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Abstract

Human Capital of the Securities Industry in Korea

Securities firms should respond effectively to the various needs
from firms and investors in capital markets, which requires
innovation and creativity. Innovation and creativity cannot be
embedded into products without distinguished human capital. In
this sense, the securities industry is a human capital-intensive
one. Therefore, we can say that the competitiveness of securities
firms is determined by whether or not they succeed in
employing, developing, and maintaining efficient human capital.
However, the management of human capital in Korean securities

firms is very poor.

It is said that employees of the securities industry are exposed
to highly volatile salaries and unstable job market conditions.
However, overly unstable job market conditions place an excessive
burden on risk-averse employees and makes them have
‘short-termism’, which is the main cause of conflicts of interest.
Conflicts of interest will be destructive to customer confidence
and build up reputation capital, which is a major source of

competitiveness in securities firms.
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High turnover of efficient employees can also make it difficult
for securities firms to build up their reputation. Reputation is
built through the repetition of tangible or intangible business
styles, decision processes, deal performance, and client satisfaction;
these are all highly dependent on the quality of human capital.
There are two kinds of human capital: firm-specific and
general-purpose. Securities firms need to develop firm-specific
human capital for the accumulation of firm-specific business styles
and, as a result, their reputation capital. However, the reality is
just the opposite. Efficient employees move from firm to firm too
frequently, which can make it impossible to develop firm-specific

human capital and undermine their core competitiveness.

As a matter of a fact, empirical evidence in this paper shows
that job market conditions are unstable for securities firm
employees, and firm-specific human capital has not yet been
well-developed. These findings give some implications for
securities firms in Korea. First, securities firms should diversify
their business portfolios. Volatile job market conditions are likely
to come from highly volatile revenue of securities firms which are
excessively dependent on brokerage business. Therefore, business
diversification through investment banking and asset management
is needed to prevent the harmful effects caused by conflicts of

interest.

Second, securities firms should set their enterprise-wise

- X1 -




philosophy and vision. The weak reputation of securities firms
comes from the underdevelopment of firm-specific human capital.
Firm-specific human capital can be developed in the process of
coordinating business activities and communicating with personnel
or clients only when all are tuned in firm-specific philosophy and

vision.

Third, securities firms need to set up compensation schemes to
keep efficient employees. Retention of efficient employees makes it
easy to inject firm-specific philosophy into daily business. In
addition, in the process of working together with efficient
employees, other employees can develop their firm-specific human
capital also. A good candidate for an effective compensation
scheme would be granting of stock options. If an employee
having done his or her work efficiently over a long period of
time aligned with firm philosophy can share increased firm value
as a shareholder, he or she is not likely to switch to other firms
as easily. However, the portion of the securities firms which
grant stock options to their employees is even less than
commercial banks, which is not beneficial for the retention of

efficient employees and firm-specific human capital development.

Forth, a sector council should play a role in developing
general-purpose human capital for investment banking businesses.
On one hand, firm-specific human capital needs to be developed

for the competitiveness of individual firms. On the other hand,

- xii -




general-purpose human capital having expertise in the investment
banking business is also needed to enhance the competitiveness of
the overall securities industry. However, individual firms afraid of
the free-rider problem do not have any incentive to invest in
developing general-purpose human capital. In this case, a sector
council for which every securities firm could join together would
be a good tool for overcoming under-investment in

general-purpose human capital development.
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