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ABSTRACT 
 

The paper examined the pricing efficiency of potato markets in Bangladesh using Engle-
Granger test (EG), Cointegration Regression for Durbin Watson (CRDW) test and Error 
Correction Methods (ECM). For the test of pricing efficiency of potato markets, the wholesale 
prices were used to test cointegration using data from January 1993 to December 2005 
yielding a total of 676 observations. Engle-Granger test was used to estimate the integration 
among the potato markets in Bangladesh. In the cointegrating set up, error correction method 
estimated the long-run relationship between reference markets (Dhaka) and selected markets. 
The cointegration regression for Durbin Watson test revealed that the wholesales potato 
markets in Bangladesh were integrated 

 
1.  INTRODUCTION 

In a competit ive market with free flow of information, the price difference 
between any two regions (or markets) will be equal to or less than transport costs 
between the two markets. A perfect competitive, is characterized by a large number of buyers 
and sellers, perfect knowledge about market condit ions (prices) homogeneity of 
product, and free mobility of sellers and products. Thus a single price will prevail in 
all markets. Price differential for a particular commodity arising from place, time 
and form differences would correspond closely to the costs incurred in providing the 
respective transportation storage and processing facilit ies. The market will perform 
efficiently and there will be no scope for traders to make excessive profits. The 
pricing system would facilitate exchange and fully reflect the underlying supply and 
demand condit ions. 

However imperfections in the market, particularly, those arising from activities 
of traders are generally taken as important causes for the existence of differential 
price movements in different markets. It is believed that prices quoted are a 
reflection of the condit ions prevalent in the markets. Therefore, if there are 
imperfections in the form of either oligopoly power among buyers (example,  
basing-point pricing system) or unequal information among sellers, then it is  
expected that buyers will be able to reap abnormal returns and subsequently, wide 
intra-regional price differentials exist in the market.  
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There are basically two approaches to investigate the issue of competitiveness in a market. 

The first is to establish whether the structure of the market tends to conform to the general 
criteria for a competitive market. The second is to determine whether price movements reflect a 
state of competitiveness in the market. In this paper we employed the second approach to test for 
market integration. 

 

The usual definition in the literature is that integrated markets are those where prices are 
determined interdependently. This has generally been assumed to mean that the price changes in 
one market will be fully transmitted to the other markets. Markets that are not integrated may 
convey inaccurate price information that might distort marketing decisions and contribute to 
inefficient product movements. 

 

The recent advances in the time-series econometrics especially those related to cointegration 
and error correction methods have led to an explosion in the literature on testing for market 
integration in many countries including Bangladesh[see, for example, Asche et al. 1999, 
Ismet et a1.1998, Baulch,1997, Goletti et a1.1995, Dercon,1995, Alexander and Wyeth,1994, 
Dahlgram and Blank,1992, Goodwin and Schroeder,1991, Faminow and B enson,1990. 

 

One-to-one correlation analysis (Lele, 1971; Blyn, 1973; Thakur,1974) and regression models 
that analyze the dynamic price adjustment patterns (Ravallion, 1986; Heytens,1986), and lead-lag 
relationship (Gupta and Mucller, 1982)].. However, Ardeni (1989) argued that these approaches 
ignore the time-series properties of price data and the results obtained may be biased and 
inconsistent. More importantly the results tend more often to reject the null hypothesis of market 
integration indicating that the markets are not efficient although these markets appear to operate 
competitively. 

 

However, very little has been done in the way of empirically evaluating market 
integration in Bangladesh with the help of the recently developed cointegration techniques. The 
most common methodology used in the past for testing market integration involves 
estimation of bivariate correlation coefficient between price change in different markets[ 
see, for example, Cummings, 1967, Lele, 1967& 1971. This method, despite its simplicity, 
came under strong criticisms from Blyn,1973, Harriss ,1979, Heytens,1986 and 
Ravallion,1986,1987. 

 

The studies based on bivariate correlation were found to have involved methodological flaws, 
the most serious one seems to have occurred due to their failure to recognised the possibility of 
spurious integration in the presence of common exogenous trends (e.g. general inflation), common 
periodicity (e.g. agricultural seasonality) or autocorrelated and heteroscedastic residuals in the 
regression with non-stationary price data [for details , see Barrett(1966) and Palaskas and 
Harriss-White(1993), hereafter PHW]. 
 

       In the mid-1980s several attempts were made to improve upon earlier methods. The most 
significant contribution to market integration method came from Ravallion (1986). In order to test 
alternative hypothesis of market integration, he proposed a dynamic model of spatial price 
differentials. Although this method mitigates the major methodological limitations of the bivariate 
correlation method, it still involves serious problems that results in inefficient 
 
 
 
 
 
 



 



 



 



 



                             



 



 



 



  



 


