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ABSTRACT

The hypothesis of excess co-movement in commodity markets indicates simultaneous price
movements, which led to different consequences on the supply and demand side. These
consequences include diverting resources from productive activities on the supply side and creating
widespread inflationary pressures on the demand side. In the present study, the co-movement of the
different types of animal meat was assessed over time. In addition, the other purpose of this study
is to determine the impact of the factors affecting co-movement. For this purpose, first, by using
the ARMA-DCC-GARCH approach, Co-movement among the meat types market in Iran was
estimated. Then, using Quantile regression analysis, the effect of the most critical factors affecting
conditional co-movement was estimated. The results showed that the co-movement among the
meat types market has experienced significant changes over time and has been decreasing in some
periods and increasing in others. The Maximum and minimum value of the dynamic conditional
correlations were -0.58 and -0.08 between fish and poultry meat markets, 0.44 and 0.02 between
fish and red meat markets, and 0.46 and -0.04 between chicken and red meat markets, respectively.
In addition, the most critical determinants of Co-movement between meat types market include
exchange rates, exchange rate volatility, production costs, liquidity, energy market fluctuations, and
volatile monetary policymaking. Therefore, it is recommended that policymakers, given the role of
these factors in their decisions, prevent the occurrence of periods with high co-movement.

Keywords: Co-movement, Dynamic Conditional Correlation, Multivariate GARCH, Quantile
Regression

Objectives

Simultaneous movements in commodity prices in the first decade of the 21st century have led to
the spread of the concept of excess co-movement in scientific and political circles. The hypothesis
of excess co-movement in commodity markets indicates simultaneous price movements beyond
what fundamentals can explain. This phenomenon led to different consequences on the supply and
demand side. These consequences include diverting resources from productive activities on the
supply side and creating widespread inflationary pressures on the demand side. Given the
importance of meat types in the food basket of households, the present study intends to examine the
co-movement between the meat types market over time. In addition, creating Co-movement in
commodity markets, which is often unpredictable, has increased the incentives to understand its
driving forces. Hence, the other purpose of this study is to determine the impact of the factors
affecting co-movement. This study considered co-movement in the three types of meat such as fish,
poultry, and red meat, which has a remarkable share in providing the protein needed by society.
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Because the Meat production industry in Iran often imports much-needed inputs such as corn,
soybean meal, and barley. It is more strongly influenced by global market changes, international
sanctions, rising exchange rates, and government monetary and fiscal policies.

Methods

To investigate Co-movement among the meat types market in Iran and examine the effects on
co-movement of a set of possible determinants, was used a monthly dataset is ranging from
Farvardin 1383 until Esfand 1399. In order to achieve the objectives of the research, the monthly
nominal price returns of the three types of meat, such as fish, poultry, and red meat, were
calculated. In the first step, by using Autoregressive Moving Average - Dynamic Conditional
Correlation - Generalized Autoregressive Conditional Heteroskedasticity model (ARMA-DCC-
GARCH), a time-varying conditional correlation as an indicator for the Co-movement between the
price returns was estimated. In this approach, the conditional mean equation is specificated in the
form of an Autoregressive Moving Average process. The conditional variance equation is obtained
through Dynamic Conditional Correlation - Generalized Autoregressive Conditional
Heteroskedasticity model. Then, the average of the conditional correlations between the pairs of
markets was calculated, which is the dependent variable in the next step. The second step examines
the effect of the most critical factors affecting conditional co-movement, including exchange rate,
production costs, monetary policy, economic uncertainty, and energy market volatility. In this step,
this research uses Quantile regression analysis to investigate whether time-varying conditional
correlations are statistically associated with macroeconomic factors. The results of the Quantile
regression model are presented in 0.25, 0.5, and 0.75 Quantile, which represents the first quarter,
the second quarter (median), and the third quarter, respectively.

Results

The present empirical study results reveal exciting patterns about the relationships among
agriculture markets. In particular, it showed that the co-movement among the meat types market
has experienced significant changes over time and has been decreasing in some periods and
increasing in others. Thus, from the beginning of the study period until the implementation of the
targeted subsidy plan, due to high government oil revenues and intervention in the foreign
exchange market, it has had a declining trend. However, since then, this trend has gradually
changed, and It has Increased with the currency jump in 1390 and 1391. Since 1392, with the
change of government policies on interest rates, optimism resulting from the nuclear negotiations,
and lower inflation expectations, the movement of price returns in the meat market has again seen a
downward trend. Since 1397, with the withdrawal of the United States from the Joint
Comprehensive Plan of Action and the cancellation of all commitments, Co-movement among the
meat types market increased. Also, the study results of the factors affecting co-movement show that
an increase in exchange rates, exchange rate volatility, production costs, liquidity, energy market
fluctuations, and volatile monetary policymaking increase Co-movement among the meat types
market in Iran.

Discussion

According to the results, Producers and consumers in the meat market face different levels of
risk over different periods. In the production sector, the development and implementation of market
risk reduction policies are recommended compared to the pricing policy of essential goods, which
in many cases is lower than the cost of products. In the consumer sector, implementing dynamic
subsidy policies can impose lower costs on the government and protect consumers. So that in
periods with high co-movement, subsidies increase, and in periods with low co-movement,
subsidies decrease. Also, considering the effect of the factors affecting co-movement, it is
recommended that policymakers, given the role of these factors in their decisions, prevent the
occurrence of periods with high co-movement.
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