Trade Liberalization and Labor
Market Dynamics
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The author develops a structural dynamic equilibrium
model of the Brazilian labor market, and uses this
model to simulate the impact of trade liberalization in
the high-tech sector.

The model features four sectors (plus a non-productive
“residual” sector), and three factors of production.

Workers earn sector-specific wages based on their skill level,

age, and experience in the sector, along with person-specific
shocks.

Cost of moving between sectors due both to wage change and
mobility costs.



* Paper is similar in sprit to Artuc, Chaudhuri and
McLaren (2010), but obtains much smaller cost of
mobility.

1.4 to 2.7 times annual average wages compared to 50 times
average annual wages for Brazil.

The authors model allows for heterogeneity among workers,
including the importance of sector-specific experience.



This is an extremely important topic!

The author has developed an impressive model and
estimation strategy, and has carefully explained the
choices he has made throughout the project.



» Male, more educated and older workers attach higher values to the Residual
Sector (have higher reservation wages).

*Costs of mobility from the residual sector are extremely high (around 12); the
model estimates a high variance to explain frequent movements into and out
of the residual sector.
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The informal sector accounted for over half of all jobs
in Brazil during this time period, and about 40
percent of GDP.

Consider the Following Figures from Bosch, Goni-
Pacchioni, and Maloney (2010), who found that trade
liberalization accounted for a 1 percent of the increase
in informal sector between 1983 and 2002.
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Figure 3: Effective Tariff Protection and Import Penetration
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Note: Figures correspond to weighted averages of all industrial sectors (with weights given by the size of each
industnal sector). Tanffs (left axis) are obtained from Kume et al. (2003) for 1987-1998; Pinheiro and Bacha de
Almeida (1994) for 1983-1986. Imports penetration (right axis) corresponds to weighted imports/consumption by
industry and are obtained from Muendler (2002) for 1987-1999; Pmheiro and Bacha de Almeida (1994) for 1983-
1986; Nassif and Pimentel (2004) for 1999-2002




There is a large literature studying the gap between
skilled and unskilled workers, and I think it may be
worth discussing that gap more in this paper.

Model assumes that the sector-specific returns to experience
are the same across all skill-levels. Is this a valid assumption?

Costs of mobility between sectors highest for high-skill workers
(high school graduates and above).



The author conducts simulations regarding the

impact of retraining programs, in which participants
gain sector-specific skills.

Table 18: Welfare Changes (in %) of Workers Who Were Emploved in HT Manufacturing The Year Befor

The Shock - Different Labor Market Policies

No Policy Retraining 1 Retraining 2 Moving Subsidy 1

Moving Subsidy 2
Overall R 1) r A 3.6 .9 6.1
By Demographics
" O Unskilled 6.4 6.3 16 194 1.3
Old Skilled 10.7 9.4 6.8 0.7 7.9
Young Unskilled 5.4 2.3 19 £.0) 1.9
Young  Skilled 10.3 N.1 0. 0.3 N.4
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