespread adoption of similarly
unconventional financial vehicles. 
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Will the U.S.-based SPAC trend affect Europe? 

Most likely it will. Capital and technology are highly correlated,
and if European companies and policymakers do not embrace the
SPAC trend or do not find an equally efficient way to raise funds,
the development gap compared to the U.S. space economy will
only grow deeper. 

So what can European stakeholders do? Are there other efficient
ways of allocating capital and resources to highly disruptive
economic sectors? If regulatory or cultural norms do not embrace
the adoption of SPACs in European markets, other vehicles must
be considered to support Europe's New Space Economy. 
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    The first potential solution that comes to mind is the standard
venture capital financing. Space startups could raise funds and
pursue further growth by continuously entering in new rounds of
investments. How many rounds? As many as the alphabet permits
– SpaceX, for instance, recently closed a Series M round. But
SpaceX is the outlier amongst outliers, and we cannot base any
recommendations on that company. 

    Going back to our original point, remaining a private company
and seeking further private investments is not only an alternative,
it is the alternative for European New Space companies. But there
are downsides. Firstly, the process of raising  capital in the private
markets tends to be slower than SPACs. Money has to be raised
round by round rather than in a potentially large lump sum.
Secondly, many mechanisms companies use to attract top talents,
for instance stock-based compensation, are much more
attractive in a public market environment. In the long run, a lack
of these incentives may lead to a brain drain. Finally, staying
private also poses liquidity constraints on existing shareholders.

   Indeed, an additional financing avenue could be considered:
debt. European institutions are trying to accelerate technological
growth through widely available debt instruments. But in a
market based on promises, equity is the preferred alternative.

    With these premises in mind, it is evident that – for a healthy
space economy to thrive in Europe – regulators must create the
conditions necessary to efficiently allocate large amounts of
capital in the most innovative and high-potential New Space
startups. We have to incentivize Europe’s bright and talented to
remain in their home country and start bridging the space
industry development gap: space startups must have an
accessible way to gather hefty resources within the European
markets. 
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  We are a blank check company with no operating history and
no revenues, and you have no basis on which to evaluate our
ability to achieve our business objective.
- writes Space Partners I Corp in its SEC filing [8]. Similar
statements are found in the risk documentation sections of most
SPACs [9].
 
Maybe there are good reasons for the European markets to stay
away from the SPAC trend, especially in a backdrop of cosmic
valuations. In fact, such investments are not yet reflected in an
operational context, and the promises made may turn out to be
not as profitable as prospected. 
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     The New SPAC Economy reality takes us back to the late 90’s dot
com boom. Everything that featured “internet” and “dot com” in its
name boasted huge valuations, but virtually no profits. Then, ’99
came: the economy tanked, investments shrank, and startups
starved. History is history of course, and we cannot infer the
future from the past. However, it appears likely that the
performance of risky vehicles is exacerbated by market
conditions, prospering in periods of boom but failing as the
economy turns. 

     Are SPACs a ticking time bomb? Maybe, but maybe not: though
the underlying assets are really risky, the capital invested in such
startups has the potential of fostering exemplary technological
advancements and development opportunities. It is those
incredibly ambitious and visionary companies, with unachievable
targets and preposterous forecasts, that are pushing humanity
closer to the stars and towards the next evolutionary step:
becoming a multiplanetary species. 
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