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Abstract

In order to investigate the effect of the devaluation of the national currency on the net
export of Iran's economy, the two-stage least squares method was used, considering
Iran's specia conditions, in the generalized Marshall Lerner conditional equation. The
results show simple Marshall Lerner condition is not appropriate for examining the
effects of exchange rate variation on the trade balance of the Iranian economy due to its
assumptions. This condition, only, consider the demand for exports and imports. Since
about 85% of Iran's imports include intermediate and capital goods, the effect of the
exchange rate directly affects the cost of output and this has significant effects on the
prices and elasticities of export goods. Therefore, it is necessary to amend this condition
according to the specific conditions of the Iranian economy. In this paper, the extension
Marshall Lerner condition in Iran for the period of 1981-2020 has been estimated. The
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results show that this condition is not met for Iran's economy. Therefore, the policy of
devaluation of the national currency does not have a significant effect on the
improvement of the country's trade balance, and the economic policy maker should
consider other solutions to increase exports. The policy makers must find an alternative
solution to increase exports. For example, consider export diversification to improve
export performance.
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Coefficient Std. Error t-Statistic Prob.
C(1) 7.731876 3.675469 2.103643 0.0389
C(2 0.547110 0.262395 2.085066 0.0406
C(3) -2.587485 0.805185 -3.213528 0.0020
C(4) -91.17550 22.82626 -3.994325 0.0002
C(®5) -3.487893 0.779531 -4.474351 0.0000
C(6) 3.379264 0.732289 4.614658 0.0000
C(7) -0.164359 0.067240 -2.444364 0.0169
Determinant residual covariance 0.008158

Equation: LOG(MR)=C(1)+C(2)* LOG(XR)+C(3)* DLPM
Instruments; DLPM(-1) LOG(E(-1)) LOG(YW(-1)) LOG(XR(-1))
LOG(PX(-1)/PXW(-1)) C

Observations: 40
R-squared -0.678866 Mean dependent var 14.98196
Adjusted R-squared -0.769616 S.D. dependent var 0.377346
S.E. of regresson 0.501971 Sum squared resid 9.323089
Durbin-Watson stat 1.411829

Equation: LOG(XR)=C(4)+C(5)* LOG(E)+C(6)* LOG(Y W)+C(7)* LOG(PX
IPXW)

Instruments: DLPM(-1) LOG(E(-1)) LOG(Y W(-1)) LOG(XR(-1))
LOG(PX(-1)/PXW(-1)) C

Observations: 40
R-squared 0.766050 Mean dependent var 14.40682
Adjusted R-squared 0.746554 S.D. dependent var 0.391728
S.E. of regression 0.197209 Sum squared resid 1.400093
Durbin-Watson stat 0.915799
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