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This paper aims to test empirically the existence of users’ preference for a flat-rate for telecommunications and identify factors that influence the preference. We define an addiction to a flat-rate as “flat-rate preference” and examine how possible factors derived from behavioral economics can affect it. 

A selective tariff is often applied to telecommunications service, which forms a distinct economic feature of the service. A user can choose a charge plan from the tariff. Preferably, it is one that brings about the lowest bill payment for his/her usage. In many cases, a flat-rate is preferred to a measured rate. Consequently, a variety of services, from plain old telephony service to broadband access, have been supplied under a flat-rate. An economic interpretation of the preference would be that users tend to avoid uncertainty about the amount of bill payment under a measured rate. For a local telephone service, Train (1994), by citing his prior work, showed empirical evidence that users tended to choose a fixed charge system than one depending on the usage even if they received the same amount of phone bill, and defined this dependency as “flat-rate bias”. 
On the other hand, traditional economics has emphasized the dominance of a measured rate as it is the only parameter that can perform economic efficiencies. As far as a flat-rate is applied, the user demand is not sensitive to the price, unnecessary usage would be increased due to fulltime connection, and a higher flat-rate may exclude small scale users from the service. For providers, their supply would be increased and the revenue is not proportional to the demand. A flat-rate does not attain an efficient resource allocation. It is apparent that a flat-rate is not reasonable in an economic context. As a result, very few analyses of a flat-rate can be found in the literature of pricing. Besides showing a simulation in which the consumer surplus far outweighed the producer surplus once a flat-rate was applied, Mitomo (2001) pointed out that a misconception of users that a flat-rate was simply cheap could enhance the dependency. He suggested that traditional economics was not successful to explain the user inclination to a flat-rate and there would be some other reasonable interpretations for the preference in addition to the one given above. 
For the purpose, we propose an application of some important concepts from behavioral economics for more reasonable explanations. Behavioral economics, in spite of its difficulties in empirical application, provides deeper insight into human behavior since it includes psychological factors and allows irrational choices of users. 
We firstly test the existence of the preference. Then, we investigate what concepts can actually work as factors influencing the preference. More concretely, we examine how fundamental concepts from the Prospect Theory such as loss aversion, dependency of reference points and the characteristics of probability weighting function can explain the inclination to a flat-rate. Some other crucial factors are also applied for explaining the preference. The data are collected for both mobile phone and Internet access services though an on-web survey. Both parametric and non-parametric methods are used in the statistical analysis. 
The result shows that loss aversion and dependency of reference points from the Prospect Theory have a significant influence on the existence of the preference although we could not successfully identify the shape of the probability weight function. Mental accounting and ambiguity aversion are also recognized as influential factors for the preference as well. Cognitive dissonance, a tendency of users stick to a choice which once they made, was also found.
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