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The financial crisis that began in 2007 and gained momentum in 2008
shoved the world economy into a severe economic slump that some have
called the Great Recession. The crisis originated in the United States
housing market and quickly spread throughout the economies of the US,
Canada and Europe. Soon these countries were importing fewer goods produced by emerging countries and the crisis became global. International
trade collapsed at a pace unseen since the Great Depression of the 1930s.
What accounted for the rapid decline in trade?
First, exports and imports tend to move in the same direction as gross
domestic product (GDP). As the GDPs of countries decline during a
recession, so do exports and imports. Moreover, trade flows tend to be
more volatile than the overall economy: when an economy contracts by
a given amount, trade flows decrease by an even larger proportion. Why
are exports and imports more erratic than the overall economy? Part of
the reason is that trade is biased towards the volatile goods sector of
an economy instead of services, which tend to be more stable over the
business cycle. For example, trade in durable goods and other postponable purchases (such as electronic products and autos), which comprise a
disproportionately large share of trade, collapsed most sharply during the
Great Recession (Wynne & Kersting 2009).
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The drying up of trade finance appears to be another factor that has contributed to the decrease in international trade during the Great Recession.
Trade finance includes loans, insurance policies and guarantees that are
linked to international transactions and made by banks, private insurers
and governments. As the economic crisis intensified in 2008, there was a
flight to safety by banks, firms and investors who wished to reduce their
exposure to activities considered to be relatively risky. The result was
that the US, Germany and Japan realised record decreases in trade credit
liabilities in 2008. This meant that exporting firms faced reluctant customers who were restrained by the
Although the recent use of
decrease in trade credit.
protectionist barriers has not
Another factor that contributed to
come close to matching those
the decrease in global trade was the
barriers that were imposed
breakout of protectionism – that is,
during the Great Depression,
the use of tariffs and non-tariff barthere are similarities
riers to restrict imports and investbetween the trade policies
ment. As the financial crisis spread
implemented during these
to the real economy, governments
two crises.
responded by raising trade barriers
to protect domestic industries. Although the recent use of protectionist
barriers has not come close to matching those barriers that were imposed
during the Great Depression, there are similarities between the trade policies implemented during these two crises.
In light of the recent global financial downturn and the escalation of
protectionism, there has been increasing pressure for governments to
respond with protectionist policies of their own. When Barack Obama
became President of the US, he inherited a rapidly declining economy and
pressure by members of Congress to protect the jobs of American workers
by imposing trade barriers.
The purpose of this paper is to examine the nature of protectionism that
has occurred during the Great Recession of 2007–2009 and its aftermath.
It focuses on the recent protectionist policies of the US and cites four
examples. It also discusses the protectionist policies that occurred during
the Great Depression, and applies lessons from this experience to the current situation.
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