Trade disagreements?

In the Topical economic issues of October 2003, we dealt with the collapse of the trade talks in Cancun. These global trade talks collapsed on September 14th, 2003 amidst a sea of recrimination and blame. This collapse threatened to destabilise and perhaps even prevent any tangible outcome for the Doha round of world trade talks. As a result there have been furious negotiations behind the scenes and August 2004 saw a potential breakthrough in negotiations.

The Doha round of trade talks was so called because WTO members met in November 2001 in Doha in Qatar to try to negotiate the opening up of world markets for agricultural and manufactured goods. The September 2003 meeting in Cancun was held to try to hammer out a more detailed agreement on the agenda that was set in Doha. The main areas being negotiated were agriculture, industrial goods, trade in services and a new customs code.

Agriculture, however, proved to be a serious sticking point in the negotiations. A consensus emerged among a group of developing countries who accused the developed countries of protecting their farmers through the use of subsidies and then dumping surpluses on their markets, damaging the interests of poor farmers. They argued that subsidies, such as those the US government gave to cotton farmers and those paid out by the EU as part of the Common Agricultural Policy (CAP), were driving down international prices and making farmers in the developed countries artificially competitive. This alliance of developing nations refused to sign the agreement and the talks broke down.

Since Cancun the world of trade has moved on and slightly more flexibility has emerged in the position of developed countries. This may have started as a result of a ruling by the WTO in April 2004. Brazil brought a case at the WTO against the USA arguing that its cotton subsidies were illegal under the terms of existing world trade agreements. Brazil’s case was that the US subsidies kept prices artificially low and gave US producers a competitive advantage over the less well-off (and less well-funded) Brazilian farmers. The WTO agreed and ruled that the US cotton subsidies were illegal.

This ruling may have contributed to a sudden willingness on the part of the European Union and other developed countries to start to negotiate once again. On August 1st, 2004 a deal was agreed at the WTO in Geneva between all 147 member countries. The deal was that rich countries would cut their farm subsidies in return for the developing countries opening up their markets to manufactured goods. However, the WTO Director General, Supachai Panitchpakdi, made it clear that much remained to be done. He said:

"Multilateralism has certainly made a minor triumph. The major triumph would be the day that we successfully complete the Doha development agenda." 

According to the World Bank, a final deal could add $520bn to the world economy by 2015, if rich and developing countries cut their tariffs, and most of the benefit from this deal should accrue to the poorer countries. However, some commentators argued that the deal was very short on detail and that much remained to be done before the Doha talks could be completed.  Others argued that the developed nations had not given up nearly enough and argued for further concessions if the developing nations were truly to benefit.

However, this is not a simple case of developed versus developing countries. Most countries are, in the trade negotiations, trying to protect their own domestic political and economic interests. As George Kerevan put it in the Scotsman:

“In this murky world, there are no good guys or bad guys – though the worst of the lobbies are capable of using leftist, anti-globalisation rhetoric to protect their monopolies. Yes, the French, Japanese and Swiss are defending their intrinsic right to subsidise the export of foodstuffs which are ludicrously expensive to produce, bankrupting Third World farmers in the process. This is called protecting one’s "way of life". But the biggest culprits in the past two years have been the Brazilians. They lead an intermediate group of semi-industrialised nations anxious to protect their home markets in services and advanced manufactures like computers and aerospace. 

The Brazilians effectively scuppered the last round of WTO negotiations at Cancun in Mexico by siding with the poorer agricultural nations. Together, they vetoed a US-EU proposal to link cuts in agricultural subsidies to reciprocal free trade in services. Naïve anti-globalists in Britain thought this was a great moral victory, as it was a poke in the eye for the West. Actually, it was the Brazilian oligarchs blocking any further trade reform in their own self-interest. As it left US-EU farm subsidies intact, how did it help the developing world?”

John Kerevan, Scotsman (2nd August 2004), In a flat world, truth is not economical
The pressure to reduce EU farm subsidies (the CAP swallows nearly half the Commission’s annual budget) will continue from a number of quarters, but there are strong political interests at stake.

In June 2004 the EU agreed to reduce sugar subsidies and other support mechanisms. Quotas were reduced from 17.4 million tonnes to 14.6 million tonnes; subsidised exports were reduced from 2.4 million tonnes to 400,000 tonnes; and guaranteed prices were cut by 30 to40 per cent. The optimist in us might argue that this shows a new openness in EU attitudes to world trade issues; the cynic, however, migjht suggest that this move had something to do with a case brought by the Brazilian sugar cane industry.

It seems that, as ever, world trade negotiations will be painfully slow. With the interests of 147 member countries to satisfy, progress is never likely to be rapid, but at least we are moving towards an outcome again, albeit slowly.

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 (3rd ed), section 24.4, including Box 24.3 on the Doha Development Agenda; Essentials of Economics (3rd ed), section 11.3 including Box 11.2 on the Doha Development Agenda.

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. It would also be worth having a look at recent Economics in the News Items including News Item 14 in the May/June 2004 edition, News Item 11 in the April 2004 edition and News Item 13 in the February 2004 edition.
