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1. Introduction
1.1 Background and Significance of the problem
A Special Purpose Acquisition Company or SPAC is a blank
check company which does not yet have its own commercial
operation. SPAC raises capital at unit price of $10 each in the IPO
while has 2 years for finding a private company to merger and then
bring the company public. Unlike traditional IPO, SPACs lack
historical performance, asset, and product. The thing investors
known about SPAC is Sponsor which has very important role for
consummating the merger. SPAC cannot have the target company
before going to the IPO which required by The Securities and
Exchange Commission or SEC. If SPAC cannot complete the
merger within a timeframe, typically 2 years. It liquidates and
return all capital with interest to investors.
In 2020, SPAC IPOs list hits a high record by raising $ 83.3
billion from 248 SPACs. While there are traditional IPO of 165
raising $61.9 billion. SPACs raising trend is continuing. In 2021,
There are SPACs total of 613 with raising $ 162 billion.

Figure 1 : The total number of SPAC IPOs and Gross Proceeds(BnUSD)

650 613 180
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o
Gross Procee

Gross Proceeds(BnUSD) ~ =—@=Number of SPAC IPOs

Source : spac insider



After SPAC IPOs, SPACs are capital pools having a known
value that can be used. These capital pools are ready for the
merger. SPAC IPO is $10 per unit which is typically included
common stock, warrant and right. Price for combination with the
target company is approximately $10 as well because $10 is
amount of cash per unit in an escrow account (trust). At the time of
the merger, SPAC delivers cash in an escrow account (trust) to the
target company, which will be calculated in proportion to the target
company's value. As a result, a certain amount of SPAC cash will
be delivered in exchange for a smaller percentage share of the
merged company if the target has higher value(Saengchote 2021).
Moreover, when sponsors invite a Private Investment in Public
Equity (PIPE) which is sponsor itself or third parties providing
additional cash to offset redemptions. This share price is also $10.
Therefore, it should trade at around $10 until merger
consummation date. However, many SPACs price in 2020 trade
more than $10(Saengchote 2021). These seem to be continued and
there are mispricing in the market.

Capital markets have long been seen to follow the efficient-
market hypothesis in traditional finance theory. The efficient-
market hypothesis assumes share prices fully reflect all available
information at any time. Therefore, it is not easy to earn abnormal
return. The efficient market also holds another assumption, all
investors are rational. In reality world, however, many individual
investors make decisions based on biases or irrational that may
occur from many behaviors. Such as the problem with
overconfidence, investors tend to overestimate their abilities,
knowledge and control on investment as better than they are. It
may come from limited time or information. Another example
(Steib 2021) indicate case of Hertz going to the bankruptcy that
many retail investors did not fully understand that the shares most
likely to fall to zero. They still bought this share. This show that
many investors logic is irrational. As a result, bias or irrational
behavior leads to make a poor decision and create a anomalies
price in the market. These anomalies price contradict to the
principle of market efficiency.
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The basic economic theory about price is the law of one
price (also known as LOOP). This theory states that identical
products must have the same price in different markets. The
assumption is no transaction costs, no barriers to trade, identical
products in different market, and no restrictions on pricing
adjustment. In financial market where competition is likely to be
perfect and transaction costs are low. The law of one price can be
apply in many aspects of financial markets. At the time of
combination for SPACs, price per share should trade around $10
because this price is amount of cash per share SPAC having to
deliver to the target company. Moreover, PIPE also purchases
share at price $10 to replenish some cash that SPAC paid out to
redeem its shares after the combination announcement. Consider of
the case of SPACs, many SPACs trend to have price deviated from
$10 on the combination announcement date and after the
announcement date. However, this mispricing happens only in
some specific case of SPACs. For example, mispricing appears in
the case of merger with related electric vehicle (EV)
targets(Saengchote 2021) or in the case of having sponsors that get
interested from investors on the market.

Arbitrage is the driving force behind LOOP in financial
market. An example of arbitrage is the acquisition of an asset in
one market and simultaneous sale of that asset at a higher price in
another market. Therefore, investors can get a profit from the
difference in price between two markets. This profit can be used as
an award to arbitrageurs to have an incentive to do arbitrage. As a
result, security prices follow the law of one price. One strategy of
arbitrage is short selling which is if arbitrageurs believe that
security price will decrease. They will borrow securities. Then,
sale these securities to buyers who willing to buy at the market
price. Thus, arbitrageurs have to bet with the market that price will
go to decline. They can purchase it at lower price and then return it
to lenders with fees. Arbitrageurs face a risk that security price will
not go to decline. There is no limit to the amount of money
arbitrageurs can lose if the price go higher. Moreover, in some
cases fees from short selling are very high. Shorting cost can be
used as a reason why arbitrageurs avoid to short sell some
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securities. The violation of the law of one price happens in market
from shorting cost. Therefore, mispricing can be caused by bias or
irrational investors and arbitrage costs.

In 2020, Individual investors' share of US equity trading
activity is expected to have risen to around 20%. However, there
are retail investors in July 2020 accounted for up to 25% of the
stock market’s activity. The trend of increased retail investor
participation in the market is unlikely to fade away. Main driven is
from apps like Robinhood, trade with no commission and no per
contract fee when purchasing or selling options, which continues
to attract new investors. Robinhood is easy to use, investors are
able to access the system to trade via their phone, and provide a
collection of all information from the internet such as social media
instead of research paper in traditional way. Base users of
Robinhood are youth and irrational in some case. Many investors
are the first trader and mainly use information from social media
like Reddit, Facebook, Instagram, and Twitter(Steib 2021). The
rise in retail investors is coming together with SPAC IPOs' boom
and rising trend of these is continuing. At the same time, COVID-
19 spread around the world. To control this pandemic, physical
separation and quarantine were required to use during this
outbreak. The lockdown order announced around the world.
Human behaviors changed from offline to online attempting to
maintain the ordinary activity (e.g., shopping, learning, working,
meeting, and entertaining). Resulting in revenue increased in
technology company causes the share price increase during the
pandemic(Pisal 2021). This impact on SPAC that has target
company in technology industry.

For SPACs, The majority of SPAC sponsors come from a
background in private equity and hedge funds(Klausner and
Ohlrogge 2020), (Gahng, Ritter et al. 2021), and(Bai, Ma et al.
2021). Due to the SPAC’s non-existent historical performance,
Sponsor reputation effect on its combination from selecting the
target company. The high VC reputation creates strong the post-
IPO long-term performance (Siang 2009)(Krishnan, Ivanov et al.
2009). Other things that effect the performance of venture
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capitalists are their network. VVC firms with better networks have
much greater fund performance(Hochberg, Ljungqvist et al. 2007).
Furthermore, Sponsors can be seen in the same way that celebrity
endorsements are. They have also been connected to a rise in the
company's stock and created an abnormal return on stock on the
announcement day of the endorsement contracts(Agrawal and
Kamakura 1995). Therefore, Sponsor reputation have impact to
SPAC price.

In this paper, | study SPAC IPOs which had acquiror and
target nation in the United States and were public between January
2020 and December 2021. | choose this time period because this
time SPAC IPOs boomed and mispricing start to appear in the
market. | collected information from Refinitive SDC Platinum.
After excluding SPACs traded in Over-The-Counter (OTC)
markets and SPACs that missing information. | manually cross-
checked with U.S. Securities Exchange Commission's Electronic
Data Gathering Analysis and Retrieval website (SEC EDGAR)
database, SPAC Track, SPAC insider and news. The final sample
has 186 SPACs. For the SPAC stock price and CRSP index, |
collected information from Refinitiv Datastream.

For the sponsor detail, I manually collected information
from U.S. Securities Exchange Commission's Electronic Data
Gathering Analysis and Retrieval website (SEC EDGAR)
database, Form S-1. | classify high reputation sponsor as a
influencer or celebrity that get well-known and interesting from
public. Therefore, | select The Forbes 400 in 20211 | use event
study methodology to test for SPAC sponsors and their effects on
SPAC prices.

Many existing research studies SPAC in term of IPOs and
structure. In 2020, SPAC IPOs list hits a high record, and it seems
to appear mispricing in the market(Saengchote 2021). In this
paper, | focus on SPAC price that caused by a behavioral investor
who was influenced by SPAC sponsor.

! https://www.forbes.com/forbes-400/
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1.2 Research Question
In this paper, I aim to answer the question “SPAC sponsors
effects on SPAC prices” and fill the gap in the existing research.

1.3 Objective and Contribution
The purpose of this paper is to find the effect from SPAC

sponsor after the merger announcement. Moreover, This research
offers empirical evidence for the relationship between SPAC
sponsor and SPAC price when announcement for combination
which is not many studies ever tested before. I make the following
literature's contributions. First, my paper contributes to the SPAC
investment dimension literature by identifying mispricing from key
person, Sponsor, can directly influence SPAC price after the
announcement date of combination. Second, the paper provides a
extensive literature review with the significant findings about
SPAC, retail investors, venture capitalists’ reputation and network

This paper can be beneficial for all investors or whoever is
interested in SPAC.

2. Literature review

2.1SPAC

(Lewellen 2009)represents SPAC as a new and interesting
asset class within the U.S. public equity markets and describe the
fundamental differences between SPACs and other types of public
equity. The finding is that SPACs are structured and behave unlike
any other asset class in the markets. They are similar to a risk-free
asset with a beta of zero in the early stages of their lifetime, yet
many of them instantly transform into "typical” common stock with
a beta near one. Their trading behavior is bizarre, and their
shareholders do not appear to be rational.
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There are many aspects that SPAC IPOs are difference from
traditional IPOs. (Gahng, Ritter et al. 2021)find that tt is
significantly more expensive to merge with a SPAC than to conduct
a typical IPO but there are several the relative benefits of
combination with SPAC over a traditional IPO. During SPAC
period, it has been 9.3% of average annualized return while during
DeSPAC period was underperform the market. In the same way,
(Klausner and Ohlrogge 2020)analyze the SPAC structure and cost.
They find that costs built into the SPAC structure are the implicit
costs which higher than traditional IPO cost. Moreover, The
majority of SPACs' share prices fall after the merger, and These
price declines are strongly related to the SPAC's dilution, or cash
shortfall, in the SPAC. Similar to traditional IPOs, SPACs' volume
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swings over time. (Blomkvist and VVulanovic 2020)interest in the
time-series determinants of the fluctuations in the SPAC share and
volume. According to their findings, The SPAC share and volume
are negatively related to both the market uncertainty(V1X) and the
variance risk premium(VRP) . On the other hand, They also mention
to a positive correlation between the Sponsor stock and both the
market uncertainty (V1X) and the variance risk premium(VRP)

Other different aspects of the SPAC target firms and
traditional IPO firms are characteristic. (Bai, Ma et al. 2021)define
that SPAC target firms are smaller, younger, and riskier traditional
IPO firms when they go public. There are statistics that SPAC firms
grow in term of asset, market capitalization, and revenue at similar
or higher rates as compared to IPO companies after going public in
the three years. Moreover, they find the co-movement between
equity market sentiment and SPAC activity. In addition, The SPACs
market share is significantly associated with the sentiment of the
equities market.

Due to SPAC lack of operational history, Sponsors or CEOs
can create trustworthiness to investors when SPAC going public.
(Blomkvista, Nocera et al. 2021)examine whether the SPAC CEOs
characteristic correlated with SPAC IPO outcome and find that
SPAC CEO:s are likely to have a degree of Doctor and MBA
comparing to traditional IPO firms. In addition, more reputable and
financial expert CEOs can credibly convey the value of the offering
to outsiders, thus reducing information asymmetries surrounding the
SPAC listing, resulting in larger SPACs and increased demand of
the offering.

(Saengchote, 2021) focus on the investment dimension from
a behavioral finance perspective. The finding is that many SPACs
are trading at prices considerably over the $10 in 2020, which can be
viewed as mispricing. Many mispriced SPACs are associated with
electric vehicle-related businesses, which may be due to the "Tesla
effect,” which can reflect behavioral bias.
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2.2 The Law of One Price

The law of one price (also known as LOOP) is an economic
theory that states that identical products must have the same price in
different markets. However, LOOP is based on several assumptions
such as no transaction costs, no barriers to trade, identical products
in different market, and no restrictions on pricing adjustment. Most
of traditional finance relies on models which economic actors are
believed to be rational, which implies they are efficient and unbiased
consumers of relevant data and make decisions that maximize
utility. To buy overpriced security, (Lamont and Thaler
2003)explain that one needs investors who are (in our specific case)
irrational, woefully uninformed, or endowed with very strange
preferences. A rational arbitrageur fails to short the overpriced
security due to shorting costs. Irrational investors' demand for
certain shares was too strong compared to the market's ability to
supply these shares via short sells, As a result, price was
unreasonably high which is similar to(Kabir 2017). Moreover, he
also defines that investor’s financial decisions can be not fully
rational because of behavioral biases. Overconfidence and
overoptimism are an example of behavioral bias. Investors
overestimate their ability and the accuracy of the information they
have due to regret aversion, mental accounting, frame dependence
and anchoring, availability bias, conservatism, and
representativeness.

2.3 Sentiment
According to Bloomberg news?, Individual investors' share
of US equity trading activity has ranged between 10-15 percent
over the last ten years, and is expected to have risen to around 20%
by 2020. However,there are retail investors in July 2020 accounted
for up to 25% of the stock market’s activity.

2 https://www.bloomberg.com/news/videos/2020-07-09/citadel-s-mecane-says-
volatility-behind-rise-in-retail-investing-video
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Figure 3 : Individual investors share of US Equity trading volume

Individual investors’ estimated share of U.S, equities trading volume

L e .

Source : The Wall Street Journal via Bloomberg

The trend of increased retail investor participation in the
market is unlikely to fade away. Main driven is from apps like
Robinhood(Steib 2021), trade with no commission and no per
contract fee when purchasing or selling options, which continues to
attract new investors. Due to the pandemic which is COVID-19 in
2020, the United States and the rest of the world were under
lockdown. People are adopting a new work-from-home lifestyle.
Moreover, students went home to study mainly taught via Zoom.
Technology firms were one of the industries that gained the most
from the epidemic and lockdowns(Vargo, Zhu et al. 2020, Pisal
2021).(Steib 2021) find that Robinhood's user base is youth.
Everyone has access to information via the internet by using
platforms like Reddit, Facebook, Instagram, and Twitter. He also
indicate from the example of Hertz going to the bankruptcy. Many
retail investors still bought it due to they did not fully understand
that the shares most likely to fall to zero. As a result, the shares
leave them with a total loss. This indicate that retail investors logic
Is irrational.

Another literature review that investigates retail investors
is(Barber and Odean 2008). They examine the attention-driven
buying behavior by use the events which are likely to got investors’
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attention that is stock with high abnormal trading volume, stock
with extreme one-day return and stock in news. They find that
individual investor are net buyers on high-volume days and when
stock in news, even in negative or positive one-day return. While
institutional investors have more resources and time to monitor a
wider range of stocks. They are less likely to make impulsive
purchases.

Moreover, (Bai, Ma et al. 2021)tests show that a one-
standard-deviation increase in equity market sentiment index is
associated with a 6.5 percentage point increase in the quarterly
market share of SPAC IPOs. Therefore, they conclude that there are
the co-movement between equity market sentiment and SPAC
activity.

2.4 Sponsor Reputation and Influencer Endowment
(Ritter 2015)study a growth capital-backed IPO. He define a

growth capital-backed IPO on the basis of three criteria: 1) The
Issuing business has a financial sponsor who invests actively and
provides equity capital; 2) the financial sponsor does not
necessarily take a controlling position, unlike a buyout; and 3) the
issuer has been investing in tangible assets as a key portion of its
business and/or making significant acquisitions, unlike pure
venture capital. Growth capital investing is the financing of
growing businesses that are investing in tangible. It is a subset of
venture capital. Growth capital is correlated with the industry that
the company operates in retailing, restaurant chains, and health
care management, and represents 12% of all venture capital (VC)-
backed initial public offerings (IPOs). He finds that investing in
growth capital-backed IPOs has produced mean 3-year style-
adjusted buy-and-hold returns of +25.2%, in contrast to style-
adjusted returns of approximately zero for other VC-backed and
buyout-backed IPOs.

(Gomez-Mejia, Balkin et al. 1990)investigates the role of the
venture capitalist in the management of the high tech firm.
Attention of this paper is directed toward the nature of venture
capital influence, extent of influence, and factors moderating that
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influence. They use a qualitative research method that included
both interviews and participant observation in the research. Results
show that CEOs see the venture capital 's influence as beneficial in
terms of financial concerns, source of capital, financial
management and boundary spanning activities that involved in
networking, competitive market analysis. Involvement of the
venture capital in internal management matters is often seen
negatively. One interesting conclusion is that CEOs and venture
capitals have opposing opinions on the venture capitals'
contributions to the firm's internal management.

(Siang 2009)research on the reputation of a venture capital
firm has an impact on the long-term operating performance and
survival of its start-up company. He proxies venture capital
reputation by market share, IPO share, and firm age. He finds that
start-ups with a greater venture capital market share and a higher
venture capital IPO share have a lower risk of de-listing. In other
words, the survival rate is higher in startup companies with backing
by higher venture capital’s reputation. Furthermore, venture capital
reputation have positive and strong correlation with the post-1PO
long-term performance metrics which is similar to(Krishnan,
Ivanov et al. 2009). Other things that can help venture capitalists
are their network. (Hochberg, Ljungqvist et al. 2007)discover that
venture capital firms with better networks have much greater fund
performance. They measured by the percentage of investments that
are successfully exited through an IPO or a sale to another
company.

(Agrawal and Kamakura 1995)use an event study to
investigate the impact of celebrity endorsement contracts on the
expected profit of the firm. Resulting from the findings of an event
analysis is celebrity endorsement contracts have a positive impact
on stock returns on the announcement day of the endorsement
contracts. They also suggest that celebrity endorsement contracts
are viewed as a worthwhile investment in advertising. Another way
to influence is through the internet. (Hirschey, Richardson et al.
2000)study the effect of buy/sell stock recommendations published
on the Internet, the Motley Fool which is a popular stock chat
website with high visibility, move prices and trading volumes by
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using event study. They find that the effect on the nightly
performance recap of The Motley Fool’s Rule Breaker Portfolio,
include high-flying internet stocks, small-cap high-tech stocks,
larger-cap high-tech stocks, beaten-down DJIA stocks that provide
buying announcements for small-cap growth stocks create
statistically significant abnormal returns. The effects were
generally larger than those following secondhand buy
recommendations published in the print media or after a stock
purchase recommendation on the television program “Wall Street
Week”. Moreover, The Motley Fool buy announcements are
closely followed and acted on by Internet investors. These follow
and act also created unusual trading volume. Similar to
(Karniouchina, Moore et al. 2009) use an event study methodology
to calculate the amount of the next-day anomalous market reaction
to Mad Money with Jim Cramer suggestions who former hedge
fund manager. Mad Money is an American finance television
program airing on CNBC. It provides investment and speculation,
particularly in public company stocks. They find that stocks
recommended during the show experienced abnormal returns
before the recommendation. Although viewers actively seek
suggestions, the findings reveal that any individual suggestions is
still subject to many of the same communication challenges as
traditional advertisements. According to a regression analysis,
typical advertising characteristics including message length,
recency—primacy effects, information clutter, and source credibility
affect the size of the market reaction to a "buy" recommendation.

2.5 Technology industry

In recent years, the relationship between humans and digital
technologies has been researched. (Vargo, Zhu et al. 2020)
synthesizes the rapidly growing literature on the use of digital
technologies during the present COVID-19 pandemic. It discusses
the four topics listed below: (1) the specific digital technologies
that were used, (2) the specific populations who used these digital
technologies, (3) the specific activities in which individuals and
groups used these digital technologies, and (4) the specific effects
of using these digital technologies on humans during the COVID-
19. They find that the 281 empirical papers. They discovered that
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(1) 28 different types of technologies have been used, ranging from
computers to artificial intelligence, (2) 8 different populations of
users, primarily medical professionals, (3) 32 generalized types of
activities are involved, such as providing health services remotely,
analyzing data, and communicating, and (4) 35 different effects
have been observed, such as improved patient outcomes, continued
education, and decreased outbreak impact.

(Mlitz 2021)conducted a study with 365 respondents.
Participants were asked about their frequently of work - from -
home affected before and after Covid-19. The finding is that before
the COVID-19 pandemic, during the pandemic, 17 percent of U.S.
employees worked from home 5 days or more per week, rising to
44 percent. The COVID-19 pandemic increased the remote
working trend, as quarantines and lockdowns made commuting and
working in an office nearly impossible for millions of people
around the world. Remote work, also known as telework or
working from home (WFH), offers a solution, with people
performing their responsibilities away from the office and backed
by specialized technology, eliminating the need for employees to
commute to an office in order to stay connected with colleagues
and clients. Employees rely on remote work options to facilitate
hybrid work and keep it secure amid the COVID-19 epidemic.
Remote work technology, such as laptops, experienced a dramatic
increase in demand, video conferencing firms such as Zoom
increased in value, and employers were forced to adopt new
communication methods and resources.
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Figure 4 : Remote working frequency before and after COVID-19 from
(Mlitz 2021)
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(Watson 2020)conducted a online global survey from people
age 16-64 years old. The findings is that The COVID-19 epidemic
has had a direct impact on in-home media consumption around the
world, with 35 percent of total respondents reporting that they have
read more books or listened to more audiobooks at home, and 18
percent reporting that they have listened to more radio, whereas
more than 40% of consumers spent more time on messaging
services and social media. Surprisingly, while at least 50% of
respondents in most nations claimed they were viewing more news
coverage, statistics for Australia and the United States were lower,
at 42 and 43%, respectively. Australians were also the least likely
to be reading more newspapers; only 5% of consumers reported
doing so, compared to a global total of 14%. While 60% of Italians
were spending more on texting services, Only 8% of respondents in
Japan agreed, while survey participants from China and the
Philippines were by far the most likely to be spending more time
on music streaming services.
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Figure 5 : In-Home Media Consumption during the COVID-19 Pandemic
from (Watson 2020)
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Moreover, (Pisal 2021)investigated what were the primary

elements that led to the rise of Facebook, Apple, Amazon, Netflix,
and Google (FAANG) during the Covid-19 pandemic, while other
small firms struggled to survive? The finding is that During the
pandemic, not only FAANG's income rise, but so their stock prices.
The increase in share prices was caused by increased revenue from
firms during the COVID-19 pandemic, as well as a large number of
people investing their money in the stock market during the
pandemic. There are various factors in the research such as
lockdown orders across the United States, an increase in social
media consumption, an increase in online purchasing due to the
closure of physical stores and shopping malls, and work from home
all contributed to the rise of FAANG.
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(Steib 2021) find that Robinhood's user base is youth.
Everyone has access to information via the internet by using
platforms like Reddit, Facebook, Instagram, and Twitter. (Pyun,
2021) discovered that live group chats assist investors uncover high
alpha companies and are more informative than individual postings
and comments in investment forums, based on data from investing-
related chat rooms. Moreover, The 15 most-mentioned stocks and
Top 5 Most Mentions by Month in Discord and Reddict WSB are
mainly from the technology sector. (Corbet, Yang (Greg), Yang,
& Les, 2021) find evidence from the infamous Reddit-
based/wallstreetbets forum. The forum user’s growth are
significantly increase in the same way with abnormal return and
the reach of such comments. There is 5.6% abnormal return in
technology stocks.

3. Hypothesis development

After SPAC IPOs, SPACs are capital pools having a known
value that can be used. These capital pools are ready for the
merger. SPAC IPO is $10 per unit. Price for combination with the
target company is approximately $10 as well because $10 is
amount of cash per unit in an escrow account (trust). At the time of
the merger, SPAC delivers cash in an escrow account (trust) to the
target company, which will be calculated in proportion to the target
company's value. The higher target company’s value, The lower
percentage share of the merged company(Saengchote 2021).

SPAC IPOs boomed starting in 2020 (Gahng, Ritter et al.
2021) and This trend come with the increase in retail investors?
more than expectation. At that time, there is the anomalous
mispricing in many SPACs. It traded more than $10(Saengchote
2021). The main increase in retail investors came from Robinhood
app(Steib 2021). They do a lot of things that don't make
sense(Lewellen 2009, Kabir 2017). Such as buying stock going to
bankruptcy. Investors from Robinhood are first-time trader and age
at average around 26 years old(Steib 2021). These investors can be
easily influenced. Because they have not knowledge or

3 https://www.bloomberg.com/news/videos/2020-07-09/citadel-s-mecane-says-
volatility-behind-rise-in-retail-investing-video
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understanding in an investment. This causes them to make poor
decisions and result in mispricing in the market(Lamont and Thaler
2003).

The majority of SPAC sponsors come from a background in
private equity and hedge funds(Klausner and Ohlrogge 2020),
(Gahng, Ritter et al. 2021), and(Bai, Ma et al. 2021). So SPAC
target firms are smaller, younger, and riskier than traditional IPO
firms when they go public(Bai, Ma et al. 2021). There is one type
of venture capitalist that funds retail operations, growth capital
investing(Ritter 2015). Due to the SPAC’s non-existent historical
performance, Sponsor reputation effect on its combination from
selecting the target company. Then, operating performance after
consummation. The exit strategy of venture capitalist can be seen
as an initial public offering (IPO) or a sale to some other firm. The
one method of exit strategy is Traditional IPO. The reputation of
SPAC sponsors is seemed similar to those of venture capitalists.
For venture capitalist, the high VVC reputation creates strong the
post-1PO long-term performance (Siang 2009)(Krishnan, Ivanov et
al. 2009). Other things that effect the performance of venture
capitalists are their network. VVC firms with better networks have
much greater fund performance(Hochberg, Ljungqvist et al. 2007).
Furthermore, Sponsors can be seen in the same way that celebrity
endorsements are. Celebrity endorsements are often used to
promote products and enhance brands for a long time. They have
also been connected to a rise in the value of a company's stock and
created an abnormal return on stock on the announcement day of
the endorsement contracts(Agrawal and Kamakura 1995). Another
channel that are popular in receiving news is internet. Many
Robinhood users has access to information via the internet by using
platforms like Reddit, Facebook, Instagram, and Twitter(Steib
2021). While retail investors trend to be a net buyer compared to
institutional investors when they saw stock in news(Barber and
Odean 2008). Stock recommendations from internet create
significant abnormal returns on day the recommendations
published and the effect is very large comparing to the print media
or on the television program(Hirschey, Richardson et al. 2000).
Stock recommendations from television show also has impact on
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stock return. Most of people immediately take action following the
recommendation on television show. Therefore, There are
abnormal returns during the show(Karniouchina, Moore et al.
2009).

H, : On the announcement date of the combination,
sponsor reputation has positive impact on abnormal return.

During the pandemic, COVID-19 that is unprecedented.
Physical separation and quarantine were required to control this
outbreak. People were given orders to stay at home when lockdown
was announced. Human behaviors changed from offline to online
attempting to maintain the ordinary activity (e.g., shopping,
learning, working, meeting, and entertaining). Working in an office
seems to be a difficulty due to the physical separation order from
the government. Working from home (WFH) rapidly increased
compared to before the pandemic(Mlitz 2021). Technology
supporting remote work is an necessary thing for work-from-home.
Such as laptops, remote control computer software, a cloud-based
software, or communication platform. Resulting in increase
demand in technology supporting remote work(Vargo, Zhu et al.
2020, Mlitz 2021). People are spending more time at home, on
social media news to connect with their friends, they use Facebook,
WhatApp, Messenger when they are at home and watching more
movies (Watson 2020, Pisal 2021). The education also has changed
instead of student going to school. They go through online
classes(Vargo, Zhu et al. 2020). Resulting in revenue increased in
technology company causes the share price increase during the
pandemic(Pisal 2021). (Steib 2021) Robinhood's user base is has
access to information via the internet by using platforms like
Reddit, Facebook, Instagram, and Twitter. (Pyun, 2021) discovered
that live group chats assist investors uncover high alpha companies.
The 15 most-mentioned stocks and Top 5 Most Mentions by
Month in Discord and Reddict WSB are mainly from the
technology sector. The same way with (Corbet, Yang (Greg), Yang
, & Les, 2021) find evidence from the infamous Reddit-
based/wallstreetbets forum that there is 5.6% abnormal return in
technology stocks.
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H, : On the announcement date of the combination,
SPACs with a target company in technology industry has positive
Impact on abnormal return.
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5. Event Study Methodology

| use event study methodology to test for SPAC sponsors
and their effects on SPAC prices. This method takes the market
portfolio's returns as a benchmark for normal returns, then looks
for any deviations. | assume that the event which is the
announcement date of combination takes place att = 0. | use a 60-
day estimation window between days —105 and —46 to estimate the
normal or expected return and minimize estimation window at 30
days. If SPACs have estimation window lower than 30 days, the
samples will not be calculated in my study. For event window, |
use a 30-day between —10 and 20 to analysis the pattern of
abnormal returns (or mispricing in this case) responded to the
announcement date of combination.

Figure 6 : Event Study timeline

the announcement
date of combination

| | | + |
\ =

' |
to

t_10s t_46 t_10 to
l Estimation Window } \ Event Window )
60 days 30 days

Typically, the price of a capital asset is the present value of
the future expected cashflows from the asset. However, SPAC
price for combination with the target company should be around
$10 because $10 is amount of cash per unit in an escrow account
(trust) that SPAC delivers to the target company. To measure the
impact of sponsor on price in the announcement date of
combination. | measure the SPAC stock return by comparing the
price at the event date

Rit = [Pyt — Pit—1]/Pit-1 (5.1)
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In this case, sometime SPAC price deviated from the price
that should be approximately $10. Therefore, mispricing in SPAC
seems to appear in the market. According to(Campbell, Lo et al.
1997), | define the abnormal return is the actual ex post return of
the security over the event window minus the normal return of the
firm over the esimation window. The normal return is defined as
the return that would be expected if the event did not take place.
For each firm i and event date T,

AR;t = Rit — E[Ri¢ | X¢] (5.2)

Where AR}, R;; and E[R;; | X;] are the abnormal, actual,
and normal returns, respectively, and X, is the conditioning
information to determine normal performance. Among several
models (e.g. constant expected returns model, market model,
capital asset pricing model), the most one use for estimating
expected or normal return is the “market model”. The market
model assumes a stable linear relation between the market return
and the security return(Fama 1970).

Rit = a; + BiRp: + &it (5.3)
where

R;; the return of stock i at time t,

R, = the monthly return on the CRISPR Therapeutics AG
(CRSP) equally weighted index,

Bi = ameasure of SPAC share 1’s sensitivity to market
changes,
g: = theerrorterm.

(Hanssens and Srinivasan 2009)recommended to find a
model that best fits the market to make the event study more
efficient. (Fama & French, 1992) states three factors that explain
cross-sectional differences among stock returns. The additional
returns investors can expect to receive by investing in stocks of
companies are explained by three factors: the excess return on a
broad market portfolio (market risk factor), the difference in return
between a large-cap and a small-cap portfolio (size risk factor), and
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the difference in return between high and low book-to-market
stocks (value risk factor).

Rit =Qa; + .BiRmt + S; - SMBt + hi . HMLt + Eit (54)

Adding the two factors are related to market anomalies
which is size risk factor and value risk factor:

where

SMB; = the difference between average returns of small and large
cap portfolios

HML, = the difference between average returns on high versus low
B/M portfolios

According to the three-factor model, I define abnormal returns as
AR}, = Ryt — (& + B.R¢ + 5, - SMB, + h, - HML,) (5.5)

From equation 5.6, | estimate the coefficients @;, B, 5, h, by
using a linear regression over estimation window of 60 days
between -105 to -46 days associate with the event day, t = 0 for the
announcement date of combination.

To calculate the average abnormal return across stocks in the
sample

—_— 1
AR; = ;Z’iilARi,t (5-6)

To calculate the cumulative abnormal return(CAR) across
stocks, the abnormal return of each stock is aggregated over the
event window a 30-day between —10 and 20.

T —_—
CAR(T—lozTZO) == Z 20 ARt (57)

t=T_10

According to the law of one price, identical products must
have the same price in different markets. It implies that AR}, is a
random variable with mean equal to 0. Because the deviation
between actual and normal return of asset i should not be different
from 0.

To test the significance of abnormal returns, | use a
traditional time-series standard deviation t-statistics test(Brown and
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Warner 1985) to detect the significance of the abnormal returns
over a specified time frame.

tar = ﬁ1:/5'(ﬁ1:) (5-8)
where
— 1
AR, = NZIiV:1ARi,t
(5.6)

S(AR,) = |XiZ%(AR, — AR)? /30

| test H, — H, by estimating two regression equations, one
for SPACs that a sponsor has a reputation and another one for
SPACs that has a target company in technology industry. Because
my goal is to determine the factors that effect to the mispricing in
SPACs, | estimate a regression with the abnormal return on the
announcement date of combination which is event window [0, 0],
AR,. | determine the model for H; as below:

AR; = By + Bi(rep) + B,In(Size) + [3sNYSE + B,NASDAQ + ¢

where AR, is a dependent variable. rep is dummy variables (equal
1 when sponsor has reputation and equal 0 when sponsor has no
reputation).

H, : On the announcement date of the combination, sponsor
reputation has positive impact on abnormal return. | state the
hypothesize:

Null hypothesis ; B1 <0
Alternative hypothesis B, >0

Another one for SPACs that has a target company in
technology industry, H,. The model for H, is below:

ARt - ,80 + ﬂl(teCh) + ﬂzln(Slze) + IB3NYSE + IB4NASDAQ + &
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where AR; is a dependent variable. tech is dummy variables (equal
1 when SPACs’ target company is in the technology industry and
equal 0 when SPACs’ target company is not in the technology
industry).

H, : On the announcement date of the combination, SPACs
with a target company in technology industry has positive impact
on abnormal return. | state the hypothesize:

Null hypothesis ; B, <0
Alternative hypothesis B, >0
6. Results

6.1 Abnormal Returns

According to (Hanssens & Srinivasan, 2009), I use “market
model” (Equation 5.3) and “‘three factors model” (Equation 5.4) to
determine normal return. | estimated normal return by regressing
actual return of each firm. I use estimation window between t = —
105 days to t = —46 day relative to t = 0 which is the event day. If
SPACs have estimation window lower than 30 days, the samples
will not be calculated in my study. To test the significance of
abnormal returns, | use a traditional time-series standard deviation
t-statistics test(Brown and Warner 1985) to detect the significance
of the abnormal returns over a specified time frame.

Table 5 show my result of the event study that there is an
evidence at the 1% significant level that abnormal returns are
significantly different from zero on the announcement date of
combination (t = 0 or the event day). It is 5.74% and 5.75% under
the “market model” and “three factors model” respectively. The
results indicate that on average the announcement of combination
create a positive excess return of 5.74% and 5.75% respectively.
My results are the same direction of abnormal return as (Agrawal
and Kamakura 1995), (Hirschey, Richardson et al. 2000) and
(Karniouchina, Moore et al. 2009). Table 5 also presents the
average abnormal return for all 186 samples on the event day and
on the event window between t = —10 days to t = 20 day.
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Table 5 : Market reaction to announcements date of combination (N=186)

Event Day Market Model T-statistic Fama-French three-factor model ~T-statistic ~ Market Model Cumulative Fama-French three-factor model
Average Abnormal Average Abnormal Average Abnormal Cumulative Average Abnormal

Return (%) Return (%) Return (%) Return (%)

-10 0.14% 0.71 0.17% 0.64 0.14% 0.17%
9 -0.08% -0.65 0.13% 0.62 0.06% 0.30%
-8 -0.05% -0.58 0.08% 0.45 0.01% 0.38%
-7 0.04% 0.33 -0.08% -0.39 0.05% 0.30%
6 0.29% 1.26 0.12% 0.45 0.34% 0.42%
5 0.04% 0.31 0.21% 0.97 0.38% 0.63%
-4 0.30% 1.23 0.51% 1.75% 0.68% 1.14%
-3 0.18% 1.47 0.33% 1.64 0.86% 1.48%
2 0.17% 0.64 -0.03% -0.09 1.03% 1.45%
-1 0.33% 1.60 0.50% 1.50 1.36% 1.94%
0 5.74% 5.16** 5.75% 5.06** 7.10% 7.69%
1 0.04% 0.08 -0.21% -0.39 7.13% 7.48%
2 -0.12% -0.39 -0.03% -0.10 7.02% 7.45%
3 -0.38% -1.61 -0.73% -2.27* 6.64% 6.72%
4 0.37% 1.33 0.82% 2.37** 7.01% 7.54%
5 0.48% 1.07 0.60% 121 7.49% 8.14%
6 0.39% 1.01 0.08% 0.19 7.88% 8.22%
7 -0.41% -1.65 -0.71% -2.24* 7.46% 7.52%
8 -0.17% -1.00 -0.38% -1.35 7.30% 7.13%
9 0.07% 0.34 -0.03% -0.12 7.36% 7.11%
10 -0.17% -0.89 -0.24% -0.86 7.20% 6.86%
11 0.13% 0.73 -0.16% -0.57** 7.33% 6.71%
12 -0.04% -0.22 -0.24% -0.82 7.29% 6.46%
13 -0.22% -1.28 -0.25% -0.96 7.07% 6.21%
14 0.05% 0.37 -0.01% -0.02 7.12% 6.21%
15 0.14% 0.76 -0.03% -0.09 7.26% 6.18%
16 -0.25% -1.37 -0.11% -0.43 7.02% 6.08%
17 0.03% 0.16 -0.21% -0.81 7.04% 5.86%
18 0.32% 1.09 0.29% 0.81 7.36% 6.15%
19 0.28% 1.29 0.27% 0.99 7.64% 6.42%
20 -0.09% -0.55 -0.21% -0.85 7.55% 6.21%

** Pvalue <= 0.01
* P-value <= 0.05

Not surprisingly, SPACs which a sponsor has a reputation
creating excess return 5.48% (Table 6). The T-statisticont=0 or
the event day is 2.08 at 5% significant level (P-value < 0.05). The
results indicate that on average SPACs which a sponsor has a
reputation creating excess return 5.48% on the announcement date
of combination. | run the additional study. I find that SPACs that a
sponsor does not have a reputation creating abnormal return as well
which is 5.78% which is very significant at 1% significant level (P-
value <0.01). It is more positive than SPACs which a sponsor has
a reputation. Furthermore, a sponsor with a no reputation has a
positive average abnormal return between t = -10 and t =-1 over an
8 days. While SPACs which a sponsor has a reputation has a
positive average abnormal return only 6 days. On the other hand,
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the abnormal return after the announcement date of combination of
SPACs which a sponsor has a reputation has 10-day positive that
higher than SPACs that a sponsor does not have a reputation that
has 7-day positive.

Table 6 : Market reaction to SPACs that a sponsor has a reputation and does not have reputation

Event Day Fama-French three-factor model Fama-French three-factor model | Fama-French three-factor model Fama-French three-factor model
Average Abnormal Cumulative Average Abnormal Average Abnormal Cumulative Average Abnormal
Return (%) Return (%) Return (%) Return (%)
SPACs that a sponsor has a reputation (N=19) SPACs that a sponsor does not have a reputation (N=167)

-10 0.18% 0.18% 0.16% 0.16%
-9 -0.31% -0.13% 0.18% 0.34%
-8 0.47% 0.34% 0.04% 0.38%
-7 -0.26% 0.08% -0.06% 0.32%
-6 0.82% 0.89% 0.05% 0.37%
-5 0.10% 0.99% 0.22% 0.59%
-4 0.26% 1.26% 0.54% 1.13%
-3 -0.61% 0.64% 0.44% 1.57%
-2 -0.24% 0.40% -0.01% 1.56%
-1 0.04% 0.44% 0.55% 2.12%
0 5.48% 5.92% 5.78% 7.89%
1 1.39% 7.32% -0.39% 7.50%
2 -0.89% 6.43% 0.06% 7.56%
3 -1.59% 4.84% -0.63% 6.93%
4 -0.49% 4.35% 0.97% 7.90%
5 0.47% 4.81% 0.61% 8.52%
6 -0.59% 4.22% 0.16% 8.68%
7 0.06% 4.28% -0.79% 7.88%
8 -0.13% 4.15% -0.41% 7.41%
9 0.02% 4.17% -0.04% 7.44%
10 0.26% 4.44% -0.30% 7.14%
1 -0.21% 4.23% -0.15% 6.99%
12 0.35% 4.58% -0.31% 6.68%
13 0.10% 4.68% -0.29% 6.39%
14 -0.47% 4.21% 0.05% 6.44%
15 0.83% 5.03% -0.12% 6.31%
16 0.69% 5.73% -0.20% 6.12%
17 -1.51% 4.22% -0.07% 6.05%
18 0.43% 4.65% 0.27% 6.32%
19 -0.88% 377% 0.40% 6.72%
20 -0.64% 3.14% -0.16% 6.56%
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Figure 7 : Frequency Distribution of SPACs that a sponsor has a reputation

Frequency Distribution of SPACs
that a sponsor has a reputation
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As you can see in the table 7, SPACs have a target company
in technology industry have abnormal returns 5.94% at the 1%
significant level (T-statistic is 3.38) on announcements date of
combination. Their abnormal return is higher than SPACs do not
have a target company in technology industry which has abnormal
return 5.51%. These imply that a technology firm creates very
significantly abnormal return. However, the date before the
announcements date of combination whichist=-10tot=-1has5
days negative abnormal return while SPACs that do not have a
target company in technology industry have positive abnormal
return in every day. The abnormal return after the announcements
date of combination of SPACs have a target company in
technology industry is 14 days negative. It is higher than SPACs
that do not have a target company in technology industry which has
10 days negative abnormal return.
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Table 7 : Market reaction to SPACs that has and does not have a target company in technology industry

Event Day Fama-French three-factor model Fama-French three-factor model | Fama-French three-factor model Fama-French three-factor model
Average Abnormal Cumulative Average Abnormal Average Abnormal Cumulative Average Abnormal
Return (%) Return (%) Return (%) Return (%)
SPACs have a target company in technology industry (N=102) SPACs do not have a target company in technology industry (N=84)

-10 -0.05% -0.05% 0.43% 0.43%
-9 -0.07% -0.12% 0.38% 0.80%
-8 0.14% 0.02% 0.02% 0.82%
-7 -0.26% -0.25% 0.14% 0.96%
-6 -0.16% -0.41% 0.47% 1.44%
-5 0.24% -0.17% 0.17% 1.60%
-4 0.29% 0.12% 0.78% 2.38%
-3 0.36% 0.48% 0.30% 2.69%
-2 -0.44% 0.04% 0.47% 3.15%
-1 0.64% 0.68% 0.32% 3.48%
0 5.94% 6.63% 5.51% 8.98%
1 -1.23% 5.39% 1.03% 10.01%
2 -0.24% 5.15% 0.22% 10.23%
3 -0.57% 4.58% -0.92% 9.31%
4 1.09% 5.67% 0.50% 9.81%
5 0.72% 6.39% 0.45% 10.26%
6 0.45% 6.84% -0.36% 9.90%
7 -0.98% 5.87% -0.38% 9.52%
8 -0.13% 5.73% -0.68% 8.84%
9 0.17% 5.90% -0.27% 8.57%
10 -0.28% 5.62% -0.20% 8.37%
1 -0.21% 5.42% -0.10% 8.28%
12 -0.66% 4.76% 0.25% 8.53%
13 -0.40% 4.36% -0.07% 8.46%
14 -0.29% 4.07% 0.34% 8.81%
15 -0.28% 3.79% 0.28% 9.09%
16 -0.34% 3.45% 0.18% 9.26%
17 -0.11% 3.34% -0.34% 8.92%
18 0.32% 3.66% 0.25% 9.17%
19 0.38% 4.04% 0.13% 9.30%
20 -0.16% 3.88% -0.26% 9.04%

Figure 8 : Frequency Distribution of SPACs that have a target company in
technology industry
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6.2 Cumulative Abnormal Returns
To analyze the abnormal return around the event day and
capture the cumulative effect of the event, | perform the cumulative
abnormal returns (CAR) around t =-10to t =20 relative tot =0
which is the event day.

Table 8 show the cumulative average return(CAR) around
the event day. All time interval show a significant CAR except t = -
1tot=0. During the event day t = O create the highest significant
abnormal return that make CAR betweent=0to t =1 of 6.88%
with 5% significant level. Table 6 presents the positive abnormal
return on the next day's combination announcement. These indicate
that there is an effect of sponsor reputation from market reaction to
the next day's combination announcement.

Table 8 : Cumulative Average Abnormal(CAR) around the event day of SPACs that a
sponsor has a reputation

Time Interval Fama-French three-factor model T-statistic
Cumulative Average Abnormal
Return (%)

-10; +20 3.14% 8.67**
-10; +10 4.44% 5.37%*
-5:45 3.92% 4.21**
-1;0 5.52% 1.16

0,;+1 6.88% 9.49*

** P-value <=0.01
* P-value <= 0.05

Figure 9 shows the cumulative average abnormal return
(CAR) around the event day. SPACs that a sponsor has a
reputation and does not have reputation have increased trends
between t = -10 to t = 0 which is the date before the announcement
date of combination. At t = 0, both have a high abnormal return
making CAR increase a lot that day. However, after the
announcement date of combination SPACs that a sponsor has a
reputation have more negative abnormal return than SPACs that a
sponsor does not have reputation. Therefore, CAR of SPACs that a
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sponsor has a reputation has lower than SPACs that a sponsor does
not have reputation.

Figure 9 : Market reaction to SPACs that a sponsor has a reputation
and does not have reputation

Market reaction to SPACs that a sponsor has a reputation and does
not have reputation
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Table 9 show the cumulative average return(CAR) around
the event day of SPACs have a target company in technology
industry. There is only time interval t = -1 to t = O that does not
significant. During t = -5 to t = 5 relative to the event date, t = 0,
create the highest significant abnormal return that make CAR of
6.80% with 1% significant level. Table 7 presents the positive
abnormal return on the next day's combination announcement.
These indicate that there is an effect of technology industry from
market reaction to the next day's combination announcement.
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Table 9 : Cumulative Average Abnormal(CAR) around the event day of SPACs have a

target company in technology industry

Time Interval Fama-French three-factor model  T-statistic

Cumulative Average Abnormal
Return (%)

-10 ; +20 3.88% 7.48%*
-10 ; +10 " 5.62% 4.67**
5:45 " 6.80% 3.65%*
-1:0 " 6.50% 1.23
0:+1 ¥ 471% 9.74*

** P-yalue <= 0.01
* P-value <= 0.05

Figure 10 presents Cumulative Average Abnormal(CAR)
around the event day of SPACs have a target company in
technology industry. SPACs with a technology company have a
stable CAR while SPACs with other companies have increased
trends CAR betweent=-10to t = 0. Att =0, both have a high
abnormal return making CAR increase a lot that day. However,
after the announcement date of combination SPACs with a
technology company have CAR going down a lot because it has 14
days negative while SPACs with other companies has 10 days
negative abnormal return. Therefore, SPACs with other companies
have higher CAR than SPACs with a technology company.

Figure 10 : Market reaction to SPACs that has and does not have a target company in
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6.3 Regression results
| test H; — H, by estimating two regression equations, one for
SPACs that a sponsor has a reputation and another one for SPACs that
has a target company in technology industry. Because my goal is to
determine the factors that effect to the mispricing in SPACs, | estimate a
regression with the abnormal return on the announcement date of
combination which is event window [0, 0], AR,.

In table 10, There is the regression result of my study. | test H, for
finding a sponsor reputation effect (rep). As you can see from table 10.
the coefficient of (rep) is positive at 0.0015. This implied that sponsor
reputation has impact on SPACs price on announcements date of
combination. However, | find its effect is not significant (p > 0.1) in both
model 1 and 2. Therefore, there are no statistical evidence at 10%
significant level to conclude that sponsor reputation has positive impact
on abnormal return. There are two possible plausible explanations for this
finding. First, Although the result is not consistent with a prior literature
(Agrawal and Kamakura 1995)(Hirschey, Richardson et al. 2000) and
(Karniouchina, Moore et al. 2009) that examinate stock return, It is
consistent with (Lewellen 2009) that find SPACs are structured and
behave unlike any other asset class in the markets which make | cannot
find the evidence that sponsor reputation has impact on SPACSs price.
Second, in this study | use The Forbes 400 in 2021 as a proxy for sponsor
reputation. The Forbes 400 is the 400 richest Americans annual ranking
by Forbes magazine. The list is rank by wealth. While a prior literature
(Siang 2009) (Krishnan, Ivanov et al. 2009) proxy reputation by using
VC market share, VC IPO share and VVC firm age. Although VC firm age
and people age are look similar, people age does not tell the working
experience like firm age does. The Forbes 400 also does not mention to
their network of people in the list. (Hochberg, Ljungqvist et al. 2007)The
network of VVC can create better performance. Therefore, the proxy of
sponsor reputation may not be appropriate for this study.

| use H, for finding effect from merger with technology company.
the coefficient of (tech) is also insignificant positive at 0.0026 (p > 0.1)
in both model 3 and 4. Therefore, there are no statistical evidence at 10%
significant level that SPACs with a target company in technology
industry has positive impact on abnormal return as well. Although the
result is not consistent with a prior literature (Pyun, 2021) that live group
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chats assist investors uncover high alpha companies and (Corbet, Yang
(Greg), Yang , & Les, 2021) that there is 5.6% abnormal return in
technology stocks. It is consistent with (Lewellen 2009) that find SPACs
are structured and behave unlike any other asset class in the markets.
Moreover, Investor trading behavior is bizarre. Thus, | cannot find the
evidence that SPACs with technology company has impact on SPACs

price.

For the control variable, Although Size of SPACs IPO has a positive
Impact on abnormal return, there is not significant in all regression.
However, | find the evidence at 5% significant level that SPACs listed on

NASDAQ have positive impact to abnormal return.

Table 10 : Regression Result

Abnormal Return
(1) (2) (3) (4)
rep -0.0061 0.0015
(0.3672) (0.0368)
tech 0.0033 0.0026
(0.0228) (0.0227)
In(size) 0.0284 0.0282
(0.0253) (0.0252)
NASDAQ 0.0397%* 0.0395%*
(0.0236) (0.0235)
constant D058 ®** -0.0509 0. D555k -0.0518
(0.0120) (0.0801) (0.0170) (0.0800)
N 186 186 186 186
R-squared 0.0002 0.0191 0.0001 0.0192

Standard error in parentheses
*EE p<0.01, **p<0.05, *p<0.1
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7. Conclusions

SPACs are capital pools having a known value that can be used.
These capital pools are ready for the merger. SPAC IPO is $10 per unit. It
does not yet have its own having its own commercial operation. The thing
investors known about SPAC is Sponsor which has very important role
for consummating the merger. In this study, | aim to answer the question
“SPAC sponsors effects on SPAC prices”. | study SPAC IPOs which had
acquiror and target nation in the United States and were public between
January 2020 and December 2021. The final sample has 186 SPACs. |
select The Forbes 400 in 2021 as a proxy for sponsor reputation.

Based on the analysis, | find that there is no statistical evidence that
sponsor reputation has impact on SPACs price on the announcement date
of combination. There are two possible plausible explanations for this
finding. 1) SPACs are structured and behave unlike any other asset class
in the markets. 2) The Forbes 400 in 2021 that use as a proxy for sponsor
reputation in this paper may not be appropriate for the study.

Moreover, | cannot find the evidence that SPACs with technology
company has impact on SPACs price on the announcement date of
combination. Because investor trading behavior is bizarre and SPACs are
structured and behave unlike any other asset class in the markets.

| aim that this research can be beneficial for all investors or
whoever is interested in SPAC.
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Appendix A
Definition of Variables

Variable Hypothesis Description
Abnormal Dependent AR, or next-trading-day abnormal return for
Return variable stock i.
rep H, dummy variables equal 1 if sponsor has
reputation
tech H, dummy variables equal 1 if SPACs’ target
company is in the technology industry
Size Control The natural log of the SPAC IPO gross proceeds

NYSE, NASDAQ

from the offering. Data is taken off Refinitive
SDC Platinum.
Control Market on which a given security i is traded.
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