GLOBAL
TRADE REPORT

IN BRIEF
• Our forecasts indicate that growth in goods trade will
recover only very gradually. Moreover, significant risks
remain that world trade growth will continue to undershoot
central forecasts in the near term, especially given ongoing
adjustments in the global economy.

• In contrast, our projections show services trade continuing to
grow robustly. Notwithstanding the expected cyclical recovery
of trade in goods, this implies that the share of services in
global trade will continue to rise, edging up from 23% to 24%
in 2020, with a further increase to 25% by 2030.

World goods trade growth was weak in 2015, and early indications suggest it has remained so
this year. But services trade seems to be holding up better, with growth supported by structural
shifts in the global economy, as falling travel costs, technological advances and lower trade barriers
have made services more tradable. Focussing only on goods exports may therefore paint an overly
pessimistic picture of developments in world trade.

GLOBAL TRADE TILTS TOWARDS SERVICES
WEAKNESS IN GLOBAL INVESTMENT IS
CONSTRAINING MERCHANDISE TRADE…
World trade in goods had a bad year in 2015, with
growth in export volumes slowing to just 2.5% from
3.1% the previous year. Although we have limited data
on global trade volumes for 2016, available indicators
suggest growth in merchandise trade has slowed even
further this year. For example, the Cass Freight index
(a measure of North American freight volumes) was
2.7% lower on the year in the three months to August,
while the RWI/ISL container trade index (which is
based on data from 75 ports, covering around 60% of
worldwide container traffic) showed a similar 2.9%
decrease in container throughput in the year to July.
Meanwhile, traffic through the Suez Canal increased
by just 0.9% over the same period.
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Weakness in emerging market imports has been a key
factor constraining world merchandise trade growth over
the last couple of years. This has mainly resulted from two
interconnected factors; the economic slowdown in China and
the steep fall in many key commodity prices. The impact of
China’s slowdown has been especially powerful because it
has been centred on real estate and heavy industry which
are much more import-intensive than the rest of the Chinese
economy. Developments in China have also been a key factor
in the decline in global commodity prices, which in turn has
inflicted significant terms of trade losses on resource-rich
economies, limiting their capacity to import.
More broadly, global investment has been lacklustre in recent
years, due not only to China’s transition towards consumer-driven
growth, but also subdued levels of investment spending in many
developed economies that are still recovering from the global
financial and European debt crises. Academic research confirms
that global investment trends have a more significant impact on
merchandise trade than consumption or government spending1.
Machinery and transport equipment is the largest component of
global goods trade and is especially sensitive to the investment
cycle. So while strong growth in global investment provided
support to goods trade in the period 1990-2007, subdued levels
of global investment have constrained trade more recently.

…BUT THERE ARE ALSO STRUCTURAL FACTORS AT PLAY
There are also structural changes underway in the global
economy that may help to explain the weakness of
goods trade. In particular, it has been suggested that the
development of global value chains has slowed and companies
are now shortening supply chains or even ‘reshoring’
production altogether in light of shifting factors influencing
the attractiveness of offshore production facilities. Evidence
for reshoring has remained largely qualitative so far, but
the data do confirm that trade in intermediate goods has
been especially weak recently, which could be the result of
reshoring or at least an absence of further offshoring.
Compounding the impact of these factors has been a rise
in protectionist measures. According to the World Trade
Organisation (WTO), the rate at which new trade-restrictive
measures2 are being put in place by its members has risen to
the highest since 2009. Moreover, populist sentiment has been
fuelling a political backlash against trade liberalisation, prompting
the IMF to warn recently that anti-trade rhetoric in the US and
across the globe poses a risk to economic growth. The recent
Brexit vote in the UK provides clear evidence of how populist
sentiment can trigger significant economic and political change.
There is also mounting anecdotal evidence that increased
protectionism is starting to affect the business decisions of
multinationals. This was brought into sharp focus by the CEO of
GE, Jeff Immelt, who recently stated in a speech at New York
University that the increasingly protectionist global environment
had prompted his company to shift toward a strategy of
“localisation” rather than globalisation.3 A key risk is that if
anti-globalisation sentiment flourishes in the years ahead, then
many more firms will adjust their production strategies, further
undermining prospects for global trade.

1. For example, Bussiere et al. (2013), “Estimating trade elasticities: Demand composition and
the trade collapse of 2008-09”, American Economic Journal: Macroeconomics 5, No.3. 2. Trade
restrictive measures include the establishment of import or export tariffs or increases
in these tariffs, introduction of import bans or quantitative restrictions, establishment of
more complex customs procedures, local content measures and the introduction of import
or export taxes. 3. Highlights of Jeff Immelt’s speech are available here: http://fortune.
com/2016/05/20/ge-immelt-globalization/
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TRADE IN SERVICES HAS BEEN MORE ROBUST IN RECENT YEARS…
Some positive news amongst this gloom is that exports
of services have held up better than trade in goods, so
the weakness of global trade is somewhat overstated. The
chart below illustrates growth trends in the volume of world
trade in services and goods compared with global output.4
It demonstrates that while both goods and services trade
grew at a similar pace in the pre-crisis period, more recently
the performance of services trade has diverged from that of
goods trade. So while services held a broadly stable 20%
share of global trade value from 2000 to 2011, this share
had increased to 23% by 2015.
In order to investigate in more detail the trends driving services
trade, HSBC worked together with Oxford Economics to capture
current and historical statistics on bilateral trade in services
for 24 key trading nations to build a unique, comprehensive
database. These previously elusive data have given us
unprecedented insight into the evolution of services trade.
Our analysis indicates that the more robust performance of
services trade over the past few years may partly reflect that
services tend to be less cyclical than manufacturing, with
less-pronounced peaks and troughs. But as described in more
detail in the report “Outside the Box: Unlocking the Growth
Potential of Services Trade”, services are also becoming more
tradable due to falling costs of travel, technological advances
and reduced institutional and regulatory barriers to trade.
Moreover, ongoing trade liberalisation efforts such as those
in the proposed ‘Trade in Services Agreement’, currently
under negotiation, could help to expand market openness in
the service sector even further. At the same time, significant
structural shifts in the global economy, such as the rise of the
global middle class, are rapidly boosting demand for a broad
range of consumer-related services.
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…AS TRADE IN BUSINESS AND ICT SERVICES HAS FLOURISHED

COMPLEMENTARITIES BETWEEN GOODS AND SERVICES TRADE

The services sector is extremely diverse and not all sub-sectors
are influenced by the same socio-economic trends. Drilling down
to the key sub-sectors described in Box 1, we find that
business and ICT services have been the most rapidly
expanding sectors, driven by the outsourcing of intermediate
services to specialised suppliers. Advances in technology have
powered these developments, increasing the tradability of many
service categories and even creating new kinds of tradable
services – for instance, internet security and website design.

If the shift towards increased spending on services
endures, this would tend to benefit developed economies,
as they have a comparative advantage in supplying
modern tradable services. Developed countries currently
dominate international service exports, especially in
knowledge-intensive industries like financial services, where
developed nations can capitalise on their skilled workforce,
infrastructure, and wealth.

Financial services exports performed strongly in the years
preceding the global financial crisis, but the pace has slowed
markedly since 2008 as a result of the enhanced regulatory
framework and financial institutions’ focus on balancesheet repair. And since freight accounts for over half of
global exports of transport and distribution services, the
slowdown in merchandise trade growth after the financial
crisis has also dampened activity in this sub-sector.
Globally, tourism and travel is the second-largest service
export sector today, behind only business-to-business (B2B)
and other services. In terms of growth, tourism exports have
lagged slightly behind overall trade in services, but tourism
export earnings have overall been strong, outpacing world
GDP growth over the last 15 years. Rising incomes have
created a new class of consumer able to afford regular travel
abroad for leisure. The demographic group most likely to
travel internationally – working-age people – is growing, and
there is a clear trend among millennials to prioritise personal
experiences above spending on consumer goods or houses.
Combined with the ongoing decline in air fares, these trends
have transformed tourism from a luxury into a leisure activity
enjoyed by a much broader spectrum of society.
Exports of construction services have kept pace with growth
in overall services, and their 2% share of total service exports
has remained broadly stable over the past 15 years. But the
industry is also very cyclical and construction service exports
performed worse than any other service export sector in 2015.
Oil-producing nations in Africa and the Middle East have scaled
back particularly sharply on construction projects.

A shift toward increased trade in services could imply that
the global business cycle is becoming less synchronised,
as rising growth in advanced economies has a less
powerful impact on demand for manufactured products and
commodities in the emerging markets. But there are also
important complementarities between trade in services and
trade in goods, which suggest that they may be mutually
beneficial. For example, shipping, logistics and distribution
services help to facilitate trade in goods; services
intermediaries reduce informational and legal barriers;
financial institutions provide insurance and funding; while the
ongoing integration of global ICT services facilitates trade in
goods through improved communication. Moreover, research
has shown that services outsourcing is positively correlated
with labour productivity in manufacturing industries.5
Exports of services in developing countries still tend
to be focussed more heavily on their natural resource
endowments (e.g. tourism). But there are notable
exceptions, such as India, which is a highly successful
exporter of business process outsourcing and support
services for finance, medicine and engineering. Similarly,
Poland has been able to build strengths in accounting and
legal services. These examples indicate how services trade
could build a larger geographic footprint in coming years, as
emerging markets leverage an increasingly skilled workforce
and improving digital infrastructure.

5. Amiti and Wei (2004), “Fear of Service Outsourcing: Is It Justified?”, IMF Working Papers.

BOX 1. DEFINING INTERNATIONAL TRADE IN SERVICES
Our definition of trade in services encompasses the
following important sub-categories (listed in order of
their share of total service exports in 2015):

•F
 inancial services. Services provided by the financial
industry, such as banking, insurance and asset
management.

•B
 2B and other services. Business-to-business (B2B)
services (e.g. legal, consulting, etc.), charges for the
use of intellectual property (e.g. licence fees for the
use of patented technology or the use of a registered
brand name), government and recreational services.

• I nformation, communication and technology (ICT).
Services relating to communication devices (e.g.
telephone services), computers (e.g. online database
storage), and relevant applications (e.g. software
development).

•T
 ourism and travel. Spending by visitors for tourism
purposes to another country (exports are defined as
inbound tourism flows), including people who travel
abroad for business, education or medical care.

•C
 onstruction. Services relating to the construction/
demolition of buildings and other structures, as well
as installations and building repairs (this category
excludes architectural and engineering design, both of
which are considered as business services).

•T
 ransport and distribution. Services related to the
international movement of goods (e.g. shipping) or
transport of people (e.g. air passenger services).

GLOBAL TRADE OUTLOOK
Slow growth of world merchandise trade over recent
years has been a significant drag on economic
performance, especially in smaller and more exportoriented economies. This is likely to remain the case in
the near term, as our forecasts suggest that growth in
goods trade will recover only very gradually. Moreover,
significant risks remain that world trade growth will
continue to undershoot central forecasts, especially given
the structural factors at play.
But a focus on goods trade may paint an overly
pessimistic picture of near-term trends in world trade.
Services trade has held up well and there is no evidence
that the structural factors that are hampering world goods
trade are operating on services. Indeed, it appears that
technological advancements are a structural factor that
are enhancing the tradability of services and will continue
to do so in the future. Our projections therefore show
services trade continuing to grow robustly at an average
annual rate of over 6% in value terms over the next
15 years, with total value more than doubling by 2030.
Notwithstanding the expected cyclical recovery of trade
in goods, this implies that services’ share of global trade
will continue to rise, edging up from 23% to 24% in 2020,
with a further increase to 25% by 2030.
At a sector level, we expect machinery and transport to
be the main driver of merchandise trade growth over the
medium term. Demand for these capital goods is likely to
be particularly strong in emerging markets when business
investment eventually recovers. And a gradual firming
in commodity prices should also support trade in raw
materials and mineral fuels in value terms.
Within services trade, the most rapid expansion is likely
to occur in business support services, where ongoing
advances in technology help to facilitate offshoring. The
share of B2B and other services in total trade is forecast
to rise from 33% in 2015 to 37% by 2030. Similarly,
ongoing demand for innovative software and the need
to address IT security are likely to fuel continued robust
growth in ICT services, pushing up its share of global
trade in services.
The outlook for global tourism and travel exports is also
bright, as the rising global travelling class, especially from
emerging markets, continues to fuel international travel
growth. Connectivity is expected to continue improving,
with hundreds of new airports due for construction. And
real air fares should continue to fall, thanks to lower-forlonger oil prices plus ongoing technological improvements
and increased competition.
Meanwhile, transportation and distribution services
are expected to recover in coming years as growth in
merchandise trade picks up in response to improving
economic conditions. But transport companies will need
to adapt to the changing nature of trade in goods, such
as the trend toward ‘near-shoring’ of production. For
example, this may mean that distribution centres are
reconfigured as supply chains shorten to serve regional
production centres and accommodate tighter timeframes.
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ALTERNATIVE SCENARIO
FOR GLOBAL TRADE
The protracted weakness of world trade indicates that
the forces that have driven globalisation for decades have
begun to shift. There is an opportunity for policymakers to
reinvigorate trade. However, the world economy faces the
risk of a new cycle of protectionism, following the UK’s
June Brexit vote and Donald Trump’s recent US election
victory. Both campaigns included promises to cancel or
renegotiate existing trade deals and impose new trade
policies.
To understand the impact these policies could have on
the potential for world trade growth HSBC and Oxford
Economics have collaborated to model the impact on
trade flows and economic activity. The alternative scenario
is based on (1) the UK enduring a ‘hard’ exit from the EU
involving loss of preferential access to the single market,
and (2) the new US President implementing a variety of
tariff and non-tariff barriers.

Scenario Assumptions
Our scenario has been calibrated with careful
consideration of both the nature of the anti-trade
measures that would be implemented and a practical
consideration of the likely magnitude of these new
barriers.

• The existence of a hard customs border further
increases the cost of goods trade – amounting to a 4.4
percentage point tariff-equivalent, based on previous
estimates in the academic literature.1
• Over the next five years, additional non-tariff barriers
(NTBs) emerge reflecting regulatory divergence between
the two regions as the UK seeks to dismantle unpopular
regulations.
• The UK loses its financial services passport raising the
cost of trade in banking and insurance.2
• The UK clamps down aggressively on immigration
from the EU, reducing annual net migration by 65,000
per year compared, which results in a cumulative loss of
approximately 750,000 EU migrants in the UK by 2030
compared to our baseline (soft Brexit) assumptions.
Tighter immigration control creates a further barrier to
services trade across the board.
• The UK opts to use the windfall from no longer
contributing to the EU budget by increasing spending on
public services and welfare post-2019.
• We assume the UK grandfathers existing EU
preferential trade relationships with third-party countries.

Specific assumptions around the UK’s ‘hard’ exit from the
EU include:
• The UK triggers Article 50 of the Lisbon treaty around
the turn of 2017 and leaves the EU by early 2019. The
UK does not agree any significant trade deal with the
EU and reverts to WTO ‘Most Favoured Nation’ status
(implying the UK faces an average effective tariff rate of
close to 3% on its exports of goods to the EU). The UK is
assumed to reciprocate by imposing equivalent duties on
EU imports.

1. For example, Hornok (2011), “Is Faster Trade in the EU Trade-Creating?”, The Vienna
Institute for International Economic Studies, Working Paper No.75. Also, Hornok and
Koren (2011), “Administrative Barriers and the Lumpiness of Trade”, CeFiG, Working Paper
No.14. 2. This cost is based on the estimated level of actionable NTBs in financial services
between the US and EU as reported in Berden et al. (2009), “Non-Tariff Measures in EUUS Trade and Investment - An Economic Analysis”, Rotterdam: ECORYS Nederland BV.

Regarding the US policy environment, we assume some
moderation in the implementation of protectionist policies as
compared to the campaign policy promises of President Trump.
This reflects legal constraints (both domestic and international),
the likelihood of policy adjustments in response to lobbying
by multinational US businesses, and the possible influence of
pro-trade legislators in Congress. And while Trump did threaten
to withdraw from the WTO during his election campaign, we
believe this is unlikely to happen in practice. In fact, Trump has
said he will use the WTO to launch trade cases against China.
It is also worth highlighting upfront Trump’s vow to withdraw
from the Trans-Pacific Partnership (TPP) as soon as he gains
office. While this would undoubtedly represent a significant
loss for the US economy,3 the impact of the TPP has not been
factored into our baseline projections due to its uncertain fate.
As such, the planned US withdrawal from TPP does not influence
our scenario results.
Our scenario assumes that Trump’s policies prove to be popular
and he wins a second term. Specific assumptions around
President Trump’s economic policies and the spill overs to foreign
trade policy include:
• Our baseline projections do not currently incorporate any
additional infrastructure spending by Trump. However, our
scenario assumes that he implements an expansionary fiscal
policy, albeit significantly diluted from initial proposals following
intense negotiations with Congress. A USD1 trillion package of
tax cuts (compared with the initial pledge of $10 trillion tax cuts)
provides an initial boost to economic growth.4 But the policy
impact then turns contractionary, as government spending cuts
to finance the tax cut package gradually take effect.

• Trump fails to renegotiate NAFTA and decides to withdraw
in late 2017. Under US legislation, the President is required to
provide 6 months’ notice on this termination and the existing
tariff schedule must remain in place for 12 months following
termination, so it is 2019 before he can raise tariffs on Mexican
imports. Even then, US membership of the WTO would prevent
Trump from implementing his planned 35% tariff on Mexican
imports. In order to circumvent WTO rules, we therefore assume
that a range of anti-dumping, countervailing duty and safeguard
actions are imposed on Mexico that equate to a uniform 10%
tariff rate on Mexican imports of non-oil goods. This comes into
force in 2019 and Mexico immediately retaliates by imposing
reciprocal tariffs on US imports. We also assume a gradual
increase in NTBs in US-Mexico trade over time.5
• We assume that the US-Canadian trading relationship
remains unchanged despite the withdrawal from NAFTA, as it
remains underpinned by an underlying free-trade agreement.
Likewise, trade relationships between Mexico and Canada
remain unchanged.
• Trump becomes frustrated by efforts to get China to reform.
This results in the imposition of a 10% tariff on Chinese non-oil
goods imports, also in 2019 (using similar tactics, such as antidumping measures). China immediately retaliates by imposing
equivalent duties on US imports.
3. Estimates suggest that gains from TPP to the US economy would amount to $130 billion
once fully implemented: Petri and Plummer (2016), “The economic effects of the TPP: New
estimates” in ‘Assessing the Trans-Pacific Partnership, Volume 1: Market Access and Sectoral
Issues’, Peterson Institute for International Economics. 4.The President-elect may be able
to push through his ambitious infrastructure initiative more fully than we envisage here. This
would present an upside to US growth in the early period of his presidency in comparison
with our scenario estimates. 5. This is based on based on the estimated reduction in NTBs
on bi-lateral trade between member states resulting from NAFTA, reported in Shikher (2012),
“Predicting the Effects of NAFTA: Now We Can Do It Better!”, Journal of International and
Global Economic Studies, 5 (2).

• Trump also broadens his protectionist measures to include
the imposition of an effective 10% tariff on a range of other
emerging markets, including India, Malaysia, Bangladesh,
Vietnam, Indonesia, Hong Kong, Argentina and Brazil. These
countries immediately impose retaliatory tariff measures at the
same rate on US imports.
• Deportation of illegal immigrants increases to 1.4 million
a year, which would be consistent with aiming to achieve the
stated 11.3 million goal over the course of two presidential terms
(i.e. eight years, rather than over the promised two years). The
deportation of illegal immigrants depresses domestic demand
in the US. It also has longer-term consequences, limiting labour
supply growth and overall potential supply capacity.
Modelling Approach
Our quantitative analysis of the economic impact of this trade
scenario is based on a two-stage approach which fully accounts
for both static and dynamic gains from trade.
The first stage of the modelling process involves estimating
the static economic impact of raising barriers to trade on the
allocation of resources across different industrial sectors within
each country. Changes in allocation across the sectors are
driven by shifts in its comparative advantage with respect to
all other countries, which in turn is partially determined by any
tariffs applied to a country/sector’s exports to another country.
This exercise is conducted using the model of the General Trade
Analysis Project (GTAP) centre at Purdue University. The GTAP
model is the benchmark database and model for ‘static’ analysis
of trade policy, and for estimating the impact of trade on output
via the reallocation of resources within countries.

The second stage of the modelling process involves using
Oxford Economics’ Global Economic Model (GEM) to quantify
the overall (both static and dynamic) effects of trade reform. The
GEM provides a rigorous and consistent structure for economic
forecasting and scenario analysis, and is uniquely suited to
modelling complex interactions across multiple channels
between different economies. This stage of the modelling
process takes into account factors such as trade economies of
scale, capital accumulation, innovation, and competition.
Outputs from the GTAP and GEM models were then combined
to estimate the impact on bilateral trade in both goods and
services, as well as the overall impact on economic activity.6

6. The dynamic aggregate profiles generated by the GEM, which include the impact of the
tariff changes on total goods and services exports, imports and prices, were aligned with the
bilateral trade shifts simulated by the GTAP model. By combining the dynamic profiles from
the GEM with the static bilateral shifts in GTAP, we then produce dynamic bilateral profiles for
goods and services exports and imports.

Scenario Results
Our modelling results show that the possible imposition
of protectionist trade policies would act to reduce global
competitive pressures, distort the allocation of resources in the
EU, US and emerging markets (thus undermining efficiency) and
boost inflation. Unsurprisingly global trade is adversely affected,
with the value of world merchandise exports close to 3% below
baseline levels in 2030 – this equates to a USD1.2 trillion loss
in merchandise goods trade in 2030. In contrast to goods, the
tariffs on services are relatively small at a global level. As such,
services trade flows are broadly the same as the baseline at a
global level.
At the country level, the UK is the most adversely affected
economy. Goods and services exports are below baseline levels,
and on a bilateral basis the UK re-orients itself away from the EU
and towards the US and China.
Ireland’s dependence on the UK also makes it vulnerable to
Brexit. Although exporters continue to take advantage of the
country’s EU membership, shifting their sales towards the bloc
and away from the UK, the loss of preferential access to a key
export market weighs on Ireland’s economy, reducing supply
side potential and actual output.

Outside of Europe, the imposition of goods tariffs by President
Trump has a wide-ranging impact. The US itself is adversely
affected, with output falling 1.1% below baseline in 2020 at
the height of the initial disruption, before gradually recovering
to 0.7% below in 2030. Higher tariffs on imports also have the
effect of increasing the cost of a range of imported consumer
goods as well as intermediate inputs for domestic US industries.
As a relatively closed economy, the negative impact of our
alternative scenario on the US economy is less severe than on
emerging markets such as Mexico, where GDP is 1.4% below
baseline in 2030 and the open East Asian economies (China,
Vietnam, Malaysia and others). Restricted access to one of their
largest export markets reduces export volumes and results in a
rapid transition within the exporting sectors, to re-focus on other
markets.

