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The Collapse of Trade 

Determinants: shrinking demand 
and credit crunch

Focus on impacts of the financial crisis on trade & 
possible policy responses



Shrinking Capital Flows to 
Emerging Market Economies

Source: IIF, January 27, 2009 Source: IMF, February 19, 2009



This is no Business Cycle as usual 

- The Great Unwinding (global 
deleverage) 
- At the core: interbank liquidity 
drought 
(bank insolvency risks, confidence 
crisis & flight to hyper-safety 
of Treasuries) 
- Systemic Sudden Stop of cross- 
border flows 
- Liquidity hoarding at HQs 
- National responses aggravating the 
problem

Source: IMF, February 19, 2009



Policy responses: the case of 
Brazil

Fed Swap NetworkFed Swap Network 
US$ MarketUS$ Market 
- US$ Spot sales 
- US$ Derivative sales 
- Repo in the spot Market 
- Special Repo 
(Global/ACC/ACE) 
- Financing external debt 
of the private sector 
BRL MarketBRL Market 
- Easing on RR 
- Fiscal stimulus



Final Remarks

• Adverse effects of trade-credit crunches on 
developing countries and on globalization 

• Financial protectionism
• Heterogeneity of initial conditions among 

developing countries
• (Limited) capacity of response by IFIs
• Risks associated with bilateral and regional 

arrangements
• 1930s: trade-policy wars or breakdown of the 

gold standard?
• Towards an agenda
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