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Falling transport and ICT costs triggered 
the revolution of global value chains  

11 

 

2.1. Steam revolution and the 1st unbundling 

When clippers and stage coaches were high-tech, few items could be profitability shipped 

internationally. This forced the geographical bundling of production and consumption; each 

village had to make most of what it consumed (central illustration in Figure 7). Steam power 

changed this by radically lowering transport costs (Figure 8, left panel).  

 Railroads and steamships made it feasible to spatially separate production and 

consumption.  

 Once the separation was feasible, scale economies and comparative advantage made it 

inevitable.  

This was globalization’s 1
st
 unbundling. Trade theory was developed to understand its 

economic impact. 

The 1
st
 unbundling created what might seem to be a paradox – production clustered into 

factories and industrial districts even as it dispersed internationally (Figure 7). The paradox is 

resolved with three points: i) cheap transport favoured large-scale production, ii) such 

production is very complex, and iii) close proximity lowers the cost of coordinating 

complexity. Consumption clustered in cities for reasons that do not concern this paper. 

 

Figure 7: Steam & 1
st
 unbundling and ICT & 2

nd
 unbundling. 
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Source: Baldwin (2011). 

 

Figure 8: Trade costs (left, 1870 – 2000) & ICT indicators (right, 1975-2011). 
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Notes: Trade cost measure (left panel) estimated from gravity equations. Source: Jacks, Meissner, and Novy 

(2011). ICT indicators (right panel). Source: WDI for phone and internet users; www.isc.org for internet hosts.  
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Global value chains led manufacturing 
industry move to emerging economies 
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G7 share of world GDP 
Source: World Bank from 1960; 

Maddison pre-1960. 
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G7 share of world exports 
Source: WTO online database. 

World exports & 

manufacturing 
Source: UNSTAT online database. 

Figure 1: Globalization changed: G7 share of world income and exports  

 

Figure 2 (left panel) shows that global manufacturing was also transformed. Until the mid-

1980s, ‘industrialized nations’ meant ‘high-wage nations’. Since then, some low-wage 

nations are industrializing faster than high-wage nations.
iv

 But the share-winners are few. Just 

seven have gained more than one percentage point of world manufacturing GDP since 1970 -

- China, Korea, India, Indonesia, Thailand, Turkey, and Poland. All of the G7 are share-losers 

over this period.
v
 Apart from India, all of their manufacturing sectors are heavily involved in 

the international supply chains of Japan (the East Asians) or Germany (Poland and Turkey). 
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Source: unstat.un.org, 2005 prices; 6Ems = China, 

India, Indonesia, Thailand, Turkey and Poland; Korea 

(which gained 3 points) is in RoW. 

Estimated trade costs 
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Source: Jacks, Meissner, and Novy (2011). 

Figure 2: Global manufacturing shares and trade cost trends. 

 

The right panel of Figure 2 suggests that the standard culprit in globalization stories – 

changes in trade costs – is unlikely to be guilty for the reversals. Estimated trade costs – 
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Proximity and connectivity are essential for 
diffusion of global value chains 
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How connected are the Silk Road Countries? 
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Source: World Bank, Doing Business 

“Software” is as important as “hardware” 
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“Software” is as important as “hardware” 
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Source: World Bank, Doing Business 

Sustainable silk roads: a supply chain perspective 



Istanbul 

Frankfurt 

Islamabad 

Tehran 

Dhakka 

Mumbai 

An example of a software failure: How would you ship your 
cargo from Istanbul to Karachi or Mumbai? 

via Rotterdam 

Karachi 

 Container train railroad 

Shipping liner service 
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Railroads have negligible share as a mode for 
Turkey’s exports 
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Turkey’s exports according to transport modes, % 
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Public – private partnerships for innovative transport 
corridor solutions: The case of TOBB/BALO 
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Security risks: How would you fly from 
Istanbul to Amman? 
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Security risks: How can Turkish products go to the Gulf? 
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Towards a road-map 
 Engage all actors in a coherent dialogue framework 

But let the private sector lead from the outset 

 Prioritize projects by assessing the bottlenecks 

Avoid misinformation 

 Supporting policies 

Special economic zones 

 Build institutions: a corridor facilitation/management agency 

Market readiness: regulatory cohesion, institution building, 
feasibility studies,  

Securitization & political risk insurance 

Invesment facilitation: seed fund and catalyzing private 
financing 

 Role of G20 
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