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ABSTRACT

This chapter introduces three mobile payment
plans that have been launched in Korea: mobile
banking service, mobile prepaid electronic cash
service and mobile phone bill service. Based on
therecent experiences of the Korean economy, this
chapter discusses the regulatory and monetary
policy issues associated with mobile payments.
Mobile payments are superior to existing means
of payments because of their efficiency and con-
venience and mobile network operators (MNOs)
are onthe verge of turning into non-bank financial
institutions in their nature. The government needs
to facilitate the crossbreed between banks and
MNO:s to accelerate the development of efficient
payment instruments rather than hindering in-
novation in banking industry.

INTRODUCTION

Allbusiness transactions entail atleast one method
of payment. Traditionally, fiat money has been the
most popularmethod of payment for retail business
transactions. But as computer and telecommuni-
cation technologies have developed, electronic
payment methods, including credit cards, debit
cards and electronic payments viaonline banking,
have appeared and are now widely used in most
economies. By the latter part of the 1990s, many
advanced economies, including Korea, had ex-
perienced three important changes: an electronic
commerce boom, wider Internet penetration and
the spread of mobile communication. As electronic
commerce sales expanded, firms and customers
needed new electronic payment systems that were
more convenient and efficient.
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As electronic commerce has grown, Internet
banking in Korea also has increased rapidly since
its introductionin 1999. Inmid-2002, teller service
was still the dominant delivery channel of banking
services in Korea, with face-to-face transactions
accounting for42.4 percent of total retail banking
transactions. By contrast, only 11.7 percent of
retail banking transactions was delivered through
Internet banking. However, the gap between tra-
ditional teller banking and Internet banking has
been fastshrinking. Indeed, the number of Internet
banking transactions has outgrown teller banking
transactions more recently, as shown in Figure 1.
The fact that the proportion of transactions done
through banking call centers has been relatively
stable over time suggests that Internet banking
is the main substitute channel for teller service
and cash dispensers (CDs)/automated teller ma-
chines (ATMs). As aresult, the number of Internet
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banking customers has grown from 1.2 million
at the end of June 2000 to 25.4 million at the end
of the third quarter 2005. In addition, daily fund
transfers made through Internet banking over the
same period have increased about 22 times, from
608 billion Won to 13.5 trillion Won.

However, one limitation is that Internet bank-
ing cannot fully satisfy the human desire for
mobility, because it cannot provide users with
a ubiquitous connection to the communication
system. Asaresult, Internet banking has a critical
drawback as ameans of payment for retail business
transactions because it does notaccommodate hu-
man beings’ mobility. In order to use an Internet
banking service, customers often need to use a
specific computer, usually their own, which has
an authentication file. Although customers can
carry their authentication file on a diskette, they
have to find a computer hooked up to a network

Figure 1. Share of Korean banking service channels, 2002-2005 (Source: Bank of Korea [2005])
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