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Abstract - Non-oil exports is one of the most important issues in Iranian economy and government tries to diminish 
dependency of public budget on oil revenue. In this regard agriculture plays a vital role and its exports earnings is considered 
as a core political variable. In this paper, the short -and long-run effects of macroeconomic on agricultural trade balance has 
been investigated, applying the ARDL approach during 1960 to 2016.The results indicate that the domestic real income has 
the highest effect on the agricultural trade balance relative to other indicators both in the short-and long-run period. On the 
other hand, domestic money supply and foreign real income has the lowest effect in long-run and short-run respectively. In 
addition, real exchange rate has the positive impact on trade balance indicating that the depreciation will improve trade 
balance. One of the main factors that worsen the trade balance, both in short-and long-run period is real domestic income. 
This suggest a number of policies needed to increase domestic income, in order to increase purchasing power of people 
which would be directed to domestic goods rather than foreign goods. 
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I. INTRODUCTION 
 
Foreign trade is an important component of economic 
development and source of foreign exchange earnings 
for investment in new technology and increasing the 
production power of economy. One of the main 
targets of Iran’s economic development plans in 
agricultural sector during the recent years was to 
augment agricultural exports and establish a positive 
trade balance in this sector. In recent years, despite 
fluctuations in the market price of oil, has met the 
country's foreign exchange earnings with many 
changes and has influenced the economy and this 
shows the need to divers  focusing on agriculture 
sector trade according to the goals such as self-
sufficiency and food security and the possibility of 
high exchange revenues of mentioned sector is 
avoidable.  In the period after Islamic revolution, the 
agricultural trade balance was always negative. But, 
for the first time, it became positive in 2003, due to 
shift in agricultural production, enhanced value added 
and also better planning. Moreover, the volume of 
non-oil exports reached to $21.2 billion in 2010 that 
showed approximately 47.2 percent growth in 
comparison with the previous year. Agricultural 
sector with 4.5 percent of volume and 13.1 percent of 
value, assigned the third position after petrochemical 
and industry sectors (FAO, 2011).  
 
However, it’s still a long way for agricultural sector 
to reach its real place in international markets. 
Therefore, the identification of macroeconomic 
relationship between income, exchange rate, money 
supply and trade balance, is an important issue. 
Among them Exchange rate is a significant factor in 
determining trade balance. Investigating the impact of 
devaluation on trade balance has been studied 
extensively during the past 20 years.  

 
There has been a great number of researches 
empirically investigated the impact of exchange rate 
changes on trade balance. The majority group of 
these studies have been done on the aggregate level 
not within the sectors. Rose and Yellen (1989) 
investigated the impact of exchange rate changes on 
trade balance between U.S. and her six major trading 
partners for the period 1960 to 1985 and do not find 
evidence of the J-curve effect. Bahmani-
Oskooee(1993 & 2001) employed cointegration 
method and ECM model to investigate the effects of 
devaluation on production, trade balance and inflation  
after revolution  in Iran. According to his findings, 
devaluation has improved trade balance during the 
period of (1958-1989). In addition, improvement in 
trade balance should result in increasing aggregate 
demand and domestic production. Mehrara and 
abdi(2007) using Johanson ,Engle -Granger ,Philips –
Hanson & ARDL , determined the factors affecting 
Iran trade balance during the period of 1958-2003. 
The main objectives of this study are to investigate 
the short -and long-run effects of macroeconomic 
variables (domestic and foreign real income, 
exchange rate and domestic and foreign money 
supply) on agricultural trade balance employing the 
ARDL approach. Also the j-curve hypothesis has 
been examined in Iran’s agricultural sector. The time-
series data between Iran and its 20 trading partners 
during the period of (1960-2016) have been used in 
this research. These 20 trading partners almost 
account for 60 percent of Iran agricultural trade 
balance.  
 
II. METHOD AND MATERIALS  
 
To investigate the long-run relationship between the 
variables of the model used in this paper, the annual 
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data covering the period from 1960 to 2016 have 
been employed. 
The empirical trade balance model used in this study 
following the literature is specified as follows: 
LTBt = 0 +  1 LY t +  2 LYF t + 3LMt + 4 LMFt + 5 
LREt +6 DWt+ut (1) 
where TB is the measure of trade balance defined as 
the excess of real exports over real imports,  Y is the 
real domestic income, YF is the weighted average of 
the foreign income, M is the real domestic high-
powered money, MF is the weighted average of the 
foreign high-powered money , RE is weighted 
average of real exchange rate index, DW is a dummy 
variable, L stands for the natural logarithm and u is 
the error term. 
The ARDL method estimates (m + 1)k+1 number of 
regressions in order to obtain optimal lag length for 
each variable, where m is the maximum number of 
lags to be used and k is the number of variables in the 
equation. The values of exports and imports of Iran’s 
agricultural products are obtained from Food and 
Agricultural Organization of the United Nations 
(FAO). Agricultural trade balance is defined as the 
ratio of exports to imports. This way one can perform 
nominal and real trade balance analysis without 
additional data manipulation. In addition, it neatly 
solves the problem of using the log-form of a trade 
deficit (Stučka, 2004). Other data for the variables 
under investigation are in constant 1997 prices and 
have been collected from the Central Bank of Iran 
and the International Financial Statistics (IFS) of 
IMF. All variables are converted to natural 
logarithms. To calculate foreign income and money 
supply, it’s required to compute trade weights of 
Iran’s 20 trading partners. These weights are 
calculated by dividing the sum of the exports and 
imports value of each partner on total value of 
exports and imports of 20 partners .  
 
III. RESULTS AND CONCLUSION  
  
First of all a Dickey-Fuller test (ADF) was used to 
examine the stationary of time series. The results for 
the variables indicated that all of the variables contain 
a unit root in their levels but are stationary in their 
first differences. 
 The estimated coefficients of the long-run ARDL 
model, has been reported in table 1. 

Table 1. estimated   long-run coefficients  for  
ARDL(2,1,1,1,0,0,2) model 

variables Coefficient Standard 
Error t-Ratio 

C               
14.76 

4.06 3.635*** 

LY                -
0.56 

0.11 -5.09*** 

LYF 0.33 0.06 5.50*** 
LER 0.25 0.12 2.08** 
LM -0.10 0.06 -1.66 
LMF -0.08 -0.03 -2.66** 

DW -0.20 0.11 -1.82* 
NOTE: *, **, *** significant at 10 percent, 5 percent 
and 1 percent level respectively. 
 
The results show that all estimates- except foreign 
money supply-are statistically significant and have 
the expected signs. The coefficient of the domestic 
real income is equal to -0.56 and has the negative 
relationship with agricultural trade balance. Also it 
has the greatest impact on the agricultural trade 
balance among other variables. Negative coefficient 
of the domestic real income implies that an increase 
in real domestic income leads to a rise in Iran 
agricultural imports through the increased purchasing 
power of consumers, thereby decreasing the trade 
surplus. 
 
Agricultural trade balance has a positive relationship 
with foreign real income regarding the estimated 
coefficient of 0.25. According to the positive sign of 
this coefficient, with one percent increase in real 
income of trading partners, the trade balance, will rise 
about 0.25 percent due to increased purchasing 
power. On the other hand, the positive coefficient of 
real exchange rate indicates that in the long-run, a rise 
in the index causes an increase in exports and a 
decrease in imports, hence increasing the trade 
surplus. But, regarding its value, this is not a robust 
political instrument for establishing long-run 
equilibrium. The negative estimated coefficient of 
domestic money supply (-0.10) reveals that a rise in 
Iran money supply tends to deteriorate the trade 
surplus since an increase in domestic  money  supply 
will be assumed as a rise in net wealth, thus spending, 
which includes imports, will increase, leading to a 
worsening in trade balance. 
Regarding the results obtained, the foreign money 
supply coefficient has the negative sign that is the 
opposite of the expectations. Also it is insignificant. 
Therefore, it can be concluded that this variable has 
no impact on trade balance.  
 
CONCLUSION 
 
According to this study the policy makers need to 
give additional consideration to increase domestic 
income. and their volatilities compared to the 
competing suppliers. The results show that the 
domestic real income has the greatest impact on the 
agricultural trade balance relative to other variables 
both in the short-and long-run period and it is 
inversely related with trade balance. On the other 
hand, real exchange rate has the positive effect on 
trade balance indicating that the depreciation will 
improve trade balance both in the short-and long-run 
period. Hence there’s no evidence of j-curve in Iran’s 
agricultural sector. Foreign real income has a direct 
relationship with trade balance, but its effect is not 
considerable. Domestic money supply has the lowest 
impact among variables on trade balance in the long-
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run and its effect is negative. According to the 
findings of this research, some policy implications 
can be suggested. One of the main factors that worsen 
the trade balance, both in short-and long-run period is 
real domestic income. So, the policies that tend to 
increase domestic income, should be planned in such 
a way that the increased purchasing power of people 
will be directed to domestic goods rather than foreign 
goods. And it can be done by increasing the 
productivity in agricultural sector, improving the 
quality of production and better marketing system. 
Another important finding is that the devaluation will 
intensify the trade balance. But it should be noted that 
the exchange rate isn’t a robust instrument in Iran 
economy duo to internal and external shocks, trade 
restrictions, taxes, subsidies and other of that kind. So 
it must be used in accompaniment with other policies 
such as supply-side policies such as rising labor 
productivity and wages or relaxing rigid labor market 
conditions. 
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