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< Abstract >

The Analysis of Competition in the Korean IPO market

There has been no discrepancy in the opinions that Financial
Investment Services and Capital Market Act (FISCMA), becoming
effective on February 4, 2009, should contribute to facilitating
advanced investment banking services from the Korean domestic
financial investment companies (hereafter, KDFICs). But, since their
revenues are taken mostly from brokerage business, the KDFICs’
goal developing as IB oriented institutions in the domestic market
seems to be far off. It is because IB market size as well as the
regulatory support is absolutely an important factor in order to
turn to KDFICs with sizable IB revenue, while current Korean IB
market is still in an early stage relative to American or European
IB markets. As a result, it is an important task to attract corporate
clients and thus expand IB market by improving on the KDFICs’
competitiveness on the IB service. From this point of view, this
report will consider KDFICs" competition and competitiveness with
focusing on IPO business, the core and touchstone of the
investment banking, and then will suggest its several directions

and improvements.

The report documents changes in the regulation and features
in the domestic IPO market, such as volumes, individual issue

size, IPO spreads and industries issuers belong to, based on the

- X -




data from 2001 to 2009. The yearly IPO volume was relatively small
early-2000s following IT bubble periods but had increasing trends
after mid-2000s. The individual IPO size jumped up in the late
2000s, with the stricter capital requirement of KOSDAQ IPOs in the
mid-2000s. Many of small-medium size IPO spreads ranged from 3
to 6% and had a negative relationship with their issue amounts. In
contrast, most large size IPOs had 1 to 2% spreads, showing no
relationship with their sizes. Over the sample periods, IPO firms in
the KOSPI market belonged mostly to the IT, financial and mature
industries while many KOSDAQ IPO firms appeared in the IT,

medical and new growth industries.

Domestic IPO regulation in the 2000s was much developed in the
bookbuilding methods, associated with the IPO offering price and
allocation process. More importantly, obligatory market stabilization
and putback option regulation that aimed to support IPO stocks’
aftermarket prices were relaxed step by step, with blaming for too

much underpriced offering prices derived under those regulations.

The report showed that individual IPO sizes as well as total IPO
volumes had a strong effect on the market concentration index. In
other words, the market concentration increased as total IPO market
size decreased, but it varied with individual IPO size. In fact, It is
in the late 2000s when individual IPO size jumped up that some of
small size KDFICs exited with the market concentration increasing.
In the mean time, the IPO spreads decreased despite of the higher
market concentration. IPO spreads decreased the most for the group

of medium size KDFICs and the next was the large size KDFICs

- X1 -




group. It showed that large and medium size KDFICs competed

more severely in late 2000s.

We also discussed the competition in the domestic IPO market
based on a hypothesis suggesting the relationship between KDFICs’
competitiveness and their competition. The hypothesis is as follows;
large size KDFICs offered much more competitive IPO services than
medium size KDFICs, then large size KDFICs had higher market
power in the late 2000s when the portion of large IPOs increased.
Otherwise, medium size KDFICs might trigger competition with
lower IPO spreads in order to win large IPOs. We found that the
number of medium size KDFICs winning a large IPO increased and
both large and medium size KDFICs" IPO spreads, on average,
dropped much more compared to small size KDFICs" in the late
2000s. We concluded that it was consistent with the hypothesis that
large and medium size KDFICs were not much different in the IPO

service competitiveness.

The report showed that KDFIC's reputation index that builds on
their market shares was not related to two IPO competitiveness
indications, offering price revision and underpricing. This result also
reconfirmed the hypothesis that large size KDFICs were not more
competitive in the IPO services. We also found lower underpricing
and higher IPO spreads in the American and European markets, in
which many global investment banks competed. This implies that
KDFICs should build on a good reputation on the IPO service in

order to increase IPO spreads.

- xii -




We provide several comments on the prerequisites to improve
on the KDFICs" IPO services as follows; Firstly, KDFICs should
concentrate on a competition strategy picking up and underwriting
the high quality issuers rather than increasing their market shares
simply. Secondly, KDFICs should strengthen their role of finding an
appropriate offering price through more strict due-diligence, active
IPO marketing or IR, communication with institutional investors. To
the extent they find a more appropriate offering price, KDFICs can
provide a certification role through IPO price stabilization activities.
Based on the activities of underwriting high quality issuers, finding
appropriate offering prices, and certificating IPO stocks, KDFICs’
reputation establishment should make investors to have credit on
the IPO investment, lower a premium on IPO uncertainty and thus
a cost of raising capital. As a result, it would vitalize IPO markets
and lead more firm clients to the capital market. Finally, KDFICs
should relax price competition in the IPO market by bundling more
active corporate financing services after IPO, for instance, analyst

coverage, IR, corporate financing consulting.
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E N-1> AFMESE 2822 2424
715 A+ 75 el
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Z By -0.84 -3.018%** -1.189%**
(109 9) (0.56) (1.07) (0.36)
AR 88.69%** 12.25%%* 34.02
(109 9) (28.99) (1.73) (31.71)
. -21.88 -130.7 24.85
A 7F3E A
1A (29.03) (100.5) (29.41)
Az 929* 6531%+* 1255+
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R-squared 0.574 0.446 0.593
a7 & 18 17 18
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48 = IPO A1%e) AAE BA

<E W-2> ™A 7|20l TSt S F 2 AFINSE 24
2001 - 2009 715 A% FGAH
. 0~ 300 ~ | 1,000&3 | 0 ~ 300 ~ | 1,000¢]
3009 | 1,0009 | ©]4F | 3009 | 1,0008 | o©]X
F Tt 057% | 1.26% | 599% | 578% | 1.60% | 0.28%
AW 1599 | 52793 |3,1509 | 89Y 4229 | 1,404
HHI(Z =) | 978 1,780 | 2,099 592 1087 5,170
% PO A% 36 23 19 648 38 2
HHI(A5)? 926 1,875 | 1,855 | 540 1,094 | 5,000

FHIAL 5 1570AF | 87RAF | 87AF | 3270AL | 1270AF | 2704

1) FPFEE 7|FO 2 T3 HHIolth
2) IPO W42 7]Fo2 3 HHIo|th.

<E NMI2>oAH & 4 gl%o], ¥ EE 1,00 o]
A IPO Aol 5.9% de& 7P 71w, 1 Hdso=2e 3009 € v
wke] FAY PO AlAo] 578% Yoz Zth 3009 ¥ wwk W) o
7 PO A2 1,000 vRke] HHIE H I3 157041 8543
A FHGFo FAste], wie BAAHJN ARTE FHE EASh v
M 3009 9 ol FRAAE HHIZF 1,800 ©]/4o =2 Vel 27 8
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S
12
o

FolA & 4 %o, AUISAEARLS F HFE Vo E 3009 ¢
A TR PO A4AEkE HIFo] 9F 92.7%(7.25%/7.82%) &4, AA|
S 2E A S AFTFERYS HoFa o o)y Ay A

NEoe 73 HHIG dalM% o9 FAsA e,

4y X O

rok
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=
o
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1
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»
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Age & AR 7|Fo 21,0008 9 HRE R IPO7E AHA S
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<E N-3> Zdgnl RIISHAE AHEEZE 24
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e 0 - 300 - | 1,000 | O - 300 - | 1,000%]
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Z WYPIR 020% | 044% | 220% | 037% | 0.82% | 3.78%
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HHI(Z72)) | 1,663 | 3,037 | 2,374 960 1,997 | 2,418
% IPO AF 14 7 7 22 16 12
HHI(A5)? 1,735 | 3,061 | 2,245 950 1,972 | 2,083
FHIAL 8/NAL | 47WAL | SZHAE | 137HAF | 7ARAL | 77RAY
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FH3A = | SUBA| s8R | - | 25AE | 9 | 27
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AA 2 =3 12 1,528 58.3%
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AFRAIAE e 9 A LA 16 859 37.5%
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A-FH7|2 FEete HoAFa o AAHSTET} *J%%}%Ed 20003
o FHk7]o] fFALSE IPO fFEol thet F4E&S ARkr]o
o7 AFs7|Eos stetgt Ae® Ukt ol Al%@%EPA *J*
ol BHo =3stE o] 7Aoo e Agts A
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56 = IPO A9 AAE E

E II-6> IPO EMH 0 IE F+ES Hl

7t HA S GA %

T %
FrEE | HF F | FFES | BFF
1009 ¥ =Rt 411 7 4.09 276
S 100~300%} ¢! 3.29 21 3.88 202
300~1,000¢] € 2.73 24 3.54 38
1,000 A o] 1.75 19 2.00 2
NAZAA = 3.31 13 4.29 220
A = F A = 2.89 29 3.89 177
Ax1sk et 241 29 3.46 121
hot IPO A]7] 291 27 417 251
E]DS] cold IPO *]7] 3.80 2 3.41 27
2 9] PO A7) 2.63 42 3.80 240
FTE=F3 syndicate 223 27 3.47 18
% | non-syndicate™’ 291 37 3.84 224
A B 2.77 71 3.96 518

F 1) non—syndicate IPO+= syndicate PO} Bl 3}t7] 93] 1009 ©]/4<] PO
< WEes Ad FFEES 5}‘5\‘:}
2) 047]/‘14 4 ARe FFEE(%)S AHHE vlusty] s, 43I
=qYs 4?:}0}915}.

<i# 6> PO 54 w2 Hd PO 5858
Atk hot(cold) IPO Al71E 74 IPO7} o] FolZ Bgo
2(32) IPO7} o] Fo13 AI71& ofn| gt} %liﬂﬂ& 2=
Folx &9 PO Aol 50% 7tEAS Fi, A4y &
25%% A E Fol Fug PO A7t *JH 25% -] 9] é‘é}‘ﬁ hot
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=Y 2y 1 2g2 | 23 | =¥ 4
. 44084 | 4573%% | 4.484%* | 25)5%
(R
2L (1.045) (1.040) (1.050) (1.501)
o 0.310 0.299 0.312 0.994
i1 K PARS R B
(LB TEHAT) (1.059) (1.057) (1.060) (1.242)
LURSEARHR= g ot 0.574 0.766 0.736 2.753
=R (1.430) (1.433) (1.440) (1.801)
YA 2.645 2.736 2.586 2.261
=Rt (2.310) (2.311) (2.304) (2.718)
e -2.580 -2.704 2416 -1.824
SRRy (2.769) (2.655) (2.738) (3.455)
=3 FFES -0.006 -0.166 0.214 -2.108
=R (1.717) (1.685) (1.703) (1.934)
0.881** | 0.888** | 0.893** | 0.940%**
A AFZ=0]l 8
ICa (0.138) (0.137) (0.139) (0.169)
0591+ | -0.578* | -0.606*** | -0.741*
Al RFZ2=0]1 L8 0] % IS
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NAZAAE A7 10.75%* | 8375%* | 10.36*** | 8.630*
HrHS (01.1~03.9) (2.864) (2.005) (2.884) (3.347)
FHFAAT A7 1.771 1.167 1.864 0.930
Hu]¥4= (03.9~07.7) (1.934) (1.812) (1.936) (2.386)
_ 1.960 0.183 7.703
3‘]511—7
1FE7)) (2.068) (4.673) (6.111)
5] 2= -1.427 -1.784 0.008
e 0862) | (1.131) | (1.481)
_ 0.782 -1.744
FRE7]) x5 2]
[FR7) A RAT 1727 | (2229
el i A Ay Ay =%
R-squared 0.231 0.233 0.235 0.262
2 583 583 583 361
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<E IV-2> 327} Ng7t 282 =4 Zot

SR P11 | B2 | =m¥Y3 | nFP 4
_ -10.03%* | 9.734% | 1017+ | -5252
=13 L=
=LA (2.564) (2.550) (2.549) (3.672)
- -2.280 -2.281 -2.492 -4.533
=18 AL & o 2=
2A(LRIAAERLS) (2.625) (2.626) (2.647) (3.168)
LIRS EARu A= g s 7.943%% | _8135** | -7.765* -5.848
LIRS (3.595) (3.642) (3.632) (4.449)
G 1.619 2.352 2.222 -0.785
=R (6.426) (6.467) (6.486) (7.123)
TETH 3.948 2.264 3.399 5.419
=Rt (7.135) (7.255) (7.299) (8.483)
=4¥ FrESE 0.421 1.029 0.421 -0.977
SRy (3.842) (3.887) (3.847) (4.976)
0.591%* | 0.606*** | 0.606*** | 0.606***
TR} 238
swst 24E (0.103) (0.103) (0.103) (0.138)
ARl 8 10174 | 1.051%* | 1.022%* | 1.002%**
eTE (0.171) (0.170) (0.169) (0.236)
21254 | 21624+ | 2158%* | 2,392+
Al AFZ=0]1 .8
135mei 82 (0.184) (0.184) (0.184) (0.255)
NAZAAE A7) 3847+ | 27.88%* | 40.23%* | 3549%
HrlHSE (01.1~03.9) (8.018) (4.872) (8.014) (10.39)
FWMSAA T A7 21.39% | 17.56%* | 21.21%* | 2584%
Hu| ¥4 (03.9~07.7) (4.998) (4.509) (4.984) (5.776)
§ 11.13%* 40.49%*+ 23.06
Sy}
[F270) (6.173) (11.60) | (15.06)
2 17 2= 1.953 6.987+* 3.065
e (2.234) (2.804) (3.889)
. o -12.28%* | 7.747
Ko ]S D= 2=
[FR7) B @214) | (5.297)
AT v =3 =3 E3F E3
R-squared 0.402 0.399 0.412 0.461
& & 576 576 576 353
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