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Abstract

Purpose — This study’s purpose is to investigate the market structure of the Korean duty free shop industry that has
received recent attention from researchers and practitioners. By raising the question of whether or not the Korean duty free
shop industry is unequivocally monopolistic, a wider viewpoint is provided. The study seeks to offer insights and managerial
implications for marketers and policy makers who are in charge of regulating major Korean duty free shops.

Research design, data, and methodology — The authors use secondary data from various sources, including Korea Customs
Service and the Moodie Report, to investigate the structure of the duty free shop industry of Korea. Based on several
theories, they present various criteria and statistical evidence such as K-firm concentration ratio, HHI, consumer
substitutability, excess profit, and marketing costs.

Results — In terms of consumer substitutability, it is difficult to confirm whether or not the Korean duty free shop industry is
monopolistic. Notwithstanding monopoly characteristics in terms of market share, neither the company Lotte nor Shilla appear
to have market dominating power. It is not easy for either of them to control prices or to achieve a much lower operational
profit ratio due to a dominant bargaining power. Moreover, the license is not an economic rent. In this situation, it is not
easy for these companies to obtain an excessive profit.

Conclusions — Considering that most global duty free shops are trying to go upscale to improve bargaining power, it does
not seem likely that rigid regulations are needed in the industry. Even though the Korean duty free industry ostensibly has a
monopolistic structure, government and policy-makers should look beyond the surface. They should take global and other
reasonable criteria into consideration when they establish or change regulation policies. Thorough understanding and
appropriate support are needed for the Korean duty free shop industry. Additionally, duty free shops should position
themselves as global companies struggling against unlimited international competition, rather than Korean domestic
companies. At the same time, they need to give customers appropriate information about the benefits they provide.
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<Table 1> Structural Market Concentration Indices

Structural Indices Notation

K-firm Concentration

k
Ration CRk = 3,5 (0<CRk < 1)

i=1

Hirschman-Herfindahl

n
— -2
dex HHI = Y952 (0 < HHI < 1)

i=1

n
Entropy Index | E= — 3,8ilogSi (0 < E < logn)

i=1

n
Hall-Tiedman Index | HT = 1/(2252’*1) (M < E < 1)
i=1

Gini-Coefficient | G=1—-@Y5i—1)n (0 < G < 1)

=1

* Si indicates firm i's market share
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2.2.1. Harberger2| MEX

:Ié__Ol:l_l o
Harbeger(1954)= SXo 2 QI Alg|™ H|I2E XX2 A
SoIQICE =3 7|g2 SHEYEE MG 3282 222 &
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0|% Schwartzman(1960)0| =20 Cist JtAEIHMES 28 M
Hotol Ol Mol =T HI8S2 FHE Z1t GNPQ|
0.1%7} E|X| = AS =M1, Siegfried and Tieman
(1974), Kamerschen(1996) 9A| SH0|| 2 =44 &4l H|IE

O] FUAE(NNS 0.1%0|F =TS FASIUCL ot= A
of CHst HFOME SHO| WME ARH H G
0.5%~1.0%Q! ZHdo=Z Fit=l HE JACKKang, 199

N

).

A
price, cost
A
Monopoly price(Py)
- Monopoly Cost
PR =AABC = 2(Q~Qu)(Py-P,)
DWL
Competitive price(C=P.) B C
Demand Curve
Qy Q. Output(Q)

<Figure 1> Traditional Monopoly Cost (DWL)

. A
price, cost

Monapoly price(P,,)

Monopoly Cost

T (profit) =AAGH + [|DBGE
Unit t(C
nit cost(Cy,) D B &
Unit cost
Under competition H
() E G
Demand Curve
Q, . Q Output(Q)

<Figure 2> X-inefficiency Monopoly Cost

2.2.2. Leibenstein®| X-H|&2&

7|99l olg=thzt ARl FHEel FE 7FEo|tt 3
gLt SuHg7(g2 HIE BEos 2 S AU Hote
Tz Y AMZUMEL =2 H[E(e.g., XNLUAA H2 AMR
, Aittel TEH| §)0| ARED 10 mef MM 282 4
ASHA EICE 0]ZdE METE 0| Leibenstein(1966)2| X-H|&
=20[Ck 19| O|20M= d1H|et HUHIE 25 A=Y =

THEMN IR <Figure 2>5 EH HHZYOIMC HIE
(Co)=2tt =F Al =2 HIE(Cm)LZ Qg &ddl= F7} H
Z(AICI2|E DECH)O| F&X ZUZIAUMel Aeld &4
H|20| ZF7}=IC}. 0|& Cowling and Muleller(1978)2 X-H|&
29| Ojg|Hs2 LHE 83 on, Jenny and Weber
(1983)2 H4HH|2] 10%E X-HZE2 Qo 24z JHHSIY
C}.
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Primeaux(1977)2 Z47%0| 3|22 AL AAH|E0| 10.8%
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19| #7588 7|s0| Z¥ M= AYZ™0| &dzl &[0
NE7t40| slafe == USS AIASIQICE BHE, FHojH|=
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CHH|Z @IS mf Mitdol =7\ 40| 7HsoHX|of Cigt 2
=& H7|= H UCk

2.2.3. X|CiE7tA

X|CHE=77H42  Tullock(1967)0f  Qfsf  HA[SIRALD, O|F
Posner(1975)7} =Zabd et #tEst 244 =28 HIist
ACk =FOl70| EAH5HEH, B2 7|Yo| =ZH 23ds &
Sot7| flel ddote 1 P80l ddet AlRlH HIE0| |
ZEC 71YS2 SEH MYD 2SS f6 #ROA =S
F1, 00 X&H SHAU HAE 2o S1HE DCROHA X
Eote He S5 27 AltiFETdez Eof oithks AoICH
(Shin & Yeo, 2013). &N ZdyAds Zatdo| WE
MY HIELoz 7tFdts A2 F=2 SHY A0 =F2
FE UE, XFEFEANSS 7™ 1S =S5t /A
SHXt ot AP0 2 A=Y &40 d7itks ®E 4=
otk

I
Ja}
oy 4

ACiFF7HAOME HEY Sda2d0l AlRY HI8S
2EUIGICt . F=Fotth. 0 oSty Cfg & ZHK| T 7t
Ch. AR, SHAS S0t JAAS XEH22 [FAoP|
o ALEEl= TMHIE2 S|t SLSICh. =M, X[CHF
HIE2 Aoz ROt X|CHFE20| 2S5t 8| At
g|H HIE2 UM F1aH 32| XEa ME Olg2
gfet ZolCt.

HH KCHFTHES AlRlH HIE2= i3 A0t Es
O ROl At=|H H|IEQIVH0| sl X|EHez =40| 0]of
X2 QUoh XUFEFE 2l X[E HIE0| Moz &40l
Olf= L M 7HXIZ Hofgh 4 ot AW, SFAs 2
At otE 71YEel =1t XE HIE, =M, 28| 2-80jA<
=S Bl 2232 8(eg., JETt 0|FHO| U= FA0|
2B DXL SEALE ZH AFo S0l A= XLl 227
flet = HIE X|F), AW, XHFFES22 LiELE 9
2ileg, SHH 3712 S0/ M=o AFBNE 71 JEF
X 2t Y 2d Tts). <Figure 3>0f HA|E Hieb Z0[, Al
o HIE2 (b) X-Hz2E1lt SHH|E0A HMAlh At B &1t
=HOIE (AZfd APMDB)S| o= At £ UCh

ACiz=70lE22 7IYS0| =HA 2SS flof Y W
HE 7tsoitt. o 7|Y 7t YoM ==Y X/IE &7 4
o =8, 1 2 ZEsts 2E EUIH OI87HA| AtglHQl
THZ IO O[H2 AZERel Z7holet & = A=
OlgF737I8 Sttt BoM dzfol HIES| X7t U
Ch. AW, o|o| JgE AIFOM XjFETES HEH 8d 7
=of e H83ts A2 o7 Atk AHFTES FFt

£ 7Igo| Rost= AILEOIM Z|@S0| SHAS
27] 2ol B2EY M Moz HES + AS Ao|th

0 kI
=

0

]

. A
price, cost
A
Monopoly price(Py)
it Monopoly Cost
nfpiuiity ~AAGH + [IDBGE + [|P,,ABD
Unit t(C
nit cost(Cy,) 5 B c
Unit cost
Under competition H
(C) r G
Demand Curve
Qu Q. Q Output(Q)

<Figure 3> Rent Seeking and Monopoly Cost
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<Table 2> 2014 Global Top10 Duty Free Shops’ Sales and
Market Share
(Unit : Million USD, %)

Rank Company Nationality | Sales '\éﬁralit
1 Dufry Switzerland| 4,850 7.6
2 DFS Group USA 3,750 5.9
3 Lotte Duty Free Korea 3,346 5.3
4 | Lagarders Service Travelretail France 3,100 4.9
5 World Duty Free Group Italy 2,406 3.7
6 Gebr Heinemann Germany | 2,400 3.7
7 Shilla Duty Free Korea 1,877 2.9
8 Dubai Duty Free UAE 1,576 25
9 Ever Rich Duty Free Taiwan 1,570 24
10 |King Power International Group| Thailand 1,179 1.8

Sub Total 26,054 | 41.0
Others 37,446 | 59.0
Total 63,500 | 100.0

Source : The Moodie Report July & August, 2015
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<Table 3> 2014 Global Top10 Nations based on Duty Free Shop 5>nf Z+2 Hf O X|$7F 0.38 X&XoZ X1Ist7| W0
Sales B ARel SIFHET 2 HOE ofME 4 QUCk

Rl NEIE (Millﬁ)?:eES& Market share(%) <Table 5> HHI Trend of Korea Duty Free Shop Market
1 Korea 7,781 12.3 Year 2010 2012 2014 2015. 7.
2 China 5,041 7.7 HHI 0.31 0.36 0.36 0.35
3 USA 3,753 59 Calculated HHI based on Data from Korea Customs Service
T T Knodom | A% >3 q2{Lt A XIS lot 20| BINE MRS AL AT
5 | Hong Rong 2,967 47 FehA AYTEE BIGH A2 22 FYS o0 Us
6 Germany 2880 45 2 BHE YHSOl NS naY e 2323 SR
7 UAE 2,671 4.4 ALt
8 Turkey 2,106 34 32, ZETAE, AR ARKIHE x|o| e
9 Singapore 1,684 27 e a‘dl_ﬁl-lill-:“ [ BLEAY | = o (=] = n=ks)
10 Thailand 1,537 25 T E=

Source: The Global Duty Free & Travel Retail Market (2015)
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<Table 6> Online Prices of Three Asian Countries

SICHH, <Table 4>0f LIEtLE 20144 7| HQE82 & Of, 1 Korea Taiwan | Thailand
S MR ROTMEO| 50%7t He= AIEERES 20|11, & Product Lotte | Shila | Ever | King
ol 27 MOl ARERE BHO| 81.3%2 T5%E Als|st0] = Rich | Power
L Al A2 A-XHNE AFJAEZE EXWSHYH SobE FR0 Essence
e 103 | $102.6 - 102.79
HoE ekt 4 Qict. esee | (som) | *1%° | ¥
LAUDER | Essence
164 |$164.35/$151.14| $164.53
<Table 4> Market Concentration of Korea Duty Free Shop Market (100ml) s s $ s
(Unit: %) Cosmetic| LANCOME | Mascara | $30 | $30.4 | $28.26 -
Company 2010 2012 2014 2015.7. L'OCCIANE Handcream $27 | $26.6 . $27.84
150ml : ’
Lotte 471 51.1 50.8 50.1 M(oisturiz)er
Shilla 26.8 30.3 305 295 CLINIQUE (75ml) $37 | $37.05 | $47.31 -
(Lotte, Shilla) 73.9 81.4 81.3 79.6 Perfume| LANVIN Pe7r‘5furrl16 $79 | $83.7 $89 $72
Source : Korea Customs Service (75mli)
Bag TUMI Backpack | $501 | $501.5 |$542.21| $542.23

HE0, gFEE LIEfE HHIE 7ifet Zit= <Table

Source: official homepages of companies
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<Table 7> Sales and Commission for Travel Agency
(Unit : 100million KRW)
2011 2012 2013 2014
Sales Commission Sales Commission Sales Commission Sales Commission
Large duty free shops 1,256 1,997 2,800 5,175
- 45,445 54,699 60,220 73,398
| Portion(%) 2.8 3.7 46 7.1
Small and middle sized 173 202 163 307
duty free shops 2,198 2,447 2,117 3,595
| Portion(%) 7.9 8.3 7.7 85

Source : Korea Customs Service
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<Table 8> Comparison of Commission for Tour Guide and Travel
Agency in Asian Countries

Nation Commission
Taiwan Department store, shopping center, shops.:
20-50% for travel agency, 10% for tour guide
e et
Hong Kong | Jewelry store : Maximum 70% for travel agency
China 10-20% for tour guide

Source: Korea Culture & Tourism Institute
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