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1. The trade collapse: key facts  
 

2. What caused the trade collapse? 

 

3. The role of durable goods: a simple model of trade volatility 
 

4. After the trade collapse: trade policy responses  
 Country responses 

 Creeping protectionism? 

 Role of WTO and RTAs? New trade norms? 

 

5. Lessons for the future 

 

6. Discussion 
 

Roadmap 
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● Growth in global trade volumes outstripped GDP growth in 
the run-up to the financial crisis  
 

 Growing number of Regional Trade Agreements (RTAs) 

 Fragmentation of production; international value chains 

 Relative economic stability 

 

● This period was also characterised by the rapid expansion 
of credit and under-pricing of risk that culminated in the 
2008-9 financial crisis 
 

 Weak financial regulation 

 Current account imbalances; saving glut led to low real 
interest rates 

 

1. The Great Trade Collapse: What happened? 
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Source: Erixon and Sally (2010) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

 Fig. 1 Trade, growth and inflation (average annual increase) 
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● At the end of 2008 and early 2009 world output  experienced the 
sharpest fall since the Great Depression. 

 

● World trade experienced a sudden, severe decline in late 2008 – 
the sharpest drop in recorded history! 

 

● This dramatic decline was followed by a recovery in 2010: 
 

 2003-2007:  annual average growth rate of 7.4% 

 2008: growth of 2.2% 

 2009: exports fell by 12.2% 

 2010: bounced back by growing 14.5% 
 

● Trade movements more pronounced than those in world GDP: 
 

 2008: growth of 1.6% 

 2009: decline of 2.3% 

 2010: growth of 3.6% 

 

1. The Great Trade Collapse: What happened? 
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Source: IMF, World Economic Outlook, January 2010  

      (reported in Erixon and Sally, 2010) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Cau;ses, Consequences and Lessons for the Future 

 Fig. 2 Growth in industrial production and merchandise exports, 2005-9 
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● US: imports fell more rapidly than exports, generating a 
significant CA improvement 
 Monthly deficit fell from $100bn in July 2008 to $30bn in Feb 

2009 

 Rose again thereafter...back up to $50bn by August 

 

● China and Hong Kong: exports declined more than 
imports, worsening: 
 Monthly trade balance fell from around $40bn to zero in Feb 

2009; subsequent recovery to $20bn in October 2009; 

 

● Germany: surplus fell from $30bn to less than $10bn, 
subsequently recovering 

 
All figures from Baldwin and Taglioni in Baldwin, R. (ed.), 2009, VoxEU 

 

 

Impact on global imbalances? 

I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 28/06/2012 
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Source: Baldwin and Taglioni in Baldwin, R. (ed.), 2009, VoxEU  

      from IMF data 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

 Fig. 3 Current Account balances, 2005-2009, US$bn 
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● The fall in trade volumes was surprisingly synchronised 
around the world 

 

● Imports and exports declined in the latter half of 2008 and 
first half of 2009 in all 104 nations on which the WTO 
reports (Baldwin, ed., VoxEU, 2009) 

 

● Experienced by both advanced economies and developing 
countries 

 

● Positive global trade in almost every product category in 
2008Q2; almost all negative in 2008Q4 and all negative in 
2009Q1. 
 

 

Pattern across regions and products? 

I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 28/06/2012 
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Source: Eichengreen and O’Rourke (2009) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

 Fig. 4 
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Source: IMF, World Economic Outlook, October 2009  

      (reported in Erixon and Sally, 2010) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Cau;ses, Consequences and Lessons for the Future 

 Fig. 5 Growth in world trade volume of goods and services 
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Source: Baldwin, R. (ed.), 2009, VoxEU from Comtrade data 

Fig. 6 
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● Trade collapsed in general, but this could be driven by 
changes in volumes, prices, or both 

 

● Commodities: rising oil and food prices till mid 2008; 
subsequent fall in prices. Sharp collapse in trade. 

 

● Manufacturing: relatively constant prices; large quantity 
adjustment 

 

 
 

 

Price or Quantity Adjustment? 

I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 28/06/2012 
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Source: Baldwin (ed.), VoxEU , 2009, from ITC data 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

 Fig. 7 Quarter-on-quarter growth rates by product category, 

2007-2009 
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Source: Baldwin (2009), VoxEU from CPB data 

 Fig. 8 Evolution of prices, 2007-2009 
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● Commodities: rising oil and food prices till mid 2008; 
subsequent fall in prices. Sharp collapse in trade. 

 

● Manufacturing: relatively constant prices; large quantity 
adjustment 

 

● Oil exporters particularly affected 
 67% of Africa’s exports in 2008 were of Mineral Products   

(Draper and Biacuana in Baldwin (ed.), VoxEU, 2009) 
 

● Exporters specialising in durable manufactures particularly 
affected 
 

● Exporters involved in international supply chains 
particularly affected e.g. Mexico, Japan 

 

 

 

Price or Quantity Adjustment? 
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● Borchert, I. And Mattoo, Aaditya (2009), "The Crisis-Resilience 
of Services Trade,”, World Bank Working Papers 4917 

 

 
 

 

Trade in Services? 
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Source: Borchert and Mattoo (2009) 

 Fig. 9 Growth of Goods and Services Imports of 29 OECD and 

2 Non-OECD Countries, Quarterly Growth Rates 
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● >  20% of global trade is in services; for India and the US, 
services represent nearly 1/3 of total trade  

 

● Trade in transport and tourism declined – affecting e.g. 
Brazil 

 

● Trade in business, professional and technical services 
relatively unaffected – protected Indian economy 

 

● No services trade collapse! 

 
 

 

Trade in Services? 
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Source: Borchert and Mattoo (2009) in Baldwin  (ed.), VoxEU, 2009  

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

 Fig. 10. US import growth in goods and services 
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 Fig. 11 US export growth in goods and services 

Source: Borchert and Mattoo (2009) in Baldwin  (ed.), VoxEU, 2009  
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● Why was there a trade collapse? 

 

● Is the more than proportional fall in trade flows a puzzle? 

 

● Is the 2008-9 trade collapse unique? Does it differ from the 
trade response to earlier recessions? 

 

● In other words...yes, there was a trade collapse, but should  
economists be surprised by that? 

 

● What we need is a closer look at 20th century economic 
history... 

The Trade Collapse: Key Questions 

I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 28/06/2012 
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Source: compiled from OECD data 

Fig. 12  
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 Fig. 13 Growth in volume of world trade and GDP, 

2000-2010 (Annual percentage change) 
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Source: Freund in Baldwin (ed.), VoxEU , 2009 from World Bank     

       Development Indicators  

 Fig. 14 Real GDP and real world trade growth rates in crises 

 (1974, 1982, 1991, 2001) 
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● Not unprecedented  - trade flows are generally more volatile than 
GDP 
 Engel and Wang (2009) - international trade  ≈ three times  as 

volatile as GDP 

 IMF data: stdev of GDP growth 1980-2010 is 1.43%; stdev of trade 
volume growth is 4.65%. 

 

● Not unprecedented in terms of individual country experiences 
 Japan in 2001, France in 1993 and the US in 1965 had monthly declines in 

trade of  ≥ 20%  (Araujo and Oliveira Martins, 2009) 

 

● Estimates of the elasticity of trade to GDP are between 1 and 3 
(Freund, 2009; Kwack et al, 2007) 

 

● The trade elasticity is higher in global downturns (Freund, 2009):   
– global deceleration of 4.8% corresponds to a fall in international 

trade of 19%.  

 

Trade volatility 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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Source: Freund in Baldwin (ed.), VoxEU , 2009 from Datastream 

 Fig. 15 decline in trade: then and now 
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● We need to understand why trade is more volatile than 
GDP in general. 

 

● The 2008-9 trade collapse was far larger, however, and 
distinguished by synchronicity across countries. Why? 

 

● How about trade theory? 

 

● Standard trade models e.g. Heckscher-Ohlin, cannot 
explain the excess volatility phenomenon.  

So... 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Large demand shock: 
 Fall in demand focused on consumer durables and capital goods 

(“postponeable purchases”) 

 Bursting of the commodity price bubble in mid 2008 
 

● Composition Effect 

 Postponeables represent a small proportion of world GDP, but a very 
large proportion of world trade 

 

2. Possible causes of the trade collapse 



30 28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

Source: compiled from BEA data 

 Fig. 16 Annual growth rate of real US durables and non-durables 

consumption, 2005-2011 
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● Large demand shock: 
 Fall in demand focused on consumer durables and capital goods 

(“postponeable purchases”) 

 Bursting of the commodity price bubble in mid 2008 
 

● Composition Effect 

 Postponeables represent a small proportion of world GDP, but a very 
large proportion of world trade 

 

● Vertical production linkages 

 Internationalisation of the supply chain; just-in-time technology 

 Very rapid transmission of shocks along supply chains – explains 
synchronicity and speed of collapse 

 

● Drying up of trade credit 

 90% of trade supported by some form of trade finance (Auboin, 2009) 

 US$ 25bn shortfall in trade financing (Pauwelyn, 2009) 
 

● Protectionism 

2. Possible causes of the trade collapse 
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● Levchenko, Lewis and Tesar (2010) 
 disaggregated U.S. imports and exports (6 digit NAICS) 

 trade decline is far larger than in previous recessions: 40% shortfall 

 support for composition effects 

 sectors used as intermediate inputs experienced significantly higher 
percentage reductions in both imports and exports 

 did not detect any impact of trade credit 

 

● Eaton, Kortum, Neiman, Romalis (2011) 
 calibrate model to global data 

 a shift in expenditure away from manufactures, particularly durables, 
accounts for > 80 % of the fall in trade/GDP. 

 

● Bems, Johnson and Yi (2010) 
 70% of trade collapse attributed to demand shocks, largely through durables.  

 

● Behrens, Corcos and Mion (2010) 
 > 50% for Belgian firm-level data 

Empirical evidence I: demand/composition/linkages 
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● Chor and Manova (2011) 
 monthly U.S. imports during crisis 

 exploit variation in the cost of capital across countries and over time, as 
well as the variation in financial requirements across sectors to identify 
the impact of credit tightening 

 countries with higher interbank rates exported less to the U.S. 

 effects stronger in sectors requiring extensive external financing, few 
collateralizable assets, or limited access to trade credit 

 sensitivity to the cost of external capital rose during the financial crisis 

 

● Amiti and Weinstein (2009)  
 match data on Japanese exporters with Japanese banks 

 analyse the transmission of shocks during the 1990s financial crisis 

 bank trade finance explains  1/3 of the decline in Japanese exports 

 

● Iacovone and Zavacka (2009) 
 data from 23 banking crises 

 effect on firms depends on whether they rely on inter-firm credit 
relations or inter-bank credit 

 

Empirical evidence II – trade finance 
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● Kee, Neagu and Nicita (2011) 
 quantify trade policy changes and their trade impact for 100 

countries between 2008 and 2009 

 construct the Overall Trade Restrictiveness Index (OTRI), based 
on the Anderson-Neary trade restrictiveness index 

 Individual instances of tariff increases e.g. India and Turkey  
(agriculture), Russia and Argentina (manufacturing) 

 No evidence a widespread surge in protectionism in 2008-9 

 Tariffs and anti-dumping duties lowered global trade by US$43bn 

 Explains less than 2% of the trade collapse 
 

 

● OECD (2010), ‘Trade Policy and the Economic Crisis’ 
 Report only 1% of world imports were affected by new 

protectionist measures 
 

 

Empirical evidence III – protectionism 
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Source: Kee, Neagu, Nicita (2011) 

Fig. 17  
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Source: Kee, Neagu, Nicita (2011) 

Fig. 18  
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● A demand shock interacting with the composition effect jointly 
explain the large bulk of the trade collapse 

 

● The internationalisation of the supply chain facilitated the rapid 
transmission of the shock across markets 

 

● Some evidence of a negative impact of trade due to trade credit 
crunch – quantitatively  less significant, but arguably large for 
certain firms. Scope for further research here – data limited. 

 

● Services trade tends to be less cyclical and relies less on external 
finance – hence more resilient 

 

● New protectionist measure during the crisis have a minor impact 

 

Overall: 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Petropoulou and Soo (2012) extend the Heckscher-Ohlin 
framework to include: 
 overlapping generations 

 durability of traded goods 

 

● Provides microfoundations for the asymmetric shock in demand 
for durable goods 

  

● Explains the excess trade volatility phenomenon 

 

● Shows the elasticity of trade to GDP is increasing in the degree 
of durability but also in the size of the shock 

 

3.  Product durability and trade volatility: a simple 

model 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Small, open economy; infinite time horizon 
 

● Two trade durable goods: X, Y 
 

● One non-traded, non-durable good: N 

 

 

 

 

 

 

 

● Let:  

                , 

 

 

The Model 
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● Cost minimisation gives: 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

● Market clearing conditions: 

 

 

 

 

 

● National income:  
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● Consumers live for two periods: 1 and 2 
 

● Overlapping generations: one consumer is ‘young’, one is ‘old’ 
 

 

● Identical homothetic preferences: 

 

 

 

 

 

 

● Consumption versus purchases 

 

 

 

 

 

 

Demand side 
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● Consumers choose 

 to maximise: 

 

 

 

 

 

subject to: 

 

 

 

● Also: 
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● Standard three sector Heckscher-Ohlin model 

 

 

● Standard results with Cobb-Douglas: 

 

 

 

 

 

 

● A fall in productivity (θ) gives rise to a proportional change in 
trade flows. 

 

 

 

 

Equilibrium without durability: d = 0 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● From the first order conditions: 

 

 

 

 
 

● Solving for period 1: 

 

 

 

 

 

 

 

● Period 1 consumption is skewed towards durables to create 
wealth. 

 

 

Equilibrium with durability: d > 0 
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● Solving for period 2 expenditures: 

 

 

 

 

 

 

 

 

● The discounted stock of durable in period 2 skews purchases 
away from durables for the old. 
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● Aggregating: 
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Proposition 2  The larger the degree of durability, d, then: 

 

(i) the larger the equilibrium share of income spent on durables by 
the young 

 

(ii) the smaller the equilibrium share of income spent on durables 
by the old 

 

(iii) The smaller the aggregate share of national income spent on 
durable goods. 

 

 

 Product durability skews aggregate consumption away from 
durables  as if  γ were higher. 

 

     e.g. If γ = 0.5, ρ = 0.95 and d = 0.54337, then  PNCN = 0.55M 

 

 

 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 



48 

 

 

 

 

 
 

So: 

(i) If                              , then trade flows are decreasing  in d 

 

(ii) If                               and d > 0, then there is a home bias  in 
consumption, which is increasing in d 

 

e.g. Let γ = 0.5, ρ = 0.95, α = 1/3, β = 2/3, ν = 3/5, p= θ = 1, 

       and                . 

        

       If d = 0, trade flows are                . 
 

 If d = 0.54337, then trade flows are                   .  

 

Impact on trade flows 
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● Unanticipated productivity shock: θ falls to λθ in period T, 
where λ ∈ (0,1) 

 

● The old consumer: 

 

 

 

 

 

● Intuition: 

       The old generation carries a relatively large stock of durables 
from T-1, so durable purchases fall more than proportionally. 
 

  

 

 

Productivity shock 
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● The young consumer: 

 

 

 

 

 

 

● The fall in demand for durables by the young is also more than 
proportional to the productivity shock.  

 

● Intuition:  

 A lower period 1 income reduces the incentive to skew 
consumption towards durables, since the sacrifice in period 1 
utility from doing so is larger. 

 

● Aggregating:  
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 Proposition 3  If                               and d > 0, then an 

 unanticipated fall in productivity for one period gives rise to a 
more than proportional decline in trade flows in that period. 

 

 Continuing the example, if γ = 0.5, λ = 0.9 and d = 0.54337, 

 then γT = 0.604 > 0.55 > 0.5 

 

 

 Proposition 3  If                               and d > 0, then trade  

 flows overshoot the steady state level before returning to it in 
the two periods following an unanticipated, one period fall in 
productivity. 

 

 Continuing the example, if γ = 0.5, λ = 0.9 and d = 0.54337, 

 then γT+1 0.542 < 0.55 

 

 

 

 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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Fig. 19 Capital-labour ratio in traded and non-traded sectors for the US 

Source: BEA 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 



53 

  

Fig. 20 The time path of durable and non-durable consumption, 

trade flows and GDP relative to the steady state 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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Trade elasticity: year T 

if 

Trade elasticity is higher when: 

 

●  ↑ 

●  ↓ 

●  ↓ 

●  ↑,    ↑,    , ↓ 
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● A shock induces an endogenous shift away from durable 
goods. 

 

● If non-tradable services are not too labour intensive, this gives 
rise to an endogenous increase in the share of domestically 
produced goods in consumption and lower trade. 

 

● The elasticity of trade to GDP is increasing in the degree of 
durability but also in the size of the shock. 

 

● Key point: small changes to standard models can explain the 
fact that trade responds more than proportionally to GDP 

So... 

26/04/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Evenett and coauthors (2009a, 2009b, 2011) have documented 
more than 1,400 new measures between Nov 2008 and end of 
2010 that discriminate against foreign products  

 

● The WTO and Global Trade Alert monitor new measures 

 

● While trade policy has been employed – there has not been a 
dramatic surge of protectionism. 

 

● No country has employed a general increase in tariffs, but 
selective increases have been observed, alongside liberalisations 

 

● Large heterogeneity across and between countries 

4. After the trade collapse: trade policy responses  
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Source: Datt, Hoekman and Malouche (2011) from WTO data 

Number of new trade measures: end 2008 – March 2011 
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Why such concern? 

• Let’s revisit the Great Depression... 
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Source: Eichengreen and O’Rourke (2009) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

Fig. 22  
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Source: Eichengreen and O’Rourke (2009) 

28/06/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 

  Decline in world trade   Decline in world trade 

   1929-33      2008-9 

Fig. 23  
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● Tariffs increases in particular nations 
 Ecuador, Russia, Ukraine – increased tariffs across a large number of 

products 

 Brazil, the EU, India, Turkey  and others – increased tariffs on specific 
goods 

 

● Particular increases in iron and steel products 
 e.g. January 2009: Turkey increased its tariff on hot flat-rolled steel 

from 5% to 13% and from cold flat-rolled steel from 6% to 14% 

 e.g. June 2009: Brazil increased tariffs on seven iron and steel products 
from 0% to a maximum of 14% 

 

● Increases on primary and agrifood products have also been 
observed 
 e.g. October 2008: The EU reintroduced tariffs on cereal 

 

 

  
 

Tariff increases (UNCTAD, 2010) 

26/04/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Tariff increases are consistent with WTO rules provided 
countries do not exceed the limit set by the bound tariff rate 

 

● Bound rates tend to be higher than applied tariffs, allowing a 
margin for adjustment 

 

● Developing countries and emerging markets have more scope 
for such increases as their bound rates are typically far higher 
than applied tariffs 

 

● Any increases in protection must be applied on an MFN basis 

 

● The WTO has constrained the use of tariffs. 

 

 

 

  

Upper limit to tariff adjustments 
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● Tighter regulations relating to product standards/certification 
 e.g. Argentina, Ecuador, India, Indonesia, Malaysia 

 

● Prohibitions 
 e.g. January 2009: India announced prohibition of imports Chinese toys 

...then softened its position setting high standards instead. 

 

● ‘Buy local’ clauses in government procurement 
 e.g. U.S. Recovery and Reinvestment Act (Feb, 2009) – “Buy 

American” clause for iron and steel products and manufactured goods 
for public construction and repair 

 Similar measures: Indonesia, Australian state of Victoria 

 Government procurement ≥ 9% of GDP (UNCTAD, 2010) 

 WTO Government Procurement Agreement – voluntary participation; 
includes EU27, Japan and U.S. 

 The BRICs have objected to the “Buy American” clause – outside GPA 

 

● Consumption Subsidies 
 Formed part of stimulus measures; can be discriminatory 

 

Other trade restrictive policies 
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Source: Erixon and Sally (2010) drawn from Evenett, Simon (ed.), The Unrelenting 

Pressure of Protectionism: The 3rd GTA report, Global Trade Alert, 2009  

Crisis measures: which countries have inflicted most harm? 
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● Multiple, sometimes opposing forces as the trading system has 
become more complicated 

 

● Interest in protectionism depends on the structure of 
production 
 Incentive for protection stronger if goods are produced domestically 

than under production-sharing 

 More than 2/3 of world trade is trade in intermediates – downstream 
users lobby against restrictions 

 Import demand elasticity matters – deadweight losses lower if inelastic, 
so more likely to be protected 

 Revenue raising 

 

● Johnson and Noguera (2009, Section 2.2.): 
 “The iPod combines a blueprint produced by Apple Inc. In the U.S., 

with a Japanese display, a Japanese disk drive (manufactured in 
China), and assorted components of lesser value from Taiwan, 
China, South Korea etc. These components are assembled in China 
and the finished iPod is then shipped to the US” 

 

Demand for Protectionism 
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● Gawande, Hoekman and Cui (2011) 
 analyse protection for seven countries: Argentina, Brazil, China, india, 

Mexico, Turkey and South Africa 

 bound rates far exceed applied rates, except for China 

 dependent variables: applied bilateral tariffs at 6 digit HS level and 
incidence of antidumping investigations initiated 

 include an intra-industry trade measure, intermediate use, vertical 
specialisation measure, output-to import ratio 

 partner fixed effects 

 Two stages (1) test whether tariff patterns match with theories, (2) 
interact with post-crisis dummy to assess whether there is a significant 
change in tariff patterns 

 

● Results: 
 tariff patterns consistent with theories e.g. users of intermediates in 

Mexico and Brazil who produce for the domestic market are anti-
protectionist 

 little evidence that post-crisis period greatly different from before 

 

 

Empirical Evidence 
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● Pledge by G-20 leaders in November 2008 to exercise restraint 
with protectionist measures...similarly by APEC economic 
leaders. 

 

● Despite this, there are many new measures! 

 

● They do, however, conform to WTO rules and countries can 
access the WTO dispute settlement system 

 

● Uruguay Round completed in 1994 – successful conclusion of 
the Doha Round more important in the current environment 

 

● Complementary to the WTO the large number of FTAs control 
tariff increases and NTBs. 

Role of WTO and FTAs 
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Source: International Trade after the Economic Crisis: Challenges and 

New Opportunities (UNCTAD secretariat and JETRO, 2010. 

Number of FTAs worldwide by year 

Note: Figure based on date of agreement becoming effective; South Korea 

– ASEAN and India – Thailand FTAs included prior to notification. 
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Source: http://vi.unctad.org/russiast09/docs/fi orentinortas.ppt 
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5. Summing up: four lessons for the future 

26/04/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● Global imbalances were a catalyst for rapid credit expansion 
leading to the financial crisis 

 

● The trade crisis improved trade imbalances but only 
temporarily 

 

● Correcting global imbalances needs to be addressed alongside 
changes to financial regulatory frameworks. 

 

 

Lesson 1 

26/04/2012 I.S.E.O 2012 – The Trade Collapse: Causes, Consequences and Lessons for the Future 
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● The internationalisation of supply chains gives rise to an 
important channel for transmission of shocks 

 

● The dramatic increase in RTAs over the past 25 years, and 
ongoing regional integration, is likely to lead to further 
fragmentation of production, potentially increasing the 
sensitivity of trade flows to shocks. 

 

● At the same time, this process curbs incentives for 
protectionism as firms rely on imported intermediates 

 

● Finally, potential structural change away from manufactures 
towards more resilient services trade can work to reduce trade 
sensitivity 
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● The impact of trade credit on trade flows and the factors 
behind firms’ decisions to make use of different types of trade 
credit has only recently begun to be researched 

 

● International coordination is required to alleviate shortages in 
trade credit during a liquidity crisis 

 

● There is lack of data – improving data collection and 
dissemination can allow further research to be carried out but 
also improve the efficiency of policy response 
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● WTO commitments have played a key role in containing 
protectionism after the crisis 

 

● Promoting multilateral trade liberalisation is thus crucial for 
creating commitments that will improve market access and to 
which countries will be bound. 

 

● Scope for further liberalisation in key areas such as services 
trade, public procurement and environmental goods and 
services. 
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