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Abstract We develop a model in which the government has asymmetric information about a
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monopolistic firm' s marginal cost of providing services in the rural area. We consider both dis-
criminatory pricing and uniform pricing. With discriminatory pricing asymmetric information
leads to a higher price and a smaller network for the rural area than those under full information.
While it may induce a lower price for the rural area under uniform pricing it is achieved at a cost
of smaller network. The policy implication is the government’ s USO policy should take account of
both the incentives for network investments and the affordability of rural users.
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