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Abstract

This thesis analyses the economic effects and the political economy causes of
actual and proposed trade policy interventions in response to agricultural
commodity price spikes. It does so by employing a theoretical model of world

trade that incorporates both import and export policies in a common framework.

The thesis begins with an analysis of the economic effects of trade interventions
by investigating terms of trade effects, welfare implications, and distributional
impacts within countries. The international price effect of trade policy
interventions of large (or sufficiently large group of small) food-importing
countries in response to a price spike is to reinforce the initial exogenous price
spike. Insofar as the policy reactions of importing countries trigger exporting
countries to respond with trade policies, the price spike is further accentuated. The
own-welfare effects also are accentuated. This thesis shows that if countries began
with some trade restrictions, the national welfare effects are more complex. The
welfare of countries that do not intervene in trade also is affected by interventions
of other countries. The within-country distributional effects show that the effects
on households® real income depend on initial proportions of their income from
different productive factors and the initial proportions of their consumption

expenditure on agricultural and non-agricultural tradables and on non-traded goods.
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The thesis then explains why countries alter their intervention in trade in response
to a price spike despite their global economic cost, and analyses the implications
for policy outcomes between food-importing and exporting countries. A political
economy model is developed which predicts that government preferences for
averting losses for domestic interest groups from a price spike lead to a change in
trade distortions. In particular, trade interventions in response to a downward price
spike are predicted as proposed by some developing country members of the
World Trade Organization (WTO) for an agricultural Special Safeguard
Mechanism. The model predicts that higher import tariffs are likely in a non-
cooperative setting, and that higher export subsidies/lower export taxes will
emerge in exporting countries in response to the raising of those tariffs. Another
contribution of the thesis is to show that cooperative trade policies could lead to a
more efficient outcome, and while self-enforcement of cooperation is unlikely in a
one period game, in a repeated game setting and with possible involvement of the

WTO an efficient outcome is possible.

Drawing from the same political economy model to provide a political economy
explanation for trade interventions in response to an upward price spike, the results
show that the higher the concern for consumers, the higher will be the assistance
received by them in the form of insulation from the international price spike.
Similar to the results of the case of a downward price spike, the model predicts
that cooperative trade policies are welfare improving for both importers and

exporters even though the cooperation may not be self-enforcing in one period. An
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efficient trade policy outcome between food-importing and food-exporting
countries can be achieved in a repeated game setting and with possible

involvement of the WTO.



Declaration

This work contains no material which has been accepted for the award of any other
degree or diploma in any university or other tertiary institution to T.M. Jayanthi
Upamalika Thennakoon and, to the best of my knowledge and belief, contains no
material previously published or written by another person, except where due

reference has been made in the text.

I give consent to this copy of my thesis, when deposited in the University Library,
being made available for loan and photocopying, subject to the provisions of the

Copyright Act 1968.

I also give permission for the digital version of my thesis to be made available on
the web, via the University*s digital research repository, the Library catalogue, the
Australasian Digital Thesis Programme (ADTP) and also through web search
engines, unless permission has been granted by the University to restrict access for
a period of time.

Signed:

Date:

Vi



Acknowledgements

I would like to sincerely thank my principle supervisor, Prof. Kym Anderson for
his insightful advices and generous supervision throughout this research. His
guidance, patience, understanding and encouragement throughout our work
together made my thesis experience easier. Without his direction and assistance,

this thesis would have not come into existence.

I also thank Dr Tatyana Chesnokova, my second supervisor, who provided helpful

advises and comments to enable me to complete this thesis.

I greatly appreciate the generous financial support provided by the Endeavour
Awards, the government of Australia without which I could not have initiated my
PhD studies in Australia. I also appreciate the support services received from
Austraining International Pty Ltd. Thanks also to the University of Adelaide for

additional financial support through the Adelaide Graduate Fee Scholarship.

I also thank all academic staff of the School of Economics, who provided me
helpful comments at various seminars and presentations, and thanks are also to the
members of the professional staff of the School who have helped me in number of

ways.

vil



I also acknowledge the services of Dr Nicola Chandler, a visiting research fellow
in the School of Economics, for her generous editorial support and her
contribution towards the complete, precise, and refined presentation of my thesis.

Dr Chandler's specialization is in Economics.

I owe sincere thanks to my parents and my beloved sister for their support,
encouragement, understanding and love and all other reasons that I cannot
enumerate here. More particularly I thank my wonderful husband, Jagath for his
consistent and invaluable support and love, without which I could not have

survived throughout this process.

Finally, I thank all my fellow PhD students at the School of Economics for their

companionship and all who supported me in various ways throughout my

candidature.

viil



	TITLE: Economics and Political Economy of Trade Interventions in Response to Commodity Price Spikes
	Table of Contents
	Abstract
	Declaration
	Acknowledgements


