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ABSTRACT

In this paper, we use a linked employer-employee database from Brazil to examine the impact of trade
reform on the wages of workers employed at heterogeneous firms. Our analysis of data at the firm
level confirms earlier findings of a differential positive effect of trade liberalization on average wages
at exporting firms relative to non-exporting firms. However, the analysis of average firm-level wages
is incomplete along several dimensions. First, it cannot fully account for the impact of a change in
trade barriers on workforce composition, especially in terms of unobservable (time-invariant) worker
characteristics (innate ability) and any additional productivity that results from employment in a specific
firm (match-specific ability). Furthermore, the firm-level analysis is undertaken under the assumption
that the assignment of workers to firms is random. This ignores the sorting of workers into firms and
leads to a bias in estimates of the differential impact of trade on average wages at exporting firms relative
to non-exporting firms. Using detailed information on worker and firm characteristics to control for
compositional effects and allowing for the endogenous assignment of workers to firms due to time-invariant
firm-worker match-specific productivity effects, we find an insignificant differential effect of trade
openness on wages at exporting firms relative to domestic firms. We also show that workforce composition
post-liberalization improves systematically in exporting firms in terms of the combination of innate
worker ability and the quality of the worker-firm matches. Our findings confirm the importance of
labor market matching mechanisms in determining the effects of trade policy changes on wages.
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