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some of the factors out of the above factors and some-
times , with regard to the significance and priority, all
of them play a role in the process of formation of stag-
flation . The function of the economist is to specify the
weight of each of them in the structure of stagflation and
suggest the ways to move out of it.

As it was mentioned , many believe ( in particular
Keynesians or economists who explain and analysis the
economy based on the economic views of John Maynard
Keynes) that in the condition of economic stagnation ,
the following economic policies should be adopted:

1. Application of expanding monetary and
financial policies
2. Escalation of the costs of developmental

projects through developing these types of construction
activities

3. Escalating the effective demands in the society
in order to increase the total demand

4, Tax reduction

5. Enhancing the costs of the government and

supplying the budget deficiency through borrowing
from the Central Bank

6. Increasing the volume of money and liquidity
in circulation

7. Reduction of interest rate

8. Creating motivation for the investment
increase

9. Creating sufficient motivation in the society to

increase consumption

The approaches which are put to move out the stagna-
tion by the economists are in antagonistic situation vis-
a-vis their approaches to combat the inflation . In order
to clarify the issue, the approaches to combat inflation
in the views of Keynesian economic thinkers are pre-
sented.

In order to combat the inflation , the following mecha-

nisms are proposed:

1. Control of the liquidity volume and money in
circulation

2. Increasing the interest rate in order to reduce the
money wandering about in the peoples’ hands

3. Increasing the taxes

Controlling and reducing government expenditures

5. Budgeting and budget making for the whole
country based on the lack of presence of budget
shortage ( without negative balance) even in case
that the budget has a positive surplus)

6. Increasing the national productivity

Using the creative and innovative managers

8. Using efficient human resources in the sector of
production and industry

9. Using technologies in production and services

>

N

As it is observed , the presence of stagflation in the
country creates a situation in which the application of
policies to combat against stagnation is apparently in
conflict with the policies of combating inflation , be-
cause , for example , in order to face with one of them,
it is necessary to increase the interest rate and in order to

combat the other , it is necessary to reduce the interest

rate, or in the stagnation condition, it is necessary to re-

duce tax but in the inflation condition , it is necessary to

increase it . The other cases are presented in an ordinal

form. At the same time, the art of economist should be

such that in this paradoxical situation , could present a

constructive and effective prescription . In order to exit

the stagflation condition , the following issues can be

taken into consideration:

1.

1. Presenting a legal definition of the private sector
and reviewing the new privatization

2. Empowerment of the private sector in particular the
engineering companies which are the contractors of
the developmental projects with the priority given
to them with regard to privatization

3. Calculating the real transfer of incomes to the
national total budget

4. Reducing the current expenditure of the government

5. Adjusting the budget with real incomes and costs
without budget shortage ( with local sources such
as tax , non-oil exports , etc)

6. Correcting the topics related to governmental rules
and regulations

7. Lack of adjustment of budget with the expanding
mechanism

8. Paying sufficient attention to the financial discipline
of the government

9. Correcting the tax structure in particular in
collecting tax from the housing and goods transfers
in order to prevent from speculation and dealership
in the market of housing and commodities

10. Establishing suitable tax exemptions for investment
in production and in general creating motivation to
increase investment in the country

11. Facilitating the activities of the private sector
in particular engineering companies which are
contractor of developmental projects

12. Having the stability of economic rules , regulations
and instructions at least for a mid-term period of
five years

13. Making a serious treatment with the growth |,
development and presence of pseudo-governmental
bodies in the economy

14. Improving the adjustment of price in the market
based on the current rules of supply and demand
in the market

As it is learned from the above proposals , one of the
most effective ways to move out the stagflation is to
empower the private sector , to give priority to it in pri-
vatization and on the other side the growth and devel-
opment of the activities of the private sector including
increase and development of the activities related to the
developmental and construction projects. As effective
leverages , they can act in moving out from the futile
unending chain of stagflation , so that growth and de-
velopment of developmental projects is recommended
as one of the factors effective in moving out from the
stagflation.



Editorial

Stagflation and its Impact on

Developmental Projects

Before entering the main discussion, it is necessary first-
ly to present a precise definition of stagflation. In order
to enter the subject, first each of the concepts are defined.
That is to day , the definitions of stagnation and inflation
are specified and then the stagflation is defied . After than
, the impact of it on developmental projects is stated.
Usually stagnation is applied to the specific conditions of
a country in which a significant reduction in the econom-
ic factors in particular in national production , national
income , employment and local and foreign business are
made or in other words , the stagnation is called that state
in which in two subsequent three-months periods of neg-
ative growth are crated in the economy and this issue
naturally causes the reduction of Gross Domestic Pro-
duct(GDP). In general in Iran , the stagnation is mainly
resulting from deficiency in the supply sector.

Besides that , inflation means the irregular level of gen-
eral prices in which money creating is increased by the
monetary institutions and following that the monetary
incomes are grown and the purchase power of nation-
al money is reduced. Inflation is mainly created under
the weakness of government policymaking . When in
a country stagnation and inflation are combined , they
create specific conditions which is called stagflation. In
such a condition , when the general level of prices is not
reduced, no transaction is mainly made and the economy
remains in a static situation in which neither the stagna-
tion finds a dominating role in economic trend and nei-
ther the inflation can impose its conditions on the society
and the economy is in a state of lack of operation and diz-
zy state . It is such that everybody is looking for the new
condition. The seller has no interest to sell and the buyer
has no motivation to buy . Both sectors of supplier and
clients are waiting for a better condition for themselves
and for this reason , the market has a weightless and in
lack of rule state . This situation, i.e. the stagflation , due
to high prices has a negative impact on production , since
production is not profitable for the producer . so the pro-
ducers tends to reduce the production and this increases
unemployment . On the other side , inflation causes the
increase of the general level of prices and the increase of
prices causes the reduction of purchase power . In such a
condition , the effective demands in the society reduces
and following that production reduces and unemploy-
ment increases . In order to move out of this situation in
an interactive way , the injection of financial funds and
liquidity to the society is one way which can move out
the economy from the state of stagnation to some extent.
However , the injection of highly pressured money and
liquidity without production back up cases the general
level of prices increase and this see-saw game continues
. The stagflation can be compared to an avalanche fall-

ing from a mountain and each moment it becomes larger
and faster and in the route of movement , it becomes
destructive. In the national economy , the stagflation acts
like an avalanche separated from mountain.

In analyzing the factors effective in stagflation , many
economists consider it as something resulting form the
structural characteristics of national economy . In sum-
mary , the views of these groups of economists on the
causes of formation of stagflation can be presented brief-
ly as follows:

1. The dominant role and historical intervention of the
government in the economy

2. High interest rate and its negative impact on the rate
of elasticity of investment

3. Lack of necessary efficiency of monetary and
financial policies

4. Lack of structure framework of total budget in
observing its discipline based on budgeting and
budget building ( lack of balance and budget
deficiency)

5. High rate of society consumption model
(irregular and disease like consumption)

6. Weakness in the quantity and quality of presenting
necessary services

7. High rate of unemployment and reduction of
employment

8. Deficiencies of monetary and banking policies (
weakness of banks in equipping resources and lack
of return of a large part of granted facilities)

9. Presence of non-competitive and unsuitable
atmosphere in business ( in particular after certain
sectors have been shifted )

10. Inefficient subsidiary system

11. Unfavorable foreign exchange conditions

12. Problems created by sanctions

13. Lack of presence of motivational model of saving
in the society

14. Lack of sufficient motivation for investment

15. Political factors and inefficiency of national
,regional and international policies

16. Social factors ( High growth rate of the young
population and lack of their sufficient employment )

17. Cultural factors ( many cultural factors are not
proportional with development such as the lack
of virtue of work in the society and low national
productivity resulting from work escaping )

18. Psychological factors (the presence of this mentality
that livelihood will be provided and making efforts
has no role in it)

So, it can be said that a combination of the above factors
are effective in the formation of stagflation . Sometimes
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