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<ABSTRACT>

Mobile Handset Subsidies and Retail Regulations

- Critics on the Mobile Device Distribution Improvement Act -

Namhoon Kwon

This paper critically evaluates Korean government’s regulations on mobile handset retailing, focusing
on the Mobile Device Distribution Improvement Act (MDDIA) enacted in 2014. The MDDIA, unpopular
from the outset, has become one of the most debated regulations in Korean telecommunications history.
The law was set to correct problems of mobile retail competition, but its legitimacy and effectiveness
were questionable.

An important characteristic of mobile phone service is that it cannot be consumed without a mobile
handset, making them perfect complements. This means consumers care less about separate prices but to-
tal cost of acquisition. On the other hand, both handsets and services require massive investments in fa-
cilities, networks, and R&D, making them naturally oligopolistic. Competitions are local and intermittent
in these industries, while product differentiations and price discriminations are common. It is no co-
incidence that short-lived and locally targeted campaign based on handset subsidies are common while
market wide service fee reductions are rare.

The MDDIA, however, considers handset subsidy competition is too discriminatory and reflects dis-
arrays in retailing. This view entails undesirable consequences. First, the MDDIA seeks to outlaw any
price discrimination among users, but this is an impossible goal that would likely result in interventions
at will. Second, lawmakers believed that suppressing handset subsidies would lead to service fee competi-
tion, but it may simply reduce overall level of competition. Third, the law also placed a cap on handset
subsidies, which does not have any bearing on discrimination but clearly reduces subsidy competition.
Finally, the law requires the mobile carriers to publicly report handset subsidies, but this could promote
collusive behaviors.

Total cost of acquisition have been relatively stable since the enactment of the MDDIA. This however
could be an optical illusion from the additional regulation that forces mobile carriers to offer substantial
amount of blanket fee reduction (up to 25%) for contracts without handset subsidy. Such intervention
however further distorts market competition and does not fit the goal of the MDDIA, either.

Recently, lawmakers are contemplating even stronger regulations such as requiring itemized disclosure
of subsidy sources or complete separation of handset and service retailing. It is believed however that
such drastic regulations would not correct the pitfalls of the MDDIA but only harm the functioning of

overall mobile ecosystem.
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