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Abstract

The collapse in global trade by over 17 percent between the second quar-
ter of 2008 and the second quarter of 2009 was one of the most dramatic
features of the recent Great Recession. This paper aims to study the be-
haviour of Indian �rms during the crisis by using an assembled dataset of
over 3500 manufacturing �rms from the Centre for Monitoring of the In-
dian Economy (CMIE) Prowess database from 2000-10. We matched our
�rm-level dataset with the destination-speci�c Indian trade �ows data at
the HS Code 6-digit level from India-Trades database to construct a broad
picture about the destinations of the �rm-level trade. Our results clearly in-
dicated that the impact on the Indian �rms was a result of a strong negative
demand shock, with the impact being higher for the case when the destina-
tion of trade was US vis-a-vis EU. We didn�t �nd any evidence of �nancial
factors a¤ecting the export performance of the �rms. Trade in consumer
non-durable, durable, intermediates and capital goods were negatively af-
fected by the trade crisis. Lastly, we also found considerable evidence in
support of heterogeneous e¤ects of the trade crisis.
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demand shock, credit constraints, India
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1 Introduction

The �nancial crisis of 2008-09 triggered by the bankruptcy of Lehman Brothers

soon turned into a global trade crisis. As Prof. Baldwin writes, �For most nations

of the world......this is not a �nancial crisis- it is a trade crisis� (2009, pp. 12).

World Bank (2010) and/or the WTO (2010) estimated that the real global output

to have declined by 2.2 percent, whereas, the real global trade declined by more

than �ve times of the global output. In the words of Paul Krugman, �world trade

acted as a transmission mechanism�, which even led the countries with robust

�nancial system, into economic distress, thereby proving Frankel & Rose (1998)

hypothesis that sturdy trade links might lead to volatile business cycle situations.

The collapse in global trade by over 17 percent between the second quarter of

2008 and the second quarter of 2009 was one of the most dramatic features of the

recent Great Recession. Even though, India escaped the full burnt of the crisis,

it experienced an overall decline in overseas demand, since its real economy have

increasingly integrated to the global trade network as a result of the subsequent

liberalization policies started from 1991. According to Kumar and Alex (2009),

India su¤ered �second round�e¤ects of the �nancial meltdown, since its �nancial

sector, particularly the mortgage backed securities are weakly integrated with the

global markets.1 Its real GDP growth dipped by close to 30 percent and the

growth rates of manufacturing GDP and Index of Industrial Production (IIP) in

2008 also went down to less than one-third of the precedent year. Trade volumes

also su¤ered heavy decline during 2009 due to the slowdown of both the Indian

economy and its trading partners. Considering the trade crisis of 2008-09 as a

natural experiment, this paper studied the potential impact of the international

trade collapse during the global �nancial crisis of 2008-09 on the performance of

the Indian manufacturing �rms.

The current research on the likely causes of the Great Trade Collapse of 2008-

09 highlighted the following:- (a) declining demand (Levchenko et. al., 2010a;

Eaton et. al., 2011), (b) �nancing di¢ culties (Bricongne et. al., 2009; Chor

and Manova 2010; Behrens et. al., 2011), (c) rising trade barriers (Baldwin and

1Indian banks do not have any direct exposure to the mortagage-based securities, their o¤-
sheet activities are also quite limited.
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Evenett, 2009), and (d) the behaviour of imported inventories (Alessandria et. al.,

2010; Altomonte et. al., 2011). Baldwin (2009) in his edited e-book on the causes,

consequences of the Great Trade Collapse of 2008-09 alleged that the collapse was

mainly caused by �compositional�and �synchronicity�e¤ects, where international

supply chain played a major role. The sudden, recession-induced decline in the

demand for durable and non-durable goods explained around three-quarters of the

decline in the global trade to GDP ratio during this period. This negative demand

shock, which has been termed as the �compositional�e¤ect halted the production

of the �postponeable�goods, which in turn reduced the demand for all the related

intermediate inputs. Though, postponeables explain a narrow slice of the world

GDP, but it covers a large proportion for the world trade. A sudden drop in

the demand for postponeables operated with full force on trade accounted for the

�compositional� e¤ect of the trade collapse. The �synchronicity� e¤ect operated

primarily due to the simultaneous collapse of the international supply chains and

also as a result of the breakdown of the �nancial institutions in the developed

nations. The profound internationalisation of these supply chains- the vertically

integrated production networks of "Factory Asia" rapidlly trasmitted the �demand�

shocks, and in snyc, trade dropped instantly.

Our paper investigated the behaviour of Indian producers during the crisis us-

ing �rm-level data on manufacturing �rms- at the intensive margin. It assessed

the channels at the �rm level, through which this trade collapse materialized. It

quanti�ed the joint e¤ect of demand and �nancial constraints on the value of indi-

vidual �rms�exports, based on a couple of rich datasets, disaggregated by product

and destination, with direct information on �rm-level trade and credit constraints

and other balance sheet data. We assembled a dataset of over 3500 manufactur-

ing �rms from the Centre for Monitoring of the Indian Economy (CMIE) Prowess

database that represent more than 70% of the economic activity of the Indian

manufacturing sector. This dataset provides important variables such as sales,

pro�ts, exports and imports apart from other speci�c �rm and industry indicators.

Unfortunately, this dataset doesn�t give us the �rm-level trade destinations. To

overcome this, we complemented our �rm-level data with the destination-speci�c

trade �ows at the HS Code 6-digit level from India-Trades database in order to
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create a wholesome picture. To the best of our knowledge, this is the �rst pa-

per, which employed a couple of very rich disaggregated dataset of an emerging

economy, like India, using exhaustive �rm-level information before and after the

trade crisis to �nd out the possible e¤ects. We concentrated our study only on

the manufacturing sector of India thereby, leaving out the services sector, mainly

due to two reasons: �rstly, the trade relations of services are completely di¤erent

from that of manufacturing, and analysis of the service sector with respect to the

2008-09 trade crisis would be a completely di¤erent study in itself.

The large decline in international trade �ows for India as a result of the �nan-

cial recession in the West can mainly be attributed to two aspects of the global

�nancial crisis: (a) demand side, i.e., the decline in demand of India�s exports by

its major trading partners in the West, and (b) from the supply side, a tighter

credit conditions might have curtailed �rms�production and export capacities op-

erating in sectors with high �nancial dependence. The severe reduction in the

availability of �nance could be due to the potential integration of the domestic

banks of India within the �nancial contagion of some EU or US based banks. The

reduction in credit availability could also a¤ect the domestic operations for a few

foreign-a¢ liated banks. Based on these two possible explanations regarding the

cause of decline of trade �ows in case of India, we posed the following questions:

(a) the �rms, whose export basket contains a higher proportion of goods, directed

towards the US and the EU, were more a¤ected? The major developed economies

of the West, i.e., U.S. and EU, which are incidently also the biggest trading part-

ners of India were particularly been most a¤ected by the �nancial crisis. This

could have led to a to a decline in overseas demand, which potentially a¤ected the

trade �ows of the Indian exporters. To test this proposition, we matched of our

�rm-level data with the 6-digit HS Code product-level data on trade �ows in order

to create an index to be de�ned as �exposure index�. It is the ratio of a particular

sector�s exports to a crisis-a¤ected country (US and EU) to the total exports of

that sector. This ratio signi�es the extent of demand prevailing for a particular

category of goods in that crisis-ridden country. Next, we interact our �exposure

index�with a �crisis dummy�, which takes a value of 1 for the years post 2007. This

interacted variable will measure the magnitude of the negative demand shock on
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the �rms�, whose export basket contained a higher proportion of goods directed

to the crisis-a¤ected regions. We consider U.S. and E.U. as the treated zones and

Middle-East as the control group.

(b) were �nancial constraints a major factor for the �rms, which were par-

ticularly hit by the slowdown? Credit constraints has been a major contributor

of the performance of �rms across the globe, especially during some crisis period

(Amiti and Weinstein, 2011; Bricongne et. al., 2009; Levchenko et. al., 2010b;

Chor and Manova, 2011). Finance is extremely crucial for trading activities for

the following reasons: (i) helps in masking up the risks and �xed costs of export-

ing; (ii) facilitates in maintaining healthy cash �ow, which is required due to the

lags between production, delivery and payment. A �nancial crisis could a¤ect the

�nancial situation of a �rm in broadly three ways: �rstly, by directly a¤ecting

the health of the �nancial institutions from which the �rms�borrow. But, the

2008-09 crisis directly a¤ecting the health of the domestic �nancial institutions in

India is quite unlikely, beacuse of the limited exposure of most of the banks in

the international market. However, the risk involved with the payments from the

crisis-ridden major export destinations might have led the �nancial institutions

to block or freeze their limited lending capacity, which could have directly in�u-

enced the �nancial health of the �rms, thereby a¤ecting its trading operations.

This could likely be a situation for a �nancially non-developed emerging economy,

like India (Kumar et. al., 2009). Lastly, the demand shock originated from the

importers could probably have in�uenced the �nancially constrained medium and

small sized �rms operating in the foreign markets to scale down its operations in

order to adjust. Therefore, in order to measure the e¤ect of �nancial meltdown,

we interacted our our �nancial indicators at the �rm-level with the �crisis dummy�.

The coe¢ cient of our interaction term would tell us whether the �nancial situation

of a �rm would a¤ect the performance of the �rm during the crisis period.

(c) the category of good(s) were/was being worst a¤ected as a result of the de-

mand/supply shock? By building a structural model of the global economy, Eaton

et. al., (2011) found that a decline in the demand for the durable and non-durable

manufactured goods explained 65 and 80 percent of the decline in the global trade-
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GDP ratio. We re-classi�ed our �rms� into the major use-based category2. We

then interacted the various user-category dummies with our �exposure index�and

�crisis dummy�in order to evaluate the potential e¤ect. (d) how homogenous or

heterogeneous is the e¤ect of the crisis? Bricongne et. al., (2009) and Behrens

et. al., (2011) investigating the heterogeneity in the impact of the crisis didn�t

�nd any evidence in support. We divided the �rms into four di¤erent quartiles

according to their sizes and interacted them with our �exposure index�and �crisis

dummy�to �nd out the di¤erences in e¤ect for the various clusters of �rms�.

Our results are clear. We observed a negative demand shock from the major

trading partners playing a crucial role in hampering the export performance of

the Indian �rms. The impact of the shock was much larger, when the direction of

trade was US, where the �nancial crisis orginiated, vis-a-vis EU, even though EU

is a bigger trading partner of India. We didn�t �nd any signi�cant evidence of the

constraints, which were mainly dependent on foreign supply of �nance, playing any

role in a¤ecting the performance of the �rms�negatively. Rather, we found that

domestic �nancial conditions playing a positive and signi�cant role in helping the

�rms to bolster their export performance during the crisis period. When we divided

the goods into several categories, we found that all, with the e¤ect being highest in

case of consumer non-durable followed by the durable goods, were severely a¤ected

by the trade crisis. Interestingly, when we divided the �rms according to their size,

we found that large and small �rms were not evenly impacted. The e¤ect of the

crisis was limited only to the small and medium sized �rms, the large �rms weren�t

a¤ected at all.

The rest of the paper is organized as follows. Section 2 discusses the aggregate

impact of the crisis on the Indian economy as well as the impact on individual �rms.

Section 3 provides a detail description of the datasets we have used, whereas, sec-

tion 4 draws our estimation strategy. The results from the geographical dimension

of the impact of the 2008-09 trade crisis has been discussed in the following sec-

tion. Section 6 details the result regarding the impact on the crisis on the di¤erent

types of goods, classi�ed according to the use-based category. Section 7 rolls out

2Capital Goods, Intermediate Goods, Consumer Durable Goods, Consumer Non-Durable
Goods and Basic Goods
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the result pertaining to the e¤ect of the crisis on the size distribution of the �rms.

Section 8 concludes and highlights some important implications of our result.

2 Indian Economy & the Great Recession

India�s economic liberalization, which started in the early 1990s placed Indian

economy as a function to the dynamics of the global trade �ows. It made Indian

economy vulnerable to global �nancial and economic crisis. The trade collapse

triggered by the current global �nancial crisis was more severe than BOP crisis

(1991), the East-Asian crisis (1997) and the �dot com�bust of 2000-01. For India,

the casuality and the sequencing of the current crisis ran from the real sector to

the �nancial sector, which was in contrast to the nature of the e¤ect for major

countries in the West, i.e., for US and EU. This section provides an outlook of

the Indian economy in the wake of the global �nancial crisis that started in US in

the year 2008, but soon turned into the worst economic and trade collapse, since

Great Depression.

Indian economy had been growing robustly at an annual average rate of 8.8

per cent for the period 2003-04 to 2007-08. Concerned by the in�ationary pres-

sures, Reserve Bank of Inida (RBI) increased the interest rates, which resulted in

a slowdown of India�s trade �ows prior to the Lehman crisis (Kumar and Alex,

2009). This initial decline in trade �ows got coupled with the US sub-prime crisis

precipitated by the collapse of the Lehman Brothers and the subsequent virtual

nationalization of the world�s largest insurance company AIG. The crisis got trans-

mitted to India in January 2008 with the beginning of a massive withdrawal of

FII investments from India and the consequent crash of the equity market. The

Indian rupee got depreciated by about 20 percent. The funds got dried up in

the foreign credit markets, which led to a virtual cessation of external commercial

borrowing for India, including access to short-term trade �nance. Indian banks

also lost access to funds from abroad, as inter-bank borrowing seized up in the US

and Europe. Instead, Indian banks were required to send funds abroad to provide

for the necessary liquidity in their operations abroad and also substituting for the
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trade �nance in the domestic market. These events put heavy pressure on domes-

tic banks leading to a liquidity crisis, which also got re�ected in the inter-bank

call money markets where the money call rates rose to around 20 percent (Joseph

et. al., 2009). To ease some of the liquidity pressure from the economy, the Indian

Central Bank shifted gears and adopted an expansionary monetary policy by in-

fusing considerable liquidity into the system (Kumar, et. al., 2009).3 The domestic

banks also responded to the sudden loss of funds for the Indian commercial sector

and increased their lending during the period of �credit crunch�.4 But, since the

business and consumer con�dence began to deteriorate from Novermber 2008, ex-

pansion of bank �nance also started to slump. During the period November 2008

and February 2009, it went to less than one-third of what it was in the same period

in the pervious year. This was primarily due to a sharp fall in demand for funds as

investment and consumption dropped and banks becoming extremely risk-averse

with the perception of probability of rising default. Thus, while the Indian bank-

ing sector largely remained unperturbed by the global �nancial crisis, but it still

couldn�t escape a liquidity crisis and a credit crunch. Along with the adoption

of an expansionary monetary policy, the Indian government also announced some

�scal stimuli, which was around 1.3 percent of the GDP for 2008-09. The reason

for such a small �scal stimulus was mainly due to the constrained �scal headroom

in India. The trade �ows, which is one of the important channels through which

India was a¤ected during the current global crisis of 2008, started to collapse from

late 2008. Merchandise trade, software exports and remittances declined in ab-

solute terms in response to the exgoneous external shock. The deterioration in

the real economy led to a negative growth in central tax revenue collection from

3However, apart from the liquidity crisis, falling in�ation, which was a byproduct of the
crisis, enabled the Central Bank to relax the monetary policy by lowering the Cash Reserve
Ratio (CRR), statutory reserve ratio (SLR), the repo rate (the rate at which central bank lends
overnight) and the reverse repo rate (the rate at which the central bank borrows from banks).
It also opened a special window for short-term funds; started the buy-back of the market sta-
bilization scheme securities; opened a re�nance facility to Small Industrial Development Bank,
National Housing Bank, Export-Import Bank; a liquidity facility to Non-Banking Financial Com-
pany (NBFC); opened a dollar swap arragement for banks for their overseas operations. The
actual or potential liquidity injection under all these measures has been estimated at INR 388,045
crore, equivalent to over 7 percent of GDP (Kumar, et. al., 2009)

4Between September and October 2008, the bank �nance (non-food credit and investments
in shares, bonds, debentures, commercial paper, etc.) expanded more than previous year, partly
compensating for the drying up of funds from other sources.
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October 2008. Given this very brief background of how the global �nancial crisis

impregnated the Indian economy, we now discuss the performance of the Indian

economy during that period.

Macro Indicators: Table 1 presents the major macro-economic indicators over
2006-2010. India�s real GDP grew by over 9% in both the years prior to 2008. It

dipped from 9.2% to 6.7% for the year 2008, but again rose to 7.2% in 2009. The

manufacturing sector which was growing on an average of more than 10 percent

before 2008 slipped to 3.2 percent during the 2008, but gained momentum again in

the year 2009 with the growth climbing up to 8.9 percent. The growth rate of the

Index of the Industrial Production (IIP) also nose dived during the crisis, declining

from 9.0 percent to 2.8 in the year 2008, but went up to 10.9 in the following year.

All of the service sector but the community, social and personal services showed

signs of heavy decline during the year 2008. Even though, the growth rate in

Trade, Hotels, Transport and Communication services started to rise from 2009,

but the �nance, insurance, real estate and business services, continued to decline

also for the year 2009 as well. The private �nal consumption expenditure dwindled

continuously following 2007 till the year 2009, pointing out that decline in demand

is one of the foremost causes of the crisis in the real sector. In order to prevent the

economy to slip into a recession, the government increased its spending by around

70 percent, which led the growth rate of government expenditure to increase to 16.7

percent in the year 2008. It shows the attempts by the government to raise public

sector consumption to revive aggregate demand. The gross �xed capital formation

also exhibited a heavy fall for the year 2008, from 15.2 percent to 4.0 percent,

but rose slightly to 5.2 a year later. Conventional economic theory suggests that

exports and imports are heavily in�uenced by economic conditions both in the

foreign and home countries, apart from factors like exchange rates and access to

trade credit. Trade volumes in case of India experienced a considerable downturn

in the year 2009 as the major Western economies plunged into recession from the

fourth quarter of 2008. Exports dried up due to lack of demand and imports

shrinked as the Indian economy itself slowed down during this period. Reports

on trade balance suggested that the export sector was hit quite badly, since a

large proportion (nearly 40%) of Indian merchandise exports goes to the OECD
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countries (RBI, 2009).

Geographical Structure of the Trade: Table 2 demonstrates India�s aggregate
trade in terms of its major destinations. It breaks down changes in total Indian

trade (exports plus imports) between the year 2006 and 2010. Both the exports

to world and imports from the world su¤ered a decline in the year 2009, with

the decrease in imports being more sharper. This decline in trade �ows may be

due to both the conditions in home and abroad. However, it got increased in the

proceeding year. Trade with US, EU and Asia (India�s most important trading

partners) fell considerably during the year 2009, with the least being in case of

Asia. This accredited that the Indian trade �ows was hit by the global crisis,

but with a lag. Interestingly, only the exports to the Middle-East registered an

increase during the same period, whereas, imports su¤ered a fall.

Firm-level Evidence: Now, we restrict our analysis only to the registered man-
ufacturing sector of India. Table 3 presents the aggregate exports and imports
at the �rm-level according to various industrial classi�cations. We used National

Industrial Classi�cation (NIC, hereafter) 2004. The table shows that most of the

industrial categories su¤ered a fall in exports during the recession period. How-

ever, the e¤ect of the shock was distributed for two years following the recession.

In case of �rm-level imports, the negative e¤ect was much less as compared to the

exports. We now study four important characteristics of the �rms�, i.e., domestic

sales, exports, imports and Total Factor Productivity (TFP) between the period

2006 and 2010. Table 4 presents average values over all �rms aggregating for all
the di¤erent industrial categories. Surprisingly, except for TFP, we doesn�t �nd

any evidence of aggregate decrease in neither domestic sales nor exports nor im-

ports. To investigate the puzzle about the increase in exports and imports during

the crisis period in a more detailed manner, we divided our �rms according to its

size. We de�ned four di¤erent quartiles. Quartiles are de�ned according to the

assets of a �rm. If a �rm�s total asset lies below the 25th percentile of total assets

of that particular industry, the �rm belongs to the lowest or the 1st quartile. Simi-

larly, if a �rm�s asset falls within 25th� 50th percentile, 50th� 75th would fall into

the category of 2nd and 3rd quartile of �rms, respectively. If a �rm�s total asset

falls above the 75th percentile of the total asset of the industry, that particular
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�rm belongs to the 4th quartile. Tables 5a and 5b demonstrates our required
results. The average values showed us that the increase in the exports, imports

and domestic sales are entirely driven by the increase in the values for the large

�rms, i.e., the �rms�in the 4th quartile. All the other quartiles su¤ered decline

in their values during the crisis period. We also do a separate analysis for the

exporters, but the results remains the same, i.e., the small and the medium-scale

�rms su¤ered the negative impact of the sudden external shock. Only, in case of

TFP, all the categories of �rm�s registered a decline.

Our above discussion about India�s aggregate economic activity clearly indi-

cates a slowdown during the �nancial crisis. However, our analysis of the disag-

gregated �rm-level data ound that the small and medium �rms were the worst

a¤ected. Therefore, we could conclude that a large proportion of decline in overall

trade �ows were accounted by the small and unregistered sector, which commands

a signi�cant share of the total output of India.

3 Data

3.1 CMIE

Like Topalova (2004), Goldberg et. al. (2010), we compile a dataset using the

Centre for Monitoring of the Indian Economy (CMIE) Prowess database on Indian

�rms. This database contains information primarily from the income statements

and balance sheets of listed companies comprising more than 70 percent of the

economic activity in the organized industrial sector of India and account for 75

percent of corporate taxes and 95 percent of excise duty collected by the Govern-

ment of India (CMIE). The Prowess database contains information of about 9,500

publicly listed companies, almost 5,000 of which are in the manufacturing sector.

We truncate our entire database of �rms to concentrate only on the manufacturing

sector and to leave out the service sector. Next, we consider only those, which have

positive values on �Sales�for the years 2000-2010. This allows us to , as we have

now more than 3500 �rms across all the sectors. Firms in the dataset are placed
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according to the 4 digit National Industrial Classi�cation (NIC) level, but were re-

classi�ed at the two-digit level to facilitate matching with our destination-speci�c

HS level destination-speci�c trade database, described in detail in the later section.

The database covers mostly large companies, companies listed on the major stock

exchanges and many small companies. Data for big companies is worked out from

balance sheets while CMIE periodically surveys smaller companies for their data.

The database does not cover the unorganized sector. However, the sample of �rms

is reasonably representative of the aggregate picture in terms of activity in inter-

national trade. CMIE uses an internal product classi�cation that is based on the

Harmonized System and National Industry Classi�cation (NIC) schedules. There

are a total of 1,886 products linked to 108 four-digit NIC industries across the 22

manufacturing sectors (two-digit NIC Codes) spanning the industrial composition

of the Indian economy. The U.S. manufacturing data contains approximately 1,500

products, as de�ned by the Standard Industrial Classi�cation (SIC) codes, there-

fore, our de�nition of product is slightly more detailed. The size of our dataset,

which encompasses the period of 2000-2010, varies by year. Since overall exit rates

are very low, we use an unbalanced panel of companies for estimation purposes.

The reason is, to verify for the robustness of our results, we can conduct our

analysis using only the subset of the �rms whose information is available for all

the years. Around 20% of the �rms in the dataset belong to the Chemical origin,

followed by Food Products and Beverages (12.81%), Textiles (10.81%) and Basic

Metals (10.46%). Table 6 lists the sample distribution of �rms according to the
Industrial Classi�cation at the two-digit level.

The dataset rolls out details of each year�s balance sheet of the �rms, thereby

providing information regarding the total sales, exports, imports, cost, wages, em-

ployment, expenditures, credit scenario and other important �rm and industry

characteristics. Majority of the �rms in the dataset are either private Indian �rms

or a¢ liated to some private business groups, whereas, a small percentage of �rms

are either government of foreign-owned. Our sample of �rms comprises of a large

proportion of exporters. Considering the export of goods of a �rm, our sample

indicates that an overwhelming 72% of �rms are export-oriented units. The mean

highest exports are by Coke, Re�ned Petroleum and Nuclear Fuel sector, followed
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by Tobbaco Products and Food Products & Beverages. The mean export earning

for an exporting �rm during the period 2000-2010 is around 34.6 INR Million.

The mean values for total sales, cash pro�ts, pro�t after tax, expenditure to-

wards salaries and wages, investment, employees and other important �rm-level

attributes are higher for the exporting �rms in comparison to the entire sample.

This result holds, even when we divide the entire sample of �rms in four di¤erent

quartiles.

3.2 India Trades

India Trades presents destination-wise India�s o¢ cial foreign trade statistics. This

is the most comprehensive database on India�s trade that is collated by the Direc-

torate General of Commerce Intelligence and Statistics (DGCI&S) from the various

customs ports. The database is detailed up to 8-digit level of classi�cation. India

Trades follows the Indian Trade Classi�cation (based on the Harmonised System

of Classi�cation). India exports and imports about 10,000 commodities to and

from nearly 200 countries/regions. India Trades provides with both yearly and

monthly statistics on this trade. The database provides quantity, value and unit

value in respect of each of products exported or imported. The annual series is

available for about 15 years. It also enables a comparative analysis of India�s

export performance in speci�c markets vis-a-vis competitors.

3.3 Matching CMIE with India Trades

To overcome the disadvantage of CMIE Prowess database regarding the destina-

tions of the products, we matched these two databases. The classi�cation of the

�rms in the Prowess database has been done on the basis of NIC 2004, whereas the

data in India Trades database is in the form of HS Code. Debroy and Santhanam

(1993) provides us with a document which matches the HS code items with the

NIC industrial groups. But, the Debroy and Santhanam (1993) used 1987 NIC

classi�cation to match the industrial groups with the HS code items. Therefore,

we �rst matched 1987 NIC codes with the 1998 codes, which is the next revision
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of the industrial group classi�cation and then matched the 1998 coding with 2004

classi�cation.

We then proceed as follows: we sum the values of all the HS code items belong-

ing to a single industrial group to construct a variable which portrays the amount

of exports by that particular industrial group. We did this with respect to two

major destinations with respect to India�s trade, i.e., US and the EU countries,

which were majorly a¤ected by the 2008 recession. We used Japan as our coun-

terfactual. This exercise is undertaken in order to formulate an idea about the

destination speci�c export basket of each industry, and therefore, to use in our

regression analysis.

4 Empirical Strategy

This section explains our empirical methodology to examine how demand (condi-

tions in the importing countries) and credit conditions (both foreign and domestic)

might have a¤ected the performance of the Indian �rms during the global �nan-

cial crisis. We hypothesized that �rms�whose export basket contained a higher

proportion of goods directed towards the major crisis-ridden countries, i.e., US

and EU, su¤ered relatively more during the crisis than those who exported in less

crisis intensi�ed regions. We also elucidated that, lower accessibility to external

�nance during the �nancial crisis might be associated with a negative �rm perfor-

mance during the crisis period. Together, these allowed us to estimate the e¤ect

that demand and credit conditions had on Indian �rm level trade �ows during

the 2008-09 global crisis. Given our conjectures and the dataset, we estimate an

Indian �rm�s performance over the period 2000 to 2010 by means of ordinary least

sqaures (OLS) based on the following baseline equation:

log(xit) = �1 � crisis exp osure+ �2 � crisis exp osure � Zi + �3 � crisisdummy �
financialconst+ �4 � 
it + �i + t + "it

14



where xit, our dependant variable, denotes an e¤ective performance indicator

of a �rm, for e.g., exports. A crucial determinant of the performance of an Indian

�rm is how the demand shock being transmitted on/from its trading partners. We

compute this by constructing crisis exp osure. crisis exp osure is de�ned as the

interaction between two terms- crisisdummy and exp osureindex. exp osureindex

is de�ned as the share of exports of a sector to total exports of that sector directed

to countries a¤ected by the crisis. This index would give us an idea about the

amount of negative shock that was transmitted to a particular �rm from the crisis-

ridden areas. For e.g., a �rm which had a higher percentage of trade �ows to the

crisis regions, i.e., US and EU might be a¤tected more than the �rms�, whose

trade basket was directed towards other countries. We de�ne crisisdummy as an

year dummy variable, which is equal to 1 if the year is greater than or equal to

2008. We labled 2008-2010 as the crisis period. India su¤ered a massive decline

in trade �ows, especially in the year 2009. So, the coe¢ cient on our interacted

term, exp osureindex�crisisdummy, measures the e¤ect of the crisis on the �rms,
whose export basket contains a higher proportion of goods directed to the crisis-

a¤ected regions. We expect that industries�which had a higher share of goods

exported to the crisis regions (US and EU) would have experienced a negative

demand shock. That is, we expect �1 � 0. In other words, the �nancial crisis have
a¤ected the investment and consumption pattern, which would in turn result in a

lower demand for goods and services. And, India being one of the major exporters

to these regions thereby experienced a decline in demand for their goods. To check

further validity of our results, we substitute our exp osureindex with the per capita

income of the importing countries. Per capita income of a country is a well-known

indicator of the demand quotient in that country. Zi includes the productivity of

a �rm, which could also likely to be a¤ected by the negative impact of the global

�nancial crisis.

As discussed before, another channel which might a¤ect the performance of the

Indian �rms during the global �nancial crisis, is the �nancial health of a �rm. We

also include this in financialconst. Based on the events that took place in the

Indian domestic credit market, we considered two di¤erent types of �nancial indi-

cators that could be responsible for a �rm�s e¢ cient functioning during the time
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of crisis: (a) which could characterize the domestic credit situation (secured bank

borrowing or total borrowings), and (b) the state of a¤airs in the foreign credit

market (�nancial institution borrowings or external commercial borrowings). We

interacted the �nancial health of a �rm with crisisdummy. The interaction term

would test whether the sensitivity of the �nancially vulnerable sectors were inten-

si�ed during the crisis. Equivalently, it would also establish whether there was any

negative e¤ect of the �nancial constraints on the trade �ows of the Indian �rms.

And, this might di¤er according to the �nancial vulnerability of the domestic or

the foreign credit market condition. Table 7 lists di¤erent variables indicating
the �nancial health of a manufacturing Indian �rm. The table clearly shows that

domestic credit scenario was di¤erent from that of foreign market during the crisis

period. The borrowings from the national banks or domestic credit market (secured

bank borrowing or total borrowings) went up during the crisis period. This was pri-

marily to meet the existing trade �nancing requirement by the �rms and also could

be to serve the debt service payments by the businesses, which had existing foreign

debt. As for the the borrowing from the �nancial institutions or commercial banks,

the credit situation of whom largely depends on the foreign credit market, went

down sharply during the crisis period. The external commercial borrowings of the

�rms�also went down. The stringent regulations regarding the exposure of the

domestic banks to the international (US and Europe) subprime mortgage, com-

plex derivatives, o¤-balance sheet activities and credit default swap markets5 also

partially explains the di¤erential behaviour in the �nancial indicators representing

the domestic and foreign �nancial situation. Therefore, there could be a di¤erence

in the performance of the �rms�, according to the dependence of a �rm�s �nancial

clout. 
it is a vector of other �rm controls. We conditioned our regressions on

an extensive set of �xed e¤ects to guard against any omitted variable bias. �i, t
are �rm and year speci�c �xed e¤ects. �i would control for the average e¤ect of

the crisis on India�s bilateral exports, and any di¤erential e¤ect that the crisis had

on �rms�at di¤erent levels of industry share. t, or the time-speci�c �xed e¤ects

would take into account the impact of the shocks to aggregate demand and credit

5Although Lehman Brothers had 14 o¢ ces in India, its operation did not materially a¤ect
the banking sector. Only ICICI Bank had some exposure to the US subprime mortgage market,
but it was able to absorb the losses due to its strong capitalization.
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conditions in each importing country over time, as well as bilateral exchange rate

�uctuations.

5 Geographical Heterogeneity of Impact

We started our analysis by estimating the counterfactual situation. In other words,

our goal is to show that the negative demand shock, which was transmitted as

result of the �nancial crisis to the Indian �rms, was not a global phenomenon and

was only restricted to some regions. The reason to demonstrate this before we get

into our core analysis was to prove the exogeneity of our results. Table 8 produced
our desired results. Our dependent variable is the total exports of a particular

�rm. And, we use the total exports from India to the world interacted with our

crisisdummy as the independent variable. A negative coe¢ cient would tell us

that the far-reaching impact of the �nancial crisis rather than being restricted

to some. Our coe¢ cient was positive, but not signi�cant. We also used the per

capita income of the world in order to substitute for the demand factor. We still

don�t �nd any negative correlation. Therefore, we can conclude that our following

results are purely exogeneous and also that the �nancial crisis was indeed not a

global phenomenon.

We now provide an in-depth analysis for the impact of the demand shock (due

to decline in investment and consumption in the importing countries) on the In-

dian exporters in the light of the extraordinary global �nancial crisis, that started

in the US, but got transformed into one of the worst economic distress since the

Great Depression. In other words, we show how the �nancial crisis in the US and

EU have impacted the performance of the Indian exporting �rms during the crisis

period. Table 9 presents our �rst set of result. The results clearly manifested
the e¤ect of the crisis on the real sector of the Indian economy was transmitted

through the external trade channels and not through �nancial channels. Firstly,

we combined the exports to the US and EU of di¤erent industrial sectors to create

our exp osureindex. For e.g., we constructed the exp osureindex by summing the

total exports of an individual industrial sector, say 19, to the US and EU as a ratio
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of the total exports of that sector. We interact our crisisdummy with this com-

bined exp osureindex in order to estimate the cumulative e¤ect of demand shock

from US and EU. Our results portrayed that the exp osureindex is negatively and

signi�cantly associated (at 1% level) with the level of total exports of a �rm. In

other words, the higher the trade exposure of a �rm to the countries of EU and

US during the �nancial crisis, the greater was their negative impact. There could

mainly be two reasons that could explain this phenomenon: �rstly, the virtual

cessation of the trade �nance a¤ected the investment pattern and the �nancial

health of the �rms� (who are the direct buyers). This unavailability of �nance

coupled with the decline in domestic demand during the crisis period virtually

stopped the production cycle in the US and EU, which postponed the puchase of

the goods from the importers. Therefore, the coupled e¤ect of the decline in de-

mand and postponement of production in those economies had a negative impact

on the trade volumes of the Indian exporters. Secondly, the �nancial crisis soon

turned into a economic crisis, which a¤ected the income and consumption pattern

of the consumers. This also catapulted into a negative demand for purchase of

goods and services during the crisis period, which hurted the the major exporters,

supplying to those economies. Therefore, this result regarding the signi�cant im-

pact of the demand condition of the developed countries on the developing made

it clear that the developing world is not far from immune to the storms raging in

�nancial markets in industrial countries. These results about the impact of the

recent crisis also signalled a bad news for the exporters from the developing coun-

tries, who dominantly rely on commodity exports. This crisis also led to to the

rise of the speculative behaviour, which was clearly behind the volatility behind

the commodity prices during that period. The decline in prices as a result of the

decline in demand was also one of the main causes that was responsible for low

earnings from the exports. Also, one of the core reasons for the sharp fall in India�s

exports was the decline income-demand elasticity for its exports which makes ex-

ports highly sensitive to GDP movements. India�s exports have been found to be

more sensitive to income than to price changes. The income elasticity of demand

for India�s exports has been found to be the highest for the U.S (2.5), while, for

India�s global exports, it is estimated to be about 1.9 (UNCTAD, 2009). This is

consistent with our results, where the negative shock from the US to the India�s

18



exports was larger as compared to EU.

Sengupta (2009) reports that the India�s exports in the second half of 2008-09

shrunk by 15% mainly because of the economic contraction in its trading partners

and party due to the threats of protectionism. From September 2008, the trade

sector collapsed. In the second half of 2008-09, merchandise exports declined by

18 percent against a growth of 35 percent in the �rst half and imports fell by 11

percent against a growth rate of 45 percent in the �rst half. As a result of the

decline in trade �ows, industrial growth plunged to 1.9 percent in the second half

of 2008 from 6.1 percent in the �rst half and manufacturing growth collapsed to

-0.3 percent in the second half from 5.3 percent in the �rst half. The �rst sector

to be hit was the gems and jewellery, where more than 300,000 workers lost their

job. Based on a survey underaken by the labour and commerce ministries, around

one million jobs may have been lost in sectors like, gems and jewellery, garments,

engineering goods, chemicals, leather and handicrafts. But, it should be noted

that, since the export growth is not evenly spread throughout the country, but

rather concentrated in clusters, therefore, the impact of the job was felt more

acutely. The negative impact also got spread to other export-oriented sectors

such as garments and textiles, leather, handicrafts and auto components. The 21

percent decline in February 2009 was the steepest fall in exports in the last two

decades. Industrial and manufacturing growth picked up to 5.0 and 3.4 percent

in the �rst quarter of 2009-10. The index of industrial production (IIP) further

validates the revival of manufacturing by showing a manufacturing growth of 7.4

percent in July 2009 and 10.2 percent in August. This deterioration in industrial

output in the period immediately following September 2008, was also coupled with

credit problem, which we also anaylzed separately. Levchenko et. al., (2010) used

disaggregated data on US imports and exports to �nd support for compositional

e¤ects. They found that sectors which had higher percentage use of intermediate

inputs experienced signi�cantly higher percentage of reductions in both exports

and imports. But, they do not seem to �nd any support for the role of trade credit

in the recent trade collapse. Eaton et. al., (2011) used detailed international trade

data interpreted with a general-equilibrium trade model to show that a shift in

spending away from manufactures, particularly durables, accounts for more than
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80 percent of the drop in trade/GDP.

According to Kumar (2009), decline in demand for India�s exports in the major

markets was the primary channel of transmission of the global downturn to the

Indian economy. The decline in demand in the importing countries had a crucial

impact on the pro�tability of the manufacturing �rms. Companies lost opportu-

nities to earn income through �nancial transactions and asset sales with the fall

in asset prices from the last quarter of 2007-08 in the wake of the global �nancial

crisis. On the other hand, rising fuel and other commodity prices raised input costs

and employee costs. Most importantly, interest expenses rose sharply as the cen-

tral bank tightened policy to curb in�ation. All these factors squeezed corporate

pro�tability, which remained negative till the third quarter of 2008-09. However,

it started rising from the fourth quarter of 2008-09 due to decline in input costs

of raw materials, fuel and salaries. But, inspite of the pro�tability showing signs

of improvement, sales continued to fall (in the last quarter of 2008-09 and more so

in the �rst quarter of 2009-10). The continuous decline in sales (mainly exports)

re�ected the persistence of low demand. During the boom period of 2002-08, the

manufacturing companies build inventories at the rate of 18 percent, which was in

proportion to their sales. As the manufacturing output fell as a result of the de-

mand shock due to the crisis, production fell more than the fall in demand, which

could only occur by drawing down inventory levels. The inventories declined by

14 percent in 2008-09. One of the causes of this sharp deterioration in manufac-

turing production in the second half of 2008-09 is related to the huge inventory

adjustment (Alessandria et. al., 2010; Altomonte et. al., 2011). With respect to

other exporting nations, the results were similar during the crisis. The exports of

Germany, Japan an China also plummeted by more than 35 percent in the last

quarter of 2008. This sharp decline in economic activity was despite a large stim-

ulus provided by the respective governments. Even though, Indian exporters did

experience a severe decline in demand from the importing countries, but since,

India�s export to GDP ratio is lower than many of the East Asian countries, the

adverse e¤ects of shrinking imports by the advanced economies were not as severe

as of the other emerging economies, which have higher exports to GDP ratios.

Sengupta (2009) also pointed out that the positive impact on exports due to the
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exchange rate, which became competitive as a result of the crisis, was also o¤set

due to the massive decline in demand. Debroy, (2009), argued that since India�s

exports are in low value segments, income reduction in developed countries might

actually increase the demand for exports in India.

Column (2) includes capital-labour ratio interacted with our exp osureindex as

one of the explanatory variables. We used capital-labour ratio as an indicator for

�rm productivity. The coe¢ cient of the interaction term would tell us the nature

of the impact on the performance of the �rms�according to its productivity, given

the same level of exposure of the �rms�to the crisis regions. Our results indicate

that higher the level of productivity of a �rm is, the lower is the transmission of the

negative demand shock on the exports of a �rm. And, the result is signi�cant at

1% level. In other words, the high productivity exporters, which are mostly the big

�rms, weren�t hurt by the crisis. We also substituted our productivity variable by

a semi-parametric constructed productivity index following the Levinshon-Petrin

(2003) methodology6. But, we didn�t �nd any signi�cant e¤ect of the export

performance of the �rms�on our semi-parametric productivity estimates. Column

(4) interacted average per capita income of US and EU with the exp osureindex.

This also gave us a picture about the demand situation of the products of India

in the crisis regions. Our results continue to indicate that the decrease in demand

was an crucial and signi�cant factor a¤ecting the export performance of the Indian

�rms.

To estimate whether the �nancial health of a �rm also a¤ected its performance

during the trade �ows, we now include variables which would indicate the �nan-

cial health of a �rm. We categorized our �nancial variables (which indicates the

�nancial situation in the credit markets) into two di¤erent types: depending on (a)

the national or domestic banks, and (b) foreign credit situation. The prupose of

this exercise is to evaluate the e¤ects of both the domestic expansionary monetary

policy that have been undertaken during the crisis and the also the global �nancial

crisis. The goals of the domestic monetary policy initiatives were three fold: �rstly,

to provide su¢ cient liquidity in the domestic market, secondly, to provide dollar

liquidity for businesses �nancing in the external markets and �nally to ensure �ow
6For details, see Levinshon & Petrin (2003)
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of credit to those industries that were productive. Column (5) introduced the

amount of money that a �rm borrowed securedly from a domestic bank control-

ling for the demand condition prevailing in the importing country. Our results

indicated that the domestic credit situation had a signi�cant and positive impact

on the trade performance of the �rms during the crisis. To ease the pressure of the

�nancial crisis, the Reserve Bank of India (RBI) adopted an expansionary mone-

tary policy in order to infuse considerable liquidity into the system. The domestic

banks also responded to the sudden loss of funds for the Indian commercial sector

and increased their lending during the period of �credit crunch�, which might have

helped the exporters to maintain their trade �ows. Viswanathan (2010) reported

that during the crisis, RBI initiated currency swaps with businesses that were ex-

posed to United States dollar payables, and also extended export credit �nance

to them. He further pointed out that RBI in collaboration with the govt. imple-

mented policies that provided additional credit facilities speci�cally for Small and

Medium Enterprises (SMEs) that were particularly a¤ected by the non-availability

of credit. A bailout package was also implemented in the agriculture sector in the

form of a farm-loan waiver that allowed farmers to continue operations who were

facing a mounting debt burden. We used another indicator of domestic credit

situation:- the total borrowing by a �rm. The results were the same. The de-

mand condition continued to have a signi�cant and negative impact on the trade

performance of a manufacturing �rm. We now turn our attention to those ones,

which could possibly depend on the global �nancial situation. One such variable

is borrowings from the �nancial institutions. The �nancial institutions or the

commercial banks in India are mostly a function of the dynamics of the global

�nancial scenario, since, a part of their supply of credit depends on the borrow-

ing from outside. Therefore, any signi�cant downturn in the global credit market

would have an signi�cant impact on the �nancial health of the institution. And,

therefore, the �rms depending on these institutions for trade credit would be af-

fected negatively. The results indicated that even though the e¤ect of borrowing

from the �nancial institutions is negative on the trade �ows of the �rms�, but not

signi�cant. This could be due to the regulative standards of our domestic �nancial

authorities in terms of exposure to the global credit market. In India, the share

of bank assets held by foreign banks is only 5%, which is the lowest among all the
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emerging economies, which primarily limited the transmission of the crisis through

the banking sector. This is in contrast to the high foreign ownership of bank assets

in the East European and Latin American emerging economies, which made them

more vulnerable to the contagion e¤ects of the crisis. The banks in India were

also less prudent in their lending practices in the real estate sector. Unlike in the

United States, subprime mortgages are non-existent in India and mortgage loans

generally have shorter maturities. We also used a di¤erent indicator of foreign

credit crisis trasmission- external commercial borrowings, but, couldn�t found any

signi�cant e¤ect on a �rm�s performance (results not reported).

We now truncate our crisis exp osure index into: (a) US, and (b) EU in order to

see the heterogeneity involved in the e¤ect. Table 10 outlined our desired results.
It says that the �rms�, which had a trade basket, containing goods directed more

towards the US, experienced a larger negative impact on their trade �ows, in

comparison to those, which had a higher proportion of goods shipped to the EU.

The di¤erence between the coe¢ cients is statistically signi�cant. Even though, EU

is the second largest trade partner of India after Asia, the result is quite expected,

given that the crisis originated from US. The signi�cant negative e¤ect of the

demand conditions on India�s trade and the domestic credit conditions playing a

positive and signi�cant role continues to hold.

6 Use-Based Impact

We now divide our products according to the user-based classi�cation. Upon di-

viding the goods, we would like to see the likely compositional e¤ect of the crisis,

i.e., the how the e¤ect varied according to the di¤erent types of products. Ac-

cording to the NIC classi�cation, we categorized the industrial sectors into �ve

major sub-sectors: (a) capital, (b) intermediate, (c) consumer durable, (d) con-

sumer non-durable, and (e) basic goods. Estimating our regression equation by

decomposing the entire manufacturing sector, we would like to check the type

of goods that su¤ered the most due to the negative demand shock. In order to

re-classify the entire manufacturing sector into di¤erent use-based categories, we

�rst matched NIC codes with the Input-Ouput classi�cations. We then arranged
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our NIC categories into use-based products. These di¤erent categories of goods

de�ned by the use-based classi�cation were denoted by di¤erent binary dummies.

And, in order to measure the e¤ect of the trade shock with respect to both desti-

nation and the type of goods, we multiply the dummies of di¤erent goods with our

crisis exp osure index. The coe¢ cient of the triple interaction term would give us

the idea of which types of su¤ered the most. Table 11 produces our regression
outcomes. Baldwin (2009) in his e-book, The Great Trade Collapse: Causes, Con-

sequences and Prospects, talked about peculiar nature of the compositional e¤ect

of the demand shock. He asserted that the negative e¤ect of the demand shock

was very large, but was focused on a very narrow range of domestic value-added

activities, specially the consumer durable and investment goods.

Columns (1), (2) and (3) of Table 11 indicate that trade in intermediate,
durable and non-durable goods in case of India were the most a¤ected due to ef-

fect of the crisis. However, India�s trade in non-durable goods was su¤ered the

most followed by the durable and intermediate goods. The results are consistent

even if we run our regressions by altering the direction of exports. Most of the

studies evaluating the impact of the crisis on the composition of exports found

out that the durable goods were the worst hit, followed by the non-durable and

intermediate goods. Eaton et. al., (2011) concluded that the bulk of the decline

in international trade is attributable to the decline in the share of demand for

durable manufactures, which alone accounted for about 65 percent of the cross-

country variation in changes in manufacturing trade/GDP. The decline in total

manufacturing demand (durables and non-durables) accounted for more than 80

percent of the global decline in trade/GDP in 2008 and 2009. Levchenko et. al.

(2010a) using the highly disaggregated US trade and production data showed that

the trade drop was particularly concentrated in sectors that are marked by strong

vertical linkages, i.e., more in sectors that use intermediate inputs intensively. To

put it di¤erently, they found evidence in support of the compositional e¤ect hy-

pothesis. Behrens et. al., (2011) investigating the Belgian trade collapse found

a fall in the demand for tradables - especially durable and capital goods. Crow-

ley and Luo (2011) estimating the role of manufactured goods in the fall of the

US trade (both exports and imports) found that a higher proportion of the fall
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was explained by the fall in the durable goods followed by the non-durable goods.

However, Bernard et. al. (2009) examining the evolution of US trade during the

1997 Asian �nancial crisis with �ve crisis-struck Asian countries (Indonesia, Ko-

rea, Malaysia, Phillippines and Thailand) found that the largest export declines

were the non-durable goods (wood and textiles) followed by the durables (trans-

portation). Bricongne et. al., (2011) while estimating the impact of the global

trade crisis on the french �rms found that around 80% of the sectors, which were

adversely a¤ected were intermediate goods. Altomonte et. al., (2011) also found

similar e¤ect while using the matched transaction-level French data with ownership

data for the period of 2007-2009.

The fall in trade in all of intermediate, durable and non-durable goods are

higher in case of US as compared to EU. This result is in same line with our earlier

results, where the degree of the negative shock was higher, when the direction

of the goods were towards US. But, interestingly, the decline in capital goods

trade was only signi�cant, when the trade was directed towards EU and not US.

This is primarily due to the composition of trade towards EU. In terms of the

structure of Indian exports, engineering goods has the highest share (22%) followed

by gems and jewellery (15%), petroleum products (15%), chemical and related

products (13%), textiles (11%), and agriculture and allied products (8%). These

six categories constitute of about 84% of India�s total merchandise exports. All

of these products (except gems and jewellery) experienced a major contraction

during the crisis period.

7 Heterogeneous Impact

This section investigated the impact of the 2008-09 trade crisis on the di¤erent size

categories of �rms�. In other words, we investigated how the e¤ect of the trade

collapse could vary, when we put �rms�into di¤erent bins according to their sizes.

In order to do so, �rstly, we divide the entire sample of �rms�into four di¤erent

quartiles, according to the total assets of a �rm. We consider total assets to be

the size indicator of a �rm. The di¤erent size categories of �rms�are indicated

by a dummy variable. For e.g., if the total assets of a particular �rm falls below
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the 25th percentile of the total assets of the industry, then that �rm belongs to

the 1st quartile and the variable would indicate 1 for that particular �rm, and

zero otherwise. Likewise, if a �rm�s total assets�falls between 25th percentile to

50th percentile, 50th percentile to 75th percentile and above of 75th percentile,

the �rm will respectively fall into the categories of 2nd quartile, 3rd quartile and

4th quartile. Next, upon creating the di¤erent quartile dummies, we interact those

with the crisis exp osure index in order to estimate the magnitude of the e¤ect of

the demand shock from the crisis-ridden importers of India on a particular quartile

of �rms�.

Tables 12 tabulates our result. We found considerable evidence in support of
the presence of signi�cant heterogeneity in the impact of the 2008-09 trade crisis

on the �rm size. In detail, our results indicated that the �rms belonging to the 3rd,

2nd and 1st quartiles, i.e., the small and medium sized �rms have su¤ered a higher

decline in their trade �ows as a result of the negative demand shock from the major

importing countries, i.e., US and EU. The coe¢ cients are negative and signi�cant

at 1% level. However, the magnitude of the e¤ect decreases with the increase in

the size of the �rms�. However, the sign of the coe¢ cients for the largest or the

biggest �rms�, i.e., the ones belong to the fourth quartile, the e¤ect was opposite

and quite signi�cant (at 1% level). In other words, the big �rms didn�t experience

any negative e¤ect of the demand shock. Most of the studies on the current trade

crisis found no evidence in support of heterogeneity in the impact of the trade crisis

on �rms (Bricongne et. al., 2011; Behrens et. al., 2011). The outcomes concerning

the e¤ect of the 2008-09 trade crisis on the French (Bricongne et. al., 2011) and

Belgian (Behrens et. al., 2011) �rms�found that all the �rms are evenly impacted

by the crisis. Interestingly, our results indicate that these large exporting �rms had

an signi�cant increase in their trade �ows during the crisis period. This is quite

an unusual result in the sense that the largest �rms, who are the big exporters are

expected to be much more integrated into the global network, and therefore to be

su¤ered the most as a result of some exogenous negative shock. This phenomenon

might be as a result of the increase in exports in those countries, which were not

a¤ected much by the negative e¤ect of the crisis. The negative e¤ect of the trade

crisis on the small �rms might also be due to the lack in operational ability of
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the �rm. In India, a signi�cant percentage of small producers are also exporters,

which is very much unlike developed countries�set up. Column (2) regressed our

capital-labour ratio interacted with the exp osureindex to estimate the role of

the operational ability of the �rms�. The estimated coe¢ cient is negative and

signi�cant at 1% level, i.e., the lower productive �rms�were a¤ected the most.

We calculated the proportion of exports of the big �rms�directed towards the non

crisis-ridden countries during the crisis. We found that exports to the Middle-

east and China by the big exporters increased in proportion. Even though, the

small exporters seem to be more vulnerable to sudden exogenous shock due to

several reasons, our �ndings are quite in contrast to the usual results regarding

the impact of the crisis on the size distribution of the �rms�. We further substitute

our exp osureindex with the per capita income of the crisis region, but our results

remained the same. We continue to �nd no evidence in support foreign �nancial

factors a¤ecting the trade �ows of the manufacturing sector of India, whereas the

expansionary domestic monetary policy seemed to have enhanced the trade �ows

during the crisis time.

8 Conclusion

The primary objective of this paper was to evaluate the impact of the recent

global trade collapse on the Indian �rms. The paper argues that while, there is

no doubt that the present crisis has impacted India signi�cantly, but, the Indian

trade collapse was mainly a result of the demand shock from its major importers,

i.e., the US and EU. We didn�t �nd any evidence of global �nancial contraints

having any dampening e¤ect on the trade �ows. However, our result suggests that

the expansionary monetary policy, undertaken as a result of the 2008-09 �nancial

crisis by the Central Bank of India, had a positive and signi�cant impact on the

trade �ows. We also found evidence of heterogeneity in terms of �rm size with

regard to the impact of the crisis.

The current global �nancial and economic crisis, which started in 2008, has

adversely a¤ected all the major world economies. To o¤set the negative impact of

the crisis, prudent �scal policies by the Govt. of India and appropriate responses by
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monetary authorities helped in managing the crisis. Though the policy measures

were quickly in place, given the limited �scal space and a weak channel of monetary

transmission, the nevertheless, the real sector of India was impacted. But, the

domestic expansionary policies had positive e¤ect on the trade �ows in the medium

term. The trade �ows started to rise from 2010. Given the structure of demand,

India�s growth critically depends on revival of exports and investment, especially

private investment. The policymakers played an important role in stimulating

these by ensuring appropriate policy instruments impacting the cost of credit,

exchange rate and other �scal incentives to induce private investment.
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Table 1 Annual Real Economic activity growth rates, y-o-y (%) 

 2006 2007 2008 2009 2010 

Manufacturing GDP 14.9 10.3 3.2 8.9  

IIP 12.5 9.0 2.8 10.9  

Trade, Hotels, Transport & Communication 11.7 10.7 7.6 8.3  

Financing, Insurance, Real Estate & Business Services 14.5 13.2 10.1 9.9  

Community, Social & Personal Services 2.6 6.7 13.9 8.2  

GDP at factor cost 9.7 9.2 6.7 7.2  

Pvt. Final Con Exp 8.2 9.8 6.8 4.1  

Govt. Final Con Exp 3.8 9.7 16.7 8.2  

Gross Fixed Capital Formation 14.3 15.2 4.0 5.2  

Exports 21.8 5.2 19.3 -15.8  

Imports 22.0 10.0 23.0 -17.2  
Notes: Compiled from India’s Central Statistical Organisation’s (CS0) website. 

 

 

Table 2 Annual Aggregate Trade- Destination Specific (US $ Million) 

 2006 2007 2008 2009 2010 

 Export Import Export Import Export Import Export Import Export Import 
World 121201 178212 145898 218645 181861 315712 176765 266402 220409 350029 

Asia 58603 87796 71804 121823 91547 176567 90347 151018 117940 198344 

EU 25934 28670 31623 32395 39204 44020 36304 38304 41506 42344 

Middle East 23064 41728 29466 62309 38266 96046 41974 75016 49125 100985 

USA 11321 18705 20133 14206 21407 24487 19128 15998 23587 19096 

Japan 2804 4743 3263 5833 3624 7784 3216 6689 4805 8265 
Notes: Compiled from the UN-COMTRADE Database 
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Table 3 Sector-wise Firm Attributes’ (INR Million) 

 Exports Imports 

NIC Code 2006 2007 2008 2009 2010 2006 2007 2008 2009 2010 

15 17.60 23.22 27.38 35.47 34.97 24.95 16.92 24.55 29.66 49.67 

16 169.24 213.78 215.02 231.02 266.56 58.28 105.20 106.48 117.56 118.23 

17 26.81 33.87 39.41 39.08 47.76 11.55 14.21 12.78 13.36 16.18 

18 51.56 58.64 61.46 62.94 63.50 17.35 17.77 15.25 13.01 15.91 

19 35.72 42.85 43.21 46.35 47.17 7.95 12.41 11.13 10.11 11.40 

20 2.92 3.84 5.14 6.36 10.10 10.53 12.37 22.33 24.03 38.95 

21 5.98 6.39 5.85 5.37 5.35 14.88 19.25 18.74 20.33 22.23 

22 5.98 6.83 7.50 11.00 10.83 30.66 43.93 43.14 61.53 35.11 

23 1484.15 2663.20 3466.98 3961.45 4949.54 6418.92 8080.38 9531.95 12068.08 14209.74 

24 42.10 51.72 59.72 73.10 81.96 49.35 54.79 62.51 120.94 86.73 

25 20.85 26.09 28.43 33.71 36.78 19.86 26.29 29.86 40.73 50.75 

26 26.50 35.72 37.24 41.33 41.70 29.21 43.18 55.97 68.60 77.86 

27 81.20 126.50 126.27 123.72 112.26 115.26 149.73 176.93 214.00 237.93 

28 15.80 19.89 26.13 36.54 39.07 11.88 15.00 19.40 22.59 22.52 

29 21.86 34.43 40.93 56.54 37.78 35.85 46.08 59.73 76.81 77.55 

30 77.14 88.27 71.01 68.68 72.98 88.85 82.39 72.79 64.54 73.25 

31 21.57 34.59 54.98 69.61 67.46 38.79 54.73 70.55 83.87 95.48 

32 16.87 19.63 16.79 16.28 18.39 32.79 29.90 33.89 34.44 48.17 

33 8.18 13.51 16.31 24.43 30.80 12.27 17.89 21.75 27.36 27.11 

34 54.76 68.58 78.95 109.80 137.01 65.19 80.01 102.03 116.78 118.05 

35 46.01 71.61 81.37 93.76 56.63 240.92 345.19 364.49 468.20 145.18 

36 223.47 285.37 401.19 383.27 502.76 199.18 251.78 396.16 488.90 636.58 
Notes: Values are expressed in Rs Millions. The values are calculated as the averages over all firms operating in that particular year. These different 

manufacturing categories are classified as per the NIC 2004. 
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Table 4 Firm-level Attributes’ (INR Million) 

 Domestic Sales Exports Imports TFP 

Year All Firms Exporters Exporters All Firms Exporters All Firms Exporters 

2006 292.46 499.67 42.21 94.31 168.20 0.28 0.21 

2007 356.35 593.99 67.79 114.25 199.04 0.34 0.25 

2008 411.06 681.89 82.32 141.17 245.62 0.32 0.22 

2009 480.91 791.99 93.42 180.13 310.79 0.28 0.18 

2010 536.84 842.59 106.16 199.93 330.10 0.26 0.18 
Notes: Domestic Sales, Exports and Imports are expressed at Millions INR. Cap-Lab ratio and TFP are unit free variables. TFP is 

estimated following the Levinshon-Petrin Methodology. Numbers are the average over all firms in the manufacturing sector of India for a 

particular year.   

 

Table 5a Firm Attributes’ (INR Million) (Size Distribution of Firms’) 

 Domestic Sales Exports 

 All Firms Exporters Exporters 

Year Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

2006 1.40 6.14 19.42 292.89 0.52 4.37 23.79 535.72 1.34 3.09 9.54 76.33 

2007 1.21 5.88 19.01 362.93 0.39 4.04 23.18 650.61 0.88 3.22 11.38 109.57 

2008 1.01 5.24 20.26 421.85 0.30 3.27 23.99 749.63 0.68 3.19 10.74 136.55 

2009 1.19 5.17 19.13 501.01 0.33 3.27 21.17 880.47 0.78 3.47 11.20 154.81 

2010 0.99 4.52 17.77 572.70 0.25 2.71 19.08 956.38 0.63 2.73 10.13 176.12 
Notes: Values are expressed in Rs Millions. The values are calculated as averages over all firms operating in that particular year. 

Quartiles are defined according to the assets of a firm. If a firm’s total asset lies below the 25th percentile of total assets of that 

particular industry, the firm belongs to the lowest or the 1st quartile. Similarly, if a firm’s asset falls within 25th—50th percentile, 

50th—75th would fall into the category of 2nd and 3rd quartile of firms, respectively. If a firm’s total asset falls above the 75th 

percentile of the total asset of the industry, that particular firm belongs to the 4th quartile. 

 

Table 5b Firm Attributes’ (INR Million) (Size Distribution of Firms’) 

 Imports TFP 

 All Firms Exporters All Firms Exporters 

Year Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

2006 0.06 0.54 2.94 90.78 0.52 1.75 6.49 159.44 0.06 0.07 0.04 0.11 0.01 0.04 0.01 0.15 

2007 0.04 0.49 2.96 110.76 0.36 1.71 7.32 189.65 0.07 0.09 0.06 0.12 0.003 0.04 0.04 0.17 

2008 0.03 0.33 3.33 137.48 0.24 2.39 6.69 236.30 0.07 0.06 0.06 0.13 0.01 0.02 0.02 0.17 

2009 0.04 0.33 3.22 176.54 0.27 1.85 6.52 302.15 0.06 0.09 0.04 0.10 0.01 0.02 0.01 0.14 

2010 0.03 0.30 1.91 197.68 0.22 1.54 7.17 321.18 0.05 0.04 0.07 0.11 0.002 -0.01 0.04 0.15 
Notes: Values are expressed in Rs Millions. The values are calculated as the averages over all firms operating in that particular year. Quartiles are defined according 

to the assets of a firm. If a firm’s total asset lies below the 25th percentile of total assets of that particular industry, the firm belongs to the lowest or the 1st quartile. 

Similarly, if a firm’s asset falls within 25th—50th and 50th—75th percentile, that particular firm would fall into the category of 2nd and 3rd quartile of firms, 

respectively. If a firm’s total asset falls above the 75th percentile of the total asset of the industry, that particular firm belongs to the 4th quartile. 
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Table 6 Distribution of Firms’ (According to NIC Category) 

NIC Code  

(2 Digit) 

Sector Name Proportion 

15 Food Products and Beverages 12.862 

16 Tobacco Products 0.300 

17 Textiles 10.814 

18 Wearing Apparel 1.775 

19 Leather Products 1.202 

20 Wood Products 0.573 

21 Paper Products 2.813 

22 Publishing of Recorded Media 1.775 

23 Coke, Refined Petroleum Products and Nuclear Fuel 1.010 

24 Chemical Products & Drugs and Pharmaceuticals 19.525 

25 Rubber and Plastic Products 6.800 

26 Non-Metallic Products 3.769 

27 Basic Metals 10.459 

28 Fabricated Metal Products 3.086 

29 Machinery and Equipment 6.745 

30 Office, Accounting and Computer Machinery 0.655 

31 Electrical Machinery and Apparatus 3.632 

32 Radio, TV & Communication Equipment 2.185 

33 Medical, Precision & Optical Instruments 1.557 

34 Motor Vehicles, Trailers and Semi-Trailers 5.544 

35 Other Transport Equipment 0.792 

36 Furniture 2.073 
Notes: Author’s Calculation from PROWESS Database 

 

Table 7 Financial Health of a Firm (INR Million) 

Year Secured Bank 

Borrowings 

Total 

Borrowing 

Total 

Financial 

Institution 

Borrowing 

External 

Commercial 

Borrowing 

2006 34.99 90.01 6.21 3.59 

2007 44.18 109.44 5.95 6.56 

2008 51.47 134.65 5.52 15.70 

2009 67.29 176.66 4.90 15.23 

2010 81.72 203.06 4.54 15.90 
Notes: Author’s Calculation from PROWESS Database 
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Table 8 Counterfactual Results 
 

 

 Log(Total Exports) 
 (1) (2) 

Crisis Dummy*Log(Total Exports) 0.015  

 (0.024)  

Crisis Dummy* 

Lagged Log(Per Capita World GDP)  

0.008 

(0.007) 

Firm Controls Yes Yes 

R-square 0.279 0.264 

N 18530 17182 

F-Stat 153.25 167.76 

Firm Fixed Effects Yes Yes 

Year Fixed Effects Yes Yes 
Notes: The dependent variable is the logarithm of total exports (export of goods + 

export of services). Crisis Dummy is a year dummy, indicating 1, if the year is greater 

than or equal to 2008. All the results are subject to both industry and year fixed 

effects. Numbers in the parenthesis are the clustered standard errors. Standard errors 

are clustered at the firm level.  
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Table 9 Basic Regression Results (putting together US and EU) 
 

 

 Log(Total Exports) 

 Demand Conditions Financial Conditions 

 (1) (2) (3) (4) (5) (6) (7) 

Crisis Exposure_(US+EU) -0.615 -0.472 -0.714 -0.967 -0.584 -0.716 -0.829 

 (0.214)a (0.202)b (0.314)b (0.284)a (0.225)b (0.218)a (0.480)c 

Exposure Index* 

Lagged Log(Per Capita GDP)     

-0.129 

(0.064)c    

Exposure Index* 

Lagged Log(Capital-Labour Ratio)  

-0.201 

(0.063)a  

-0.363 

(0.098)a    

Exposure Index*Lagged Log(TFP)   0.035 -0.074    

   (0.054) (0.046)    

Crisis Dummy* 

Lagged Log(Secured Bank Borrowing)     

0.108 

(0.036)a   

Crisis Dummy* 

Lagged Log(Total Borrowing)      

0.127 

(0.036)a  

Crisis Dummy* 

Lagged Log(Financial Inst. Borrowings)       

-0.059 

(0.063) 

Firm Controls Yes Yes Yes Yes Yes Yes Yes 

R-square 0.280 0.267 0.241 0.258 0.272 0.270 0.232 

N 18530 15949 8378 8378 14732 15868 4675 

F-Stat 153.74 137.09 64.43 58.28 126.17 135.21 34.96 

Firm Fixed Effects Yes Yes Yes Yes Yes Yes Yes 

Year Fixed Effects Yes Yes Yes Yes Yes Yes Yes 
Notes: The dependent variable is the logarithm of total exports (export of goods + export of services). Crisis Dummy is a year dummy, 

indicating 1, if the year is greater than or equal to 2008. Exposure Index is the ratio of exports to US in a particular sector divided by the total 

exports of that sector. Per capita GDP in these estimations is the average of US and EU Per capita GDP. All the results are subject to both 

industry and year fixed effects. Numbers in the parenthesis are the clustered standard errors. Standard errors are clustered at the firm level. 

Coefficients are not reported. c, b, a denotes significance at 10%, 5% and 1% level. 
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Table 10 Testing the Hypotheses- Demand or Supply (US and EU) 
 

 Log(Total Exports) 

 US EU 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

Crisis Exposure -1.691 -1.464 -1.414 -1.601 -1.819 -2.250 -0.504 -0.252 -1.325 -0.569 -0.742 -0.751 

 (0.472)a (0.453)a (0.465) a (0.487)a (0.475)a (1.081)a (0.273)a (0.258) (0.383)a (0.300)a (0.285)b (0.789) 

Exposure Index* 

Lagged Log(Per Capita GDP)   

-0.181 

(0.120)      

-0.219 

(0.100)b    

Exposure Index* 

Lagged Log(Cap-Lab Ratio)  

-0.312 

(0.115)a 

-0.879 

(0.228)a     

-0.349 

(0.112)a 

-0.538 

(0.163)a    

Crisis Dummy* 

Lagged Log(Secured Bank Borrowing)    

0.221 

(0.077)a      

0.161 

(0.057)a   

Crisis Dummy* 

Lagged Log(Total Borrowing)     

0.213 

(0.075)a      

0.206 

(0.057)a  

Crisis Dummy* 

Lagged Log(Financial Inst. Borrowings)      

-0.056 

(0.152)      

-0.137 

(0.102) 

Firm Controls Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

R-square 0.281 0.267 0.254 0.272 0.270 0.232 0.280 0.266 0.257 0.271 0.270 0.232 

N 18530 15949 15949 14732 15868 4675 18530 15949 15949 14732 15868 4675 

Wald Chi-Square 154.02 135.44 57.05 126.43 134.65 34.587 153.42 137.24 57.68 125.82 135.08 34.70 

Firm Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 

Year Fixed Effects Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes 
Notes: The dependent variable is the logarithm of total exports (export of goods + export of services). Crisis Dummy is a year dummy, indicating 1, if the year is greater than or equal to 2008. Exposure Index is 

the ratio of exports to US in a particular sector divided by the total exports of that sector. All the results are subject to both industry and year fixed effects. Numbers in the parenthesis are the clustered standard 

errors. Standard errors are clustered at the firm level. Coefficients are not reported. c, b, a denotes significance at 10%, 5% and 1% level.  
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Table 11 Effect on Composition of Goods (US and EU) 

 

 

Log(Total Exports) 

 

US EU US+EU 

 (1) (2) (3) 

CrisisExposure Index*CapGoods -1.166 -0.944 -0.493 

 

(0.774) (0.563)a (0.330) 

CrisisExposure Index*InterGoods -1.382 -1.135 -0.569 

 

(0.702)a (0.499)b (0.293)a 

CrisisExposure Index*DurGoods -2.588 -1.056 -0.640 

 

(0.886)a (0.538)a (0.335)a 

CrisisExposure Index*Non-DurGoods -3.741 -2.672 -1.479 

 

(0.745)c (0.532)c (0.312)c 

Firm Fixed Effects Yes Yes Yes 

Year Fixed Effects Yes Yes Yes 

R-square 0.171 0.170 0.171 

N 18530 18530 18530 
Notes: The dependent variable is the logarithm of total exports (export of goods + export of services). 

Crisis Dummy is a year dummy, indicating 1, if the year is greater than or equal to 2008. Exposure 

Index is the ratio of exports to US in a particular sector divided by the total exports of that sector. 

All the results are subject to both industry and year fixed effects. Numbers in the parenthesis are the 

clustered standard errors. Standard errors are clustered at the firm level. Coefficients are not 

reported. c, b, a denotes significance at 10%, 5% and 1% level. Goods are classified based on NIC Use 

Based Category. 
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Table 12 Heterogeneous Effect of the Crisis (US) 
 

 Log(Total Exports) 

 (1) (2) (3) (4) (5) 

1st Quartile* 

Crisis Exposure_US 

-4.160 

(0.706)a 

-2.211 

(0.888)b  

-4.148 

(0.805)a 

-4.289 

(2.633)c 

2nd Quartile* 

Crisis Exposure_US 

-2.205 

(0.568)a 

-1.152 

(0.790)  

-2.759 

(0.626)a 

-2.236 

(2.033) 

3rd Quartile* 

Crisis Exposure_US 

0.183 

(0.524) 

0.817 

(0.701)  

-0.972 

(0.598)c 

0.684 

(1.343) 

4th Quartile* 

Crisis Exposure_US 

3.080 

(0.535)a 

3.247 

(0.713)a  

1.186 

(0.624)c 

2.997 

(1.261)b 

Exposure Index* 

Lagged Log(Cap-Lab Ratio)  

-0.277 

(0.205)    

1st Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.562 

(0.164)a   

2nd Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.627 

(0.161)a   

3rd Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.596 

(0.179)a   

4th Quartile*Exposure Index* 

Lagged Log(PCGDP)   

0.589 

(0.193)a   

Crisis Dummy* 

Lagged Log(Sec Bank Borrowing)    

0.577 

(0.103)a  

Crisis Dummy* 

Lagged Log(Fin Inst. Borrowings)     

-0.045 

(0.196) 

Firm Controls Yes Yes Yes Yes Yes 

R-square 0.184 0.183 0.187 0.184 0.108 

N 18530 15949 8378 14732 4675 

F-Stat 76.38 68.71 32.94 63.97 14.42 

Firm Fixed Effects Yes Yes Yes Yes Yes 

Year Fixed Effects Yes Yes Yes Yes Yes 
Notes: The dependent variable is the logarithm of total exports (export of goods + export of services). Crisis Dummy 

is a year dummy, indicating 1, if the year is greater than or equal to 2008. Exposure Index is the ratio of exports to 

US in a particular sector divided by the total exports of that sector. The quartiles are defined according to the assets 

of the firms. All the results are subject to both industry and year fixed effects. Numbers in the parenthesis are the 

clustered standard errors. Standard errors are clustered at the firm level. Coefficients are not reported. c, b, a denotes 

significance at 10%, 5% and 1% level. 
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Table 13 Heterogeneous Effect of the Crisis (EU) 
 

 Log(Total Exports) 

 (1) (2) (3) (4) (5) 

1st Quartile* 

Crisis Exposure_EU 

-5.010 

(0.560)a 

-3.505 

(0.630)a  

-5.225 

(0.605)a 

-6.275 

(1.622)a 

2nd Quartile* 

Crisis Exposure_EU 

-2.705 

(0.415)a 

-1.967 

(0.516)a  

-3.270 

(0.451)a 

-3.473 

(1.111)a 

3rd Quartile* 

Crisis Exposure_EU 

-0.503 

(0.404) 

-0.125 

(0.465)  

-1.518 

(0.463)a 

-0.368 

(0.863) 

4th Quartile* 

Crisis Exposure_EU 

2.023 

(0.399)a 

1.956 

(0.485)a  

0.315 

(0.483) 

1.756 

(0.860)b 

Exposure Index* 

Lagged Log(Cap-Lab Ratio)  

-0.097 

(0.171)    

1st Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.443 

(0.054)a   

2nd Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.232 

(0.040)a   

3rd Quartile*Exposure Index* 

Lagged Log(PCGDP)   

-0.017 

(0.039)   

4th Quartile*Exposure Index* 

Lagged Log(PCGDP)   

0.212 

(0.038)a   

Crisis Dummy* 

Lagged Log(Sec Bank Borrowing)    

0.463 

(0.072)a  

Crisis Dummy* 

Lagged Log(Fin Inst. Borrowings)     

-0.029 

(0.123) 

Firm Controls Yes Yes Yes Yes Yes 

R-square 0.192 0.188 0.181 0.191 0.118 

N 18530 15949 17182 14732 4675 

F-Stat 82.81 74.73 81.27 70.37 17.49 

Firm Fixed Effects Yes Yes Yes Yes Yes 

Year Fixed Effects Yes Yes Yes Yes Yes 
Notes: The dependent variable is the logarithm of total exports (export of goods + export of services). Crisis 

Dummy is a year dummy, indicating 1, if the year is greater than or equal to 2008. Exposure Index is the ratio of 

exports to US in a particular sector divided by the total exports of that sector. The quartiles are defined according 

to the assets of the firms. All the results are subject to both industry and year fixed effects. Numbers in the 

parenthesis are the clustered standard errors. Standard errors are clustered at the firm level. Coefficients are not 

reported. c, b, a denotes significance at 10%, 5% and 1% level. 

 


