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Abstract
“Lock-in customers and lock-out competitors” is an important strategy for software vendors, who
attempt to lock in customers by creating substantial cross-vendor switching costs. This paper
examines whether such a lock-in strategy will indeed, as commonly believed, benefit proprietary
software vendors. Developing a two-period duopoly model in which customers are heterogeneous in
their preferences and willingness-to-pay, we find that the answer could be either way. We derive
conditions under which the lock-in strategy either benefits or hurts software vendors. When
proprietary software competes against open-source software, lock-in strategy actually hurts the
proprietary software vendor. But if the competition is between two proprietary software vendors,
lock-in strategy is beneficial under the following two conditions: (i) the customers’ willingness-to-pay
is high, and (ii) the relative dispersion of customers’ willingness-to-pay is broad. Lock-in is found to
be socially undesirable because it always reduces social welfare, though certain customers may be
better off with lock-in. Finally, this study shows that the lock-in strategy works differently for
different types of customers in the software market (i.e. foresighted vs. myopic customers).
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