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In 2012, the Colombian Congress approved a law that reformed the way royalties were 

transferred to municipalities, which aimed at redistributing those resources among all 

municipalities, compensating those more underdeveloped, so that they could fund their main 

basic unsatisfied needs. We assess the effects on formal employment, of a subset of these 

royalties that are transferred to municipalities by means of the Royalties Compensation Fund, 

RCF, seeking to progressively redistribute among all municipalities, a share of the royalties 

generated from the exploitation of nonrenewable resources.  The  targeting  of  these  royalties,  

aimed  at  

benefiting municipalities under a specific poverty cutoff, allowing us to identify its effect on 

employment  by  means  of  a  regression  discontinuity methodology.  We  use  these  royalty 

transfers to municipalities, and detailed administrative data containing all formal employees in  

Colombia,  and  find  positive  and  significant  effects  of  these  royalties  on  formal 

employment,  mainly  in  the  sectors  of  financial  intermediation,  real  estate,  the  union  of 

industry and commerce, and to a lesser extent, on agriculture. A one percentage point increase in 

the level of royalties would increase in 0.78-1.0% formal employment. This is equivalent to say 

that investing nearly 2 monthly minimum wages  per year of these royalties, would leverage  

investment  resources  of  nearly  8  minimum  wages  per  year  per  new  formal employment  

generated.  These  results  are  robust  to  several  specifications  regarding  the nonparametric  

estimation  and  the  control  variables  included.  Furthermore,  we  find  that royalties coming 

from the RCF increased the amount of resources supporting subnational investment projects 

without reducing the amount of other sources of funding, in particular, of the municipalities’ own 

resources. Finally, we find that the transfers of royalties coming from the RCF did not affect the 

municipalities’ fiscal effort, keeping their own tax earnings collection unaffected.


