Seminario de M acroeconomia — Financial
development, informality, and misallocation

Seminario de Macroeconomia— Financial development, informality, and misallocation
Resumen:

In this paper, we analyze the relationship between financia development and informality. Using Enterprise
Surveys (WBES) data, we find a negative correlation: economies with higher financial development exhibit
lower informality rates. To rationalize these observations, we propose a theoretical model where firms are
subject to afinancial friction and endogenously choose formal and informal labor. The financial frictionisa
correlated distortion, so higher financial development reduces misallocation and benefits more productive firms.
This leads to increased labor demand, productivity-enhancing investments, and positive effects on aggregate
welfare and production.
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