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Policies

• Policies focusing on market fundamentals such as
infrastructure and information tend to improve the
speed of price transmission among markets.

• Other policies prevent effective flow of price
information, i.e. affect market integration (Goletti et
al., 1995).

• Policies insulate domestic markets from external
markets, and prevent price convergence (Ghosh, 2011),
e.g. quantitative export restrictions (QER).

• QER reduce, and disrupt the relationship between the
domestic and international market prices, especially
when trade exists between countries (Baltzer, 2013).
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QER: Small Stock Marketing Scheme 
(SSMS)

• Namibian Government introduced the SSMS,
in 2004, which is QER policy.

• The policy was implemented to redirected live
sheep to export abattoirs to increase
throughput, and decrease the exportation of
live sheep to South Africa (SA).

• Resultantly, capacity utilisation of export
abattoirs stood at a record of 57% in 2004,
and increased to 75% in 2007.
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In summary 
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QER: SSMS

SSMS likely affected domestic prices, 
because restrictions lower domestic 

prices below international prices 
(Bonarriva et al., 2009)

SSMS affected trade between 
Namibia & SA 

(Sarker & Oyewumi, 2015; 
Taljaard et al., 2009)

Thus could have 
negatively affected 
market integration



Market 
Integration

• Permits a smooth transfer of commodities from a surplus producing country to a
deficit producing country.

• Factors such as government interventions (example the SSMS) affect market
integration by disrupting the efficient flow of price signals.

Argument

• Therefore, it is possible to argue that the SSMS may have had a negative effect on
spatial market integration.

Reasons

• QER policies buffer the domestic market from price shocks transmitting from the
international market (Baltzer, 2013).

• QER policies reduce the exportation of a commodity, which increases domestic supply
of a commodity and causes disequilibrium (Djuric et al., 2009).

• The SSMS policy thus demonstrates a probable direct effect on the effectiveness of
market integration between Namibia and SA.
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Research Objective 

• Examine the effect of the SSMS on spatial
price transmission in Namibia, pre-and-post
SSMS.
– determine the long-run equilibrium relationship,

and short-run dynamics in spatial markets.
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Hypothesis

• The long-run equilibrium relationship and
short-run dynamics reduced between the
Namibian and South African market, post-
SSMS
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Overview of the Namibian agricultural 
sector
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• On average, the small stock industry
generated about 0.422 billion NAD, whereas
the cattle industry generated 1.10 billion NAD
(period from 1999-2015).

• However, Namibia exports a large number of
small stock animals (Schutz, 2009).

• Due to economic integration and geographical
orientation, South Africa is Namibia’s main
trading partner.
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Data Description

• Used monthly average producer price series, January
1999 to December 2015 (secondary nominal prices).

• Sub-divided, pre-SSMS 1999-2003 and post-SSMS
2004-2015.

• Capturing policy interventions using cut-off periods,
especially when using monthly observations is
problematic, because policy interventions take time to
reflect in price behaviour.

• However, it is believed that the sub-samples used in
this study is large enough to capture the influence of
policy changes on price transmission between Namibia
and South Africa.
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Methodology: Market Integration Analysis 
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• Arbitrage works in both directions (Asche et al., 2012).
• When a dominant market exists, the concurrent market will 

likely not have an effect on the dominant market. 
– Namibia is considered a price taker and SA the dominant 

market. 
– Hence, pre-SSMS the effect is expected to be unidirectional.

• Owing to the impact the SSMS policy on the SA market, a 
bidirectional effect is possible.

• Therefore, the study used the Engle & Granger (1987) and 
Johansen (1988) cointegration approach.

• The maximum likelihood is used to verify the bidirectional 
assumption, post-SSMS, by checking the significance of the 
error correction term.



Results
Prices
stationary in
1st difference

Engle & Granger Method Johansen’s Approach/VECM

Pre-SSMS Post-SSMS Pre-SSMS Post-SSMS

Cointegration Present (
elasticity of
0.88)

Present
(elasticity of
0.94)

Absent Present

Short-run
adjustment

Present No short-run from
SA to NAM prices,
But present short-
run from NAM to SA
prices

Speed of
adjustment

-0.301 -0.327

Half-life 2.3 months 2.1 months
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Conclusion

• Spatial market integration, which confirms Taljaard et al. 
(2009)’s result.

• A long-run equilibrium relationship, pre-and-post SSMS.
– Trade flow and common economic policies have been efficient 

in leading spatial prices toward a long-run equilibrium.
• The long-run equilibrium results further showed that post-

SSMS, the price transmission elasticity is moderately higher 
than during the pre-SSMS period’s elasticity.

• Contradicting a priori expectation, as QER such as the SSMS likely 
impedes price transmission (Baltzer, 2013).
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Conclusion cont.

• Study attributes the marginally high price
transmission outcome to drought periods in
Namibia, that occurred over the past 4 years.

• During drought, trade increased between the
two markets, because of a reduced
quantitative export ratio.

• This in turn increased the price transmission
mechanism.
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Conclusion cont.

• The study also found that the speed of price
adjustment, pre-and-post SSMS changed.
– Speed of price adjustment is higher post-SSMS.
– This contradicts a priori expectation, because QER are

anticipated to hinder price transmission.
• The study results are in line with Djuric et al.

(2015) who identified an increased speed of
adjustment after the introduction of the export
restriction policy,
– Attributed the increased speed of adjustment to

demanding arbitrage activities to wheat traders in
Serbia induced by world market price changes.
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Conclusion cont.

• The study therefore rejects the hypothesis that
the long-run equilibrium relationship and short-
run dynamics reduced between the Namibian
and South African market, post-SSMS.

• Thus, concluding that the SSMS policy did not
have a detrimental effect and that a variable QER
is better than an export control that is strictly
enforced and does not permit variation.

20



Thank you…..
Questions……???
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