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MARKET INTEGRATION ~ CONCEPTUAL
AND APPLICATION ISSUES e -
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Abstract
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Correlation is a measure of market integration. Correlation Coefficients
of Prices, which include trend, seasonal and cyclical effects are not
adequate to precisely measure the degree of market integration.

Integration of “pure ‘efrors™ (pure errors means error seties free from
autocorrelation effects) of several time series-enables us {o determine
the significance or otherwise integration of markets.

Introduction

Studiesin marketing range from pricing, operational and performance
efficiencies. These studies are product-commodity oriented and they
make efforts to capture efficiency levels in the form of degree of miotivation
between markets over a time pericd lagged or otherwise. Further,
correlations of new prices are examined over time while selection of a.
price variable is a problem in its own right, (in terms of which price-
wholesale price, retail price, form price etc.,) the “rawness” of data which
include several other “effects” is a matter to examine. The time trend
variable is another dimensional issue to count at for correct interpretation
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~of results. Some of the studies reviewed suggest that correlation
(of prices), as a measure of market integration and hence efficiency, is
not an adequate measure because of several reasons. First a new price
concedes in itself, trend, reasonability and cycles. Secondly, temporal
prices between several markets contain the component of
autocorrelation. Thirdly, along with prices, interrelated spatial demand
and supply factors, market practices and regulatory measures may
influence the levels of integration or otherwise. Fourthly, we expect
integration between organically linked markets (in terms of physical
products) irrespective of whether they are strong or weak. The real issue
is to get at a measure which reflects real state of integration and hence
efficiency.

The Conceptual Framework

The higher the degree of correlation, the higher is the integration. Since
higher correlation is relative in its sense it is essential to develop a new
concept. Given any two temporal data sets of prices of a product, it is
vital to detrend, deseasonalise and decycle the series. This would give
us series of error, which are not free from autocorrelation. Develop a
lagged autocorrelated mode! and test it on the series to deautocorrelate.
Then the series is ieft with “pure errors”. Correlate these “pure error”-
seriesto get at the degree of integration. Test the significance or otherwise
of correlation of “pure errors”. The significance or otherwise of “* gives
an assessment of market integration. A low value of ¢ may be significant.
This is a measure different from the one used by Delgado (wherein two
way ANOVA is used), as well as Gupta and Multer approach based on
Granger causality test and price information base. ' : '

Method
The time series of prices for a product “c” is a function of time. Thatis
Pt =F (t) cevrenn (1)

Since for a product base the series have to be tested for their degree of
association equation 1 becomes-

Pét | ‘=4 fc (tz) (2) wh:éréi;q =1 2n for n ﬁ'narkets.
The-equati.'on 2is aé;sumed ‘tb.ﬂbe a fnuli‘tibiicative model., that is; o |
Pl = Teth x Cotix Soti X I en3) |
5etrénd, 'Deéeasonnaliéé énthecycIe the selries in équation 3 theﬁ

equation 3 becomes
P cti =I¢cti............ (4)
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