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		Abstract

		Issuer choice proposals argue against mandatory securities regulation because market competition alone purportedly constrains exploitation of public investors in primary offerings. Other legal scholars support a mandatory regime. To date, empirical studies have been unable to resolve whether the securities laws actually provide meaningful protection to investors.

The Article identifies transactional innovation in public offering markets as a market experiment that tests the claim that public investors cannot fend for themselves without mandatory investor protections. In recent years, private companies that wanted to go public have had a meaningful choice between a traditional initial public offering and a merger with a special purpose acquisition corporation (SPAC). The securities laws apply less stringently in the SPAC context. Outcomes in SPAC markets, where investors have systematically received a bad bargain, provide powerful market evidence consistent with the premises underlying the investor protection rationale of the federal securities laws: left to their own devices, public investors cannot fend for themselves and mandatory investor protections improve investor welfare relative to market outcomes. Two potential categories of consequential public offering protections missing in the SPAC context are unpacked: direct protections, including disclosure and civil liability rules, and indirect protections, including the rules that regulate underwriter conduct and that empower underwriters to lead a price discovery process involving sophisticated investors. 

The analysis produces a behavioral contract theory explanation for SPACs. SPAC contractual features are explained as the ones that maximize the financial payoffs of promoters and targets through exploitation of valuation mistakes by public investors. The analysis supports regulatory proposals that would apply the public offering rules in the securities laws to all combinations between listed shell companies and private companies. 
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