Cancun calamity

On September 14th in Cancun, Mexico, global trade talks collapsed amidst a sea of recrimination and blame. The Economist leader on the 18th September was scathing in its criticism of those concerned with its collapse.

"The failure sprang not from principle, nor even from intelligent calculation, but from cynicism, delusion and incompetence. It is going to leave most people in the world worse off – and, without a doubt, those who will suffer worst are the world's poor." 

The Economist goes on to suggest that the collapse of the Cancun trade talks may in fact have more deep and lasting implications for the global trading system, proclaiming that the "whole system is in peril" and that the collapse may have "dealt a mortal blow to the multilateral trading system". These are sweeping claims, and clearly represent a serious issue for the global economy if correct. So who is to blame for the talks collapse, and is the end of the multilateral trading system such a serious problem?

The WTO, created in 1995 as a replacement for the General Agreement on Tariffs and Trade (GATT), aims to create a global economy that, as far as possible, operates under the principle of free and fair trade. In this global economy, not only should tariffs and other forms of protection be minimised, but countries within the WTO should not be discriminated against when some form of protectionism is in place. This is the true value of a multilateral trading system. All countries are subject to, and bound by, the same rules, big or small, rich or poor.

If such rules begin to break down, the fear is that the global trading system will start to fracture. Regional trade agreements between countries, or bilateral agreements between certain countries on specific issues of trade, may begin to replace the existing multilateral system. Unless you are part of the region or part of the bilateral agreement, you may be subject to some form of protectionism. Under the WTO’s multilateral system, however, such practices would have been very difficult, if not impossible to establish, especially if such agreements involved any degree of discrimination against member countries.

For the rich countries and regions of the world, such as the United States and the European Union, where trade is heavily concentrated, the collapse in the multilateral trade system and its rules and regulations would clearly be significant.

However, it is far more of a problem for countries with little economic power or influence over trade. Small poor countries in Africa, for example, would clearly benefit from an open trading system. By contrast, regional and bilateral agreements would, in most instances, see them excluded and marginalised within the global trading system.

Under present WTO rules, all countries must reach a consensus before global trade agreements can be put in place. All countries, rich and poor, have the power of veto. Without global trade rules, administered by the likes of the WTO, what little power poor countries have over trade would vanish completely.

So, who is to blame for placing the global trading system in such a precarious position?

The Economist is of the opinion that everybody needs to take some responsibility for the collapse in the talks. 

"For all the fine promises made at Doha (where the current round of trade talks started, and of which Cancun was part) rich countries could see no further than the interests of their own farmers. America’s unwillingness to curb its cotton subsidies – which have an especially severe effect on poor-country producers – is unforgivable. So too is Japan’s unyielding defence of its own swaddled rice farmers. And for all its ballyhooed efforts at reform, the European Union remains the most egregious farm subsidiser of all. Europe deserves added blame for trying to push poor countries into negotiating new rules on investment, competition, government procurement and trade facilitation, when most of them clearly did not want to.

Yet the rich countries did not wreck Cancun by themselves. Many poor countries saw the Doha round, and its promise to be pro-poor, as an excuse for making demands of the rich world while doing nothing to lower their own trade barriers. They forgot that trade talks require compromise. […..] According to the World Bank, over 70 per cent of the benefits that poor countries might see from the Doha round would come from freeing trade with each other. By refusing to compromise, poor countries have come away with nothing."

As Pascal Lamy, the EU trade commissioner remarked following the collapse of the trade talks, "There are only losers".

Want to find out more?

The history of the WTO and its operation and performance over the past few years is well covered in all three texts. See: Economics (5th ed), pages 664–7, including Boxes 23.9 and 23.10; Economics for Business (2nd ed), section 22.4, including Boxes 22.2 and 22.3; Essentials of Economics (2nd ed), section 11.3.

On this website additional case studies concerning the WTO can be found. Check out the resources for Chapter 23 of Economics 5th Ed and case studies 23.1 to 23.3. All three case studies reflect upon recent issues facing the WTO. Check out various Economics in the News Items and particularly News Item 20 in the September 2003 edition.
