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Abstract 
The main purpose of this paper is examination of return to scale index and economics of scale index that is an 
argument of being natural monopoly, also investigation on states of technical changes and productivity growth 
rate in Shiraz water and wastewater company. This is the reason translog cost function is used to estimate the 
cost function of the water supply in this company. The framework of analysis is in accordance to the iterative 
seemingly unrelated regression (ISUR) technique. To estimate the parameters of the cost function we have used 
the quarterly data for the period of 1999-2006 has been used. This company uses four factors of production in its 
process: labor, capital, raw material and other services. The result showed that there exists decreasing return to 
scale and no economizing of scale that rejects the existence of natural monopoly in this company. Advance 
technology index indicated cost decrease as a result of advance in technology and calculation index of 
productivity growth showed the existence of productivity growth during the surveyed period of time.    
 
Keywords: Natural Monopoly, Water Supply, Translog Cost Function, Return to Scale, Sequential 
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2 Technical Change Index 
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3 Scale Augmenting Effect on TFP 
4 Neutral Technological Effect on TFP 
5 Non Technological Effect on TFP 
6 Total Factor Productivity Growth 
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TLnPLnPLnP

LnPLnQ
LnQ

LnTCECS

TQSSQMMQKKQ

LLQQQQcq

α+δ+δ+δ

+δ+α+α=
∂
∂

=ε=

|YY|/V=ε= CqECS 

1 Cumulative Sum of Recursive Residuals (CUSUM) 
2 Cumulative Sum of Recursive Residuals Residuals (CUSUMSQ) 
3 Jargue-Bera 
4 Auto Regressive Conditional Heteroskedasticity LM Test (ARCH LM) 
5 Economies of Scale  
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2 Total Factor Productivity Growth 
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