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 There are five primary findings of this analysis.  First, under price regulation, the 

regulated firm’s incentive to invest in service quality increases with the level of the price 

cap, ceteris paribus.  Second, the incentive to reduce investment in quality under price 

regulation may be tempered by the regulated firm’s participation in complementary, 

competitive markets.  Third, revenue-share penalties may actually provide the regulated 

firm with incentives to reduce investment in service quality.  Fourth, profit-share 

penalties provide the regulated firm with unambiguous incentives to increase investment 

in service quality, ceteris paribus.  Finally, increased information dissemination 

concerning compliance with service quality benchmarks provides the regulated firm with 

incentives to increase investment in quality without distorting the efficient investment in 

cost-reducing effort that can arise under profit-share penalties.  

The outline for the remainder of this paper is as follows. The definitions and notation 

are presented in Section 2.  Section 3 examines the incentives for provision of quality 

under price regulation and the disciplinary effect of multi-market participation.  The 
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of quality is given by ∫=
q
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where  cX and  cY are Y
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 Suppose now that the limited-



 

9(13) .0]1][ˆˆ[]][[ˆˆ=´---+´--



 





 12


