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The Slowing in World Trade:
a structural break, the cause of
uncertainty

Sébastien Jean

As the financial crisis of 2008-2009 fades into the past, it is increasingly clear that world trade has
slowed both structurally and for the long term. This was not immediately evident because the crisis
affected trade very badly, which is generally two or three times more volatile than GDP. Indeed,
trade mainly comprises manufactured goods, the demand for which is more cyclical than for ser-
vices and agricultural products. Investments comprising a high share of imports are also more
volatile than the rest[1]. In addition to this the fact that exports themselves increasingly include
imported intermediate inputs has also accentuated the cyclical nature of trade. Finally during an
acute financial crisis as that of 2008-2009 the restriction of trade credits and deterioration in gua-
rantees (even more vital for exports than for national transactions) limit international trade[2].

Hence after a contraction of more than 10% in 2009 the volume of the trade in goods and services
made a vigorous recovery in 2010, with growth of nearly 13%, whilst world GDP increased by
4.1%. After this roller coaster ride it might have seemed natural to recover pre-crisis trends, and
when the growth of trade proved relatively slow, it was initially interpreted as an economic hazard,
a kind of after effect of the crisis. And yet the years are passing and - almost without exception
over the last five years the forecasts put forward by international organisations, if we look to those
made by the WTO, IMF and the World Bank regarding the development of world trade, are syste-
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matically too optimistic[3].

1. A STRUCTURAL BREAK

As a matter of fact, the break is a clear one. Over
the fifteen years prior to the crisis (1993-2007), the
volume of world trade in goods and services increased
by 7.2% on average per year, more than twice that
of the volume of world GDP (3.1%[4]). Between 2012
and 2015 trade only grew at a pace of 3.3% per year
on average, barely faster than GDP (2.6%). We should
also point out that even the latter trend does not reflect
the most recent developments: since the end of 2015,
according to the monthly data released by the CPB
(Netherlands), recognised for their quality, the volume
of world trade has barely increased, even though the
most recent figures point to a recovery, apparently
linked to the recovery in industrial output.

Of course the slowdown in GDP growth and therefore in
demand, mechanically plays a role in trade and this role
appears all the more important since we are referring
to the relatively dynamic period preceding the crisis.

Although this led the IMF to highlight sluggish demand
as the main reason behind the slowdown in trade,
this conclusion is hardly convincing as we look at the
situation with greater hindsight.[5] The now emerging
break with the trend does not concern a slowdown in
trade in the strict sense of the term as much as it does a
decline in the ratio between the rate of growth in trade
and that of GDP, often called trade to growth elasticity.
For a time, sluggish investment was used as a major
factor in explaining this, but again the argument does
not withstand analysis as far as the recent period is
concerned. Of course investment rates are historically
low in many countries, particularly in the industrialised
countries, but it has stopped declining which means
that investment is not increasing less on average than
the other elements that make up demand.

The increase in the share of services in our economies is
another possible explanation, since services are traded
less than goods. However, this does not seem enough
to explain the slowdown, firstly because this secular
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trend has not experienced collapse concomitant to
that of trade. The international trade in services has
also slowed even though it has withstood better than
the goods trade.

Finally, in explanation of the slowdown in world trade,
two factors clearly stand out, even though their
respective contribution to this remains uncertain.
They are linked to China and international chains of
value. An additional question concerns the previous
and future roles of protectionist policies.

2. CHINA’'S ECONOMIC READJUSTMENT IS
SLOWING ITS FOREIGN TRADE

The role of the Chinese economy should be highlighted
because this country, which has become the world
leader in the export of merchandise since 2009, has
for the last decade been undertaking a major task of
readjustment. Hence in the 2000s China reached an
extraordinarily high level for a country of this size,
since exports represented up to 35% of its GDP in
2007. This remarkable extraversion resulted from
the development strategy pursued by the Chinese
government, which mainly relied on opening, and in
particular, on exports to facilitate the introduction
of a market discipline and access to modern
technologies, whilst simultaneously maintaining a
strong dynamic to accumulate productive capital
and production efficiencies. The attraction of foreign
direct investment on the part of multinationals from
wealthy countries and the assembly trade, in which
they have gladly engaged, combining imported
inputs with low cost Chinese labour, has been a key
factor. In spite of its success this strategy was only
ever a first stage. The long term sustainability of
Chinese growth required readjustment in several
ways. Basically the domestic market was to take
over from external outlets that could not, in the
long term, maintain their initial dynamic, given the
already high market share achieved by Chinese
export firms; consumption was to supersede high
investment in relation to GDP; growth was to rely on
services more than on industry; and exports more
on national outlets than on the assembly of imported

inputs.

This overall development started at the beginning of
the 2000s and was reflected in trade, with a limit to
the level of opening, since the export to GDP ratio
declined after 2007 to return to 26% in 2015, whilst
the trade surplus, which rose to 8% of GDP, returned
to lie within the range of 2 to 4% of GDP. This slower
pace especially concerned the assembly trade by
foreign companies which only represented 33% of
Chinese exports in 2015 against 46% in 2007. Beyond
readjustment this trend was part of a strategy to boost
the sector, whereby China progressively gained wider
control of the components necessary for its exports
of finished products, and to move upmarket, via the
progressive increase in the quality and technology
of its manufactures. Hence the unit value of Chinese
manufactured exports has increased faster than that
of its competitors in most sectors over the last ten
years[6]. The rapid increase in Chinese salaries leaves
no other choice. Recently China’s external trade has
not even shown any growth trend: according to the
WTO in the third quarter of 2016 the volume of Chinese
exports were lower than their level two years ago,
whilst the volume of imports were lower than their
level in the third quarter of 2012, down by 10% in
comparison with their highest point in 2014![7] Even
though the most recent figures show recovery, it is still
too early to deem that this will last; the least we can
say is that China is no longer the locomotive for world
trade that it was for many years.

3. THE DYNAMIC OF INTERNATIONAL CHAINS
OF VALUE IS EXHAUSTED

The second major factor to explain the slowdown
which is not disconnected from the first, but cannot
just be reduced to that either, is the slowing in the
extension of global value chains. With this we mean the
fragmentation of the production process into a great
number of tasks undertaken in different countries in
order to take best advantage of differences in wages,
the cost of capital, qualifications, technologies and the
availability of inputs. The chain of productive tasks,
the sources of value added, that is fragmented ever
more finely between countries has led to increasing
international trade. This process played a central
role in the speeding up of world trade between the
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1990’s and 2000’s. It is notably reflected in the fact
that the value of exported manufactures between two
countries no longer just corresponds to the displaced
value added between them. This is the case with the
value of imported inputs and those which will then
be re-exported (towards the country of origin of the
flow or towards a third country) after transformation
or incorporation into another product. In all, only a
fraction of the exported production is really exported
value added, and this fraction diminishes as the
international chains of value become fragmented.
Hence this fraction is estimated to have decreased from
78% in 1990 to 68% in 2008 regarding all products,
and from 59% to 46% in terms of manufactured goods.
[8] Although the equivalent figure is not yet available
for the most recent years, this downward trend has
clearly stopped now and has even reversed slightly. In
other words the international fragmentation of value
chains has stopped extending and has even decreased
slightly. This is shown by the direct fragmentation
gauge developed by the OECD, but also by the decline
in intermediary consumption in world trade.[9] This
break in trend alone would explain two percentage
points in the slowing of world trade in comparison
with the pre-crisis period, ie around half of the overall
slowdown that has been observed.[10] Hence the
flows, in which the international fragmentation of value
chains is the highest, are also those where growth has
clearly been lower than expected, if we base ourselves
on an analysis of pre-crisis factors.[11] The corollary of
this observation is that the slowdown in international
trade is not as sharp if we measure the flows of value
added rather than gross output. However, it should be
stressed that the break in question here is mainly a
clear cut in the trend toward ever more finely fractioned
international chains of value added, which does not
necessarily mean the decline of fragmentation. Even
though some multinationals have taken advantage of
progress in robotics, decreasing price of machinery and
the reduction of labour cost differentials to repatriate
a share of the previously relocated production to rich
countries, we cannot speak, at least for the time
being, of a significant step backwards. The fashion
surrounding the terms of relocation or reshoring
should not hide the fact that statistics do not indicate

any dramatic development in this direction.

The Slowing in World Trade:
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This break in the international division of labour raises
several issues, particularly that of understanding its
determining factors, notably the share played by
economic policies in this and their possible protectionist
bias. The first element of explanation lies in the profits
made in the international extension of international
chains of production, which tend to decline as the
process moves forward: the most profitable trade-
offs have already been implemented. Also, although
foreign direct investments have continued to rise in
absolute terms, they have significantly declined in
proportion to the gross formation of fixed capital in
low or intermediate revenue countries, dropping from
nearly 13% in 2007 to under 9% in 2014.[12] As for
transport and distance coordination costs, the pace
of their reduction has probably slowed and the profits
to which they give rise are also yielding less. Finally
economic policies cannot indefinitely be made to
foster extraversion as was the case in most countries
during the 2000s.[13]

Moreover the recent period has highlighted that the
fine international division of manufacturing processes
can also be a weak link, which seen as such can limit
its deepening. The earthquake in Japan in 2011 or the
floods in Thailand in the same year disrupted work
in factories that were sometimes established on the
other side of the world, particularly in the electronics
industry. The economic and financial crisis also
showed just how powerful and rapid the transmission
of macro-economic and financial crises can be in this
context.

4. PROTECTIONISM HAS NOT CAUSED
THE SLOWDOWN BUT THE LATTER MEANS
THERE IS A THREAT OF A RETURN TO
PROTECTIONISM

The

explanation. Crises are periods that favour protectionist

return of protectionism is another possible
response, with governments and businesses trying to
compensate for the decline in demand by a reduction
of foreign shares on the national market. Aware of the
dangers of the slippery slope inherent to trade wars,
the G20 countries solemnly committed during the
London Summit in 2009 to “reject protectionism”.
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This commitment has not prevented some protectionist
reactions however and the WTO deemed in November
2016 that nearly 3,000 measures restricting trade had
been introduced by the member States since 2008,
2,200 of which were said still to be in force. This
observation is difficult to interpret however since a high
number of measures that aim to facilitate trade were
taken at the same time and comparable data is not
available for the period prior to the crisis. The humber
of measures also says little of the effective impact of
the restrictive measures, which the WTO deemed in
2014, in regard to those in force, covered less than
4% of the world’s imports.[14] The supervisory work
undertaken as part of the Global Trade Alert project[15]
also suggests that a certain number of measures slip
under the WTQO's radar, but again data does not allow us
to form a precise idea of developments in comparison
with the pre-crisis period and quantitative studies have
not revealed a significant link between the extension of
these measures and trade slowdown.[16]

It remains that the slightest dynamic changes the
politics of free-trade. Exports were generally seen as
a primordial factor to boost growth prior to the crisis:
in wealthy countries, by taking advantage of the rapid
expansion of the emerging markets; in developing
countries, by taking advantage of the technologies
of multinationals from the most advanced countries.
Since trade is now no longer synonymous to growth,
governments and populations increasingly see a zero-
sum game in which it is vital to protect oneself from
foreign competition. Requests for protection have
always existed but they are increasingly pressing.
Tension regarding how the cake is to be divided up
is all the stronger since the latter’s growth has been
stunted, leading to fear that not everyone will get a

fair share.

This is all the more so since China’s industrial and trade
power are the source of fear. In the wealthy countries
it is seen by many as a factor of deindustrialisation,
even though it has contributed to this in a very limited
way according to all of the analyses now available: in
some poor countries, in India for example, it is deemed
a threat in terms of its industrialisation strategies. The

way China functions is still extremely centralised, which

raises the question of whether the competition that it
causes is fair to its partner countries, which respect
stricter rules from the point of view State intervention,
and notably regarding subsidies in support of selected
sectors. The controversy over China’s market economy
linked to the December 2016 deadline of
specific transitory measures included its accession

status,

protocol to the WTO in 2001, reflects these questions
to a backdrop of massive overproduction in the steel

sector.

Brexit plus the American presidential election are
emblematic of this political response to globalisation.
In particular, coming from a country that was the
main architect and leader of the multi-lateral system
as we know it, President Trump’s protectionist rhetoric
comprises a serious threat to the institutional context of
trade exchange. Although the greatest uncertainty still
remains about how he will implement it, the political
importance he gives to the issue indicates that he
could go a long way. His first decisions (abandonment
of the transpacific partnership TPP) and his provocative
declarations regarding Mexico, China and even Germany
confirm this. The most spectacular of them are also
the most unlikely. The threat to impose customs duties
of 45% on Chinese and 35% on Mexican imports,
for example is unrealistic given the prohibitive cost
caused to the American economy and its businesses
- an American study estimates potential job losses at
nearly 5 million in the three years following the start of
a major trade war like this.[17] Other levers of action
seem more likely starting with the greater use of anti-
dumping or similar measures, even though recent
unfettered action by the USA in this area sets the bar
high if we are to mark a difference. Beyond that, a
very wide definition of trade defence against practices
that are deemed unfair might serve as a pretext to
use more or less targeted additional customs duties.
The challenge made to free-trade agreements is the
greatest threat and it has to be taken seriously. Projects
to manipulate the taxation of companies to make it
favourable to export and unfavourable to import have
also been mooted, following the Republican Blueprint
which advocates the introduction of an adjustment tax
on the border that is highly unlikely to be in line with
the WTO's rules.[18] Finally it is possible - although for
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the time being it is unfounded - to label China officially
as a manipulator of its exchange rates, even though
we should note that the practical consequences, based
on two laws dated 2008 and 2015 would be limited.
And this list must not be considered exhaustive, given
the disregard the new President seems to have for the
USA'’s international commitments.

At this stage there have in the main only been
declarations and threats which have not been acted upon.
It is possible that the reality of political and economic
constraints, the strength of counterbalances and the
persuasiveness of the environment will bring Donald
Trump round to a certain sobriety. It remains though
that the risks are real for a multilateral trade system
that has been weakened by economic sluggishness,
political contestation and institutional paralysis.

The Slowing in World Trade:
a structural break, the cause of uncertainty

Although until now protectionism does not seem to
have played a leading role in the slowdown of world
trade, its re-emergence might well speed up the trend,
and even lead to a considerable decline. Nothing is
certain as long as dynamics and chain reactions play
a key role in trade developments, but uncertainty is
weighing heavy and the consequences could be deep
and long lasting.
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