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ABSTRACT

Economy globalization and technical revolution have changed
company environments. Customers become the center in supply chain
and companies must try hard to gain them and hold them. Such
process is called consumer lock-in. Information can be delivered more
efficiently by computer and Internet under network economy, that en-
hances customers’ choice opportunity and increases consumer demand
elasticity, so how to lock-in customer become more and more impor-
tant for the development of companies. With support of technical
companies’ practice, based on consumer lock-in, will forward indus-
trial structure to merge and re-divide, so creates new agents named
demand agents or information intermediary whose function and organi-
zation is different from traditional intermediary. This paper attempts to
define consumer lock-in, to analysis the reasons of consumer lock-in
and to create an analysis structure using customer lock-in as a core
concept to forecast e-commerce agents’ developing.

This paper mainly discusses bargain relationship between custom-
ers and suppliers. The author defines consumer lock-in as stable con-
dition caused by a bargainer vs. another in some territory through
switching costs. In marketing practice it means how to gain customers

and hold them. This paper analysis with two interrelated routes; one
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to analysis the reasons and strategies of consumer lock-in; another to
discuss how the switching cost works and how it affects e-commerce a-
gencies developing.

According to experience data both customers and companies can
gain more from repeated purchase. This is why the author discusses
“consumer lock-in”. It is a process with path-dependence and irre-
versibility so customers’ later activities are determined by history
choice. There are two main reasons; one is information asymmetry and
another is switching costs. So if a company wants to lock customers
in, it should first reduce customers’ trying cosls 1o atiract them and
later accumulate switching costs to hold them.

This chapter mainly discusses how customers switch from one
brand to another and then analysis how switching costs work in their
activities. The author gives different definition between linear lock-in
and net lock-in: if somebody’s later assets complement with his for-
ward investment then he can not switch to other brands at random by
the accumulating costs. Such relationship without externality is de-
fined linear lock-in. in networks somebody’s assets are complemented
with other people’s similar assets net value increases with its members’
involvement in the net, such relationship with externality is caused net
lock-in. Net lock-in can feedback positively and has a self-enhance
mechanism. If a company can lock customers in the net, it wins super
advantages in market.

The strategy to consumer lock-in forces company to change their

business. In a lock-in relationship companies have opportunity to ex-
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cavate customers’ potential value and they should provide comprehen-
sive service according customer individuation demand to gain super-
vertical economy. But specialization or personalization is conflict for
consumers and manufacturer; for a manufacturer he would like to spe-
cialize in a few type of products to gain economy of scale. Traditional
enterprises accumulate quantities of customer though market division
and organize mass production. But for customers they want to get more
types of goods in one purchasing to reduce transaction costs and like to
be serviced personally. Such conflict creates intermediate agency.
Based on Internet and computer technology these agencies have differ-
ent function and organization from traditional wholesalers.

At the end this paper discusses something about monopoly, tech-
nology revolution and consumer lock-in. if companies’ activities toward
consumer lock-in do not hurt customer benefits and do not loss effi-
ciency, government should not anti-trust. Technology revolution will
be affected by consumer lock-in. varying consumer preferences over
technology advance and network size will affect the timing and fre-
quency of new technology adoption in the presence of installed bases
resulting from network extemalities. For a given product, an improved
technology has smaller network size as old technology has more in-

stalled base but a low quality.
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