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ABSTRACT

The 2008 crisis and economic downturn triggered the largest worldwide trade contraction since WWII.
Standard models are unable to fully account for either the depth of this "great trade collapse” or its
relatively fast reversal. The crisis also generated widespread fear of a global trade war. We examine if the
resulting change in policy uncertainty initially deepened the collapse and then helped reverse it, when the
worst fears of protection were not realized. To do so, we provide the first anatomy of the dynamics of
U.S. exports at the firm level before, during and after the collapse. Among other things we find that about
40% of the drop in U.S. export value during the collapse is due to a net exit of firms from trading. We
then develop a dynamic model with sunk costs of entry into foreign markets where heterogeneous firms
face demand uncertainty arising from foreign policy and economic conditions. We construct measures of
demand uncertainty that vary over time, countries and industries to estimate their impact on U.S. firms'
export entry and exit decisions. Uncertainty had a significant impact on the magnitude of the collapse of
U.S. exports and the subsequent uncertainty reduction contributed to the fast recovery. These effects were
strongest for goods where the importer had higher market power and no free trade agreement with the
U.S., which provides evidence for the role of institutions such as trade agreements in mitigating the
impact of policy uncertainty.
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