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Abstract

The Brazilian government has been pushing for changes to the United States’ extensive barriers to
ethanol imports. However, removing these barriers would have uncertain consequences for the envi-
ronment and regional development in Brazil. Regarding the environment, the expansion in sugarcane
production required to produce more ethanol could lead to greater deforestation. In terms of regional
development, greater sugarcane production could be a boon to the poorer, rural parts of Brazil; but at
the same time, wealthier regions of Brazil could expand production more rapidly, actually reinforcing
regional inequality. This paper addresses these two issues by developing and estimating a general equilib-
rium model of regional agricultural and labor markets. The model allows for labor supply responses on
both an extensive margin (choice of sector and region of work) and an intensive margin (choice of hours).
Heterogeneity in land quality underlies land use decisions. I estimate the model using data covering the
last 20 years, including rich household survey data, region-level data on production and land use, and
data on the prices of key goods. I then use the estimates to simulate the general equilibrium effects of
a change in US import barriers. I find that the threat to forests is minimal. The greatest expansion in
sugarcane cultivation occurs in Sao Paulo, away from the most environmentally sensitive areas. Con-
cerning the regional development issue, I find that the ethanol expansion leads to a significant rise in
expected wages in all regions, with some of the largest proportional increases in very poor regions. Still,
the gap in expected wages between wealthier and poorer regions does not close in general. Most of the
earnings gains accrue to workers who were already working in sugarcane prior to the policy change. In
part because of this, within many regions wage inequality actually increases somewhat.
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