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This study exarmines the South Korean and Phlipping telecoms serdoe maret
[ibaralzation tn the 19905, 1L does not simply campare the wa countries” market
finaralizatan cases with its trajectories and outcomes, bul also sheds light on the
[rplications of marlket liberalization towards the international ard domestic socic:
eoonomic order, |t lisewise draws attention Lo the question whether the gobal
mrga-tiend of rarkes liberslizalion addresses bath matenal prosperity and social
equality regardiess of the country whigre one lives. The reseanch contends that
if the stugdy of the telecoms market ibaralization chiefly foruses on the ecenomic
efficiency based on market figures, it might produce a biased perceplion of the
the refated issues, I order to strengihen the fild of telecoms stedy, futaoe
research should gve the same welght to contest-baged politcal econamy sludies,
which could see econaric development (FOm a RoMatve perspective i terms
of zecial justice and equatity, both domesticdlly and intemationalty,

Introdociion

Anunprecedented explesionin knowledge and infarmation characterizes
conternparary society, Truly, it is an information society where knowledge
and information are among the sources of power. Unlike an industrial one
where infrastructures such as roads, railways, porls, aidines, among
gthers, playimportant roles in the development of econcmy, an informalion
society relies largely on advanced communication networks and facililies
that constitute the telecommunications Industry (lelecoms). Indeed,
telecoms do not anly facilitate interpersanal or intemational comrmunication,
hut also serve as a medium and catalyst of production in various natienal
industries. Many countries have identified the telecoms as a mejor SoUrce
of revenue and jobs,

Telecoms referto the branch of electronic engineering concermed with
the techriology of electronic communication at a distance. The telecoms
senvice industry consists of basic and value-added telecoms semvices. As
generally used in the 1996 World Trade Organization {WTO) Agreement on
Telecoms Senvices, basic felecoms services refer to, “end-to-end
transmission of customers in the form of voice or data from sender 1o
receiver,” Value added telecoms services means, “add value 1o the
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customner's information by enhancing its form or contents or by providing
forits storage and retrieval," which include on-line data processing, an-line
data storage, e-mail, and voice mail, ete. The scope of telecoms senvice
In this article is limited to the fixed-line phone and mobile phone.

Technological advances in the telecoms industry have facilitated and
acecelerated changes in a society, Until only sorme years ago, the conventional
market for telecoms services used to be voice delivery with line-networks.
However, the rapid expansion of wireless telecoms and the increasing
number of Internet users have restructured the entire market. Widening
service demands have further accelerated technological development in
this area, which in tum creates new demands based on possibility and
imagination, which pushes furtherthe frontiers of technofogical evolution,

Mobile telephone became popular since 1990s. Cellular technology
exploded over the last decades providing telecoms anytime, anywhere,
Mebile phone became a major market in the telecoms industry, International
raaming and wireless Internet connection - predicted to dominate the
telecoms market once there is full commercialization of the International
Mobile Telecornmunications-2000 (IMT-2000) - dominate the newly
emearging market.

Technological convergence provides another impetus for changes in
the telecoms market. Abrenica states that the effects of the transition of
telecoms Lo the digital era, as the modernization of the telecoms retwork
effected at lower costs, and the further enhancement of technological
convergence created new services that benefil the basic telephone
senvice,! These added services opened the telecoms service market to the
entry of new firms that grabbed these market opportunities by leasinglines
frem incumbent carriers, The digitalization of contents and network
operations implied corvergence of several fields of industries such as
publishing, broadeasting, telecoms, and 50 on.® Telecoms is one of the
most technology-intensive industries, thus changes in the market and its
regulations are inavitably depending on the current and future trends of
technological development in related fields,

Anotherimportant change in the telecorms industry since 19805 was
the wide expansion of deregulation trends. Traditionally, the state involved
[tself in the telecoms service industry either by an administrative function
of public service or through a state-controlied manopoly corporation. The
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“public nature of services” and "economies of scale” provided the
justification of the monopoly structure of the industry. However, as neo-
liberal paradigm began to prevail inthe area of state ecanomic policyrmaking,
the role of markel competition in enhancing public services became a more
persuasive argument. Technological innovation and expansion of market
demands in terms of guantity and guality further eraded the argument of
natural monopaly.

The term “liberal,” with its long European tradition, implies a commitment
ta individualism, free market, and private property. Liberals assume that
the miarket arises spontanecusly in order to satisfy human needs and that,
onceitisin aperation, it functions in accordance with [Ls own internal logic,
The internal logic implies the tendency towards equilibrium and inherant
stability based on the rationality of human behavior. The long-term
harmaony of interests underlies the market competition of producers and
consumers, a harmony that will set aside any temporary conflict of interest,
Individual pursuit of self-interest in the market increases social well-being
hecause it leads to the maximization of efficiency, and Lhe resulting
econamic growth eventually benefits all,?

Several studies have tried to figure out the main backgrounds of
telecoms market liberalization trends.* As for the motivations of telecoms
market liberalization, the studies pointed out the growingawarcness of the
inefficiency of the incumbent monopolists and lechrological change.
Althougn many studies blame the monopoly control of 1elecoms Senvice
ndustry for the economic inefficiency, one cannot generalize because
there were severe differences in performances among different
countries. The comman motivations of telecoms market liperalization in the
Third World Countries (TWCs) came from the economic reform efforts
whete telecoms reform is a prerequisite for its proper implementation.
Some important facltors such as technaological develapment,
democratization, and international pressures macds the telecoms market
liberalization a politically acceptable policy choice in many TWCs.

Same studies, Cowhey and Straubhaar for example, showed the
complexity of telecoms liberalization inthe | WCs.5 They ohserved thalthe
TWCs face double challenges: universal senvice and advanced semvice
demands, The TWCs have yel to complete the expensive and logistically
difficult task of providing high-quality basic services to large parts of their
population, Moreover, with foreign debt problems, many counties have
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difficulty in public financing. At the same time, they have clients demanding
sanvices that are even more sophisticated on new commercial lerms.
These clients are both rmultinational firms and domestic commercial
enterprises that are starting to becomea significant global competitors with
mereasingly sophisticated communication needs. The doubie challenges
make upgrading the network imperative, but large users are highly
suspicious of traditional monopolies duesto the experience of ineffectiveness,

Many studies have prieritized the market function in telecoms market
liberalization. Since early 1990s, with several years of liberal market
experiences, empincal studies on telecoms market liberalization started
appearing.® These studies emphasized the effectiveness of market-
anented reform based on empirical data, Case studies with the positive
perspectives on telecoms market liberalization ranges all over the world
from the advanced countries to the TWCs. They proved that deregulation
had striking results on the prce and quantity of service, The intensity of
competition inlocal telephone service, longconsidered a nalural menopaly,
was also especially intrigding. In a growing number of TWCs, libaralization
did not hinder the pursuit of universal senice; instead. it actually boosted
network: penetration and the availability of senices to the population.
Partly, this was because countries that allowed private investors in the
lelecoms arena required specific performance obligations such as “build-
out” in rural areas — expanding main lines to reach a fixed punctuation
targel. Improvements in the telecoms sector also had economy-wide
benefits, like faster economic growth, better response to basic needs, cost
savings, and attraction of foreign investment,

On the other hand, there are also scholars who offer eritical
perspectives.” These studies mostly involved telecoms reform policy in
TWCs. They were principally concerned with issues such as equity, public
participation, economic and power distribution, welfare benefits, social
accountability, and the protection of national, cultural, political, and
personal sovereignty. They argued that state deregulation and private
participation in telecoms service sector might broaden the domestic and
international socioeconomic. gap between the privileged and the
underprivilegad.

This study examines the South Korean and Philippine telecoms
service market liberalization in the 1920s, Though it focuses on the market
liberalization trajeclores and its outcomes, it also considers implications
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of market liberalization towards the imernational and domestic socio-
sconomic order. With the normative terms of development, rrarket
liberalization policy should not be only a concern of guantitative rmarket
expansion, but also take a serious look into the mualitative improvement
such as justice and equality.

Here, the term development refers both to quantitative and qualitative
improvernent, inexamining development, it takes into account two aspects
of the outcames of telecoms market liberalization: economic efficiency
and social welfare, Economic efficiency refers to guantitative development.
Tomeasure quantitative development, this study looks into markel figures
such s telecoms network expansion and the scale of revenue genarated
by the telecoms service industry. Onthe ather hand, social welfare is rather
aqualitative development related with just distribution of socio-economic
henefits generated by telecoms market liberalization. Two yiews qualify
sncial welfare: ane is fair market competition environment in the telecoms
industry, believed to be beneficial to the consumers, the other s the state
efforts to guaranty that the entire populaticn Justly enjoys the deserved
benefits fram the telecoms developrmant,

The article tries to draw attention to the guestion whether the glabal
mega-trend of market liberalization lends 10 address both matenal
prosperity and social equality regardless how developed the country one
lives in and the social status one belongs.

Telecommunications Service Industry in Sowth Korea

Maorket Liberalization Trojectories

Market liberalization in the South Korean telecoms service industry
began inthe late 1980s, and full implementation came in the 1990s, The
Chun administration already subscribed to the ideclogy of markel
liberalizationin the early 1980s, With the restructuring of the ad ministrative
organization, direct control of the telecoms senice seclor biy the government
shifted toindirect involvernent by separating the business entities from the
regulatory body,

In the late 1980s, the South Korean telecoms service market was
under pressure to make significant progress. Untl this time, the South
Korean policy had focused on the expansion of service availability and nol
on service quality and its contents, To address (his imbalance, the
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Commission on Information and Telecommunication Developrnent (CITD)
was formed in March 1289 under the supervision of the Ministry of Postal
and Communication, now the Ministry of Information and Communications
(MIC). To produce the first report on structural adjustment and the
introduction of market cormpetition inthe telecoms industry, CITD relied on
members caming from several sectors of society including academic,
business, bureaucracy, and research institutes.

Before the series of telecoms market reform, the state-owned
enterise, Korea Telecommunications Authority (KTA) - established in
1981 by separating the telecoms business from the government's direct
control - virtuatly monopaolized the entire voice telephone service market,
Vioice phone wasthen the only service widely used in the telecoms service
market in South Korea, By amending the Telecommunications Business
Law, South Korea finally engaged in market liberalization (n 1989. The
privatization of KTA, renamed Korea Telecom (KT), Data Communication
Corporation and Korea Mobile Telecormmunication Co. were the result of
thisamendment, Data Communication Corporation, a corporation Taunded
in 1282 1o provide data communication service such as information
database senice and value added network services, and Korea Maobile
Telecommunication Co., established in 1984 and a provider of car phone
and paging services were both privatized in 1993, The privatization of KT
slarted in 1994 and ended in 2002, The prolonged privatizalion process
was due to several reasons, e.g., policy changes in the terms and
conditions of privatization, consideration of stock prices, etc,

In 1992, the Korean government set a plan for the market liberalization
of the telecoms industry, The timetable was based on the assumation thal
by then the basic lelecoms serviee dermand, ateledensity of 30 (30 phones
per 100 persons), would have been met. This timetable came under
consideration of the local telecoms manufacturing seclor. Market
liberalization per se implies that domestic manufacturers have lo compele
with forgign suppliers, Theintroduction of competition in the service market
could resultin huge amount of fresh investments in telecoms infrastriciure,
Dpening up the industry to the private sector meant thal the [ogal
manufacturers would lose their privilege to supply tefecoms eguipment to
the state-owned KT, The local manufacturers would certainly be the fosers
in such open competition, for forgign suppliers can provide telecoms
facilities to KT ata lower price. KT boughtits facilities, specifically electranic
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exchanges, fromthe local suppliers at a higher price, over 100 USS perline
than that of foreign suppliers.?

Thus, the Korean government began to examine the domeastic [aw and
regulationsinthe telecomsindustry to cope with the international pressure
that was becoming more intense. The basic strategy was Lo induce
competition among local players 1o strengthen competitivenass before
opening the market to foreign players.®

However, the South Korean government had to liberalize the telecoms
market earlier than its ariginal plan due to external pressures, specifically
from the United States of America (USA). Starting 1987, the trade
negotiation on telecoms market between South Korea and the USA went
through several rounds without reachingany mutually acceptable agreement.
Eventually, the USA enlisted South Korea in their “priority foreign country”
in 18989, which meant that the USA could retaliate in a trade war if no
mutually acceptable conclusion was reached within the set time, Given
South Korea's export dependency on the USA market, it cannot afford a
trade conflict that could devastate the country's economy, Such heawy
pressure forced the South Korean government to design a market
liperalization schedule, South Korea implemented & three-fold telecoms
market reform policy 0 1290, 1294 and 1995,

The 1990 markel refarm focused on two areas, Firsl, South Korea
adopted a classification system of telecoms service providers, The simple
eriterion was whether the service provider does or does not have a network,
Those who have a network were tagged as "network senvice provider™ and
therestas “additional service provider, " There were two further classificalions
for @ netwark service provider: “general senice provider” and “special
service provider,” Special service providers included those whose services
have coverage limitations or special technology, .e., internal netwark or
data transmission, e,

Second, a limited competition was iniliated in some telecoms senice
areas: international lelephons senvice, mobile phone service, and additional
services. The duopoly market structure was introduced in international and
mobile phone senices. For the additional services, full competition palicy
was applied. In each classified service area, a different set of regulations
was applied. In case of market entry, general senvice areas needed Lo get



76 KIM  DOHG-YEDB

a "nomination”™ from the state authorty, for special service areas an
“approval,” and for additional services a "registration” only.

Upon consideration of the public nature of the business, a strict
limitation of sharehoiding was imposed on the general service entities, a
relaxed limitation for the special service area, and no limitation for the
additional service area. Inthe general service entities, the largest sharaholder
cannot possess more than 10 percent of the company equity; Tor the
telecommunication facility manufacturers nol more than three percent:
and for forelgners, to possess any equitywas not allowed. In special senvice
area, the largest shareholder cannot posses more than 1/3 of the company
equity; for the telecommunication facility manufacturers not more than 10
percent; for foreigners not more than 1/3 of the company equity, and they
are not allowed to become the largest shareholder. State institutions can
invest within 10 percaent but they cannot be the largest shareholder,

The 1990 market reform achieved some s objectives such as
diversification of sendce area and the expansion of markel size. According
to Chol, competition in intermational telephone service diversified new
services such as the third person charge service, instant rate informing
senice, several discount senices, ele,™ The paging services also divarsified
its service contents and had a significant market expansion. The number
of subscribers increased drastically from 2.5 million in 1993 ta 8.5 million
i 1095,

However, the 1890 market refarm had ils limitations. The state had
adopted the Positive Listing Systerm in order (o contrel entry and exit of
service providers according to the classification, Such system produced
regulatory lags and discouraged the developmenl of new senices. For
although a new service was developed, there was still the long process of
recognition, classification and authornization of services befare engaging in
the business. The expected benefits from introducing competition in the
market did not materialize as intended, This was due 10 several restrictive
regulations such as mandatory maintenance of the duopoly market and
strict controf of market entey of new players. Since the entry of new playears
into the markel was controlled, the existing players easily maintained the
proft level by mutual negotiation, ignaring any service Improvement or
technological development,
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Apparently, the 1990 market reforrm was conceived Lo cope with the
forceful reguest of the USA that additional telecoms service area be fully
opened and that the mobile phane service area be partially opened ta
foreign players. It was argued that the limited reform was the besl option
for Korea in order to avoid any possible trade conflict with the US and to
protect the weak domestic telecoms service industry. It was chvious that
the Korean government intended to create a dasirable market with the
heavy hand of regulation in it.1?

Done to cope with the fast changing intermal and external environment,
the 1954 market reform engaged three areas, First, taking into account the
trend towards technological convergence between wire and wireless
telecoms, it removed the distinction between general and special serice,
and integrated them into the network service. The previous reguiation
prohibits line-based senvice providers to engage in the wireless telecoms
senvices and vice versa under the classification of general service and
special service, Wireless telecoms senvice was classified as special service.
In the new regulation, network service providers could diversify their
businesses within the listed servicesin the Telecommunication Business
Act TBA) whether itis line service or wirgless service. If any network provider
wanted to engagein & service notlisted in the TBA, the authorily would have
approve it. However, additional service providers can operate any kind of
telecoms service business, except for the listed areas of network services,

Secand, it ramoved the prohibition on telecoms facility manufacturer
from becoming the largest shareholder, though the limitation of largest
shareholder's equity share as defined in'the 1990 reform remained. Since
the facility manufacturers were mostly chaebols, entitling them the same
privileges as other playersin the telecorns service marketimplied significant
changesin the future market structure. Chaebol include family ownership,
control and management; numerous subsidiaries under a single control
‘and seemingly excessive diversification; cross shareholding among the
subsidiaries within a group through equity investment; and mutual loan
guarantee by subsidiaries, etc. The authoritarian regimes in Korea made
close ties with chaebols in order Lo control the business sectar handily and
to meet the developmental targets effectively. ™

Third, the new measures introduced market competition into the
national leng-distance telephone service. The aim was 1o strengthen the
competitiveness of local service providers prior (o opening of the entire
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domestic market 1o foreign players. Existing regulatory barriers caused the
delay in introducing several advanced foreign telecoms services into the
domestic market. The industrial policy of the South Korean government
prioritized the development of local technology ahead of implementing any
services in the domestic market, |f the related technology was not
developed, the Korean state did not even allocate necessary frequency to
Lesta new telecommunications service, Y As a result, the telecoms service
industry remained backward. In order to cope with such problerms, Lhe
South Korean government decided to introduce several new telecoms
senvices, specifically in the wireless telecoms services. Since mobile
telephone service was considered as one of the most promising businesses
in the future telecoms senvice market, the decision to introduce Lhe
Personal Communication Systems (PCS) service heralded significant
changes in the Korean telecoms service market,

Although market competition was introduced into_all service areas
except for local telephone semvice, several limitations still restricted
campetition. The protected duopoly market structure could not be expecled
to generate any meaningful competition. The state authority must first
announce the issuance of a license before one can file an application,
Thus, the slate controls any additional market entny.

The removal of restrictions for the telecoms facility manufacturers Lo
be the largest sharehalder of a telecoms service company created many
controversies since the facility manufacturers were the top chaebals, By
removing such restriction, it was foreseen that the chaebals would gobble
up the telecams senvice market, considering their financial and managerial
capabilities, which could not be surpassed by any other business entities
in korea.

The 1295 market reform intended to promote further competition in
the telecoms service market by issuing new licenses inthe several service
areas. More [reedom was given to potential market players to enter the
market by doing away with pre-announcement system. By further opening
the domestic telecoms service markel to foreign players, the South Korean
Bovernment hoped Lo gear up the domestic markel competitiveness for the
international competition, The intention was 1o make the concept of
market competition a truly functional one.
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Further reform was done in the state-owned backbone carrier, KT in
order to secure the national telecoms network and at the same time to
groweas a leading company in the national telecoms industry. It was given
greater discretionary power in operating business, and several regulatory
limits as a state-owned company were removed. The improvement of
business competitiveness was a major concern.

With the issuance of new licenses in several service areas, the
structure and functions of the Communication Coemmission as a regutatory
bady was strengthened and to coordinate and properly regulate expected
markel problems.

Moreover, the Korean govermment revised the TBA, and announced
the expansion of market competition in all sectors of the t@lecoms sanvice
industry in 1997, The revised TBA allowed firms 1o change the service
tariffs without pre-approval from the state authority, Only the KT's local
telephone senvice and SK Telecom's mobile telephone service were still
bound by the state regulationin their service tariffs. Sincethese two service
providers were the dominant market players in their own service area, their
arbitrany manipulation of service tariffs might exclude any potential for new
market players ta emerge as meaningful competitors,

The conventional line-based telephone service remains virtually a
monopaly. However, the mobile tefephone service and other new technology-
hased telecoms service market have entered the slage of meaningful
competition. The South Korean government expected the 1995 market
reform to enhance domestic market compelition as a means of preparing
for the impending market cpening to foreign players., However, as Jang
pointed out, although most of the telecoms service sectors were opened
far market competition, it did not necessarily mean that the government
totally pulled out from it.™ Many services still heavily depend on the
national backbone line of KT, The government intervention In rate negatiation
farinterconnection is critical in determining the winner and the losarin the
market.*®

Changes in the Korean Telecommunications Service Industry

Singe South Korea's first telephone in 1898, the development of
telephone serice has been closely connected with the localization of
telecoms technology, The first locally developed telephone set,
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Communication No. 1 Series, came out in 1962, Since the successiul
gconomic development inthe 1960s, telecoms service demands increased
drastically.

Accordingtoaresearch, the penetration rate of fixed telephone servige
correlated with the level of GDP per capita of the country, ¥ The suney
suggested that a household must eam at least an annual Income of USS
1,340 10 afford the service provided by the carrier that deploys the most
efficient technology or best practice (lowest aperating cast), Per capita
gross national income (GNI) of South Korea has passed this level in 1978
{1,399 US%),

The rapdly increasing telephone backlog problem since the mid-
1970s prompted the Korean government to consider the Impaortation of
the electronic switching system to accommodate a larger number of
subscribers, However, upon recognizing the importance of telecoms
technology, localization of the telecoms equipments began o emearge as
a government policy. The increasing local demands of the telecoms
equipmentnaturally attracted the state’s attention (o find 8 locat substitution,

Under such cireumstance, the Korean Institute for Telecommunication
Technology, a special research and development (R&D) institute for
developing telecoms technoiogy, began to operate with the aim of
teveloping the telecoms switching system in 1877, The test operation of
electronic switching system, Time Division Exchange (TDX-1X), in 1982
was successful. Actual commercialization of the locally made switching
system started since 1984 with the model named TDX-1. The wide
diffusion of the TDX series resolved the decade-lang telephone backlog
and metthe people's increasing demand, By November 1997, the number
of TDX circuits in Korea reached 10 million, and it covered nearly 50
percent of all clrcuits installed in Korea. The new generation switching
system, TDX-100, had been developed and operated since 19'99, whiih
integrated fixed-ine switch, wireless switch, and Integrated Senvices
Digital Network (ISON) switch system, The capacily of the TD¥-100 can
accommodate a total of 700,000 subscribers Including fixed line and
mobile subscrbers. 't

Besides the technological development, South Korean telecoms
service industry rapidly increased since the 1280s. Only 2.7 milllon
telephone lines al a teledensity of 7.1 existed in 1980, Since 1982, the
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average lelephone-line-supply was one million per year, and the total
telephone line reached ten million in 1287, which opened the era of one
telephone per ane househoid. The continued menopely policy in each
senvice sector throughout the 1980s made the industry develop in a more
orless ambivalent direction, With the focus on guantitative expansion, the
improvement of the level of technology and the diversification of senvice
contents were mainly ignored.

The South Korean telecoms senvice marketin the 1990s went through
several restructuring processes. Competition gradually seeped into each
sertor of telecoms service market. With the introduction of new technologies
in the field, the contents of line service were extremely diversified and
expanded. Moreover, with the rapid growth of Internet users, dala
communication grew as one of the important sectors in the industry. The
growth of mobile phone subscribers already outnumbered the fixed line
users. As Table | shows, the teledensity of South Korea exceeded 44 per
100 people and  cellular phone subscribers over 50 per 100 peopie as of
1899, South Korea has one of the highest 1eledensity in the world.

Table |. Telecoms Service Industry, South Korea 1990s.

Fized Line Teledensity:of | Maobile Phone | Teledensity of

Year Subscribers Fixed Line Subscribers Mobile Phore
1Y {per 100 persan) [ LA {per 100 person )

1000 13,276 310 50 | 02
199 14,573 : kY |6t 04
1992 | 15593 354 272 | (0.6
1943 16,686 374 I
1994 17,646 o3 Dl 3
19495 | &, 6000 412 1641 e
R 19,601 43.0 AR T
1997 20,422 M4 | 6910 150
19495 20,489 433 | 13,982 302
1994 5L 44.1 23443 Hihd

Solrce: Statistical Indicatars of Information and Communications Industry
2000 Yearboos of Statstucs, ITU (20013,
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The telecoms service market structure consists of ling and wireless
services, Line service includes Iogal, national long distance, international
long distance, public payphone, and leased line service. Wireless services
include mobile phone, paging, trunked radio systems (TR3), wireless data
senvices, etc. The total revenue from the line service sector has been
decreasing since the mid-1990s. In 1999, the revenues from line services
decreased 14.8 percent in local, 13.6 percent in national leng distance,
2 .8 percentin international and 33.6 percent in public phone service, This
is mainly due to the wide expansion of wircless services.

Howewver, data communication through leased phane line shows fast
grawth with 20.8 percentincrease in 1999, This represents the change in
use of phonr lines as accelerated by the Internet subscribers. As such, the
technological development of wireless telecomsin the 1990s restructured
the entire telecoms service market. The mabile phone became a leading
service sector in the rmarket, The fast losing markel of paging semice
represented the swiftness of market shift toward advanced senvices. [talso
implies that market players need to reinvent themselves promptly and
ceasalessly in order to sunive in the fast-changing market.

With the introduction of personal computer (PC) for communication
serices, the market exploded in the second half of the 1920s, Due tothe
comparative advantage of service fee in long distance and international
communications, PC communication encroached on the comnventional
tetecoms market, The convergence betweenvoice and data communication
networks has been an emerging market. In the next few years, The Voice
over Intermet Protocal (VolP) is expacted to grow rapidly in South Korea.

A noticeable phenomenon in the world telecoms service marketin the
1990s is the fast growing cases of mergers and acquisitions (M&A). The
scale of M&A is not limited at the domestic but also extends to Lthe
transnational level. The Korean telecoms marketis not an exception from
the trend, M&A used to be a commaoen practice for business companmes to
seek expansion in their business scale and to explore new market
opportunities, Alongwith the fastchangingtechnology and its convergence,
markel players in the South Korean telecoms service industry have used
M&A as an important strategy to survive and expand their business.

Since the financial crisis of 1987, M&A has allracted enormous
attention in Korea not anly in telecoms sector but also in all other Korean
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industries. The mosl sighificant M&As in the Korean telecoms service
industry have been occurring in the mobile phone market. The leading
mobile phone campany, SK Telecom, acquired the third ranking company
inthe market, Shinseagae Telecom. The link-up of their respective market
shares was expectad to be above 50 percent, which was notallowed by the
fair competition law of Korea. The acquisition was approved, however, an
condition that market share be lowerad under 50 percent before the start
of operations. SK Telecom had to abstain from recruiting new subscriners
until the markel share of other players reached 50 percent.

Another case of M&A was the KT's acquisition of Hansol.Com, the fifth
higgest mabile phone company in terms of market share, The remaining
market player, LG Telecom, began to strenglhen its market position right
after joining the race of IMT-2000 business. A new round of ME&S is
expected in the telecoms industry, The completion of KT's privatization in
May 2002 without any strong affiliation of the existing market players
eased lingering apprehensions about the possible emergence af adominant
market player.

Telercommunications Service Industry in the Philippines

Market Liberolization Trajectories

One can explain the development of the Philippine telacoms rarket
liberalization in a number of ways. However, its single most prominent
reason was prolonged poor senvice. After 40 years of independence,
teledensity has gone only up to 1.7 percent, with senice coverage
representing only 16 percent of total land area. There were barely half a
millien lines servicing a papulation of B0 million people.™ Aside from the
mounting backlog prablemns, Abrenica pointed aut that the probtemsaf the
Philippine telecoms sector were more serious than what the supply
shortage sugdests.™ Poor quality of senvice, urbatanced distribution of
service between rural and urban areas, outdated infrastructure, and
inadequate intercannection of telecoms facilities stemmed from weaak
pressure on carriers to upgrade and expand existing infrastructures owWing
to the absence of market competition.®!

Underthe monopaly system by private hands, the market player clicl ot
have ar inherent incentive to promote the social welfare by providing
affordable services to high-cost areas. It also had a tendency to indulge in
anti-competitive practices. Thus, a strong comprehensive policy was
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required to address these concerns. As a result, pertinent provisions that
regulates or prohibits monopoly when the public so requires were included
inthe 1987 Philippine Constitution.*? These provisions paved the way for
the deregulation of the Philippine telecoms industry. Due to severe public
criticism and dissatisfaction with the performance of the virtual monapoly
company, Philippine Long Distance Telephone Company (PLDTY, the
telecoms senvice sector was thrown open to competition.

Although the process of telecoms market liberalization started in
1987, it was only in 1989 when new licenses were granted and several
telecoms markets were opened. Two firms were allowed into the mobile
telephone market, The domestic and intemational exchange services were
also opened to competition. However, due to strong resistance from the
incumbent monopoly company, the state efforts to liberalize the market did
not produce any significant changes,

Asweeping change inthe Philippine lelecoms market came under the
Ramaos administration with the issuance of two executive orders {EQ) in
1993, namely EO 59 and ED 109. EO 59 requires compulsory
interconnection of authorized public telecarms carriers in order o create a
universally acressible and fully integrated nationwide telecoms network,
thus encouraging greater private sector investment in telecoms. EQ 109
requires all mobile phone market entrants to install at least 400,000
telephone linas within three years, and international exchange market
entrants to put up 300,000 lines within five vears. EOQ 109 served as the
vehicle to implement the Service Area Scheme (SAS) and the Basic
Telephone Service Program (BTSP). Combining profitable and unprofitable
areas, the 5AS and the BTSP divided the country into 11 service areas,
which in turn were granted to eight telecoms carriers.

To supplement the EC, the Philippine Congress ratified in 1995
Republic Act (RA) 7925 or the Public Telecoms Policy Act of the Philippines.
RA 7825 promotes and governs the development of Philippine telecoms
and the delivery of public telecoms services, RA 7925 also serves Lo
address the need Tor an established policy framewarkin the industry, laying
down the foundation lor the administration, conduct and direction of the
Philipping telecoms industry. 1t also defined the number of areas that
concern public authority and the market principle related to telecoms
service.
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RA 7925 deregulated value-added services (VAS). AVAS provider that
does not set up its own network and refies solely on the transmission,
switching and local distribution facilities of enfranchised telephone
companies does not have to secure a franchise, it needs only to register
with the National Telecommunications Commission (NTC) in order to run
its husiness. RA 7925 also mandates the privatization of existing facilities.
Italso toak into account the ownership structure of the telecoms entities
in order to encourage efficiency and public accountability,

With respect to the equity ownership innetwork services, the maximurm
equity share owned by a national or a foreigner is limited to 10 percent in
line-based service and 33 percent in wireless service, From 1989, a
fareigner can have the fargest percent share and since 2001, foreigner
equity ownership became 49 percent. Foreigners can engage in voice
resale services starting 1999, and the restriction of foreign equity ownership
remaved by the end of 2000,

Rate and tariff fixing were deregulated with the removal of the 12
percent cap on rate of return. Instead, a sliding standard of fair, just and
reasoniable returms was provided Lo encourage investments in the industry.
In sectars where sufficient competition was attained, rate fixing was Tully
deregulated. With RA 7925, the policy of network interconnection was
ermphasized, but instead of mandatary regulations, access charge or
revenlie sharing arrangements were left to the interconnecting telephone
companies’ contractual agreements. The NTC intervenes only in cases of
inesolable disagreement or prejudice to public irerasts, Such relaxed
regulatory mechanism raised apprehensions about the environment for fair
competition between the existing company and the new entrants,

Changes in the Philippine Telecommunications Service Industry

The Philippines had its first telephone system in 1890. The Philippine
Island Telephone and Telegraph Company began its operations in Manila
with 400 subsaribers in 1905. The history of the PLDT dates back to 1928
when it was incorporated by the General Telephone and Electronics Corp.
(GTE) under the Corporation Law of the Phifippines. A merger of four
telephone companies under commen US ownership, namely Philippine
Tetephone and Telegraph Company {PTAT), Cebu Telephone and Telegraph
Corrpany, Panay Telephone and Telegraph Company, and Megros Telephong
and Telegraph Company followed this. It was only in 1967 that PLOT
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transferred its ownarship to the Filipine people. The GTE prepared to divest
itself of ownership in anticipation of the expiration of the parity agreement
between the Philippines and the U.5.2* PLDT virtually monopolized the
entire Philippine telecoms senvice market until the early 1990s.

However, with EQ 59 and EQ 109 and RA 7825, the Ramos
administration drastically altered the landscape of the Philippine telecoms
service market and expanded the Philippine telecoms infrastructure.®
However, since the Philippines was not able to develop local telecoms
facility manufacturing industries, it has to import the entire telecoms
equipments for use in the domestic market from other countries.

Table 2. Telecommunications Service Indicators, The Philippines, 1980s5.

Mabile Phone

| Fizcd Lane Density of Drenzity of
| Year Subscriboers Frxed Line Subseribers Mabile Phone
{101} _ [per 1persens) {100 [prer 100 persans}

1990 610 1 .00 ] .-
1991 | 648 1104 15 0.06

190z 661 L4 56 0.09
1093 860 132 102 0.16
1994 Lo 1.66 172 11.26
1995 | AL0 205 a4 0.72

 us 757 2.55 950 137
1947 7076 2,87 1,344 186
1998 2,492 142 734 238
1959 2,892 YT 2850 183

o0 3061 o 6.5

Souree: MTC afficial web-site, U Yearbook of Statistics, 2000, [TU.

The Philippine telecoms service market nas experienced a structural
change alongside the evaolution of its technology. The revenue proportion
fram the line-hased telephone services has been declining compared with
mobile phone services and data network services.*® In 2000, at 20.4
percent, the local telephone service is still the single largest revenue source
af PLDT. However, revenues from cellular sendces have now overtaken
international revenues to become the second largest revenue source.
Cellular services accounted for 25.2 percent of total revenues while
international revenues amountad only to 20.8 percent of the total revenue,
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National long distance accounted for 16.8 percent share, and the fast
growing data and other network services, 5.2 percent.

During several decades of monopely, the Philippine telecoms
senvice marketwas virtually ignored, Telephone penetrationratere mained
below one percent until 1990, Since 1995, the implementation of EQ 109
and RA 7925 raised the telephone service availabilily drastically. Table [l
shows that in the first few years of market liberalization, a significant
difference in teledensity occurred. The same table also tells the dramatic
increase of mobile phone subscribers that has outran the nurmnber of
landline subscribers. Krairit noted that the market liberalization in the
Philippines appeared to have fewer effects on fixed telephone senvices
thanit did for mobile telephone and intemet services. "The fixed telephone
penetration rates can be better explained with the long-term economic,
nolitical and policy effects alone than by the competition in the industry.
However, the mobile telephone and internet service penetralion rates carn
be better explained by effects of competition policies than by economic and
policy factors alone," *7

Many positive signs were noticed after the adoption af market
liberalization. Competition entered all segments of the industry, providing
incentives for firms to expand their networks, introduce new technologies
and services, and embark on new business ventures, Foreign technology,
financing and expertise were made accessible. Along with the degision to
allow new companies to enter the previously monapolized telecoms
market, came theinflux of foreign investors. Access Lo international capital
markets improved, and financing becarne more easily available in greater
valumes and at lower rates than previously recorded.®

Abrenica pointed out thal the liberalization of the telecoms sector
corftributed to bail out the sagging Philippine economy by triggering an
investrment surge from 1994 to 1997.% Responding to the pressure of
cormpetition, new and incumbent carmers funneled a larger proportion of
their revenues to capital formation. |n addition, there was an upheaval in
investment efficiency as incurmbent carriers streamlined th @it organizalions
long nurtured by years of unchallenged market domination.

The markel liberalization policy also brought aboul several other
positive resuits. The telecoms service fees began 10 move dowrwards,
After five years of liberalization, airtime rates went down by an average of
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20 percentinall services, Similarly, more innovative plans were introdueed
lowering costs and giving consumers mare control. The coverage of
telephone services in the country also improved. In 1992, only 20 percent
(309 of 1,601 municipalities) enjoved the benefit of having a phone. By
1987, the nationwide coverage was about 37 percent (596
municipalities)

Although the market liberalization program resulted in many positive
changes, still, there were a number of problems. Among others, the contlict
betwesn the incumbent market plaver and the newcomers on fair
competition has been a prominent issue, The introduction of competition
alone was not enough to bring abeut Tair market outcomes, foritwas a fact
that liberalization hardly eroded the incumbent's market dominance.
Edgardo Cabarios, NTC comman cariers authorization department head,
recognized in an interview that the most praminent regulatory problem in
Lhe Philippine telecoms market is the inlerconnection issue.®

Another vexing issue was the mll-out abligation under EQ 108, A
number of new service providers had difficulties in meeting their
commitmertls, Under the government’s BT3P, these carriers committed
themselves to provide a certain number of landlines in specific senvice
areas by the end of 1998, When Antanio Cajuangco was still the chief
execulive officer of PLDT in 1297, he expressad doubts in the new players’
capacity to meet theircommitments. As a consequence, he predicted M
in the industry if the state were strict enough in asking the new carriars to
meel their landline commitments®® As foreseen, half of the new carriers
could nol meet their obligations by the end of the program year.

Furthermare, none of the new camers accomplished ther commitments
of senvice area coverage under the SAS, which was designed to make
universal senvice possible. At the end of the program in 1998, they were
unabile to hitthe target of 87 percent coverage. Therewere several reasons
cited for the failure of commitment such as peace and order problems and
poor Business environment.*

The geographical imbalance in service provision raised another concern
about the universal service. The discrepancies between the Mational
Capital Region (MCR) and other regions were extremely wide. The line
teledensity of MCR in 2001 was highest at 14.24 percent, while the lowest
al 0.82 percent is Region X {except ARMM, at 0.40 percent). The
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subscription rate 1o the line installed remained less than B0 percent, which
implies that EO 109 forced the new carriers to lock half of their investment
ian area where the return was unclear, at least for the meantime.

EO0 109 intends to provide telecoms services to the rural areas
following the concept of universal access. Howewver, it should have
cansidered the annual income and purchasing power of the people in the
niral areas, To be able to affard the charges of an average eflicient carner
required a household to have an annual incorne of at least Ust 3,200,
Using the 1994 income distribution data of the Philippines as basis, only
about 30 percent of Filipino households in the Philippines would be able
to afford telephione senvices after subsidies had been removed and logal
carriers had attained the average efficiency level,**

In an interview with a PLDT personnel,® it was noticed that the
company has been studying the possibility of expanding telephone service
to the remate rural areas by downsizing the basic service fee or other
schemes. However, since the nature of business corporation s to make
profit, it is difficult to narrow the gap between the idea and the practice.
Inorder to complement private efforts Lo realize the universal se rvice goal,
the Ramos administration initiated the Municipal Telephone Development
Program (MTDP) or Telepono sa Barangay Program funded by & huge
amount of national budget. The MTDP was a long-delayed project of the
state intended to expand telephone services in the provinces. However, Lhis
project was abandoned under the Estrada ad ministration due toaccusalions
of cverpriced contract and financial constraints. Based on projections by
the Department of Transportation and Communication (DOTC), the

_government would spend $1:1,000 for each line installed compared o the
$800 to $1,500 to be spent by private firms with existing digital
exchanges.™

In interviews with other market players,®” it was noticed that they
recognize the limitation of the market size in the Philippines. One of the
leading mobile phone companies, Globe Telecom, targeted only 2010 25
nercentof the population for theiravailable market. Under such assurmption,
the Philippine mobite phone market in the year 2001 was already getting
saturated, Therefore, the business strategy was to enhance the senvice
quality to attract the existing users rather than to cultivate new subscHbers,
twas giso the reason why Bayantel was not so aggressive to get involved
in the mobile phone business, and Instead, focused their business on the
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data communication through landling. its target market also was not 5o
much on the residential telephane service, but more on the corporate site,
which is said to be mare |ucrative, Observed from the business sector's
market strategy, it could not be expected to improve the idea of universal
service with the market liberalization policy atone,

Summary ond Conclusion

South Korea and the Philippines followed the giebal trend of market
liheralization since the late 1980s, speeding this up in the 19905, Given
adifferent market situation and different sets of weaknesses, South Korea
and the Philippines pursued different goals in the market liberalization
soheme, Inthe case of South Kaorea, the basic nead of the telecams senice
was already met before the country started market reforms. Thus, the
reform focused onenhancing competitiveness of the industry by rearranging
the market structure and reformulating the existing regulations, IUwas also
designed to introduce advanced technology, and at the same time, to
strengthen the domestic market players by providing a competitive
environment ahead of full opening of damestic markel o fareign playars.

On the other hand, the Philippines tried to solve the problem of a
notariously bad telecams service. The malfunction of the telecoms service
sector was one of the prime problems that the Philippine government had
Lo resolve so that the distressed national econany would pick up. Sincathe
industrywasin private hands, introducing market competition was considered
das the best oplion to discipline the stagnant monopoly company without
breaching the intermational trend of neg-liberalism.

With regard 10 the market reform strategy, South Korea applied a
gradual markel opening strategy, The intention of gradual change was 1o
rminirmize any possible negative effects of market libaralization on domestic
industry, Each step provided policy makers with references to be considared
in the next stage of market liberalization, Meanwhile, the extemal
enviranment did not allow the gradual market libaralization stralegy o go
al its own pace. The South Korean government was forced (o accelerate
its market opening measuras, The conficl betweean the incumbeant market
player and new entrants was not prominent in South Koraa. In fact, inthe
beginning of the market opening, the new market entrants were gven
certain advantages 1o increase their market share as the government
designed 1o set a foundation for meaningful market competition. Until the
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1995 market reform, KT was simply nurtunng and facilitating the new
markel players rather than cormpeting with therm.

The Philippine telecoms market liberalization followed a quite different
path, With EO 59 and EO 109 and RA 7925, the Philippine telecoms
senvice market mel @ storm of ehanges. The Philippines experienced
canflicts hetween the incumbent and the new market entrants, which was
the most prominent issue in the early stage of market liberalization. In
addition to the fact that the incumbent was a profit-oriented private
corporation, relaxed regulatory measures such as determining the
interconnection tanffs by voluntary rmutual agreement allowed the incumbent
backbone carrier, PLDT, enough room to protect its own stakes by fending
off the new compelitors. Although it succeeded in inviting new markel
players, the Philippine government did not show a strong will to nurture &
desirable markel competition environmenl,

South Korea and the Philippines have different sets of backgrounds in
the evolution and growth of the telecoms service markel. Inthe beginning,
the Korean telecoms senvice industry was organized as a monopaly
structure under the concept of providing a public service. Thus, the
performance of service directly linked with the regime's effectivenass.
When the country economically reached the take-off stage in the 1970s,
Korea was ruled by an Import Substitution Industrialization (151) regime. The
growing local demands of telecoms senice urgad the slate to develop local
telecoms manufacturing industry. The state-led development project on
telecoms equipment proved to be a success. As aresult, the local ce mands
oftelecoms service were effectively met by locally made eguipment, Once
the market liberalization pressure Trom external forces came, specifically
fiom the USA, the guantitative demands of the telecoms senvice in South
Worea were already near Lo meat,

The Philippine telecoms senvice industry was governed by the private
sgctor under a virtual monopoly structure. The long pericd of privileged
mnnnpnly position did not much maotivate the company concamed Lo
enharce service level and to develop related technologies. Since the
Philippine state carried cut the palicy of free trade for a long time afterthe
short period of 1S regime in the 1950s, any systematic efforts 1o spawn
lnal telecoms manufacturingindustry did not succeed, Thevirtual monopoly
position of the telecoms service market in the hands of profit-oriented
private sector secured a comfortable profit margin in spite of the absence
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of innovation in the industry. As a result, the stagnant sector of telecoms
senvice even further dragged the slow-meving economy of the Philippines,

Using the figures of per capita GDP, the level of the bwo countries’
telecoms service industrial status is illustrated in Table I, The total
telecoms services revenue and the line teledensily are closaly related with
the economic performarice of each country. There is guite a difference
though In the growth pattems of teledensity in mabite phone in the twe
countries. It implies how a new technology seeps into the countries wilh
different level of economic status and compelitive market environment,
The mobile phone service started in the two countries in early 1990s, and
the expansion of mobile phone rarket drastically increased and outnumberad
the line teledensity by the vear 2000,

The South Korean tefecoms service industry becarne one of the most
vibrant in the world in terms of the scale of markel and infrastructure. In
the case of the Philippines, the telephone penetration rate increased ,and,
noticeably, the market reform attracted & huge amount of fo reign investment
in the construction of basic infrastructure, The market efficiency has
improved given the increase of revanue and contribution in the nationgl
economy in different ways. However, with regard to the universal senvice.
the eflfect of markel liberalization was not prominent, In the case of Korea,
such issue was already resolved under the state-controlled moenopaoly
markel structure, For the Philippines, although the market liheralization
palicy expanded drastically the netwaork availability, the subseriplion level
and regional discrepancies did not improve as expented,

Asshown in Table IV, the telecoms market structures in both countries
experienced sweeping changes after the implementation of market
liberalization policies. However, the competition enviroriment among the
market players and the proper regulatory power to handle any possible
conflicts differ in the two countries. The M&A Issues after the initial market
liberalization attracted a lot of attention and concerms with regard to the
emerging new market structure. As one of the seciceconomic issues in
both countries, the concentration of the telecoms senvice industry toa
small number of traditional business elites appeared to be a complicated
issue between the increasing socialwelfare preferences under democratic
sociely and the improving competitiveness under the globalized market
environment. It implies that market liberalization policy is not a sufficient
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Tabla 4. Changes in Telecoms Service Market Structures after
Market Liberalization, Kerea and the Philippines
Jouth Korea The Philippines
g Before ML Aller ML Before ML | After ML
NervicE ey {19903 {June 2001) (1993) (2000
I AL A% (D facto q
Luc:_l!q]li;;l:ngm | (KT ZIKT, Hanarad | monopoly by L (Iil:.'l VIO
. PLDT) players)
Inter-exchanze I FIKT, DACOM,
| Carriers I LEET) Onse Telecom) | (PLDT) | .
[ e 3IRT, BACORM, 3 {Until 1989,
nTcmftmnﬂ Carriers L (KT | “onse Telecom) PLDT alone) a 11
58K Telfecom, 5
Cellular Maobilo | {Farea Mohile Shingegi, KTF, 1 (Smart, Gilobe,
lelephons Svstem Teleeoim) ETM.Com, LG (Pillzl, Exteleom) Islasom, Paltel,
Telecom) Exteloom)
S 1 {Korea Mobile
Paping Syslem Telecom) I . i3 15
Trunked Radie Svstem I {Korea Mabile 7 3 L
[TRS} Telecom)
257 (Wireless,
Rescord Carviers | (A0} Leused Line, il [l
Special Coano)

Mote: * Before the market liberalization of 1993, PLOT controlled about 94 percant
of all telephone business in the Philippinas

condition to bring about a competitive markel situation, but a simple
necessary condition Tar it. Thus, a strong regulatony authority should be
present in order to build a genuine competitive market structure, In this
regard, Melody concluded that despite a definite shift toward an increased
role for markel forces, the primary influence upan future developments
wolld not e the “invisible hand® of the competitive market, but rather the
“more visible hands” of government and industry crafting policy and
regulatory decisions. ™

The review of the two country cases revealed that the motives hehind
domestic market liberalization did not spring from the size of the local
market or from Lthe technological level attained by the industry. The two
cauntries had different market situations and technological levels in the
lelecoms industry, In spite of these differences, the wave of liberalization
in the telecoms market came to the two countries at a similar period. The
matives Tar market liberalization came from both external factors and
internal political dynamics in varying degreas, Although differences in the
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leve! of pressure from the external factors existed, the popular and widely
atcepted trend towards neo-liberalism cushioned ary differences, resulling
in similar effects in the two countries. South Korea and the Philippines
expenenced fast growth in the lelecoms senvice industry after market
lineralization. This simply proved that competitive market was effective In
stimulating market growth, On the other hand, the role of the state remain
in order to protect consumers and to enhance the telecoms senvice
situation forthe segments of the society to which the market forces by itself
could not reach. Such role of the state was more imperative in the
Philippines in which expansion of universal service was still a major
CONCEm.

Dealing with the telecoms market liberalization in TWCs where the
markat is not mature enoughto stand alone, itis instructive to take a closer
look at the socio-political contexis to correctly understand what it is and
whatitought to be. Although many studies on telecoms market liberalization
did nol go much heyand the conventional argurment of market efficiency,
there have been some effort to underscore the normative direction of
telecoms market liberalization.® The propositions of these studies go
neyond the simplistic dichotomous policy of “competitive markets” and
“public service monapolies. " They agree that "what is needed s a more i1n-
depth analysis of the institutional structures that are most likely to serve
test the twin objectives of economic efficiency and a universal public
senvice under current and fulure technological, economic, social, and
cultural conditions.” If the study of the telecoms market liberalization
chiefly focuses on the econemic cfficioncy based on market figures, it
might produce a biased perception on the issue. To strengthen the field of
telecoms study, future research should give the same weight to context-
hased political economic studies, which could see economic development
from a normative perspective in terms of social justice and equality, both
domestically and internationally. &
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