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Customer acquisition and retention are two phases of an e-commerce life cycle. Switching costs and
perceived risks affect both, but in different ways. This study examines these two well known, often
contradicting variables in an integrated frame work and asks: Can perceived risks complement
switching costs to give rises to new customer loyalty strategies for e-commerce enterprises? That is,
do these two negative forces positively reinforce each other’s effects in some manner? This study
investigates 516 online consumers in Taiwan to help answer this question. The findings of this study
reveal that perceived risks associate negatively with customer loyalty, whereas switching costs
associate positively with customer loyalty. In addition, perceived risks and switching costs complement
each other to influence customer loyalty from acquisition to retention. The reduction of perceived risk
is the force working at the customer acquisition phase for the provider, whereas the increment of
switching cost works at the customer retention phase against the competition.
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INTRODUCTION

Businesses have a long history of using switching costs
to retain customers (Roos and Gustafsson, 2007;
Wieringa and Verhoef, 2007). They learn to manage per-
ceived risks in their attempts to acquire new customers.
However, the field seldom explores the common ground
of these two forces to investigate how managing one may
positively reinforce the effect of the other to impact cus-
tomer loyalty. The common ground, as it turns out, can be
as simple as the fact that customer acquisition and
retention are but two stages of the same life cycle of the
business relationship — customers accepting the provider
and then staying with the provider (Xue et al., 2006). For
example, perceiving a risk at the beginning of buying,
customers try to reduce it by relying on recommendations
(Cunningham, 1967; Midgley, 1983), searching for
additional information about the purchase (Beatty and
Smith, 1987; Cox, 1967), or favouring domestic brands
(Locander and Hermann, 1979). These cues can mitigate
perceived risks for information asymmetry and increase
purchase intention to the provider (Soopramanien et al.,
2007; Mitchell, 1999; Park and Kim, 2003; Pires et al.,
2004).

Switching cost is the other factor to influence customer

loyalty (Caruana, 2004; Jones et al., 2007). It can be built
into e-commerce in two ways: one is value provided to
customers over transaction; the other is overall costs
reduction for customers, such as less search costs, risk
costs, and transactions costs. Hence, the reduction of
perceived risks can increase switching costs to the
provider (Rust and Kannan, 2003). Moreover, such
switching costs can lock in customers against competition
because customers will have relatively high perceived
risks to other providers (Salam et al., 2003). Thus, the
study expects that switching costs and perceived risks to
be complementary: managing either of these forces may
reinforce the other’s effects at every stage. From the view
of e-commerce life cycle, customers will have relatively
high perceived risks when first contact the provider. On
the other hand, once they accept it and likely stay with it,
switching costs will be a critical factor to deter customers
switching to the competitors (Burnham et al.,, 2003).
Therefore, perceived risks will be the psychological
forces working at the customer acquisition phase of the
life cycle of customer-provider relationships against the
provider; while psychological switching costs work at the
customer retention phase against the competition. The field
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does not yet investigate this possibility.

As such, the primary purposes of this study are three-
fold. First, to extend the previous understanding of how
switching costs and perceived risk affect customer loyalty
to the realm of e-commerce. Secondly, to formulate the
original concept of a complementary relationship between
switching costs and perceived risks towards influencing
customer loyalty. Thirdly, to identify the influences on cus-
tomer loyalty in different stages of e-commerce life cycle.

The next section presents literature review and
hypotheses of this study. Section three illustrates the
research method for the empirical study. Section four
present the analysis of the results of the study, to sub-
stantiate the hypotheses and verify the aforementioned
conceptual analysis. Section five concludes the paper
and reflects on some philosophical issues associated
with switching costs and perceived risks on the internet.

LITERATURE REVIEW AND HYPOTHESES
The definition of complement

The definition of complement from Wikipedia (2010) is: “If
goods A and B are complements, an increase in the
demand for good A results in an increase in demand for
good B. An example of this would be the demand for hot-
dogs and hotdog buns. If the price of hotdogs decreases,
then more hotdog buns would be demanded at any given
price given that the total price of the two goods is lower
than before.” Moreover, Thorbjernsen et al. (2009)
indicate that the complementary effect denotes the goods
serving as complements to other goods. For example,
software is considered to complement for personal
computers. In other words, the availability of software for
Apple Computers is limited, the complementary effect
may impact the decision of whether to buy an Apple
computer or not. As thus, perceived risks and switching
costs can be seen as complements each other in that
both have similar psychological basis and affect
customers’ purchase decision. If the risks of customers’
perception are reduced, this may increase their switching
costs to the provider. On the other hand, when switching
costs to the provider are high for customers, they will
likely intend to stay with the provider, and then the risks
of perception will be down. This mutual interaction, as
discussed previously, can explain the complementary
effect between switching costs and perceived risks.

Switching costs in e-commerce

Switching cost is defined as “the onetime costs facing the
buyer of switching from one supplier's product to
another’s” (Porter, 1980). Therefore, switching cost can
be conceptualized as the perception of the extent of the
additional costs required to terminate the current

relationship and secure an alternative.

Switching costs have been studied broadly in the
service sectors; however, there are some major
differences in nature between online services and offline
services, such as the restrictions of operation time and its
location (Yen, 2010). Hence, online customers will not be
affected by tangible switching costs (for example, set-up
costs, contract costs, learning costs), but may have
intangible switching costs (for example, economic costs
and psychological problems) instead. For example, online
customers are more concerned about searching costs,
history information, and service quality.

Therefore, with respect to the characteristics of e-
commerce, it can be assumed switching costs for online
customers mainly consists of economic costs and
psychological costs.

Perceived risks in e-commerce

Perceived risk refers to the customers feeling uncertainty
about loss or gain in a particular transaction (Lim, 2003;
Jasper and Ouellette, 1994). Perceived risk in e-
commerce has six components from the literature,
including financial risk, performance risk, social risk,
psychological risk, safety risk, and time/convenience loss
risk (Chen and He, 2003; Brooker, 1984; Jacoby and
Kaplan, 1972). Gutiérrez et al. (2010) further discriminate
perceived risks into three types for customer involvement
in online contexts; that is, channel-related risk, product-
related risk, and social-related risk. Since this study
mainly explore the interaction of customers and websites
on the internet, channel-related risk will be suitable for
the measurement of perceived risks in e-commerce.
Therefore, this study refers six components of perceived
risk in e-commerce, as discussed previously, but the
contents are modified for approving channel-related risk.

Customer loyalty in e-commerce

Customer loyalty is “a feeling of attachment to or affection
for a company’s people, products, or services” (Jones
and Sasser, 1995). Dick and Basu (1994) assert that
customer loyalty only exists when repeat patronage
combines with a high relative attitude. As such, customer
loyalty can be seen as an attitudinal construct (Ajzen and
Fishbein, 1980). In addition, So"derlund (2006) employs
repatronage intentions and word-of-mouth intentions as a
subset of loyalty intentions. Such distinction between
action and talk is an important aspect in organizational
theory (Feldman and March, 1981), and is also applicable
to the related studies of e-commerce (Santouridis and
Trivellas, 2010). Hence, this study assumes customer
loyalty in e-commerce can be measured by repatronage
intentions (action) and recommendation to others (talk).
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Figure 1. The conceptual model of this study. (+) positive influence, (-) negative

influence.

Switching costs to customer loyalty

The concept of switching costs associated positively with
customer loyalty is well known. Hence, the first hypothe-
sis (H4) is consistent with the previous understanding in
the field (Chen and Hitt, 2002; Porter, 1980; Roos and
Gustafsson, 2007). H1 do not represent a new result, but
establish a reference point for the study.

H;: Switching costs associate positively with customer
loyalty in e-commerce.

Perceived risks to customer loyalty

The second hypothesis (H,) formalizes results in the lite-
rature (Forsythe and Shi, 2003; Chen and Chang, 2005),
concerning perceived risks associate negatively with
customer loyalty in e-commerce.

H.: Perceived risks associate negatively with customer
loyalty in e-commerce.

The complementary relationship of switching costs
and perceived risks

This study argues that the complementary effect of
perceived risks and switching costs is statistically greater
than the sum of their respective influences on customer
loyalty when employed alone. For this purpose, the study
needs to confirm that perceived risks are negatively
related to switching costs, and the complementary
relationship will yield added influence through perceived
risks’ impact on switching costs as well as on its own to
customer loyalty. Moreover, the study further analyze the
impacts on customer loyalty in different stages: perceived
risks will have higher influence on customer loyalty than
switching costs in the acquisition stage, whereas
switching costs will have higher influence on customer
loyalty than perceived risks in the retention stage.
Therefore, this study brings forth the third, fourth, and fifth

hypotheses (Hs, Hy, and Hs).

Has: Switching costs are negatively related to perceived
risks in e-commerce.

H4: Switching costs and perceived risks will yield
additional impact on customer loyalty beyond their
respective effects when employed alone.

Hs: Perceived risks will have higher influence on
customer loyalty than switching costs in the acquisition
stage, whereas switching costs will have higher influence
on customer loyalty than perceived risks in the retention
stage.

Figure 1 depicts the research framework of the study
discussed previously. The focus is the complementary
relationship between switching costs and perceived risks,
with respect to customer loyalty.

RESEARCH METHOD
Subjects

University students were recruited in the study for three reasons.
First, university students are the greatest proportion of internet
users (Ahn et al., 2004). Secondly, according to the 2004 Taiwan
internet user survey report (http:/survey.yam.com/survey2004/
index.html, 2005), about 40% of internet users in Taiwan are
university students. Thirdly, online customers generally are younger
and better educated than conventional customers, meaning that the
student subjects closely resemble the online customer population
(Lin, 2007). In order to investigate consumer behaviours in different
stages of e-commerce life cycle, Chiao et al. (2008) suggest that
customers who have had a longer relationship with a specific
website can be regarded as relational customers, while customers
with a fairly new relationship can be regarded as transactional
customers. According to this rule, those with a relationship of longer
than three years are regarded as retentive customers, and those
with a relationship of less than one year are regarded as acquisitive
customers in this study.

For data sampling, the study conducted a stratified random
sampling from a renowned private university in Taiwan. Subjects
were drawn randomly from the undergraduate and graduate
students across the management, information, science, and foreign
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Table 1. Demographic characteristics of the sample.

Acquisitive customer

Retentive customer

Type of customer

Frequency Percent Frequency Percent
Gender
Female 160 62.5 163 62.7
Male 96 37.5 97 37.3
Total 256 100.0 260 100.0
Age
19-29 218 85.2 223 85.8
30-40 36 14.0 31 11.9
41-50 2 0.8 6 23
Total 256 100.0 260 100.0
Education
Undergraduate 165 64.5 171 65.8
Graduate 91 35.5 89 34.2
Total 256 100.0 260 100.0
College
Management 65 25.4 63 24.2
Information 69 27.0 72 27.7
Science 62 24.2 66 25.4
Foreign Language 60 23.4 59 22.7
Total 256 100.0 260 100.0

language colleges for the survey. The sampling procedure was
employed to ensure that the sample represents a broad cross-
section of the student population and to avoid sample bias due to
the inclusion of only certain types of students, such as management
students or graduates. Data were collected over a period of two
months. For acquisitive customers data, a total of 280 subjects
responded, of which 24 were deleted due to missing data, and the
valid subjects total 256. Meanwhile, for retentive customers data, a
total of 280 subjects responded, of which 20 were deleted due to
missing data, and the valid subjects total 260. In total, 516 valid
subjects were obtained. The sample reveals that females (62.5 and
62.7%) outnumber males (37.5 and 37.3%), and the majority is in
the 19 - 29 age group (85.2 and 85.8%). Undergraduate students
(64.5 and 65.8%) exceed graduate students (35.5 and 34.2%).
Students in four colleges have close samples (25.4, 27.0, 24.2,
23.4, 24.2, 27.7, 25.4 and 22.7%). The sampling distribution of this
study matches the distribution of the population: the ratio of female
to male is 6:4, the ratio of the 19 to 29 age groups is 85%, the ratio
of undergraduate to graduate is 7:3, and the ratio of four college
students is nearly equal in the university. Demographic data of the
sample are shown in Table 1.

Measuring instruments

The design of the instruments is adopted from proven results in the
literature with necessary modifications in e-commerce. First, this
study revised the scales, 5 items, used in Sharma and Patterson
(2000), which measures switching costs, including economic costs
and psychological barriers, for financial planning services. Next, the
scales of perceived risks, 6 items, used in Chen and He (2003),

which include perceived financial risk, perceived performance risk,
perceived social risk, perceived psychological risk, perceived safety
risk, and perceived time/convenience loss risk. The scales of
customer loyalty, 5 items, used in de Ruyter et al. (1998), which
include repatronage intentions and recommendation to others. This
study measures all items of the study using seven-point scales,
where 1 = “strongly disagree” and 7 = “strongly agree”.

To examine the preliminary instrument for face validity, this study
invited three e-commerce experts who are assistant professors of a
university, to review the survey. They found that the third item of
switching costs, “It is risky to change as the new supplier may not
provide good service”, associated highly with perceived risk; the
fourth item of switching costs, “I would feel frustrated if | terminate
my current relationship with the supplier”, associated highly with
customer loyalty. As thus, the study revised the former to the
statement, “If | switch to the other retailer, the service offered by the
new retailer might not work as well as expected.“; similarly, the
latter revised to “I would feel frustrated if | change”. This result can
ensure the instrument fitting the study. Overall, the variable items of
the study are shown in Table 2.

Reliability and validity test

To verify research constructs of this study, exploratory factor
analysis was conducted (EFA) to refine the measurement (Lin et al.,
2003). First, the study used principle components with varimax
rotation method. The eigenvalue criterion (A>1) determined the
number of factors. According to this rule, three factors were
selected. To further improve the distinction between factors, the
study removed the items that had factor loadings greater that 0.4 on
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Construct Variable

SC1. Overall, it would cost me a lot of time and energy to find an alternative retailer.
SC2. | would lose a lot of information about my transaction history if | change.
SC3. If | switch to the other retailer, the service offered by the new retailer might not work as well as

Switching costs (SC) expected.

SC4. | would feel frustrated if | change.

SC5. Considering everything, the cost to stop doing business with the online retailer and start up

with a new retailer would be high.

PR1. My expected monetary loss resulting from purchase products from the online retailer is high.
PR2. My expected failure of product performance if | buy products from the online retailer is high.
PRS3. If | buy products from the online retailer, | think | will experience high difficulty in gaining social

Perceived risks (PR)

reorganization (from family, friends etc).
PR4. | will feel uneasy psychologically if | buy products from the online retailer.

PR5. | do not think it is safe to buy products from the online retailer.
PR®. | feel uncertainty as to whether the online retailer is time efficient in terms of dealing with the order

and delivery.

CL1. I will recommend the online retailer to someone who seeks my advice.

CL2. I will encourage friends and relatives to do business with the online retailer.
Customer loyalty (CL) CL3. I will do more business with the online retailer in the next few years.

CL4. 1 will give positive comments about the online retailer to other people.

CL5. | will consider this to be my first choice to buy its services on the online retailer.

two or more factors from the measurement (Hair et al., 1998). After
these procedures were performed, we removed 4 items (including
SC2 of switching cost; PR2 and PR3 of perceived risk; and CL5 of
customer loyalty) were deleted in the acquisition stage, and 3 items
(including SC5 of switching cost; PR3 of perceived risk; and CL3 of
customer loyalty) were deleted in the retention stage. Therefore, 12
items across the three factors for customer acquisition data and 13
items across the three factors for customer retention data were
remained for further study, the cumulative variance is 83.739% (for
customer acquisition data) and 86.836% (for customer retention
data); the standardized factor loading of each item is shown in
Table 3.

Scale reliability was measured by Cronbach’s alpha (o). The
Cronbach’s a in Table 3 indicates the reliability of the measurement
constructs employed: specifically, in the acquisition stage, that of
switching costs is 0.81, perceived risks 0.82, and customer loyalty
0.74. However, in the retention stage, that of switching cost is 0.90,
perceived risk 0.92, and customer loyalty 0.82. These numbers
satisfy the general requirements in the field, for example (Nunnally,
1978) suggest a reliability coefficient above 0.7, and Robert and
Wortzel (1979) want the number to be between 0.70 and 0.98.
Hence, these numbers confirm that this study carries good
reliability.

Confirmation factor analysis (CFA) was performed for scale
validity assessment (Anderson and Gerbing, 1988). Convergent
validity can be measured by composite reliability (CR), standardized
factor loadings (SFL), and average variance extracted (AVE); which
typically are required to be greater than 0.8, 0.7, and 0.5,
respectively. As shown in Table 3, some SFLs are under criteria, but
scholars accept tolerantly SFL is higher than 0.5 (Chiao et al.,
2008). Although, the CR value of A-CL is slightly less than 0.8, all of
AVE surpassed the criteria. Thus, this study possesses adequate
convergent validity.

In the test of discriminate validity, Table 4 shows that the AVE
square root of each research variable is larger than the related
coefficients of the variable and other variables. This is a clear case
of positive proof (Fornell and Larcker, 1981). Thus, this study has
adequate discriminate validity.

ANALYSES AND RESULTS
Econometric model and tests

To examine the proposed hypotheses, this study
performed a structure equation modeling (SEM) using
AMOS 17.0, based on multiple criteria: the Chi-square
(x%)/df ratio, the root mean square error of approximation
(RMSEA), the goodness of fit index (GFl), the adjust
goodness of fit index (AGFI), the normed fit index (NFI),
the comparative fit index (CFI), and the incremental fit
index (IFl) (Byrne, 2001). The results are summarized in
Table 5, which shows that all indices are satisfactory: In
the acquisition stage, Chi-square (x°)/df = 2.82; RMSEA=
0.06; GFI= 0.95; AGFI= 0.90; NFl= 0.94; CFI= 0.94; and
IFl= 0.93; meanwhile, in the retention stage, Chi-square
(°)/df = 2.65; RMSEA= 0.05; GFl= 0.97; AGFI= 0.91;
NFl= 0.94; CFl= 0.96; and IFl= 0.95. Therefore, the
goodness of fit for the full model is good.

The relationships among switching costs, perceived
risks, and customer loyalty are shown in Table 5 and
Figure 2. In the acquisition stage, switching costs
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Table 3. Model of research constructs.

Construct and observable variable M (SD) SFL CR AVE Cronbach’s o
Customer acquisition

A-SC 0.87 0.63 0.81
A-SCH 3.43 (0.94) 0.93

A-SC3 3.23 (0.95) 0.89

A-SC4 3.48 (1.01) 0.63*

A-SC5 4.02 (1.12) 0.68*

A-PR 0.87 0.63 0.82
A-PR1 5.30 (1.33) 0.92

A-PR4 5.46 (1.17) 0.90

A-PR5 5.63 (0.98) 0.58*

A-PR6 5.85 (1.03) 0.72

A-CL 0.79** 0.50 0.74
A-CLA1 3.37 (1.35) 0.83

A-CL2 3.47 (0.98) 0.85

A-CL3 4.14 (1.22) 0.55*

A-CL4 3.39 (1.10) 0.53*

Customer retention

R-SC 0.92 0.74 0.90
R-SC1 5.13 (1.51) 0.84

R-SC2 4.87(1.34) 0.90

R-SC3 5.07 (1.44) 0.87

R-SC4 4.97 (1.63) 0.84

R-PR 0.92 0.69 0.92
R-PR1 3.54 (1.25) 0.62*

R-PR2 3.60 (1.63) 0.91

R-PR4 4.12 (1.41) 0.92

R-PR5 4.28 (1.22) 0.86

R-PR6 3.78 (1.35) 0.81

R-CL 0.85 0.60 0.82
R-CLA1 5.23 (1.47) 0.80

R-CL2 4.82 (1.08) 0.78

R-CL4 5.33 (1.25) 0.85

R-CL5 5.28 (1.53) 0.64*

* Significant at SFL < 0.7; ** Significant at CR < 0.8.

associate positively with customer loyalty (B = 0.27, t =
4.18, p < 0.01); perceived risks associate negatively with
customer loyalty (B = -0.38, t = -5.11, p < 0.01); and
switching costs and perceived risks have a negative
relation (B = -0.18, t = -3.16, p < 0.01). However, in the
retention stage, these relationships are also significant:
switching costs associate positively with customer loyalty
(B = 0.55,t =11.20, p < 0.01); perceived risks associate
negatively with customer loyalty (8 = -0.36, t = -5.02, p <
0.01); and switching cost and perceived risk have a ne-
gative relation (f =-0.70,t = -16.08, p < 0.01). Therefore,

hypotheses H;, Hp, and Hz have been supported by the
study.

For testing the complementary effect between
switching cost and perceived risk, scholars likely used the
competing model testing to verify the effect does exist
(Chiao et al., 2008). The competing model was conduc-
ted with freeing one two-way route between switching
costs and perceived risks. As shown in Table 5, the
results are as follows: with the degree of freedom in the
full model increased by 1, the value of X° is only de-
creased by 1.34 (at the acquisition stage) and 1.29 (at
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Figure 2. The structural model of this study. **Significant at p<0.01; the numbers without parentheses
represent standardized coefficients in the acquisition stage; the numbers in parentheses represent

standardized coefficients in the retention stage.

the retention stage), respectively. The nested model test
is not significant in the two stages: AX® < X%.05 [1] = 3.84.
That is, the competing model is no better than the full
model in the two stages. It clearly indicates that switching
costs and perceived risks reinforce each other in the
study to result in a total impact on customer loyalty that is
higher than the sum of their separate influence from
acquisition to retention. Hence, hypothesis H, has been
supported.

For the total effect of affecting customer loyalty,
perceived risks (direct effect 0.38 + indirect effect 0.05 =
0.43) is higher than switching costs (direct effect 0.27 +
indirect effect 0.07 = 0.34) in the acquisition stage,
whereas switching costs (direct effect 0.55 + indirect
effect 0.25 = 0.80) is higher than perceived risks (direct
effect 0.36 + indirect effect 0.39 = 0.75) in the retention
stage. Hence, hypothesis Hs has been supported.

DISCUSSION

The study has yielded several interesting findings. First, it
confirms that both switching costs and perceived risks
are significant factors affecting customer loyalty in e-
commerce. As suggests by the first two hypotheses (H;
and H,) switching costs have significant positive in-
fluence, and perceived risks significant negative influence
in the two stages. Secondly, the evidence reveals that the
last three hypotheses (Hs, Hy, and Hs) are supported.
This implies that perceived risks and switching costs can
complement each other from acquisition to retention;
besides, perceived risks have higher influence on custo-
mer loyalty than switching costs in the acquisition stage,
while switching costs have higher influence on customer
loyalty than perceived risks in the retention stage.
Therefore, it can be gotten that the inference that

customers will have high perceived risks and low
switching costs to the provider in the acquisition stage as
a result of the unknown to the provider or more choices of
finding alternatives. The strategy to acquisitive customers
is to reduce perceived risks to the provider, such as
payment security, money-back guarantee, remote
contact, etc. (Luo et al., 2010). At this stage, how to
acquire new customers is a viable business for the
provider (Gupta and Lehmann, 2003). Reducing
perceived risk is a common but useful strategy to
enhance customer purchase intention (Chen and He,
2003). Once the customer has the experience with the
provider, he/she will likely consider it to be high priority to
buy its services. It means switching costs will be
increased for the reduction of perceived risks. On the
other hand, when customers are familiar with the
provider, it can be infer that they will have high switching
costs and low perceived risks to the provider in the
retention stage due to the previous experiences of
transaction or the communications (Cases, 2002). The
strategy to retentive customers is to increase switching
costs against the competition, such as service quality,
ease of use, breadth of offerings, customer perceived
value (Rust and Kannan, 2003; Chen and Hitt, 2002). At
this stage, how to deter customers switching to the
competitors is an important issue for the provider.
Increasing switching costs is a critical strategy for the
provider locking the customer (Chen and Hitt, 2002). In
general, the customer more likely resists the restrictions
of switching barriers, which cannot freely select the
providers for his/her willingness (Yanamandram and
White, 2006). However, to retain the customer perma-
nently, the provider shall continually increase perceived
value or reduce perceived risks to heighten switching
costs (Kim et al., 2004; Tan, 1999). With respect to high
switching costs, customers will likely repurchase to it,



which results in further reduction of perceived risks. As
such, this study verifies that switching costs and
perceived risks are significantly negatively correlated,
and hence they form a complementary relationship:
lowering one may reinforce the other in a customer life
cycle relationship. They may couple in a mutually
reinforcing relation from acquisition to retention.

This finding implicates that the comfort zone concept
proposed in this study is logically sound: switching costs
and perceived risks are neither mutually independent, nor
mutually exclusive; but rather, they ought to be
considered together. A new integrative concept such as
the comfort zone could be advantageous to e-commerce
investigations. Moreover, the data show that the variable
perceived risks maybe negatively associated with that of
switching costs, irrespective to how long the customer
has been engaging with the business. These result high-
lights their complementary relationship where switching
costs starts to emerge: when one factor changes over
time in the consumer’s relationship with an e-commerce
business, the other changes, too, in the opposite
direction. Together, they may establish a relatively stable
nature of the total comfort zone (although, its inner
composition is dynamic) and define a new direction for e-
commerce studies.

The study summarizes the aforementioned analysis into
this proposition:

The new generic strategy for customer acquisition
and retention

Perceived risks and switching costs complement and
reinforce each other to influence customer loyalty, so that
each or both may be employed to manage customer
acquisition and retention in e-commerce. Reducing per-
ceived risk may work at the customer acquisition phase
for the provider, whereas increasing switching cost works
at the customer retention phase against the competition.

Conclusion

The primary contributions of the study are the conceptual
formulation of a new e-commerce concept, the customer
comfort zone, based on the commonality of perceived
risks and switching costs in e-commerce, to explain how
these two forces complement each other to achieve a life
cycle effect on customer loyalty; and its empirical
validation. This study formulates a set of formal
hypotheses to verify the new ideas.

While the first two hypotheses re-affirm some previous
results in e-commerce, the last three hypotheses
represent original ideas establishing the complementary
relationship between switching costs and perceived risks.
The empirical study involves a group of 516 e-commerce
users in Taiwan and confirms these hypotheses. The
findings of this study aim to contribute to e-commerce
strategies concerning customer acquisition and retention.
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LIMITATION AND SUGGESTION

Although, this study employs econometric models and
other data collection instruments to further investigate the
thesis, we performed SEM using surveys is sufficient for
establishing a first confirmation of the new concept, which
the paper accomplishes. The first confirmation is
significant because of the originality of the thesis and its
implications for future e-commerce research. With the
new ideas affirmed, the paths to further investigations are
rather self-evident: conducting larger scale empirical
studies using more refined models with more exhaustive
instruments on more comprehensive data sets.

The study is focused on e-commerce. However, the
complementary relationship of switching costs and
perceived risks may apply to other genres of digitally
connected services (Chesbrough and Spohrer, 2006;
Hsu, 2009). For example, in the consulting field, an on-
demand business provider would be hard pressed to
build switching costs when its solutions have to
incorporate open source technology. This situation is a far
cry compared to traditional consulting where virtually all
solutions are completely proprietary. In this case,
according to the new theory, a reputable service provider
may develop perceived risks management strategies in
the place of switching costs to help gain on its
competitors.

In a similar way, the complementary relationship
between switching costs and perceived risks likely exists
in market segments where free competition and high
uncertainty reign. To further pursue this line of study, one
can reduce the general concept of the customer comfort
zone for the life cycle effect to particular e-commerce
strategies in certain business spaces. One can also con-
duct longitudinal studies along the life cycle phases. This
extension will elaborate the complementary dynamism
between switching costs and perceived risks at every
stage of the process.

Finally, new business designs on the internet may
require some fundamental new thinking on both switching
costs and perceived risks. For example, the network
effects (for example, word of mouth) are an amazingly
powerful phenomenon on the internet, and so is social
networking. Do they function on the basis of perceived
gains, while ignoring perceived risks?  More
fundamentally, how do people reconcile the negative
forces of switching costs and perceived risks with the
positive, free-willing spirit of the cyberspace which has
been driving digital connections scaling among persons
and organizations? Is customer loyalty a misleading
concept on the internet that needs a fundamental
reformulation?
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