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ABSTRACT

We look at the natural experiment represented by the Brazilian trade liberalization from the early 1990s to study
the effect of increased competition in the market for final goods on the racial wage gap. We focus on local labor
markets as the unit of analysis and use the initial structure of employment to calculate the relevant tariff reduction
from the perspective of each local labor market. We show that the conditional racial wage gap fell more between
1991 and 2000 in regions associated with larger reductions in tariffs, or, in other words, in regions that expe-
rienced larger increases in exposure to international competition. A reduction in tariffs equivalent to the average
observed in the sample was associated with a reduction in the racial wage gap of 18%. Our results are broadly
consistent with theories of employer discrimination that predict that reductions in pure economic rents should
lead to reductions in labor market discrimination.
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1. Introduction

This paper uses the Brazilian trade liberalization episode from the
early 1990s to test whether increased competition in the market for final
goods is associated with reduced wage differentials between blacks and
whites in the labor market. Brazil implemented a major unilateral
reduction in import tariffs between 1990 and 1995. We analyze whether
local labor markets that experienced relatively larger increases in expo-
sure to international trade also experienced relatively larger reductions
in the conditional wage gap between black and white workers. As
Topalova (2010) and Kovak (2013), we focus on local labor markets as
the unit of analysis and use the initial structure of employment to

calculate the relevant tariff reduction from the perspective of each local
labor market. We then look at the impact of this exogenous change in
exposure to foreign competition on the conditional racial wage gap, using
an approach inspired by Charles and Guryan (2008). By combining these
two strategies, we show that the increased exposure to foreign compe-
tition across Brazilian local labor markets was associated with a perma-
nent decline in the wage differential across races.

Theories of taste-based employer discrimination predict that higher
competition in the market for final goods should lead to lower discrim-
ination against minorities in the labor market (see Becker, 1957, or the
more recent treatment by Ederington and Sandford, 2016). This impli-
cation comes from the fact that discrimination in the labor market
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