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Abstract:

The year 2023 marked a significant slowdown in global trade after the exceptionally strong but highly uneven
recovery from the COVID-19 pandemic. World merchandise trade weakened as high inflation, restrictive
monetary policy, declining commodity prices, weaker consumer demand and the normalization of pandemic-
era consumption patterns reduced international demand for traded goods. At the same time, geopolitical
tensions, trade restrictions, supply-chain restructuring and disruptions to major transport routes increased
uncertainty. According to the World Trade Organization (WTO), world merchandise trade volume declined by
1.2% in 2023, while the dollar value of merchandise trade fell by approximately 5%. In contrast, commercial
services trade expanded strongly, supported by the recovery of international travel and digitally delivered
services. The slowdown was not equally distributed across countries. Developing economies experienced a
larger fall in merchandise exports than developed economies, while Africa experienced particularly severe
declines. Nevertheless, several emerging economies demonstrated resilience, especially in services and
selected manufacturing sectors. The evidence therefore suggests that the 2023 slowdown was not simply a
conventional cyclical downturn. It also reflected structural changes in global value chains, increasing
geopolitical fragmentation, changing consumption patterns and a reorganization of international production.
This paper examines the principal causes of the slowdown, its consequences for advanced and developing
economies, and the future challenges facing the international trading system. Recent data for 2024–2025 are
also considered to determine whether the 2023 slowdown represented a temporary correction or part of a
longer transformation of global trade.
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INTRODUCTION
International trade has been one of the principal engines of global economic integration over the last several
decades. The expansion of cross-border trade allowed firms to specialize, consumers to access cheaper and
more diverse products, and developing economies to participate in global value chains. However, the
international trading system entered a period of considerable uncertainty after the COVID-19 pandemic. The
pandemic initially disrupted production and transportation, followed by an extraordinary recovery in demand
for manufactured goods. By 2022, energy and food prices had increased sharply, while supply constraints
contributed to high global inflation.
The situation changed substantially in 2023. As inflationary pressures remained elevated, central banks
maintained restrictive monetary policies. Consumers in advanced economies shifted spending away from
trade-intensive manufactured goods toward services. At the same time, commodity prices fell from their 2022
peaks, reducing the nominal value of international trade. Consequently, global trade contracted even though
the world economy continued to grow.
WTO statistics show that global trade in goods and commercial services declined by about 2% in value terms
in 2023, reaching approximately US$30.5 trillion. Merchandise trade declined by around 5%, while
commercial services trade increased by approximately 9%. UN Trade and Development (UNCTAD) similarly
estimates that global merchandise exports declined by 4.3% to US$23.8 trillion, while services exports
increased by 8.3% to US$7.9 trillion.
These figures demonstrate an important feature of the 2023 slowdown: it was predominantly a goods-trade
slowdown rather than a collapse of international commerce as a whole. Services, particularly tourism and
digitally deliverable services, provided an important counterweight to weak merchandise trade.
This global trade slowdown of 2023 resulted from the interaction of cyclical and structural factors. Weak
global demand and high interest rates were important short-term causes, but geopolitical fragmentation, trade
policy uncertainty and supply-chain restructuring point toward deeper changes in the international trading
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system.

GLOBAL TRADE PERFORMANCE IN 2023
The scale of the slowdown becomes clearer when trade volumes are distinguished from trade values. WTO
data indicate that world merchandise trade volume contracted by 1.2% in 2023, following relatively strong
growth in previous years. World GDP growth also slowed, from 3.1% in 2022 to approximately 2.7% in 2023.
However, the decline in trade was considerably stronger than the decline in global output. The fall in nominal
trade was partly caused by declining commodity prices. UNCTAD reports that commodity prices declined by
almost 24% in 2023, including a 32.1% decline in fuel prices. Lower prices reduced the dollar value of
international trade even when physical quantities did not fall proportionately.
The composition of trade also changed considerably. Merchandise exports declined by 4.3% globally, but
developing economies experienced a 6.2% decline compared with a 2.8% decline in developed economies.
Africa recorded an especially large decline of 9.8%. Services presented a very different picture. Global
services exports increased by more than 8% in 2023. International travel recovered strongly after pandemic
restrictions were removed, while digitally delivered financial, professional and business services continued
expanding.
This divergence between goods and services is economically important. During the pandemic, consumers
redirected spending toward goods such as electronics, furniture and home equipment because travel,
restaurants and other services were restricted. When economies reopened, spending shifted back toward
tourism, entertainment and other services. Thus, part of the 2023 merchandise slowdown represented a
normalization of consumption rather than a permanent collapse in international demand.

MAJOR CAUSES OF THE GLOBAL TRADE SLOWDOWN
1. High Inflation and Declining Real Demand
One of the most important causes of the 2023 slowdown was the persistence of inflation following the
pandemic and the energy-price shock associated with the Russia–Ukraine war.
Higher food, energy and housing costs reduced households' purchasing power. Central banks responded by
increasing interest rates. Higher borrowing costs affected mortgages, business investment, inventories and
consumer credit. Since investment and durable-goods consumption are relatively trade-intensive, tighter
monetary conditions had a significant impact on international merchandise trade.
The WTO concluded that inflationary pressures reduced consumption of trade-intensive manufactured goods,
particularly in major trading economies. Europe was particularly affected. High energy costs and weak
industrial production reduced demand for imported intermediate and capital goods. Intra-EU goods exports
declined by 2.4% in 2023, according to Eurostat.
The United States performed better in terms of overall economic growth, but its merchandise imports
nevertheless declined. WTO data show that US merchandise imports fell by about 6% in 2023. Imports from
China fell particularly sharply, declining by around 22%. Therefore, the trade slowdown cannot be explained
solely by weak economic growth. The composition of demand also mattered. Consumers were purchasing
relatively fewer internationally traded manufactured products and more domestic or locally supplied services.

2. Post-Pandemic Normalization
The pandemic created an unusual trade boom in manufactured products. Consumers who could not travel or
spend on restaurants redirected their incomes toward computers, household equipment, furniture, electronics
and other goods. This generated exceptionally high demand for international supply chains in 2020–2022. By
2023, however, households had accumulated inventories of many durable products. Demand therefore
normalized. UNCTAD identifies this "high base" effect as an important explanation for the 2023 slowdown.
During COVID-19, consumption temporarily shifted from services toward trade-intensive durable goods; once
restrictions disappeared, spending patterns moved back toward services. This is important because it means
that part of the slowdown was not caused by a fundamental rejection of globalization. Rather, the international
trading system was adjusting to an unusual pandemic-induced expansion.

3. Geopolitical Conflict and Trade Fragmentation
A second major factor was geopolitical tension. The Russia–Ukraine war continued to influence energy, food
and commodity markets. At the same time, strategic competition between the United States and China
increasingly affected trade, investment and technology. The IMF's analysis provides evidence of growing trade
fragmentation. Between the second quarter of 2022 and the third quarter of 2023, growth in goods trade
between politically distant blocs was approximately 2.4 percentage points weaker than trade within blocs. The
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difference was even larger for strategically important products such as machinery and chemicals. US–China
trade relations illustrate this change. China's share of US goods imports declined from approximately 22% in
2017 to 14% in 2023, according to the IMF's analysis of US Census Bureau data. This does not mean that
globalization ended. Instead, firms increasingly sought to diversify suppliers, reduce dependence on individual
countries and establish alternative production locations. The resulting pattern is sometimes described as
"China+1," friend-shoring, near-shoring or supply-chain diversification. The consequence is a more
fragmented but potentially more resilient trading system. However, fragmentation can also increase production
costs because firms may sacrifice the efficiency gained from highly specialized global value chains.

4. Commodity Price Declines
Another major cause was the decline in commodity prices. In 2022, energy and commodity prices rose
dramatically. Exporters of oil, gas and other commodities benefited from higher nominal export revenues,
while importing economies faced much higher import bills. In 2023, energy prices declined. UNCTAD reports
that commodity prices fell nearly 24%, with fuel prices falling more than 32%. This had two opposing effects.
For commodity-importing economies, lower prices reduced inflation and improved purchasing power. For
commodity exporters, however, lower prices reduced export revenues and fiscal resources. Thus, the decline in
trade value was partly a price effect rather than a proportional decline in physical trade volumes.

5. Supply-Chain and Transportation Disruptions
Although the severe COVID-era supply-chain crisis had largely eased by 2023, transportation remained
vulnerable. The Panama Canal experienced restrictions associated with drought, while attacks on shipping in
the Red Sea disrupted the Suez route. UNCTAD emphasizes that more than 80% of world trade by volume is
transported by sea, making maritime chokepoints strategically important. The Red Sea crisis became
particularly important toward the end of 2023 and into 2024. Ships were increasingly rerouted around the Cape
of Good Hope, increasing journey times, fuel consumption, insurance costs and emissions. These
developments revealed a central weakness of modern globalization: highly efficient supply chains can also be
vulnerable when critical transportation corridors are disrupted.

CONSEQUENCES FOR DEVELOPED AND DEVELOPING ECONOMIES
1. Developed Economies
Developed economies experienced weak merchandise demand, particularly in Europe. Germany and other
industrial economies were affected by weaker demand for machinery, chemicals and manufactured products.
At the same time, the United States demonstrated greater resilience. Its relatively strong domestic demand
helped support economic activity even as merchandise imports declined. This divergence demonstrates that
trade performance depends not only on external demand but also on domestic consumption, investment and
economic structure. Services were particularly important for advanced economies with large financial,
technological, tourism and professional-services sectors.

2. Developing Economies
The consequences were more difficult for many developing countries because merchandise exports remain an
important source of foreign exchange, employment and government revenue.
UNCTAD estimates that merchandise exports from developing economies declined by 6.2% in 2023,
compared with 2.8% for developed economies. South-South goods trade declined by approximately 7% to
US$5.7 trillion. Africa was particularly vulnerable. Merchandise exports from Africa declined by
approximately 9.8%. Many African economies remain heavily dependent on commodities, making them
particularly exposed to fluctuations in energy and raw-material prices. The slowdown also affected foreign
investment. UNCTAD reports that global foreign direct investment fell by approximately 2% in 2023 to
US$1.33 trillion, while FDI in developing economies fell by around 7%. For lower-income countries, weaker
trade and investment can create a difficult combination: reduced export revenues, weaker fiscal resources and
less capital available for industrial upgrading.

3. India and Other Emerging Economies
India's merchandise trade faced the same global demand and commodity-price pressures affecting other
emerging markets. However, its expanding services sector provided an important source of external earnings.
India has become a major exporter of information technology, business-process services and other digitally
deliverable services. More recent WTO data show that India's position in global services trade has
strengthened further. India ranked sixth globally in commercial services exports in 2024, while its share of
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global digitally delivered services exports reached 5.8%, compared with 4.1% in 2014. This illustrates a
broader lesson from 2023: countries with diversified export structures and strong services capabilities may be
better positioned to manage a downturn concentrated in manufactured goods.

Was the 2023 Slowdown Temporary or Structural?
One of the most important questions is whether the 2023 slowdown represented a temporary correction or the
beginning of a new phase of globalization. On the cyclical side, trade recovered in 2024. UNCTAD estimates
that global trade reached approximately US$33 trillion in 2024, an increase of about 3.7%. Services accounted
for much of the expansion, increasing by approximately 9%, while goods trade grew by around 2%.
This recovery supports the interpretation that part of the 2023 decline was temporary. However, structural
changes are also evident. Global trade has become more sensitive to geopolitical relations, industrial policy,
strategic technologies and national-security concerns. Firms are increasingly considering resilience and
political risk alongside cost efficiency. The WTO's more recent projections show that world merchandise trade
volume increased again after 2023, but the outlook remains uncertain. Its October 2025 assessment projected
merchandise trade growth of 2.4% in 2025 but only 0.5% in 2026, partly reflecting the impact of higher tariffs
and policy uncertainty. This suggests that the global trading system has not collapsed, but the environment has
become less predictable.

FUTURE CHALLENGES FOR GLOBAL TRADE
1.Increasing Protectionism
The first major challenge is the return of stronger trade-policy intervention. Governments increasingly use
tariffs, subsidies, export controls and industrial policies to protect strategic industries. Such measures can
support domestic production but may also increase production costs and provoke retaliation. The World Bank
estimated in 2025 that global trade growth could slow significantly because of changes in trade policies and
increased uncertainty. It projected global trade growth of only 1.8% in 2025, compared with 3.4% in
2024. The challenge is therefore to balance legitimate economic and security objectives with the benefits of
predictable international trade.

2. Geoeconomic Fragmentation
A second challenge is fragmentation into competing economic blocs. If countries increasingly trade only with
politically aligned partners, global firms may duplicate production facilities and supply networks. Such
diversification can improve resilience but can also reduce economies of scale. The IMF's evidence that trade
between politically distant economies has already weakened relative to trade within blocs indicates that
fragmentation is not simply a theoretical possibility.
The future challenge will be to preserve sufficient international cooperation while allowing countries to
address legitimate national-security and resilience concerns.

3. Climate Change and Maritime Trade
Climate change creates another structural challenge. The drought affecting the Panama Canal demonstrated
how climate conditions can directly influence international trade routes. Meanwhile, maritime transport itself
contributes substantially to greenhouse-gas emissions. The future trading system therefore has to address two
objectives simultaneously: keeping transportation reliable while reducing its environmental footprint.
UNCTAD argues that shipping disruptions caused by geopolitical and climate-related factors are particularly
damaging for small island developing states and least-developed countries because these economies are more
vulnerable to increases in transportation costs.

4. Digitalization and Services Trade
A major opportunity is the continued expansion of digital services. The growth of digitally deliverable services
in 2023 demonstrated that international trade increasingly extends beyond physical products. Software,
financial services, consulting, telecommunications, education and other digital activities can cross borders
without conventional shipping infrastructure. UNCTAD estimates that global services exports reached US$7.9
trillion in 2023, with digitally deliverable services growing by more than 8%. Developing countries can
benefit if they invest in broadband infrastructure, digital skills, education, data systems and reliable electricity.
However, unequal access to digital infrastructure could also increase differences between economies.

POLICY IMPLICATIONS
The evidence from 2023 suggests several policy priorities.
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1. First, governments should preserve predictable and transparent trade rules. The WTO-based
multilateral system remains important because smaller and developing economies are generally less
able to manage fragmented bilateral trade arrangements.

2. Second, countries should invest in supply-chain resilience without unnecessarily replacing efficient
international production networks. Diversification can reduce risk, but complete localization may raise
costs.

3. Third, developing economies should diversify their exports. Excessive dependence on a small number
of commodities leaves countries vulnerable to international price fluctuations. Investment in
manufacturing, agricultural processing and digitally deliverable services can increase resilience.

4. Fourth, trade policy should be integrated with climate policy. Ports, railways, shipping infrastructure
and digital customs systems require investment to withstand climate-related disruptions.

Finally, international cooperation is necessary to address trade fragmentation. The challenge is not simply to
maximize the volume of trade but to create a trading system that is resilient, inclusive and capable of adapting
to geopolitical and technological change.

CONCLUSION
The global trade slowdown of 2023 was a significant event, but it should not be interpreted as the end of
globalization. Instead, it represented a combination of cyclical weakness and structural transformation.
High inflation, restrictive monetary policy, weaker consumer demand, lower commodity prices and the
reversal of pandemic-era consumption patterns were major short-term causes. At the same time, geopolitical
tensions, US–China trade restructuring, supply-chain diversification and transportation disruptions revealed
deeper changes in the organization of international commerce.
The numerical evidence is clear. World merchandise trade volume declined by approximately 1.2% in 2023,
while merchandise trade values fell substantially. Yet services trade increased strongly, demonstrating that
international economic integration was changing rather than simply disappearing.
The distributional consequences were also uneven. Developing economies experienced larger merchandise-
export declines than developed economies, while Africa faced particularly severe pressure. However,
emerging economies with competitive services sectors, including India, demonstrated alternative paths for
export growth.
More recent evidence indicates that trade recovered in 2024 and remained relatively resilient in 2025, but new
risks have emerged from tariffs, geopolitical tensions and policy uncertainty. UNCTAD estimates that global
trade reached a record US$33 trillion in 2024, while WTO projections subsequently pointed toward much
slower merchandise-trade growth in 2026.
The central challenge for the future is therefore not whether countries should trade, but how international trade
can remain open while becoming more resilient to geopolitical, technological, environmental and economic
shocks. The experience of 2023 suggests that countries able to diversify their economies, invest in digital and
physical infrastructure, maintain reliable institutions and participate in multiple markets will be better
positioned to manage future disruptions.
Global trade is consequently entering a new phase. The model of globalization based primarily on cost
minimization is increasingly being complemented by considerations of resilience, security, sustainability and
technological capability. Whether this transition produces a more stable international economy will depend
heavily on the ability of governments to combine national economic priorities with continued international
cooperation.
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