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{ Abstract )

Currently, ELS(Equity Linked Securities) is one of the most successful
financial products in Korean capital market. ELS provides investors with
structured payoff, and financial companies with new source of profit. It is

highly probable that ELS market continues to prosper in the future.

However, some uncertainty in regard to entrance regulation has been
raised, as the approval of OTC derivatives license has been hold off even
though applicants satisfy all requirements listed in rules. It is suspected
that the supervisory agency has a concern about rat race which can be
easily triggered as too many players enter ELS market in so short a

period.

The wisdom of the decision needs to be verified by evaluating the
amount of competition. If the competition in ELS market is already fierce
enough to ensure competitive market performance, rat race would be set
off by new entrants. Otherwise, it would be better to allow more players
to participate in ELS market, by which the market performance would be

enhanced.

HHI, a traditional indicator computed on number of firms and market
shares of each individual firm, gives us unclear signal about the amount
of competition. ELS market may be perceived as already competitive,
taking it into account that the number of issuers has increased and the
average fee has declined. However, it is worthwhile to recall that some
issuers are able to maintain their market power although the number of

competitors has increased.
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Our analysis on ELS fees, indeed, shows that early entrants are able to
exercise their market power in competition with late entrants. The
comparative advantage, which early entrants are enjoying, is confirmed by
three empirical results. First, early entrants are able to charge higher fees
than their competitors are. Second, early entrants have reduced fees at a
slower pace than their competitors have. Third, early entrants are less
willing to engage in price competition than their competitors are. Even
more, it is found that early entrants have exercised their market power by
strategically cutting down their fees at the moment of new entrance. All
together, the current evaluation on the amount of competition in ELS
market provides a piece of evidence that it is not likely for rat race to be

triggered by new entrants.

Based on results of our analysis, a couple of policy suggestions on
entrance regulation are recommended. Most of all, it is reasonable for
supervisory agency to allow more firms to participate in ELS market. In
principle, the effective competition is a more appropriate objective to
enhance market performance. To achieve this goal, the ex-post prudential
regulation may be more effective than the ex-ante entrance regulation.
Derivatives linked securities needs to be treated as independent of
derivatives themselves. Lastly, incentives for financial innovation should be

taken into account to design the entrance regulation.
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<E IV-5> @3l 3| Al ANOVA (EMH|m)
T Y AS Hy RFER| HA
ELR ] PRI P 333 76.92 71.17
A k3] A} 820  111.17 73.76 7112
AR A S AL 33 10910  149.32 | (0.000)
A3 AL 262 128.58 109.18
ApR A kAL 299 71.27 77.91
23| AL 794  104.06 81.68 4270
TR 3L 67  117.99 86.88 | (0.000)
A k3] A} 288  146.60 82.52
HEFA AL 286 90.68 87.37
A3 AL 878  121.81 85.03 3432
F7HA G I AL 80 41.01 3491 | (0.000)
k3] A} 204 87.74 73.41
7ElSE Zurs) A} 107 97.28 82.09
A3 AL 224 114.48 85.12 18.86
Hi-Five T3] AL 259 72.61 80.36 | (0.000)
A3 AL 858 115.62 83.75
A A 1,448  106.40 84.78
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<E IV-6> MUX o|F EX &

M 28 1 2 I 2y I
- 466118 489,040 492,808
i (0.000) (0.000) (0.000)
. 47.715 47.742 47.806
Z12ARFONE=1) (0.000) (0.000) (0.000)
- 15.279 15.49 15.273
e -
AR (<HA=1) (0.006) (0.005) (0.006)
; 48.245 48172 48.250
) ]— ] ;]—L —]
Tl A (3 5=1) (0.000) (0.000) (0.000)
. 26.300 26.172 26.401
L0 =
&R (71E=1) (0.000) (0.000) (0.000)
L) 3| K2 E=1) (2070})%; ) )
0253 0.257 0.257
}Z2=0o] =
AT E (0.086) (0.081) (0.080)
0.138 0.140 0.149
1 = A
gichaat (0.266) (0.260) (0.229)
0,047 -0.039 0,056
1+ o
Aol AkE (0.821) (0.852) (0.785)
s 0.012 0.012 0.012
BB T (0.170) (0.156) (0161)
i 0.100 0.076 0.248
7_—1 A=
3 A (0.975) (0.981) (0.938)
A 6 0,043 -0.039 -0.303
BASTTEE (0512) (0.547) (0.000)
7ﬂ1 ‘/\}\)\Eo )\]:ﬂ_‘/\ _ _ 0.266
o gﬂ ]"I‘TJJ—E x EQ ]’ (0000)
- 0.032 0.032 0.032
& (0.000) (0.000) (0.000)
Sage 37,387 37317 37232
= (0.000) (0.000) (0.000)
. 0112 L0137 0112
ERlk (0.019) (0.004) (0.018)
LA AL - (000%%‘; )
. 26.384 26.148 26.414
it (0.000) (0.000) (0.000)
%74 R* 0.197 0.196 0.197
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<E IV-8> w3l A|7] & 27| a3 AF ANOVA
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<E IV-9> dMAXX7}H

M 231 231 2ym
- 590.623 583.997 591.893
i (0.000) (0.000) (0.000)
i . 47.875 46.156 46.183
122N E=1) (0.000) (0.000) (0.000)
; - 19.177 14.816 14.161
Y -
SR (<HA=1) (0.001) (0.007) (0.001)
g 49.536 48,301 48.482
) ]— ] ;]—L —]
el (8 5=1) (0.000) (0.000) (0.000)
. 21.804 25,512 26.055
KeIp & ek =
T A8 (718=1) (0.000) (0.000) (0.000)
. _ 169.593 68.602 66.654
FETRH27151) (0.000) (0.000) (0.000)
0.209 0.204 0.199
}Z2=0o] =
AT E (0.158) (0-164) (0.173)
0.133 0.113 0.120
i A
A (0.288) (0361) (0.331)
0.483 0.457 L0476
1 o
Aol AkE (0.036) (0.045) (0.036)
s 0.002 0.004 0.003
BB T (0.794) (0.666) (0.724)
. 3170 3.708 3.795
Gl (0.249) (0.174) (0.163)
A 6 0223 0219 0481
AT RS (0.003) (0.004) (0.000)
A EES AL A - - 0,000
2] 0.029 0.032 0.032
T (0.000) (0.000) (0.000)
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A H2 A AL - (090%60? )
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(0.000) (0.000) (0.000)
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