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ABSTRACT

Nowadays, institutions and institutional quality of countries have become one of the most
important issues in the international trade literature which based on the empirical findings of
various studies have been considered as one of the main trade barriers in countries and have led to a
change in the country's trade model. Therefore, the purpose of this article is evaluation of the effect
of Iran’s institutional quality and her major trading partners on Iranian agricultural products
exports. To achieve this goal, Iran's agricultural exports to 45 major trading partners’ data were
analyzed using the gravity model over the period of 2002-2014. The results showed variables of
trade partners GDP, trade agreements and common border have had positive and significant effects
and distance and economic similarity have had negative and significant effect on Iranian
agricultural exports. Also, the institutional quality of Iran and her trading partners have had
negative and positive effects on agricultural exports of Iran, respectively. In other words, the low
institutional quality of Iran has been recognized as one of the barriers of Iran’s agricultural exports.
Therefore, since improving the quality of domestic institutions through reducing risk and
transaction costs can play a decisive role in increasing agricultural exports, it is suggested that more
investment be made in improving the domestic institutions infrastructures in order to be benefited
by the global trade environment.
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Objectives

Nowadays, institutions and institutional quality of countries have become one of the most
important issues in the international trade literature which based on the empirical findings of
various studies have been considered as one of the main trade barriers in countries and have led to a
change in the country's trade model. Since, underdeveloped and inefficient institutions impose high
trade costs by reducing the volume of trade. While powerful and supportive institutions have an
undeniable role in reducing transaction costs and uncertainty that results in increased trade. The
reason for the low level of trade in developing countries is the poor institutional quality of these
countries. Because countries prefer higher institutional quality business partners thorough lower
transaction costs and greater ease of trade. Therefore, the purpose of this article is evaluation of the
effect of Iran’s institutional quality and her major trading partners on Iranian agricultural products
exports.
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Methods

To achieve the goal of the article, Iran's agricultural exports to 45 major trading partners’ data were
analyzed using the gravity model over the period of 2002-2014. In the estimated model, in addition
to the institutional quality indices of Iran and her trading partners, the effect of the income and
population of the trading partners, the distance between Iran and the trading partners, economic
similarity, trade agreement and joint border were investigated. In this paper, Poisson pseudo-
maximum likelihood estimation method were used which is more efficient than traditional methods
of gravity model estimation. Finally, two models were estimated which in the first model only the
effect of institutional quality variables of Iran and her trading partners and in the latter model the
effect of these two variables along with other variables were investigated.

Results

The results of this article can be classified into two major groups: the first, the institutional quality
of Iran and her trading partners have had negative and positive effects on agricultural exports of
Iran, respectively. In other words, the low institutional quality of Iran has been recognized as one
of the barriers of Iran’s agricultural exports. Poor quality of regulation, high corruption, weak rule
of law and lack of high policy stability in Iran have had a declining role in agricultural exports.
While, Iran's exports have mostly been with countries that have a good institutional quality. The
second, the variables of trade partners GDP, trade agreements and common border have had
positive and significant effects and distance and economic similarity have had negative and
significant effect on Iranian agricultural exports. Since the most of exported agricultural products
of Iran are inessential products in the food security of countries, therefore, population growth has
not had a significant effect on Iran's agricultural exports. While improving the per capita income of
trading partners, with the increase in the share of inessential goods in their import basket, has
played an increasing role in Iranian agricultural exports. Consistent with the theory of gravity, the
results indicate that the gap has a negative and significant role on Iran's agricultural export to
trading partners. That is, assuming the conditions of the trading partners are the same, closer
countries are selected to export agricultural products. The most important reason for this is the
nature of corruption and the conditions of transportation of agricultural products. The negative sign
of the economic similarity coefficient indicates that Iran's agricultural exports to countries with
different economic structure is higher. One of the main reasons for this has been Iran's special
export basket, which mainly includes products with the capability to produce under certain climatic
conditions and high prices. This has led the high-income European and Asian countries, which
have a large economic difference with Iran, to import these product groups. Also, joint membership
of Iran and its trading partners in an agreement has helped to boost exports of Iranian agricultural
products by reducing trade barriers and improving facilitating conditions.

Discussion

Since improving the quality of domestic institutions through reducing risk and transaction costs can
play a decisive role in increasing agricultural exports, it is suggested that more investment be made
in improving the domestic institutions infrastructures in order to be benefited by the global trade
environment. As well as, paying attention to the stability of agricultural trade laws and guidelines is
one of the most important components of institutional quality improvement, which reduces
business risk, enhances the incentive for local traders, and increases the willingness of trading
partners. It is also recommended that by establishing legal requirements in line with world
standards, a suitable path will be taken to increase trade and generate sustainable export earnings.
Given the significance of the trade agreement variable, it is suggested that by joining trade
agreements, it would provide a secure and large market without tariff barriers to export.
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