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Abstract

This study aims to examine the sensitivity of Iran’s foreign trade to real
exchange rate fluctuations and the validity of the Marshall-Lerner condition,
given that exchange rate volatility in Iran has always been accompanied by
trade restrictions, sanctions, and multiple exchange rate policies, making its
actual impact on imports and exports unclear. For this purpose, quarterly
data from 2001 to 2024 were used, and three different approaches—including
the Structural Change (strucchange) model, the VECM model, and a
theoretical free trade model—were employed. The strucchange model results
indicate that the structural break and the change in import and export
responses to the real exchange rate occurred in late 2018, due to intensified
secondary sanctions, the U.S. withdrawal from the JCPOA, multiple
exchange rate policies, and shocks from the COVID-19 pandemic. After this
point, import and export reactions to the real exchange rate became positive,
yet the Marshall-Lerner condition remained unmet. The VECM model
similarly shows that the sum of import and export elasticities is below one,
meaning that in practice, a depreciation of the national currency does not
guarantee an improvement in the trade balance. Only in the theoretical free
trade model does the Marshall-Lerner coefficient approach one, highlighting
the significant role of sanctions and institutional constraints in weakening the
effect of the real exchange rate on Iran’s foreign trade.
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The most important finding of this study is that the primary reason for the
failure of the Marshall-Lerner condition in Iran is not exchange rate
fluctuations, but rather the import-dependent structure, the concentration of
exports in oil, sanctions, and the weak capacity of non-oil exports. In other
words, even if the exchange rate changes, without institutional reforms and
the strengthening of production and non-oil export capacities, its impact on
the trade balance remains limited.

Keywords: Marshall-Lerner condition; Import and Export Elasticities; Real
Exchange Rate; Economic Sanctions; VECM; Structural Break; Iranian
Economy
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