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Abstract

One of the main determining sources of trade balance fluctuations in small open
economies is the terms of trade. Given the importance of the subject, the purpose of this
research is to examine the effect of the terms of trade on Iran's trade balance with major
trading partners. In order to achieve the research objectives, the Panel ARDL model has
been used in the bilateral relations of the Iranian economy with the economies of China,
the United Arab Emirates, Turkey, India, Germany, Switzerland, South Korea, Italy,
France, Singapore, Brazil, Japan, Spain, Malaysia, and Pakistan during the period 1357-
1397. The results of the model estimation showed that the effect of Iran's terms of trade
on the trade balance in the short run is equal to 0.74 percent and in the long run is equal
to 0.28 percent and is significant. In other words, improving Iran's terms of trade in the
short and long run leads to improving the bilateral trade balance, and the HLM effect in
the short run and the Obstfeld-Senson-Razin effect in the long run are valid. Other
results also showed that in the short run, the trading relationship between partners has a
negative and significant effect on the trade balance, and in the long run, it has no
significant effect on the trade balance.
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