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Abstract

The article has studied the relationship between Non-oil trade balance of Iran and
real exchange rate, base on Rose and Yellen corrected model, by using annual data
during period 1970 - 2007.

Firstly, in order to investigate stationarity of the variables, the augmented Dicky-
Fuller test has been used, and to check the validity of the Dicky-Fuller test, Perrone
structural break test has also been applied. Moreove, in order to determine the long-
run relationships and short-run dynamics between non-oil trade balance and real
exchange rate, GDP of Iran and GDP of Germany, the ARDL model has been
utilized. Despite the negative effect of the dummy variable of war, the GIRF test
result has shown existence of the J curve phenomenon in the non-oil trade relations
between Iran and Germany. Regarding to positive effects of real exchange reate
changes on trade balance; devaluation policy can be usefull for policymakers to
improve non-oil trade balance of Iran-Germany.

Key words: Real Exchange Rate, Non-oil Trade Balance, ARDL Model, J Curve.
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LR Test of Deletion of Exogenous Variables in the VAR
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Based on 35 observations from 1972 to 2006. Order of VAR = 2
List of variables included in the unrestricted VAR:

LTB

List of deterministic and/or exogenous variables:

LRE LRGI LRGG C D
Maximized value of log-likelihood = -27.6495
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List of variables included in the restricted VAR:
LTB
List of deterministic and/or exogenous variables:

LRE LRGI C D
Maximized value of log-likelihood = -30.4166
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