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Abstract This paper provides first firm-level evidence of the links between income inequality and the patterns of trade and export prices. We identify a mechanism behind these links, and propose a model relating product quality, prices, and the distribution of income. Theory suggests that a more unequal distribution of income leads to higher average prices, which is explained by the average product quality consumed by different income classes. We test the theory using detailed data for Brazilian manufacturing exporters, and establish new stylized facts. We find that the destination countries’ first and second moment of the income distribution are important determinants of export prices. Controlling for income per capita, prices are systematically higher in more unequal countries. This result holds only for differentiated goods, and in particular for varieties with high vertical differentiation. We discuss competing explanations to the quality hypothesis and address several issues not mentioned in the firm-price literature before. Results reveal that, while differentiated goods confirm the predictions from trade models incorporating nonhomothetic preferences, homogeneous goods follow a different pattern. Key-words: exports prices, income distribution, within-firm price variation. JEL classification: F1, L1.
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