
 
 
  
  
  
  
Download

  
  
Keep in mind

The series Working Papers on Economics is published by the Office for Economic Studies at the Banco
de la República (Central Bank of Colombia). It contributes to the dissemination and promotion of the
work by researchers from the institution. This series is indexed 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
República or its Board of Directors.

  
AUTHORS AND/OR EDITORS

  Becerra-Camargo, Óscar Reinaldo Morales-Zurita, Leonardo Fabio 

  
  

The series Working Papers on Economics contributes to the dissemination and promotion of the work by
researchers from the institution. On multiple occasions, these works have been the result of
collaborative work with individuals from other national or international institutions. This series is indexed
at Research Papers in Economics (RePEc). The opinions contained in this document are the sole
responsibility of the author and do not commit Banco de la República or its Board of Directors.

                               1 / 2

https://doi.org/10.32468/be.1297
/en/author-editor/becerra-camargo-oscar-reinaldo
/en/author-editor/morales-zurita-leonardo-fabio
https://repositorio.banrep.gov.co/handle/20.500.12134/5018


 
 

  
Publication Date:
Friday, 10 January 2025  

  
  

Abstract

This paper analyzes the effect of payroll taxes on the formal sector labor demand in the presence of
wage rigidity. In particular. We study the impact of a reduction of payroll taxes on the creation of formal
jobs in Colombia, where about 40 percent of formal-sector workers earn the minimum wage. Using a
reform that granted tax credits to firms hiring workers younger than 28 years of age, we obtain estimates
of the effect of payroll taxes on formal-sector employment and wages. We show that payroll tax
incidence is borne by formal-sector employers. The reduction in payroll taxes increased Formal-sector
employment and did not affect wages. Using the estimation results, we recover an estimate of the
elasticity of the formal-sector labor demand between ?0.53% and ?0.87%.

A 1% decrease in payroll costs would increase employment in the formal sector by
between 0.5% and 0.9%. This implication is specific to the Colombian context, where the
minimum wage is binding for a large portion of formal sector workers, making it likely that
formal labor demand drives these results.
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