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ABSTRACT 

 This paper attempts to make a comparative analysis on the affect of recession which began in USA 

on both developed and developing economy. Recession is a process of slowing down of economy. It is 

believed that recession occurs in every economy, time to time and it cannot be avoided completely. So, 

the nations can only be prepared for uncertainty and take measures to reduce the impact of the crisis. 

When recession occurs in the era of globalization, the impact is felt allover the world. US economy is a 

market for many developing nations from Asia and Africa. This recession began in USA, a developed 

economy but the affect has been seen in both developing and developed nation. Hence, it becomes 

important to understand the degree of affect on developing and developed nation, so that the countries 

can take preventive measures to overcome the affect of crisis in future. In this study, the indicators like 

GDP, Stock trade, Inflation, Lending Interest rate is used to correlate the effect between four countries, 

where two are developed economy USA and UK and the other two are developing economy i.e. India 

and Brazil. 
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I. INTRODUCTION 

 Recession is defined as a business cycle contraction, a general slowdown in economic activity over a 

period of time. During recession, many macroeconomic indicators vary in a similar way. Production as 

measured by Gross Domestic Product (GDP), employment, investment spending, capacity utilization, 

household incomes, business profits and inflation all slow down during recessions; while bankruptcies 

and the unemployment rate rise. 

 There are a number of theories on what causes recessions. Some observers believe each recession 

has a unique cause, whereas others believe recessions generally have a single cause, such as bad 
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investments by firms. It is occasionally heard that recessions and depressions, such as the Great 

Depression, are caused by stock market crashes. Others believe that globalization has changed the nature 

of the business cycle. 

 The financial crisis of 2007 to the present was triggered by a liquidity shortfall in the United States 

banking system. It has resulted in the collapse of large financial institutions, the bailout of banks by 

national governments, and downturns in stock markets around the world. In many areas, the housing 

market has also suffered, resulting in numerous evictions, foreclosures and prolonged vacancies. It is 

considered by many economists to be the worst financial crisis since the Great Depression of the 1930s. 

The collapse of the housing bubble, which peaked in the U.S. in 2006, caused the values of securities tied 

to real estate pricing to plummet thereafter, damaging financial institutions globally. A real estate bubble 

or property bubble or housing bubble for residential markets is a type of economic bubble that occurs 

periodically in local or global real estate markets. It is characterized by rapid increases in valuations of 

real property such as housing until they reach unsustainable levels relative to incomes and other 

economic elements, followed by a reduction in price levels. 

 One thing that every economist believes is that recessions are something that cannot be avoided. The 

reason for this is that in a healthy economy you are going to have periods of high growth, slow growth 

and no growth. In fact in order for the economy to be healthy there needs to be some contracting and 

expanding. But in order for the economy to be considered in a recession the contracting period has to last 

for at least two consecutive quarters of a year or more simply put 6 months in a row. But the most 

common question that nobody can seem to answer very well is what is going to cause the next recession. 

In fact even fifty years after the great Depression, a really bad recession, and the answers to what causes 

an economic downturn or a recession is still a huge mystery. 

 Even though the exact causes of an economic recession are still a mystery there are numerous 

theories that have been put forth as to what causes an economic recession. But probably the most 

common thought on what causes a recession is that they are caused by events that have an economy-wide 

impact. Some examples of these events would be: increase in interest rates or a decline in consumer 

confidence. 

 In fact the general consensus is that a recession is primarily caused by the actions taken to control 

the money supply in the economy. So, in the United States many economists believe that it is because of 

the Federal Reserve that we go into a recession. The reason for this is that in the United States it is the 

Federal Reserves responsibility to maintain an ideal balance between money supply, interest rates and 

inflation. And if the Federal Reserve loses balance in this equation the ending result is that the economy 

spirals out of control. In fact we have actually seen this happen recently. In 2007 the Federal Reserve 

monetary policy of injecting huge amounts of money supply into the money market kept the interest rates 

down but inflation actually continued to rise. And it was this combined with how easy it was to borrow 

money that caused our economy to spiral out of control to where we now sit in 2008. Most economists 
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believe that we are currently heading towards a recession, not to mention that quite a few tend to think 

we are already there. 

 Recession has cut export prices. An important key effect has been increased volatility of prices. This 

increases revenue uncertainty for commodity-dependent countries and acts as a barrier against much-

needed capital investment.   

 A decline in remittances from overseas migrants working in developed countries – the World Bank 

has forecast that remittance flows to developing countries will decline by 7-10 percent in 2009. The 

World Bank estimates that there are over 250 million people living overseas who send some of their 

earned income back - remittances to all countries topped $305bn in 2008. Some countries have been hit 

by multiple macroeconomic shocks. A good example is Nigeria – whose export revenues have declined 

following a 70% fall in crude oil prices, a sharp fall in domestic share prices (which has made funding 

investment tougher) – both of which contributed to a depreciation of the naira by 20% which has 

worsened their terms of trade, increased the cost of servicing foreign debts and increased the prices of 

imported foods.  

 Overall the recession has worsened prospects for developing countries meeting the Millennium 

Development Goals. The World Bank has estimated that up to 90 million extra people world-wide (62 

million in Asia) will live in extreme income poverty (less than US$1.25 per day) in 2009 as a result of 

the global economic slowdown.  

 Although this recession impacted the developed economies severely but the emerging or developing 

economies were also affected. India, a developing nation saw a decline in its growth rate since the crisis. 

Brazil and China were also affected by the Recession. Hence, in this paper an attempt has been made to 

study on comparative analysis of impact of Recession on developed and developing nations. This paper 

is divided into five sections. They are as follows, i)Introduction on the topic undertaken for study, 

ii)Review Literature, iii) Research Methodology adopted for making a quantitative analysis of the study, 

iv) Findings of the study  and v) Conclusion and Suggestion. 

II. REVIEW LITERATURE 

 AusAID's response to the global recession had been that the global recession has slowed 

development and progress towards achieving the Millennium Development Goals (MDGs). The 

International Monetary Fund estimates that the global economy contracted by 0.6 per cent in 2009 and 

the implications of this have been severe for many. Economic growth in developing countries was only 

1.7 per cent in 2009 compared with 8.1 per cent in 2007. However, if China and India are excluded, the 

economies of developing countries actually contracted by 1.8 per cent. The World Bank has estimated 

that an additional 64 million people will be living in extreme poverty on less than US$1.25 a day by the 

end of 2010 as a result of the global recession. 

 Bovino, Beth Ann predicts the impact of the global recession. It is predicted that the U.S. recession 

will be deep and long and that it won't bottom out until the second half of 2009 as monetary and fiscal 
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stimulus kicks in. It is predicted that growth in most emerging and developing economies will decelerate 

sharply as the developed world slides into recession. Shirley, Ian discusses the effect of the global 

recession in Asia and the Pacific in the article; “The Global Recession: Its Impact in Asia and the 

Pacific”. It mentions the structural challenges which include the recent absorption of high risk investment 

throughout production and matched with government and institutional inflexibilities that strengthen the 

fragmentation of the society and economy. It notes that if the problem on recession in these respective 

areas is dealt with accordingly by the government, there would be possibility that it will be subdued. 

 Bhalla, V. K. explains that the financial turmoil which began in the summer of 2007 has developed 

into a global financial crisis. With the end of the boom in the US housing market and increasing interest 

rates on sub-prime mortgages, delinquency rates on mortgage loans rose. The value of mortgage-backed 

securities dropped heavily. Crisis in sub-prime market segment gradually spilled over to most other asset 

markets, in particular the credit derivatives markets, corporate bond and equity markets, and also to the 

money markets, not only in the US but also in the Euro area and elsewhere. The combined strength of the 

various shocks affecting the global financial system has been broadly unexpected, started to move the 

global economy into a recession. On an annual basis, global growth is expected to moderate from 5.0 

percent in 2007 to 3.9 percent in 2008 and 3.0 percent in 2009. Great uncertainty surrounds the 

implications of this crisis for developing countries. However, the crisis as such cannot be regarded as a 

complete surprise. It did not build up overnight but instead has developed gradually over several years. 

Governments in both developed and developing countries have started to put together fiscal and 

monetary stimulus packages in order to prevent the global financial crisis from turning into another Great 

Depression. 

 Hewlett, Jonathan in the article; “A place in the new order”, discusses the doubt over the resiliency 

of emerging markets after the economic recession. It notes that emerging markets have gained economic 

stability and occupied high positions in the global economy. It mentions that the question is whether 

emerging markets can regain control from adversity faster than their developed equivalents, some answer 

no. It states that a strong brand, global perspective, and the ability to work across complex economy 

dilemma continue to be essential. 

III. RESEARCH METHODOLOGY 

 Time span is 2005 to 2009. This time span will cover both pre-recession time i.e. 2005 to 2007 (sep.) 

and post recession i.e. 2007 (sep.) to 2009. Data for 2010 is not available, so the study is unable to 

incorporate the result of 2010. The date is selected from four countries each representing  four continents 

i.e. Europe, Asia, Latin America and North America. The countries are Brazil and India which are 

developing nations and other two countries are U.S.A and U.K., which are developed nations.  

 Hence, the parameters taken for the study are given below, 

 GDP growth rate (annual%) 

 Inflation, GDP deflator (annual %) 



 Mahua Dutta 30

 Lending Interest Rate (%) 

 Stock traded, total value (%of GDP)  

CALCULATION 

 Correlation is a quantitative tool used for measuring the relationship between the two variables. 

Correlation analysis is a statistical tool used to describe the degree to which one variable is linearly 

related to another. Correlation is used to measure the degree of association between the two variables. 

       Cor (Xt,Yt) 

 t = Time Period, t =2005…2009. 

T-test of significance on correlation is measured. Recession is measured on the scale of 0 to 1. Besides 

drawing a correlation between recession and four indicators of different countries, a comparative analysis 

between the four indicators of developing and developed countries are also measured. 

IV. FINDINGS 

 From Table 1, we can see that the GDP growth rate declined since, recession in all the countries. 

There had been a negative GDP growth rate in Brazil, US and UK. Only, India had a positive GDP 

growth rate though it was less in 2008 and 2009. Inflation rate is high in developing nations compared to 

developed nations. After recession there has been a slight decline in inflation. But, in case of India 

inflation increased in 2008 and declined again in 2009. Overall lending interest rate is highest in Brazil, 

but in table 3, one can see that there had been a decline in lending interest rate after recession except in 

India. In table 4, stock traded in per cent of GDP is shown. The table shows that the stock trade declined 

in UK after 2007 (recession). There was also a decline in stock trade in 2008 in USA but it picked up in 

2009. There had been slight fluctuation in India and Brazil. We cannot see a major impact of recession in 

stock traded among developing nations. 

 In table 5, we can see that the correlation between recession and GDP is negative for all the four 

countries, this shows that as the Recession occurs GDP declines. It is seen that the Recession has a larger 

effect on GDP in India, US and UK, whereas in Brazil the effect of Recession on GDP is comparatively 

low. GDP (Gross Domestic Product) is the total dollar amount of all goods and services produced. The 

growth rate is the percentage increase or decrease of GDP from the previous measurement cycle. 

Whereas, in case of stock traded (% of GDP) is showing positive correlation with recession for all the 

countries. This shows that as Recession increases, the stock traded also increases. Stock traded refers to 

the total value of shares traded during this period. This indicator complements the market capitalization 

ratio by showing whether market size is matched by trading. In case of Lending Interest rate is showing 

negative correlation with recession for Brazil, US and UK, whereas in case of India it is showing a 

positive correlation with Recession. Lending interest rate is the interest rate charged by banks on loans to 

prime customers. Inflation is also negatively correlated with recession for Brazil, US and UK. In India, 

even inflation is positively correlated with recession. Inflation as measured by the annual growth rate of 
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the GDP implicit deflator shows the rate of price change in the economy as a whole. The GDP implicit 

deflator is the ratio of GDP in current local currency to GDP in constant local currency. 

 To understand the difference in effect of Recession in developing and developed countries the 

change in four indicators were compared between developing and developed countries. Hence, in table 6, 

one can see that all the four indicators are showing a positive correlation among the developed and 

developing countries.In case of GDP growth, there is a positive relation between developing and 

developed nations. Developed nations are US and UK, whereas developing nations taken in the study are 

India and Brazil. We can further see that the highest positive correlation is between US and UK; both are 

developed nations. In case of India and developed nations US and UK, the positive correlation is least. In 

case of inflation the highest positive correlation is between India and UK, whereas the positive 

correlation is least between India and USA. In case of lending interest rate there is a positive correlation 

among all countries but the highest positive correlation is between USA and UK i.e. developed nations, 

whereas among developing and developed nations the correlation is less. Developed and developing 

nations are positive correlated in the case of stock traded but the least correlation is among developed 

nation, US and UK.  

V. CONCLUSIONS AND SUGGESTIONS 

 The findings conclude that not only the developed nations were affected severely because of 

recession but also the developing nations. One can see that there was a huge effect in the GDP of India, a 

developing country after the recession. In the comparative study one can see that the affect on GDP, 

stock traded and lending interest rate was more in US. Stock traded shows appositive relation with 

recession because as the economy slows down, shares are pulled out of the market.  Among the four 

countries, the highest affect of recession was in USA followed by UK. There was a high inflation in 

India. Lending interest rate and stock traded was not much influenced in India because the country has 

strong capital controls and is more conservative in stock trading. India is a growing economy and its 

internal market is huge which makes it more intra dependent. The recession began in developed 

economy, USA so the effect was seen even in developing nations like Brazil and India. In the developing 

economies, the effect was more in the export sector which further affected the investment in these 

countries.  

 This study helps us to understand that due to globalization, occurrence of recession in one country 

has an effect on all over the world. This globalization process has made all countries depended on each 

other. US are a market for developing nations like India, China and South East Asia. Hence, slowdown 

of US economy affects these countries exports, which further reduces the production and investment. 

Every economy undergoes a recession and every recession teaches a lesson.  Countries, which are more 

protected economically, were least effected and recovered faster.  
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Annexure 

Table 1 : GDP Growth rate (annual %) 

GDP Growth annual (%) 2005 2006 2007 2008 2009 

Brazil 3.2 4 6.1 5.1 -0.2 

India 9.3 9.4 9.6 5.1 7.7 

US 3.1 2.7 2.1 0.4 -2.4 

UK 2.2 2.9 2.6 0.5 -4.9 

Source: http://data.worldbank.org/indicator 
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Table 2  : Inflation, GDP deflator (%) 

Inflation, GDP deflator 

(%) 
2005 2006 2007 2008 2009 

Brazil 7.2 6.1 5.9 7.4 4.8 

India 4.7 5.6 5.3 7.2 3.8 

US 3.3 3.3 2.9 2.1 1.7 

UK 2 2.8 2.9 3 1.4 

http://data.worldbank.org/indicator 

Table 3 : Lending Interest Rate (%) 

Lending Interest rate (%) 2005 2006 2007 2008 2009 

Brazil 55.4 50.8 43.7 47.3 44.7 

India 10.8 11.2 13 13.3 12.2 

US 6.2 8 8.1 8.1 3.3 

UK 4.6 4.6 5.5 5.5 0.6 

Source: http://data.worldbank.org/indicator 

Table 4 :  Stock traded, (% of GDP) 

Stock traded, (% of GDP) 2005 2006 2007 2008 2009 

Brazil 17.5 23.4 42.8 44.4 41.3 

India 51.8 67.3 89.8 86.5 83.1 

UK 182.8 173.9 368.9 243.6 156.5 

US 171 249.5 304.1 253.8 327.8 

Source: http://data.worldbank.org/indicator 

Table 5 : Correlation between the Indicators selected and the Recession 

Country/Indicators 
GDP Growth 

annual (%) 

Inflation, GDP 

deflator (%) 

Lending Interest 

rate (%) 

Stock traded, 

(% of GDP) 

Brazil -0.23848863 -0.26019929 -0.74124205 0.89712894 

India -0.77556422 0.139354887 0.802111185 0.793734793 

US -0.86628174 -0.1440378 -0.33550864 0.666553184 

UK -0.73213948 -0.1440378 -0.37983808 0.124999146 
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Table 6 : Correlation between the developing and developed countries 

Correlation Brazil & US  Brazil & UK India & US India & UK US & UK 

GDP 0.671340983 0.831656472 0.550800206 0.420380162 0.964659643 

Inflation 0.382828078 0.518566617 0.050410966 0.85967099 0.368699428 

Lending Interest rate 0.102179342 0.243969052 0.228473339 0.1673592 0.951857416 

Stock traded 0.507029511 0.795099655 0.572343808 0.851097544 0.280178767 

 

Table 7 :  One-Sample Statistics 

4 .415844 .2401868 .1200934

4 .597323 .2739157 .1369578

4 .350507 .2544791 .1272395

4 .574627 .3402671 .1701336

4 .641349 .3677531 .1838765

Brazil&US

Brazil&UK

India&US

India&UK

UK&US

N Mean Std. Deviation
Std. Error

Mean

 

 

 

One-Sample Test

3.463 3 .041 .4158445 .033654 .798035

4.361 3 .022 .5973229 .161462 1.033184

2.755 3 .070 .3505071 -.054426 .755440

3.378 3 .043 .5746270 .033186 1.116068

3.488 3 .040 .6413488 .056172 1.226526

Brazil&US

Brazil&UK

India&US

India&UK

UK&US

t df Sig. (2-tailed)
Mean

Difference Lower Upper

95% Confidence
Interval of the

Difference

Test Value = 0

 

 

 


