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This paper examines the hypothesis that there is a single economic market for the international steam coal industry and investigates the degree of steam coal market integration over time. Throughout this paper, the price-based definition of market is adopted. The long-run relationships between international steam coal prices are tested through the cointegration analysis. Since cointegration requires convergence while convergence could be a gradual and on-going process, the Kalman filter analysis is employed to examine the convergence path of the price series. To examine the degree of integration over time, this approach is more suitable than cointegration analysis because of the time-varying nature of the estimated parameters. On top of the cointegration and Kalman filter analyses, this paper employs a new regression test of convergence proposed by Phillips and Sul (2007) to provide further evidence.
Monthly F.O.B. prices for Australia, China, Colombia, Indonesia, Poland and South Africa between January 1995 and July 2007 are considered. Because of its geographic location, South Africa is often cited as the link between the Atlantic and Pacific markets. As a result, South Africa is used as an anchor in the cointegration and Kalman filter analyses.
All the price series, other than Indonesia, are cointegrated with the South African price. Moreover, the cointegration coefficients for Australia and Poland are not statistically different from unity. It means that these prices are co-moving with the South African price, providing support to the hypothesis of a unified global market for steam coal. The Kalman filter results indicate that the degree of market integration is rather high. The relationships have generally stabilized in the 2000-2003 period. The Phillips and Sul (2007) test does not reject the null of convergence, providing further support for the market integration hypothesis.
Using three different tests with differing natures, we obtained one conclusion – the international steam coal market is generally integrated.

