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Abstract

Trade imbalances are often a result of discrepancies in the production and
consumption of economic activities. Given the limited availability of capital,
knowledge, and resources in Iran, the theory of unbalanced growth suggests
that investing in selected activities can help address these imbalances.
Additionally, neo-structuralists argue for determining the appropriate level
of trade. This study first identified production chains within Iran's domestic
environment to achieve symmetric production and trade. Then, the latest
input-output table (published by the Central Bank of Iran (2016)) examined
the country's foreign trade performance within these chains. The findings
reveal that Iran's domestic economy primarily operates upstream of
production chains. Because the main exports of Iran are raw and semi-raw
products. The contribution of vertical specialization in lIran's trade is
insignificant and primarily includes downstream activities. Thus, to achieve
symmetric trade, investing in downstream activities within domestic
production chains is necessary, as these activities offer higher value-added
and have greater demand in international trade. This can be achieved through
the second stage of import substitution and export promotion.
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Introduction

Production chains play a significant role in Iran's foreign trade, and Iranian
historical and geographical factors influence the current condition of these
chains. However, this country's inappropriate production activities and
foreign trade can also be attributed to policymakers' erroneous decisions.
Also, the abundance of resources in Iran poses a challenge to the
development of downstream activities, resulting in disproportionate growth
across various economic sectors. Hence, to foster internal development and
establish favorable trade relations with other countries, it is essential to
understand the relationship between different economic activities at both the
domestic and foreign levels. Since investing in all activities simultaneously
is not feasible, due to limited capital and resources. Then, selecting activities
necessitates a deep understanding of Iran's internal and external economic
environment. This study aimed to identify Iran's upstream and downstream
production chains by using the input-output table, which captures the
relationships between economic activities. The latest available survey-based
input-output table from 2016 is utilized, with the Average Propagation
Length method employed to convert it into a domestic table. Subsequently,
this study examined foreign trade performance within these identified
production chains. From a theoretical standpoint, trade operates at various
levels, and the appropriate level should be ascertained based on each
economy's internal characteristics. This study examined Iran's foreign trade
performance through two perspectives: 1) Domestic Value Added (DVA) in
gross exports, which refers to the value-added that Iran's economy
contributes to the world through its production activities, and 2) Vertical
Specialization (VS), which measures the imported value added in Iran's
gross exports, indicating the extent to which imports support exports.

Methodology

This study utilized the latest input-output table from the Central Bank of Iran
published in 2016. First, the Average Propagation Length method identifies
the production chains as upstream and downstream. Then, foreign trade
performance is assessed through the extraction of hypotheses in Domestic
Value-Added (DVA) and the measurement of imported value added in gross
exports using the Vertical Specialization Method (VS).




\ Applied Theories of Economics, Vol. 10, No. 4, Winter 2024 3

Results and Discussion

The findings reveal that Iran predominantly exports raw and semi-raw
agricultural and mining products. Oil accounts for 43% of exports, primary
chemicals (11%), petroleum products (5%), basic metals (4%), planting
crops (3%), and processed food (3%). This lack of export diversification and
concentration indicates Iran's economy does not produce value-added
products. Moreover, most value added in gross exports is derived from the
beginning and middle parts of the production chains. Most DVA originates
from the upstream side of the chains, while VS primarily occurs
downstream. There is no significant correlation between DVA and VS,
indicating that imports in Iran mainly serve domestic consumption, resulting
in a surplus of production for export. As a result, trade in Iran is highly
asymmetric. It is crucial to modify the production and trade patterns to
establish more robust trade relationships with other countries. Investing in
downstream activities within domestic production chains that offer higher
value-added and greater demand in international trade is paramount. That
step can be facilitated through the second stage of import substitution and
export promotion. Given the resource limitations for investment, an
unbalanced development approach would be more feasible in Iran.
Gradually, shifting domestic production towards complex products and
relying on raw material imports can be achieved by establishing Free Trade
Zones and Special Economic Zones that facilitate knowledge transfer. A
primary objective of these initiatives should be training skilled labor within
the country. Also, after domestic investment, foreign capital can be used to
further develop the production chains. However, ensuring that foreign
investments align with the established development patterns is essential.
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