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g&3t}. Mertone] A7 &3
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Z(heterogeneous expectation)= M H+& 74
, —?X}X}EO] HEH @E—‘?X}Z} informed trader)

shadow cost®&

o FBH9 ngu 2Age] FAAE] 9
Ashe AgAE BAS] Gk olsh o], ¥

=
B A4 Qa9 FAREES $44 93
A

(homogeneous expectation)d] 9& bd EAF
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(& 3) KOSPI 200 X|5= #Z F20f Chgh Al 7|2H X ZED<|E(CAR)

+ EE KOSPI 200 A7 fr2ol gk Abd 7170 OLS APgRds) Adzdrds 8 F4
Aot} APIATE 93 B ]ﬂ% TRY A 250€904 30 7HA = Siith. CAR(+1)<& TEY
U] 2#5dE, CAR(+1,E- 1)% 2 TEY dUelA WAL ALAY AR E, CARE, +20)2 ¥
3 TEY olF 208749 FAHXArYE, CAR(E, +40)& ¥4 FRY o|F 40979 FAzIFE,
CAR(E, +60)2 W7 TXY o|F 6097149 FAzIFdEolth. P(%) & A4l &2 A8 FolA FA 2T &
Gt e el a2la s As AlrEdE ZIdela, HE Be HEE 7ol

Panel A. additions

Market Model Market-adjusted Model
Event window mean median T-value P(%) mean median T-value  P(%)
CAR(+1) 0.0080** 0.0004 (2.51) 50 0.0048 0.0011 (1.47) 50

CAR(+1,E-1) 0.0687*** 0.0540  (6.70) 75 0.0772***  0.0657  (7.60) 78
CAR(E, +20) -0.0488***  -0.0532  (-3.91) 31 -0.0224***  -0.0245 (-1.94) 36
CAR(E, +40) -0.1009***  -0.0963  (-5.76) 27 -0.0512"*" -0.0447 (-3.63) 38
CAR(E, +60) -0.1330***  -0.1297  (-6.03) 29  -0.0787*** -0.0727 (-4.47) 31

Panel B. deletions

Market Model Market-adjusted Model

Event window mean median  T-value P(%) mean median  T-value  P(%)
CAR(+1) -0.0044 -0.0064 (-1.58) 34 -0.0091"** -0.0116  (-3.20) 30
CAR(+1,E-1) -0.0026 -0.0202 (-0.29) 40  -0.0078 -0.0165 (-0.89) 38
CAR(E, +20) 0.0151 0.0009  (1.46) 50 0.0109 -0.0026  (1.05) 48
CAR(E, +40) 0.0184 0.0029  (1.22) 50 0.0058 0.0023  (0.40) 51
CAR(E, +60) 0.0302 0.0141  (1.66) 54 -0.0098 -0.0015  (-0.58) 49
) R A 1%, 5%, 10% wAFEelA] BAACE fo4d
FAA] QA7 Srkete W, HEFde A b §les € o T
Akl QAA7E GA EAEA ¥7] WiE ] olel g

Aol uke-o HtfF A oltH(Chen et al., 2004). 4.2 FEA7I
At ALl "zl g A1 H]tﬁ%z*ol Llscy

< (ad e AR AT F Stk KOSPI o Ao A2A7E Bl 4lrEYe 4, KOSPI

200 A W7 ool digh 9047t FHEIE 200 A

&Y Fol& AFEH, AFAYY] F2 ¥ S

ZIgl 5ol 7ttt §43] stgete 0] A
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=2
B %= KOSPI 200 A4 ®174 725 7|58 A - $719] gx& v &9 Aot} A& v&S
Z3eh. turn®/pre® W74 & ° S| 7&9] Fola turn*/poste ©]F 30¥7He] #A
th 283 turn**/pres ©7 FEY oA 60947t AL Foln turn*/postE ©]F 60 7t A
oith, WA FELE Ve A - Tk o)A A3 bootstrapped t testE 10,000% wHE3I] AlgYg
value} student’s t testoll <3t p valueZt Z71H%Th A A AFAYE 714, Hd Be HEE 7Ideldh

Panel A. additions

mean T-value
turn®/pre 69.94*** (5.42)
turn®/post 98.15*** (2.98)
turnover® (post/pre ratio) 1.16"** (8.40)
Bootstrapped t test (0.72)
Student’s t test (0.43)
turn®*/pre 146.07*** (5.29)
turn™*/post, 159.65%** (3.12)
turnover**(post/pre ratio) 1.03%** (11.89)
Bootstrapped t test (0.97)
Student’s t test (0.81)

Panel B. deletions

mean T-value
turn®/pre 72.16*** (5.34)
turn®/post 54 50" (5.98)
turnover® (post/pre ratio) 1.04%*** (12.9)
Bootstrapped t test (0.71)
Student’s t test (0.43)
turn**/pre 167.81%** (5.22)
turn**/post 117.6%* (5.04)
turnover**(post/pre ratio) 0.88"** (14.3)
Bootstrapped t test (0.59)
Student’s t test (0.33)
F) e A 1%, 5%, 10% FgTll BAALE 1oAY
Ath AFAQ] HE v WL gt W (£ 59 g Adl oJshd AtHY 7192 30¢
TRIS VTS A - 33 AHE vwsis “H ZHel HlHEA HlEo] 1.1424 f9Fey 60Y
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KOSPI 200 X|== Helnt E|Zof CHst A=kl BICHEX vt3: FAIAL QIX| 7hdol| oJft AEHT
(Z 5) KOSPI 200 %l Bd wAE J|&8 ® - 719| H|RSH
£ X+ KOSPI 200 A W74 w28 7183 A - 309 M K545 vlud Aol vf54L 4 (7)o o
Amihud(2002)9] WHES Z43l9 2E390. ILLIQ /prevw WHAZTEYES 7|58 30¥ A9 vlfE5Aolxn
ILLIQ*/post® 309 F¢ Hf5Aoltt. a22ln ILLIQ"/pre= WA TXYS 7IEd 60¥4Y HHEA0ln
ILLIQ**/post® 609 F9 vlf-&deltt ¥4 ZxYS 7|5 A - £719 Ao]lAd4 S A3l bootstrapped t
testS 10,0008 W23l A3 p value9} student’s t testoll &3 p valueZt 7150 Ad AE Al7FHY
714, Wd Be HE 7ol
Panel A. additions

mean T-value
ILLIQ*/pre 0.00034 (1.64)
ILLIQ"/post 0.00032* (2.15)
ILLIQ*(post/pre ratio) 1.14%** (6.77)
Bootstrapped t test (0.99)
Student’s t test 0.9)
ILLIQ™*/pre 0.00066*** (2.65)
ILLIQ™*/post 0.00087** (2.05)
ILLIQ™* (post/pre ratio) 1.22%** (16.70)
Bootstrapped t test (0.91)
Student’s t test (0.68)

Panel B. deletions

mean T-value
ILLIQ*/pre 0.000096* (1.74)
ILLIQ*/post 0.000057** (2.34)
ILLIQ* (post/pre ratio) 1.54%* (9.50)
Bootstrapped t test (0.99)
Student’s t test (0.98)
ILLIQ™*/pre 0.000144** (2.51)
ILLIQ**/post 0.0001522** (2.56)
ILLIQ**(post/pre ratio) 1.57*** (18.0)
Bootstrapped t test (0.44)
Student’s t test (0.23)
) e A 1%, 5%, 10% wFTelA BARCE fo4dY

sk A4S, vlEd HlEe 1.220/t 0|9 At 3
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shadow cost 577} 5
gl & 4 USith
: At el o
shadow cost7} Z43 714
92 shadow cost7b 5718t 714
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KOSPI 200 x|~ Helnt E|Zof chet AlZe| vtfyH whS: FXAL oX| 7hdol| of5t AFHT

(ZF 6) KOSPI 200 x|+ id 7AE 7|&st ™ - F7t0] shadow cost

j-.‘;
P
_|>~
ok
N
)
9,
o
>

e (B2 Dl 93 CAR(+1, E-1)2 s adow costel T3l 2sls FUHOZ 3
shadow® Kadlec and McConnell(1994)2] ¥ 2] o]8] 2](8)3} o] Ab&slo] 10°% %ﬁ:?}%‘ﬁr. CAR(+1,
E-1)2 KOSPI 200 A4 ¥4 334< 7] E‘.’z‘ Ao RAHRLIAY AFEY S
o]i Lnage® 7199 W&494, Remarket> FIEAIHC /H¥7]ge] KOSPI 20001 dig
T
<

HN
o

ILLIQE 4 (el €13 KOSPI 200 A4 W7 FEF 3092ke] v]fEaAEeI™ 10°S
gulolth. Car>0e CAR(+1, E-1)>09 71¢lo]i Car<0e& CAR(+1, E-1)<00 7]eiut
Ark. 28z HE A ATEYE V1Y, Hd Be HEE 7|9l
Panel A. additions
Total Car>0 Car<0
(1) (2) (3) (4) (5) (6) (7) (8) 9)
Ashadow  -6.5283 -7.8059 -9.0758 -10.3162*" -10.5054"* -11.5580"* 9.3684 9.6848* 12.0829*
(-1.21) (-1.41)  (-1.66) (-2.12) (-2.10) (-2.27) (1.69)  (1.83) (2.82)

Lnage -0.0104 -0.1729* -0.0023 -0.0057 0.0223 0.0053
-1.07)  (-1.73) (-0.28) (-0.68) (1.57) (0.39)
Remarket -8.9218 -2.1992 -12.0007***
(-1.51) (-0.31) (-3.34)
ILLIQ 0.557T* 0.4669* -0.0386
(1.87) (1.90) (-0.13)
IND YES YES YES YES YES YES YES YES YES
R-square 0.106  0.125 0.179 0.167 0.177 0.227 0.449  0.527 0.75
N 104 104 104 76 76 76 28 28 28
Panel B. deletions
Total Car>0 Car<0

(1 (2) (3) (4) (5) (6) (7 (8) 9
Ashadow  17.7377 14.6854 25.0824  26.059 27.5924 544769 -8.2996 -8.8318 -10.4314
(0.46)  (0.60) (0.98) (0.64) (0.66) (1.21) (-0.46)  (-0.49) (-0.53)

Lnage -0.0308  -0.0244 0.0106 0.0246 -0.0053  -0.0012
(-1.24)  (-0.94) (0.34) 0.77) (-0.28) (-0.06)
Remarket -27.6109 -75.1750 27.8229
(-0.78) (-1.40) (1.03)
ILLIQ -1.3205 -26.5563 -0.2132
(-1.00) (-1.16) (-0.25)
IND YES YES YES YES YES YES YES YES YES
R-square  0.123  0.121 0.139 0.268 0.271 0.346 0.159 0.161 0.182
N 96 96 96 41 41 41 55 55 55

F) e 2219, 5%, 10% )R BARCE 214
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(E 7) KOSPI 200 x| & w25 7|&% A to| HEDfL XS] X2 5}
£ #E KOSPI 200 A ¥ 728 7I5d A - 33| A=z e] AEwstelt), o]} Ade A= A2
=W F4E As, WEFAE ds ds AsE BT Xt AE AR Asd FAE & 7 F/ e
2golth, pree W4 FHYS 7IEetd 109 A AFola poste WA FHLS 7IEst] 109 F] Aol
HA FEYS 7|28 A - 5739 o)A S Yl bootstrapped t testE 10,000 HHEEte] AJ3g p valuest
student’s t testoll 93 p valueZl E71EAT. A Ax AFHYE 714, A€ BE HEE 7ol
Panel A. additions Panel B. deletions
fund manager ownership fund manager ownership
pre 2.6834™** 1.4899***
(6.61) (5.66)
post 3.2052*** 1.4681%**
(7.01) (4.94)
Bootstrapped t test (0.39) (0.96)
student’s t test (0.39) (0.95)
) e A 1%, 5%, 10% §FTolA BAALE o4
4.4 224 2 A=, WPFAE HE Qds Asg B wg
sl Wt
KOSPI 200 Al Ad g woae 7Y (F D] Aad7Ide ¢ 7w 2 UiE &
AAYE Fetn Z2ad o Frlete & 9 ARl 2.683%°12 19 Fo] Aol 3.205%
At ?l%‘i AsE E&ote AnmfyA Al & oty Hsio|Hel| Hls} A& v FUs ot
L3 FA Auolt, o5 HEe FHF FHY oldl #¥E Aol AR Aye FofdA &gk
A Qrsel EEED eoh A5 el AEnl  HSAGIINE WA el WATA ki AR
UAZL £geke AEe] PAMeel AFAOY o BaaRien Ao 34 Ase foluA 93
52790 299e] ok, TEF0E A2yt mebd AFAYAG dF 7 e A=
dal ulg B2 s A A% Bask Ak o] £gelne NAEAAS N £8FAdN o
o e AAA s FFY FHS AN ofd ATt obds & 4 T
F7F e F2 s gdlow #Agd 4 Sl ool Azt MY, FAA QA 1A
mEbA & Ao KOSPI 200 Al W4 3 o] opd Rdlg &3t g 24T < Sl <%
LS 7T UNE A1 AsvyAe g #hE sbedE gels] A8 o o] =l
Hsts AuporA Qdx fed #g dAd H Z3E Aol A1 ARde B 3
T8 F4d g AqtHdd 719 FE Asst A7IRE 3A (=250, -30) L3t diaE AdEs
A= 7t gQlasitt ok By A= A FYEY BF7IHYE(buy and hold return)
T (FIARRNY ARE ol&atd, U F24F & Atetn 2714 s 5 EAFE F DAt
224 BYSAT 5397 ®M12 20104 2%
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Asymmetric Market Response of Additions or
Deletions for KOSPI 200 Index Revisions:

Empirical Test of Investor Recognition Hypothesis

Sungsin Kim*

Abstract

This study empirically examines asymmetric market response following additions and deletions
of KOSPI 200 index revision for the sample period of 2001-2008.

A prior possible explanation for increase in abnormal return following additions of index
drives pressure hypothesis if stocks have a short term downward sloping demand curve, the
price should be temporary affected by demand shock. Another prior explanation for price
response drives liquidity effect by means of improvement in liquidity (i.e., association with
decrease effective spread, decrease in the direct cost of trading).

Finally, a third explanation for price response drives form increased awareness in Merton's
(1987) model of market segmentation. In his model, if some investors know only subset of all
stocks, and hold and buy trade portfolio they are aware of, those investors will be fully
undiversified and require risk premium-shadow cost-for idiosyncratic risk.

In this paper, consistent with prior work, using cumulative abnormal return from first trading
day following announcement to first trading day before effective day, we find temporary
increase and reversal in the price of added stocks but no permanent decrease in the price of
deleted stocks. This fact support the price pressure hypothesis that is provided Harris and
Gurel(1986), who find reversal of the initial price increase.

Further, using alternative measure liquidity costs, such as post-change illiquidity ratio(30,
60-days average illiquidity ratio), post-change turnover ratio(30, 60-days average trading

turnover), we find no evidence that because of the improvement in the liquidity of added stock
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be due to decrease in the direct cost of transacting and smaller decline in the asymmetric
information, stock price increase.

A possible explanation for asymmetric market response following additions and deletions of
KOSPI 200 index revision derives from Merton's market segmentation model. In market
segmentation model, investor awareness can increase following a stock's addition to the KOSPI
200, but awareness does not easily diminish when a stock is deleted from KOSPI 200. Also, we
find interesting fact that market response of KOSPI 200 index additions are significantly
associated with Merton's investor recognition hypothesis for firms realized positive cumulative
abnormal return from first trading day following announcement to first trading day before
effective day.

When 2sls(two stage least squares) method is considered for the purpose of controlling
endogenous independent variable, the shadow cost(risk premium) has significantly negative
relation with cumulative abnormal return. Thus, the increase in the number of shareholders
and decrease in idiosyncratic risk around KOSPI 200 additions appears to be the main reason
for the relationship between change in shadow cost and abnormal returns.

In robust analysis, we check whether post-additions abnormal returns may be a result of
price momentum rather than the Merton's investor recognition change. The observed result

suggests that the post-additions abnormal returns are not attributable no momentum.

Key words: KOSPI 200 index revisions, investor recognition hypothesis, price pressure
hypothesis, additions, deletions
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