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Abstract

The purpose of this paper is to design a unique pricing system (price-cap) for Iran's water
and wastewater industry to ensure fair pricing for its customers, encourage effective
investment planning, and improve corporate productivity and efficiency. To this end,
the translog frontier cost function form using the panel- data of thirty-five (35) water
and wastewater companies over the period 2012-2017 is used to calculate the
aforementioned components and X-factor and use it in the price-cap model for a five-
year period, has been used. The price ceiling decreasing for the most efficient company
was 2% and for the most inefficient company was 28%. In other words, in the first year
of implementation of the price ceiling adjustment model, the most efficient water and
wastewater company will be allowed to decrease its base or initial price by 2%, but the
most inefficient company will be allowed to more decrease by 28%. It is this incentive
that fulfills the purpose of implementing the price-cap model as an incentive regulation
method.
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. hausman fe re

Note: the rank of the differenced variance matrix (4) does not equal the number of coefficients being tested
(5); be sure this is what you expect, or there may be problems computing the test. Examine the output
of your estimators for anything unexpected and possibly consider scaling your variables so that the
coefficients are on a similar scale.

Coefficients
(b) (B) (b-B) sqrt (diag(V_b-V_B))
fe re Difference S.E.
ly 8.102351 1.86727 6.235081 3.41521
1pl_pk -.0737518 .3989277 -.4726794 .2857245
ly 2 -.2081099 -.0305055 -.1776043 .0914027
1pl pk_2 .0377885 .044437 -.0066485
1pl_pk_y .0174397 -.010492 .0279317 .0149318

b = consistent under Ho and Ha; obtained from xtreg

B = inconsistent under Ha, efficient under Ho; obtained from xtreg

Test: Ho: difference in coefficients not systematic

chi2(4) = (b-B)'[(V_b-V_B)"(-1)] (b-B
= 21.06
Prob>chi2 = 0.0003

(V b-V B is not positive definite)
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