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A7} @54 HlFo] S7FeHANL, GEE o] 5 E A4l WA, 1810 % A 52 TESHAH
3AF A ZRQIAL 7 STFSHAAL, FAIHE 2Tl B
7¥etelom, 24l @79 211717} QIskE ATk (=
%74 2015). SEAIRE o] &gt Frlo] tisf AREL W O. o] 24 w43
g5}t MBC PDE3(2015)00 2J5hd 9 A
3 470 T 90% ol/Fo] AlHlo] FeiETE Y] 714 1. 2L O|SEA/cHAT| A|XH Sigh
1} Yol 5 Al 2ol theh Aol “HXTP et
ekl H sk, 1“1*M41119‘r o= o 11 2LY O|SEA A|Z HE
D2 FAE G dt= & 4 qlohal HHSE
thE57 2015). T3+ o 3451 sxd do g Foy ol EE A AL 3719 o] B-EAIHAF AHMNO;
g ANEZE B AP 0 2 Q1] o] 5544 H] Mobile Network Operator), & ©]5- 54 A H| A &
2 FFAAEe] SEH ] oAt Stk H AA ol o5t T AlFo = 2014Ld 71 & 7HA A
T 7351 vrebLEaL QITHBC Story 2015). L5 7219 o7 5] Z7fsla Qi) o] 2] A]

o| A THEH-2 A el A 7 =A R o] 7 @2 o] 5 E Al Aol A= o] FAl
< ohutetal o &= Qlet. shA|Rk o] of thgt A A A4 Ql et ol et e %L% Sfofst= & tit=
A7 FEoto], S o o], A&, A%, i A BEZ7 B g 4G o] B & Alf o] 554141 H]
v FAshA AR AlAsh= vl A7 QL 2 FEAA o ek g o] =7] wiel $Ay
o}, 53], &5 Ho] o] 5 F4l e = Fxof skt
& SHo] HHE 4= Qe SRS adddddE & o] T BAIAH A FF A AF-S AT HEH, 1996
ot ool A= 11 s ek 9, &% AR AT AA 4t P8-S A A 2002
olo] thgt t-§ 5= e A& ot 7] JETh W 0] SKT, KT, LG U+ 371¢] o] 55 A1 H] A

2 A= ol 2AAE FE5H] 916 Al s AT BAAA = AgtE]o] Ao O]Eﬂ %
AT WA, 7]E0] A=t of e} 2 W t}. 2009 KT7} KTFS g5k, 20109 LGE |
Amse TF s, o8 EHE o]5E4l =, LGHlo]F, LGt & 347} % #5}o] LG U+7}
FEARY TELEN ol 5FA G A GA, S ohet §- 54 S FAFE A ARAA A7 7S}
ol FFAAH A FHAA, ol FFA A5 dA, & = Ak X, A3, 734+t 2011).
HIZHE o2 HSHHS AASHIT. 121 20134 7]E o554l A F 7HAAH= 5,410

<H 1> 0| S 4 53 7142t 20|
(SHl: 2 )
Ae 20059 | 2006 | 20079 | 2008E | 2009F | 20109 | 20119 | 20124 | 2013E | 20144
=AML 3,834 4,020 4,350 4,561 4,794 5,077 5,251 5,362 5,468 5,721
2t 4.8% 4.8% 8.2% 4.8% 5.1% 5.9% 3.4% 2.1% 2.0% 4.6%
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gt o g HEs] Frkekal QAN 1 Sk A Ol F AN HI A FFHAE &AL AmEHA
Al =3 AL s ARolth. T3 o] 55 A A B 20134 7]F 0.2 SKTE 10 7,699 Y, KTE 6%
FE0] 2011 9] o]n] 105%S AFs] g what A% 6509 ¥, 181 LG U+= 4% 1,9559] 902 34

23} dAlof] MQstal Q= Aot <& 1>90A4 LE mjEdo] &Aoo 7 FIIGIITH<E 3> Z
200793} 20140 7FIAF 7F A H o= St Z). AA A% dje] wjE v]FS A HEA, SKT

St 20079 9] 7-9+= WCDMA AJH] A 9] & = 51.21%, KT+ 28.84%, 1211 LG U+= 19.95%
‘dstof oJgt Aolal, 20143 9] 7= THEH A8 ©2 Yeh Mg o2 A A tiH] wj & B
ol Aot 7| Hufe] Fto ofgt Ao, 11 o] & ¥isly} ¢la1, SKT} KT7} iii,-i— ZH st 7
olflofl= 7HIAF & S Al AA =] AL QT =8| LGU+= S7FFAtH(<E 3> X,

ol FEAIAH A FFHAE 7HIRF 8 AnHE ol FTAl A HA iEd-2 20119 FA B
H,201432 7|02 & off SKT+= 2,861 &, KT AE Q7T 11 0]F 2013 F 2122 AR
L 1,7339 9, LG U+E 1,1275F Ho o, 1= A%+ A= RS L et o] AL AA o] FF A A9
AeeS AmEH, SKT7F 50.0%, KT7F 30.3%, 72t =7t ZILE AR, BRg Al @4 11
LG U+7} 19.7%2 UEFHTH<3E 2> 7 X). ZF A 7t_aA 7Fd oy Mg o5& Foto] whef AH
O] A& 20059 o] & W3} glo] 112ty 2AHE9] Al FAHZE EAESHR ] 2] AeR

= 4= e St Tt

<H 2> 0| ZELAMH|A ZZUAE £ 71Uz}t 4 U A|ZHEFE 20|
T8 20054 2006 | 2007 | 2008 | 2009 | 2010 | 20114 | 2012& | 2013 20144

JpolRtA SKT 1,953 2,027 2,197 2,303 2,427 2,571 2,665 2,696 2,735 2,861

(B9 KT 1,230 1,291 1,372 1,437 1,502 1,604 1,656 1,650 1,645 1,733

F) | Lou+ | 651 701 781 821 866 902 939 | 1016 | 1,087 | 1,127

A SKT | 509% | 50.4% | 50.5% | 50.5% | 50.6% | 50.6% | 50.6% | 50.3% | 50.0% | 50.0%

yog | KT 32.1% | 32.1% | 31.5% | 31.5% | 313% | 31.6% | 31.5% | 30.8% | 30.1% | 30.3%

LGU+ | 17.0% | 17.4% | 18.0% | 18.0% | 18.1% | 17.8% | 17.9% | 18.9% | 19.9% | 19.7%
23 SREAAIARIRIES| 242 YA
<H 3> 0|34 02 F0|
282 20043 | 20059 | 2006 | 2007 | 2008 | 2009 | 20104 | 2011 | 20124 | 20134
SKT 8,708 9,133 9,450 10,009 10,276 10,571 10,587 10,473 10,461 10,770
?HETOOH KT 4,066 4,406 4,671 4,957 5,287 5,617 5,981 5,817 5,822 6,065
/‘;!;—1%) LGU+ 1,820 2,145 2,437 2,688 2,797 2,898 2,960 2,910 3,539 4,196
SHA| 14,593 15,684 16,557 17,654 18,360 19,086 19,528 19,200 19,822 21,031
e SKT 59.7% 58.2% 57.1% 56.7% 56.0% 55.4% 54.2% 54.5% | 52.78% | 51.21%
KT 27.9% 28.1% 28.2% 28.1% 28.8% 29.4% 30.6% 30.3% | 29.37% | 28.84%
LGU+ 12.5% 13.7% 14.7% 15.2% 15.2% 15.2% 15.2% 15.2% 17.85% | 19.95%
£3): ZREEAZYHATIL (2014), SAIAZ ZBYAS HIH2014).
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The Effects of The Mobile Device Distribution Improvement
Act on Mobile Service Industry and its Channel Members

Song Young Wook*, Min Sung™, Sang Duck Kim™*

ABSTRACT

A recent Telecommunication Act, Mobile Device Distribution Improvement Act(MDDIA, highlighted by
handset subsidy cap: HSCA henceforth) went effect on Oct. 1, 2014. The Act aims to forbid discrimination on the
amount of subsidies on the handset to the subscribers. It tries to improve channel structure by stipulating subsidy
cap on handset, and, eventually, reducing the price of the handset and monthly mobile phone service charge,
turning the overheated market back into normal.

Overall, the motivation and the enactment of HSCA are evaluated to be quite desirable in Korea. In particular,
middle-aged females, who have limited access and are insensitive to price information of IT products are
benefited much from the law. Now, they can select any retail store and simply purchase a mobile device with a
reasonable price, the same amount of price as other people pays without searching vigorously for the price
information or doing the legwork. While the regulatory body Korean Communications Commission(KCC) and
Ministry of Science, ICT and Planning(MSIP) insists that positive results are foreseeable in the market as most
subscribers benefit, the press, civil rights group/NGOs and the watchdog agency criticize that, even now,
customers’ perceived monthly charge and handset price are too costly; they contend that service operators, SKT,
KT, LGUH+, are the only beneficiary group earing surplus from the Act.

As such, the HSCA is one of the most talked about topics in Korea which resulted from the conflicting interests
among its stakeholders. Unfortunately, the paucity of its systematic analysis and research is key stumbling block
which limits the understanding, application, future consequences of the amendment. Although the HSCA is a
huge environmental force which may alter the channel structure of mobile industry, there are limited amount of
discussion or thoughtful underpinnings of the issue in the academic field of 'channel of distribution'.

This study is designed to overcome the aforementioned shortcoming. First, we conducted a thorough review of
literatures on the issue that were published in research articles as well as trade journals and
proceedings/newspaper articles. Second, we conducted a systematic in-depth interview targeting the core

stakeholder group in the channel such as 1. handset manufacturer, 2. mobile service operator, 3. retail/sales forces,

* Professor, Department of International Business, Chungbuk National University
** Associate Professor, Department of Business Administration, Kyungsung University, Corresponding Author
*** Associate Professor, Department of Business Administration, Kyungnam University
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and 4. subscribers. Third, we measured their perception toward the HCSA and its influence on the other

stakeholder, and its future and the room for improvements.

Research Design

This study employs an in-depth interview. As a way of reflecting the real competitive landscape, we selected
sample representative respondents from each handset manufacturer, operator, dealer, and subscribers with
different operators. Then, well-trained staff inquired the perceptions of the respondents on the HSCA's short-term

and long-term effects toward the other stakeholder.

The Result of the Analysis

Mobile device manufacturers are expected to experience stabilization of market whilst the market will
experience an emergence of competition for better quality and improved brands, and increased investment on
R&D as aresult of HSCA. However, the enactment of the law is projected to create more negative impact rather
than positive. The most serious concern was the creation of cheaper phone market, deteriorating sales and
profitability for the manufacturers. It is projected that the law is more favorable to the companies with more
powerful brand and creates higher probability of secrete cash bounty of the manufacturers in the long-term.
Moreover, there will be stronger bargaining power of telecommunications service provider which will increase
the pressure from the service providers towards the manufacturers in the pricing negotiation. In contrast, the
remaining members of distribution channel except the manufacturers, - i.e. telecommunications service providers
and retailers — focused more on the positive aspects of the issue. For instance, it reduces unnecessary marketing
costs and improvements on the utilization of retailing channels of local mobile device manufacturer, LG and
Samsung.

For the issues relating the influence of HSCA on mobile telecommunications provider, it is projected to have
reduction of the cost that telecom service providers bear when attracting new customers and reduction in
unnecessary competition among the players. However, there are also negative aspects of the enactment where it
will reduce the number of subscribers who pays large amount of fees and increase pressure on price reduction.
Moreover, it will increase the cost of changing the device and increase competition on additional cash bounty.
However, the members of distribution channel except the Telecommunications service providers says that there
are more positive impact than they claim. For example, their profit will increase as their marketing cost decreases
and the party that pays the subsidy will be changed into retailers.

The responses regarding the questions on the influence of HSCA on retailing stores were seriously negative.
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Retailing stores are expected to have large decrease in sales and strong increase in competition. In order to deal
with the competition, the small to mid-sized retail stores are projected to provide secrete incentives which they
have to bear the legal responsibility. Further, the distribution channel will be reorganized to be in favor of large
retail stores and conglomerates. A door-to-door, telephone call sales and illegal person-to-person sales are
expected to grow as a result of the change. While many of the other members of the distribution channel agree
with the retailers’ grievances, they believe HSCA will exclude the unproductive player out of the market which
will enhance the efficiency of the market as a whole. Nevertheless, all of the stakeholders of the distribution
channel agreed on the negative impact of HSCA on retailing stores.

Conflicting opinions are expressed on the impact of HSCA towards the end consumers. For the positive
aspects, the new law reduces the risk of consumers’ paying additional payments on the purchase of the mobile
device and reduces the time and effort that consumers have to spend in order to obtain the information. Thus, it
will be easier for consumers to choose the retailing stores and the price that they have to pay for the mobile device
and telecommunication service charge will decrease into more rational level. Negative aspects of the new law are
mentioned, as well. More importantly, the high cost of mobile phone device and increase in overall

telecommunications service fees are two major concerns. There are also growing concerns over secret bounty

<Table 10> Conflict of Interest among the Key Stakeholders of Distribution Channel Stipulated by HSCA

Mobile Mobile

Mobile Phone Device .. .. Consumers (The end
Telecommunications | Telecommunications
Manufacturers . . users )
Providers Retailers
Manufacturerl X O x O
Manufacturer2 A(Polarization) O x x
Manufacturer3 A(Polarization) O A\ (Polarization) X
Service Providerl A(Polarization) A (Adoptability) A (Polarization) O
Service Provider2 X O A (Adoptability) O
Service Provider3 X A (Adoptability) O A (Client type)
Retailerl X X X A (Client type)
Retailer2 X X X x
Retailer3 X X x X
Consumers|
Consumers2

Consumers(University Students)1
Consumers(University Students)2

x x O x

favorable 0, neutral3, | favorable 4, neutral2, | favorable 1, neutral3, | favorable 4, neutral2,
unfavorable 5 unfavorable 3 unfavorable 4 unfavorable 7

Aggregate Result

Unfavorable to the |Depends on how they| Unfavorable to the | Unfavorable to the
Manufacturers deal with the new law Retailers Consumers

*'O' favorable, 'x' unfavorable,
‘A(Polarization)' favorable to industry leaders / unfavorable to industry followers
‘A (Adoptability)' the consequence will be dependent upon the adoptability of the HSCA
‘A(Client type)' unfavorable to whom with sufficient price information / favorable to whom with insufficient price information
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payments and price-fixing of the major mobile telecommunications service providers. Different reactions
emerged between the groups of general consumers and young, university students due to differences in the ability
to search for information. More favorable reactions were expressed by the general consumers but negative
response came from the university students. The other key stakeholders of the distribution channel say that there
will be more benefits to the customers who changes the mobile phone device rather than the ones who changes the
mobile phone number and additional efforts are needed in order to receive secret bounty payments.

Through the in-depth analysis asking whether the HSCA will be beneficial or unfavorable to the key
stakeholders, this study found that the HSCA may be strongly unfavorable to manufacturers and retailers and
some what unfavorable to the end users; however, it will be beneficial for mobile telecommunications service
providers depending on how they deal with the situation (refer to Table 10).

Lastly, the comments of the respondents of the interview, core channel members, on the areas of HSCA that

need revision are summarized in Table 11.

<Table 11> Suggested Amendment in HSCA

Amendment Contents

- Elimination on subsidy cap clause or change in the tariff system that applied price ceiling

Mobile phone device | - Reduction of differential cash bounty between purchase and change of mobile phones
manufacturers - Separate disclosure of subsidy by handset manufacturer
- Clause prohibiting price-fixing of the three major mobile telecommunications service providers

Mobile - Separate disclosure of subsidy by handset manufacturer

Telecommunications | - Increase in subsidiary and the reduction of subsidization period for the device of more than 15 months
Service Providers old

Mobile - Elimination on subsidy cap clause

Telecommunications | - Ease of the mobile device installation fee
Retailers -Approval of user agreement(mobile telecommunication service charge)

Key words: Mobile Device Distribution Improvement Act, Mobile Service Distribution Channel, Mobile Service

Market, Mobile Device Subsidy






