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Context 

Emerging theoretical and empirical literature 
point towards the importance of  financial 
development as a factor shaping export 
patterns (Beck 2002;  Hur, Raj, and Riyanto
2006). 
It is even argued that the effect of financial 
crises on exports could potentially be more 
adverse than on domestic production 
(Greenaway, Guariglia, and Kneller 2007). 



Context- contd…
trade structure and composition of countries 
affected by FCs responds via series of 
adjustments, leading to either specialization or 
diversification. 
Trade financing and change in competitiveness 
due to price changes in tradable goods are two 
important factors from a supply side perspective. 
contraction in income and redistribution of it might 

be the most instrumental from Demand 
perspective.
In a nutshell, it is logical to anticipate tendencies 
towards diversification and specialization(or
increased competitiveness) as a crisis response.



Scope of the analysis

Asian context for the last 30 years period. 
Owing to computational limitations, only four 
countries from Asia are selected, two from 
East Asia and two from South Asia. 
hit by banking /credit crises 
UNCTAD’s trade and development index 

For East Asia (Malaysia and Indonesia) and, 
for South Asia (Sri Lanka and Nepal) 



Scope – contd…

Two kinds of economic crises:    
banking/credit crisis and currency crisis.
Banking crisis identification follows Lacovone
and Zavacka (2009). 
Currency crisis is perceived as a change of 
real exchange rates both upwards and 
downwards. Real exchange rate fluctuations 
are considered as jumps / drops based on a 
threshold of 10 percent of the previous year 
value.   



Empirical strategy
four distinct but related questions

1. Do the crises (credit and currency) have a 
significant impact on bilateral trade. 

2. Do the crises interact with competitiveness and 
diversification tendencies in export determination. 

3. What is the role of crises in trade 
creation/diversion 

4. Do the crises have a potential role in determining 
the level of competitiveness or degree of 
diversification.  



First, a gravity-type model with crisis dummies 
Second, a difference-in-difference (DD) estimation 
…to measure the effect  of crises on diversification 
and competitiveness, calculated using the 
Hirshman Index and the Revealed Comparative 
Advantage Index respectively. 
Thirdly, using logit and propensity score matching 
estimates, the relative roles of crises and trade 
performance indicators in determining trade 
creation and diversion is evaluated.
Fourthly, the crises effects are quantified using 
matching estimators treating the competitiveness 
and diversification indices as outcome variables  



Sub-Samples Description Composition / based on ISIC rev 3, 
3 digit classification 

FB Food ad beverage 311, 312, 313, 314

LTI Low tech intermediate 
goods 

361, 362, 369, 371, 372

LTF Low tech final goods 321, 322, 323, 324, 331, 332, 341, 
342

HTI High tech intermediate 
goods

351, 352, 353, 354, 355, 356

HTF High tech final goods 381, 382, 383, 384, 385, 390



Gravity results – not very convincing !

Variable FB LTI LTF HTI HTF TOTAL
RCAikt 1.5688*** 0.5844*** 0.0118*** 0.3924*** 0.5239*** 0.0124***
HIRSHit 15.5600*** -4.2785** -3.1488*** 2.2790 2.9517** -0.8695
X_CC -0.3328 0.2169 0.3273** 0.0592 -0.1736 0.1483
X_DEVAL 1.2327*** -0.1457 -0.2192 0.1367 -0.1776 0.0402
X_APPRE 0.9290*** -0.0838 -0.2718 0.1076 -0.2091 -0.1287
I_CC -0.0705 -0.2027 -0.0223 0.0480 0.0342 -0.0701
I_DEVAL -0.0836 -0.1231 0.0231 -0.0850 -0.0127 -0.0263
I_APPRE -0.0685 0.0657 0.0136 0.0644 -0.1162 -0.0297

N 9927 18202 34585 23535 29294 115543
R2 0.8039 0.6942 0.6654 0.7285 0.9156 0.8334



Gravity findings 

According to gravity-type estimation, 
diversification helps exports more in low tech 
exports compared to high tech exports. 
Competitiveness has a positive impact on 
bilateral exports across all subsamples.

Crisis effects are not robustly significant !



DD results – more informative
Variable bankRCA bankHIRS

H
xrerjumpRC

A
xrerjumpHIRS

H
xrerdropRC

A
xrerdropHIRS

H

Log Share ikt 0.1653*** 0.1637*** 0.1607*** 0.1494*** 0.1669*** 0.1606***

X_CC -0.1997*** -0.6358***

RCAcat -0.0026 0.2017*** -0.0469

X_CC*RCA 0.0185

HIRSHcat 0.1279** 0.3669*** 0.0946*

X_CC*HIRSH 0.6349*** 

X_DEVAL -0.7131*** -0.5350*** 

XDEVAL*RCA -0.9440***

XDEVAL*HIR
SH

-0.9558***  

X_APPRE 0.8688*** 1.6942***  

XAPPRE*RCA 1.4941*** 

XAPPRE*HIRS
H

omitted



DD results

Specialisation (not diversification) plays a 
larger role in promoting exports during credit 
crisis shocks. 
On the other hand, during  a currency 
devaluation shock, diversification plays a 
positive role on trade while competitiveness 
drops. 
Opposite impacts occur for currency 
appreciation shock. 



Logit results
FB LTI LTF HTI HTF TOTAL

rz1 -4.6e+02*** 103.526*** -9.6195*** 20.9399*** -15.2053*** 12.8617***

fl1 516.511*** -4.se+02*** 16.773*** -33.8227*** 202.2392*** -16.3173***

x_herf -1.9567*** 1.1460*** -0.3184*** 0.1736** 0.1621 0.5137***

x_caplab -0.0281*** -0.0162*** -0.0130*** -0.0154*** -0.0659*** -0.0198***

lg1RCAikt -0.0591 0.4794*** 0.0002 0.0386* -0.0978** -0.0008

lg1HIRSHi
t

-1.9214*** 2.6502*** 2.2864*** 2.2922*** 1.9745*** 1.6335***

X_CC -0.1289 -0.0169 0.0472 0.2348*** 0.2796*** 0.1233***

X_DEVAL -0.1038 -0.2607*** -0.1273** -0.3440*** -0.4218*** -0.2818***

X_APPRE 0.9157** 0.9495*** 2.4086*** 0.5778*** 1.6586*** 1.0799***



Logit results
Credit crisis has (minimal) positive effects on trade 
creation and diversion. 
Devaluation plays a negative role while 
Appreciation of the exporter currency appears 
beneficial to exports. 
This outcome finds support in general equilibrium 
analyses for both developed (for Greece, Brissimis
and Leventakis, 1989) and developing (for Mexico, 
Boyd and  Doroodian1999) countries. 



Propensity Score Matching 

Average Mean Difference for the 
shock

TOTAL FB HTF

Credit crisis -0.00012 0.011693 -0.00765

t-stat -0.04 1.12 -1.1

exporter devaluation shock 0.017037 0.010519 0.023307

t-stat 10.57 1.91 6.36

exporter appreciation shock 0.022096 0.037659 0.038094

t-stat 4.81 2.36 3.49



PSM results

credit crisis has a very minimal negative 
impact (almost zero) on novel export 
creation. 
impact of  devaluation on exports 
approximates to zero here.
Impact of currency appreciation shock agree 
with the logit estimates and their direction in 
having larger positive impacts than 
devaluation shock. 



Determinants of trade performance 
indicators –matching estimates

credit crisis has a statistically significant 
negative impact on the competitiveness. 
credit crisis leads to more diversification and 
less specialization. 
Appreciation shock appears to have a 
significant negative impact on the 
competitiveness. 
It, however,  propels diversification and, in 
fact, it has a larger positive effect on 
diversification than devaluation. 



CONCLUSIONS 
Financial crises have statistically significant 
relationships with export performance.
Comparative advantage and Diversification appear 
to play distinct (different) roles in times of crisis.
Impacts of crises differ across sectors.
impact of credit crisis on exports is indeterminate 

across different analytical tools but they agree on 
its negative impact on competitiveness and 
positive impact on diversification.



Conclusions – contd…
Impact of exporter currency depreciation shock on 
exports is tends to be negative to zero
Its impact on trade performance indicators display 
indeterminacy across different analytical tools. 
Impact of Appreciation shock is positive on 
exports.
Its impact on comparative advantage is negative 
and its impact on diversification is positive.



Concerns 
Only four countries – level  of generalisability to 
the AP region.
Though significant coefficients emerged, DD 
estimations displayed poor explanatory power.
A more disaggregated product classification 
might have produced more informative results.
Not controlling for country specific ‘policy’
transitions across time such as monetary and 
fiscal policy responses etc.
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