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                    Abstract
Firms operating at the interface of global value chains (GVCs) and innovation systems (ISs) are expected to have better access to knowledge than their competitors, enabling them to learn at a faster pace. This article assesses if and how learning at the interface enables handicraft exporters in emerging economies to upgrade and deepen their capacities. Our conclusion from the analysis of three case studies is that craft exporters incrementally deepen their capacities, but only rarely upgrade. Quasi-hierarchical GVCs in combination with immature ISs are likely to lead to the selective deepening of capacities related to production processes, whereas relational GVC in combination with mature ISs may instead lead to the selective deepening of capacities related to products. The research findings also suggest that GVCs and ISs co-evolve in path-dependent processes. As a result, long periods of incrementally deepening the firms’ capacities are intertwined with occasional spurts of discrete upgrading.


Résumé
On attend des entreprises qui assurent l’interface avec les chaînes de valeur mondiales (CVM) et les systèmes d’innovation (SI) qu’elles aient un meilleur accès à la connaissance que leurs concurrents, ce qui leur permet ainsi d’apprendre plus rapidement. Cet article évalue si et comment l’apprentissage grace à ce contact permet aux exportateurs d’artisanat des économies émergentes de se mettre à niveau et d’approfondir leurs capacités. L’analyse de trois études de cas nous a permis de conclure que les exportateurs de produits artisanaux approfondissaient progressivement leurs capacités, mais ne les mettaient que rarement à niveau. Les CVM quasi-hiérarchiques combinées avec des systèmes d’innovation immatures risquent d’entraîner un approfondissement sélectif des capacités liées aux processus de production, tandis que les CVM relationnelles associées à des systèmes d’innovation matures peuvent conduire à un approfondissement sélectif des capacités liées aux produits. Les résultats de la recherche suggèrent également que les CVM et les SI co-évoluent selon des processus bien balisés. En conséquence, les longues périodes d’approfondissement progressif des capacités des entreprises sont étroitement liées à de soudaines mises à niveau occasionnelles et discrètes.
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	The reason is that most product innovations also demand process innovations. To shift out this secondary effect, the study asked if firms explicitly prioritise process innovations.
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Appendix 1
Appendix 1
The appendix offers additional regression models on product and process innovation.
Table 8 shows ordered probit regressions on product innovation in a step-wise manner. For the sake of robustness, we run four models: (1) a model with only the independent variables; (2) a model with independent and control variables, (3) a model with independent variables, control variables and interaction effects and (4) a model with significant factors only. The fourth model is shown in the main text, which also reports on marginal effects. In order to ensure robust results, we only report on factors which are significant in at least three of the models. To further the robustness of the findings, we run the model with different reference groups and cut off points. They show similar results, whereby the models using a low level of product innovation as reference group has the highest robustness. We opt to compare to a high level of product innovation (new to the world), as this is easiest to interpret.
Table 8 Probit regression on product innovationFull size table

Models 3 of Tables 8 and 9 offer the most complete analysis with all indicators and interaction effects. When all interaction effects are included, however, the models lack degrees of freedom, are over-fitting and have relatively many missing variables. We are therefore selective. As our conceptual framework depicts absorptive capacity as mediation variable, we add the interaction effects between absorptive capacity and indicators of the GVC/IS. Furthermore, it is likely that the location of firms in case studies interacts with control variables such as firm-size (for instance: being a large firm in Yiwu may increase odds of process innovation). We have run models with other potential interaction effects (i.e. interactions between indicators of GVCs, ISs and control variables), but these did not yield significant results.
Table 9 Probit regression on product innovationFull size table

The study findings show that various factors increase the odds of product innovation in three or more of the models. The location of a firm in a specific case study appears to have the most significant effect, as indicated by the relatively high marginal effects and significance. As expected, odds of product innovation also increase when the local firm brands its products itself (Gereffi et al. 2005). As also expected, a higher level of absorptive capacity also increases the odds of product innovation (Zahra and George 2002). Table 8 model 3 furthermore shows that absorptive capacity might interact with indicators of the GVC and IS. However, none of these interaction effects are robust and more research is needed.
Table 9 applies an ordered probit regression model in assessing the odds of process innovation. Using the same model enables comparability. We find that the model on process innovation is considerably weaker than that of product innovation (lower model strength and R2). The location of a firm in a case study also influences the odds of process innovation in the three models, but the results are weaker than those on product innovation. Other factors that increase the odds of process innovation are when the clients control brands and when firms are owned by foreigners (including foreign firms). In addition, the odds of process innovation are significantly higher when firms specialise in one market segment than when they produce products in most or all market segments (except when they produce leather or stone products). We find that most interaction effects do not affect the odds of process innovation.
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