CT-IT Graph Explained

Here is an explanation of the Baldwin and Forslid graph for the lecture on global value chains (GVCs). I simplified the graph from the original to make it more understandable but in doing so, I might have made it harder to understand. Let me give it a better try. 

CT Curve

Slope of the curve

The Coordination Technology (CT) curve is fairly easy to explain.  It is a cost curve and is upward sloping. As there are more stages of production (moving right along the x axis), the costs of coordination increase because more needs to be coordinated.  

Shift of the curve

[bookmark: _GoBack]When CT improves (advances in this technology) there is a downward/right shift of the curve.  The costs of coordination (y axis) fall for any given number of tasks (any point on the x axis).


IT Curve

Slope of the curve

The Information Technology (IT) curve is the one that needs a better explanation. This curve indicates the marginal benefit of increased specialization (due to IT use). The marginal benefit falls as more IT is used because of diminishing returns to specialization.  This explains why the curve is downward sloping. 

Shift of the curve

When there are new breakthroughs (advances, improvements) in IT, the curve shifts down/to the left. Each worker can do more tasks so the number of occupations falls (left along x axis).  With IT improvements, the marginal benefit of specialization falls and the number of occupations falls in equilibrium (where it intersects with CT). With more IT, each worker can do more tasks by him or herself and therefore there are fewer occupations.

Source
The Development and Future of Factory Asia
Richard Baldwin and Rikard Forslid, 28 June 2013
http://www.econ.hit-u.ac.jp/~cces/trade_conference_2013/paper/Richard_Baldwin.pdf
The graph is found on page 17, figure 12.
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