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1. The slump in world trade 

Recent developments and projections 

Between 2001 and 2008, world trade grew 
strongly at an average yearly rate of 6½ % in real 
terms. Since April 2008, however, world trade has 
fallen at an unprecedented rate. Between April 
2008 and June 2009, it fell by 19 % in real 
terms. (20) This fall in world trade volume over the 
past year has been at a faster pace than during the 
first year of the Great Depression, when it 
declined by approximately 10 %. (21) In nominal 
terms, the decline in trade has been even more 
marked than in volume terms owing to an 
especially sharp contraction in commodity prices 
(see Graph II.1).  

The fall in trade has been highly synchronised 
across countries around the world. After having 
reached record levels in the first three quarters of 
2008, exports of many countries experienced 
losses of over 20 % (see Graph II.1). Asian 
countries were hit harder than countries from the 
Western Hemisphere or the European Union but 
have also seen a larger improvement of export 
growth since their respective troughs in exports. 
Asian countries were also among the first to 
report renewed export growth.  

                                                        

(20) See CPB Netherlands World Trade Monitor June 2009. 
(21) See Eichengreen and O’Rourke (2009), ‘A tale of two 

depressions’, September 2009, VoxEU. 

Graph II.1: Developments in exports of selected 
countries, the euro area and the EU  
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(1) Real exports goods and services, National Accounts.
(2)  Difference between the maximum and minimum level of 
exports since 2008Q1. 
Source: Commission services. 

For 2009 as a whole, projections are for the 
steepest fall in world trade volume since the Great 
Depression. In its Spring Forecasts, the European 
Commission projects world exports to decline by 
11.5 % in 2009. The IMF predicts a fall of 11 % 
and the OECD 13 %. (22)(23) 

                                                        

(22) IMF World Economic Outlook, April 2009. 
(23) OECD Economic Outlook, March 2009. 

World trade has fallen at an unprecedented rate in the past year, declining much faster than world economic 
activity. Although global trade tends to be more volatile than economic activity, the slump in world trade over 
the past quarters has been particularly marked, suggesting that special factors have been at play. The most 
important factors appear to be the fact that the crisis has hit particularly hard the industrial sector and the 
components of demand with high import content, the reduced availability of trade finance, and the 
internationalisation of production. A factor that also seems to have played a role is the rise in transportation 
costs.  

The slump in world trade has led the G-20 to put in place a multilateral trade finance initiative worth USD 250 
billion. G-20 Leaders have also reaffirmed their commitment to open markets and trade, refraining from 
protectionism.  

The deep fall in trade had a strong impact on the euro area. Euro-area exports fell in line with falling trade 
activity worldwide but there were large differences between Member States. These differences stem to a large 
extent from differences in the product structure of exports.  

Recent data point towards stabilisation of world trade flows. This raises hopes that trade can be a supporting 
factor in the recovery. Although short-term prospects for the euro-area export markets are rather subdued, 
structural factors might play a supporting role in the recovery. 
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Why trade has historically been more volatile 
than economic activity in global downturns 

Both the recent and projected fall in world trade is 
much larger than that of world output, which the 
IMF expects to decline by 2.5 % in 2009. In 
general, trade tends to be more volatile than 
global output. Trade openness ratios (24) tend to 
rise during expansionary phases of the world 
economy and decline during global downturns. 

Graph II.2: World trade developments  
(y-o-y % change) 
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This volatile nature of trade can be seen in 
Graph II.3, which shows developments in the 
world’s output and trade over the last three 
decades. Trade’s volatility in global downturns 
can typically be attributed to several factors.   

Firstly, trade falls more than economic activity 
because tradable goods, which include a relatively 
high share of capital goods and durable consumer 
goods, have a higher income elasticity than non-
tradable goods and services. A fall in income, 
therefore, affects the external sector of the 
economy more than it affects domestic demand, 
where the share of services tends to be much 
higher. 

Secondly, while foreign trade statistics account 
for the value of each transaction (e.g. the various 
parts of a vehicle), GDP data only measure the 
value added (e.g. assembling the vehicle). The 
internationalisation of production over the past 
decades has helped trade grow faster than GDP 
because of this difference in measurement. In a 
global downturn, particularly in a severe and 
synchronised downturn such as the current one, a 
disruption of the global supply chains can make 
                                                        

(24) The openness ratio is defined as the sum of exports and 
imports divided by the level of GDP. 

trade fall faster than income. Box II.1 explains the 
workings of this statistical factor in more detail.  

The third reason why trade is more volatile than 
GDP is the tendency towards a strengthening of 
protectionist policies during downturns. During 
downturns, governments are more inclined to 
introduce or increase trade barriers to protect 
domestic industries, preferring short-term benefits 
over the longer-term benefits of open trade. 

Finally, although this applies only to the 
behaviour of trade measured in nominal terms, 
another reason why global trade tends to 
decelerate more markedly than world GDP is the 
sharp drop in energy prices that is generally 
associated with economic downturns. Fluctuations 
in energy prices in response to demand shocks are 
exacerbated by the relatively low price elasticity 
of energy supply. The prices of other international 
commodities and, in some cases, of traded 
manufactured goods also tend to decline during 
global recessions, further contributing to this 
effect. 

Graph II.3: World trade growth and world 
output growth (y-o-y % change, 1980-2008) 
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The recent fall in world trade has been without 
precedent 

Trade is not only more volatile than output 
developments, for the reasons mentioned above, 
but the relationship between output and trade 
developments has changed through the years. The 
elasticity of trade to GDP has roughly doubled 
since 1960 (25) and tends to rise in times of 
worldwide economic downturns compared to 
more stable times. Trade growth is estimated by 

                                                        

(25) See Irwin, D., A. (2002), ‘Long-run trends in world trade and 
income’, World Trade Review 1: 1, 89–100. 
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Freund (2009) (26) to drop between 3.5 and 5 
times as much as GDP in times of worldwide 
economic distress. Recently estimated standard 
trade models based on high demand elasticities, 
however, predicted a smaller decline in global 
world trade than actually occurred. (27)  

                                                        

(26) Freund, C. (2009), ‘Demystifying the collapse in trade’, 
VoxEU, 3 July 2009. 

(27) Econometric trade models such as those estimated by the 
OECD (see N. Pain, A. Mourougane, F. Sédillot and L. Le 

In previous global downturns, growth in world 
trade volume on average came to a standstill or  

                                                                                  

Fouler, 2005, ‘The new OECD international trade model’, 
OECD Economics Department Working Paper No 440) and 
the ECB (G. Fagan, J. Henry and R. Mestre, 2001, ‘An area-
wide model (AWM) for the euro area’, ECB Working Paper 
No 42) relate trade flows to demand (foreign and domestic) 
and relative prices. Despite their relative high demand 
elasticities, these models predict, based on the observed fall 
in output, a less pronounced decline in trade flows in the last 
quarter of 2008 than actually took place. 

 

 Box II.1: The internationalisation of production and the income elasticity of world trade

It is sometimes argued that the internationalisation of supply chains and the development of intra-industry trade 
tends to increase the income elasticity of world trade. This is based on the fact that GDP is measured by the value 
added within a country while trade flows are measured by the full value of an item as it crosses the national borders.  
By splitting up production between different countries, the internationalisation of production may lead to a larger 
expansion in world trade than in world GDP because, while the latter only rises by the new value added, world trade 
increases by the total value of (intermediate) products crossing the border.  

However, although this argument can help explain why trade in absolute terms may show larger fluctuations than 
output it can only explain trade’s more volatile rates of growth to the extent that new supply chains are developed 
during upswings or disrupted during downturns.  

An example may clarify this. The building of a car requires the extraction of ore (value added of 10), its smelting 
into iron (value added of 10) and the assembly of the car (value added of 10). Total value added is 30. However, if 
these processes were carried out in different countries and the cars exported for sale to another country, total world 
trade would add up to 60 (10+20+30). 

If an extra production phase was added to improve efficiency or save costs, this would have a relatively small effect 
on value added but a very large effect on world trade. For instance, if the body of the car was to be moulded in yet 
another country (for instance a new production phase having an output worth 25), world trade would increase by the 
total value of the intermediate product (25, to reach 85 in our example) while the total value added would increase 
only by the efficiency gain (say, a gain of five percent between the second and third stage or 10*0.05=0.5). This 
would have a dramatic effect on the estimation of the income elasticity of world trade (world trade would increase 
by 25 while total value added would increase by only 0.5, implying an income elasticity of 50). 

However, to the extent that the international production chain is not affected by output developments, the 
globalisation of production cannot explain why the observed volatility of world trade growth is higher than that of 
world output.   

Assume that after the internationalisation of the production chain mentioned in the previous paragraph, world 
production declines by 10% (or by 3 in absolute terms). Assuming the new supply chains are not disrupted, although 
world trade would decline by 6 in absolute terms (twice as much as world GDP) in relative terms it would fall also 
by 10% (see table below). The income elasticity of world trade would, therefore, equal unity. 

 Ore extraction Smelting Assembly Total 

GDP/value added 10 10 10 30
World trade 10 20 30 60
GDP -10%  
GDP/value added 9 9 9 27 

(= -10%) 
World trade 9 18 27 54 

(= -10%) 
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fell slightly. The only global downturn for which 
records are available and which shows a fall in 
world trade similar to that of the current crisis was 
the Great Depression. In this focus section, the 
analysis is concentrated on the main global 
downturns of the past four decades. Table II.1 
shows the developments in world trade and world 
output in the global downturns of 1975, 1982, 
1991, 2001 and 2009. (28) 

A useful way to compare the behaviour of world 
trade relative to world output in the five 
recessions under analysis is to look at trade 
openness ratios. As in previous downturns, world 
trade was more volatile than world GDP, leading 
to a fall in the openness ratio. Also, investment 
was more volatile than both GDP and world trade 
(reflecting the very high income elasticity of 
capital goods).  

Another similarity that can be drawn between the 
current crisis and the earlier ones is that they were 
all preceded by a sharp increase in oil prices. The 
terms of trade shock associated with the increase 
in oil prices contributed to triggering the 
downturn (in oil-importing countries) and, 
                                                        

(28) Worldwide business cycles over the past four decades have 
been analysed by the IMF in its World Economic Outlook of 
April 2009. The IMF identifies four years during which the 
global economy was in recession (1975, 1982, 1991 and 
2009). In the present study, 2001 is also considered as a year 
of global downturn. In 2001, poor economic growth in the 
advanced economies was compensated by better growth 
performance of the developing economies (especially in 
Asia). However, since part of the strong growth experience in 
these Asian countries can be attributed to the recovery from 
the Asian crisis and since world trade did fall in 2001, that 
year may still be considered as a major downturn year. 

indirectly, the deceleration of world trade. In 
addition, it caused a rise in transportation costs 
that may have exacerbated the subsequent fall in 
world merchandise trade. Even though most 
downturn episodes were subsequently 
accompanied by a downward correction in oil 
prices (the 1975 downturn being the exception), 
there may have been lagged effects from their 
previous rise, particularly since oil prices often 
did not return to levels that prevailed during the 
period of economic expansion (see Graph II.4). 
As discussed below, the delayed effect of the 
sharp increase in oil prices may have played a 
significant role in the current crisis. 

Graph II.4: Oil prices and trade volume 
averages in the 1982, 1991, 2001 and 2009 
downturns (t = year of trough, annual basis) 
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Notwithstanding the common elements, there are 
some important differences between the current 
and the previous downturns. First of all, the 
decline in global trade has been much more 

 

Table II.1: Trade and other economic developments during global downturns  
(annual change in % unless otherwise indicated) 

1975 1982 1991 2001 2009F
Openness ratio (1) (2) -2.8 -4.3 -3.2 -4.5 -13.7

    GDP growth (3) 1.9 0.7 1 1.5 -2.5
    Output gap (3) n.a. -2 0.4 0.2 -3.3
    Investment (% of GDP) (3) -2.5 -3.7 -3.2 -2.6 -6
    Consumption (% of GDP) (4) 2.1 1.6 0.1 1.1 2.5

    Growth in world trade (1) -7.6 -2.3 0 -3.2 -18.5
    Duration of fall in trade (quarters) 4 4 0 4 2

    Rise from trough to peak before crisis 135 291 103 173 366
    Rise in year preceding downturn 159 -3 69 23 77
    Rise in three years preceding downturn 213 138 81 58 135

World GDP developments

World trade developments

World oil price developments (5)

(1) Decrease from peak quarter to trough quarter; (2) Based on IMF data and smoothed over two quarters; (3) IMF WEO April 2009; (4) 
OECD countries average; (5) Quarterly figures. 
Source: Commission services based on Reuters, EcoWin and IMF. 
 



II. The slump in world trade and its impact on the euro area 

 

- 33 -

marked this time around. While in previous 
downturns, the decline in global trade volume 
never exceeded 7½ % (in fact, in the 1991 
downturn world trade growth did not become 
negative at all), world trade volume is estimated 
to have declined by nearly 20 % in the current 
crisis (between the third quarter of 2008 and the 
second quarter of 2009). 

In previous downturns, the world trade volume 
would return to its previous peak level within two 
quarters. In the current downturn, this is likely to 
take considerably more time. Assuming pre-crisis 
growth rates for trade flows, which were already 
high by historical standards, it would require more 
than three years in order to return to the pre-crisis 
level. More importantly, as shown by Table II.1, 
the average openness ratio has fallen by far more 
than in the previous downturns. This means that 
not only has trade declined more deeply but the 
decline has been more pronounced relative to 
deceleration in economic activity when compared 
to previous global downturns. This suggests that 
special factors may have been at work during the 
current downturn. 

Graph II.5: Openness ratios of emerging and 
advanced economies (% of GDP, six months 
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One key development of the past two decades has 
been the rapidly rising integration of emerging 
market economies into the world economy. Since 
1991, while the openness ratio of advanced 
economies has risen by 2.5 percentage points of 
GDP, that of emerging market economies has 
increased by 11.5 percentage points. Trade among 
emerging market economies increased even more 
dramatically, leading to approximately a tripling 
of their intra-regional trade ratios (measured in 
per cent of their GDP). This process further 
intensified between 2001 and 2008 (see 
Graph II.5).  

This trend towards rising international integration 
of emerging market economies prevailed over the 
temporary and cyclical declines in openness ratios 
(or the de-globalisation process) that accompanied 
the global downturns. In the downturns of the past 
two decades, the openness ratios of emerging 
market economies have tended to be much less 
affected than those of advanced economies, 
reflecting their strong secular trend towards 
stronger international (and in particular intra-
regional) integration. This phenomenon is also 
apparent during the current downturn, with the 
openness ratios of emerging market economies 
holding up better than those of advanced 
economies. 

What factors may have made this cycle 
exceptional? 

All in all, the current development in world trade 
stands out from previous global downturns with 
respect to its high elasticity to income, the 
severity of the contraction and its expected 
duration. Although research into the reasons for 
these extreme developments is still ongoing, 
several factors have been put forward to explain 
the current slump in world trade. Most of the 
factors that are discussed below were also at work 
in previous trade cycles but their influence may 
have been different in the current global crisis. 

Composition of supply and demand effects 

In this economic and financial crisis, the industrial 
sector has been particularly hard hit. (29) This 
partly reflects its relative high dependence on 
capital, given that the financial system debacle 
has severely affected the availability of credit to 
finance capital spending. With manufactured 
goods typically being tradable goods and 
accounting for a higher share of total exports than 
services, this appears to be an important 
explanation for the particularly strong impact of 
this crisis on trade flows. As Graph II.6 shows, 
trade in goods has been more seriously affected 
during the crisis than trade in services. This crisis 
resilience of services trade is in line with the 
findings of Borchert and Mattoo (2009). (30)  

                                                        

(29) Global industrial production is projected to contract by 6.3 % 
in 2009, compared to an average of 2 % in the downturns of 
1975, 1982 and 1991. See World Economic Outlook, Spring 
2009, Box 1.1, pp. 11-14, IMF. 

(30) Borchert, I. and A. Matto (2009), ‘The crisis-resilience of 
services trade’, World Bank Policy Research Working Paper 
No 4917, April 2009. 
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Graph II.6: Trade in goods and services during 
this global downturn  

(q-o-q growth in %, 2008Q1-2009Q1) 

-25

-20

-15

-10

-5

0

5

10

2008 Q1 2008 Q2 2008 Q3 2008 Q4 2009 Q1

Goods exports (qoq)
Services exports (qoq)

%
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This resilience of services trade to the current 
crisis is also consistent with the fact that countries 
that rely more on manufacturing goods for their 
export performance (e.g. Germany, some Eastern 
European countries, Japan and some other Asian 
economies) have witnessed the biggest falls in 
export volumes during the crisis. By contrast, 
countries that are relatively less dependent on 
exports of manufactured goods and where 
services account for an important share of foreign 
exchange receipts (e.g. India) have been relatively 
less affected as far as their export performance is 
concerned. 

In addition to these so-called supply composition 
effects, there may be some demand composition 
effects helping to explain the relatively strong 
impact of the current downturn on trade flows. 
Graph II.7 displays the short-term correlation 
between imports and the three main expenditure 
components of GDP: investment (gross fixed 
capital formation), private consumption and 
government consumption. It shows that 
investment has the highest correlation with 
imports, followed by private consumption and 
then by public consumption. This reflects their 
respective import contents.  

In this crisis, there has been a marked shift from 
high import content components of demand (in 
particular investment) to low import content 
components (government consumption), for two 
reasons. Firstly, in comparison with previous 
downturns this crisis has had a particularly strong 
impact on investment demand (IMF (2009), op. 
cit.). Secondly, it has been accompanied by an 
exceptional counter-cyclical fiscal stimulus by 
most G-20 countries.  

Graph II.7: Short-term correlations between 
imports and expenditure components of GDP 
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Because the approved fiscal stimulus packages 
take time to fully kick in, part of this demand re-
composition effect is still to come. In other words, 
because of its relatively low import content, the 
fiscal stimulus provided to the domestic economy 
is unlikely to boost trade by the same magnitude 
as GDP in the coming quarters. This could 
moderate the response of trade flows to the 
recovery of economic activity, keeping the 
income elasticity of trade at a relatively low level 
for some time. 

Trade finance 

Directly related to the financial crisis is another 
important factor that has affected world trade: the 
reduced availability of trade finance. In the 
current global economic and financial crisis, trade 
finance has been reported as a constraint by 
companies. In a survey on the availability and 
pricing of trade finance, the IMF found that the 
decrease in the value of trade finance had 
accelerated between October 2008 and January 
2009. (31)  

The survey confirmed the increase in the cost of 
trade finance instruments (particularly for export 
credit insurance, which doubled in price between 
October 2008 and January 2009 after the 
significant increase already recorded between 
October 2007 and October 2008). Another 
interesting finding of the survey was that after the 
initial months, the respondents increasingly saw 
the decline in the demand for trade finance, as 
opposed to constraints in the availability of credit, 
as the primary reason for the decrease in trade 
finance. The pricing of medium- and long-term 
                                                        

(31) IMF Finance and Development, March 2009. 
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lending had eased slightly between October 2008 
and January 2009 but remained above its October 
2007 level. Graph II.8 shows how the growth in 
insured trade finance decelerated during the crisis. 

Graph II.8: Insured export credit exposure  
(y-o-y % change, USD, 2007Q1-2008Q4) 
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In reaction to the shortage of trade finance, the G-
20 has put in place a multilateral initiative to 
foster the counter-cyclical availability of official 
trade finance, from bilateral and multilateral 
sources (see Box II.2). This includes a 
commitment reached at the G-20 London Summit 
of April 2009 to increase the availability of short-
term trade finance provided by G-20 countries and 
multilateral development banks by about USD 
250 billion. (32) 

Although it is still too early to assess the impact 
of these policy initiatives, according to a recent 
survey by the IMF and the Bankers Association 
for Finance and Trade, the availability of trade 
finance appears to have improved in recent 
months, although the evidence is still mixed. A 
stabilisation of the deterioration of trade finance 
availability would already be a strong 
improvement on the responses in March, when 
almost half of the banks surveyed expected a 
further deterioration. 

Internationalisation of production  

The internationalisation of production has, as 
noted, been a key characteristic of the past 
decades of globalisation. Strong growth in FDI 
and in trade in intermediate manufacturing goods 

                                                        

(32) The EU is one of the main contributors to this multilateral 
initiative, having pledged through its national official export 
credit agencies about EUR 100 billion to the short-term 
finance effort and also being active in the medium- and long-
term segment of the market. 

over the past decades indeed suggests that the 
internationalisation of production has become an 
increasingly important factor in world trade 
developments over the years. But only if 
international supply chains have been disrupted 
can this offer an explanation for the current trade 
slump.  

Graph II.9 portrays the rising importance of 
internationalised production over the past five 
decades, divided into the periods between the 
global downturns. Over the past five decades, on 
average global trade in manufacturing goods has 
risen faster than the production of these goods. 
This is often regarded as evidence of the 
internationalisation of production. The difference 
between trade and production has been the largest 
between 1983 and 2007, pointing to increased 
vertical specialisation of nations in the period 
preceding the current crisis.  

Graph II.9: Growth of global manufacturing 
trade and manufacturing production  
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Another indication of the increased role the 
internationalisation of production plays is the 
strong increase in foreign direct investment. Since 
1983, world FDI inflows have more than 
quadrupled as a percentage of world GDP. This 
increase partly reflects the internationalisation of 
production as multinational companies 
increasingly divide global production between 
different countries and subsidiaries abroad. Global 
supply chains have been particularly vulnerable to 
the trade and financial shocks of this financial 
crisis. (33) In the global supply chain, the failure of 
one company has direct implications for all the 
other companies. It disrupts the supply higher up 
                                                        

(33) See, for instance, Yi, K-M. (2009), ‘The collapse of global 
trade: the role of vertical specialisation’, in Baldwin and 
Evenett (eds), ‘The collapse of global trade, murky 
protectionism, and the crisis: Recommendations for the G-
20’, a VoxEU publication. 
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in the production chain (towards the final product) 
while it leads to a fall in demand lower down in 
the supply chain (towards the less processed 
products). The payment disruptions associated 
with the financial and economic crisis, such as 
deferred payment or non-payment, limit the 
possibility of the other companies to finance their 
inputs, their sales and their investments. 

The higher international integration of the supply 
chain achieved during the last two decades leads 
to increased efficiency but it is also a transmission 
channel for trade and financial shocks. The 
fragility of the system increases with vertical 
specialisation as it increases complexity and 
interdependence. Specialisation, nonetheless, 
leads to higher productivity and higher welfare. In 
the case of serious and synchronised disruptions 
such as the current global crisis, an internationally 
segmented production chain may amplify those 

shocks, exacerbating negative impacts of the 
global downturn on global trade flows. 

Transportation costs 

When oil prices reached record highs in the 
second quarter of last year, analysts were worried 
that transportation costs would limit the expansion 
of world trade. CIBC World Markets (Rubin and 
Tal (2008)) made a rough calculation that the 
effect on trade of the oil price at USD 150 per 
barrel would be equivalent to the tariff rates 
prevailing in the 1970s. (34) 

Following the subsequent fall in commodity 
prices, this discussion has largely disappeared. A 
delayed effect of the oil price hike before mid-
                                                        

(34) Rubin, J. and B. Tal (2008), ‘Will soaring transport costs 
reverse globalisation?’, CIBC World Markets StrategEcon. 

 

 Box II.2: The G-20’s trade finance initiative

In response to the marked decline in trade finance that accompanied the crisis, G-20 leaders put in place a trade 
finance initiative at their London Summit in April. The initiative was aimed at making available through a variety of 
national and multilateral channels an extra USD 250 billion of short term trade finance as well as increasing the 
support to trade through medium- and long-term trade finance (1). This target has been met.  

The EU has been a key contributor to the G-20 trade finance initiative. EU official export credit agencies have 
contributed around EUR 100 billion (roughly USD 140 billion) to the short-term component of the initiative. And 
their medium- and long-term commitments have increased by 38% when compared to pre-crisis levels, with a 
particularly large increase in the second half of 2008. The EU has also established an information exchange and 
coordination mechanism on trade finance among its Member States and has flexibly interpreted state aid rules to 
facilitate their trade finance response. 

An important pillar of the trade finance initiative by G-20 leaders has been the strengthening of the trade finance 
facilities of the multilateral development banks. The IFC doubled the ceiling for the trade finance guarantees 
available under its Global Trade Finance Programme and established a sizeable Global Trade Liquidity Programme, 
including contributions from bilateral donors. The World Bank has also expanded the budget of its Trade 
Facilitation Facility and its Aid for Trade Initiative. EU Member States have supported the expansion of the World 
Bank's trade finance instruments. The regional development banks have also considerably strengthened their trade 
finance facilities.  

To address the lack of reliable data on overall volumes and costs of trade finance, the IMF and the Bankers 
Association for Finance and Trade have surveyed banks three times on trade finance developments starting in 
December last year. After the first survey showed a significant deterioration in the availability of trade finance and 
worsening of the conditions under which trade finance could be obtained, the outlook for trade finance appears to be 
stabilising or improving in the latest survey. However, as global trade flows appear to have stabilised and to be 
expanding again, demand for trade finance can be expected to pick up. With some fragility left in the banking sector 
and the need for expanding world trade to support a worldwide economic recovery, it is important that the 
guarantees for sufficient availability of trade finance remain in place until the real and financial economic 
developments return to normal. 

                                                           
(1) The USD 250 billion for short-term trade finance is the amount of extra trade that could be financed over a period of 2 years 

(2009-2010) with both credit guarantees and loans by rolling over four times USD 62.5 billion in short-term finance with an 
average maturity of 180 days.  
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2008 could, however, have exacerbated the 
observed decline in world trade. 

Although previous global downturns were 
preceded by marked increases in oil prices (see 
Graph II.10), the hike in oil prices that preceded 
this crisis was particularly pronounced and 
intensified in the three quarters immediately 
preceding the downturn. Between the second 
quarter of 2003 and the second quarter of 2008, 
the oil price jumped by nearly 370 %, with oil 
prices approximately doubling in the first half of 
2008 alone (see Table II.1). This increase is much 
more marked than the increases (from trough to 
peak) in oil prices seen before the other 
downturns.  

Graph II.10: Oil price and openness ratios  
(March 70 to June 2009) 
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The effect of the large oil price increase on 
transportation costs was exacerbated by the 
scarcity of capacity. For instance, after a 400 % 
increase in the three preceding years, freight rates, 
as measured by the Baltic Dry Index, peaked in 
the first half of 2008. The increase in the non-
energy component of transportation costs during 
these last three years contrasted with the decline 
in these costs in the preceding decades. This 
decline was, among other things, due to 
economies of scale (i.e. increased size of ships) 
that also lead to higher fuel efficiency. The 
increase in transportation costs should surely be 
expected to have had some lagged impact on trade 
in the subsequent quarters and to be another factor 
that can explain the fall in world trade.     

There are several reasons why the effect of oil 
price increases works with a lag. First, it takes 
time before transport contracts are fully adjusted 
to the new reality. Secondly, even once contract 
prices adjust, it takes time for the resulting 
changes to have a full impact on trade flows, due 

to inertia in export and import contracts and 
practices. 

Simultaneous, widespread nature of global 
recession 

Trade is more volatile in widespread global 
downturns because of the more limited possibility 
to let external demand act as a shock absorber. 
Global downturns lead to a decrease in worldwide 
income and therefore affect all or most countries 
in the world. The drop in external demand can, 
therefore, not be compensated for by shifting 
markets, because demand is globally under 
downward pressure. This synchronisation may 
also help explain the slump in world trade. 

A discussion on the degree of ‘decoupling’ of 
emerging market economies from developments 
in advanced economies took place before the 
crisis and has resurfaced more recently. So far, no 
definite conclusion has been reached. What is 
clear, however, is that the current crisis has been 
highly synchronised and that its effects have been 
widespread. According to the IMF (IMF (2009), 
op. cit), the degree of synchronisation of the 
current recession is the highest of the last 50 
years, with a record number of advanced 
economies having entered into recession. 

Protectionist reactions 

Protectionist reactions are a potential threat to 
world trade developments. In the Great 
Depression, it was a policy reaction that led to 
deeper and prolonged economic fallout. Around 
the downturn of 1982 significant protective 
measures were also taken, such as voluntary 
export restraints and quotas on textiles and steel. 

In this crisis, however, protectionist measures 
seem to have been relatively limited so far, (35) 
which means that this is unlikely to provide a 
good explanatory factor for the relatively marked 
decline in world trade observed during this 
downturn. International peer pressure, in 
particular the standstill commitment agreed during 
the G-20 Washington Summit and the related 
monitoring mechanism put in place by the WTO, 
may have contributed to the restraint in installing 
protectionist policies.  
                                                        

(35) See Evenett, S.J. and B. Hoekman (2009), ‘Policy responses 
to the crisis: implications for the WTO and international 
cooperation’, VoxEU 6 July 2009. According to the authors, 
the amount of imports targeted by these measures is small 
and represents about 0.5 % of the merchandise imports of 
only G-20 countries. 



Quarterly Report on the Euro Area III/2009 

 

- 38 -

Also, the interdependencies of economies through 
the global supply chain may have provided a 
disincentive to protectionist policies. As noted, 
inputs into the production process, in the form of 
imported intermediate goods, now form an 
important part of international trade. There is, 
therefore, little incentive for a country that is part 
of the global value chain to limit the import of 
intermediate goods or the final product. It would 
only endanger its share in the total value added. 

2. Impact on the euro area and its 
Member States 

The euro area was hit hard by the fall in world 
trade 

The euro area was severely affected by the slump 
in world trade. Euro-area exports of goods and 
services (based on National Accounts, comprising 
both intra and extra euro-area exports) fell in 
2008Q4 by 6.6 % compared to 2007Q4. The 
slump was even larger in 2009Q1 when exports 
fell further by 16.3 % y-o-y.  

Graph II.11: Euro-area exports of goods 
(y-o-y % change, 2001Q1 to 2009Q1) 
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Intra euro-area trade was very weak already since 
mid-2007, i.e. the first wave of the financial crisis. 
Extra euro-area exports kept pace till mid-2008 
thanks to robust exports to Eastern Europe and 
other emerging markets. At the turn of the year 
exports to the euro area as well as outside 
slumped in parallel, with the fall in extra euro-
area exports being marginally larger in 2009Q1 
(see Graph II.11 and Table II 2). 

Exports to almost all markets fell, but the scale 
of the fall was uneven 

Almost all euro-area export markets have been 
affected by the economic crisis. The European 

markets, both EU and non-EU, seem to be the 
main cause of the recent fall in euro-area exports. 
This is due to these countries’ large share in euro-
area exports and the large financial and economic 
turbulences experienced by most of them, 
especially in Eastern Europe. Among the EU 
markets, exports to Baltic countries suffered most 
but exports to other EU countries also recorded 
large drops. Exports to the UK, the single biggest 
trade destination, fell by 22.7 % in 2009Q1.  
 

Table II.2: Euro-area export growth to various 
destinations (y-o-y % change) 

2008Q4 2009Q1
Intra euro-area -11.5 -19.9
Extra euro-area -7.2 -22.0
Non-euro area EU -11.6 -23.7
UK -13.3 -23.4
CEE-5 (1) -8.1 -23.4
EFTA -4.6 -10.9
CIS -5.7 -37.6
Russia -5.6 -38.1
Africa 9.6 1.0
North America -12.9 -24.3
US -14.2 -25.3
Latin America 6.8 -24.7
Middle East (2) 4.1 -17.7
ASEAN (3) -4.9 -18.5
Japan -7.1 -26.0
China (4) -8.0 -15.6
India -24.7 -23.9
Australia and Oceania 10.9 -22.8
OPEC 16.1 -5.9

(1) Poland, the Czech Republic, Hungary, Bulgaria and Romania; 
(2) Israel, United Arab Emirates, Saudi Arabia and Iran; (3) 
Brunei Darussalam, Indonesia, Cambodia, Laos, Myanmar, 
Malaysia, Philippines, Singapore, Thailand, Vietnam; (4) 
Including Hong Kong. 
Source: Commission services. 
 

Among the non-EU European countries, exports 
fell dramatically to countries hard hit by the crisis, 
such as Ukraine, Russia and Turkey. Other 
destinations have, on average, experienced lower 
falls in exports, but large differences exist even 
within narrow geographical regions. In North and 
South America, exports to the US and Argentina 
suffered significant drops, while shipments to 
Canada, Brazil or Mexico were much more 
resilient and weakened only in 2009Q1. Similar 
differences were recorded in South-East Asia, 
although the whole region was hit already in 
2008Q4. Africa as a whole is the only 
geographical region to which exports were still 
growing, even if only marginally in 2009Q1. This 
resilience seems to be mainly due to fast growing 
exports to oil and other raw materials exporting 
countries. The link between export resilience and 
commodities is supported by the behaviour of 
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exports to OPEC. Exports to OPEC were record 
high in 2008Q4 and decelerated only in 2009Q1, 
but the growth was still positive. However, also 
within OPEC, performance of individual countries 
was uneven, with the exports slowdown driven by 
the more open and developed OPEC members. 

Graph II.12: Exports of goods and services, euro 
area: results of estimations  

(y-o-y % change, 1990Q1 to 2009Q1) 
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Source: Commission services, National Accounts data. 

Are these developments in external demand 
sufficient to explain the precipitous fall in euro-
area exports? A standard export equation is a 
useful tool to answer this question. (36) The results 
of the estimation presented in Graph II.12 show 
that the fall in euro-area exports is in line with 
past relationships between exports, world trade 
and the exchange rate. Although a negative 
residual is visible in 2009Q1, its size is not very 
large compared with the past. 

Differences between various components of 
exports were significant  

As mentioned above there were noticeable 
differences in trade developments between goods 
and services trade. This can also be seen in euro-
area exports. Although in the past there has not 
been any systematic difference between export 
growth of goods and of services, services proved 
much more resilient during this slowdown (see 
Graph II.13). Nevertheless, the mitigating role of 
services was rather limited for the euro area, as 
services exports account for only 20 % of total 
exports. Although goods as a whole recorded a 

                                                        

(36) For a presentation of and more details on a euro-area export 
equation see QREA Volume 6 No 2 (2007). The estimates 
presented here are based on a sample 1989Q1-2008Q3 with 
2008Q4 and 2009Q1 being out-of-sample forecasts. The 
estimated equation has the following form: 

       ∆log(X)=0.80∆log(world trade)-0.33(log(X)+0.96log(world 
trade) +0.27log(reer))-1+2.13. 

steep fall, the breakdown of data into various 
goods sectors reveals significant differences (see 
Table II.3). Exports of food and beverages proved 
relatively resilient. At the same time, exports of 
raw materials and manufacturing collapsed.  

Graph II.13: Exports of goods and of services, 
euro area (y-o-y % change, 1999Q1 to 2009Q2) 
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As raw materials are just a small part of euro-area 
exports, the manufacturing sector, due to its large 
share (45 % of goods exports), is the main cause 
of the fall in euro-area exports.  
 

Table II.3: Euro area exports of goods: sectoral 
breakdown  

(extra euro-area, y-o-y growth rate, volumes, in %) 
2008Q4 2009Q1

Food and beverages -0.6 -8.1
Raw materials -12.8 -21.1
Manufactured goods -8.8 -25
    Chemicals -5.8 -13.9
    Machinery and transport equipment -8.8 -29.3

Source: Commission services. 
 

Among various manufacturing sectors, machinery 
and transport equipment was one of the most 
severely affected. At the same time, it is the sector 
with the highest weight in euro-area exports, 
accounting for almost 22 % of the total. The 
widely reported difficult situation in the world 
automotive sector has left a visible trace in the 
export data. Exports in this sector, accounting for 
almost 10 % of total euro-area goods exports, fell 
by 40 % in 2009Q1 (in nominal terms). Chemicals 
exports were comparatively resilient among 
manufacturing goods and this was entirely due to 
exports of pharmaceutical products. 

Large differences recorded by Member States  

A look at export developments at the level of 
individual Member States reveals significant 
differences (see Graph II.14). On the one hand, 
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exports (goods and services) from Slovakia and 
Finland fell by almost ¼ (y-o-y) in 2009Q1, while 
Ireland’s exports slid by just 3 %. 

Graph II.14: Exports of goods and services, euro-
area Member States (intra and extra euro-area 

exports, y-o-y % changes) 
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Source:  

Graph II.15: Correlation between growth in 
exports and in foreign demand  

(y-o-y % change, 2009Q1, exports of goods) 
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goods imports in main exports markets. 
Source: Commission services, CPB Netherlands. 

Graph II.15 shows that it is difficult to relate these 
large differences to differences in country-specific 
external demand. The differences in external 
demand developments were very small compared 
to differences in exports and the correlation 
between the two variables was low at the turn of 
the year. It follows that other factors must have 
stood behind the large dispersion in Member  
States’ export developments. It has been shown 
above that individual components of exports 
recorded different developments recently. The 
product structure of exports is therefore a 
potential explanatory factor behind differentiated 
export developments of euro-area countries.   

Although goods exports account for the bulk of 
total euro-area exports, on a Member State level 
the situation differs. Services constitute more than 
half of total exports in Luxembourg and Greece 
and reach as much as 85 % in Cyprus. In contrast, 
in Slovakia and Germany, services exports are 
just around 10 % of the total. Moreover, some 
countries experienced rather different 
developments in terms of goods and services 
exports (see Graph II.16).  

Graph II.16: Exports of goods and services, euro-
area Member States  

(y-o-y % change, 2009Q1) 
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Although in most of the countries services were 
more resilient than goods, Greece, Luxembourg 
and Slovakia break this pattern. The cause of the 
fall in services exports in these three cases can be 
directly related to the characteristics of the 
ongoing crisis. Exports of services in Greece and 
Slovakia are concentrated in transport and their 
fall is the inevitable corollary of the slump in 
world trade. Luxembourg is heavily specialised in 
financial services and the fall in exports can be 
linked to the contraction of financial market 
activities. On the other hand, the resilience of 
services exports in Germany, the Netherlands and 
especially in Austria stands out. As trade statistics 
are less detailed for services than for goods, it is 
difficult to attribute this resilience unambiguously 
to a particular sector, but all of the countries 
where services exports have proved resilient 
exhibit a relatively high share of business 
services, including IT services. 

Member States’ export structure differs 
considerably if goods exports are considered. 
Graphs II.17 and II.18 illustrate the influence of 
the sectoral specialisation of exports on the 
differences in export developments between 
Member States. Graph II.17 shows that a higher 
share of manufacturing goods and raw materials 
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can on average be associated with a larger fall in 
exports. The reverse is true for chemicals. Graph 
II.18 confirms that the larger the share of 
chemicals in the export basket, the lower the fall 
in total exports.  

Graph II.17: Share of manufacturing and raw 
materials and export growth, euro-area  

Member States (1) 
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(1) The share of manufacturing less chemicals and raw materials 
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Source: Commission services. 

Graph II.18: Share of chemicals and export 
growth, euro-area Member States 

(in %, 2009Q1) (1) 
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(1) The share of chemicals (SITC 5) in total exports of goods 
based on trade statistics. The growth rate of goods exports, y-o-y, 
2009Q1, is based on National Accounts data. 
Source: Commission services. 

The reasons for Ireland’s remarkably resilient 
exports become clear. Ireland’s exports are highly 
concentrated in the chemicals sector and 
especially in pharmaceutical products (20 % of 
goods exports in nominal terms). This export 
structure explains the resilience of its exports and 

its far-off position in Graphs II.17 and II.18. (37) 
The results of this analysis mean that sectoral or 
product developments of world trade determined 
to a large extent the export performance of euro-
area Member States during this period of the 
global downturn. 

Short-term prospects 

After the dreadful trade developments at the turn 
of the year, the most recent high-frequency trade 
data have shown some signs of stabilisation. 
Month-on-month growth rates of world trade have 
in fact been broadly flat already since February 
and jumped by almost 2.5 % (m-o-m) in June. 
Stabilising world trade and economic activity in 
the world economy raises hopes that trade will be 
a supporting factor in the recovery. However, 
economic forecasts show that prospects for the 
world economy are uneven among regions.  

The prospects for euro-area's export markets, the 
US and Japan in 2010 are summarised in Graph 
II.19. The prospects for euro-area external 
demand are subdued compared with the US and 
Japan. Japan’s exports are best placed to benefit 
from the ‘growth engine’ in South-East Asia due 
to its high concentration in this region. Although 
to a lesser extent, it is also the case for the US, 
which additionally is going to benefit from robust 
growth in Latin America. In contrast, the euro-
area’s exposure to these dynamic regions is only 
limited. Moreover, the situation in Eastern Europe 
— the euro-area’s traditional export market — is 
mixed, with some countries having been severely 
hit by the crisis. Last but not least, as almost half 
of euro-area trade is internal trade, the expected 
slower recovery in the euro area itself will weigh 
on euro-area exports.  

Looking beyond the short term, it seems that the 
crisis triggered adjustment processes in some of 
the euro-area’s important export markets, both 
inside (e.g. Spain) and outside the euro area (e.g. 
the Baltic countries). Because some of the past 
growth in these countries was related to increasing 
imbalances, overheating and asset bubbles, the 
adjustment might be protracted. Exports to these 
markets will probably not return to the growth 
rates seen before some time. Although it might 
not weigh too much on exports from the euro area 
as a whole, particular Member States, which in 
the past benefited from high imports in these 

                                                        

(37) After removing Ireland and Luxembourg from the sample R² 
remains unchanged in Graph II.17 and increases to 0.57 in 
Graph II.18. 
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markets, may now be faced with durably lower 
growth of foreign demand. 

Graph II.19: Export markets — 2010 growth 
forecast (percentage change on preceding year) 
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Source: Commission services based on IMF World 
Economic Outlook forecast, October 2009. 

Nevertheless, there are also upside risks to the 
scenario presented in Graph II.19. Similar to the 
situation during the downturn, export structure 
can play an important role in the recovery phase 
and favourable export specialisation can improve 
external performance. Trade activity may increase 
faster than output during the upturn, in the same 
way as it fell more in the downturn, giving a boost 
to the open euro-area economies. The sharp 
decline in manufacturing trade may also bring a 
more forceful upturn in the manufacturing cycle, 
granting some growth bonus to manufacturing 
sectors. Also, capital and investment goods, which 
usually gain more in recovery, may see stronger 
external demand.  

An interesting pattern of the recent trade 
developments in the euro area is that countries 
recording current-account surpluses saw a larger 
deceleration of their exports than the countries 
with current-account deficits. This feature, 
together with the contraction of domestic demand 
in deficit countries, brought about a significant 
correction in intra euro-area current-account 
imbalances. However, an externally driven 
recovery in the euro area can make this pattern 
partly temporary. More export-oriented Member 
States are likely to again benefit more 
from the upturn in trade. At the same time, those 
Member States where productive capacity was 
more oriented towards domestic demand may lag 
behind in the recovery.  

                                                              
Conclusions 

The slump in world trade at the turn of 2008 and 
2009 was unprecedented. Its depth and speed can 
be compared only to the developments in trade 
during the Great Depression. At that time, world 
trade spiralled down, smothered by a surge in 
protectionism. Fortunately, world policymakers 
drew the right conclusions from that experience 
and did not let protectionist tendencies emerge 
this time. The G-20 reaffirmed its commitment to 
open markets and trade, recognising its role in 
creating wealth in the world economy, especially 
in the poorest countries. The multilateral trade 
finance initiative helped to moderate problems 
with access to trade financing created by the 
turbulences in the financial sector.  

All these initiatives notwithstanding, the steep fall 
in world trade had serious repercussions for the 
euro area and its Member States. The euro-area 
economy, highly integrated with the world 
economy, saw its exports fall abruptly, in parallel 
with the trade activity worldwide. However, 
individual Member States have experienced quite 
differentiated reactions of their exports to falling 
foreign demand. The differences relate to a large 
extent to the product composition of the export 
basket, as there have been noticeable differences 
in developments of individual components of 
goods and services trade.  

Recent high-frequency trade data show some 
stabilisation or even a pick-up in world trade 
flows. This raises hopes that trade can again be a 
supporting factor in the future recovery. However, 
growth prospects for various regions of the world 
economy differ a lot. This translates into large 
differences between countries in the expected 
boost from the external sector. The euro-area’s 
export markets are forecast to lag behind its main 
competitors in the near future. The product 
structure of exports may to some extent mitigate 
these negative geographical factors during 
recovery. Nevertheless, large adjustment needs in 
some important euro-area export markets imply 
that some euro-area countries might for a long 
time face more sluggish foreign demand than was 
the case before the crisis.  


