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RESEARCH QUESTION

It is well known that richer countries ex-
port higher quality (Schott, 2004)

Yet, when analyzing comparative advan-
tages, we typically assume that product

KEY RESULTS AND IMPLICATIONS

Quality differentiation supports a ‘nested- Implications

ness’ pattern of international specialization e Leads to a censored regression model to es-
timate the link between a country’s GDP
per capita and the quality of its exports
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STYLIZED FACT ECONOMIC ENVIRONMENT AND MAIN MECHANISM

Industrialized countries are active across

e Ricardian model with many countries that
the full range of products while developing differ in their skill level » and many prod-
countries specialize in ‘simpler” products ucts that differ in their complexity i (based
- on Costinot, 2009)

e Comparative advantages rooted in a com-
plementarity between a country’s skill and

e Firms take ¢ as given and endogenously
choose quality ¢

e For a given product, quality differentiation
allows firms to tailor their output to better
match the skill levels of their workforce

e Quality differentiation subject to functional
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DETAILS

Box-size-quality preferences

o({o ([ wwn)} )

CRS production technology

i, = f(r,0(i,q))L(r)
Optimal quality maximizes productivity
in quality-adjusted terms

qi(r) := argmax qf(r,o(i,q))
qg=>1

Key assumptions
QO Complementarity between skills and

—

Products differ in complexity:
# of tasks in O-ring production process

Products differ in complexity:
# of tasks in O-ring production process

EMPIRICS

e According to theoretical model: country is
competitive for a product itf it can produce
at preferred quality

e Censored regression model
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CoOMP. ADVANTAGE

e Comparative advantages driven by pro-
ductivity in quality-adjusted terms
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qi(r) is increasing in r () ), decreasing in ¢

(@), i.e. in country r all products i < i(r)
can be produced at ‘preferred quality’
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Mean Bln(GDP/cap)

Share 61n(GDP/cap) POS.

hare B, (apP/cap) POS- at 5%
hare B, (gD P/cap) POS- at 1%

hare B, (GDP/cap) NEG- at 5%
Controls
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EQUILIBRIUM WITH o (i, q) = 1q

GAINS FROM TRADE

With sufficient skills: country r competi-
tive for all products i < i(r)

Highest skilled countries with i(r) > i
competitive for all products

— Same relative price of imported
goods as under autarky

— No gains from trade for highest
skilled countries

e (Gains from trade inversely related to r

¢ With no functional minimum-requirements,
production is always at preferred quality,
i.e. there are no comparative advantages

e Unique equilibrium wage (w, = 1)
w, =q¢(r)Vr € R
N gi(r)f(r,o(i,q
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qi(r): preferred quality

e With functional minimum-requirements
same equilibrium wage it sufficient skills
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e FHach country competitive for all products
that it can produce at preferred quality
i < i(r)

e i(r) increasing = ‘nestedness’
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