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Yoo, Seok Ho

ABSTRACT

Securities markets serve as an important source of capital for companies and provide
investors with a variety of investment opportunities in a functioning market economy.
Securities markets differ from most other commodities markets in that the securities
themselves have no intrinsic value but merely represent rights in other productive
assets.

However, if information asymmetry occurs between the issuer and the investor, the
potential for market failure is always present. Market failure from information
asymmetry can not only lead to investors failure to find productive investment
opportunities in the market, it can also lead to investor reluctance or unwillingness to
participate in the securities market. Businesses then would not be able to raise the
necessary capital, and the productive capacity of the economy as a whole would suffer.
To prevent such a scenario, the securities laws of most countries provide for fairness,
efficiency and transparency in the securities markets. Among them, ex ante corporate
disclosure system in the primary market is the more typical regulation.

Like securities laws of other countries, Korea’s Securities Exchange Act (SEA)
requires issuers to file a registration statement with the Financial Supervisory
Commission with information on the securities being offered, the issuer, and the
issuer’s business. The SEA also mandates the offeror to send out prospectus to the
potential investors.

However, because of the limited definitions of securities enumerated in the SEA,
investor protection is narrowly tailored. Moreover, since determining what constitutes
a public offering is based on the number of offerees, deciding whether a particular
offering should comply with the registration requirements is very difficult, as is the
case under the Japanese securities laws. Under the U.S. securities laws, however,
whether there is need for disclosure is an essential factor in determining a public
offering. In addition, the conceptual complexities of prospectus are present since a
prospectus is generally understood as an additional disclosure document while
disregarding the fact the prospectus is essentially a securities sales effort in writing.
This paper examines regulations on the issuance of securities in the primary market
and identifies some concerns regarding the registration processes under securities laws
through a practical analysis of the process. And then, it proposes new framework that

makes the regulation on public offering more effective.
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