
Working Paper No. 844
Keep in mind

La serie Borradores de Economía es una publicación de la Subgerencia de Estudios Económicos del Banco de la
República. Los trabajos son de carácter provisional, las opiniones y posibles errores son responsabilidad
exclusiva del autor y sus contenidos no comprometen al Banco de la República ni a su Junta Directiva.

Autor o Editor
Leonardo Fabio Morales
Lina Cardona

Using data from Medellín, second largest city in Colombia, we asses in this paper how a set of neighborhood
characteristics determines wages and labor supply for workers in the city. We use GIS data to construct
measures of the quality of environments where workers live. This paper focuses in the impact in labor supply
and wages of the following set of characteristics: availability of public transportation, crime levels and density of
economic activity. The empirical methodology consist of the estimation of linear equations for wages and worked
hours, and we control for the selection of individuals into the neighborhoods they are observed. In order to do
this we estimate in a ​first stage a probabilistic model of neighborhood selection from which selection correction
terms are obtained; these correction terms and included in the linear equations for wage and worked hours in a
second stage. In addition, we control for sample selection as well. We find that the endogeneity of the location
decision tends to overestimate the magnitude of the effect of neighborhood characteristics on labor market
outcomes. Nevertheless, the effect of some characteristics is still significant and important after we control for
the possibility of selection into neighborhoods.
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