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< Abstract >

An Analysis on Korea’s IPO Market Structure

Capital market globalization in the 1990s has repositioned the
bookbuilding method developed in the US IPO market as a new
standard and spread it to other countries. Many countries
abandoned auctions or the fixed price method they had used and
shifted towards bookbuilding. In 1999, the Korean IPO market
followed the suit to adopt bookbuilding method for IPO valuation.

The efficiency of the american bookbuilding method is known
to be achieved by the reputable underwriters. That is, in the IPO
market with information asymmetry, the reputable underwriters
capitalize on their reliable investor networks for price discovery
and allocation of IPO stocks. In short, the reputable underwriters

play a “gatekeeper” role to achieve market efficiency.

Unlike the US bookbuilding method that the underwriters
have developed to achieve the intermediary function of the
investment banking, Korea’s bookbuilding process was introduced
and regulated by regulatory arrangements. This seems to leave
Korean underwriters different from U.S. underwriters playing a
significant role. The Korea’s different backgrounds take us to
important questions about the efficiency of bookbuilding in Korea.
Against the backdrop, our research question is as follows, “Has the

Korea’s IPO market evolved into a gatekeeper market since the
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introduction of bookbuilding?” To answer it, we review regulatory
changes since 1970's and recent Korean IPO market features, and
we examines the information efficiency of Korean bookbuilding

method and the competition structure of the IPO market.

After the introduction of the bookbuilding, the Korean IPO
market is observed to exhibit the following features. First, the IPO
volume has decreased steadily. Second, Korean IPO firms show
high ROA and low leverage, while IPO firms in advanced capital
markets such as US. and UK. show negative ROA and high
leverage. Third, the magnitude of the Korea’s IPO underpricing
is, albeit on a downward trend, high relative to advanced capital
markets. Fourth, the market concentration index showing the degree
of competition between underwriters has increased steadily and is
internationally high. Fifth, Korean IPO spreads at one of the lowest
levels in the world have recently been on a downward trend.
These features cast doubt on whether the Korean IPO market

structure has improved.

Our analysis on information efficiency reveals major changes
as follows. Since 2007, a differentiation has been observed
between the initial price range and institutional bids submitted
in the bookbuilding process, which confirms bids” higher
information efficiency than that of the initial price range. It seems
to suggest that information efficiency of Korea’s bookbuilding

method has improved due to the shift towards a gatekeeper
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market. But, there is also evidence that rejects such shift. According
to the descriptive statistics, most underwriters set the initial
price range at a similar discount of the price-to-earnings and
market-to-book multiples of comparable firms, and tend to set
the offer price below the upper bound of the initial price range.
In fact, it is difficult to find out where those results stem from: It
could be either the formation of a gatekeeper market, or the
regulatory reform and resultant changes in market participants’
behavior. If the latter is the case, then this should mean the
appearance of the underwriters differentiating their services from the
others to gain leadership in IPO market, which is directly examined

through the analysis on the market's competition structure.

However, the results rejects our hypothesis that underwriters
have evolved into a gatekeeper firm found in the U.S. IPO
market. Although top underwriters in the Korean IPO market
have secured their competitive edge, they have failed to
differentiate their services enough to beat the low pricing
strategy of competitors. Unlike the U.S. market, there is no
evidence that top underwriters have competed with service
quality, which seemed to have intensified the price competition
in Korea’s IPO market: No improvements in service have been
observed, for instances, voluntary market stabilization efforts,
active analyst coverage after IPO, and long-term relationship

building with some institutional investors. This leads us to the
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conclusion that Korea’s improved information efficiency stems
from the regulatory overhaul rather than some improvements in

underwriters’ service quality.

Given the characteristics of the Korea’s IPO market found in
the analysis, it would be appropriate to define the Korean IPO
market as an “infrastructure management market” rather than a
“gatekeeper market”. The infrastructure here refers to authorities
such as KRX and FSS. But such Korea’s IPO market structure
should be changed due to two reasons. First, technology-based,
innovative firms with high investment risk cannot go to public
under the current IPO market structure where a significant part
of underwriting is carried out by public infrastructure. Second,
the market structure is losing its internal consistency under some
competition. A demutualized exchange cannot prioritize its public
functions. Hence, we propose to set Korea’s policy objectives as

shifting the IPO market towards a “market discipline system”.
More specifically, we suggest that,

1. Underwriter’s discretion in the bookbuilding operations in
the IPO process be increased to the level on par with the

American system;

2. Underwriters determine the offer price fully at their
discretion without any intervention of regulatory authorities (KRX

or FSS), and FSS improve the oversight so that the details on

- xxi -




determining the offer price may not be disclosed in the

securities registration statement;

3. To ensure investor protection, regulatory authorities bolster
oversight and supervision over unfair practices in exchange for

granting wider discretion to underwriters;

4. Regulatory authorities secure more effective sanction tools
to ensure underwriters’ legal liabilities and accountability in

relation to due diligence;

5. The current regulation mandating bookbuilding be liberalized
so that issuers can freely choose from bookbuilding, an auction, or

a fixed-price method.
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<E W-4> 2| &7} tfd]| 5|US2I} H S
3= =)
A P kis T 25% 50% 75%
2001 1.02 0.10 0.98 1.04 1.08
2002 0.96 0.14 0.91 0.99 1.05
2003 0.73 0.16 0.62 0.69 0.79
2004 0.73 0.12 0.65 0.72 0.81
2005 0.76 0.18 0.68 0.74 0.79
2006 0.79 0.11 0.72 0.79 0.86
2007 0.80 0.11 0.70 0.82 0.85
2010 0.79 0.10 0.76 0.81 0.84
2011 0.77 0.10 0.74 0.79 0.85
2012 0.73 0.11 0.66 0.75 0.80
2013 0.71 0.10 0.66 0.74 0.79
2014 0.73 0.12 0.67 0.73 0.83
717x(1) 1.00 0.11 0.95 1.01 1.07
717+Q2) 0.76 0.15 0.67 0.75 0.82
7174(3) 0.75 0.11 0.69 0.77 0.82
Z A 0.84 0.17 0.72 0.82 0.98
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<E II-5> sY3E7tH HY
A 34t X F=Hxt 25% 50% 75%
2001 0.27 0.10 0.21 0.25 0.32
2002 0.27 0.07 0.22 0.27 0.31
2003 0.27 0.09 0.22 0.25 0.32
2004 0.22 0.06 0.18 0.22 0.26
2005 0.21 0.08 0.17 0.20 0.25
2006 0.20 0.07 0.15 0.20 0.25
2007 0.16 0.05 0.13 0.17 0.20
2008 0.17 0.06 0.13 0.16 0.21
2009 0.18 0.06 0.13 0.18 0.22
2010 0.18 0.06 0.13 0.17 0.22
2011 0.17 0.06 0.13 0.15 0.19
2012 0.17 0.07 0.13 0.15 0.19
2013 0.16 0.05 0.13 0.14 0.18
2014 0.17 0.06 0.13 0.15 0.20
717+(1) 0.27 0.08 0.22 0.26 0.31
717+(2) 0.23 0.08 0.17 0.22 0.28
717}(3) 0.17 0.06 0.13 0.16 0.20
A 0.22 0.08 0.15 0.21 0.26
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<E ll-6> s*FZ2JIH e =2 &7}

Az = kin EaH At 25% 50% 75%
2001 0.97 0.1 0.90 0.98 1.04
2002 0.96 0.11 0.91 0.98 1.03
2003 0.89 0.13 0.82 0.86 0.99
2004 0.83 0.12 0.76 0.85 0.91
2005 0.97 0.10 0.91 0.99 1.04
2006 0.91 0.10 0.84 0.91 0.99
2007 0.97 0.16 0.89 1.00 1.06
2008 0.80 0.21 0.62 0.77 0.99
2009 1.04 0.18 0.94 1.09 1.15
2010 1.07 0.10 1.02 1.09 1.14
2011 1.14 0.13 1.06 1.11 1.18
2012 1.13 0.16 1.02 1.13 1.25
2013 1.16 0.14 1.09 1.16 1.25
2014 1.16 0.16 1.09 1.17 1.27
717+(1) 0.97 0.10 0.92 0.98 1.04
7174(2) 0.91 0.12 0.83 0.92 1.00
717k(3) 1.06 0.19 0.99 1.09 117
A 1.00 0.17 0.90 1.01 1.10
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FAHAE FolE HY A REVINS T =& FAAE FA

ZIZVEE = ITHES 93] ANE 2001
< 50071 °ld, 84S FABA
5 BAES 71F3AH o]F 7]
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~ 71 & | FABAE EFul & =S
2001 615 374 0% 21%
2002 520 369 0% 30%
2003 365 280 0% 25%
2004 323 103 0% 29%
2005 426 62 0% 36%
2006 458 60 0% 33%
2007 239 50 36% 37%
2008 59 12 13% 57%
2009 104 33 24% 66%
2010 128 52 40% 71%
2011 171 84 23% 78%
2012 281 159 14% 79%
2013 341 213 4% 86%
2014 404 248 4% 82%
712H1) 566 371 0% 26%
7174(2) 413 110 0% 31%
71Zk(3) 184 95 24% 70%
2 A 338 164 12% 49%
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A&/ 713t ST A —
2001 -23.37 -29.55
2002 -30.23 -38.71
2003 -27.93 -30.74
2004 -35.83 -46.45
2005 -42.46 -55.87
2006 -46.60 -54.83
2007 -26.44 -32.10
2008 -12.09 971
2009 -10.87 -10.53
2010 -10.78 -10.44
2011 -14.59 1517
2012 -13.32 -11.42
2013 -14.05 -11.65
2014 -11.47 -11.81
713H(1) -27.39 -35.09
717H2) -40.58 -50.14
MEUE) -12.44 -12.08
A -23.98 2846
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<E I-9> £ &7} tjdH| &2 27}
Az = kin EaH At 25% 50% 75%
2001 1.09 0.0 1.03 1.09 1.14
2002 1.06 0.06 1.01 1.04 1.09
2003 1.08 0.06 1.03 1.07 1.12
2004 1.07 0.06 1.03 1.06 1.08
2005 1.04 0.03 1.02 1.05 1.06
2006 1.04 0.04 1.02 1.04 1.06
2007 1.02 0.06 1.00 1.02 1.04
2008 0.99 0.06 0.96 0.98 1.02
2009 0.98 0.06 0.96 0.97 1.00
2010 0.97 0.05 0.96 0.98 1.00
2011 0.95 0.07 0.92 0.96 0.98
2012 0.92 0.08 0.87 0.91 0.96
2013 0.90 0.06 0.88 0.90 0.93
2014 0.90 0.09 0.87 0.92 0.96
717+(1) 1.07 0.07 1.02 1.06 1.11
7174(2) 1.05 0.06 1.03 1.05 1.07
717k(3) 0.96 0.07 0.92 0.97 1.00
A 1.01 0.09 0.97 1.01 1.06
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<E WI-10> = Z3 =27} tiy] A&}
A 1t ETHA} 25% 50% 75%
2001 1.60 0.4 1.22 1.66 2.00
2002 1.54 0.42 1.14 1.46 2.00
2003 1.64 0.48 1.23 1.54 2.24
2004 1.18 0.33 0.94 1.12 1.33
2005 1.68 0.41 1.34 1.60 2.02
2006 1.40 0.45 1.08 1.34 1.67
2007 1.34 0.48 0.94 1.22 1.68
2008 1.13 0.31 0.93 1.08 1.22
2009 1.52 0.53 112 1.36 210
2010 1.22 0.37 0.97 1.09 1.39
2011 1.30 0.42 0.99 1.19 1.58
2012 1.23 0.41 0.96 111 1.40
2013 1.38 0.44 1.01 1.27 1.67
2014 1.41 0.45 1.01 1.40 1.73
717H(1) 1.57 0.41 1.17 157 2.00
717H2) 1.52 0.46 1.16 1.42 1.89
717+(3) 1.30 0.44 0.97 117 1.53
Z A 1.44 0.46 1.07 1.34 1.86
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713H(1) 7174(2)
rds 7 7+
717H1) 7174(2) 717k(3) A17H0) 13H3)
HFA. CAR(0,5)

715 7Ha) 37.89% -5.29% -6.69% [9.18]*** | [0.31]
335 7Hb) 39.24% 22.91% 23.46% [3.70]*** | [-0.13]
F2AZ7Hc) 43.00% 33.86% 11.47% [2.32]** | [6.04]***
HEFE7Hd) 36.50% 28.75% 19.51% [1.99]** | [2.46]**

(a)-(b) [-1.20] [-24.76]*** | [-26.47]***
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ol =< AR e Aol olF A= ddEHe HAFTeEItl Th
7he 7HAE Fa7HHeR2 AEshe Aoldn HFTeRIPL Hid Fo
M3 =8 FEBAE Za 2AHA ddenE, FoEe HA A
g dAdHe b8 FAREY HH Farta s Ay FertgeR
AZE3sh= Bloldth. AP A Keynes] ‘W1t 3](beauty contest)’107) &
FolAdd Aot} AAlE BEE FadSFoxse] YHE B FAb
e Aol AT et Moo T WA= 2 o]t
M-S AAET. dde] A HFerrty Mele S4as
4o Foshs FAAEC] VEARE 8t FartES AEA
v AARRIT FRASHAREY FartAo] FojAse FHE WY
gk Zlo] ofye} QdRlo] AR 7HAd wel AN enR HHIEA]

20079 FEEF WA o] Al AFoRE AEIEAA Fad
Z FARAAE] Y= A8 wistgrh g EILE MY F3F
& olstell FoEFol JFHA do] ARtk AR oJatd
L5714 o)Al AT E Folok B2 T HERE wgste] 2
g Aoz eyt tEo] FadS3FoREnte] Rt e A
BRI} Fao STt ZE JS5S At ARE dojHnh o]
Ad FodSFHge] Fodte FARES] At Wskd sk, 7H4
SF B AFFRFIEY AEE 20079 ©]F7F 1 ojHET A A
o2 Yeth ES QIFR1Y] HFFRIF AAo] FoSHAAA A
TH FHH ARE ‘RE wdEle A4 E YeElhgt

107) “It is not a case of choosing those [faces] that, to the best of one’s
judgment, are really the prettiest, nor even those that average opinion
genuinely thinks the prettiest. We have reached the third degree where
we devote our intelligences to anticipating what average opinion
expects the average opinion to be. And there are some, 1 believe, who
practice the fourth, fifth and higher degrees.” Keynes (1936).
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Sh= ARSE sk 2007d9] fAIMStO = Eekal WEE A kAl o

g WAos AFTEAF FAAN TR RELIN I A8A
o] opy| ek AFE 201082 WolAEA geIA HBF FA A
FeIAAZY BAG ANSE ¢ FANES Wahsk vetdth ¥
= AR AZE AFEG PHOR RAHT QA% Fd
oo AFESE 2R Aty WIS LT AANE BUs
99 F Aztel AR} Basith olsh 2o AT AFIEAR @
Fe v AAAEY WAARE AA A2 A o5 AtHrke
BRESA IR0 AN BHRY A= mol Rk

o = AFEEARS vH AFH

Axely) ¢ FEAF Y AAS Wi Qe dA S AFFEAIZ]
TEE HgEHolok sk AL 7 7HA olfollA wiste]l e Alo] k.
AR, FNAAA dogdoltt A FUAAH SR At A
ZHE s A& Aol s 7erre] A7 w2
AFEEeltt. 22y 17 28olA Bokxoe] AR =9 Ata2Ad
< o] 7Is9 Fdo] vFath Fule FEAHA AdETIAl A

P 710 R gh=re) mae A AT A A e

o>'

111) ‘2 &4 (path dependence)’ <= David (1985) °o]§ 3]=}=]7] A&} 7Y
V‘O]E} 01 olgdlME FEALH 5 BAALT] At st
A g FEAA tE fEeg ool HA olFoAA e M F
E38hal, o] 22 Al=F ol AAAo] TAEE ol E B AR Al
Al @t (Arthur 1988, North 1990). A28 Agn]g-o] £, AJ=H <]
87 AFol o] TAYY FFEH EA, A2He FAsE AN
AT Qe JERAY Fol 1 Holth ATERALE ¥ID B
o FEA=E A3 Hg S dusted Aol F83 Jdele Aztenh
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2) v} 7

IAE FEVE AEAG A AMA v=59 19339 TFHA
H (Securities Act); , 19341d A A H(Securities Exchange Act); ©]
AN g FAARSE A Al E oty dREAAE FowE 3 {7t
Sd TS flEixe ER7Ido] ARdell =TIl FAldel] st 87
H(material information)g =57 X3 ‘F
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st FAGHATE AEHE ARs ABHoR

4l (objectively verifiable historical facts)112)e]] =§Hgtth= Zlo|UTh. 1

ol9] wlg| o]e}e & F, Aol HUIAA T FHA Ha ol et

EAAY] AR RE op|F F omz FAYES

Hets s AR o] 22 BeAQl HEE 19809
=T -

de] £A7A Boeln B5AY

= f2
DO X BE NS 57T AAE wEth 2E77E
g9 APl Bal GAS AT FHL LFT WA AGH JF
b gleh aeBE Ry 2325 FAYHel ‘FANTA A
9 A%, #5777 AR FEIAAe Aol Helsil @ 2o
G EASHE Aol AAl Belsl B AAYL NAT = Gok BS
of WedE FE/T gRbAe] AYYS Belstelol due Ag
Ao dgo] wx® 9] Ak o)eF FRFA Tl B o

112) House Committee on Interstate and Foreign Commerce Report (1977) 3=

113) "= SEC®} ol mg Hwx] FAle] st el=2] Wsl5o]= Hiler
(1987)& #=x3}et

114) SE7k AERG W F5o FAL
g FANLA G FAY FS, AFEE F LA AdAHe] 239}
g PHE 95Ae 2EAEe WY Ao dSsHnh

15) QAelE oleld BAolA, A5 BN FRAAL Hokd 3 F
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