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The Development Policy and Analysis Division at DESA has
prepared a series of policy notes to review current trends in
important dimensions of the current global context with the
intention of stirring debate about the urgent need to support an
enabling international environment for SDG implementation.
This note reviews recent trends in international trade and global
trade patterns. It discusses the interlinkages between trade and
sustainable development and concludes with a discussion that
looks ahead on areas of improvement in global governance
mechanisms to ensure that trade becomes an effective vehicle to

achieve the SDGs.

A. Current trends in international trade

The global economy remains trapped in a prolonged episode
of slow economic growth and slow productivity growth; both
trends largely explained by weak productive investment. The
slowdown in investment rates is, in turn, an additional con-
straint to trade, particularly in capital goods and productive
inputs. In 2016, world trade almost came to a standstill, serving
to propagate and reinforce the global slump in investment and
restrain productivity growth.

This prolonged period of mediocre global economic per-
formance is contributing to fuel growing discontent with the
imbalanced distribution of burdens and gains from globalization
and international trade, strengthening the appeal of protection-
ism and inward-looking policies in many countries. Should this
trend in protectionism escalate, it will further impede interna-
tional trade growth, undermine a recovery in investment, and
prolong slow growth in the world economy. Unless these trends
are reversed, progress towards the Sustainable Development Goals
(SDGs) may be seriously compromised, particularly the goals of
eradicating extreme poverty and creating decent work for all.

B. Recent trends of global trade pattern

Since the global financial crisis, international trade has not grown
at the same rate as it did in previous decades. World trade vol-
umes expanded by just 1.2 per cent in 2016, the third-lowest
rate in the past three decades. The weakness in trade flows is
wide-spread, which can be witnessed across developed, devel-
oping and transition economies. Furthermore, trade growth is
not only weak from a historical perspective, but also in relation

Summary

The global economy remains trapped in prolonged episode
of slow growth, of which weak international trade is both
a cause and a symptom. While developing countries have
become more integrated and benefitted from international
trade in recent years, this has also made them more
vulnerable to a slowdown in global trade. Ensuring an
enabling global environment for trade is thus critical for
progress towards the Sustainable Development Goals, in
particular given the risks associated with protectionism
and inward-looking policies, which is on the rise in many
countries.

to overall economic growth. The ratio of world trade growth to
world gross product growth has fallen steadily since the 1990s,
from a factor of 2.5 to 1.!

The slowdown in global trade — on the one hand — is due to
cyclical factors, such as weak aggregate demand and heightened
uncertainty, but on the other hand, it is also due to structural
shifts such as changes in the composition of global demand, the
weakening of global value chains expansion and the slowdown in
the pace of dismantling trade barriers between countries.” While
some argue that the current trade stagnation is only temporary,
others argue that it reflects fundamental changes in the global
economy, and that world trade has already peaked.? In either
case, it is projected that world trade growth is unlikely to outpace
growth in world gross product significantly in at least the next
several years, despite some expected modest recovery in global
import penetration.’

However, it should also be noted that trade in services has
displayed greater resilience than merchandise trade in recent
years and the growth in trade services has persistently performed

1 United Nations (2017). World Economic Situation and Prospects 2017 (WESP
2017). URL: https://www.un.org/development/desa/dpad/wp-content/uploads/
sites/45/publication/2017wesp_full _en.pdf.

2 ibid.

3 For more discussions, please refer to Hoekman, Bernard (2015). The global trade

slowdown: A new normal. VoxEU ed., CEPR. URL: http://voxeu.org/content/
global-trade-slowdown-new-normal.

4 WESP 2017.
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Share of global export, by major economy groupings, selected years
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better than merchandise trade since 2012.5 The share of services
in total trade is typically higher for developed economies, but it
is also significant for large developing economies, such as Brazil
(49 per cent), China (42 per cent) and India (58 per cent), after
taking into account the value-added of services in the production
of goods.®

Developing countries’ share of global merchandise export — in
gross value terms — increased from 24 per cent in 1990 to 45
per cent in 2015. Similarly, the share of developing countries in
global services export increased from 23 per cent in 2005 to 31
per cent in 2015 (figure 1). This relatively low level of participa-
tion of developing economies in global services market suggests
there is still potential to further boost developing economies’
trade in services.

Remarkably, the share of south-south trade in total world
exports doubled over the last 20 years, currently accounting
for over 25 per cent of world trade. In the last couple of years,
however, the rising trend of south-south trade has faltered (figure
2), reflecting the slowdown in economic growth in some large
emerging economies.

In terms of the regional pattern of trade, developed econo-
mies in Europe and North America are still playing a major role
in international trade in both merchandise trade and services.
However, one of the most notable developments since the year
2000 — and particularly after China’s WTO accession in 2001 —
has been the rapid expansion of exports from East Asia to most
other regions. There has also been an increase in merchandise
trade within East Asia, partly due to an increased reliance on
regional value chains (figure 3). At the same time, the share of

5 For more discussions, please refer to the September 2016 edition of the WESP
Monthly Briefing: http://www.un.org/en/development/desa/policy/wesp/
wesp_mb/wesp_mb94.pdf

6 OECD - WTO: Trade in Value-Added (TiVA) database.
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Figure 2
Share of world merchandise export, by types of trade,
1995-2015
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intra-Europe and intra-North America trade in global merchan-
dise trade is decreasing. Outside of East Asia, other developing
regions also have witnessed increases in their shares’ in global
trade, albeit to a lesser extent.

Trade trends in the least developed countries

While LDCs represent around 12 per cent of the world’s popu-
lation, the share in global merchandise export only increased
from around 0.5 per cent of world export in 1990 to 1.1 per
cent in 2013. In addition, since 2013, the export share of LDCs
has dropped to 0.97 per cent in 2015, mainly as a result of a
slow demand in China for primary commodities from LDCs
in Africa. On the contrary, export of services from LDCs has
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Figure 3

Composition of world merchandise trade value, by regional trade flows

a) Year 2000

b) Year 2015

Developed North America

Source: Author’s construction based on UNSD, Monthly Bulletin of Statistics Analytical Trade Tables.

Note: For each region, the outmost section of the chart denotes the relative size of the region’s total trade (export plus import). The lines originating
from each region denotes the region’s exports to different regions, including intra-regional export. Abbreviations: LAC: Latin America and the Caribbean,

EiT: Economies in transition, and RoW: Rest of the World.
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Share of least developed countries in global export, 1990-2015
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almost doubled from 0.45 per cent in 2005 to 0.83 per cent in

2015, although from a very low base (figure 4).

In addition, most LDC exports are concentrated in a few
products of low complexity and directed to a few trading part-
ners (figures 5a and 5b). These factors make LDCs particularly
vulnerable to exogenous economic shocks, such as commodity
price volatility and slow growth in their trading partners.

important for the 2030 Agenda

Development Issues No. 7

C.Trade and development: Why trade is

As globalization has created greater integration of production
processes across countries, building a universal, rules-based,
open, non-discriminatory and equitable multilateral trading
system is critical for supporting growth and global development.



Figure 5
Concentration and complexity of LDC exports
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(HS) level. A product is counted if it is exported to at least one destination in the selected year with a value of at least 10,000 USD. In 2014, United States had the
highest indicator with 4560 products, and Afghanistan had the lowest indicator with 5 products.

Indeed, over the past decades, international trade has played an
important role in supporting many countries’ economic growth
and poverty reduction. In some cases, economies have also relied
on export-led growth to expedite their structural transformation
towards manufacturing production.

In the international cooperation agenda, trade has been
among the main features in the last seven decades, with the aim
of promoting economic integration of developing countries into
the global economy through improved participation in interna-
tional trade.

More recently, the 2030 Agenda has put significant emphasis
on the role that trade can play in promoting sustainable devel-
opment in developing countries, in particular in the LDCs.
The trade-related targets reflect the different aspects of trade,
including the promotion of a universal, rules-based, open, non-
discriminatory and equitable multilateral trading system; the
promotion of regional integration; the removal of trade distortions
and improvement of market access; the diffusion of technology
and trade-related capacity building; as well as the elimination
of illegal extraction and trade with protected species.” Six of the
Sustainable Development Goals (SDG) make direct reference to
trade, such as trade distortions (2.b); the Agreement on Trade-
Related Aspects of Intellectual Property Rights (TRIPS) (3.b);
Aid for Trade (8.2); WTO agreements (10.a); fisheries (14.6);
Doha round, exports from LDCs and duty free access (17.10,
17.11, 17.12).

While trade can be an effective tool in promoting sustainable
development, higher level of trade alone does not necessar-
ily translate into equitable development benefits for all, which

7 For more discussions, please refer to Bellmann, Christophe and Alice V. Tipping
(2015). The Role of Trade and Trade Policy in Advancing the 2030 Development
Agenda. International Development Policy, 6.2. URL : http://poldev.revues.
org/2149.

is closely linked to SDG 10 of reduced inequalities. Economic
theories and empirical evidences have shown that there are differ-
entiated impacts of trade, both within and between economies,
depending on economies’ factor endowment, the composition
of exports, and the capacity of countries to facilitate structural
change and the mobility of workers move out from shrinking
sectors and into expanding sectors. In fact, there has been an
increasing discontent around the world regarding the uneven
impact of international trade within countries. Many have attrib-
uted the relative stagnant income growth of blue collar workers in
developed countries over the past decades to trade, arguing that
workers in low-end manufacturing industries in developed coun-
tries face direct competitions for jobs from those in developing
countries and are not given sufficient assistance to pursue other
employment opportunities.

Moreover, while international trade brings to an economy
substantial and wide-spread benefits (e.g. lower prices, better
and more variety of products and overall improved economic
efficiency through better resource allocation), job losses that it
entails are typically more concentrated in certain sectors/regions
and are more noticeable than trade benefits. This — against the
current backdrop of slow economic growth — leads to weaker
overall public support for international trade and emerging calls
for protectionism measures, even though available empirical
evidence strongly suggest that stagnating wages of workers in
developed countries are rooted in more complex causes, and only
marginally related to international trade.

The rise in protectionism could further slow international
trade, which would intensify the negative impact of the current
subdued trade flows on labour productivity growth. In the past,
exports have boosted productivity growth by creating economies
of scale and introducing new production techniques. Comparing
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Figure 6

Growth of labout productivity and growth of exports, 2003-2007 and 2013-2015
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the years prior to the global financial crisis, with the years after,
there is a clear trend towards lower labour productivity and export
growth in most developed and emerging economies (figure 6).
Another related factor is that the substantial weakening in fixed
investment growth in both developed countries and emerging
economies in the aftermath of the crisis appears to be highly
correlated with the slowdown in global trade flows. Together,
subdued trade and investment are affecting productivity growth,
which can have long term implications for progress towards the
Sustainable Development Goals.

D. Mixed results from the global partnership for
development in the area of trade

International trade featured prominently in the Millennium
Development Goals agenda under Goal 8; the global partner-
ship for development. While significant progress has been made
on the MDG 8 indicators related to tariffs,® overall progress to
ensure a global enabling environment for international trade
remains inadequate, with many developing economies still in
a situation where they cannot reap the full benefits of interna-
tional trade, mainly due to lack of progress in the international
support required to facilitate diversification of production and
higher value added of exports. Against this backdrop, the rising
integration of developing countries into the global merchandise
and services markets made them more vulnerable to external
shock and the current stagnant global trade could be consid-
erably damaging for economies that are highly dependent on
commodities and single exporting sectors. As a result, further
progress to ensure an enabling environment that promotes inter-

8 Indicator 8.6: Proportion of total developed country imports (by value and
excluding arms) from developing countries and from LDCs, admitted free of duty
and indicator 8.7: Average tariffs imposed by developed countries on agricultural
products and textiles and clothing from developing countries.
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national trade and facilitates domestic structural transformation
is critical for many developing countries in achieving the SDGs.
Looking forward, promoting trade and ensuring that it would
be an effective vehicle in achieving the SDGs require concerted
efforts in multiple areas, ranging from multilateral trade negotia-
tions to domestic policies that complement trade policies. This
section discusses recent developments in key trade-related areas.

1. Progress has stalled in the multilateral trade nego-
tiations under the Doha Round. While the WTO
ministerial conference in Nairobi in 2015 delivered some
progress through the Trade Facilitation Agreement that
may contribute to reduce trade costs, there has not been
much progress in other areas. Therefore there is an urgent
need to make significant progress regarding the key role
of a universal, rules-based, open, non-discriminatory and
equitable multilateral trading system in promoting export
diversification, trade and economic growth. Meaningful
progress in the Doha Round is relevant to revitalize the
global partnership for sustainable development.

2. International trade continues to be largely free from
tariffs both as a result of zero most favoured nation
duties and because of duty-free preferential access.
However, low average tariffs mask large differences
across sectors and products. In particular, tariffs remain
relatively high for labour intensive products that are impor-
tant for developing countries, such as textiles, apparel and
agricultural products. Tariffs on such products should be
further reduced in order to support economic diversifica-
tion in developing countries, especially the least developed
countries.

3. International trade is also increasingly subject to and
influenced by a wide range of policies and instruments
beyond tariffs; non-tariff measures (NTMs) have
become the key determinant for both market access
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and trade costs. The use of NTMs has increased since
2005, in particular the use of technical barriers to trade
(figure 7). For LDCs, their agricultural sectors continue to
be affected by both tariffs and NTMs in the global agri-
cultural markets. NTMs pose a particular challenge for
LDCs because such measures are more prevalently applied
on their export products, and because the compliance with
NTMs depends on technical know-how that many LDCs
lack. Estimates show that fully liberalizing market access
for LDCs to G-20 countries and eliminating the negative
trade effect of NTMs on LDCs would increase their exports
by about 15 per cent,’ which could help to achieve the SDG
target 17.11 of doubling the LDC share of global exports.
However, eliminating NTMs is not straightforward as they
often serve other developmental objectives. In this light, it
is important to make NTMs work for sustainable develop-
ment through policy coherence at both the national and
international levels.

Many developed countries continue to provide sig-
nificant support to their agricultural sector, which have
negative implications for agriculture in the develop-
ing world. Even as subsidies to agricultural producers in
OECD countries have declined marginally in recent years,
they still amount to more than $211 billion in 2015." SDG
2.b calls for the elimination of all forms of agricultural
export subsidies to prevent trade restrictions and distor-
tions in world agricultural markets. This would level the
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playing field in agriculture and benefit farmers in many
developing and least developed countries.

Insufficient productive capacity is still a key factor pre-
venting many developing and least developed countries
from increasing exports. This remains to be the case —
and notably for LDCs — despite the fact that donors have
steadily increased their commitments to build productive
capacities in developing countries, for example through the
Aid for Trade initiative. Further international efforts are
needed to support supply capacity building in developing
and least developed countries. Some areas of international
cooperation include support to strengthen trade-related
infrastructure, facilitate economic diversification and
increase the value-added of exports. In this respect, the
service sector could be particularly important in countries’
integration into global and regional value chains, through
supporting productivity growth, reducing transaction
costs, disseminating knowledge and facilitating resource
allocation.

While protectionism was relatively muted in the imme-
diate years following the global financial crisis, there
has been a more widespread appeal of protectionism
and anti-globalization rhetoric in recent years, which
may weigh further on global trade in the future. Coun-
tries should coordinate to resist protectionist pressures and
ensure that the benefits of trade are spread more widely,
both across and within countries. A failure to promote more
inclusive trade and globalization could further embolden
protectionist tendencies, which could prolong slow growth
in the world economy and impede progress towards the
SDGes.

Domestic policies must complement trade policy to
ensure benefits of international trade are more evenly
distributed. Policy makers should put in place sufficient
policies to smooth the transition of displaced workers back
into the work force. These should include adequate safety
nets, such as unemployment benefits, job-search incentives
and re-employment services. Comprehensive retraining
programmes should be in place to equip displaced work-
ers with the skills to pursue employment opportunities in
other sectors. Overall, there should also be a broader effort
to create an adaptable work force with a high overall educa-
tion level and the ability to engage in lifelong learning.



