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The Impact of English Proficiency on Global Value Chains Upgrading and
its Threshold Effect

Liao Chun' Zhang Weiguo® Fan Zijie®
(1. School of English for International Business, Guangdong University of Foreign Studies,
Guangzhou 510420, P.R.China;
2. The Center for Economic Research, Shandong University, Jinan 250100, P.R.China;
3. Institute of African Studies, Hunan University, Changsha 410079, P.R.China)

Abstract: lLanguage differences have been identified as a significant impediment to international
trade, emerging as a prominent yet often unacknowledged non-institutional trade barrier.
Consequently, the dissolution of language barriers is imperative for the facilitation of international
division of labor. In the context of contemporary global value chains (GVCs), nations with disparate
cultural heritages engage in different stages of the same product’s production, thereby necessitating
an escalated linguistic demand for each nation due to the increased frequency of interactions and the
dissemination of information within a more intricate linguistic milieu. The advent of lingua franca has
effectively dismantled linguistic barriers within GVCs, thereby establishing a production network
centered on a particular lingua franca. However, countries with inadequate lingua franca proficiency
would incur supplementary expenses for lingua franca education. Conversely, countries whose
official language is employed as an international lingua franca are exempt from these expenditures
while concurrently reaping the advantages engendered by the adoption of the lingua franca. This has
resulted in a significant disparity in transaction costs among different countries. In this sense,
countries with high lingua franca proficiency {requently occupy the upstream position in the GVCs,
due to reduced communication expenses. In contrast, countries with low lingua franca proficiency
often remain in the downstream position.

Based on the OECD-ICIO database, this paper utilizes panel data from 59 countries from 1995
to 2018 to empirically assess the impact of a nation’s proficiency in English as a lingua franca on its
GVCs upgrading. We find that enhancing a nation’ s English proficiency can play a pivotal role in
facilitating its GVCs upgrading. However, this effect demonstrates a certain threshold, indicating
that the enhancement of English proficiency can only substantially contribute to the GV Cs upgrading
when the percentage of English speakers within a nation exceeds 32%. Furthermore, the GVCs
upgrading effect of English proficiency is more pronounced in developed countries or those with high
and moderate English proficiency. As a nation’s GV Cs position ascends, the GVCs upgrading effect
of English proficiency concomitantly amplifies. The enhancement of English language proficiency
has been identified as a primary catalyst for a nation’s integration into the GVCs. This enhancement
leads to a reduction in communication costs, an acceleration in technological innovation, and a
diversification of imported intermediate goods.

This paper, an in-depth study of language and intra-product trade, underscores the pivotal role
of non-institutional factors in shaping the GVCs. It offers novel and pragmatic solutions for non-
English developing countries seeking to transcend the “low-end locking” phenomenon and ascend to
the higher echelons of the GVCs. This is of particular relevance to China’s endeavor to enhance its
position within the GV Cs.

Keywords: Global value chains position; Lingua franca; English proficiency; Low-end locking
effect; Informal institution
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