Economic theory predicts that a non-linear
pricing strategy, such as a two two-Part tar-
iffs scheme, allows firms to earn higher profit
by extracting larger consumer surplus from
buyers compared to that that can be
achieved by a simple linear pricing method.
In principle, the ability to price discriminate
stems from differences in usage intensity
among users and hence their valuations of
the service. If the theory is correct then it is
possible to observe a definite pattern of self-
selection for different type of pricing
schemes offered to users. Before testing the
appropriate hypothesis, this paper reviews
several pricing strategies adopted by all ma-
jJor cellular telecommunication providers
and provide the economic rationale for such
strategies. This paper then provides a direct
test on the theory underlying the two two-
part tariff scheme offered by cellular tele-
communication service providers. Appropri-
ate data were collected through a direct in-
terview survey involving about 100 univer-
sity students. Results from subsequent di-
chotomous choice econometric estimation
do lend support to the underlying theory
since an obvious pattern of self-selection is
present. High intensity users tend to choose
pricing scheme with higher fixed component
but relatively lower variable component
whilst the reverse is true for low intensity
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some other relevant factors, several other
factors were included in the regression
model as control variables.

Introduction

Pricing policies adopted by cellular telecom-
munication service providers in Malaysia can
be bewildering to some consumers. The
prevalence of many different non-linear pric-
ing schedules is one feature that is equally
intriguing. Economic theory, however pre-
dicts that a non-linear pricing strategy, such
as a two two-part tariffs scheme, allows firms
to earn higher profit by extracting larger con-
sumer surplus from buyers compared to that
that can be achieved by a simple linear pric-
ing method. In principle, the firm’s ability to
price discriminate stems from differences in
usage intensity among users and hence their
valuations of the service. In this paper, we
test the self-selection hypothesis by exploit-
ing the implication that if the theory is cor-
rect then it is possible to observe a definite
pattern of choice for different type of pricing
schemes offered to users. The impact of
nonlinear pricing on consumers’ welfare pro-
vides the policy motivation for this study.
Although the welfare impact of nonlinear pric-
ing is not estimated in this study, there is still
some policy interest in knowing whether the
























