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The recovery in trade

Defying gravity and history

Despite dire predictions of a repeat of the 1930s, trade is bouncing back
Aug 5th 2010

DURING the Great Depression, America’s protectionist Smoot-Hawley Act of 1930 raised tariffs
on more than 900 goods. A series of retaliatory actions by other countries followed. The effect on
global commerce was devastating. In the three years to June 1932, the volume of world trade
shrank by over a quarter. No wonder, then, that the spectre of the worst recession since the
Depression led many to fear another descent into protectionism and a similar decline in trade.

At first, the recession did hit trade hard. Global GDP fell by 0.6% in 2009 while the volume of
world exports dropped by 12.2%. But whereas the Depression saw trade decline for at least four
years, this time the rebound has been quick, and sharp. By May this year, emerging-economy
members of the G20 were importing and exporting around 10% more than their pre-crisis peaks
(see chart). Rich-world trade has recovered from the trough too, though it has not yet made up
all the ground lost since the credit crunch began.

Trade has not been devastated by the raft of protectionist actions taken during the downturn.
According to the World Bank, the rise in tariffs and anti-dumping duties explains less than
one-fiftieth of the collapse in world trade during the recession. For the most part, the fall in trade
reflected a drop in demand.
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That mutually beneficial pattern points to the importance of both rich and poor countries keeping
their markets open, so that growth in one part of the world can help stimulate a recovery
elsewhere. Yet the pressure to protect domestic industry and jobs will only grow as
unemployment remains stubbornly high. At the moment, countries have plenty of room to raise
tariffs without falling foul of their multilateral commitments.

Reducing this wiggle room means reviving the Doha round of trade talks, which began in 2001
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