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Question and contribution

Question. What happens when switching costs are not only technological primitives, but also the
outcome of user investment in portability?

Standard models take user’s switching cost as given; paper adds user-side investment margin.
Users trade off current optimization for incumbent supplier against future portability.

Incumbent prices against an installed base whose outside option is endogenous.
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Same mechanism creates user-side externality: aggregate portability disciplines incumbent’s retention
price, but individual user internalizes only her own option value of switching.
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Endogenous portability weakens incumbency advantage by making installed-base demand more elastic.
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Private investment: portability as an option

User chooses realized switching cost s € (0, ) before learning idiosyncratic value v of staying with
incumbent.

switch <= v < P — s, Pr(switch) = F,(P — s).

User first-order condition is

F,(P—3s)=7'(c —5s) ‘

» Marginal reduction in s has value in states in which user switches.
» Hence marginal benefit of portability is the switching probability.
» Since 5 Fo(P—s)

0P~ s a9 <"

higher retention price raises user’s incentive to preserve outside options.
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Equilibrium feedback: portability disciplines price

For given realized switching cost, installed-base demand is
Di(P;s)=1—F,(P—s),

and incumbent's pricing condition is

1-F,(P—s)
P==Fr—9

» Lower s makes retention demand more contestable.
» Incumbent has less scope to exploit installed users.

» Prices are lower than in corresponding model with exogenous, non-reducible switching costs.

Externality. User's investment has a private option value. Aggregate investment also changes the
incumbent’s pricing incentives, benefiting other installed users through a lower retention price.
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Heterogeneity: the marginal users invest most

With heterogeneous initial switching costs, type o chooses s(o) satisfying
Fy(P = s(0)) =7(0 — 5(0)).

Differentiating by type gives

> 1.

s'(o) = oy
V(7 = 5(0) = fu(P = 5(0))

» Since (o) = o0 — s(0), we have 7' (0) =1 — s'(0) < 0.
» Users with lower initial switching costs invest more in portability.

» Realized switching costs become more dispersed after investment.

The users who discipline the incumbent are the marginally contestable users, not users with the
largest baseline exposure to lock-in.
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Differentiated duopoly: price levels versus price wedges

Switching may improve allocation because rival can be a better product match. For a user initially
attached to firm A,
v (0 — s(w)) = F(P° — PN — s(w); w).

The paper obtains

/ 0s
8(’LU)>O, m<0

» More strongly attached users invest less in portability.
» A larger incumbent-old-user price premium raises the value of portability.

> Allowing investment narrows P° — PY; consumer surplus and welfare rise, while firm profits fall.

Useful distinction. In Models 1-2, the main force is lower price levels. In Model 3, the narrower
old-user/new-user price wedge is also allocative: switching decisions are less distorted by price
discrimination.

Discussion of Biglaiser—Crémer, Endogenous Switching Costs

6/8



Scope: when does the mechanism travel beyond cloud?

The model applies beyond cloud when three conditions are present:

1. Users choose how supplier-specific their assets, data, workflows, or complements become.
2. This choice is made before future match values, prices, or needs are known.

3. Aggregate portability changes the elasticity of installed-base demand.
Example.

» Mobile ecosystem: Apple-specific services versus cross-platform apps, storage, passwords, messaging,
and subscriptions.

» Mapping is weaker when switching costs are mainly supplier-created or network-effect driven
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Suggestion: Joint lock-in

» The paper endogenizes user-side switching costs. In ecosystem markets, portability is chosen by users
while lock-in is also designed by suppliers.

» Possible extension: let the incumbent choose proprietary intensity or compatibility a before users
choose 7:

s=o(a)—r, 0a >0, q=q(a).
Here g(a) denotes current integration benefits, while o(a) captures future switching frictions.

» Distinguish efficient integration from strategic incompatibility;

» When interoperability policy, data-portability rules, or contract remedies target the relevant margin.
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