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1. Production networks or the 2nd 
unbundling and logistics links 

• East Asian production networks in the 
manufacturing sector (particularly in machinery 
industries) are most advanced in the world. 

• Mechanics of production networks 
– Fragmentation theory: Jones and Kierzkowski (1990) 

– Two-dimensional fragmentation: Kimura and Ando 
(2005) 

– The 2nd unbundling: Baldwin (2011) 

• The key is connectivity with frequent, well-
coordinated, and synchronized transactions. 

2013/08/23 2 



 The fragmentation theory:  Production blocks and service links 

PB: production blocks 

SL: service links 
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Tradeoff between the reduction in production costs in PB and the enhancement of SL costs.  
Fragmentation of production occurs particularly between countries at different 
development stages. 
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The 2nd Unbundling 
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The 2nd unbundling, i.e., international division of labor in terms of production processes 
and tasks, has developed since the 1980s, based on drastic reduction in coordination 
costs due to ICT revolution. 
The 2nd unbundling in the manufacturing sector is most advanced in East Asia. 

Source: Baldwin. 
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 Logistics Performance Indexes (LPIs) in forerunner ASEAN and East Asia are 
relatively higher than the world average; CLM has room for improvement. 
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Source: Modified from ERIA (2010). 

Logistics Performance Indexes and GDP per capita 
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2. Stability and resiliency of production 
networks 

• Production networks may work as shock 
transmission channels. 

• At the same time, production networks are 
less likely to be interrupted and more likely to 
recover quickly than other types of 
transactions because firms have strong 
incentive to keep production links. 
– Global Financial Crisis and East Japan Earthquake: 

Ando and Kimura (2012) 
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Decomposition Analysis: GFC 
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3. Simulation analysis with the 
Geographical Simulation Model 

• The speed of recovery matters: temporary and 
permanent shocks 

• In East Asia, enhancing connectivity is a 
powerful tool for recovery. 

– E.g.1: The East Japan Earthquake (Isono and 
Kimura (2011)) 

– E.g. 2: Thai flooding (Isono and Kumagai (2013)) 
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Source: Isono and Kimura (2011). 
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Source: Isono and Kimura (2011). 
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Source: Isono and Kimura (2011). 
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Economic Impacts of MIEC, NSEC and Soft 
Infrastructure Development (2020)  

Economic Impacts of the Flood (2020)  
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4. Policy implication 

• Although production networks may work as 
shock transmission channels, they also 
enhance stability and resiliency in economic 
activities. 

• The speed of recovery matters in order to 
avoid negative permanent effects. 

• It is effective to take advantage of production 
networks for strong recovery by enhancing 
connectivity. 
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