The WTO in Hong Kong – what did it achieve?

The World Trade Organisation (WTO) has 149 members and its main purpose is the promotion of free trade. As part of this brief it aims to reduce protectionist measures such as tariffs, quotas and embargoes. It also acts as the global police and court for world trade issues relating to its agreements.

Once every two years the WTO’s Ministerial Conference meets; this is the top decision-making body of the WTO. The ministerial conference met in Hong Kong in December 2005 as part of what is called the Doha round of negotiations. It is called this as it was in Doha in 2001 that the negotiations began. The Hong Kong meeting was the culmination of a complex series of negotiations and the hope was to produce a comprehensive agreement to reduce trade barriers on a wide range of products and services. So did it achieve this?

Views on what was achieved differ depending on your perspective. The developing countries were looking for comprehensive reform of the farming support policies of the developed countries, although not all developing countries were unanimous about this. Some African countries feared that a general reduction in trade barriers would compromise the preferential arrangements that they have in place. Developed countries were looking for better access to international markets, but many (including most of the EU) were reluctant to give up their subsidy regimes to any great extent.

The need to find some sort of compromise was paramount and the negotiations looked at several stages like breaking down completely. However, an agreement was eventually reached. The agreement obliges the EU to remove all farm export subsidies by 2013. Developing countries like Brazil had been pushing hard for this date to be 2010, but the EU would not budge. 

"This was a modest but not insignificant deal which could be a driving force to make real cuts in agricultural subsidies," said Celso Amorim, Brazil's foreign minister. Ministers from the EU and USA were more guarded in their reaction. "The British government was disappointed that the meeting did not make more progress but relieved it did not end in failure like Cancun and Seattle," said Alan Johnson, UK Trade and Industry Secretary.

However, although this was a final agreement for the meeting, it will still take many months of painstaking negotiations to draw up the final details of the agreement and to work on some of the areas where agreement was not possible.

Many groups, including charities and non-governmental organisations were very disappointed with the deal struck. They argued that the EU export subsidies were due to be phased out already by 2013 and so this was not really a concession at all and although the US agreed to cut cotton export subsidies, this was no more than the WTO had already obliged them to do in a ruling. Research by Cafod, the catholic aid agency, has established that the share of export subsidies fell from 50% of EU agricultural spending in 1980 to 5% in 2004, so the significance of this part of the deal has to be questioned. Oxfam’s head of research, Duncan Green, argued that “the developed world has won a round for free”.

The fact that the poorest countries achieved little from the negotiations for many reflects the lack of bargaining power that they have – what can they offer in return for the concessions from the developed world? This inequality is demonstrated by the fact that the top five developed countries (with a population of 646 million) controlled 37% of all world trade in 2002 while the world's poorest 49 countries (with a population of 648 million) shared only 0.6% of world trade. Many of them have suffered progressively as commodity prices have kept falling. Burundi, for example, depends on coffee for 73% of its exports and as coffee prices fall, their export revenues suffer further, making it increasingly difficult for them to pull themselves out of poverty. With over 1 billion people in the world still living on less than $1 a day, the need for poverty reduction is as great as ever.

The deal did have a development package tacked on to it, but many of the least developed countries were disappointed with this. It gave them the right to sell their goods into developed countries without paying tariffs or being limited by quotas, but it was considered too full of exemptions to be of any real value to them. Japan, for example, has proposed to exempt rice, fish, sugar and maize; all staple exports of developing countries.

Many would argue that the developed world has used the same sleight of hand displayed by magicians. By getting the rest of the world to focus on the relatively minor issue of export subsidies, they have managed to disguise the broader issue of domestic support and other protectionist issues. The EU, for example, spends around $1bn on export subsidies while the real issue could be argued to be the $55bn that it gives on other forms of domestic support.

So, Hong Kong was a further step on the road to tariff reduction, but it may have been a fairly small step for those trying to climb up the development ladder.

Want to find out more?

The above analysis of the Doha round of trade talks touches on a range of topics. These include demand and supply, commodity prices, agricultural intervention in markets, protectionism and development. To find out more detail on any of these areas you may want to look at Economics (5th or 6th ed), Chapters 2, 3, 23, 25, and 26, Essentials of Economics (3rd ed), Chapters 1, 2, 11 and 12, Economics for Business (3rd ed) Chapter 24 and The Economic Environment of Business Chapter 11. You might also like to have a look at Box 23.10 in Economics (5th ed) or Box 23.7 in Economics (6th ed).

On this website it would also be worth having a look at recent Economics in the News Items including News Item 18 in the November/December 2005 edition, News Item 17 in the September 2005 edition and News Item 13 in the March 2005 edition.
