/’gf’% Banco de la Reptiblica | Colombia

5

omos el banco central de Colombia

&

The Influence of Neighborhood Char acteristics on
Wages and Labor Supply in an Urban Context: The
Case of a Latin-American City

Working Paper No. 844 Keep in mind

The series Working Papers on Economicsiis published by the Office for Economic Studies at the Banco de la
Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the work by
researchers from the institution. This seriesisindexed at Research Papers in Economics (RePEC).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully responsible
for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein are those of
the authors and do not necessarily reflect the views of Banco de la Republica or its Board of Directors.

AUTHOR OR EDITOR Leonardo Fabio Morales Lina Cardona

Using datafrom Medellin, second largest city in Colombia, we asses in this paper how a set of neighborhood
characteristics determines wages and labor supply for workersin 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 individualsinto the neighborhoods they are observed. In order to do thiswe
estimate in afirst 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 characteristicsis still significant and important after we control for the
possibility of selection into neighborhoods.
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