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The great trade collapse
• 2008 third quarter (Q3) to 2009 Q2:

St t t d d i d d hi t• Steepest trade drop in recorded history.
• Deepest since WWII.p
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The great trade collapses vs. the Great 
DepressionDepression
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Deepest since WWII

15%

20% Quarter on Quarter Growth, World Imports of Goods and Services, 1965 to 2009 Q2
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Sudden & Synchronised
• The 7 worst months for trade growth since 1965 

have occurred since November 2008.
• All 104 nations in WTO data experiences drops.
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All sectors hit
• The 7 worst months for trade growth since 1965 

have occurred since November 2008.
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• All 104 nations in WTO data experiences drops.
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2009-Q2
Arms and ammunition
Miscellaneous manufactured articles
Art, antiques, etc



Commodities vs manufactures
Q t Q t G th R t b P d t C t
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Trade fell more than GDP
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Emerging consensus on the causes

• Supply or demand shock?
• Consensus: Demand amplified by 

– “Compositional effect”Compositional effect
– “Synchronicity effect”
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Compositional effect

• Unusual nature of the demand 
h kshock:
– Lehman-linked “fear factor” 

Fuels and 
minerals

Iron & steel

Chemicals

Machines & 
electronics

Textiles & 
Cl hi

Manufactures

produces global “wait and see”;
– Demand for all “postponeables”

Agricultural 
products

Clothing

Other 
manufactures

Demand for all postponeables  
plummets.

Postpone-ables =Postpone ables  
Small share of GDP (say 10 to 15% globally?)
Big share of trade (over 80%)g s a e o t ade (o e 80%)

Common shock has bigger effect on trade than GDP 
due to compositional effects.
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Synchronicity effect

• Unusual nature of the demand shock implies
– 1. Fear-factor demand shock is transmitted instantly 

and globally.
– 2. International supply chains & “just in time” trade 

collapse.p
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Supply side factors

• Protectionism.
• Bankruptcy-linked supply chain disruptions.
• Credit problems especially trade credit• Credit problems, especially trade credit.
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Supply disruptions
French firm-level data
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Supply disruptions?

• Evidence from Japan, France, and US:
– Most adjustment was “intensive margin”

• US firm-level data also showed this for AsianUS firm level data also showed this for Asian 
crisis.
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Credit problems

• Survey evidence:
T bl 7 T d fi i th b t f d li i tTable 7: Trade financing was the number two reason for declining exports.

Rank Exporter Survey Bank Surveys 

1 Lower global demand Lower global demand1 Lower global demand Lower global demand
2 Reduced trade financing Less credit available from own institution 
3 Reduced working finance Less credit available from foreign banksg g

Sources: IMF/BAFT (2009a), IMF/BAFT (2009b) and World Bank (2009). 

• See Auboin (2009) for details.
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Credit problems

• Direct evidence from Japanese firm-level data 
f th 1990 J b ki i ifor the 1990s Japanese banking crisis.

• Direct evidence for historical banking crisis and g
general exposure to financing (but not trade 
credit per se)credit per se).
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Credit problems

• Scant, but more direct evidence:
Figure 12: Drop in trade financing smaller than drop 
in exports, 2008:Q2 to 2009:Q2. 
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Global imbalances 
Figure 1. Recent improvements in global imbalancesFigure 1. Recent improvements in global imbalancesFigure 1. Recent improvements in global imbalances
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Recent improvements in global imbalances
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Simulated trade recovery
. Historical trade collapses and recoveries
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Simulated trade imbalances: Rapid 
recoveryrecovery
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END
• Thank you for listening.
• Advert: http://www VoxEU orgAdvert: http://www.VoxEU.org

“Research-based policy analysis and 
commentary from leading economists”commentary from leading economists”

The Ebook “The Great Trade Collapse” free 
download:

http://www.voxeu.org/index.php?q=node/4297
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