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In three experiments and a field survey we show that when customers of an on-going service are engaged in multiple-payments

program for a supplementary product, they perceive these payments as switching costs, which fade over time, and increase defection

intentions. This psychological lock-in experience is demonstrated beyond actual financial constraints.
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EXTENDED ABSTRACT
Many service providers offer their customers supplementary-

products that are related to their core services (e.g.  an Internet service 
provider (ISP) that offers a router). In many of these cases, customers 
choose to pay for supplementary product in multiple-payments. In 
this study, we show that the payment method for the supplementary, 
product has a substantial effect on customers’ likelihood of defecting 
from the service provider. Specifically, we show that when custom-
ers pay for a supplementary product (e.g., a handset) in multiple-
payments rather than in a single payment, defection rates from the 
core service provider (e.g., cellular provider) increase over time. 

From a pure economic perspective, once the decision to pur-
chase a product has been made, consumers should consider its cost 
as a sunk-cost, regardless of the payment mechanism chosen. Thus, 
the payment method for the product should not influence consum-
ers’ decision to leave the service provider. We propose that multiple-
payments create a psychological lock-in experience, which dissolves 
over time, as the payments are made. Thus, the magnitude of these 
switching costs diminishes over time. Hence, we refer to these costs 
as temporal switching costs. This decrease in perceived switching 
costs results in an increase in the customer’s tendency to defect from 
the core service provider over time. 

We find that the counter-intuitive effect of multiple-payments 
on customers’ defection decisions holds even when the supplementa-
ry-product is universal and can be used under a new service provider, 
thus ruling out the alternative explanation that customers refrain from 
switching to a new provider due to their concern of incurring addi-
tional expenses. Finally, we show that customers’ increasing likeli-
hood of defection over time in the presence of multiple-payments 
occurs above and beyond customers’ fundamental satisfaction with 
the incumbent provider. 

In Study 1 we compare defection intentions over time between 
customers paying for a service-related supplementary product in 
multiple-payments versus customers who pay for the same product 
in a single lump sum. Student participants (n=202, Mage=30.9) read 
a scenario in which they had joined a cellular provider’s service 
program and purchased a handset. Participants were each randomly 
assigned to one of five time-duration manipulations, indicating the 
assumed number of months that have passed. Half the participants 
were told that the handset was to be paid for in equal monthly pay-
ments, while the remaining participants were told that the handset 
was paid for in a single payment. Participants were asked to report 
their intentions to defect from the service. 

Slopes analysis (Spiller et al. 2013) to test the slope of defec-
tion intentions for each payment method condition (single-payment 
versus multiple-payments) reveals that the slope of defection in-
tentions for the multiple-payment condition was positive and sig-
nificant (β=0.178; t(198)=3.980, p<.001), and the slope of defection 
intentions for the single-payment condition was not significant 
(β=0.038; t(198)=1.050, n.s.). 

Study 2 examines whether the defection pattern observed 
among customers engaged in multiple-payments resembles that of 
customers faced with a classic switching cost, namely an exit penal-
ty. Participants (n=292, Mage=33.8) read a scenario in which they had 
joined a fitness center, and purchased a “shape meter” (a personal 
device that records the user’s exercise parameters) for an additional 
sum of $500. Participants were each randomly assigned to one of six 
time-duration manipulations, which indicated the assumed number 

of months since their purchase. Half the participants were told that 
they had paid for the “shape meter” in a single payment, and should 
they leave the center before a certain period they will be charged a 
penalty fee, which decreases with their tenure with the center. The 
other half were told the “shape meter” is paid in equal monthly pay-
ments, and that if they decide to leave they will need to make the re-
maining payments. Participants were asked to report their intentions 
to defect from the service. 

Slopes analysis (Spiller et al. 2013) results show a significant 
effect in both cases of contract terms (for the multiple payments con-
tract: β=0.727; t(292)=2.479, p<.02, and for the classic switching costs 
contract: β=0.935; t(292)=3.461, p<.001), Suggesting that customers’ 
perceptions of multiple payments are similar to their perceptions of a 
classic decreasing switching cost.

In Study 3, M-Turk participants (n=240, Mage=34.4) read a sce-
nario in which they had purchased a coffee-machine for their office 
from a company that also provided ongoing-coffee-supply-services. 
Participants were each randomly assigned to one of six time dura-
tion manipulations, which indicated the time that have passed. Par-
ticipants were told that switching to the new coffee-supply-service-
provider would not require purchase of new equipment. Participants 
reported their defection intentions and the extent to which they felt 
tied and bound to their current provider. 

Regression results show that duration was a significant posi-
tive predictor of defection intentions. Importantly, mediation analy-
sis was conducted (Model 4), using bootstrapping mediation tests 
(Preacher, Rucker, & Hayes, 2007) with 5,000 replications. We find 
that the effect of time duration on participants’ defection intentions 
was positively mediated by participants’ lock-in perceptions (95% 
CI: .0007 to .0229).

Finally, in Study 4, we surveyed 290 M-Turk participants cur-
rently engaged in various multiple-payment programs for handsets 
supplied by their cellular providers. Participants reported the num-
ber of payments already paid, intention to defect from their current 
service provider and satisfaction from their provider. Regression re-
sults show that the percentage-of-payments-paid predicted defection 
intentions above and beyond customer satisfaction (F(2,285)=65.47, 
p<.001).

This research links customers’ chosen payment method to their 
decision to defect from a service provider. We demonstrate how 
multiple payments for a supplementary, service-related-product af-
fect customers’ decisions to defect from the core service provider, 
resulting in an increase in customers’ defection rates over time. This 
underexplored phenomenon provides a more complex perspective on 
the findings of past studies, according to which a customer’s like-
lihood of defection typically decreases over time (e.g. Gupta and 
Lehmann 2005; Schweidel, Bradlow and Fader 2011). These studies 
generally took place in settings that did not involve switching-costs, 
assuming that customers were free to defect from their providers at 
any time. Our results have important implications for service provid-
ers’ managers as well as for regulators, who aim to reduce switching 
costs in markets.
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