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Abstract: The high level of informality and the low level of savings observed in developing countries are
fundamentally linked because informal workers have limited access to formal financial institutions. We study
this link by developing and estimating a labor market model where workers can be employed both formally and
informally and agents can save through both formal and informal financial institutions. We estimate the model
on Colombia and use it to simulate counterfactual experiments. Results show that the interaction of working and
saving informally reduces savings: If full financial access were guaranteed to informal workers, net monthly
savings would increase by 17%.
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