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PP:13-26 between real exchange rate and trade balance in the elaboration and
accurate implementation of trade policies in the agricultural sector, in
this study, the effect of real exchange rate structural shocks on the
balance of trade in Iranian agricultural sector was studied.

Materials and Methods: In order to examine the systematic pattern
of trade balance reaction to real exchange rate shock, Structural Vector
Autoregressive method was used during the period (1992-2016).
Findings: The results of the model estimation show that real exchange
rate shocks initially and in the first year have a slight improvement in
the agricultural trade balance. But in the second and third year after
the shock, the agricultural sector trade balance worsens. Also, the
effect of the shock of the real exchange rate has been fully adjusted
since the sixth year onwards and the trade balance of the agricultural
sector returns to its equilibrium trend. Therefore, exchange rate
shocks and a sudden decline in the value of the national currency do
not have a significant effect on the improvement of the long-term
trend of the trade balance of the agricultural sector.

Conclusion: It is suggested to improve the trade balance of the
agricultural sector, instead of relying on the increase in
competitiveness due to the increase in the exchange rate, attention
should be paid to other influencing variables such as investment and
production in the agricultural sector, transfer of knowledge and
technology, and adjustment of restrictions caused by climate changes.
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Extended Abstract
Introduction

One of the criteria in evaluating the
economic power of any country is its trade
balance, which export and import are its
two main pillars (1). One of the important
economic sectors of the country is the
agricultural sector, which has a significant
potential in the export of agricultural
products due to the natural characteristics
of the country and some advantages, but the
trade balance of this sector has always been
negative. Therefore, the government's goals
in economic, social and cultural
development programs to increase exports
and decrease imports and achieve a positive
trade balance in this sector have not been
achieved, which highlights the need for
comprehensive and sufficient research in
this regard. One of the most important
factors affecting the trade of every country
and every economic sector, based on what
has been proposed in economic theories, is
the exchange rate. The direction and extent
of the effect of the exchange rate on the
trade balance is one of the important topics
and issues that have been addressed in
many academic and applied studies, and
understanding the exact relationship
between exchange rate changes and the
trade balance can be the key to the success
of trade policies (3). The purpose of this
study is to investigate the effects of real
exchange rate shocks on the trade balance
of the agricultural sector.

Materials and Methods

In this study, the Structural Vector
Autoregressive (SVAR) model was used to
investigate the effect of real exchange rate
shocks on the trade balance of the
agricultural sector. To estimate the SVAR
model, the Vector Autoregressive model or
the normal VAR model must be estimated.
After determining the optimal lag and
performing model validation tests, by
applying structural constraints, reaction
functions based on structural constraints
are specified. Finally, using shock response
functions, the effects of real exchange rate
shocks on the trade balance of the
agricultural sector are evaluated. Before
estimating the VAR model, the variables of
the model should be examined in terms of

stationary, because if the variables are non-
stationary, the stability condition of the
model is not met and in this case the
resulting shock response function will not
have sufficient validity. In fact, the variables
entered in the SVAR model must be
stationary. For this purpose, the Adjusted
Dickey-Fuller (ADF) test was used (21).
After checking the stationary, first, the Var
model is estimated, and after ensuring the
validity of the model, structural constraints
are applied to estimate the SVAR model.
Data related to the price index from the
World Bank, agricultural exports and
imports from the Customs Department, and
nominal exchange rates from the Central
Bank of Iran for the period 1992-2016 were
collected and analyzed using Eviews
software.

Findings

The results of the unit root test showed
that both variables (the real exchange rate
and the trade balance) are non-stationary,
but they become stationary by one order
differentiating. @The results of the
autocorrelation test between the
disturbance term and the Lagrange
coefficient statistic show that until the third
lag, the null hypothesis of the absence of
autocorrelation cannot be rejected. Also, the
results of White's test prove the absence of
heteroskedasticity in the estimation model.
According to the shock response diagrams,
part (a) and (c) of diagram 2 show the
response of the variables to structural
shocks related to the themselves. But part
(b) in diagram 2 shows the reaction of the
trade balance of the agri-sector to the one
unit of structural shock on the real
exchange rate. Based on results, in the first
year, the trade balance is improved due to
one unit of structural shock to the real
exchange rate. But this shock has worsened
the trade balance by half unit in standard
deviation in the second and third years.
Also, the reaction of the trade balance of the
agri-sector to the currency shock has been
completely adjusted since the sixth year and
the trade balance returns to its long-term
trend. According to Table 5, only 0.637% of
the variance of the trade balance prediction
error is related to the shock and sudden
changes in the real exchange rate in the first
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year, which shows a temporary and small
positive effect on the improvement of the
trade balance of the agricultural sector. But
with the passage of time, the impact of the
exchange rate shock on the variance of the
prediction error of the trade balance
increases, and of course, its effect is
negative on the trade balance.

Discussion

The results of the model show that the
occurrence of a structural shock in the real
exchange rate or its sudden increase,
initially and in the first year, causes a
temporary improvement in the trade
balance of the agricultural sector. The
reason for this is the increase in the
exchange rate and the consequent decrease
in imports and increase in exports of the
agricultural product. This result is
confirmed by the study of Iranmanesh et al
(25), but in the second and third year, it
worsens the trade balance of the
agricultural sector. This issue can have
various reasons, including the fact that the
occurrence of currency shocks causes
uncertainty among economic actors,
including farmers. With the passage of time,
this connection is lost and fades away. It has
been proven in various studies that the
uncertainty of the exchange rate has a
negative effect on the trade balance,
including the trade balance of the agri-
sector, among which the study of Khosravi
and Mohseni (13) can be mentioned. Also,
the effect of the exchange rate shock in the
medium and long term (from the sixth year
onwards) has been adjusted and the
sector's trade balance returns to its long-
term trend. This shows that sudden
increases in the real exchange rate do not
have much effect on improving the trade
balance of the agricultural sector in the long
term.

Conclusion

Large and sudden changes in the exchange
rate cause an increase in instability and
uncertainty, a decrease in the value of the
national currency, inflation and a decrease
in investment in the long term. It is
recommended to the economic policy
makers that the necessary forecasts in the

field of foreign exchange as well as the
policies to deal with the shock and adjust
the effect of the foreign exchange shock on
macroeconomic  variables should be
reviewed and formulated.
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