The breakdown of the Doha trade talks
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 policeman and court for world trade issues relating to its agreements. The Doha round of negotiations (so called as it was in Doha in 2001 that the negotiations began) has been a difficult round and following a major meeting in Hong Kong in December 2005, negotiations have been continuing in Geneva.
However, progress in this round of talks has been slow and in July 2006 the talks broke down. The WTO has tried to put a different spin on the breakdown with the head of the WTO, Pascal Lamy, arguing that the breakdown was like a “time out” in basketball. Others are less convinced and believe that the breakdown of the talks may be terminal.
So why have the talks broken down? As with any breakdown, each side has been keen to blame the other and the period since the breakdown has seen recriminations from both sides. The key problem with this trade round has been the negotiations on agricultural support and subsidies. These tend to be more difficult to negotiate away than tariffs and quotas on manufactured goods, with agricultural lobby groups tending to be very powerful in developed countries. This has certainly proved to be the case with the Doha round, with the talks faltering over disagreement on the reduction of agricultural support. Developing countries have argued that the developed countries were never serious (despite many protestations to the contrary) about opening up their markets, while in the meantime, the developed countries have blamed each other. The EU argues that the USA has been too ambitious and has not been sufficiently flexible in its negotiations to produce agreement. The USA, in turn, blames the EU Common Agricultural Policy (CAP) for the protectionist policies that have blocked agreement.
Negotiators were keen to get an outline agreement in place by the end of July as a failure to get this would make it nearly impossible to negotiate a trade-expanding agreement before the mid-2007 expiry of a so-called ‘fast track authority’ that requires the US Congress to accept or reject any trade deal without looking at the specific provisions of the agreed deal. Given the collapse of these talks, it seems very unlikely that George Bush can push through a fully negotiated deal before this deadline. This is embarrassing for the President given that, at a St. Petersburg summit of world leaders in June, he and other leaders had called for redoubled efforts to make concessions in the trade talks and break the impasse.
So what will happen next? Trade talks have, in the past, been known to rise phoenix-like from the ashes. In 1990 the Uruguay Round (the precursor to Doha) was suspended over disagreements about farm subsidies, but three years later came the Uruguay agreement which was one of the most comprehensive agreements ever negotiated by the WTO (or the General Agreement on Tariffs and Trade (GATT) as it was then known). So should we be getting a sense of déjà vu about this? Some commentators argue that the divisions in this round are much deeper. The USA has offered significant tariff cuts and wants the EU to match these. Given that US farm tariffs are already low, this puts the EU under significant pressure – pressure that it seemed unwilling to bow to. This may be partly due to genuine differences about whether tariff cuts are the best way to support developing countries, but is more likely explained as the EU’s unwillingness to face down the powerful agricultural lobby groups in many European countries.
However, it would be too simplistic to blame just the disputes between Washington and Brussels. The developing countries were also reluctant to reduce barriers to their markets and this has complicated the situation, making many commentators more pessimistic about prospects for a deal than in the past. The large developing countries, such as Brazil, China and India, argue that, if Doha is to be a ‘pro-poor countries’ agreement, then they need to do little. US negotiators, on the other hand, want to see their markets opened to allow US farmers to benefit from access to larger markets. Oddly, many developing countries, such as India, Egypt and Nigeria, have been unilaterally cutting tariffs while simultaneously refusing to offer tariff cuts in the Doha round. The reason for this appears to be that any cuts made to tariffs in a possible Doha agreement would be irreversible and they seem to want to retain the option to re-impose tariffs if they see fit.

So the prospects for a Doha agreement do not look good and many argue that the breakdown of the talks will lead to further trade disputes between developed and developing countries. The WTO has already declared many of the US cotton subsidies to be illegal and rice and soya beans look like future possible battleground between developed and developing countries.
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 (6th ed), Chapters 2, 3, 23, 25, and 26 and  Essentials of Economics (3rd ed), Chapters 1, 2, 11 and 12. You might also like to have a look at Box 23.7 in Economics (6th ed). In Economics for Business (3rd ed) Chapters 4, 5, 12, 20, and 24 might be relevant while in the Economic Environment of Business (1st ed) you may like to look at Chapters 2, 8 and 11.

Game theory (see Chapter 7 in Economics, Chapter 4 in Essentials of Economics, Chapter 5 in the Economic Environment of Business and Chapter 12 in Economics for Business) can also shed considerable light on the difficulty of reaching agreement. Are trade talks a prisoner’s dilemma games?
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, News Item 13 in the March 2005 edition and News Item 13 in the March 2006 edition. News Item 21 in the September 2006 edition has further details of the breakdown of the Doha talks and links to relevant news articles.
