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Jesse Mora and William Powers

The collapse of Lehman Brothers in September 2008 is widely viewed as the spark
that triggered the global economic crisis—what has become known as the “Great
Recession.” Global credit markets froze, which may have affected the specialized
financial instruments—letters of credit and the like—that help grease the gears of
international trade. Some analysts view the credit market freeze as contributing to
the 31 percent drop in global trade between the second quarter of 2008 and the
same quarter in 2009 (Auboin 2009).

Evidence presented in this chapter suggests that declines in global trade finance
had, at most, a moderate role in reducing global trade. The chapter also examines
broad measures of financing, including domestic lending in major developed
economies and cross-border lending among more than 40 countries. Supplement-
ing the data are the results of eight recent surveys to provide a more thorough
examination and greater confidence in the role of trade finance during the crisis.
This investigation highlights several aspects of trade finance during the crisis:

• Trade finance is dependent on both domestic and cross-border funding.
While both fell substantially in 2008, neither the timing nor the magnitude of
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domestic declines matched the drop in trade finance. Cross-border funding
declines presented more troubling trends, however, with supply falling earlier
and exceeding the drop in demand for funds. 

• Trade finance began to recover in the second quarter of 2009 for most devel-
oped and developing countries. Latin America and Africa showed the least
progress but have recently stabilized. Among all regions, Asia has had the
strongest recovery.

• Reduced trade finance played a moderate role in the trade decline at the peak
of the crisis. Banks and suppliers judged reduced trade finance as the second
greatest contributor to the decline in global exports, behind falling global
demand.

• The crisis has led to a compositional shift in trade finance. Because of height-
ened uncertainty and increased counterparty risk, exporters shifted away from
risky open-account transactions and toward lower-risk letters of credit and
export credit insurance.

• Financing has been a larger problem for exports than for domestic sales.

Effect of Crisis on Corporate Finance

The crisis negatively affected every type of financing that companies use to fund
their domestic production and international trade. Companies get financing in
many ways, such as by issuing bonds or equity, obtaining bank loans, or self-
financing through retained earnings. The crisis negatively affected all of these
channels: Interest rates on bonds and loans rose, while equity prices and profits
fell—and, hence, retained earnings (Guichard, Haugh, and Turner 2009). Indexes
of financial conditions based on all types of financing began falling in 2007 (or
earlier) in Japan, the European Union, the United Kingdom, and the United
States. U.S. financial conditions did not return to normal until the end of 2009 or
the beginning of 2010 (Hatzius et al. 2010).

Although strains had appeared in domestic banking markets before the trade
collapse, there is no evidence that large declines in domestic lending preceded the
decline in trade. (Box 6.1 describes the mechanics of how trade is exposed to
financing shocks.) Strains in domestic financial markets became apparent in
developed countries long before the global downturn. One early indicator of
banking sector constraints was credit standards for commercial loans. In most
developed countries, these standards became progressively tighter after the third
quarter of 2007, as figure 6.1 illustrates. 

Despite the tighter standards, commercial lending actually expanded until the
end of 2008, although the declines that began in 2009 generally continued into
2010, as figure 6.2 shows. 
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The declines averaged about 2.3 percent per quarter—far below the decline in
global merchandise exports, as figure 6.3 shows. 

As this chapter will also show, the domestic financing drop was similar in mag-
nitude to declines in other short-term, cross-border financing. In developing
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Box 6.1 Common Types of Trade Finance and the Risk for Exporters

Worldwide, firms exported about $16 trillion of goods in 2008. Firms finance most
exports through open accounts—that is, the importer pays for goods after they are
delivered—just as is the usual practice for sales among firms in the same nation. This
is the riskiest form of financing for an exporter, as figure B6.1 illustrates. Estimates
vary, but sources report that open accounts are used for between 47 percent
(Scotiabank 2007) and 80 percent (ICC 2009b, 2010) of world trade. Cash-in-
advance arrangements, the least risky form of financing for exporters, account for a
small share of total financing.

Banks finance the remaining portion of global trade. Most bank financing involves
a letter of credit, a transaction in which a bank assumes the nonpayment risk by
committing to pay the exporter after goods have been shipped or delivered. This
method provides greater security to the exporter and is particularly popular with
small firms and in developing countries. Regardless of the type of financing, exporters
can also buy export insurance to reduce risk; about 11 percent of world trade was
insured in 2009.

The role of bank financing is increased if one includes working capital loans,
which are short-term loans to buy the inputs necessary to produce goods. Working
capital loans are more important for financing export shipments than for domestic
shipments because of the increased time between production and payment for
exports (Amiti and Weinstein 2009).
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Figure B6.1 Payment Risk

Source: U.S. Department of Commerce 2007.

TFDGTC_117-132_inte_001-028_ch01  03/06/11  7:17 PM  Page 119



countries, lending continued to grow in 2008 and 2009, even in Asia, which had
the largest decline in exports.1 Throughout the world, the lending declines that
became evident later in the crisis were generally accompanied by a similarly large
drop in demand for funds. For example, U.S. demand for commercial and indus-
trial loans plunged at the beginning of 2009 (ECB 2009; U.S. Federal Reserve
2010). In emerging markets, particularly Asia, where trade decline was the largest,
loan growth continued to grow throughout 2009. Thus reduced domestic financ-
ing seems an unlikely cause for the trade finance decline in most markets.

It is, of course, possible that trade financing from domestic banks fell even as
overall lending rose. For example, several bank surveys report that the Basel II
capital adequacy requirements overstate the risks of trade financing and divert
funding away from exports. And Basel II has become quite widespread; 105 coun-
tries have implemented its standards, or plan to implement them, including many
emerging economies in Africa, Asia, the Caribbean, and Latin America (BIS 2008).
Countering this possible trade finance-specific decline, though, were numerous
nonbank sources of domestic support targeted specifically to trade financing.
Many central banks and government stimulus programs targeted domestic
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Figure 6.1 Tightening Domestic Loan Standards

Sources: Bank of Canada 2010; Bank of England 2010; Bank of Japan 2010; ECB 2010; U.S. Federal
Reserve 2010. 
Note: Data show credit standards reported by central banks for large firms, except for Canada, which
reports an overall measure. The Bank of England does not report a single measure of credit tightening,
but separate measures for fees, spreads, loan covenants, and collateral requirements all behaved
similarly; fees to large firms are included here. BoC = Bank of Canada, BoE = Bank of England, 
BoJ = Bank of Japan, ECB = European Central Bank, Fed = U.S. Federal Reserve.
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Figure 6.2 Domestic Commercial Lending

Sources: Bank of Canada 2010; Reserve Bank of Australia 2010; Bank of England 2010; Bank of Japan
2010; U.S. Federal Reserve 2010. 
Note: Bank of Japan data reflect total loans, not only commercial loans. BoC = Bank of Canada, BoE = Bank
of England, BoJ = Bank of Japan, Fed = U.S. Federal Reserve, RBoA = Reserve Bank of Australia.
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Source: IMF 2010.
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financing for exports (for example, Brazil, the Republic of Korea, and Singapore),
in particular after the G-20 declaration in April 2009 (Mora and Powers 2009).

Cross-Border Banking Decline Preceded Other Flows

Although both domestic and international banks provide financing for trade, an
examination of cross-border lending in the crisis is more instructive for several
reasons: 

• Cross-border data are more complete and detailed because of centralized
reporting by the Bank for International Settlements (BIS), so the data present a
more complete picture of changes. 

• Cross-border data show more troubling trends; particularly, cross-border
declines are earlier and larger than changes in domestic bank flows or local
currency lending of bank subsidiaries (McCauley, McGuire, and von Peter
2010, among other sources). 

• Firms relying on cross-border financing seemed more likely to experience
shortfalls. Unlike the decline in domestic lending, in which demand plum-
meted with supply, supply factors largely drove the fall in cross-border bank
lending during the crisis, at least to emerging markets (Takáts 2010). 

The decline in the value of global cross-border banking preceded the failure of
Lehman Brothers in September 2008 and thus preceded the merchandise trade
decline, as shown in figure 6.4. The decline in global outflows, and the subse-
quent decline in domestic lending in most countries, directly reduced the avail-
ability of all types of financing. Perhaps because the United States was among
the first to enter the downturn, U.S.-based financial outflows recovered earlier
than those of other countries and have since grown a bit faster than in other
regions. The strength of U.S. outflows indicates a return to interbank dollar-
denominated lending and highlights the need for dollar funding even as real
gross domestic product (GDP) around the world contracted (McGuire and von
Peter 2009).

Because much of trade is dependent on short-term lending (either directly
through bank-intermediated export financing, such as letters of credit, or indi-
rectly through working-capital financing), the decline in short-term banking
activity, illustrated in figure 6.5, is also an important indicator. Although short-
term flows are generally quite volatile, the contraction of short-term funding has
been shallower and more protracted than the decline in merchandise trade. The
figure also shows that inflows into the United States, unlike outflows, continued to
decline through the end of 2009.
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Trade Finance More Resilient than Exports

In many ways, the changes in trade finance during the crisis reflected conditions
in overall credit and banking markets during the period. The cost of trade finance,
for example, briefly reached several hundred basis points in some markets, reflect-
ing abnormally high financing costs throughout the financial system in the fourth
quarter of 2008. Availability declined and credit standards tightened for all types
of financing to firms worldwide during the period.

Trade finance does have some characteristics that differ from other types of
financing. Trade finance is generally priced as a share of the value of goods shipped,
so it is more directly tied to the level of exports than are other financial markets, and
trade finance generally reflects the seasonality exhibited by a country’s exports.
Furthermore, as discussed in the survey section below, global demand for more
secure types of trade finance increased during the crisis, in contrast to falling
demand for other corporate financing (ECB 2009). Strong demand resulted in lower
declines in trade finance than in global exports. Because all exports must be
financed, at least by the exporter itself, a smaller decrease in bank financing than
exports must be matched by a move away from exporter-financed open accounts.

These differences also affected the timing of the decline in trade financing.
Although overall financial flows declined before the trade collapse, trade-specific
financing moved together with trade. Short-term export credit insurance expo-
sure is a measure of the amount of trade financing provided by private and public
insurers.2 Such insurance fell by 22 percent between the second quarter of 2008
and the same quarter of 2009. Trade financing debt incurred by countries is an
imperfect proxy for the amount of financing that countries receive.3 Such debt fell
by 13 percent. Figures 6.6 and 6.7 show the quarterly changes for these measures
of trade finance.

Data from the Society for Worldwide Interbank Financial Telecommunication
(SWIFT) provide a count of trade messages sent through the SWIFT network (ICC
2010; SWIFT 2009, 2010). These transactions accounted for about $1.5 trillion in
letters of credit, or about 12 percent of global trade value.4 During the crisis, global
traffic fell by more than 20 percent in 2008 and rose by about 10 percent in 2009.5

As trade finance improved in 2009, letters of credit increased while less-secure
methods such as documentary collections remained flat. This finding agrees with
the survey results discussed below (such as ICC 2010), which report that exporters
continue to move toward more secure forms of trade financing.

Comparing different regions, most of the improvement during 2009 occurred
in the Asia and Pacific region, with other regions showing no change or only a
slight rise in volume. In the first half of 2010 (January to May), volumes in all
regions improved, though the Asia and Pacific region again showed the greatest
growth (22 percent).6
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Both the value and volume data show that changes in trade finance have been
more moderate than changes in trade, during both the downturn and the recov-
ery, especially as follows:

• By nearly all measures, trade finance declined less than trade from mid-2008 to
mid-2009. Figure 6.8 shows that this was true for individual regions as well,
except in Latin America. 

• As trade recovered in 2009 and early 2010, however, export credit insurance
and trade finance debt remained largely flat, with only letters of credit showing
any substantial increase during 2009. The Asia and Pacific region exhibited the
largest growth in both transactions and value; Latin America has grown in
value, making up for its losses in the downturn, while both volume and trade
decreased in developed European countries.

Survey Results

Because much of trade finance is not distinguishable in official statistics—for
example, our data account for only about 23 percent of total global trade—data
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comparisons are intrinsically imperfect and incomplete.7 To address the informa-
tional gap, the World Bank, International Monetary Fund, World Trade Organiza-
tion, and International Chamber of Commerce have conducted surveys of global
participants in the trade credit world. 

Overall, the surveys confirm the trends discussed above about the timing and
geographic differences in trade finance. They also provide otherwise unavailable
information about the effects of financing on exports; distinguish the effects of
reduced bank finance supply from increased exporter demand; and highlight the
importance of multilateral support during the crisis. 

Trade Finance the No. 2 Reason for Trade Decline at Crisis Peak 

Surveys show that declines in trade finance contributed directly to the decline in
global trade in the second half of 2008 and early 2009. At the peak of the crisis,
banks and suppliers report, reduced trade finance was the second-greatest cause
of the global trade slowdown, behind falling international demand. 

Estimates of the relative contribution of trade finance fell in later surveys as
other factors rose in prominence. In July 2009, only 40 percent of banks reported
that lower credit availability contributed to declining trade, and this share
decreased to less than one-third by April 2010. By the beginning of 2010, the
banks reported that price declines were a larger drag on export values than
trade finance limits. 

Financing has been less of a concern for domestic shipments, at least in the
United States. The National Federation of Independent Business (NFIB) monthly
surveys of small businesses, whose sales are largely domestic, show that less than
5 percent of U.S. small businesses report that financing is their single most
important problem (NFIB 2010). This share did not exceed 6 percent at any time
during the crisis.8 The share of NFIB members citing poor sales as the top prob-
lem doubled during the crisis and has held at about 30 percent since late 2008. A
substantially higher share of exporters cited financing as a top problem in the
survey results we examine below. 

Collectively, these results support the argument that financing is more impor-
tant for exports than for domestic shipments (Amiti and Weinstein 2009), though
all surveys agree that poor demand was more important than reduced financing
in limiting sales.

Surveys Help Distinguish Changes in Supply and Demand

Surveys provide the best evidence distinguishing changes in trade finance supply
from changes in demand.9 After September 2008, the risks of exporting and
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financing rose substantially because of downgraded credit ratings of firms, banks,
and countries. Macroeconomic difficulties also mattered—declining GDPs, fluc-
tuating exchange rates, and falling prices. The rising uncertainty increased
demand for more secure types of financing, such as insurance and letters of credit,
to reduce the risk of nonpayment. Demand for export credit insurance rose, with
the share of insured shipments rising to 11 percent of global exports in 2009 from
9 percent in 2008 (ICC 2010).10 Exporters also demanded more trade financing
from banks, and half of banks reported increased demand for products such as
letters of credit. 

As exporters tried to obtain less-risky financing, however, banks began to
restrict financing to some customers to limit their own lending risk. Most sur-
veyed banks (between 47 percent and 71 percent, depending on the survey)
reduced the supply of trade financing in the last quarter of 2008. For example, the
value of letters of credit fell by 11 percent in that quarter. Supply bottomed out in
the first half of 2009. The value of all trade finance then rose gradually in the sec-
ond half of 2009, making up for losses earlier in the year but still well below pre-
crisis levels.

Prices of letters of credit rose early in the crisis, reflecting both increased risk
and the banks’ substantially higher cost of raising funds. As the crisis continued,
increased demand and reduced supply drove trade finance prices even higher. In
2009, surveys report, prices for exporters continued to rise, even as banks were
able to obtain funding more cheaply. The latest surveys report that demand
remained high and was expected to increase further in 2010, while prices were not
expected to fall in the short term.

Conclusions

This survey has included the most comprehensive measures of trade financing
available, accounting for over one-fifth of global trade, and has supplemented the
data with a number of trade finance surveys. This combination provides the best
look to date at the changes in trade finance during the 2008–09 financial crisis.

The evidence does not support the view that declines in trade finance were
exceptional during the crisis. Overall, the declines have not been large relative to
changes in trade or other financial benchmarks. For example, measures of trade
finance fell by about 20 percent from peak to trough, while global exports fell by
over 30 percent. Relative to other types of financing, the decline in trade finance is
about the same as the decline in overall cross-border, short-term lending.

Nor did trade finance have an outsize impact on trade during the crisis. Sur-
veys show that trade finance played a moderate role at the peak of the crisis and
that this role declined over time. Although prices remain high, companies no
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longer report that financing costs are a major impediment to trade. Financing
remains a larger problem for exporters than for domestic shippers, however, for
two reasons: trade financing contracted substantially more than domestic financ-
ing, and exports require more financial support than domestic shipments.

Data and surveys agree that trade finance did rebound considerably in 2009,
but 2010 data have been mostly flat and conflict with the rosier gains and predic-
tions that surveys reported. The value of all trade finance rose in the second half of
2009, making up for losses earlier in the year, but it remains well below precrisis
levels. Those regions that were lagging in earlier surveys (Latin America and
Africa) have seen trade finance stabilize or have begun to make up ground. The
latest surveys report that exporter demand remained high and was expected to
increase further in 2010. The data also show, however, that only the safest forms of
trade finance rose in 2010, with total value flat or even declining. 

Overall, given the easing of access to credit, the trade finance situation is
expected to improve. Still, as with improvement in macroeconomic conditions,
the turnaround in bank attitudes and financing of all types will likely be gradual—
and, to a large degree, further gains in trade finance will be tied to increases in
global exports.

Notes

1. For loan growth in emerging Asia, see Monetary Authority of Singapore (2009).
2. France, Germany, Italy, and the United States are the top providers of this insurance, accounting

for about 25 percent of the global total. Globally, firms and agencies had close to $900 billion of such
exposure before the crisis. About 90 percent of the credit guarantees are provided by private companies
(Berne Union 2009).

3. The figure includes only short-term nongovernmental trade financing debt, which had a global
value of $572 billion before the crisis. Debt depends on trade financing received as well as repaid, so
debt may underrepresent the decline in trade financing in countries that experienced fiscal difficulties
during the downturn.

4. Value data were provided for the four quarters from the fourth quarter of 2008 to the third of
2009. 

5. That is, the number of transactions was about 10 percent higher in December 2009 than in
December 2008, although the yearly total in 2009 was lower than the total in 2008.

6. The value of trade financing also rose in most regions during 2009, with the exception of
Europe and the Middle East. Because only four quarters of value data have been reported, we cannot
calculate the change for the same quarter in two consecutive years.

7. It would be possible to increase this share slightly with the currently available data. Including
medium-term trade financing data from the Berne Union and documentary collection data from
SWIFT would increase the covered share of global trade by about 6 percentage points. BIS also reports
guarantees extended by financial institutions, including letters of credit and credit insurance in addi-
tion to contingent liabilities of credit derivatives (for example, credit default swaps). This series would
be a promising source of information on trade financing if a means were devised to remove the por-
tion related to credit default swaps, which dominate the series for some developed countries such as
the United States (BIS 2009).
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8. Financing has not been a top concern of small U.S. businesses in any recession since the 1980s.
9. The surveys include ICC 2009a, 2009b, 2010; IMF-BAFT 2009a, 2009b; IMF and BAFT-IFSA

2010; and Malouche 2009.
10. The share reported in ICC (2010) includes medium-term financing. The share of exports cov-

ered by short-term financing, which this report focuses on, also rose, but by less than 1 percent.
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