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Spillover Effect, Price Regulation and
Investment Incentives: From the Angle
of Construction Sharing in

Telecommunications Industry
HAN Cong', XIA Da-wei’

(1. School of International Business Administration, Shanghai University of
Finance and Economics, Shanghai 200433, China ;2. Shanghai National
Accounting Institute , Shanghai 201702, China)

Abstract: The unwillingness of network operators to participate in con-
struction sharing is due to the possible reduction in differentiation degree of
products and more severe competition caused by this policy. Based on a three
-stage spokes model, this paper studies the optimal investment level with
and without price regulation from the angle of welfare economics. It shows
as follows: firstly, if firms are competing for existing customers, spillover
effect will not only lead to the reduction in the difference between the inves-
tor and the invested, but also the greater deviation of dependent investment
from social optimal investment level;secondly, if firms are aiming at the ex-
pansion of new customers, spillover effect can raise the economic perform-
ance of telecommunications industry and expand the coverage of telecommu-
nications services. But price regulation policy which is taken to offset invest-
ment deviation caused by market imperfection will further distort investment
incentives. So it considers that the governments should implement more pol-
icies matching for construction sharing to promote the investment with the
rapid increase in telecommunication customers today.

Key words: construction sharing; product differentiation; spillover
effect; price regulation
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