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Backward versus Forward Integration of Firms in
Global Value Chains

Abstract:

The international division of production along with firm boundaries that reach beyond national borders
has important implications for the geography of asset ownership. This paper seeks to understand the
forces that determine the geography of asset ownership in global value chains. We augment a standard
model of vertical integration rooted in the property-rights theory and derive four channels of influence for
the international geography of asset ownership: the relative investment intensity of sectors and countries;
the relative density of markets; the relative reliance on and importance of supplying and producing
country-sectors; and the relative importance of fixed integration costs. We confirm the relevance of these

determinants for the observed geography of asset ownership in a large panel of worldwide directed

ownership linkages.
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