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<Abstract>

The financial environment of the securities industry was in
flux for about a decade beginning in the mid-nineties. In other
words, the securities industry saw a more competitive
environment due to the deregulation of brokerage rates in the
late 1990s, the increased presence of online trading, and lower
entry barriers for securities firms. This report examines whether
these environmental changes actually increased competition in the

securities industry in the 2000s.

By wusing the Panzar-Rosse methodology to measure the
degree of competition in the domestic securities industry, our
results show that it increased significantly in the early 2000s and
has even indicated close to perfect competition. The increase in
competition degree of the whole industry reflects that price
competition increased for brokerage, underwriting, fund sales and
almost all other businesses. The homogenization of the brokerage
businesses which is the main revenue source for securities firms
is likely to be the most important factor of increasing
competition within the securities industry. In combination with
the regulatory changes that encouraged price competition, the
growth of online trading exacerbated the monopoly power of
brokerage businesses through the person-to-person approach and
branch networks. It is widely believed that the marginal cost of
the online trading service, which is close to zero, inevitably
furthered the price competition. The underwriting service was
also in similar price competition environments. Domestic

securities firms mostly competed for their underwriting business

- iX -




by providing plain vanilla types of services that did not require
any risk taking. This trapped their underwriting services in a
homogenous group, and as a result they had no choice but face

fierce price competition.

The higher entry barriers and thus the decreased number of
securities firms might not stop the price competition that resulted
from the homogenization of services in the domestic securities
industry. In fact, our estimates of competition after heightened
entry barriers are a little higher. This result is consistent with the
Bertrand paradox which states the number of firms is no longer
an important factor driving price competition once products and
services are homogenized and more than two competitors exist.
From this perspective, protection of the securities industry from
over-competition may not be achieved by government regulations
such as entry barrier policies that decrease price competition.
Rather, this may increase the license premium of the securities
firms as a side effect. In fact, the existence of the license
premium could be confirmed from the fact that despite weak
revenue structures, stock prices of small and medium size of
securities firms’ have increased more than large firms during

periods with high entry barriers.

Considering that capital, the number of branches, and total
employees are factors increasing monopoly power, we also
analyzed how the competition securities firms faced varied with

their capital size. The results show that competition conditions of




3 big securities firms changed from monopoly in late 1990s to
monopolistic competition in early 2000s, while that of small or
medium sized firms changed from monopolistic competition to
perfect competition. This implies that although both groups faced
higher competition in the early 2000s, small or medium size firms

competed more severely and thus needed strategies to survive.

In attempt to examine factors behind the change of
competition conditions in the securities industry, we estimated the
demand function of brokerage services over 1992-1996 (1st
period), 1997-2001 (2nd period) and 2002-2006 (3rd period),
respectively. According to the results, the price elasticity of
demand was higher in the 2nd period than in the 1st period,
experiencing deregulation on commission fees and the
introduction of online trading. The cross elasticity of demand
jumped up in the 3rd period, when online trading services were
fully developed by almost all securities firms. It is inferred that
the online trading services affected consumer price sensitivity
through the homogenization of the brokerage service, which
triggered competitive brokerage rates in combination with the
deregulation of commission fees. As a result, lower brokerage
rates reflected the change in the consumer behavior showing
price sensitivity. However, without considering the cost side, it is
still an open question whether securities firms prices have been
close to the ir marginal costs despite lowered prices responding
to these changes in the demand function. Therefore, the cost

function of brokerage services might need to be examined.
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Estimates of the marginal cost of brokerage services decreased
significantly for most firms after the introduction of online
trading services. In particular, in 1999 and 2000, the cost drop
allowed many securities firms to obtain higher profits despite
price reduction. However, since 2000, the securities firms have
faced lower markups as the price decreased steadily despite
stable marginal cost. Furthermore, it shows that securities firms
don’t have much space to decrease brokerage fees and the
increase in price competition triggered by external factors,
probably forces securities firms to accept lower profits. It suggests
that individual cost efficiency through synergy or management
should be the most important strategy to survive in the

brokerage business in the future.

Finally, the average cost estimates of the brokerage business
indicate that the average cost of large firms is the lowest and
those of small firms are the highest. The slope of the average
cost function of small or medium size firms is much steeper than
that of large securities firms. Its implication is that small or
medium size firms are more likely to be faced with loss by an
increase in the average cost when stock markets are down. As a
result, with their disadvantage in retail brokerage services, small
or medium size firms should focus on a special area that they
have an advantage in or circumvent direct competition against
large size firms, for instance, serving clients such as small or

medium enterprises.
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<E ll-5> ZAHMY HAE B3 (MALF)
W ZA 717¢ 1990 2000 o)
H-BA X 0.770 0.516 0.888
93 .46** 22 .54%% 57.02%*
F—7AA:H=0
(0.000) (0.000) (0.000)
8.19%* 19.77%* 0.90
F—7AA:H=1
(0.004) (0.000) (0.343)
R? 0.9318 0.937 0.927

N

Lw 2 F AR A% 27 1%, 5% FEAA fF3e A, () ¢
SAE pghe vl

9, <E 065 2¥ A5 - T4 - 7|87 H-SAAE 1990
o) 0851014 20009t 10622 &3kol, SIEtel el F5sh vhazt
Az Aol AgEn e o ekt a9d @ H £28 4

o QF - FA AT A g Teks 2el 1990 s

oln] HXAZA 77k FEHE Hola AMt= Aotk o= AFHF
o] B Hxo] AAS Agstes &7 vu & ¥ ol Sy FH
3ake RIFdF7E @ed dE AT Dol Tk Aol #
3 T2 FHIANEE FA7E Soldte Ao 7|AE Aew HQ
o oAl e, GRE S AR SH o= Qs Y SAEARERE
olyel 4% SHIAEAE syl &ds] Fofsta A,
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H I-6> MY HHE Ha (MEAHF)
S el uf 4 % QN5 - FA - T
T
A 717 | 1990 0] | 2000 0] | A A 7]17F | 1990 | 20003
H-FA X 0.626 0.313 0.897 0.967 0.851 1.062

32.63** 6.76* 22.77%* | 108.99** | 37.03** | 77.97**

F—3A: H=0
(0.000) | (0.010) | (0.000) | (0.000) | (0.000) | (0.000)

o ey | 11487 | 32457 | 029 0.12 112 0.27
OO ET N 0.000) | (0.000) | (0588) | (0.725) | (0.290) | (0.602)
R? 0875 | 0921 0.845 0.910 0894 | 0917

Fiw 0 2 F AW AT A7 1%, 5% FEAM FeFS A, ()
SAE p-ghe Ve

) FEY AYE

oA710M = g 37 SAIAe T4 FHEIJAPT FAWde AT
7F g2 e JE Aeste, SEIANY] FEE FAE WHslE
A EL FAIJAF FEEZ AT Aold £ e AL AR
A7), AESF, AL Y Zol7l AAS gslste gQdow 28E 4
A7) W7ol
P
In R, = ~,Inw, + ylnf; + ylnk, + Y 6,aF )

k=1

+ (yydnw,; + ysInf; + v5lnk;) X big3_dummy +¢;

A B 34 ZAAAG YA ZAIAE GRS A
AHKE 7] Q3 AS=E, big3_dummyte WNT FSHIAZE HA3AL
Shpol 1, 784 oW 09 e 2E duuiolth He 3

Br ol
©

o

K
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8 TUNYY A= Wstol] gk B4 g AJALY

FAHA] HEAGES o+ tpolm, 08 ZAsAe H-EA %L

’Y1+72+73+’Y4+’Y5+’Yﬁo]];]'-

A AAQFAMY A FEE BAE WStE AHEY, g
370 SA3Ak %T 1990 dth =337 elell A 2000 SolM = H34

737 ZFel(H-5A1X], 0101—0458)°l, T4F FAIAY A5l 1990
d 534 ZAANA A4 FejH-FAXR], 0542-0917)0] Fo|A =
RAes ¢ F A<t O-7> 1) iy S T4F SASAL =
dd 5o 1990ddie] vl o w2 AAd Hdsta AR 5
3] T4¥ FHIAE Bok AAAQ 70 A3 dok= Aeolt)h o] gh
Abdoll BFo] FHIAL] Ap7|ARR ol A
A3 AWshs AAE 2A= %S

<E Il-7> SIS A2Y AT Ha (MALF)
7w A 717 1990A th 20003 o)
H-5 Al | 0.502 0.101 0.458
12.11%* 0.30 1.80
a3 | F-HA: Hyyy=0
= a3 (0.000) (0.587) (0.181)
o+ . 11.82%+ 23.14%* 252
F=374: Hypy =
(0.000) (0.000) (0.114)
H-5 Al | 0.785 0.542 0.917
e 99.33%+ 25.74%+ 58.17**
=4y F—7AA:H=0
. (0.000) (0.000) (0.000)
SAIA}
7.28%* 18.34** 0.47
F—7A":H=1
(0.007) (0.000) (0.494)
R? 0.934 0.942 0.930

Foor 2 F A4 AT 247 1%, 5% FEIA FAFe BA, () 2
SAE gk e



19

xr
h

od
"
ﬂmo
o

K

Nlo

Njo

3
1990

o =

o4
AN AABZA AdE(H-SA X, 0.320-0.89)Z

=
=

=)
.

=
[¢)

(¢}

gl A 20008 )

AR2L AR e 7 Aol A BAEE BH, o
A A ZH-EA R, -0.100-0.309), &2

AYE

sl

Z_|

al

S
=

=2 A
=
—

L
o

9

-
R

| =
=
%

ZH3AE A

1 & 370

9]

o

ZAsAEO] AT o

ofm, meb AR of§7h

4

%
Tl

)3

!

)

1) otk B4, ALY B 2l

°

o

AGEARIA AFART} FA e
AAAREE A 715

A BlFe] = AR b4 7R o



N
(@)
olN
)
2
2
Lo
o,
o
b
(E
Lot
2
=2
&)
Me
1
Se,
>
~
Rl

i

<E II-8> ZAHE A 7Y HWE HE (MEHF)
) e v A% - A - N BGR
T A7) 9 | A 4 9
A7 19903t {20003 oy A7+ 19904 | 20009 )
H-5A %] 0.368 -0.100 0.309 0.575 0.299 0.441
WY NP8 Hoy =0| | oany | 090) | @00 | (005 | (028
=254 (0.077) | (0.644) | (0.590) | (0.001) | (0.225) | (0.224)

916" | 2583* | 145 | 612 | 810 | 239
(0.002) | (0.000) | (0.230) | (0.013) | (0.004) | (0.124)

H-F A1 A 0.636 | 0320 | 0.896 | 0985 | 0.893 1.092

33.22%* | 7.06%* | 21.52** |115.71**| 42.29** | 80.34**

Z23 — AR H=
e | FTEE A0 0000y | (0.008) | (0.000) | (0.000) | (0.000) | (0.000)

EN

10.80%* | 31.68** | 029 | 003 | 060 | 057
(0.001) | (0.000) | (0.594) | (0.864) | (0.438) | (0.451)

R? 0876 | 0924 | 0.847 | 0914 | 0.902 0.920

o2 F A4 A% 47 1%, 5% FEA e BAS, () e
SAE gk v
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T4 - 7 Fel Mg AATE BY, Uiy 3
$ 19909t 5814 AHE T AYAT 20008 S A
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0.925). ol& = 29 APAAG A o] FAAA aAE A= T
3R] EatAes BHoFe Aolth

<E I1-9> 7|2t ZAHSAl] YL W3t
T 2000 ~2003'3 20043 ~20063

H-5 A X 0.668 0.925

=0 20.40** 12.85**

UMY A - (0.000) (0.001)

F-7174

e 5.03* 0.08

(0.028) (0.773)

H-5 A X 0.178 0.824

_ =0 0.19 0.72

NE 370 SdaFA} i - (0.663) (0.400)

o el 4.10* 0.03

(0.047) (0.857)

H-5A X 0.685 0.953

] ] =0 19.43** 12.43%*

T4 A S (0.000) (0.001)

B el 4.12* 0.03

(0.046) (0.863)

Fooor = F A4 A3 A 1%, 5% FaolA FoldE ®AISH, () ¢
ZAE p-#S UEhd

A SE3ALe] ATdS AR =As SEIAL FE AL
2R HgAAE BARGE Aotk a3y SAIAE0] FEAHY
FES T B A, JAdAES Tl SAIA 9 S
2 JAstEE A% AtEFst dehdr] oo AAZ e 4
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