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SUMMARY

1. Title

A policy research for the purpose of protecting the interests of users and enhancing

competition in the MVNO market

2. Objective and Importance of Research

The Korean MVNO market has grown rapidily since 2010 as the mandatory obligation has
been legislated for an SMP to provide virtual operators with their mobile network whenever
requested. However, concerns are raised that market competition bewteen virtual providers
are exaggerated, not in price nor in quality, but in excessive promotions for new subscrribers,
harming market efficiency and social welfare. This study empirically examines promotional
gifts provided by MVNOs for new customers, focusing on whether there are too much
promotional competition as argued. It is also investigated based on economic theories about
whether too much promotional competition potentalliy ruins MVNO market efficiencies. If that
is the case, we attempt to derive a policy measure that encourages fair competition in the
MVNO market.

3. Contents and Scope of the Research

The study is structured as follows. The first chapter introduces research background,
followed by the second chapter presenting the regulations and market conditions for the

Korean MVNO market. Using a dataset of promotional gifts during the first half of the year of
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2022, the third chapter empirically examines the presence of excessive promotional competition
while economic theories are reviewed in the fourth chapter for the possibility of market
inefficiencies caused by promotional activities in the market. As similar policy concerns have
been raised in other industries, the fifth chpater summarizes regulatory cases so far. Finally,
we discuss a policy solution, which is an official guideline that sets the highest limit of
economic benefits provided to new MVNO consumers, to encourage fair competition among

virtual operators.

4. Research Results

Among the total 16,819 MVNO subscription conditions between January to June in 2022,
there are 88% of offers that provide any kind of giveaways, showing that promotions are
common in the MVNO market. The average monetary value of promotions are 28,229 Won.
MNO subsidiary virtual operators provide the most promotional gifts as the average value of
their promotions are 33,039 Won while those of other conglomerates and SMEs are 18,771 and
26,558 Won, respectively.

Examining the potential possibility of anti-competitive behaviors through subscriber
promotions, the greatest concern is the possibility of user exploitation by charging a high price
after attracting new subscribers in the presence of switching costs. The only regulatory
solution applicable to excessive gifts for new subscribers in the MVNO market, however, is the
article in the Telecommunications Business Act that states that telecom operators should not
discrimiate across end-users by offering economic benefits or making contracts, especially
when they decide to switch or not to switch. The article does not specify any regulation about
promotional gifts. As subscriber promotions are prevalent in the market, we need another
policy measure to address this problem.

Before discussing a new measure for MVNO market, we review ex-ante regulatory approach
on promotions in other industries. Since the Fair Trade Commission’s prior restraints have

been completely abandoned on promotional gifts, each regulatory agency that are specialized

- xii —



in a specific industry builds their own regulation plans. Stric regulation is still existent in the
industries of newspaper, credit card, liquor, game, insurance, publishing, and banking. In the
telecommunications industry, bundled service promotions are being regulated by the Korea
Communications Commission. The method of setting legal limits of economic benefits for new
buyers are varied among industries as some indsutries use flat rate regulations and others use
proportionate limits to revenues or profits.

We discuss an official guideline for MVNO subscribers promotions as a new policy measure
to encourage virtual operators to compete in price and quality, not in marketing promotions.
As for the details of the guideline, the target operators, the scope of regulated promotions,

guideline principles, and how to set limits are discussed.

5. Policy Suggestions for Practical Use

By suggesting an official guideline for subscriber promotions, the results of this study can be

used to design a policy measure that encourages fair competition in the MVNO market.

6. Expectations

This study contributes to protecting end-users in the MVNO market and creating a fair

competition environment among operators.
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