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The Korean Stock Market Open to Foreign Investors:
Its Behaviors and the Role of Accounting Information

Inman Song*, Cheol-Woo Park**

Abstract

The purpose of this study is to test changes in the role of accounting numbers in the
Korean stock market. In this study, we hypothesize that investors rely more heavily on
accounting numbers from the beginning of 1992, when the Korean stock market is first
open to foreign Investors.

The results show that stock price differentials increase and stock price levels are more
significantly related to fundamental values derived from accounting numbers such as net
income and net book value in the post-opening period. Ad also stock returns are less
affected by the macro economic factors, and were more significantly related to the level
and change of accounting earnings in the post-opening period. These results generally
confirm our hypotheses.

Such a change in stock price behaviors seems to be caused by foreigners’ investment
strategy, which is based primarily on fundamental analysis, in the Korean stock market.
The results provide the rule-making body with a ground for the accounting disclosure
regulations, and provide investors with proper investment indicators.

* Professor, Department of Business Administration, Sung Kyun Kwan University.
** Associate Professor. Department of Accounting, Sunchon National University.
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