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Why world trade collapsed during the financial

and economic crisis
by Arne J. Nagengast and Robert Stehrer

World trade suffered a marked decline during the financial and economic crisis
which started in 2008, even more so than global economic output. A new study
investigates what factors can explain the changes in world trade since 2000.

World trade in goods and services collapsed very markedly in
2009, even more so than global economic output. This is
referred to in the literature as the great trade collapse. In a
new study, we investigate the key factors behind this.

Trade can be analysed in two ways. The first is on the basis
of gross trade flows, although this can produce biases on
account of imported foreign value added in the form of in-
termediate inputs and the resulting multiple counting (Koop-
man, Wang and Wei, 2014). One alternative thus consists in
value-added-based measures of foreign trade, which circum-
vent this problem and allow a more nuanced picture of world
trade and the factors driving it. They show to which coun-
tries the value added of an end product can actually be attri-
buted. In comparison, they are thus better suited to asses-
sing countries’ price competitiveness, trade imbalances and
labour market effects of foreign trade.

Figure 1 clearly shows that world trade declined in 2009,
both in terms of gross trade flows and according to value-
added-based measures. While global nominal GDP, as a
measure of global value added, fell by no more than 4.9% in
2009, traded value added plummeted by 18.3% during the
same period. The decline in gross trade was even more pro-
nounced, at 22.3%. This was due to particularly strongly af-

fected capital goods such as machinery, which are produced
by industries with a high percentage of imported inputs
(Bems et al, 2011).

World trade and global economic growth Figure 1
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In this study, in order to gain a better understanding of the
reasons for this decline, we decompose the changes in world
value added exports into three basic components [using data
from 41 countries and 35 sectors]: changes in sectoral pro-
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duction depth (ie how much of output is produced within a
sector itself); changes in the structure of the international
division of labour (in other words, from which countries in-
termediate inputs are sourced); and changes in the demand
side (ie what and how many goods are in demand and from
whom).

Figure 2 shows that, in an average year prior to the crisis, the
volume of value added trade rose by around 119% in nominal
terms. This was due to global increasing demand. By cont-
rast, the expansion of cross-border value chains, ie firms in
different countries cooperating in the production of goods,
made only a small contribution.

Decomposition of change in world Figure 2
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In 2009, value added trade declined. Although falling demand
played a large part in this, its relative importance was smaller
than in previous years. In contrast, a less intensive internatio-
nal division of labour explains almost half of the collapse in
value added trade: during the crisis, firms evidently increasin-
gly sourced more of their intermediate inputs from domestic
suppliers and made less use of international suppliers.

By 2010, global economic activity had already picked up
again. The scale of the international division of labour, on the
other hand, was still slightly below the pre-crisis level even in
2011, which was the last year for which data was available
for our analysis.
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International division of labour declined during the crisis
We are also able to show that the international division of
labour declined in many countries and industries during the
financial and economic crisis. Global growth was not, there-
fore, driven by individual outliers.

We also demonstrate that global value chains change with
the economic cycle: during recessions, there is generally a
marked decrease in the scale of such international coopera-
tion. Our results are not confined to value added trade; they
apply equally to gross trade flows.

We do not yet know at present why global value chains be-
came shorter during the financial crisis. The trade collapse
was, to a certain degree, a nominal phenomenon, since the
prices of traded goods decreased above-average in 2009. In
the analysis using price-adjusted data, however, it becomes
apparent that the decline in the international division of la-
bour nevertheless also explains just under half of the (real)
trade collapse. Other possible causes, such as changes in the
composition of firms constituting a sector or a more restrictive
trade policy, can likewise be eliminated as an explanation.

The poorer financing conditions during the financial crisis
might, however, provide an explanation: trade credits, which
are deemed to be relatively risky, became significantly more
expensive during this period (Asmundson et al, 2011). This
increases the prices of imported intermediate inputs compa-
red with those sourced from domestic suppliers, which leads
export firms to tend to choose domestic suppliers instead.
However, further studies are needed in order to provide di-
rect evidence of the connection between the international
division of labour and the supply of credit.

Regional and sectoral composition of demand
Alongside the decline in the international division of labour,
the global slump in demand played a significant role in the
great trade collapse.

In our paper, we decompose the changes in final demand
into one level effect and four composition effects. Figure 3
shows that the rising level of demand was the key factor
prior to the crisis. A further, smaller contribution came from
market share gains by China and other emerging market
economies. For the trade collapse, on the other hand, the
change in the composition of demand was at least equally
important as the end users’ reduced expenditure.
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First, investments and inventories declined more strongly
than consumption, as is usual in recessions. Since these

Contribution of final demand to the change Figure 3
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Decomposition of change in world value added exports between 2008 and 2009 by sector
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demand components have a comparatively large import
share, this further reduced value added trade. In particular,
there was less demand for manufactured goods such as ve-
hicles. These are purchased to an above-average extent from
abroad. Another cause of the trade collapse was the fact
that global market shares shifted during the crisis. Economies
like the countries of the European Union were particularly
affected by falling demand. These countries make intensive
use of the advantages of the international division of labour
and are highly integrated into cross-border value chains.

Value added trade in the services sectors

It is not only goods that are traded internationally. How did
the trade collapse affect services? In terms of gross trade
flows, there is much evidence that, unlike trade in goods,
services transactions were very largely unaffected by the cri-
sis (Ariu, 2016). The value-added-based analysis, however,
corrects this finding: the value added trade of nearly all the
services sectors suffered a very marked slump during the
great trade collapse, as is shown in Figure 4.

Figure 4
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Our results are consistent with what we know about the dif-
ferences between value added and gross trade flows: the
percentage of services in value added trade is far higher than
the percentage of services transactions in global gross trade
flows. This is due to the fact that direct goods exporters of-
ten source intermediate inputs from domestic services firms,

Conclusion:
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whereas direct services exports are hampered, for example,
by different languages and legal systems. As a consequence,
services firms indirectly benefit from their customers’ export
success. Conversely, however, they are also more vulnerable
to external shocks than is generally acknowledged.

Our study shows that the great collapse in value added trade in 2009 was largely attributable to changes in the composition
of final demand and to a temporary decline in the international division of labour. Unfavourable financing conditions during

the financial crisis may possibly have played a part in the latter. Furthermore, the value-added-based analysis shows that the

services sectors were much more strongly affected by the trade collapse than it would appear from the gross trade flows.

Disclaimer:

The views expressed here do not necessarily reflect the opinion of the Deutsche Bundesbank or the Eurosystem.
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Publications

.Fundamental Disagreement” by Philippe Andrade (Banque
de France), Richard Crump (Fed New York), Stefano Eusepi
(Fed New York) and Emanuel Ménch (Bundesbank) will be
published in the Journal of Monetary Economics.

“Household Search and the Aggregate Labor Market” by
Jochen Mankart (Bundesbank) and Rigas Oikonomou (UC
Louvain) will be published in the Review of Economic Studies.
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