World trade developments in 2002 and prospects for 2003

1. Highlights of world trade in 2002’

In 2002, world trade recovered from its steep decline in
2001. From the first through the third quarter, world trade
expanded strongly but stalled in the fourth quarter of 2002. The
average annual rate of merchandise trade expansion in 2002
was therefore limited to 3% in real terms, only half the rate
observed in the 1990s.

The trade recovery benefited from strong import demand in
developing Asia, the transition economies and the United States.
Sluggish import demand in Western Europe and a sharp
contraction of Latin America’s imports constituted a drag on
global trade expansion.

Manufactured goods again recorded above-average trade
growth while trade in mining products (mainly fuels) stagnated
in real terms. Total merchandise trade growth again exceeded
merchandise output growth.

Exchange rates and price developments continued to affect
trade flows. Exchange rate changes affect not only the
competitiveness of traders but also nominal trade values. The
depreciation of the United States dollar against the currencies of
major traders in Asia and Western Europe since early 2002 was
widely expected, given the prevailing current account imbalances
(see Chart 1).

Chart 1

Dollar depreciation against Western European
and Asian currencies?, 2001-03

(Indices, January 2001 = 100)

Asia Western Europe
110 T 110 T
00§/ 100 4
[ Annual
| average
90 4 9
2001 2002 2003 2001 2002 2003

@ Currency baskets weighted by trade values. West European currencies are those
of Euro-zone, the United Kingdom, Switzerland, Sweden and Norway. The Asian
currencies are those of Japan, China, Republic of Korea, Chinese Taipei, Singapore
and Hong Kong, China.

Western European currencies appreciated by 6% on an
annual average basis against the dollar in 2002 leading to a
strengthening of the region's dollar prices which lifted the dollar
value of Western Europe’s trade. Exchange rate changes had a
negligible effect on Asia’s nominal trade growth in 2002, the
dollar value remaining on average unchanged from the
preceding year. The slight average price increase reported for
fuels and non-fuel commodities contributed to the overall
increase in world trade prices in 2002.

Among the main features of world trade in 2002, four are
outstanding:

- A combination of declining exports and rising imports by
the United States has led to a record trade and current account

deficit, the latter equivalent to 5% of its GDP. United States’
merchandise trade recorded a deficit in all seven geographic
regions, with all its six major trading partners and in 15 of the
17 merchandise product groups distinguished in this report.
Trade with Asia alone accounted for one half of the United
States' trade deficit (see Table A10). The reliance of the global
trade expansion on above-average United States import growth
bears severe risks. Already, a re-balancing of the current United
States” merchandise trade deficit, solely by a reduction of
imports, would — theoretically — imply a contraction of world
merchandise trade by 7%. This hypothetical calculation highlights
the extent to which global trade growth is sustained by the
United States economy.

- China’s trade expansion (both exports and imports)
remained outstanding. In the 1990s, China's trade growth was
three times faster than global trade and between 2000 and
2002 its exports and imports rose by 30%, while world trade
stagnated. China has become the fourth largest merchandise
trader (if one counts the EU as a single trader) in 2002. Across
the globe, China has become a major supplier and for many
economies, also a major export destination (see Chart 2).
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- Chemicals emerged as the product group with the
strongest trade growth over the last two years. Driven by
pharmaceutical trade among the developed countries, its share in
world merchandise exports rose above 10%, exceeding in value
not only world trade in automotive products, but also that of
agricultural products.

- The steady rise in the number of regional trade agreements
(RTAs) suggests an increase in the share of preferential trade at

"In April 2003, the WTO Secretariat published in a press release (Press 337) its
first account of trade developments in 2002. The World Trade Report, 2003,
released in August 2003, includes an economic analysis of 2002 trade
developments. International Trade Statistics, 2003 adds an overview section to a
comprehensive set of tables and charts, provides new information on trade by
product and intra-regional trade flows in 2002 and concludes by reporting briefly
on trade developments in the first half of 2003.
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