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Overview

 Financial crisis has had a dramatic, instantaneous 

effect on production and trade in virtually every 

country.

 Medium-term prospects are for a sharp and painful 

recession with a substantial contraction in trade

 Risk of balance-of-payment crises are substantial.

 Over the longer-term trade and especially developing 

country trade will rebound



Financing climate changed dramatically after 
September 2008 as confidence sunk  
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Interventions appear to have restored 

some liquidity to markets



Crisis caused a massive flight of capital from 

developing countries and destroyed wealth
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Virtually every currency in the world 

depreciated against the dollar
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Credit markets re-priced risk
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Financial crisis has become a real-side crisis

 Increased uncertainty provoked sharp 

rise in pre-cautionary savings

– Households delayed purchases of durables

– Firms delayed investment projects

 Translated into a sharp decline in 

industrial production and trade



The heartbeat of the global economy
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The heartbeat of the global economy
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World production collapses
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Slowdown has been felt particularly hard 

among traded goods
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Sharp declines in IP across the world, especially 

in countries specialized in investment goods
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Global trade volumes to decline by 6.1 

percent in 2009

-10

-5

0

5

10

15

20

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010

Annual percent change in the volume of exports of goods and services

Source: World Bank, DEC Prospects Group.

High-income countries

Developing  countries



Even if growth turns positive again, the level of 

GDP will remain well below potential and 

economic distress acute
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General Government Balance
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External financing gaps are concentrated in 

three regions: ECA, LAC and SSA…
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Global market conditions and 

implications for trade

 Short-term:
– the international banking crisis will generate a 

significant growth recession 
– International trade will probably contract in 

2009 and risks being weak in 2010
– Earlier trade finance conditions may not return

 Longer-term: 
– Developing countries fundamentals remain 

strong and the catching up process will 
continue

– South-south trade is still the fastest growing 
trade segment

– Developing countries will increasingly dictate 
market trends



Fundamentals of developing countries are much 

improved and portend renewed convergence

 Improved Macroeconomic policy

– More flexible and prudent monetary policy

– Substantial reductions in fiscal deficits

 Improved Microeconomic policy

– Improved governance

– Better investment climate

 Trade liberalization

– Both multilateral and unilateral lowering of tariffs
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Trade expansion is centered in 

developing countries

Value of exports, average annual growth rate (%)
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