
Co-Integration and Error Correction Mechanism of Supply Response of
Sugarcane in Pakistan (1980-2012)

Authors : Himayatullah Khan
Abstract : This study estimates supply response function of sugarcane in Pakistan from 1980-81 to 2012-13. The study uses co-
integration approach and error correction mechanism. Sugarcane production, area and price series were tested for unit root
using Augmented Dickey Fuller (ADF). The study found that these series were stationary at their first differenced level. Using
the  Augmented  Engle-Granger  test  and  Cointegrating  Regression  Durbin-Watson  (CRDW)  test,  the  study  found  that
“production and price” and “area and price” were co-integrated suggesting that the two sets of time series had long-run or
equilibrium relationship.  The  results  of  the  error  correction  models  for  the  two sets  of  series  showed that  there  was
disequilibrium in the short run there may be disequilibrium. The Engle-Granger residual may be thought of as the equilibrium
error which can be used to tie the short-run behavior of the dependent variable to its long-run value. The Granger-Causality
test results showed that log of price granger caused both the long of production and log of area whereas, the log of production
and log of area Granger caused each other.
Keywords : co-integration, error correction mechanism, Granger-causality, sugarcane, supply response
Conference Title : ICAEER 2015 : International Conference on Agricultural Economics and Environmental Research
Conference Location : Istanbul, Türkiye
Conference Dates : January 26-27, 2015

World Academy of Science, Engineering and Technology
International Journal of Environmental and Ecological Engineering

Vol:9, No:01, 2015

O
pe

n 
Sc

ie
nc

e 
In

de
x,

 E
nv

iro
nm

en
ta

l a
nd

 E
co

lo
gi

ca
l E

ng
in

ee
rin

g 
Vo

l:9
, N

o:
01

, 2
01

5 
pu

bl
ic

at
io

ns
.w

as
et

.o
rg

/a
bs

tr
ac

ts
/1

46
89

.p
df

ISNI:0000000091950263International Scholarly and Scientific Research & Innovation 9(01) 2015 1

https://publications.waset.org/abstracts/14689.pdf

