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Pathology of Government Interventions on Businesses; Command Pricing

The phenomenon of market failure, which indicates the situation and conditions in the market where
the quantity of the product demanded by the consumers is not equal to the quantity provided by the
suppliers, has different types based on the origin and cause of occurrence, and different solutions are
in front of the governments to deal with them, but so far, the reaction of governments in Iran to all
types of market failure has been the same; Use of price suppression tools.

Meanwhile, experience has shown that price suppression not only did not solve the problem of
market failure, but also aggravated it and brought other negative consequences; Such as the deviation
in the allocation of resources, the growth of prices, the push of producers towards the production of
low-quality goods, the weakening of innovation, the occurrence of corruption and the formation of
the underground economy, the phenomenon of rationing, disruption in the production chain, etc.

Therefore, it is necessary for the economy to return to its correct path and for the government to deal
more efficiently and effectively with the failure of the markets and refrain from price intervention
in other markets.

In this regard, it is suggested that the government replaces price suppression in the market with the
policy of restraining inflation through budget deficit control and reforming the banking system
(monetary base growth). It is also necessary to take effective measures to remove production
obstacles and improve the business environment; Obviously, the policies that support production
and encourage new investments lead to the formation of a competitive environment in the market,
and through reaching the balance of supply and demand, the opportunity is provided for the
formation of competitive prices in the market, in this situation, in addition to the variety of products,
the ground will be provided to improve the quality of the products.

The requirement for adopting such policies in the first step is to believe that pricing and price
suppression in economic logic will never lead to the growth of production and stable price reduction
and will only lead to the transfer of rent to the recipient of the product subject to pricing. In the
second step, the government is obliged to remove the monopoly in the monopoly markets, and if it
is not possible to remove the monopoly, it is necessary to base the pricing on the monetary
opportunity cost.

In any case, the government should set the optimal point of its policy based on making the markets
as competitive as possible, because in this case, it can be argued that the policies are designed to
support the producer and the consumer.
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