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The Ecosystem of the Smartphone Industry in Korea:
Perspectives on Its Sustainable Growth
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[. Introduction

As the use of the mobile phone increases world-
wide, so do the functionalities of the device. The
smartphone meets the consumer’s need for a more
powerful mobile device. Especially, with the con-
vergence of mobile telephony, Internet service, and
personal computing devices, the “Mobile Internet”
has become one of the main purposes for mobile
phone usage. The smartphone is the key device for
the connection to the Mobile Internet world. Altho-
ugh there is no formal definition for the word
‘smartphone’ (Abowd et al., 2005; Ballagas and
Borchers, 2006), it can be seen as a ubiquitous com-
puting platform, as well as a hybrid of the mobile
phone and the PDA (Personal Digital Assistant)

(Anderson and Blackwood, 2004; Marcus and Chen,
2002).

The smartphone is a powerful device that offers
traditional wireless voice services in addition to
various Internet-based services including e-mail,
streaming video, and social networking services.
The “APP” (short for application but not referring
to the traditional software application for PC) is en-
abling software for these kinds of services and is
installed on the smartphone’s operating system. The
business opportunities offered by various smartphone
services have attracted many of the major global
information and communication technology (ICT)
companies into a complex and competitive landscape.
These companies can be viewed not as members of

a single industry but as parts of a business ecosys-
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tem that crosses a variety of industries (Jo and Oh
2011). According to James Moore’s article in the
Harvard Business Review, in a business ecosystem,
companies co-evolve capabilities around a new inno-
vation: they work co-operatively and competitively
to support new products, satisfy customer needs,
and eventually incorporate the next round of inno-
vation (Moore, 1993).

Recently, the business ecosystem that many com-
panies associated with smartphone had formed in
Korea is facing a new environmental change. It is
that smartphone handset security policy changed
from Whitelist Policy to Blacklist policy starting
from May in 2012. This institutional change is ex-
pected to have a short- and long-term impact on
Korean smartphone-related company’s strategies.
Therefore, this study aims to analyze how this in-
stitutional change will have an impact on the do-
mestic smartphone ecosystem members and the
overall smartphone industry. In addition, based on
this analysis, this study proposes strategies for the
sustainable development of this ecosystem.

In this respect, this study is organized as follows.
Section II explains the Smartphone Ecosystem Mo-

del and Section III considers the characteristics of
the Korean Smartphone Industry. Based on these,
Section IV analyzes Korean Smartphone Ecosystem
and its growth mechanism. Both Sections V and
VI analyze the impact of Blacklist policy on smart-
phone ecosystem and describe strategies that the
smartphone ecosystem members will take for their
sustainable growth. Finally, Section VI mentions
the changing patterns and development directions of
the domestic industry after the application of Black-
list policy.

0. The Smartphone
Ecosystem Model

To understand the competition among the com-
panies in the smartphone industry, it is first neces-
sary to understand the environment in which they
exist. The ecosystem approaches of Lin and Ye
(2009) and Kenney and Pon (2011) provide a very
useful framework for understanding the competition
in the smartphone industry.

Making an analogy between the smartphone in-
dustry and the natural ecosystem, Lin and Ye pro-

Platform Component
Maker 0% Cumer Supplier
Content Application Service Device
Provider Developer Provider Maker

____——"|  Vendor

Device

Customer

Note) Direction of arrow presents cash flow.

(Figure 1) The Smartphone Industry Food Web Model
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pose a “Food Web” in the smartphone industry.
They derived the “eating relationship” among par-
ticipants in the smartphone industry. <Figure 1> de-
scribes the smartphone industry’s “Food Web” (Lin
and Ye, 2009). In this “Food Web”, customers pro-
vide a revenue stream to support the whole system.
In the low level, revenues flow from customers to
device vendors, service providers, application devel-
opers, and contents providers. The customer pur-
chases a smartphone from the device vendor; down-
loads music, movies, and other contents from the
contents providers; and installs APPs provided by
the application developers. All of these services are
accessed by the customer through the service pro-
vider’s network.

The device makers supply smartphones to ven-
dors while purchasing components (hardware and
technology) from component suppliers. The OS de-
velopers license the OS to device makers and certi-
fy applications produced by developers. The plat-
form developers are contents aggregators and appli-
cation distributors; thereby sharing profits with the
contents providers and application developers (Lin

and ye, 2009).

Kenney and Pon (2011) suggest the “stack” fra-
mework to describe the smartphone ecosystem.
<Figure 2> shows the responsive relationship be-
tween the “stack” framework and a representative
smartphone company. The bottom of the stack is
the handset and the specialized components that de-
liver its functionality, including the CPU, graphics
chip, cellular/Wi-Fi chips, Bluetooth, GPS, and
camera. On top of the hardware is the operating
system, which contains pre-installed native applica-
tions. With Internet access, smartphones also run
online applications such as email, geo-aware map-
ping, search engines, productivity software, games,
social networking, and more (Kenney and Pon,
2011). Furthermore, it is possible to receive various
online Web services through the Web access pro-

vided by a network provider.

[I. Features of the Korean
Smartphone Industry

Since such factors as the geographical features

s N
Network
-
Online Services
H EH -
Native Application
Operating System
' — — — RN
Handset
-/

(Figure 2) The Stack Framework
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(Table 1> The Top Five Smartphone Vendors, and Market Share Third Quarter 2011

(Units in Millions)

Vendor 3Q 2011 Unit 3Q 2011 3Q 2010 Unit 3Q 2010 Year-over-
Shipments Market Share Shipments Market Share Year Change
Samsung 23.6 20.0% 7.3 8.8% 223.3%
Apple 17.1 14.5% 14.1 17.0% 21.3%
Nokia 16.8 14.2% 26.5 32.0% -36.6%
HTC 12.7 10.8% 59 7.1% 1153%
RIM 11.8 10.0% 12.4 15.0% -4.8%
Others 36.1 30.6% 16.6 20.0% 117.5%
Total 118.1 100.0% 82.8 100.0% 42.6%

Note) Vendor Shipments are branded shipments and exclude OEM sales for all vendors.
Source: IDC Worldwide Quarterly Mobile Phone Tracker, November 3, 2011.D

and the population density of Korea are quite bene-
ficial for the development of mobile communica-
tion, Korea started to experience the fast develop-
ment of mobile communications earlier than others.
In case of the smartphone, the number of users in-
creased extremely quickly, and as a result, there is
a well-developed smartphone ecosystem. However,
in the Korean smartphone ecosystem, there are
some unique features that have not appeared in oth-

er countries.

3.1 Top Smartphone Market Share
Company, Samsung Electronics of
Korea

Samsung Electronics, which has the biggest mar-
ket share for smartphones in the global market, is
a Korean corporation (see <Table 1>). In Korea,

Samsung Electronics has long been recognized as a

1) http://www.idc.com/tracker/showproductinfo.
jsp?prod_id = 37. This data provides the detailed
information on the total mobile phone and smart-
phone markets for handset vendors, software de-
velopers, service providers, component suppliers,
and investors. This data includes the statistics about
existing phone type (feature phone and smartphone),
operating systems, and over 150 vendors.

manufacturer of household appliances with a good
warranty plan. Such recognition has increased the
level of consumer loyalty towards the company and
its products. There is a close relationship between
such a situation and the fact that the Galaxy series
(Galaxy A, Galaxy S, Galaxy S2, Galaxy Tab,
Galaxy Note) is manufactured by Samsung Elec-
tronics, making the sales figure go beyond 10 mil-
lion units. Even if the iPhone series sold by Apple
have a better Ul, UX, and application market (i.e.
App Store) than the Galaxy series, many Korean
consumers tend to choose the Galaxy series be-
cause it is made by Samsung Electronics. Accor-
ding to 2012 survey conducted by Korea Informa-
tion Society Development Institute (KISDI), the
33% of consumers consider the smartphone brand
in advance when buying the smartphone. This sug-
gests a reason that Galaxy series become popular in
Korea, because Samsung has the top brand loyalty.

3.2 Handset Security Policy-Whitelist
Policy

The handset security policy is largely divided in-
to the Whitelist Policy and Blacklist Policy. The
handset distribution method depends on the type of
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handset security policy applied in each country (See
<Figure 3>).

For the Whitelist Policy, it is possible to main-
tain security by enabling only the handsets regis-
tered on the International Mobile Equipment Identity
(IMEI) list, which includes each handset sold by
mobile communication service providers, to be per-
mitted to communicate. For such a purpose, the
handset makers directly provide the mobile commu-
nication service providers with devices. Then, the
identification number of each device is inserted by
the service provider. On the other hand, for the
Blacklist Policy, each mobile communication serv-
ice provider uses a list of identification numbers for
each handset expected to be used for illegal com-
munication in order to block the communication
service used by such handsets. Therefore, there is
no need to distribute handsets through the channels
of the mobile communication service providers,
making it possible for handset makers to sell hand-
sets to consumers either directly or through distri-
butors. Just like in Turkey, Korea is one of the few
countries to implement a Whitelist Policy. Even if
Korea plans to accept the Blacklist Policy in May,
2012, the country is still maintaining its smartphone

ecosystem under the Whitelist Policy.

IV. The Korean Smartphone
Ecosystem and Its
Growth Mechanism

By considering such features, the smartphone
ecosystem model which has been suggested by (Lin
and Ye, 2009) and (Kenney and Pon, 2011), could
become different in Korea. The handset distribution
system that is different from those of other coun-
tries and the existence of the domestic brand Sam-
sung Electronics could change the “stack” frame-
work into the one shown in <Figure 4>.

In the newly-transformed smartphone industry
“stack” framework, the handset makers and network
carriers are combined for the common consumers
(Whitelist Policy). Rather than the competition
shown between handset makers or network carriers,
it is possible to see the two subjects being com-
bined and competing with one another. In case of
applications and various online services, it is possi-
ble to have three different types based on the mo-
bile OS, the handset maker or mobile communica-

tion service provider, or a separate distribution

Handset
Maker T
Communication
Handset Handset .
4 Maker Service
Handset Provider
Communication
Serv.ice Handset Handset Handset+Service
Provider Or
Service Only
Handset+Service
L. Handset
Distributor Customer
Customer

<Under the Whitelist Policy>

<Under the Blacklist Policy>

(Figure 3) The Handset Distribution System Based on Whitelist/Blacklist Policies
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channel. The growth mechanism shown by the newly-
transformed smartphone ecosystem can be explained
through the smartphone service flow shown in <Fi-
gure 5>.

The mobile OS provider supplies the OS to the
handset maker, which is used as the platform for
each handset. During such a process, the handset
maker is able to optimize the OS for its handset. In
case of Apple, the company plays the roles of both
the OS provider and the handset maker. The hand-

sets with a built-in OS are sold to consumers thro-
ugh the distribution channels of the network provi-
ders. The smartphones sold to consumers through
such a process maximize the consumers’ level of
satisfaction with the applications and services pro-
vided through various routes. Applications can be
provided to consumers through various ways. First
of all, applications can be distributed through the
application markets operated by the OS providers.
The OS providers seek to distribute a variety of
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useful applications through their platforms because
most successful markets with network externalities
can be characterized by the presence of two distinct
sides whose ultimate benefit stems from interacting
through a common platform (Rochet and Tirole, 2003).
For the same reason, the communication service
providers hope to maximize the consumers’ level of
satisfaction by actively distributing various applica-
tions through their own markets. In case of the han-
dset makers, by distributing various applications that
are specialized for their own handsets through their
own application markets, the handset makers can
have a competitive advantage over the competition.

The application market can increase the market
efficiency with the help of various application de-
velopers. The application developers are then able
to see profits. Because of such a definite incentive,
a lot of individual developers put their applications
on the market. In Korea, the Web service compa-
nies are maximizing the consumer utility by distrib-
uting various services and applications. Such large-
sized portal companies as Naver and Daum are cur-
rently distributing applications on the market, while
providing such useful services as Mobile Cloud for
consumers. Since the number of people accessing
the Web through mobile devices is dramatically in-
creasing, portal companies are trying to secure their
consumer bases by providing such applications and
services.

In case of Web service, it has been very im-
portant for the traditional Web-based portal compa-
nies to maintain a number of users in order to stay
successful in the mobile Web-based environment,
since the mobile Web services are an additional
venue for advertising, just like the traditional Web
services; thereby securing their primary source of
profit.

It can be said that the growth of the smartphone

ecosystem has been even further accelerated by
Samsung Electronics, which has made great contri-
butions to the industry. Currently, Samsung Electro-
nics is dominating more than 50% of the domestic
smartphone market, instantly responding to consum-
er needs. By providing various new product lines
quickly, the company is speeding up the level of
consumption for smartphones.

V. The Korean Smartphone
Industry under the
Blacklist Policy

In May 2012, Korea transformed its certification
method for handset security into the Blacklist
Policy. Such a movement will not only be regarded
as a simple change of the current policy, but will
definitely cause a structural change in the Korean
smartphone industry. Compared to the current sit-
uation in which consumers are forced to purchase
mobile devices only through the mobile communi-
cation service providers, it will be possible to buy
new handsets through various channels.

The way handsets are sold in the smartphone
market will be quite influential since the market
has already reached the mature stage. It is neces-
sary to have high levels of market uncertainty and
technology uncertainty for the state of general high-
tech marketing. However, by looking at the two
factors of uncertainty discussed by Moriarty and
Kosnik (1989) as shown in <Figure 6>, it seems
that the smartphone market has entered the stage of
an extremely low level of uncertainty.

In case of market uncertainty, it can be said that
such a state has been already settled since many
members of the ecosystem are currently showing
fierce competition. Even though the handset market

has reached the maturity stage, the size and range
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(Figure 6) Factors Affecting Market Uncertainty and Technological Uncertainty (Moriarty

and Kosnik, 1989)

of the potential market are still increasing. The in-
dustry standard is being determined naturally thro-
ugh competition. In case of smartphones, the level
of technological uncertainty is also extremely low.
The feature phones from the past have been almost
entirely replaced by smartphones, and the level of
technological completion is very high. In addition,
companies such as Apple and Samsung Electronics
are offering technologies and services that evolve
faster than the consumers’ needs.

By considering such a fact, it can be said that
the smartphone industry has already moved out of
the uncertainty stage. If technological uncertainty is
high, a high-tech marketing situation will come.
However, this type of uncertain has already been
resolved in the smartphone industry, a low-tech
marketing condition should become (Moriarty and
Kosnik, 1989). In such a case, the well-established
needs shown by consumers can be satisfied by
companies. Not only will the technologies shown
by each company be standardized, but also the tra-
ditional ways of competition including those one
related to pricing will be observed.

In such a situation, handset makers will be able
to sell handsets independently in the Korean smart-

phone industry, and will enter into competition with

the network providers (refer to the right side of
<Figure 3>).

When that happens, handset makers will not
only distribute their own handset through more var-
ious channels but also have a greater level of bar-
gaining power compared to the time when network
providers had all rights related to sales. Even if
handset makers could sell handsets to network pro-
viders or other sellers at the same prices there is
likely to be price competition among retail stores.
In other words, such sellers of handsets as the dis-
tributors of network providers, retail stores for gen-
eral home appliances and the retailers of handset
makers are likely to compete with one another.
Through such competition, customers will be able
to receive the maximum benefit. In the past, the
only way customers could purchase a mobile de-
vice was to use the retail stores of network pro-
viders. However, under the Blacklist Policy, cus-
tomers will be able to purchase handsets through
general electronic goods retailers. Consumers will
look for the store with the lowest price among vari-
ous sellers before purchasing their new handsets.

This situation will result in major damage to the
network providers which have provided mobile

communication services and sold the related hand-
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(Table 2> Worldwide Smartphone Sales to End Users by Third Quarter Operating System

in 20112
(Thousands of Units)
3Q 2011 Market Share 3Q 2010 Market Share
Operating System Units Percentage(%) Percentage(%)
Android 60,490.4 52.5 25.3
Symbian 19,500.1 16.9 36.3
iOS 17,295.3 15.0 16.6
Research In Motion 12,707.1 11.0 154
Bada 2,478.5 22 1.1
Microsoft 1,701.9 1.5 2.7
Others 1,018.1 0.9 2.5
Total 115,185.4 100 100

Source: Gartner, November 2012.

sets for such services at the same time in the past.
However, due to the new policy, some customers
will seek to purchase only services. As a result, the
network providers will inevitably suffer some losses
of profit from the sales of handsets. In order to
compensate for such losses, they will diversify their

strategies of selling services.

VI. Strategies for the Susta-
inable Growth of the
Smartphone Ecosystem

The smartphone ecosystem has grown up to the
current level with proper functions based on the
great contributions made by mobile OS providers,
the activation of various application markets, and
the manufacturing of high-quality handsets. If the
smartphone ecosystem, which has been developed
considerably until now and is about to face a new

systematic state, is to experience constant develop-

2) Additional information can be found in the Gart-
ner report, “Market Share: Mobile Phones by Re-
gion and Country, 3Q12”, The report is available
on Gartner’s website at http://www.gartner.com/
resld = 2236115.

ment, it will be necessary to think about the kind
of effort required by each subject group. Besides,
cooperation strategies among subject groups should

also be properly taken into account.

6.1 Mobile Operating System
Developers

For operating system developers, the effort to
expand their user base in the smartphone industry
will lead to the maximization of their profit. In
case of Google (Android), which currently has the
biggest market share in the smartphone market
<Table 2>, the company takes some of the charges
applied to paid applications distributed in their own
market as their profit, while profiting through the
advertisement of free applications at the same time.
As a result, it is very important for Google to se-
cure a large user base to maximize profit. In case
of Apple, the company plays the roles of OS pro-
vider and handset maker at the same time. For the
company, a great level of dominance for OS will
lead to a greater number of handsets sold.

However, such competition could cause various

problems, which could be brought up by the domi-
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nance of Android in the market. As shown in
<Table 2>, Android showed enormous growth with-
in one year, which was more than double compared
to the one shown by third quarter in 2010. In the
market, it is highly expected that such growth will
be maintained for some time. However, when one
OS dominates the platform market, it will be diffi-
cult to expect the improvement of functions or
service quality through the competition among dif-
ferent OS providers. By considering such a point, it
is necessary to secure the competitive power of
other companies by benchmarking the expansion
strategy applied by Android in order to secure sta-
ble competition in the OS market.

Google has been able to exponentially increase
its market dominance for Android through active
strategic partnerships with handset makers, such as
Samsung, LG, and HTC, which have installed And-
roid on most of the new smartphones they have
manufactured recently. Due to such an active strate-
gic partnerships, not only handsets but also GPS
navigation systems and multimedia players in Korea
now come installed with the Android OS.

Currently, the Android OS has more than 50%
market share and thus show its market dominance.
If other companies such as Symbian, Research in
Motion, and Apple do not show some progress, it
is likely that the market will become monopolized
by Android. However, other OS providers show a
fundamental limit since they are not platform-spe-
cialized like Google. In addition to operating sys-
tems, they also carry out their production lines for
handsets at the same time. In case of Symbian,
their OS is only installed on the smartphones man-
ufactured by Nokia. It seems that the installation of
operating systems beyond the limit of different
handsets is not occurring. Since the sales of hand-

sets will lead to the dominance of the operating

system, there seems to be a relative limit in terms
of the expansion of market dominance for operating
systems. In particular, if a certain handset maker
shows a relatively high level of market dominance,
like in Korea, it will be very hard for minor operat-
ing systems to enter the domestic market.
Therefore, it will be necessary for companies to
increase the dominance of operating systems and
handsets based on various methods separately. In
particular, it will be required for companies to se-
cure competitive power by improving the functions
of their operating systems and handsets separately

in order to make a greater contribution.

6.2 Handset Makers

Until now, the handset makers have focused on
function-oriented competition. It is true that they
have competed with one another in order to make
handsets with better functions. However, in Korea,
it is also true that the bars for price range and
functions of smartphones have been set too high.
Furthermore, since the domestic security policy for
smartphones in Korea will change to the Blacklist
Policy, the prices of handsets can be set differently
for the same products compared to the past.
Therefore, it will be necessary for handset makers
to introduce products with various prices in the
market in order to satisfy various needs shown by
consumers. In case of the smartphone users in
Korea, it has been found that they consider such
factors as design, size, screen size and quality, and
price before they purchase a smartphone (Zhu et al.,
2011); thereby showing that consumers consider not
only the functional aspects of a handset, but also
the economic feasibility of such a purchase (see
<Table 3>).

Furthermore, it will be necessary for handset
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(Table 3) Factors Affecting the Purchase
of Smartphone Handset
(Percentage, Multiple Response,
N = 4,000, Age Range: 12~59)

Design and Size 539
Screen Size and Resolution 46.8
Price of Handset 439
Network Operator 379
Handset Maker 37.2
Operation System 37.2
Convinience 342
Additional Function(DMB, Memory) 219
Application Store 19.9
A/S 17.7

Source: Korean Internet Security Agency and Korea
Communications Commission, November
2011.

makers to meet various functions as terminals for
their handsets in order to make consumers recog-
nize smartphones as real connected devices. Smart-
phones have received attention as futuristic devices
because they are recognized as terminals that con-
nect both the wired and wireless networks. In fact,
such a point can be found by looking at the pat-
terns shown by smartphone users in Korea. Based
on the survey carried out for the usage of smart-
phones regarding each function, it can be found
that more people use wireless Internet and mobile
applications compared to those who use the devices
as phones as illustrated in <Figure 7>.

In particular, since Wi-Fi hotspots are well-estab-
lished in Korea, in addition to the comprehensive
4G wireless communication network, it is easy to
use a smartphone as a terminal for wireless com-
munications. Moreover, many Web-service compa-
nies are providing various services based on com-
patibility between the desktop and mobile environ-
ments. Therefore, handset makers need to develop
new products in order to facilitate the smartphone’s

SMS
18%
Phone Call "
39%
Mobile
Internet
and
\.Application
43%

Source: Korean Internet Security Agency and Korea
Communications Commission, November
2011.

(Figure 7) Smartphone Usage Pattern in
Korea

function as a network convergence device. At the
same time, the potential needs of the consumer
must be predicted and satisfied in such a context.

The handset makers also need to diversify their
products so as to meet new demand for low-end
phone. Under the Blacklist Policy, consumer can
buy a handset through any distribution channel and
activate the service just by inserting a USIM chip.
With the distribution channel for handsets getting
more diversified, consumers would have more choi-
ces while the overall phone prices are lowed gradu-
ally. In addition, people who feel the functional fa-
tigue from the high-end smartphone would be like-
ly to make new demand for low-end smartphone.
The elderly also still want to buy low-end phone be-
cause they cannot fully utilize the functions high-
end handset offers. Considering this potential needs
for cheap handset, the handset makers prepare for

the strategy to meet this new demand.

6.3 Network Providers

The most intense competition in the smartphone
industry of Korea is that of the network providers.
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Even prior to the introduction of smartphones, such
companies as SK Telecom, KT, and LG U+ com-
peted with one another fiercely. Their level of com-
petition has changed due to the movement into a
new generation of communication. In case of the
initial wireless communication market in Korea, the
level of customer loyalty towards mobile communi-
cation providers was extremely high, making the
competition for market share quite meaningless.
However, as smartphones are now being widely
used, there seem to be new factors of competition
to be considered in terms of the network providers.
First of all, the services provided by network
providers to their customers have become more
various compared to the time for feature phones. In
case of feature phones, main service is limited to
phone calls and SMS. However, in case of smart-
phones, the handsets are a platform for various
services. Therefore, mobile communication providers
can expand their customer base by providing differ-
entiated services. Even at this moment, each mobile
communication provider is carrying out its strategy
for differentiation by providing mobile VoIP serv-
ices, high-quality video call services, and Cloud ser-
vices. In the future, it will be necessary for compa-
nies to provide their customers with various and
differentiated services that cannot be copied by oth-
ers in order to secure their competitive power.
The functions shown by smartphones will evolve
quickly in the future; however, if the fast evolving
speed shown by the functions of smartphones is not
met by the proper capability of the network, the
improvement of the functions of smartphones will
become meaningless. By considering such a point,
it can be said that the subject group with a core
key for the constant development of the smartphone
ecosystem is the one of network providers. In order

to provide various services through smartphones, it

will be necessary to have a network which enables
fast wireless communication. A number of Wi-Fi
hotspots created by network providers could be
considered in the same context. However, as the
communication method has evolved from 3G into
4G, it will be absolutely necessary to have ex-
ponential development for the capability of wireless
communication. Currently, in 2012, the 4G Long
Term Evolution (LTE) services are being executed
in Korea. At the moment, not all the mobile com-
munication providers are providing 4G services to
cover the entire nation. However, it is likely that
the network coverage will be expanded to the en-
tire nation. In the end, network providers need to
expand their next-generation communication net-
works through their own capital investments. Only
through such investments will it be possible to es-
tablish more profitable value chains.

However, the important point is that smartphones
are mobile phones. In other words, even if various
services can be experienced through data communi-
cation, the fundamental purpose of such devices is
to make phone calls. In Korea, due to the focus on
data transmission, the level of customer satisfaction
for the quality of phone calls has been decreasing
greatly. Such a point must also be considered by

network providers.

6.4 Application Developers

The role of supplying contents to the application
market is played by application developers, which
can be divided into two categories: individual de-
velopers and mobile Web-service companies. For
mobile applications with simple functions, it is pos-
sible for individual developers to personally make
such applications and update them in the market.

As a result, a number of individual developers are
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contributing to the diversification of market con-
tents.

The point which must be considered in the Ko-
rean APP market is the entrance of the traditional
Internet portal service companies in the APP mar-
ket. Naver and Daum, which used to be the leaders
of the traditional portal market, are currently dis-
tributing various applications in order to provide
services that were used to be offered in the tradi-
tional desktop environment to the mobile environ-
ment. They are providing not only search engine
applications, but also Cloud applications for the
combination of wired and wireless communication,
increasing the level of utilization for smartphones.
The active entrance shown by such Web-service
companies in the mobile market is playing a great
role for the activation of the smartphone ecosystem.

While increasing the level of satisfaction for smart-

phone users, these companies are also securing
their service bases by inducing customers in the
mobile Web environment. In order to contribute to
the constant development of the smartphone ecosys-
tem, they must bring more contents from the wired
into the wireless environment. By providing more
applications, which can not only be used to search
or store data but also become useful in regard to
the establishment of a combined environment be-
tween wired and wireless networks, to the ecosys-
tem, it will be possible to develop the related in-
dustries even further.

The roles played by individual developers are
different from those played by the application pro-
viders at a corporate level. While the process of
converting the functions enabled by the previous
services from the wired network is done by the ap-

plication providers at a corporate level, the in-

Mobile OS Proviser
- Strategic Alliance with
Handset Maker

APP Developer

A

Handset Maker
- Smartphone as a Network

- Application for Network %@
Convergence
- Innovative Application

v

Convergence Device
- Expanding the Price range
of Smartphone

A

Network Operatior
- Enhancing the capability
of Wires Network

(Figure 8) Sustainable Growth Chain of Korean Smartphone Ecosystem
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dividual application developers must play the role
of exponentially increasing the level of usefulness
for smartphones by providing more innovative ap-
plications to the market. Various applications speci-
alized in the wireless environment have already
played an extremely important role in maturing the
application market. In case of the innovative fea-
tures verified in the market, many individual devel-
opers have established companies that are experi-
encing enormous profits. The active participation of
individual developers with various ideas in the ap-
plication market will lead to the creation of the
soundest smartphone value chain in the end. The
effort of each subject group for the sustainable
growth of the smartphone ecosystem can be put in-

to a diagram as shown in <Figure 8>.

6.5 Cooperation Strategy in
Smartphone Ecosystem

For the sustainable growth of Korean smartphone

ecosystem, cooperation strategies among ecosystem
members are also very critical. <Figure 9> shows
the matrix for cooperation strategy among ecosys-
tem members. It represents the way to increase the
competitive edge of each member through the co-
operation.

One of the best ways that both handset makers
and mobile OS providers can secure market com-
petitiveness is that they can develop good quality
reference phones continuously through cooperation.
The reference phone refers to a handset that can be
utilized as a standard for a particular mobile OS. In
case of Android OS, the reference phone is the
Nexus series. The reference phone plays an im-
portant role in proving the excellence of OS pro-
vided by OS providers from their position. More-
over, the reference phone is usually priced at a
lower level than the similar non-reference phones
and so handset maker, in addition to high-end smart
phones, can secure product families, which were

priced at a lower level even with the high quality.

Mobile OS
Provider
lity improvement of
Handset Quality improvement o
reference phones
Maker .
through cooperation
Provision of Mobile OS | Securing of the competitiveness
Network suitable for the through exclusive handset supply
Operator characteristic of each agreement between network
network operator operator and handset maker
Maximization of customer .
L. ) . Preparation of the
Activation of the APP |satisfaction through the .
APP .. . activation plans for
market through efficient | development of various APPs .
Developer . . . . APP market provided
compensation system differentiated for a particular
by a network operator
handset or handset maker
. . APP
Mobile OS Provider Handset Maker Network Operator
Developer

(Figure 9) Matrix for Cooperation Strategy among Ecosystem Members
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As the demand for low-priced smartphones is ex-
pected to appear in the market after conversion to
black-list policy, the reference phone will be an op-
portunity for both handset maker and mobile OS
provider to secure competitiveness.

Network operators and mobile OS providers had
never done any notable cooperation so far. In Korea
where people’s preference for a particular network
operator is relatively distinct, various ways of coop-
eration between the two actors can be taken into ac-
count. One way of cooperation is that you can de-
vise many functions and services differentiated for
a particular operator and mount these on the OS.

APP developers and mobile OS providers can be
said as the actors having the closest win-win struc-
ture. The size and diversity of application market is
one of the customer’s important OS selection crite-
ria. Therefore, mobile OS providers will need a
strategy to induce APP developer’s participation in
various ways.

One of the best ways that network operators and
handset makers can be competitive at the same time
is to make an exclusive supply agreement between
a particular handset and network operator. The typi-
cal example is that in the past, iPhone Generation
1 advanced in the market by making an exclusive
supply agreement with KT.

Generally, application markets include markets
provided by handset makers or network operators
in addition to by OS providers. However, there are
less sufficient contents quantitatively and qualitati-
vely in the market provided by handset makers or
network operators than in the market provided by
OS providers. So, to be more competitive than com-
petitors, network providers and handset makers sho-
uld make various attractions so that more APP de-
velopers can provide application markets where

each can provide quality contents.

VI. The Future of the Korean
Smartphone Ecosystem

Korea shows various factors which are good for
the activation of the smartphone market. Even be-
fore the introduction of smartphones, the Korean
wireless communication market showed rapid growth
compared to other countries. Korea has shown a
great level of market flexibility in terms of IT, and
has emerged as one of the current IT powers. Korea
is also the home of Samsung Electronics, which is
the world leader among handset makers. In such a
situation, the Korean smartphone industry faces
changes as the Blacklist Policy is implemented. In
particular, as mentioned before, the bargaining po-
wer of handset makers will become relatively stron-
ger while consumers will have various ways to pur-
chase handsets at more reasonable prices.

It’s been six months since Blacklist Policy have
taken effect.®) Blacklist policy has allowed consum-
ers to buy a handset through any distribution chan-
nel. In fact, most consumers still cannot yet feel
any great change in mobile phone market. Especially,
people who prefer to use high-end smartphones
such as Samsung’s Galaxy phones or Apple’s iPhone
would see neither apparent advantage nor disad-
vantage.

However, though the domestic phone market is
largely dominated by high-end smartphones, that
doesn’t necessarily indicate that there is no demand
for cheaper and low-end phones. With Samsung
and LG having no immediate plan to launch low-end
models, global companies like China’s Huawei and
ZTE entered Korea in partnership with major
retailers. Though some analysts say that the effect

of new policy will be very marginal, considerable

3) This article was written in December 2012.
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changes are already happening in Korean smart-
phone industry. If Korea didn’t adopt the Blacklist
Policy, foreign handset maker cannot target Korea’s
low-end phone market.

The appearance of various purchase channels and
price categories with the implementation of Black-
list policy will benefit consumers. However, unless
there is a fair competition among competitors with-
in the smartphone ecosystem, the healthy growth of
the ecosystem would be difficult. Three telecommu-
nications companies have been forced to close in
order from January to March in 2013. Korea Com-
munications Commission made this decision to
punish them for their over-heated subsidy compe-
tition. The decision of closing network providers
due to the over-heated competition will affect com-
panies as well as consumers. Therefore, network
providers will have to participate in fair competi-
tion based on the reasonable and effective measures
to attract consumers instead of simple means like
subsidy. Simply providing subsidies to new sub-
scribers is to attract consumers in the short term,
but does not do any good to increase consumer’s
royalty.

This over-heated subsidy competition has been
pointed out as a troublesome problem in the Korean
smartphone industry. This is not just network pro-
viders’ own problem. Due to the smartphone which
has been priced too high, it was difficult to attract
consumers to buy smartphones without offering
subsidies. For this reason, network providers have
continued such a kind of fierce competition. There-
fore, handset makers will also have to try to make
the price of smartphones more reasonable. More-
over, with the implementation of Blacklist policy, a
new door has been opened so that we could buy
cell phones at various price ranges through various
channels. In line with this, handset makers will

contribute to the healthy growth of the smartphone
ecosystem through reasonable pricing.

In this rapidly-changing environment, the Korean
smartphone ecosystem has already achieved a con-
siderable level of growth. Not only has a platform
which dominates the industry been created, but also
the application market has been extremely activa-
ted. Due to the effect of Blacklist Policy, consum-
ers have more option to buy their handset. However,
in order to change such maturity into constant
growth, as shown by the market, it is necessary for
the main subject groups of the ecosystem to put
forth continuous efforts and innovative movements.
Considering the radical changes in communication
market such as “all IP communication”,¥) the main
subject groups of smartphone ecosystem should al-
ways cope with change and try to innovate them-
selves. Only when such a thing happens will smart-
phones truly be the fulcrum that combines the
wired and wireless networks.
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Abstract

The Korean Smartphone industry has advanced rapidly. There seems to have a considerable change
in Korea smartphone industry as the security policy related to wireless devices is changed from
Whitelist Policy to Blacklist Policy. In regard to such a change, this paper analyzes the smartphone
market in terms of the Business Ecosystem Model suggested by Moore. This study examines how
Korean Smartphone Ecosystem has been formed and how any shifts in policy will have an effect on
the ecosystem. In line with this policy shift, this study also suggests the ways how these ecosystem
members should establish a strategy for the continuous development of this smartphone ecosystem.
Furthermore, this study presents cooperation directions among ecosystem members based on the organ-
ic connections in the ecosystem as well as each individual’s corresponding measures. In addition,
based on this analysis, this study puts forward Korean smartphone ecosystem’s current problems, im-

provement, and its future.
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