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A b stract: This paper presents the calculation of the switching costs based on the previously developed
model providing analysis for the mobile telephony market in the Republic of Macedonia for period from 2005 to
2015. Based on an administered questionnaire to various customers of the mobile telecommunication industry in the
country, we find that the so called “Lock-in* affects the switching costs, being in close relation to the market
competition. The analysis shows different stages of the competition on the mobile market and proposes some
appropriate regulatory tasks.
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»3AKJIYUYYBABE“ O] KOPUCHUIUTE - KIYYEH EJJEMEHT BO TPOIIOHUTE 3A IPOMEHA
HA MOBUWJIEH OITIEPATOP BO PEIIYBJIMKA MAKEJJOHHUJA

AmncrtpacxkT: Bo oBoj Tpyn ce mpeseHTHpa NPETXOJHO Pa3BUEH MOJEN 3a IPEcMeTKa Ha TPOIIOLUTE 3a
[POMEHa Ha OIepaTop, HAATPaJeH CO aHAIW3a Ha Ma3apor 3a MoOuiHa TenedoHuja Bo Penybnnka MakeqoHuja BO
nepuoznot ox 2005 po 2015 roauna. Bp3 ocHoBa Ha npamanHuK WTO Gemle AUCTPUOYHPaH 10 Pa3IuuHU KOPUCHULHU
Ha MOOMJIHUTE KOMYHHKALUCKH YCIYTH BO Jp)KaBaTa, KOHCTAaTHPaBME JeKa TAKaHAPEUEHOTO ,3aKIydyBame' Ha
KOPHCHHUIIUTE BIIHjae BP3 TPOIIOLKMTE 3a IPOMEHA Ha ONepaTop, IITO MaK € BO TECHA PeJlallhja Co KOHKypEHIUjaTa Ha
ma3apoT. AHalu3aTa U IIOKaKyBa Pa3IMYHATE HABOA Ha KOHKYPEHIIHMjaTa Ha I1a3apoT Ha MOOWIHH KOMYHHKAIIHH,
HpH LITO CE MPeUIaraaT U COOBETHH PEryIaTOPHH aKTUBHOCTH.

Kﬂy'-[l-l]/l 360POBI/IZ TPOLIOLH 3a IIPOMEHA Ha ONIE€PaTOp; EMIIMPUCKU MOJICII; PEryjlaTUBa; OAHCCYBAkhE¢ HA KOPUCHULIUTE,

BEPHOCT; KOHKYPEHIIHja

1. INTRODUCTION

Consumers on many markets for particular
products or services face significant costs when
moving to the product or service offered by a com-
peting company. The most general feature related
to the products or services offered on particular
market is the so called consumer’s "Lock-in",
which occurs when the consumer continues to use
the product or service of a certain brand even when
the same product or service offered by a competi-
tive brand is cheaper [1]. An important benefit of

"Lock-in" the consumer is that the companies are
allowed to charge the prices above the marginal
costs. A basic way to "Lock-in" the consumer is
through the switching costs expressed in the form
of human and physical capital that each customer
invests to purchase a certain brand. It is necessary
to highlight the fact that each brand operates on a
standard that may not be compatible with the stan-
dards embedded among the competing brands.

This paper relies on the empirical research
developed by Shy [2] that offers a model to pre-
cisely calculate the switching costs through the
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observed prices and market share. Even there are
vast of theoretical works in different industries re-
lated to this problem [3], empirical works are diffi-
cult to find. The empirical model is presented in
Section 2. It is then tested with the actual data for
the mobile market in the Republic of Macedonia
for the period 2005-2015, when different stages on
the market can be easily recognized. Section 3 pre-
sents the results and provides the appropriate dis-
cussion. Finally, section 4 examines the calculated
switching costs based on the customer behavior
with respect to “Lock-in” and provides some ap-
propriate recommendations for activities in the fu-
ture. Section 5 concludes the paper on how con-
sumers can benefit from the competition.

The goal of the work is not only to calculate
the consumers’ switching costs for the existing
mobile operators on the market in different stages
of market development, but also to identify the ra-
tional behind the numerical values and the par-
ticular calculated switching costs. Also, the work
locates some switching barriers and proposes ap-
propriate regulatory activities.

2. EMPIRICAL MODEL

Direct measurement of the switching costs is
a complex procedure. The implemented Shy’s mo-
del offers a “quick and easy” methodology for es-
timation based on the observed variables [2]. His
innovative approach allows the calculations of the
switching cost without using any econometrics.
The methodology enables calculation solely as a
function of the prices / fees and market share. The
methodology assumes that the companies involved
in the price competition recognize the switching
cost for the consumers and therefore maximize
their prices. These prices are subject to the restric-
tion that no other company will decide it is profit-
able to lower its prices in order to subsidize the
switching cost of its consumers. Thus, the switch-
ing cost specific for that brand is calculated as a
function of the observed prices and market share.

The model starts with the assumption that the
prices of each company satisfy the Undercut-proof
Property [2], so no company can increase its re-
venues by undercutting the rival company and no
company can increase its price without being pro-
fitably undercut by the competing company. This
model was adjusted to different developing phases,
specifics and parameters of the mobile telephony
market in the Republic of Macedonia and was

validated through calculation of the switching costs
based on real data, leading to relevant conclusions.

If we define S; to be a switching cost of a i-
company consumer and assume that all S; (I = 1,...,
I) are known to all companies and consumers, then
each company i # I takes the price charged by i-
company p;as known and sets maximal p; to satisfy

T =piNi 2 (pi — SH(IN; + N, (D

where:
7; stands for the revenues of i-company,

mystands for the revenues of /-company,

S; is a cost of i-company’s customer to switch
into /-company,

p; is a price charged by i-company,

pris a price charged by I-company,

N; denotes the number of i-company’s customers,

N, denotes the number of /-company’s custo-
mers.

Therefore, every i-company maximizes its
price p; so that I-company will not find undercut-
ting as profitable. Because all prices are observed,
unobserved switching costs of the consumers of
each company can be calculated. By solving (1) as
equality, S;becomes

Si=p,‘—N[p1/(Ni+N1),I€{1,...,1—1}. (2)

Equation (2) represents the switching cost for
i-company’s consumers as a function of the prices
set by i-company and /-company and the size of
the market share of each company. This determines
the switching costs of /-company’s consumers. The
company with the lowest market share (the I-com-
pany) assumes that it is the target of company 1,
who first appeared on the market. Therefore, the I-
company sets the price p; that would make under-
cutting its price by company 1 unprofitable:

= piN, = (p;— S)H(Ni + N)). 3)

Since the price p; is observed, the unobserved
switching cost S; is calculated from (3) in the case
of equality as:

Si=pi—Nipi/ (N1 + N)). 4

However, in reality consumers may not have
the same switching costs. If the switching costs
reflex the training or learning by doing, then the
switching costs will be higher for those customers
who have high value of time (they use the same
brand for longer time), probably as result of higher
income.

J. Electr. Eng. Inf. Technol. 1 (1-2), 83-91 (2016)
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3. FITTING THE MODEL INTO ACTUAL
MARKET CONDITION

In this section we use the model presented in
the previous section to calculate the switching
costs for the mobile telephony market in the Re-
public of Macedonia. The calculations reflex dif-
ferent phases on the mobile telephony market dur-
ing a decade. Only the market shares of the mobile
operators existing on the market in the specific pe-
riod are used for the calculation. Particularly, the
calculations use as input data the market shares in
subscriber number and revenues.

3.1. The period of monopoly

Mobile telephony as a service in the Republic
of Macedonia was offered in September 1996 by
organizational unit "Center for mobile telephony"
which functioned within the Public Enterprise
"PTT Macedonia". After the separation of the
postal activities from the telegraph and telecom-
munications, within the JSC (Joint Stock Com-
pany) owned by the state, it started to prepare for
privatization named "Makedonski telekomuni-
kacii". On January 15, 2000, the Government of
the Republic of Macedonia and the consortium led
by the Hungarian telecommunication operator
"MATAV" signed a contract for sale of shares of
JSC "Makedonski telekomunikacii”", making
"MATAV" in the register of shareholders of
JSC"Makedonski telekomunikacii" as the owner of
51% of the shares. Today "MATAV" is Magyar
Telekom Group and is a part of the international
Deutsche Telekom.

The mobile activity center of JSC "Makedon-
ski telekomunikacii" was transferred to JSC "Mo-
bimak" on June 4, 2001. The new company pro-
vided only mobile telephony services and data
transmission over a cellular communication net-
work, based on signed concession agreement. In
2006, JSC "Mobimak" rebranded into "T-Mobile
Macedonia" and became part of the international
group "T-Mobile".

3.2. Entry of a second mobile operator

The period of monopoly was terminated on
November 22, 2001, when the Minister of Trans-
port and Communications of the Republic of Ma-
cedonia grant a concession for the provision of
public mobile telecommunications services and
networks to "MTS" Mobile Telecommunications
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Services Inc., which was wholly owned by the
Greek Telecommunications Company SA "OTE".

The commercial launch of the mobile services
was in June 2003 under the brand "Cosmofon". In
April 2009 the Greek Telecommunications Com-
pany SA "OTE" totally sold the company in Mace-
donia to Slovenian telecommunications company
"Telekom Slovenia", which continued to provide
mobile communications networks and services.
Since November 11, 2009, the company started to
provide also fixed telephony services and digital
broadcasting DVB-T on under the brand "ONE".

Switching costs in a period of duopoly. The
presented empirical model in section 2 is used to
calculate the switching costs for each of the two
mobile operators "Mobimak" and "Cosmofon".
Table 1 presents the calculated results based on the
Cullen International Report 2 — Country Compara-
tive Report “Supply of services in monitoring of
South East Europe — telecommunications services
sector and related aspects”, June 26, 2006 [4]. It
was used to observe the market share (by sub-
scriber data base — where N stands for number of
subscribers) and the revenues 7 (in Euros) of each
company existing on the market. The calculated
price p set by each company and the switching cost
S are presented in euros.

Table 1
Status on mobile market (31. 12. 2005)

N T (€) p®© S©
“Mobimak‘ 877,142 70,443,528.45 80.31 64.45
“Cosmofon” 384,186 20,007,406.50 52.07 -3.77

The estimated switching costs for the operator
"Mobimak" consumers are higher than the switch-
ing costs for the operator "Cosmofon" consumers,
since the former already uses network effects of its
realized subscriber pool in contrast to the latter, as
presented in Figure 1.

In order to check the validity of the estimated
switching costs, it is necessary to identify the costs
a subscriber faces when he/she replaces operator
"Mobimak" with operator "Cosmofon" and vice
versa. In the observed period, the subscriber had
the following costs:

e costs in the amount of one-time fee for ser-
vice usage and

e costs because of his lost time due to the
change of subscriber’s calling phone number.
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Fig. 1. Switching costs in period of duopoly

Given the pricelist of the operators, the cal-
culated value of the switching costs are within the
applicable prices and market conditions.

The negative value of the switching cost for
the operator "Cosmofon" subscribers only confirms
that in the observed period the number of the pre-
paid subscribers is dominant in the total number of
the subscribers. It is a consequence of the opera-
tor’s business model and policies and resulted in
low costs for switching from this operator.

3.3. The third mobile operator

The use of radio frequencies for the third mo-
bile operator in the Republic of Macedonia was
published in October 2006 through. The Agency
for Electronic Communications in March 2007 is-
sued an approval to “Mobilkom Austria” for usage
of radio frequencies for mobile telephony for a pe-
riod of 10 years with a possible extension of the
approval at least once for a period of 10 years. The
third mobile operator in Macedonia began its
commercial operation in September 2007 under the
brand "VIP operator".

All three mobile operators began their com-
mercial launch on the GSM (2G) technology plat-
form. By decision of the Agency for Electronic
Communications from 1.12.2013, all three mobile
operators have gained approval for radio frequen-
cies for LTE valid for 20 years and an obligation
for commercial launch of 4G technology services
within 9 months of authorization receipt.

Switching costs in the beginning of the work
of the 3rd operator. The switching costs for each
of the three mobile operators "T-Mobile", "ONE"
and "VIP", only 3 months after the commercial
launch of the third operator on the market and the
relevant network parameters are presented in Table
2. The market share observations are based on
source [5] from 31.12.2007. The price p set by

each company and the switching cost S for the cus-
tomers of each company, are calculated using the
empirical model from section 2 and are presented
in euros. The results show that the customers of
each company have different values of switching
costs when moving to other operator from the ex-
isting two companies.

Table 2
Status on mobile market (31.12.2007)

Operator ~ “T-Mobile” “ONE” “VIP”
N 1,212,610 592,970 141,136
7 (€) 152,876,032.14  57,681,066.36 1.463,232.93
p(© 126.00 97.27 10.36
S (€) (T->V) 124.92 (0->V)95.28  (V->T)-102.50

(T->0) 94.05 (0->T) 12.65  (V->0) —68.20

It is obvious that immediately after the entry
of a new operator on the market, the highest
switching costs have subscribers who choose to
exit operators "T-Mobile" and "Cosmofon" and
switch to the new operator "VIP", as shown in Fig-
ure 2.
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Fig. 2. Switching costs on the beginning of the work
of the 3 operator

This is confirmed by the results of the empiri-
cal model. So, the cost of switching the second op-
erator appeared on the market (i.e. "Cosmofon")
into the newest operator "VIP" are higher than the
switching cost of the oldest operator "T-Mobile"
This explicitly shows the impact of the network
effect (the size of the subscriber base of the "T-
Mobile").

In the period of observation, two older op-
erators on the market have started to conclude sub-
scriber agreements with their consumers. These
agreements included subsidies for mobile handsets.

J. Electr. Eng. Inf. Technol. 1 (1-2), 83-91 (2016)
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The amount of the calculated switching cost is in-
creased compared to the one of 31.12.2005 due to
the following costs:
® costs in the amount of one-time fee for ser-
vice usage,

e costs because of lost time due to the change
of subscriber’s calling phone number, and

e costs because of the difference to the full
value of the purchased mobile handset.

In the observed period, the "number portabil-
ity", as a subscriber’s right to keep the existing
number when changing operator, has not been im-
plemented, so we have considered the cost related
to the time lost due to change of the subscriber
number.

Switching costs with 3 operators. The market
parameters for three mobile operators "T-Mobile",
"ONE" and "VIP" are shown in Table 3. The
analysis was based on the observations of the mar-
ket share and relevant data from Report 3 -
Enlargement Countries Monitoring Report: ,,Sup-
ply of services in monitoring Regulatory and Mar-
ket developments for electronic communications
and information society services in Enlargement
countries®, from April 2013 [6].

Table 3
Status on mobile market (31.12.2011)

Operator “T-Mobile” “ONE” “VIP”
N 1,151,761 494,877 566,585
n (€) 143,941,153.97 34,655,651.76 34,145,071.25
p (€) 124.90 70.00 60.26
S (€) (T->V)96.90 (0->V)37.84 (V->T)-58.78

(T->0) 103,90 (0->T)-17.36 (V->0)27.63

Four years after the entrance on the market of
the third operator for mobile communication ser-
vices in the country, a decrease in the switching
cost is noticed for the subscribers of all three ex-
isting mobile operators, as presented in Figure 3.

A strong impact of the network effect on the
switching costs is obvious. Namely, with increas-
ing of the subscriber base of the operator "VIP"
closer to the number of subscribers of the operator
"ONE", the costs for “T-Mobile” subscriber (when
switching into one of two other operators) are al-
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most equal. Switching costs for the subscribers of
the oldest operator on the market of mobile com-
munications, "T-Mobile", remain the highest due
to the impact of the network effect.

N

S(€)

N-Subscriber Data-
Switching costs (€)

Operator

Fig. 3. Switching costs on market with 3 operators

In general, subscribers are faced with the fol-
lowing costs:

e costs in the amount of one-time fee for ser-
vices usage;

e costs in the amount of one-time fee for ser-
vice "number portability";

e costs because of the difference to the full
value of the purchased mobile handset, and

e costs due to early termination of a subscriber
agreement.

In the observed period, the operators in the
country begun the procedure named "Lock-in" for
their subscribers, by offering loyalty contract with
duration of two or three years in return to favorable
offer of service packages (benefits with included
call minutes, SMSs and volume of internet traffic
into the monthly subscription) and favorable offers
for mobile handsets. The "number portability"
starts from 1.9.2008, as a subscriber’s right to re-
tain the existing number when changing the op-
erator. The Agency for Electronic Communica-
tions, with its decision from June 2009, calculates
the amount of one-time fee for number portability
as 200.00 denars (3.25 euros, excluding VAT).

3.4. Market’s developments in 2015

The shareholders of the companies "Make-
donski telekom" and "T-Mobile" have agreed to
merge "T-Mobile" with "Makedonski telekom" on
their meeting in June 2015. So, starting July 1%,
2015, "Makedonski telekom" and "T-mobile" ba-
came officially one company called "Makedonski
Telekom" AD, which also provides mobile com-
munication services.
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The group "Telekom Austria" - owner of the
"VIP operator" and the group "Telekom Slovenia"
— owner of the operator "ONE" concluded an
agreement to merge their daughter companies in
October 2014. According to that agreement, the
group "Telekom Austria" has 55% share capital
and control over a newly created company, while
the group "Telekom Slovenia" has 45% of the
stakes. The newly created company called
"one.Vip" has started October 1%, 2015, providing
mobile communications services in the country, as
a legal successor of the operators "ONE" and
“VIP”.

Table 4
Status on mobile market (31.12.2015)

N 7 (€) PE S©
Makedonski
telekom 1,001,578 46,291,596.00 46.22 13.88
one.Vip 1,082,005 67,403,023.00 62.29 40.07

At the end of 2015, only two mobile opera-
tors, "Macedonian Telecom" and "one.Vip", were
on the market. Table 4 presents the relevant market
parameters based on the “Annual report for market
developments in the Republic of Macedonia in
2015 [7].

After the merging, the new mobile operator
"one.Vip" continued to supply the same packages
and services that the both operators offered before
the merging. This had an effect of doubled offers.
The calculated results show the true effect of cus-
tomer’s "Lock-in" through loyalty agreements with
duration of one or two years in return to the favor-
able offer for the service packages (benefits in in-
cluded call minutes, SMSs and volume of Internet
traffic into the monthly subscription) and for the
mobile handsets.

The fact that even after the merging, the op-
erator “one.Vip” impacts the market (as two sepa-
rate operators versus its competitive operator), re-
flects in significantly higher switching costs with
relatively small differences in the subscriber base.
Therefore, the merging of the operators has a nega-
tive effect on the development and encouragement
of the competition. From regulatory aspect, the
case is trivial since it is step back instead of step
forward.

3.5. Analysis of switching costs for “T-Mobile”

Since mobile operator “T-Mobile” is present
on Macedonian mobile market for almost 20 years,
it is interesting to analyze the behaviour of the
switching costs for its subscribers in relation to its
subscriber data-base over the studied period. The
trends are shown in Figure 4.
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Fig. 4. Subscriber data-base vs. switching costs
for “T-Mobile”

The graph shows that the network effect has a
great influence over the switching costs for con-
sumers of “T-Mobile”. Also, the graph clearly pre-
sents a distinction between those costs which may
arise from legitimate commercial customer reten-
tion strategies (period 2005-2014) and those that
may arise due to the market failure, as it happened
in the middle of 2015.

4. SWITCHING COSTS AND CUSTOMER’S
“LOCK-IN”

The presented market characteristics and per-
formed calculations for realistic scenarious defines
the dependances and results for the switching
trends and barriers. The following subsections pro-
vide some resulats and conclussions.

4.1. Materials and methods

We have used a survey with a structured
questionnaire to test the relation between the
switching costs and the customer’s “Lock-in”.
Customers of all three mobile operators were sam-
pled for the study. The study was performed during
the distortion market period. The implemented re-
search instrument was a structured questionnaire.
The design of the questionnaire benefited from the

J. Electr. Eng. Inf. Technol. 1 (1-2), 83-91 (2016)
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extant literature dealing with the effects of switch-
ing costs and barrier on consumer retention [8].

The research instrument attempted to isolate
and emphases on consumer satisfaction and reten-
tion, as well as on switching barriers. The study
has used a 5-points Likert’s scale [9] ranging from
“strongly agree” to “strongly disagree”. The ques-
tionnaire was divided into three main sections. The
first section dealt with the general demographic
data, the second with the consumer behavior and
satisfaction and the third section with the switching
of an operator. The received data were analyzed
using the SPSS (Statistical Package for the Social
Sciences) computer package [10].

4.2. Results and discussion

The demographic data through the distribu-
tion of the respondents’ age, sex and the number of
members in the household are presented onTable 5.

Table 5
Demographic data
Frequency Percent (%)
Gender
Male 23 38,3
Female 37 61.7

Age group (years)

<20 0 0.0
21-30 12 20.0
31-45 28 46.7
45 -60 18 30.0

> 60 2 33

No. of members
in the household

1 1 1.7
2-4 54 90.0
>4 5 83

The study uses a convenient sample, which
has a total of 60 subjects (23 male and 37 female).
All respondents were aged from 21 to over 60
years (mostly covered respondents are in the cate-
gory of 31 to 45 years). Even though it is not a part
of the goals of this research, it can be concluded
that all of them belong to the working population
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with regular sources of income. The sample in-
cludes respondents with secondary (4 cases) and
higher education (56 respondents). Most of them
work in private companies (44 respondents). Also,
the survey includes respondents who work in dif-
ferent sectors (economy, health and education).
According to the amount of the total household
income, most of the respondents are in the cate-
gory with turnover over 60,000.00 denars (27 re-
spondents). Most of the respondents live in house-
holds with 2 to 4 members (54). Only 5 respon-
dents live in family households where there are
more than 4 members, while 1 respondent lives
alone or in a household of 1 member.

All respondents use mobile communication
services of all three mobile operators more than
three years: 30% of the respondents are operator
“ONE” consumers, 50% of the respondents are
operator “T-Mobile” consumers and 20% of the
respondents are operator “VIP” consumers.

The questionnaire analysis leads to some con-
clusions and observations:

e The number of post-paid customers prevail
the number of pre-paid consumers (ratio 95:5
(%)), which also confirms the effect of cus-
tomer’s "Lock-in" since operators use loyalty
agreements with duration of 1 or 2 years in
return for favorable offer of service packages
(benefits in included call minutes, included
SMSs and included volume of Internet traffic
into the monthly subscription) and favorable
offers for products, such as mobile handsets,
TV-sets, IT equipment, etc.

e Mobile communication services are used
more for business (66.66% of the respon-
dents) than for private purposes (31.67% of
the respondents), which is in line with the
dominance of post-paid customers related to
the prepaid ones.

e Number of consumers of all three mobile op-
erators who didn’t switch their operator in the
last two years is higher than the ones who did
switched their mobile operator in the last two
years. The ratio of frequencies of not
switched compared to frequencies of did
switched is 41:18.

e The largest number of respondents who an-
swered negatively the question: "Have you
tried to change your mobile operator in the
last two years?" use mobile communication
services of the same mobile operator as the
members of their family. Consumers respond
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positively to their mobile operator with a rec-
ommendation the same mobile operator to the
members of their family, and thus potentially,
increase the number of users of that mobile
operator.

e The reasons for not switching the mobile op-
erator vary and depend on the customer pref-
erences. Table 6 shows the received answers
on the question: "What was the main reason
not to change mobile operator?"

Table 6

Responses on the question: "What was the main
reason not to change mobile operator?”

Answer Percent (%)

Subscriber agreement does not allow to switch

the operator 7.5
The current operator has the best offer 42.5
Switching doesn’t mean big benefit 20
Switching costs are too high 5
Hard to decide which operator is the cheapest 25
Other 22.5

Users do not change the operator of mobile
communication services when they are satisfied
with the offer of the current operator, as most of
the participants answered, and when they have
signed a subscriber agreement with mandatory du-
ration with the current operator. Also, a significant
number of the respondents believe that the benefits
that they would have with the operator change is
insignificant, pointing to the fact that operators use
similar strategies in attracting and retaining the
customers. Satisfied users return to their operator
by re-selection of the same operator. Also, users
shall respond positively to the mobile operator
with their recommendation the same mobile op-
erator to the members of their family, friends and
relatives, and thus potentially increase the number
of users of that mobile operator.

However, a valuable percent (5%) of the re-
ceived answers is from the respondents who an-
swered that they didn’t changed their mobile op-
erator because of the switching costs and because
activities for changing the mobile operator are too
long and complex. This should be a sign for the
regulatory body in the country to take appropriate
activities in a direction of revision of the current
procedures for operator switching. Often, it is a

regulation for number portability, as well as regu-
lation for end users rights protection and analysis
and regulation for operator offers and prices on
retail level. The focus should be on a duration of a
procedure for number portability and in minimiza-
tion of any barriers into subscribers’ agreements
that affect the user's right to switch the operator:
determining the maximum duration of the manda-
tory period of duration for the subscriber contract,
elimination the possibilities for automatic exten-
sion into a new commitment period after the expi-
ration of the subscriber contract with mandatory
duration, educating consumers about their rights.

The major contribution of this analysis is the
conclusion related to the existence/absence of the
possibility to switch the mobile operator for all
customers on their free will. The switching costs
have negative impact on customer’s decision to
switch the mobile provider. However, the cus-
tomer’s data base — network effect — has positive
effects on the customer retention.

5. CONCLUSIONS

The level and complexity of changing the
provider is a key indicator for the welfare and
prosperity of customers and it is a significant factor
influencing the overall development of competition
on the retail markets [11]. The ability and the will-
ingness of the consumers to switch the service pro-
vider is critically important because effective com-
petition provides increased choice and lower prices
for consumers, as well as adequate quality and in-
novation.

The paper shows the relation between the
level of the competition and the switching costs on
the mobile market in the country within the period
of 10 years. Also, it stresses some weak points in
the switching procedures and suggests appropriate
regulatory activities in the near future. The pre-
sented analysis was based on analytical model and
survey, which tests the results of the model.

To benefit from the competition, the consum-
ers must be confident that they have a choice and
that they can benefit from that choice. In cases
where there is no such confidence, consumer may
decide not to switch the provider. The reduction of
the consumer’s confidence in the switching proce-
dure may additionally block the switching deci-
sion. This can weaken the process of the competi-
tion and consumers can not benefit from the com-
petition as expected.

J. Electr. Eng. Inf. Technol. 1 (1-2), 83-91 (2016)



Consumer’s “Lock-in” — A key element of the switching costs in mobile telephony in the Republic oF Macedonia 9]

(11

(21

(31

(41

REFERENCES

Monitoring consumer markets in the European Union in
2015 — Final Report, January 2016, http://ec.europa
.eu/consumers/consumer_evidence/consumer_scoreboard
s/market_monitoring/index_en.htm

O. Shy: A quick-and-easy method for estimating switch-
ing costs, International Journal of Industrial Organi-
zation, 20, pp. 71-87 (2002).

J. Farrell, P. Klemperer: Coordination and Lock-in:
Competition with Switching Costs and Network Effect,
Handbook of Industrial Organization, Volume 3, pp.
1970-2072, 2007.

Cullen International Report 2 — Country Comparative
Report Supply of services in monitoring of South-East
Europe — telecommunications services and related as-
pects, June 26, 2006, http://www.cullen-international.
com/asset/?location=/content/assets/research/studies/200
5/08/report2comparative.pdf/report2comparative.pdf

Cullen International Report 2 — Enlargement Countries
Monitoring Report Supply of services in monitoring regu-
latory and market developments for electronic communi-
cations and information society services in Enlargement
countries, September 30, 2008, http:// www.cullen-
international.com/asset/?location=/content
/assets/research/studies/2008/09/enlargement-countries -
monitoring-report-1.pdf/enlargement-countries-moni-
toring-report-1.pdf

Ciiuc. Enexiupoivexn. Ung. Texnon, 1 (1-2), 83-91 (2016)

[6]

[7]

[8]

[9]

[10]

[11]

Cullen International Report 3 — Enlargement Countries
Monitoring Report Supply of services in monitoring
regulatory and market developments for electronic
communications and information society services in
Enlargement countries, April, 2013, http://www. cullen-
international.com/asset/?location=/content/asse-
ts/research/studies/2011/11/enlargement-countries-mo-
nitoring-report-report-3.pdf/enlargement-countries-moni-
toring-report-report-3.pdf

Annual report for electronic communications market
developments in the Republic of Macedonia, http://
aek.mk/mk/dokumenti/izveshtai/godishni-izveshtai-za-
analiza-na-pazar/item/1933-godisen-izvestaj-za-razvoj-
na-pazarot-na-elektronski-komunikacii-vo-rm-za-2015

V. Stan, B. Caemmerer, R. Cattan-Jallet: Customer
loyalty development: The role of switching costs, The
Journal of Applied Business Research, 29, 5, 1541-1554
(September/October 2013), http://cluteinstitute.com/ojs/
index.php/jabr/article/viewfile/8069/8123

Rensis Likert: A technique for the measurement of
attitudes, Archives of Psychology, 140, 1-55 (1932),

SPSS (Statistical Package for the Social Sciences)
computer package http://www.ibm.com/analytics/us/en
/technology/spss/

“BEREC Report on the consultation on the best practices
to facilitate switching”, BoR (10) 34, October 2010, http:
/Iwww .berec.europa.eu/eng/document_register/subject_m
atter/berec/reports/186-berec-report-of-the-consultation-
on -the-best-practices-to-facilitate-switching-bor-10-34.






