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Comment

Cristina Terra: In this paper, Krivonos and Olarreaga investigate the impact

of world sugar prices on labor income in Brazil. This is a relevant question

for Brazil, given that the country is a major sugar producer and the protection

of the sector in developed countries keeps its international prices artificially

low. This paper is a step forward in assessing the impact on Brazilian work-

ers of a decrease of the price distortion in this sector.

The paper starts with a very interesting and thorough description of the

sugar sector in Brazil, and it then performs an empirical exercise to assess the

impact on labor income of a 10 percent increase in sugar prices, based on a

three-step procedure. First, the authors estimate the effect of world sugar

prices on domestic prices through the estimation of the cointegration rela-

tionship between international and domestic sugar prices. They also investi-

gate the dynamics around the long-run relation using an error correction

model. Second, they estimate the influence of domestic sugar prices on

employment and on wages using the Heckman selection model to correct for

the fact that wages are observed only for those employed. Finally, the coeffi-

cients estimated in the first two steps are used to compute the impact of a 

10 percent increase in international sugar prices on workers’ income in Brazil.

They conclude that a rise in international sugar prices would increase house-

hold income, and this rise is homogeneous across income quintiles.

The authors present an interesting interpretation of the results of the Heck-

man model with respect to the interaction term between years of schooling

and sugar prices: its impact is positive on wages and negative on employ-

ment. Hence, after an increase in sugar prices, more educated workers should

experience higher wages, whereas the less educated should face higher

employment. The authors argue, in a neat and simple way, that the different

effects on skilled and unskilled labor may be explained by a difference in the

labor supply elasticity between those two types of labor. If the labor supply

for skilled labor is relatively less elastic than that of unskilled labor, then the
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impact of an increase in labor demand would be stronger on wages among

skilled workers, whereas for unskilled workers, the larger impact would be

on employment. They suggest that such a difference in supply elasticities

may also explain the more general empirical finding in the literature that

wage inequality rises in developing countries following trade liberalization.

In the case of Brazil, this may be true for the sugar sector, but not for the econ-

omy as a whole. Gonzaga, Menezes-Filho, and Terra show that the Brazilian

trade liberalization in the 1990s brought about an increase in the relative

wages of unskilled labor, in contrast to the evidence found for other develop-

ing countries.1

In the final step of their empirical analysis, the authors decompose the

impact of an increase in sugar prices on household income into wage and

employment effects. Interestingly, workers in the top income quintiles would

experience a relatively larger wage increase and a fall in employment, while

low-income workers would see employment rise. This is compatible with the

result mentioned in the previous paragraph, presuming that workers in higher

income quintiles are, on average, more educated. According to the results of

the Heckman model, sugar prices have a positive direct impact on employ-

ment, and the interaction of sugar prices with years of schooling has a neg-

ative coefficient. Hence, employment can be expected to increase on average,

with a smaller rise or a fall for the top quintile. The opposite is true for wages.

It is quite surprising that wage and employment effects work in opposite

directions across income quintiles in such a way that the overall income

effect is practically the same across them.

It would be interesting to explore the regional dimension of these results.

Brazil is a very unequal country both at the individual level and in its geo-

graphical distribution. Fally, Paillacar, and Terra present evidence of a strong

correlation between market access and regional wages in Brazil.2 The empir-

ical results in this paper show that the pass-through from international to

domestic sugar prices is quite different across states, which suggests a differ-

ential impact on labor income across regions. I wonder what would be the

impact of an increase in international sugar prices on regional inequality.

Despite the neat empirical results of the paper, the wage and employment

effects captured there may not have been generated by sugar price changes.

The price of sugar is correlated with the price of other agricultural commodi-
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1. Gonzaga, Menezes-Filho, and Terra (2006).

2. Fally, Paillacar, and Terra (2008).
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ties, and they have experienced an overall increase over the time period

studied in this paper. It is therefore possible that sugar prices are actually cap-

turing the effect of commodities prices. Further research should try and dis-

entangle these effects, to establish more clear-cut evidence that sugar prices

have an independent and relevant impact of their own, in addition to that of

overall commodities prices.
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