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<abstract>

In July 2007, Korean government has passed “The Capital Market and Financial Investment Services
Act” to further develop the capital markets and the Act was to become effective in February 2009.
Using a large sample of Korean firms, we have examined (i) the effect of underwriting activities
on the firm value (bond spread) comparing commercial bank and investment bank, and (i) the determi—
nants of the firm value changes following underwriting activities of bank.

To test our goal, we collected a wide range of samples of data for bond issuing activities executed
by Korean firms listed on the Korea Stock Exchange (KSE) between 2000 and 2003. Our paper is
distinguished from previous studies on this subject in a way that we analyzed the effect of corporate
bond underwriting activities with regard to commercial banking and investment banking. Initially,
we set up a hypothesis that “Certification View” and “Conflict-of-interest View” are major driving
forces behind cross—firm differences in performance following bond issuance.

We find that, in general, underwriting by investment bank (securities company) brings a positive
effect on the firm value (spread between bench mark rate and bond issuing rate). This result indicates
that firm value has been negatively affected by the bank underwriting and provides the evidence for
“Conflict-of-interest View” in Korea.

Our studies have also revealed that any change in firm value following bond issuance is positively
related with the firm size (total asset), operating performance, liquidity (cashflow), and equity owner—-
ship by foreign investors.

Overall, our results support the view that bank underwriting activities can play an important role
in determining firm value and financial strategies under “The Capital Market and Financial Investment
Services Act” of 2007.

Keywords : The Capital Market and Financial Investment Services Act, Primary Market, Underwriting,
Bond Issuance, Commercial Banking, Investment Banking, Business group (Chaebol), Firm
characteristics
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