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Capital Market and Economic Development

~—A Study on Policies to Promote the Capital Market in Korea—
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1. Introduction

Even though its history is short and the scale is small, the Korean Capital
Market has rapidly develped during the recent seven years, but, it can not be
said that the capital market has been efficient.

The capital market in Korea is in the stage of transition, compared with the
capital markets of developed countries, and our capital market has many defects
in mechanism.

In 1962, the Korean stock market experienced a boom which had not been
seen before. A large amount of money capital, 25.2 billion won,an equivalent of
seventy per cent of the money supply of 35.6 billion won of the day, had been
poured into the capital market, but,most of the mobilized capital had spilt over
to non-productive sectors.

It has been proved that the Korean Capital market failed to promote a more
productive allocation of domestic savings. If the defects of our capital market
are not rectified, the Korean capital market will not be able to facilitate long-
term industrial loans which are indispensable to the development of our economy,
and it is inevitable, that the Korean Capital Market should remain a wildcat stcck
market.

In general, a vigorous capital market is just as important for the development
of long term industrial financing as a central bank is for commercial financing.
By acting as a banker's bank and a lender of the last resort a central bank
prevents the tying up of their assets and endangering their cash position and
lending abilities. An effective capital market does approximately the same thing
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in financing the industrial development of an economy.

Espszcially, it was an important matter that the imobilization of the domnestic
capital scattered through the capital market in Korea should have been executed
as an element of the First Five Year Economic Devclopment Plan. We, there-
fore, need more capital resources for developmental purposes.

Furthermore, our economy has been supported by aid from the U.S. and this
is expected to gradually decrease in the future. Also, while the demand of foreign
capital for industrialization is great, borrowing activity between developed coun-
tries and the Korean government has made little progress.

Therefore, we should find a measure to mobilize domestic capital through
some mobilizing mechanisms, through which the role of the capital market
in Korea could be very significant.

At first let us begin an analysis of the existing Korean stock market, touching
on its recent history, supply and demand, and the prices of stock on the Korean
stock market, compared with the stock markets of developed countries.

Secondly, let us consider the influence of the capital market on the Korean
economic development and point out the socio-economic factors, which have brought
about the existing Korean capital market failure, to promote a more productive
allocation of domestic savings.

Lastly, let us present policies which would promote an active and dynamic
Korean capital market, and derive some conclusions based on the preceding ex-
amination. ’

. Analysis of the existing Korean capital market

A. Historical background:

A complete and authentic history of the Korean capital market has not been
written. Unfortunately, in the formative years of the capital market, no one
ever scriously attempted to write a systematic, thorough, and unbiased account
of its development. Few writers, in fact, were at all interested in the early
financial history of the nation, in spite of the great importance of its financial
institutions in promoting its growth. Therefore, it is difficult to consider the
historical background of the Korean capital market. So, it can only briefly be
outlined in this discussion as one of the significant factors in the Korean capital
market.

The Korean capital market began its function, since the Republic of Korea
was established in 1948. It was said that some transactions in securities were
probably made before 1948, but, here, the outline of the history will bz taken
from 1948 when Korean government was established, up to the present day,
because, comparatively few records are available about this formative period.

Now, for brevity, I divide the Korean capital market’s sixteen years history
into three parts. The first period (1948-1956) was the pioneer day of stock
business. The first dealers in securities were not brokers so much as they were
auctioneers. Tradings in securities of the day were done through the security
companies because the stock exchange was not instituted. Brokers during that
period were strictly brokers; they did not act as dealers. Hence the only activi-
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ties in the market were those which originated outside of the small group of
brokers. In 1948 the Dai Han Security Company was established, and it was the
first to receive a license for stock business from the Ministry of Finance.

Unfortunately, on June 25,1950, Korea was invaded by the communists, and,
the Dai-han Security Company moved from Seoul to Pusan. From this time on,
the trading of Land Bonds began at Pusan, and immediately the land bond
boom ensued.

The Security Companies could make good profits through land-bond dealings,
because they could buy these at cheap prices, 60-70% below the par, while the
land bond could be used to pay for the buying of government owned properties
at face-value.

Most of the landlords, whose living conditions deteriorated, due to the taking
in of refugees, began to sell their land bonds, at heavily depreciated prices to
support themselves. Meanwhile,the security companies purchased these bonds at
cheap prices because they could use these bonds at face-value. It was because the
government permitted the use of the land bond, as a substitute for earnest money
at the tender for goverment contracts, or for buying government-vested proper-
ties, due to the law of land reform, section 24. As the land bonds boom rose,
many security companies were established, for example, the Koryo, Youngnam,
Kugje and Dong Yang Security Company, etc.

In 1953, the war ended in an armistice. The five Security Companies came back
to Seoul. At last, the need for a regular stock market developed and they
sought to create an organization of their own. On October 6, 1953, they met in
the Dai-Han Security company’s second floor office to discuss the maneuver and
drew up a document. On November 25, 1953, they established an Association of
Security Business, naming it the Dai-Han Security Association.

The Second Period (1956-1961). During this period, the Korean Stock Market
developed from bond market to aetual share market. It means this period was a
transitional period, ushering in a mordernized stock market.

On March 3, 1956, the new organization adopted the name the Dai-Han Saock
Exchange. A constitution was drawn up, officers were elected, and Rules were
instituted. Trading procedure from that period took on greater regularity than
it had in the past. There were about sixteen different shares and national bonds
on the list at the time.

In the beginning of the Dai-Han Stock Exchange business, the speculation in
shares showed a substantial increase, but, gradually the picture darkened and
shares which were not distributed broadly resulted in the dividends not being
paid out. Eventually, the trading of shares decreased.

Meanwhile, great interest developed in National Bonds not only among financiers
and brokers but also among public officials. On Dacember 11. 1957, the Economic
and Finance Committee of the National Assembly decided to reduce the issuing of
Eleventh National Bond amounting to 18 billion Hwan. Next day, the speculation
began rapidly, the demands of Tenth National Bond increased highly.

On January 16, 1958, a great speculation swept the market, the tenth National

Bond’s price climbed to 45 Hwan. It was a high price compared with 12 Hwan
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for the previous year. In one day, trading reached 4,273 million hwan."

Suddenly the picture darkencd. It became impossible to deliver a cash margin
for position of National Bonds, because most tradings of the day were short
selling and long purchase and the market crashed. Finally, the Ministry of Finance
made void the tradings of January 16, 1958 to save the situation of the stock
market. Several security companies that did not deliver cash margins were sus-
pended from business transactions.

Even though the market was saved from the crisis, the stock market remained
inactive. The public, who were small investors, suffered a loss due to this stock
market crisis.

Third Period covers the period from®1961 to the present day. This period was
characterized by a turning point; leading to a share market.

In 1961, there was a military revolution, and since the revolution, the govern-
ment has established the First Five Year Economic Development plan; the
demand for capital for economic development increased rapidly. The government
paid attention to the capital market to mobilize domestic capital and carry out
policies to promote the capital market. Firstly, measures were executed for re-
forming the tax system, management rationalization of public enterprises, forcing
the proper dividened, prohibition of share monopolies of financing institutions,
reevaluation of company assets, and selling the government-owned shares, etc.
These measures helped, more or less, to effectively promote the capital market.

As the measures were executed effectively, banks and the Dai-Han Stock Ex-
change which were listed on stock market could pay their unpaid capital, adequa-
tely. The shares of the Korea Electric Company, the Korea Shipping Corporation
and the Korea Express Company recovered their popularity.

From December 1961 on, the trading of shares improved steadily. In the
early 1962, speculation developed in the stock market again. Unprecedented
speculations swept the market. In the month of May, the trading reached 6,500
million shares; amounted 25,200 million Won that is, an equivalent of 707, of
the total money suppely, of 35,610 million Won at the time®.

Meanwhile, we could say that the big boom rose in the stock market, because
throughout the nation, everyone bought and sold the shares at ever-increasing
prices. Some of the greatest manipulations in the history of the stock market
took place, Mr. Uhung-Sang Yun, Mr. Dong-man Kim and their followers were
truly glants in their day. Giving no quarter to their opponents and asking none,
they fought for fortune in the market with every weapon at their command.
The only law they knew was the law of the jungle; their ethics were the ethics
of the day.

Finally, the function of the stock marker was interrupted for a time. The
Exchange suffered from two serious defects in the manipulations period; (1) its
failure to provide a continuous market, and (2) its lack of an effective admini-
strative organizatiorn.

There are other factors which brought about the boom of May, 1962. Firstly,

1D The Dai-Han Se;urity Association, Ten Years in Security Association, (Seoul, Dong-
ah publishing Co., 1963), pp.152-153.
2) Korea Stock Exchange, “Monthly Securities” No.19, p. 30.
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the military revolution rose suddenly, and the majority of enterprises were
stopped for several months. Their working capital poured into the stock market
and increased the demands for shares. Secondly, it was possible for vigorous
speculations in the market because it was supported by the law of short future
transaction which was promulgated on April, 1962, Thirdly, the large shareholders
of the Korea Stock Exchange were a limited company, at that time, and could
make speculations freely because the Exchange was not a public-controlled
company system.

In short, eventualy, this period was a turning point in the history of the stock
market, developing an active stock market.

B. Supply side:

Now attention will be focused on the supply side of the stock market. Up to
this point, some problems have been discussed on the supply side of the market;
(1) the number of listed securities (2) the issues of new shares (3) the kind of
listed securities (4) the volume of trading and (5) now we will discuss the
quality of listed securities, whether industrial shares or non-industrial shares.

Firstly, we should discuss the number of listed securities. There were fifteen
listed shares and a national bond in the Korean stock market in 1963V,

It was a small number of listed securities, compared with number of listed
securities in developed countries; 1,163 issues on the New York stock market,
599 issues on the Tokyo stock market, and 90 issues on the Philippines stock
market®. And most important is the fact that the number has not appreci-
ably increased over the last six years, while in Japan the increase has been 3¢,
and in the United States for the same period, the increase has been 6%.

Table 1 Corporations Listed on the Korea Stock Exchange,
The Tokyo and New York Steck Exchange
1956 1957 1958 1959 1960 1961
Korea 15 15 16 16 16 14
Japan 592 596 601 599 599 599
USA 1,082 1,107 1,100 1,116 1,143 1,163

Source: Shoken Tohkei Yohran, Nomura Securities Co., Fact Book, New York Stock
Exchange, Korea Stock Exchange.

The question arises as to why number of the listed securites on the Korean
stock market is small, compared with those of developed countries. There are
two factors in answering question; (1) comparison with other developed countries,
there are few large firms that could list their shares on the stock exchange
in Korea.

The data in the Table 2 show that the large firms which have employees
of one hundred or more number 487. It is a very small number of firms
compared with 16,150 firms in Japan and 38,700 firms in U.S. A. Therefore,

1) Ibid, pp.5-6.
2) Robert A. Lindgren and Atsumori Takeyama, “A prespective for Investment in Japan-
A comparative study of securities market between the USA and Japan (the Nomura
Securities Company. Tokyo. Japan. 1963) p.24.
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Table 2, Distribution of Total Number of Firms
(kl)l;’mls]'j;flier employees) Number of firms Number of employees
5— 9 7,144 46.9%, 49,598 12.29,
10— 19 4,255 27.9 57,301 14.1
20— 29 1,363 8.5 32,360 8.0
30— 49 1,127 7.5 42,114 10.4
50—100 876 5.8 60,131 14.8
101—150 169 1.2 20,459 5.0
1561—200 93 0.6 16,076 4.0
201— 225 1.6 127,847 31.5
Total 15,252 100.0 405,877 100.0
Source: The Medium Industry Bank, “The report of mining and manufacturing census,
1962.”

because of the small number of large firms, only a few companies were listed
on the Korea stock market?.

Meanwhile, if one compares the ratios of the listed companies against the
companies that have employees of one hundred and over in three countries, one
finds similarities in the ratios; Korea, 3.1%;; Japan, 3.7%; U.S., 3.0%, which
means that even though the number of the listed companies are few, the Korea
Stock Market has the potential power to develop the market. (2) The prevalence
of family companies was another factor. Family companies have restrained the
participation of other people in their companies. I think this is a most important
factor. Family companies hold share more than 90%; of the total number of
companies (Ltd.). They have been run to protect the outflow of their profits
in dividened and tried to maintain their ownership and control of the companies.
Accordingly, they knew it was impossible to separate the company between
capital and management.

Therefore, they did not want the listing of their shares on the stock exchange
because other shareholders would hold their shares and take part in their
management.

However, we should survey the firms that are suitable for the listing of their
securities. The stock market listing requirement gives an indication of the size of
newly listed corporations. In terms of capital, we could set a standard of paid-
in capital that must equal 100 million won?.

We have estimated that there are about sixty corporations which have paid-in
capital equalling one hundred million won or over. However, forty-three corpora-
tions have not listed yet, although they have good conditions which would enable
them to be listed on the exchange®.

Secondly, we will discuss the issue of new shares. During recent years, the

1) Japanese statistics from prime Minister’'s Office Bureau of Statistics, published in “The
Smaller Industry in Japan, 1961.” Asia KYO. American Statistics from “Statistic
Abstract of United States 1961.” U.S. Department of Commerce.

2) The Korea Stock Exchange, “The Stock Market Listing Requirements”. 1963,

3) The Dai Han Security Association, “Blue Paper”,
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issue of new shares has rapidly increased, as the foliowing Table 3 shows. The
data showed that in the period from 1956 to 1959, the issue of shares increased
about sixteen per cent, and then in 1960, shares rapidly increased about 998%
compared with the 1959 figure, while the next year they decreased about 99%,.
But, in 1962, the shares increased exceptionally abruptly to high 40.3 fold. The
data in Table 3 shows the many fluctuations that took place during the past
nine years.

In comparison with the New York stock market and the Japan stock market,
the Korean stock market has fantastically expanded the issue of shares. In the
case of Tokyo stock market, shares increased from 15.0% to 50.4%;, and, also
on the New York stock market, shares have increased from minimum 4.8% to
maximum 22.1%; during the recent ten years.V

Table 3 Shares Outstanding and Percentage Increase
1956 1957 1958 1959 1960
Shares 1,105,766 1,289,766 1,489,766 1,489,766 14,874,896
% — 16.0 15.5 — 998.6
18 1962 1963 1964 '
Shares 1,284,375 53,029,250 31,973,133 35,622,116
% —99.6 4,028.7 —39.8 11.4

Source: The Korea Stock Bxchange.

The reason for the rapid increase of new shares in Korea could be characterized
by two facts; one of which is due to the highly increased paid-in capital of listed
corporatons during the recent years. For example, the Yuhan Corporation in-
creased their capital nine times and the commercial banks increased an average
of six times from 1956 to 1964, as the following Table 4 shows.

Table 4 Capital Increases of the Listed Companies (1956-1963)
In thousand won
Korea Stock  Korea Securities Choheung First City Commercial
_ Exchange Financing Co.  Bank _ Bank Bank
1956 Nov. 10,000 — — — -

1957 May 10,000 — — — —
1958 May 10,000 — — — —

1959 — — Dec. 195,443 — —
4,548 — —
1960 — — May 100,000 Feb. 254,194

Mar. 5,800 Mar. 219,990
Sept. 40,000 Sep. 40,000

1961 — — — Apr. 50,000 Jan. 40,000
1962 Mar. 40,000 Mar. 19,5000 Fed. 70,000 Mar. 75,000 Mar. 50,000
May 400,000 470,000 Dec. 100,000
Nov. 2,100,000 July 470,000
1963 — — Jan. 630,000 Jan. 578,925 Jan. 650,000
96,074

1) Robert A Lindgren, and Atsumori Takeyma, op. cit., p.26,
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Han-Il Bank Bank

of Seoul Oriental Fire Haedong Fire Kyung Sung
and Marine  and Marine Spining Co.
- L Insurance Co, Insurance Co. ]
1956 — — - — June. 6,900
1957 — — — — —
1958 — - — — —
1959 — , — — — —
1960 Man. 195,449 June 70,000
Mar. 4,513,402
Aug.  70,.000
1961 — — Mar. 14,525 May 1,000 —
470
1962 Mar. 50,000 Jan 50,000 — Dec. 24,000 —
July 50,000 22,000
1963 Jan. 161,000 — Jan. 50,200 Jan. 50,000 July 160,000
519,000 14,800
20,000

Tong Yang Korea Electric Korea Shipping Korea Tungsten Yuhan

Spining Co. Co. Corp. Mining Co. Corp.

1956 — — — — —
1957 — — — — Nov. 4,150

1958 — — — — —
1959 Mar. 20,000 — — — Apr. 3,400
1960 — - — — June 7,500
Nov. 7,500

1961 May, 90,000 — Feb. 54,706 Mar. 49,950 —
1962 — — — Mar. 27,382 Apr, 20,000
22,618 June 20,000
Aug. 10,000 Dec. 40,000
1963 Aug. 48,600 July 3,835,742 Aug. 387,649 Oct. 12,000

Source: The Korea Stock Exchange, Securities Statistics Year Book, 1963.

However, particularly, we should note the highly increased paid-in capital of
the listed corporations. Most of the increased capital did not contribute to ex-
panding the productive activities of their enterprises. It was because they increased
their paid-in capital on the basis of nominal money, owing to the fact that the
severe inflation compelled them to make a revaluation of their assets. In developed
countries, enterprises usually issued new shares to mcet the requirement for
expanding their production. But, in the case of Korea, the enterprises issued new
shares to meet nominal increased paid-in capital due to the corporations’ revalua-
tion of their assets; obviously owing to the severe inflation, it is proved by the
following Table 5. During the nine years, the great inflation swept the Korean
economy, wholesale prices rose to a high of 20.5% in 1963 and the money supply
increased about threefold during the nine years.

Another fact causing the incease in the issue of new shares was the low par
value of Korean stocks, the average par value of a typical share was one Won
(about $0,007) during the 1958-59. Although the average par value of the stocks
had increased 641.3 Won(about $3) in 1963, the par value o1 Korean stocks
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Table 5 Trends Changes In Money Supply and Prices

1955 1956 1957 1958 1959 1960 1961 1962 1963

Growth of
G.N.P. 4.0 0.3 8.7 7.0 52 2.1 3.5 2.2 6.8

Money supplv
(In million 9,352 12,093 14,518 19,225 20,990 21,908 31,224 36,707 37,307
won)

Index of

money supply 100.0 129.3 155.2 205.9 224.4 234.3 3339 3925 398.9
Rate of ,

increase(%) — 29.3 20.0 32.6 9.0 4.3 42.5 17.5 1.6
Wholesale

price Index 61.5 81.0 941 882 90,6 100,0 113.2 1238 1493
(1960=100)

Rate of increase 31.7 161 —6.4 27 103 13.2 9.3 20.5

(224
/0

Source: The Bank of Korea, Economic Statistics Year Book, 1964.

was still far two low.

As a result of the increases in the paid-in capital of corporations, the number
of shares outstanding correspondingly increased over the nine-year period.

Thirdly, it is important to consider the kind of stock on the supply side on
the Korean stock market. Unlike the New York stock market and American
corporate practice, the Korea Stock Exchange listed one issue of common stock
per corporation, for there is no preferred stock and convertible stock. In case of
common stock, there is no guarantee of a good dividend, for the distribution of
the dividend was determined by the board of the company, so that there is
no income certainty for investment. But if the Korean stock market had some
kind of stock, for example, convertible stock and preferred stock that is safer for
investors, it would increase the demand for stock.

Fourthly, one is quite overwhelmed by the volume of trading on the Korean
Stock Exchange. The average daily volume in the Korea Stock Exchange for
1960 was considerably higher than the New York Stock Exchange. The daily
average on the New York Stock Exchange is one third of the daily average
volume on the Korean Exchange. The volume of trading on the Korean Stock
Exchange fluctuates to a much greater degrez than the volume of the New
York Exchange.

In the month of April 1960, to cite the most extreme example, the difference
between the high and low day for the month was 222,347 thousand shares, more
than three fold the total monthly volume for any month during 1960 in New
York. The greatest difference between the high and low for a given day occurred
in October in New York, and the difference was scarcely two and one-half
million shares. One might expect, as a result, that in any one issue, trading
would not be uniformly constant, but might fluctuate greatly in volume, and
this is largerly due to the lower price per share.

It should bz noted that the increases and the fluctuations in the volume on the
two exchanges do not follow a similar pattern. There seems to be no correlation
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between the trading activity on the two exchanges as reflected by simple
volume figures.

Lastly, we discuss the quality of the listed securities, whether they are indus-
trial shares or non-industrial shares. The leading stock in the Korean market
was mostly non-industrial shares; for example, shares of the Korean Stock Ex-
change and the Korean Securities Financing Company accounted for about 607,
of the total trading and these two shares were non-industrial. Therefore, on
the Korean Stock market, non-industrial shares predominated, and it is an im-
portant fact that the market failed to promote a more productive allocation of
the domestic savings.

C. Demand Side:

Analyzing the demand side of the stock market, the main problem to consider
is the number of shareholders, its ownership and distribution of shares.

One is immediately impressed with the unusual similarity in the distribution
of trading among the various groups of shareholders. In Korea, Japan and United
States, the single largest group of traders is the private investor. These figures
do not indicate, however, who owns the stock and in what percentage, but
rather who is buying and selling the stock.

In the case of trading in the shares of the Korean Stock Exchange and the
Korea Securities Financing Company, it is noted that a small number of share-
holders, who are often associated own a significant portion of the outstanding
stock.

(Chart D Percentage Distribution of Share Volume
B ! N.T.S.B. "17.5%, , Other
_32.8%[ Public individuals tmgl_,”/ﬁ"__‘ member ~ 3.5% ' Company
_0.1% | 4.5% “ foreigner ‘ R 5/9 | Securities Co.
T2 Foreigner
Government owned |-2272_ Institution ' 39.52 g
24,79 } ¢ diat [Pt J Financial
| #2172 | Securities Co. intermediates Institution
49 407 | 1 o 1 Public . 4ro. 1 Public
% 4% | Corp owned 0% Individuals %% Individual
_— | [ N ‘
Korea U.S.A. Japan
Source: The Korea Stock Source: The Fact Book, Source: The Shoken Hakus
Exchange, 1962. N.Y.S.E. 1962. Nippon Keigai Shin
bum, 1962.

The above figures indicate that these examples reflect a general condition.
Over 50% of the trading on the Korean Stock Market is effected by the Finan-
cial Institutions, the Security Companies and other corporations. The important
fact is that many of these firms are associated in various forms, and that this group,
though matched by a group of private shareholders, is thus organized and con-
trolled by relatively few bosses. Trading is then carried on by two groups of
opposite extremes; one group, the private shareholders who are large in numbers
but without any leadership; each investor works for his own profit. The other
group is very small in number and tightly organized around a few power centers.
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This controlled trading by a few shareholders in large blocks of shares thus
explains the extreme variations in volume which is seen from day to day on the
Korean Stock Exchange.

Especially, large block trading has increased in the trading of non-industrial
shares, the leading stock on the market. It is due to the fact, that a few share-
holders own a larger number of shares; for example, over 69%o0f the ownership
of the Korean Stock Exchange shares and over 50%; of the ownership of the
Korean Securities Financing Company shares are held by a few security companies
and other corporations. At the Korean Stock Exchange, 88 shareholders, or
only 1.5% of the total number, control 702, of the outstanding stock. These 88
shareholders are security firms and other corporations®.

Therefore, the conclusion that one draws from the particular pattern of trading,
on the Korean market, is that purchases are being effected at irregular intervals,
in very large transactions.

However, it is unavoidable that the bulk of trading is made in large blocks
by a few purchasers and sellers, as the stocks are very unevenly distributed.
The Tokyo market has certain points of similarity with the Korean market.
There are two big corporations on the Tokyo market. From the ownership
structure of these two corporations, it seems well substantiated. At Hitachi, 1,404
shareholder, or only 0.39%; of the total number, control 38.4%, of the outstanding
stock. These 1,404 shareholders are financial institutions, securities firms, and
corporations. The ten largest shareholders control 22.57%; of the outstanding
shares?.

At Sumitomo Chemical, financial institutions, securities firms, and corporations
amount to 665 shareholders which is 0.8%; of the total shareholders, and they
own 46.9% of the outstanding shares. The ten largest shareholders control 28.32
% of the outstanding shares. Furthermore, there are close relations between
these large shareholders; four of the ten largest shareholders at the Sumitomo
Industrial Group, and other alliances and associations are represented more than
once®.

In each of these two companies there are opposite groups of large numbers of
shareholders each of whom owns an extremely small number of shares. So, the
daily volume, shifting extremely as it does from highs to lows, indicates that
the bulk of trading is made in large blocks by few purchasers and sellers. In
April 1962, for example, the volume of trading of Sumitomo ranged from 140,000
shares to 479,000 to 242,000 to 380,000 in four consecutive days of trading and
hit a record high of 776,000 shares in one day".

Analyzing the above maldistribution of the shares and the narrow distribution, it
may be summarized in the following five characterizations; (1) There are no Inves-
tment Trust Systems in Korea as a means of secure investment for savings purposes
in small denominations. (2) Certainly, the intensive sales efforts of the Korean
securities firms did endeavour to expand their market. In fact, they did not have

1) The Korean Stock Exchange, Securities Statistics Yearbook, 1963. p.7.

2) Nomura Investment Guide, Hitachi, Ltd., code No. 6501, June 1962.

3) Nomura Investment Guide, Sumitomo Chemical Co., Ltd., code No. 4005, June 1962.
4) Robert A. Lindgran and Atsumori Takeyama. op. cit. pp. 37-38.
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the branch offices in department stores like the Japanese securities firm. So,
the market was restrained, and it could not be broadly expanded. (3) In the stock
market listing requirements of the Korean Stock Exchange, we could not discover
the requirements which restrained the maldistribution of shares, for example, in
the stock market listing requirements, over 20%; of the total must be held by
the shareholders, who own less than 500. With this requirement, it could not be
expected to bring about a broad distribution of the shares. In comparison with
the Japanese listing requirements, at least, over 257 of the total must be held
by the shareholders who own total shares. Also in U.S., not less than 1,500,
after discounting substantantially for holders of less than 100 shares, and broad
distribution of at least 500,000 exclusive of family or concentrated holdings®.
I think, at least, the requirement for the distribution of the shares have to be
made to resemble the Japanese listing repuirements as means of avoiding the
maldistribution of the shares in Korea. (4) The function of the share underwrit-
ing groups of the Stock Business Association has been ruined during the recent
years. Success in underwriting new issues often depends on the purchase of
substantial amounts by these groups in the stock market. However, on the
Korean market, the group was organized not only as nominal institutions but
also with substantial underwriting ability. (5) Until 1964, there were no condi-
tions to support the expanding demand for securities. In this instance, the
listed securities could not be used as earnest money at tenders for works or as
contract deposits until the law that supported the practical use of securities was
voted upon by the National Assembly in December, 1964.

Next, we should discuss the potential to expand the demand for securities.
The number of shareholders on the Korean Stock Exchange are smaller in both
absolutely and relatively than the United States. For instance, the total number
of shareholders on the Korean market are 16 thousand persons but the number
of shareholders on the United States market are 17,600 thousand persons. In the
percentage of the total shareholders against the total population, Korea is 0.06%
lower percentage than the United states(9.6%).

Table 7 Number of Shareholders
In thousand person
Korea U.S.A. Japan
A. Total shareholders 16 17,600 4,730
B. Total population 27,184 183,742 94,050
A/B?% 0.06 9.6 5.0

Source: The Korea Stock Exchange, The Numura Securities Co. Ltd. “A perspective for
Investment in Japan”, p.44.

These figures show that the securities are not distributed broadly throughout
the nation. As has been said, it is mostly due to the Korean market’s short
history, compared with that of the United States and Japan.

1) Japanese Requirements: Zaikai Kansoku, the Nomura Securities Co., Limited, 15
August 1961. United States Requirement; New York Stock Exchange Guide, Commerce
Clearing House Publishing Co. ’
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Another fact one is immediately aware of, is the substantially lower income
levels in Korea, and the consequent lower standard of living. However, that
householders with monthly incomes from $ 100 to $500 could own stock at all, is
reimarkable, and is the result of two factors. (1) The cost of living in Korea is
much lower than in the United States. Tastes in living style and food. for
excample, are far simpler than those found in the United States. Therefore,
while on an absolute scale, the standard of living may be substantially lower
than other countries, as far as Korean standards and tastes are concerned, they
are not as destitute as the cold figures may indicate. Therefore, where stock
purchases would be out of the question for one with an income of less than
$1,000 in most cases in the United States, this income in Korea presents a fairly
‘confortable standard of living in which such investments are possible.

Table 8. Monthly Income and Expenditure of wage Earner’'s Families by City

In won
Seoul All Cities

Income 15,610 10,770 12,550 15,180
Earnings 14,990 9,350 11,590 12,020
Other Income 620 1,420 960 3,190
Outgoing 14,950 10,310 10,910 13,920
Consumption Expenditure 13,740 9,650 10,450 12,940
Non-consumption expenditure 1,210 660 460 930
Balancc +550 +460 +640 41,260

Source: Economic Planning Board, "Monthly Statistics of Korea,” Aug., 1963, pp. 22-23.
Note: 255 won per dollar.

Also, the income figures do not include the large disbursements made by the
large firms for employees welfare, including housing, food, and medical care,
plus vacations and other recreation activities. For many workers, this raises
considerably the living standards without an appreciable rise in actual salary.
(2) Substantial payments are made by firms when an employee leaves or retires.
These severance payments depend upon the rank and the number of years of
service of the employee, and are usually paid in a lump sum rather than in the
form of pension or annuity. Further, in recent years, as cities spread and land
values sore up to extraordinary levles, farmers have been selling their farms or
parts of them at very good prices. Also, though the above income figures in-
clude the semi-annual bonuses which firms pay their workers, it is customary
for workers to spend their pay checks for current expenses, and to use the
bonuses for large purchases of a ‘more durable nature, which may include invest-
ment in securities. The point is, workers in several firms receive large lump-sum
payments aside from their normal monthly salaries, which may be converted into
securities.

Therefore, if the Korean stock market were developed efficiently, on what
may seem like extremely low incomes, Koreans in almost all income groups
would be able to make small investments in securities. The potential for the
expansion of the number of sharcholders obviously lies in these lower income
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groups of Korea.

D. Prices:

In general the price of securities is determined by supply and demand of
securities. We have already analysed supply and demand side. Now we will
discuss the prices of securities, i.e., the mathematical average price per share,
daily and monthly price, yield and price earning ratios. To talk of the
averages to a private investor is often idle, for no one invests in all the securi-
ties on the market, and an individual’s own porfolio gains and losses may have
little correlation with the current averages and indices. Thus, the following data
is presented not so much to show what average investors in Korean securities
might expect to earn or gain, but rather to show the outline of the Korean
stock market, the scale and the range of prices and earnings, and the trends
over the past seven years.

Firstly, the mathematical average price per share underlines two important
facts about Korean securities; one of which is the lower cost per share than those
on the New York stock market, and the higher cost than the Tokyo stock market.
Even on a standard unit of transaction basis, a hundred share purchase of an
average price Korean stock in 1961 would cost $258.2 (335,700 won, before
commissions), while a one hundred share purchase of an average stock in New
York would be almost 1.5 fold that amount, or $547.2. But they are about
11.1%; higher in cost per share, than a five hundred share purchase of an average
price Japanese stock in 1961 which cost $232.5. Therefore, it could be quite
difficult to invite wide participation by the very small investors in Korea, while
the low price per share on the Tokyo Stock Exchange can invite wide participa-
tion by very small investors.

Another important fact about the Korean securities which is illustrated by the
above mathematical average is the large increases of annual prices during
rezent years, for example, the mathematical average price per share on the Korean
Stock Exchange increased from 199.6 won in 1956 to 1,0349 won in 1962 or
about 5.2 fold. So, the opportunity is almost invariably given to the present
shareholders to subscribe to the increase, often at substantial discounts. The effect
is to sometimes cause sharp fluctuations in the market price. Certainly such rights
are not unknown to the United States shareholders, and the effect upon the
market is similar to that made by stock dividends, but the important thing is
the number of these capital increases on the Korean market, the great number
of the shares so offered can be appreciated by noting the vast increase in new
shares issued on the Korean Stock Exchange in the last seven years, and the
very small increase in the number of corporations whose shares are listed over
the same period.

The explosive growth of the Korean security "prices in the recent years is
shown in the following table 9.

As the data of the above table shows, the mathematical average price per
share increased greatly from 1959 until the end of 1962. It was due to the
severe inflation; for example, that companies could not help reevaluating their
assets.
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Table 9. Increasing Trend of Mathematical Average Price Per Share
(In won)

1956 1957 1958 1959 1960 1961 1962

Mathematical average 199.6 309.3 307.0 373.6 2257 335.7 1,034.9
Price per share

Source: The Korean Stock Exchange.

Secondly, on the day to day and monthly basis, the price change of securities
is very extensive. For example, the price of the Korean Stock Exchange shares
increased about 60%; from 1.02 won to 1.64 won during one month, January,
1962. Due to the great volume of trading on the Korean Stock Exchange,
transaction of the shares varied. from one million shares to 51 million shares per
day. One is immediately impressed with what might be called the irregularity
of Korean trading. Not only is trading in a particular stock extraordinarily
high one some days, but it also shifts suddenly to extraordinary lows on other
days. These fluctuations do not come and go as trends, but shift from day to
day as undiscernable patterns. The New York market also experiences some
variations in volume: note, for example, the trading of the Union Carbide during
April 1962. Again, however, it must be noted that the scale of these variations
between 3,000 and 10,000 shares, while in the same month, trading in the
Korean Stock Exchange shares varied between one million and 51 millions shares.
More often than not, the New York trading shifts from periods of relatively
light trading to periods of heavier trading.

The conclusion that one draws from the unique pattern of trading on the
Korea market is that purchases and sales are being effected at irregular intervals
in very large transactions. At the share of Korean Stock Exchange, 88 share-
holders, or only 1.5%; of the total number, control 70% of the outstanding stock.
Furthermore, there are close relations between these large shareholders. The
daily volume, shifting extremely as it does from highs to lows, indicates that the
bulk of the trading is made in large blocks by few purchasers and sellers.

The effect upon prices of this large block trading is generally not significant,
certainly not to the magnitude one might anticipate. One would expect that if
their volume gyrations were the result of generally wide buying and selling, the
price would register large gains and losses at each spurt. The fact is, however,
that the more dramatic changes in prices are caused by the milder shifts in

Tabhle 10 Annual Yield on Stock and Interest Rates %)

1956 1957 1958 1959 1960 1961 1962 1963 1964
Annual Yield on Stock 10.0 6.6 3.4 15 35 103 6.6 13.5 19.1

OAf“g;j‘; fir;tlf;:istE)Rate 120 120 120 120 100 150 150 150 15.0

Annual Interest Rate
of loan®

18.25 18.25 18.25 17.52 17.52 17.52 16.43 15.69 15.69

Note; 1) Annual interest rate on time deposit is over one year,
2) Loans on bills,
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volume and the really extreme
shifts in volume cause unusually {Chart 2> Monthly price
minor changes in prices. Jan. 1962=100

Thirdly, we will consider the 1
vield, and price earning ratio on

the stock market. In general, the e
yield on the stock is an annual
dividend controlled by current o |

market price of the stock. For
example; if a given stock is
paying an annual dividend of
2.40 won and is selling at 50;
the yield is 4.8 percent.

The average vyield of the -
Korea stock market was 10.3%; Ho
in 1961 and decreased to 6.6%
in 1962. It is higher than the oy
Japanese market average yield
and the New York market aver-
age. For example, the Japanese
market averge vyield was 49,

LU (T 500 S T I . A0 Y T O O T I I I O O O
and New York market average k Jan. 1962

an

yield was 3.3%". In general,

if the yield on stock was high, investors would invest in stock. But on the
Korean market, while the yield of the stock was high, the other conditions for
investing were not sufficient, i.e., the stabilization of stock market, and the
facilities to convert stocks into money, etc.

Next, the most frequently used measurement of the relationship of stock prices
and earnings is the price-earning ratio, which is the current market price divided
by annual earning, for example, if a given stock is selling at 60 won and earn-
ings per share are 5 Won. It is then said to be selling at a price-earnings ratio
12 to 1. If earnings were to remain level, but the price were to rise to 70 Won,
it would then be selling at 14 to 1.

The price-earning ratio has long been used to measure the value of stock prices.
If earnings rise, the stock prices should rise accordingly to maintain approxima-
tely the same ratio; as they fall, the stock prices should decline accordingly.
Actually, the price-earning ratio fluctuates with an amazing frequency an over
a wide range. On the Korean market, the price-earning ratio has ranged from
as high as 67.9 to 1 in 1959 to as low as 9.7 to 1 in 1961. In comparison, the
averge price-earning ratio in Japan was 8. 1 to and New York 16.7 to I during
the recent 6 years as the following Table 11 shows. The levels of these two markets
are lower than the Korean market price-earning ratio 26.5 to 1. It means that the
earnings of the stocks on the Korean market have been lower than those of Japan
and U.S.A. during the recent 6 years, but the prices are higher than these two

1) Robert A Lindgren and Atsumori Takeyame, op, cit, p.42,
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countries. It was because the dividends were in very small amounts during the
six years in Korea, while the prices per share increased greatly.

Table 11. Price-Earning Ratio
1956 1957 1958 1959 1960 1961 Average for six years
Korea 9.9 10.8 29.5 67.9 28.5 9.7 26.5
U.S.A. 14.1 12.9 16.6 17.0 17.1 21.7 16.6
Japan 6.0 6.1 11.0 9.0 9.7 14.0 8.1

Souce: Korea: The Korean Stock Exchange.
Japan: The Shoken Tchkei Yohran Nomura Securities Company Limited.

U.S.A,: The Trade & Securities Current Statistics.
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