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Se.tting the stage

A century after the Great Depression, tariffs have once again taken centre stage in
global policy debates. Rising trade barriers and geopolitical tensions are straining
multilateral norms and weighing on global economic prospects.

Global output growth continues to lag behind the pre-pandemic trend. Despite
momentary resilience in early 2025, growth momentum remains fragile and clouded
by uncertainty. Investor anxiety has boosted financial markets, but not productive
investment.

Faltering global growth shows no signs of picking up in the near term
Global output growth
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Source: Advanced estimates ahead of the release of Trade and Development Report 2025 (forthcoming).

Note: Output growth is based on gross domestic product (GDP) at constant 2015 prices (market exchange
rates). The yellow dashed lines denote average annual growth rates for 2004-2007, 2011-2019 and
2023-2026.

a Estimate.

b Projection.




Th.e trade front

Pre-tariff frontloading and Al-related investment temporarily lifted merchandise trade
in late 2024 and early 2025. World trade expanded by around 4% in the first half
of 2025, though underlying growth was closer to 2.5-3% once temporary factors
are excluded.

As tariffs take hold and frontloading fades, trade could slow markedly into 2026.
Low-income economies and small enterprises are most exposed, as limited access
to finance and persistent uncertainty about market access hamper long-term
planning and investment.

Tariff anticipation triggered a short-lived boost
in world trade in early 2025
(Index numbers, average 2021=100)

World trade

Imports of the
United States

Source: World Trade Monitor database of the CPB Netherlands Bureau for Economic Policy Analysis.
Note: Trade flows are in real terms and seasonally adjusted.
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The finance
connection

As value chains evolve, the financialization of trade deepens. Over 90% of world
trade depends on the infrastructure of global finance. Monetary policies, exchange
rate movements and investor sentiment transmit quickly through the global financial
system, shaping trade flows and industrial production.

The Trade and Development Report 2025 highlights how the financial system both
enables and constrains trade. Ignoring these financial linkages risks policy blind
spots in addressing trade turbulence.

Trade in financial times

Monthly global financial cycle and detrended world trade volumes
(Standard deviations)
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Source: UNCTAD based on an updated version of Miranda-Agrippino and Rey (2020) and CPB World Trade
Monitor.

Note: The global financial cycle is a statistical construct that captures common fluctuations in financial activity
based on more than 800 asset prices relating to credit conditions, risk-taking, capital flows, leverage, etc. Trade
data have been linearly detrended. The two series are standardized with a mean of 0 and a standard deviation of 1.




Th.e global cycle

Trade and finance move together. The global financial cycle generates powerful
swings in credit, capital and risk appetite that ripple across world trade. Volatility in
financial markets often translates into disruptions in trade volumes.

Policy uncertainty, while off its 2020 highs, remains elevated. Persistent uncertainty
impairs investment, job creation and export performance, particularly in developing
economies.

Financial sphere

Financial factors shape trade
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Source: UNCTAD, partly inspired by United States Risk
Habib and Venditti (2019). monetary policy aversion

Note: The figure illustrates how financial _
drivers, such as changes in United

States monetary policy, movements

in the dollar and shifts in investor risk

aversion, interact to shape the global

financial cycle. This, in turn, transmits

to the real economy, impacting trade

and global industrial production. Arrows

indicate the direction of influence.
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Th.e South in focus

The geography of trade has diversified: the global South now accounts for over
30% of global output, up from 18% in 1995. Yet the financial system remains
concentrated in the North, anchored by dollar-based payment networks and
institutions.

This misalignment between trade dynamism and financial dependence creates
structural vulnerabilities. Smaller and poorer economies face higher borrowing
costs, greater exposure to currency volatility and mounting debt burdens.

The South in the global economy: An uneven rise

The share of the global South in world trade, production and financial
markets, 2007 and 2024
(Percentage)
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Source: UNCTAD based on UNCTADstat and LSEG DataStream.

Note: Trade refers to the aggregated values of merchandise and service imports and exports for respective
year, where imports are retrieved from export side by reversing directions of trade flows to keep figures
consistent. For trade, the European Union is observed as one economy, thereby intra-EU trade is not

included. Financial market capitalization is estimated based on a representative sample of 333 companies
across 77 countries. Of the 333 companies: 110 are based in the global North, representing 11 economies;
223 are based in the global South, spanning 28 economies. The companies are from 11 sectors: energy,
materials, industrials, consumer discretionary, consumer staples, health care, financials, information technology,
communication services, utilities, and real estate. GDP (in current US dollars), source of data: World Bank.
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The year 2025 marks a turning point for globalization. Trade and finance are
increasingly interdependent, requiring fresh thinking on global governance and an
inclusive financial architecture.

UNCTAD'’s Trade and Development Report 2025 calls for coordinated national and
international action to:

o Boost fiscal revenues and domestic
resource mobilization;

9 Deepen regional integration to
diversify productive structures;

e Improve macro-financial resilience and
avoid financial fragmentation; and

) Rebuild inclusive multlateralism to sustain growth,
reduce asymmetries and address climate challenges.

The coming months will test
whether the global community
can rise to the challenge —
reshaping trade and finance
to serve people, planet
and prosperity.




