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Article Summary
Switching costs have always been a delicate matter for consumers ranging from PC buyers to banking customers because of the way companies exploit their pocketbooks.  But, on November 24, 2003, a new measure to ensure cell-phone portability will be implemented making the headache of switching cellular phones and telling everyone the new number by any means possible a thing of the past.  Now, a study by the Stanford Graduate School of Business is trying to find out if lower switching costs will increase or decrease the prices for consumers.
In a research done in 2003, V. Brian Viard, an Assistant Professor of Strategic Management at Stanford University Professor, found that lowering switching costs could actually lead to a more competitive market.  In the research, Viard studied several hundred AT&T telephone contracts for big 800-number users.  He traced the history since 1993 to 2003 and saw that after portability, a regulation made in ’93 allowing customers to take their numbers with them even if switched their telephone service providers, the cost of 800-numbers fell.  Here, Viard concluded “that when switching costs were high, prices were higher.  Lower switching costs led to lower prices.”


Yet, his findings are stretched to an extent because the reason for his outcome was due to the fact that there were many new customers and as a result a high-growth in the market.  Viardi concludes that “If switching costs do lead to higher prices, regulators will want to institute rules to reduce such costs for the consumer.”  This statement then leads us to the fact that the FCC has made the move to allow cellular phone portability and, therefore, lower switching costs to consumers.
This item relates to the class because it deals with the “Profits and Switching Costs” topic discussed on September 1, 2005.
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