Consumers value quality (λ) and maximize a CES utility function over available varieties Ωυ:
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Υ = Ωυ [λ(υ)q(υ)] ε-1 ε ε ε-1
Production of each variety υ requires the completion of a continuum of tasks u, indexed by their remoteness from final demand (upstreamness), using a CES aggregator:

q = θ U M U X x(u) σ-1 σ du + q σ-1 σ M ρσ σ-1

Model

Consumers value quality (λ) and maximize a CES utility function over available varieties Ωυ:

Υ = Ωυ [λ(υ)q(υ)] ε-1 ε ε ε-1
Production of each variety υ requires the completion of a continuum of tasks u, indexed by their remoteness from final demand (upstreamness), using a CES aggregator:

q = φ λ -γ U M U X x(u) σ-1 σ du + q σ-1 σ M ρσ σ-1
Producing higher-quality goods is harder (0 ≤ γ < 1) and incurs fixed costs λ α .
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Υ = Ωυ [λ(υ)q(υ)] ε-1 ε ε ε-1
Production of each variety υ requires the completion of a continuum of tasks u, indexed by their remoteness from final demand (upstreamness), using a CES aggregator:

q = φ λ -γ U M U X x(u) σ-1 σ du + q σ-1 σ M ρσ σ-1
Producing higher-quality goods is harder (0 ≤ γ < 1) and incurs fixed costs λ α . Firms choose the quantity (q M , x(u)) and processing level (U M , U X ) of inputs they purchase and produce in-house, and the quality of output (λ) that maximize their profits:

π = pq -p M q M + U M U X [c(u)x(u) + F (u)] du + λ α Agbekponou • Cheptea • Latouche
Quality upgrading and firms' position in GVCc 5 / 17

Under reasonable assumptions:

mild decreasing returns to scale ρ > σ-1 σ relatively small variable & fixed costs of in-house produced inputs

c(u)x(u) p M q M , F M p M q M
Quality upgrading (λ > 0) leads to:

1 the purchase of more upstream inputs dU M dλ > 0 the production of more downstream goods dU X dλ < 0 ⇒ larger span of production stages performed by the firm

d(U M -U X ) dλ > 0 
2 an increase in variable & fixed costs, input purchases, and value added; a negligible effect on profits. Upstreamness of exports:

U X f = r X fr X f

Ur

Upstreamness of imports: Upstreamness of exports:

U M f = r M fr M f Ur Involvement in GVCs: GVC f = U M f -U X f (
U X f = r X fr X f

Ur

Upstreamness of imports: Decomposition of sector-level upstreamness Retrieve firm-specific quality:

U M f = r M fr M f Ur Involvement in GVCs: GVC f = U M f -U X f (
∆U M t = f ∈Ξ M t M ft Mt • U M ft - f ∈Ψ M t M f ,t-1 M t-1 • U M f ,t-1 + f ∈Γ M t M f ,t-1 M t-1 • ∆U M ft + f ∈Γ M t ∆ M ft Mt • U M ft ∆U X t = f ∈Ξ X t X ft Xt • U X ft starting firms - f ∈Ψ X t X f ,t-1 X t-1 • U X f ,t-1 stopping firms extensive margin + f ∈Γ X t X f ,t-1 X t-1 • ∆U X ft ∆upstreamness + f ∈Γ X t ∆ X ft Xt • U X
-Estimate price-adjusted quantities with firm-year FE and country-product FE: ln q fjkt + ε k ln p fjkt = FE ft + FE jkt + e fjkt -Standardize estimated firm FE: Four measures of firm quality: ⇒ Non significant effect of productivity on firms' upstreamness and involvement in GVCs.

Q ft = FE ft -FE ft SE FE ft
       Q ft Q1 ft Q2 ft Q3 ft Q ft 1 Q1 ft 0.
⇒ Higher-quality firms import more upstream inputs and export more downstream products. perform a larger span of in-house production stages.

Reverse causality between quality and GVCs position 

Firm quality and productivity

Firm's quality is weakly correlated to productivity (< 0.10).

Productivity positively affects quality 
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+ 3

 3 alternative ways to obtain firm quality quality Agbekponou • Cheptea • Latouche Quality upgrading and firms' position in GVCc 11 / 17 ln q fjkt + ε k ln p fjkt = Controls (FE) + e fjkt and price elasticities ε k estimated by Fontagné et al. (2022) at the HS 4-digit level. ⇒ relative quality of the firm in a specific product-destination market: ln λ fjkt = e fjkt ε k -1

ConclusionQuestion:

  How product quality affects firms' position in GVCs? Approach and results: Extend Chor, Manova and Yu (2021) to include firms' decision on product quality: ⋆ Quality upgrading ⇒ a larger span of in-house production stages and ⇒ an increase in firms' costs and value-added Prediction on GVC position confirmed by data on French agri-food firms Similar results with different quality measures Controlling for reverse causality yields a stronger effect No effect of GVC position on firms' costs, value added, and profits To do list: Control for reverse causality between productivity and position in GVCs Alternative ways to measure firm productivity Explain the absence of an effect of GVC position on firms' costs and value added Check model predictions with a Cobb-Douglass production function Agbekponou • Cheptea • Latouche Quality upgrading and firms' position in GVCc 15 / 17

  

⇒

  IV estimates: instrument quality by the change in foreign demand for firms' products.

		First stage		Second stage	
		Quality	U M ft	U X ft	GVC ft
	Instrument	0.0309 * * *			
		(0.0092)			
	Quality		0.2038 *	-0.1761 * *	0.3799 * * *
			(0.1120)	(0.0731)	(0.1293)
	ln Productivity	0.0360	-0.0088	0.0203	-0.0291
		(0.0422)	(0.0215)	(0.0144)	(0.0248)
	Firm size				
	small	reference	reference	reference	reference
	medium	-0.0196	0.0468	0.0141	0.0327
		(0.0705)	(0.0332)	(0.0185)	(0.0370)
	large	-0.1779	0.0956	0.0024	0.0932
		(0.1364)	(0.0673)	(0.0269)	(0.0714)
	Fixed effects	firm, industry-year		firm, industry-year
	Observations	4,845	4,845	4,845	4,845
	R 2	0.721	0.847	0.862	0.799
	F-stat	11.3938			
	Endogeneity test		2.901 *	5.519 * *	7.673 * *
	p-value		(0.0885)	(0.0188)	(0.0056)
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Data

Data on French agri-food firms: 2000-2018