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A Study on the Long-Term
Subscription Discount
Schemes in the Korean

Telecommunications Market

Loyalty discounts refer to practices whereby firms require

various forms of customer loyalty and, conditional upon
such loyalty, offer price reductions or other benefits, In the
Korean telecommunications market, operators run loyalty
discount schemes that are difficult to find among foreign
telecommunications providers, such as discounts or benefits
that increase in line with the cumulative length of subscription.
This report examines loyalty discount schemes present in the
Korean telecommunications market, focusing on their effects
on consumers freedom to switch providers and on market
competition,

In Korea, long—term customer discount programmes in the
telecommunications market may give rise to customer lock—in
effects, as subscribers who terminate their contracts forgo
substantial future long—term benefits, which function as high
switching costs. Becoming eligible for long—term subscriber
status requires a considerable period of time, and once a
subscriber switches providers, accumulated subscription

tenure is reset to zero, making the cost of switching
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significant, Given the basic institutional characteristics of
telecommunications regulation—such as prohibitions on price
discrimination and limits on contract duration—it is difficult
for rival operators to attract long—term subscribers facing
high switching costs. Where competitors follow the dominant
operator’s list prices, if the dominant operator sets a higher
list price while factoring in discounts for long—term
subscribers, conditions may emerge under which competitors
are also able to maintain higher prices, In particular,
differences in discount rates between re—contracting subscribers
and ultra—long—term subscribers are difficult to explain by
cost differences alone, and may imply cross—subsidisation
whereby non—ultra—long—term  subscribers subsidise
ultra—long—term subscribers.

The rationale for regulating the maximum contract duration
in telecommunications markets is that, even if service quality
improves or more affordable products are introduced,
consumers cannot benefit from competition if they are unable
to switch providers, and telecommunications operators
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incentives to invest and reduce prices are weakened, While
loyalty discount schemes may enhance consumer welfare by
allowing users to benefit from lower prices, they may also
deepen customer lock—in and distort the competitive structure
by creating a buffer zone in which equilibrium prices are
sustained above the level of prices under effective competition,
thereby potentially reducing overall consumer welfare, As both
dominant and competing operators in the Korean mobile
telecommunications market are maintaining and expanding
long—term subscriber discounts and benefits, the time has
come for a thorough fact—finding investigation into the effects
of long—term subscriber discount programmes on competition
and consumer welfare in the domestic telecommunications
market,
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