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This study investigates the impact of the real exchange rate on Iran’s bilatera
trade balance with 26 trading partners over the period 1981-2023. Given th
significant presence of cross-sectional dependence among the variables—
supported by strong statistical evidence—second-generation panel unit roo
and cointegration tests, as well as the Cross-Sectionally Augmented ARDL
(CS-ARDL) approach, are employed to account for this feature. Furthermore
the potential asymmetry in the trade balance’s response to positive an
negative changes in the real exchange rate is examined. Results fron
Westerlund cointegration tests confirm the existence of a long-run relationshij
between the trade balance, the real exchange rate, Iran’s real income, and the
real income of its trading partners. Accordingly, an error correction mode
based on the CS-ARDL framework is estimated using the Dynamic Commor
Correlated Effects Pooled Mean Group (DCCEPMG) estimator to capturt
both the long-run relationship and short-run dynamics. The estimates revea
that real exchange rate changes have positive and symmetric effects on the
trade balance in both the long and short run. Specifically, a depreciation of the
domestic currency improves the trade balance, while an appreciation worsen:
it. Hence, while the long-run results are consistent with the symmetric J-curwvi
hypothesis, the short-run adjustments do not support the J-curve effect
Nevertheless, the Marshall-Lerner condition holds not only in the long run bu
also in the short run. Furthermore, the findings show that, in the long run
Iran’s real income has a significant negative effect, whereas the real incom«
of its trading partners has a significant positive effect on Iran’s trade balance
The findings of this study provide useful insights for economic policymaker:
in formulating effective exchange rate and trade policies aimed at improvin(
Iran’s trade balance.
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