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SERVICE SECTOR

n our first book of this series, on growth and productive transformation, we emphasize that the An-

dean Region is at a moment when making well-considered decisions becomes fundamental and indis-

pensable. Following the Paris Agreement, the world has embarked on a decarbonization agenda, the

implementation of which will be an especially complex undertaking. While the Andean Region faces great
challenges related to the energy transition, the region’'s countries will also be presented with opportunities
for initiating positive changes.

The consequences of the pandemic are added to this reality. Beyond the high costs in terms of loss of
human life and economic activity, the pandemic has structurally impacted the Andean Region. All these
challenges have arrived at a critical time. After growing at an average of 4.2 percent between 2000 and
2014, growth has decelerated and the long-term growth outlook is 2.9 percent, according to the Interna-
tional Monetary Fund.

In this context, the service sector as the main employer in the region emerges as a key domain in eco-
nomic reconfiguration. The proportion of employees working in trade and service sectors in the Andean
countries represents more than half of total employment. Furthermore, the tertiary sector tends to have a
higher participation of women.

Although the service sector accounts for more than 50 percent of GDP, it has very heterogeneous ac-
tivities and its contribution varies among countries, which is the first indication of the sector's challenges.
Second, the sector is characterized by its low productivity. Added to this are the heterogeneous impacts
of the crisis precipitated by the COVID-19 pandemic: some service subsectors were hit especially hard by
restrictive measures to contain the spread of the virus.

At the same time, there is the distinct possibility of increasing exports of knowledge-based services,
which would consolidate the Andean Region's position as a significant player in the international market.
Likewise, the tourism sector emerges as an essential component for sustainable development, leveraging
the region's rich biodiversity and unique geography. There is potential for an increase in the number of
visitors that in turn will deepen a vital revenue stream. The rise of digital-platform-based services presents
new opportunities, although the challenge of social security poses a crucial question in the transition to a
more digitalized and connected economy.
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The present work seeks to identify opportunities associated with the services sector in the Andean
Region. To develop a deeper perspective on the subject, the study focuses on three specific subsectors:
modern services exports, tourism, and work in the digital platform space. These subsectors play an import-
ant role in terms of growth potential and employment. Additionally, the issue of small- and medium-size
enterprises (SMEs) is addressed, given their widespread presence in the services sector.

This work from the Andean Group Country Department of the Inter-American Development Bank (IDB)
aims to contribute ideas for this reflection; it does not intend to be a comprehensive treatise on how to
confront the transition. The IDB has been making some recommendations on policy decisions that need
to be made in the sector. Additionally, some think tanks in the region have put forth ideas regarding this
path of transformation. The purpose of the present research is to complement these proposals.

This publication analyzes areas that can influence the performance of the services sector. It identi-
fies strategic priorities for boosting services exports as an opportunity to diversify the basket of export-
ed products and increase countries' resilience to external shocks. At the same time, critical cross-cutting
policies are highlighted. In particular, it is essential for countries to formulate, according to their contexts,
public policies to enhance formality. In this way, economic growth and the generation of quality employ-
ment can contribute to reducing the high informality in the Andean Region and improving productivity in
the services sector.

We hope that this serves as a source of dialogue on the role of the services sector in the productive
transition, and that it complements the IDB's actions to assist our member countries and collaborate in
achieving this common goal.

MIGUEL CORONADO HUNTER
Acting General Manager,
Andean Country Group Department
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SERVICE SECTOR

s is the case in other middle-income and developed countries, the tertiary sector is the

primary employer and income generator in the Andean Region. Thus, the proportion of

employees working in the trade and services sectors in Andean countries represents more

than half of total employment (Andrian & Manzano, 2023). In Colombia, 63 percent of work-
ers are employed in the services sector; this sector accounts for 52 and 55 percent of total employment
in Ecuador and Peru, respectively. Besides being the primary employer, unlike other sectors the tertiary
sector tends to have a higher participation of women. For example, in Bolivia and Colombia, women
make up 54 and 49 percent, respectively, of the tertiary sector workforce. Moreover, in sectors requir-
ing skilled labor, such as financial and insurance services, there is majority female participation in both
economies (55 percent in Bolivia and 58 in Colombia). Because of the substantial levels of employment
associated with the tertiary sector, it not surprisingly contributes more than 50 percent of GDP. How-
ever, the sector is marked by very heterogeneous activities, and its contribution to GDP varies between
countries (Figure 1.1). For example, trade and hospitality activities on average account for 12 percent of
GDP, with little variability between countries, while the contribution of financial, business, and real estate
activities ranges from 10 percent of GDP in Peru and Ecuador to 21 percent in Colombia.

The tertiary sector in the Andean Region (2019)
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® Public administration, defense, compulsory social security, education, social and health services,
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@® Wholesale and retail trade, repair of goods, and hotels and restaurants.
Transportation, storage, and communications.
Financial intermediation, real estate activities, business services, and rental services.

Source: CEPAL.

This chapter is based on Andrian and Manzano (2023).
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The Andean Region lags behind in service exports compared to the rest of the world, where services
have gained importance over the last decade (see Chapter 2). Technological and communication advance-
ments have enabled some services to be offered across borders with very few or no restrictions and for
new types of services to be created (Giordano & Ortiz de Mendivil, 2021). Over the past two decades, An-
dean countries have had a relatively stable participation of service exports in GDP, ranging from around
2 to 4 percent (Figure 1.2, left panel). When compared to other countries on the continent, it is observed
that the proportion of service exports in the GDP of Andean countries is low. For the Andean countries,
the average is around 3 percent, whereas for Latin America as a whole (excluding the Caribbean”) the av-
erage is 4 percent. In the Caribbean countries, services related to tourism stand out (Giordano & Ortiz de
Mendivil, 2021).” As a proportion of exports, services in the Andean Region represent about 13 percent of
the total (Figure 1.2, right panel).

Service exports in the Andean Region
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Tourism activity is the greatest catalyst for service exports, especially in Ecuador, where tourism gen-
erates over 60 percent of service exports. Service exports in Latin America and the Caribbean (LAC) are
concentrated in the "travel" category, which accounts for over 50 percent of total service exports, surpass-
ing the global average of 23 percent (Giordano & Ortiz de Mendivil, 2021). Additionally, during the peri-
od 2010-2019 transportation constituted a significant proportion of total service exports in all countries,
ranging from 20 to 25 percent. Moreover, the category of "other business services" is important in the
service exports of Colombia and Peru. Another category with a considerable proportion for the economies
of Bolivia and Peru is "insurance and pensions."

The Caribbean countries are the Bahamas, Barbados, Belize, Costa Rica, Dominican Republic, El Salvador, Haiti, Honduras, Jamaica, and
Panama.

Tourism is one of the main economic activities in Caribbean countries, which explains why service exports represent over 30 percent of
these countries’ total exports.
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The characteristics of the tertiary sector in the Andean Region explain
why COVID-19 had such a strong economic impact. In 2020, Bolivia, Co-
lombia, Ecuador, and Peru experienced annual contractions in their GDP
of -8.7, -7.0, -7.8, and -11.0 percent, respectively. A portion of the ob-
served contraction was due to the high level of informality and the weight
of the tertiary sector in their economies (Mejia & Pabon, 2023). It is worth
noting that the concentration of the Andean Region workforce in sectors
with high physical proximity (restaurants and retail trade) and greater in-
formality compared to other regions of the world hindered greater adap-
tation to teleworking (Salazar, 2022; Mejia & Pabon, 2023).

The pandemic has generated structural changes,” including spurring
the boom of the gig economy.” This refers to the exchange of labor for
money between individuals or companies through digital platforms
that actively facilitate coordination between providers and clients,
on a short-term basis, with payment being per task.® Thus, “not being
fixed workers, the business model of the Gig economy breaks with the
traditional work scheme.”” The integration of technology worldwide
has led to an increase in the penetration of jobs mediated by digital
platforms, which are characterized as temporary or consisting of specific
tasks and as not depending on an employer or the establishment of a
formal employment relationship. According to estimates by Anderson
et al. (2021), around 16 percent of residents in the US performed jobs
through platforms in 2021. Globally, Kassi et al. (2021) estimate that
around 14 million people actively work through online platforms, and
3.3 million do so full-time through platforms.

In the Andean Region, there has been an increase in platform-based

CHALLENGES AND OPPORTUNITIES

The proportion
of employees
working in the
commerce and
services sectors
in the
Andean countries
represent
more than half of
total employment.
In addition to being
the main employer,
unlike other sectors,
the tertiary sector
tends to have
a higher
participation
of women
than other sectors.

jobs. The Online Labour Laboratory at the University of Oxford and the International Labour Organization
(ILO) compile information on jobs performed through the major work platforms. This effort enables the
analysis of the evolution of this type of work in the countries of the region and its relevance globally. At
an aggregate level, the proportion of online jobs performed by residents of the Andean countries in the
global total increased from 0.65 percent in 2018 to 2.3 percent in 2021, with the greatest increase seen
in Venezuela, where in 2021 1.1 percent of all jobs were performed on the platforms studied (Figure 1.3).

See https://blogs.IDB.org/trabajo/es/economia-de-plataformas-y-pandemia-es-hora-de-una-mayor-coordinacion/ and https:/blogs.

worldbank.org/es/latinamerica/la-covid-19-acelera-la-adopcion-de-tecnologia-y-profundiza-la-desigualdad-entre.

The term “gig” originated in the United States and was initially limited to collaborative work in households. However, the advancement of
technology and the adoption of a new business model developed by companies based in the Silicon Valley have enabled the gig economy's
rapid expansion (https://blogs.IDB.org/trabajo/es/economia-de-plataformas-y-pandemia-es-hora-de-una-mayor-coordinacion/).

https://www.weforum.org/agenda/2021/05/what-gig-economy-workers/.

https://blogs.IDB.org/trabajo/es/gig-economy-el-nuevo-paradigma-para-la-generacion-de-ingresos/



https://blogs.iadb.org/trabajo/es/economia-de-plataformas-y-pandemia-es-hora-de-una-mayor-coordinacion/
https://blogs.worldbank.org/es/latinamerica/la-covid-19-acelera-la-adopcion-de-tecnologia-y-profundiza-la-desigualdad-entre
https://blogs.worldbank.org/es/latinamerica/la-covid-19-acelera-la-adopcion-de-tecnologia-y-profundiza-la-desigualdad-entre
https://blogs.iadb.org/trabajo/es/economia-de-plataformas-y-pandemia-es-hora-de-una-mayor-coordinacion/
https://www.weforum.org/agenda/2021/05/what-gig-economy-workers/
https://blogs.iadb.org/trabajo/es/gig-economy-el-nuevo-paradigma-para-la-generacion-de-ingresos/
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Proportion of total global online jobs in the Andean Region
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This process has accelerated, and the type of work performed has changed. For example, in 2018 the
main type of online work in Peru, Colombia, and Bolivia was related to editing and translation, in Ecuador
to software development, and in Venezuela to creative and multimedia work. By 2021, the primary area of
work for Peru, Bolivia, and Venezuela was the creative and multimedia sector, while for Ecuador and Co-
lombia it was software development.

There is limited information about platform economy work by locality in the Andean Region. Household
surveys, the main source of information on labor statistics, do not cover in detail the population working
through these platforms. In the case of the United States, according to Anderson et al. (2021), 16 percent
of the population had generated income from platform work at some point, with 7 percent doing home
deliveries, 6 percent performing errands or domestic activities, and 5 percent driving for specific appli-
cations. This type of information is not available for the Andean Region, but we mention later, these jobs
have become one of the main occupations for immigrants.

While the service sector is associated with a significant portion of the jobs in Andean countries, it exhibits
low productivity. In the cases of Colombia and Peru, the service sector accounted for over 60 percent of
employment in 2018, with a level of productivity that was between half and two-thirds of the economy's
average in each country.” Meanwhile, although agriculture plays a predominant role in Ecuador and Boliv-
ia, the weight of the service sector continues to be relevant in terms of job generation. However, in terms
of productivity, it remains below average (Figure 1.4).

Productivity is measured as value added per worker.
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Productivity and employment participation gaps by sector, Andean Countries 2018
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The productive reconfiguration of the region has led to the service sector's showing significant growth
in terms of its share of employment over the last 30 years, which has been accompanied by a decline in
productivity in some of its subsectors. For instance, in Colombia, Ecuador, and Bolivia, the trade sector has
seen an increase in its share of total employment by more than 5 percentage points, while the productivity
of the sector has contracted in these countries (Figure 1.5). In this regard, the growth in the level of
employment in the service sector and the increase in productivity in the agricultural sector (starting from
low levels) partly reflect a rural-urban reconfiguration of the region in recent years and help explain the
high weight of the service sector in these countries. This phenomenon has been analyzed in literature on
structural change at the international level (see, for example, Diao et al., 2017). In the Andean countries,
an examination of the sectoral dynamics of productivity in recent years shows that the performance of
the service sector in Colombia and Peru has consistently been below average. In Ecuador and Bolivia, it
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is observed that productive performance has declined over time compared to the averages for the two
economies as wholes. By comparison, in Asian countries the service sector has seen gains in both its share

of employment and labor productivity (Andrian & Manzano, 2023).

Changes in productivity and employment absorption by sector (1990-2018)
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The crisis generated by the COVID-19 pandemic affected economic sectors in the region heteroge-

neously, with some service subsectors being hit especially hard by restrictive measures to contain the
virus spread. Unlike previous crises, such as the international financial crisis, which presented demand
shocks that affected most sectors similarly, the pandemic created a supply crisis that had a marked dif-
ferential effect among sectors and even within sectors (Salazar, 2022). In this regard, while some activities
linked to the service sector, such as tourism and recreation, suffered a generalized shock and almost to-
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tal cessation of their activities,” other services were able to continue their
activities via remote work, thanks to advances in digitalization, as was the
case with knowledge-based service (KBS) exports (Gaya et al., 2023). An
example of this was the increase in online sales (ECLAC, 2021b).

Thus, employment recovery in the Andean Region countries has been
slower than economic activity recovery, though these countries have
shown significant recovery in job positions after the initial shock in 2020.
In the case of Colombia, although the tertiary sector regained nearly 0.7
million jobs between 2020 and 2021, it still had an average of 1.2 million
fewer occupied positions in 2021 compared to the level observed in 2020
prior to the onset of the pandemic, with trade and artistic activities being
the sectors with the greatest recovery gaps. Additionally, differentiation
by level of education is observed: individuals with higher levels of educa-
tion most rapidly recovered their job positions. The labor market in Peru

CHALLENGES AND OPPORTUNITIES

The productive
reconfiguration
of the region
has led to
significant growth
in the service
sector's share of
employment over

the last 30 years,
alongside a decline
in productivity
in some of its
subsectors.

shows a similar dynamic, with significant job recovery between 2021 and
2022 (2.2 million); however, a gap of around 0.820 million jobs remained
in the tertiary sector compared to 2019. Accordingly, the participation of
the tertiary sector in total employment declined between 2019 and 2021
(Figure 1.6). In the case of Bolivia,”” the country did recover regarding jobs
in most sectors, although, as in the previous cases, service subsectors
such as artistic and entertainment activities show a lag compared to lev-
els observed before the pandemic. Thus, the pandemic could have gen-
erated a productive reconfiguration among sectors and within the productive sectors of the economies of
the region.

The impacts of shocks on the trade, hotels, and restaurant sectors were much greater in LAC compared
to OECD countries. Ahumada et al. (2022) show that the impact of the COVID-19 shock in LAC generated a
negative effect of 2.8 percent on the productivity of the tertiary sector, 0.8 percent in the manufacturing sec-
tor, and 1.3 percent in the construction sector. In the case of Colombia and Peru (the Andean Region coun-
tries included in the estimation); these authors find that a large part of the effects identified for the entire
LAC sample were explained by the substantial declines in productivity experienced by these two countries.

One of the effects of the pandemic was the increase in the digitization rate of companies. There was
a noteworthy acceleration in companies' digitization in terms of their relationship with customers, supply
chains, and operations. This would imply an “advance” effect of about four years and an acceleration rate
of about seven years regarding the increased offering of digital products by companies (McKinsey & Com-
pany, 2020). However, the increased digitization was heterogeneous among companies. In this regard,
Cirera et al. (2021) find that larger and more-productive companies were most likely to adopt digital tech-
nologies and innovate in their products.

The future of the labor market in the Andean Region will be marked by a global process of technological
change and automation. According to Mejia and Pabon (2023), automation has led to a process of
occupational polarization, mainly affecting occupations with a high routine component and required skill

Ahumada et al. (2022) show that in OECD countries and Europe there were greater declines in manufacturing production in both 2009
and 2020, while in LAC the response in production was particularly strong in retail trade and construction in 2020.

Only urban areas were considered.
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levels in an intermediate range. This phenomenon will have a significant impact, especially in the labor
markets of Andean countries that have high levels of informality and low productivity levels. Additionally,
it is expected that women will suffer a greater impact than men, because the latter are more present
in occupations that are STEM (science, technology, engineering, and mathematics) related, which are
fundamental for future production processes. Mejia and Pabdn estimate that the proportion of employed
individuals with a high probability of being affected by automation in the medium term is more than half
(see Figure 1.6). In particular, along with agricultural-sector workers, those employed in the tertiary sector
(trade and services) would be the most affected. Similarly, Cazzaniga et al. (2024) find that occupations
such as salespersons and service workers are highly exposed to competition with artificial intelligence,
with the consequent risk of job loss.

Distribution of types of occupations at risk of automation (% of total employed for 2021)
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There are hurdles regarding access to and skills for the implementation of digital technologies. These
are particularly salient for smaller companies with lower levels of development (Cirera et al., 2021). Thus,
although SMEs also increased their levels of digitization, the net effect was an expansion in the digital
gap between companies. While the limited availability of information prevents the study of the behavior
of digitization in the business sector of the Andean Region, factors such as the high presence of SMEs in
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the industrial fabric suggest that this effect could have been significant in the region. In this regard, stud-
ies such as that of Ahumada et al. (2022) speculate that the different trajectories of the hospitality sector
throughout 2020 in LAC compared to the OECD and Europe may be partly explained by lower digitization
in LAC. Consistent with this, Katz et al. (2020) explore the consequences of low digitization in developing
countries in the face of COVID-19. Figure 1.7 shows Colombia near the highest-performing group within
developing countries, Ecuador and Peru in the average-performing group, and then Bolivia further behind.
In sum, countries in the region are far behind the most advanced in terms of digital ecosystem readiness.

Digital Ecosystem Development Index, 2018
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The competitiveness of SMEs and KBS critically depends on several factors (see chapters 2 and 3),
among which challenges such as information infrastructure, availability and cost of skilled labor, taxes,
regulations, intellectual property protection, and the business environment stand out (see chapter 2). Ad-
dressing these developmental challenges faced by Andean economies is crucial for increasing SME pro-
ductivity (see chapter 3) and improving the hospitality industry activity (see chapter 4).

Services activities'" with export potential and higher value-added require highly skilled human capital
(see chapter 2). Various studies have documented that in Latin America and the Andean Region, there
is a mismatch between the supply and demand for skills in the productive sector, which partly explains
the high levels of unemployment and low productivity in these countries (Bassi et al., 2012; De la Cruz et
al., 2020; Gontero & Novella, 2021). Considering the accelerated technological advancements that have
occurred in recent years, particularly in the service sector, there is a possibility that mismatches between
supply and demand in the labor market will intensify, affecting vulnerable workers more significantly (De

These include information technology infrastructure management, software development, information technology (IT) consulting,
specialized software for research activities, research and development activities, and business management services.
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la Cruz, 2020; Gontero & Novella, 2021) and the po-
tential for increasing service exports.

The service sector in LAC in general and in the
Andean Region in particular is characterized by a
high level of informality (Mejia & Pabodn, 2023). Al-
though informality has decreased over the years,
at an aggregate level more than 60 percent of total
employees on average are informal (Figure 1.8). In
Bolivia, around 90 percent of workers in the trade,
transportation, storage, and communications sec-
tors are employed informally (ECLAC, 2019). In Co-
lombia, the service sector had an informality rate of
around 48 percent in 2019 (DANE, 2019). In Ecua-
dor, informality in the trade and accommodation
services sectors exceeded 80 percent in 2019. Ad-
ditionally, in Peru more than 65 percent of workers
in the trade sector and nearly 80 percent of work-
ers in the restaurant and accommodation sectors
worked informally in 2019 (INEI, 2020). Among the

CHALLENGES AND OPPORTUNITIES

factors explaining the high informality are tax and regulatory reasons that make formal hiring expensive
and introduce distortions in labor markets or in the economic activity cycle (De la Cruz et al., 2020). It is
also worth mentioning that a poorly developed entrepreneurial sector and limited human capital in the
population contribute to low labor productivity and high informality.

See also https://blogs.IDB.org/gestion-fiscal/en/formalizacion-laboral-en-america-latina-y-el-caribe/
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Informality rate 2011-2019 (%)
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Jobs in the gig economy pose challenges for social security. These new jobs, which arise from the deep-
ening process of digitalization in countries, do not have the characteristics of an employment relationship,
are not equivalent to self-employment,”* and generally are not covered by labor laws. One of the main
disadvantages is that platforms do not take responsibility for the social and labor protection of workers.
Some platforms require workers to obtain their own insurance coverage, for example. Additionally, wom-
en are underrepresented in these jobs.

The pandemic accelerated the adoption dynamics in gig economy jobs. According to ECLAC (2021a), in
previous crises there was a transition from formal employment to self-employment. In the COVID-19 pan-
demic, the situation was such that informal employees were the ones most affected by restriction mea-
sures and other impacts of the pandemic, with the tourism sector being one of the most affected. During
the postpandemic period, one of the challenges that has arisen is that new jobs are concentrated in the
informal sector, with implications from a social and productive perspective. One of the challenges going
forward is for gig economy jobs not to further the precarization process of the labor relationship in the
Andean Region.

The gig economy is relevant in the region due to the large immigrant populations. Bahar (2020) high-
lights that these activities reduce entry hurdles and could accelerate the labor integration of migrants,
though the characteristics of these jobs must be considered. The gig economy can reduce labor charac-
teristics of immigrants over time. Working through platforms comes with a certain degree of flexibility that
other occupations do not provide and can allow immigrants to seek jobs that align more with their abilities
than traditional jobs. Although there is no detailed information, in many countries the employment rate of
immigrants through platforms is high. In the case of Argentina, as reported in Madariaga et al. (2019), 84
percent of Rappi employees and 65 percent of Globo employees were migrants, of whom 70 and 59 per-
cent, respectively, had higher education. In the case of Colombia, Jaramillo (2020) shows that 84 percent
of workers were men, mostly between 26 and 35 years old; 57 percent were Venezuelans; and 53 percent
had completed high school.

Although it provides flexibility, work on platforms, especially when based in a specific locality, implies certain conditions, for example
regarding attire and service price and that complaints are made directly to the platform and not to the service provider.
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The Andean countries have the potential to attract consumers
from around the world for the various goods and services that local
producers can offer. Despite the low dynamism in terms of growth and
global demand shown by the traditional services segment (Giordano &
Ortiz de Mendivil, 2021), the Andean Region has high tourism potential
(see Chapter 4). In its 2021 Travel and Tourism Development Index

Economic growth
and the generation
of quality
employment

(Uppink & Soshkin, 2021), the World Economic Forum ranks, among 117 are the main
countries, Bolivia, Colombia, Ecuador, Peru, and Venezuela 91st, 58th, pathways to reduce
73rd, 65th, and 108th, respectively. The poor ratings of these countries, high informality
despite their potential to attract tourists, could in the long run deter in the Andean
foreigners from visiting. The four countries in the Andean Region in Region

2020 had very good scores in terms of natural resources, ranking within and improve

the 80-100 percentile (World Economic Forum, 2020). However, in productivity.

terms of safety and infrastructure, they were in the lowest percentiles,

that is, their performance was poor. To improve the competitiveness of

this economic activity, it is necessary to improve the low scores in areas such as business conditions
and environments, safety, and protection, which are largely very low due to crime rates (Uppink &
Soshkin, 2019). Public-private partnerships (PPPs) can contribute to improving infrastructure; if this is
achieved, the environment will be much more conducive to attracting travelers from around the world
and boosting the tourism sector.

Economic growth and the generation of quality employment are two of the main ways to reduce the
high informality in the Andean Region (see Chapter 5) and improve productivity. However, it is essential
for countries to formulate, according to their contexts, public policies to stimulate formality and reduce
labor market dysfunctions (De la Cruz et al., 2020). For this, it is of utmost importance to understand
the different types of informality that may arise. Labor flexibility policies could help to reallocate jobs
to more-productive activities, although the effect of such policies on less-productive workers should be
considered. Furthermore, policies such as the introduction of simplified taxation schemes, the creation
of job training programs, and greater efficiency in social spending to support greater accumulation of
human capital in the population can all play a part. Reducing taxes and social security contributions,
implementing simplified taxation schemes, and reviewing legal requirements can incentivize the formal
hiring of workers. Finally, strengthening the supervisory capabilities of authorities and permitting great-
er flexibility in formal employment should be prioritized (Cardenas et al., 2021).

Service exports represent an opportunity to diversify the export product basket and increase coun-
tries' resilience to external shocks." This is particularly true for the Andean countries, where depen-
dence on raw material exports impacts growth, external, and fiscal accounts. In fact, during 2020, while
exports of traditional services fell by an annual 28 percent on average for the Andean Region, KBS ex-
ports increased by 2 percent.

Despite the diversity of sectors within the service sector, it can be characterized as generally labor-in-
tensive. In this regard, Giordano and Ortiz de Mendivil (2021) show that service exports have a higher

See chapter 2 and Giordano and Ortiz de Mendivil (2021).
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domestic content than goods exports, so that a greater portion of the income remains in the exporting
country. In LAC, the domestic value added of services represents 92.1 percent of the total, while in man-
ufacturing it stands at 77.7 percent (Giordano & Ortiz de Mendivil, 2021).

Finally, the diversity of sectors within the tertiary sector, the challenges posed by digitalization, and
independent work require an immediate effort to improve tertiary sector statistics.

The following chapters address the various issues in more detail. Chapter 2 examines the challenge
of increasing service exports. In Chapters 3 and 4, through the use of case studies the challenges of
SMEs in the tertiary sector are addressed on the one hand, and the tourism sector is discussed on the
other. Lastly, Chapter 5 analyzes the challenges of independent work.
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nowledge-based services (KBS) are services that heavily rely on
high technology” and/or require skilled labor to leverage techno-
logical innovations (Rozemberg & Gaya, 2019; OECD, 1999).” KBS
have gained relevance in the Andean economies over the last
decade and have shown better export performance in those countries than
in the rest of Latin America. Andean countries mainly export KBS of medi-
um and low complexity, consistent with their skill levels and labor costs. The

International trade
in services in

evolution of KBS has been influenced by various factors, such as the busi- the Andean
ness environment, talent availability, connectivity infrastructure, access to countries
financing, and public and private institutional capacities, along with other has experienced
external elements. The fundamental challenges to scaling up KBS exports a growing trend
in terms of size and sophistication are intrinsically linked to these factors. over the past years.

International trade in services in the Andean countries has trended positively in recent years. However,
there are significant differences across the various types of services. Traditional services such as trans-
portation, travel, and services related to goods recorded lower performances compared to nontraditional
services, especially in terms of imports. Within this latter category, KBS stood out, with an average annual
cumulative export growth of 7.8 percent between 2005 and 2022 (Figure 2.1).

This chapter is based on Gaya et al. (2023).

Although there is no consensus definition for high technology, this term is commonly used to refer to sectors with high levels of investment
in R&D in terms of value added, production, etc. (OECD, 1999).

There are different conceptual definitions for KBS. However, generally KBS refer to technology-intensive activities that require human
capital to utilize technological innovations and where knowledge plays a key role in value generation. Services included in the classifications
of modern services and KBS are listed in annexes 2.1 and 2.2.
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Total services trade and KBS in Andean countries, 2005-2022 (USD, MM)
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The services trade balance has historically been in deficit across the Andean Region, although the evo-
lution shows differences between countries. In Ecuador and Peru, there has been an intensification of the
imbalance in recent years, while in Bolivia the expansion of the deficit continued until 2014 for the most
part. In all three countries, the deficit of trade in services in 2022 was between 1.9 and 3 times that of a
decade ago. In contrast, Colombia has shown a trend toward reducing the imbalance since 2015.

In 2022, the combined exports of the four countries (Bolivia, Colombia, Ecuador, and Peru) reached
USD 20.5 billion, while imports amounted to USD 39.0 MM. Trade experienced sustained growth between
2005 and 2019, with average annual growth rates of 8.8 percent in exports and 8.0 percent in imports.
During this period, the Andean countries increased their presence in both the global and regional trade in
services. However, both trade flows contracted in 2020 within the framework of the COVID-19 pandemic:
the most significant impact occurred in the tourism sector, which was severely affected by the crisis and
isolation measures.

The trade deficit in services in the Andean Region is also widespread at the sectoral level, except for the
"travel" category. As detailed in Figure 2.2, in 2022 the main negative balances were in transportation (USD
12.2 MM), KBS (USD 4.3 MM), and the rest of the other commercial services (OCS) (USD 3.7 MM), particu-
larly financial services and insurance and pensions. Travel accounted for more than half of Andean service
exports (51 percent), while transportation constituted the main component of imports (43 percent). In
both service exports and imports, KBS ranked second, representing 24 percent of the total.
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Trade in services in Andean countries by sectors, 2022 (USD, MM)
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In the Andean Region Colombia was the leader in 2022 in terms of both exports and imports of ser-
vices, reaching USD 12 and 17.4 billion, respectively. Colombian exports grew at an average annual rate
of 8.8 percent between 2005 and 2022, surpassing the global (6.0 percent), Latin American (5.7 percent),
and Andean Region (6.9 percent) performances. Peru ranked as the second-largest exporter and importer
in the region, with figures of USD 4.8 and 13.4 billion, respectively, followed by Ecuador (USD 2.8 billion in
exports and 5.5 billion in imports) and Bolivia (USD 931 million and 2.7 billion, respectively).

The trade in KBS showed superior performance to the trade total services. Between 2005 and 2022,
Andean exports of KBS grew at an average annual rate of 10.1 percent, reaching USD 4.9 billion, while im-
ports of KBS expanded by 8.8 percent annually, reaching USD 9.2 billion. This demonstrates a greater dy-
namism than global trade (average annual growth rate of 7.8 percent) and regional trade (average annual
growth rates of 8.4 percent in exports and 6.8 percent in imports) during the period analyzed.

In 2022 KBS represented 2.7 percent of total goods and services exports of Andean countries. Com-
pared to other LAC regions, this share was low: the proportion was 8.4 percent in Central America and the
Dominican Republic and 6.1 percent in South America). Additionally, the value of KBS exported by Andean
countries was lower than that of other subregions both in relation to GDP and per capita terms. In terms
of performance over the last decade, Andean exports of KBS grew more rapidly than those of the rest of
South America, although at a considerably slower pace than those of Central America (4.4 percent annual-
ly versus 1.1 and 9.2 percent, respectively, between 2012 and 2022) (Table 2.1).
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Exports of KBS from Andean countries, 2022

BOL 67.0 -6.1% 0.5% 0.2% 5.6
CcoL 3,784.0 5.7% 5.5% 1.1% 73.3
ECU 276.0 1.2% 0.8% 0.2% 153
PER 815.0 1.9% 1.3% 0.3% 239
Total 4,942.0 4.4% 2.7% 0.7% 42.7
Source: Prepared by the authors with data from WTO and IMF.

In line with the data, trade in KBS in the Andean Region also showed
a deficit in all categories in 2022 (Figure 2.3). Other business services
(OBS) constituted the main category of KBS trade, accounting for 71.4
percent of exports (USD 3.5 billion) and 43.2 percent of imports (USD
4.0 billion). Within this category, professional services and management
consulting stood out in acquisitions from the rest of the world, while
technical services linked to trade and other OBS were prominent in IT services
exports. In the specific case of Colombia, the only country with detailed stand out

information derived from the quarterly sample of foreign services trade,
call centers emerged as the most relevant and dynamic category in the
exports of business services. The participation of OBS in KBS exports
exceeded that of the sector in the rest of Latin America (69 percent) and
globally (53.2 percent).

Telecommunications, information technology, and information (TlI)
services represented 21 percent of KBS exports (USD 1 billion) and 29.2

as the most
dynamic category
in exports within
knowledge-based
services.

percent of imports (USD 2.1 billion) in 2022. IT services stood out as the most dynamic category in KBS
exports abroad. However, the share of this sector in Andean exports was low when considered within
the global and Latin American landscapes (Figure 2.3); TIl services were a noteworthy proportion of the

external sales of countries like Argentina, Costa Rica, and Uruguay.
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Sectoral composition of KBS exports in the Andean countries, the rest of Latin America,
and the world, 2022
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Source: Prepared by the authors with data from WTO.

Note: PCRS refers to Personal, cultural, and recreational Services, and CUIP refers to Charges for the use of intellectual property. LATAM refers to Latin America.

The United States is the primary partner of the Andean Region in the trade of KBS, when it comes to
both exports and imports of all countries and sectors involved, as illustrated in Figures 2.4 and 2.5. This
pattern resembles that observed throughout Latin America. According to estimates from the World Trade
Organization's (WTO) BATIS database for the year 2019,” the United States accounted for 40 percent of
Andean KBS exports and was the source of 52 percent of imports of these services in the region. Beyond
being a large economy and the leading exporter and second-largest importer of KBS globally, several fac-
tors contribute to explaining the importance of this country as a partner for all of Latin America. Notable
among them are cultural and time zone similarities (crucial for services requiring real-time interaction, as
is the case in much of KBS), intrafirm trade of US companies in the region, and the fiscal treatment applied
by the United States to its service imports, with Latin American companies often avoiding double taxation
when selling to that destination, in contrast to exports to many other countries.

Although the database contains information up to 2021, data from 2019 were chosen to avoid distortions related to the pandemic,
because flows had not yet normalized in that year. (https://stats.wto.org/)
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Geographic composition of KBS trade in Andean countries, 2019 (%)
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The European Union (EU) accounted for nearly 20 percent of both types of KBS trade flows in
the Andean Region, making it second in terms of origin for all KBS categories, with Germany and the
Netherlands being the main suppliers. Additionally, the Netherlands and Spain stand out as the most
relevant markets, especially in the field of OBS. The rest of Europe absorbed 10 percent of exports
and accounted for 7 percent of imports; in both cases, Switzerland and the United Kingdom were
the partners with the greatest relative weight. Asia was associated with 15 percent of exports and 11
percent of imports of KBS, with there being notable exchanges with China, India, and Japan. Although
the United States is the most relevant country individually, Asia emerged as the most important region
for KBS exports from Peru and Bolivia (Figures 2.4 and 2.5). In both cases, OBS sales to China and Japan
and TlI sales to India stand out.

Between 2014 and 2019, the EU and Asia gained importance in Andean trade at the expense of other
regions. Andean countries sent 9 percent of their KBS exports to the rest of Latin America, while acquiring
7 percent of these services from that region. It is notable that exports to this region were relatively more
intensive in Research and development (R&D), which is reflected in the higher participation of LAC in
Andean exports of Charges for the use of intellectual property (CUIP) at 17 percent. Colombia presented
the highest commercial intensity with the rest of LAC, with Mexico and Brazil being the most important
partners in the region.
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Geographic composition of trade by KBS sectors, 2019 (% of total)
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As for intraregional trade, only 2 percent of Andean countries' KBS exports and 1 percent of imports
had another Andean economy as their destination or origin. The intraregional market was more relevant
for Colombia, with Andean countries being the destination for 2.9 percent of the KBS exported by this
country; Ecuador acquired the highest proportion of KBS in the subregion, reaching 1.8 percent of its
external purchases. Like trade with the rest of the world, OBS stood out as the most relevant category
in the exchange with LAC. However, it is important to note the higher relative weight of Tl and CUIP in
exports, as well as of PCRS in purchases from other partners in the Andean Region, This higher relative
weight in these categories suggests a greater focus on R&D activities in intraregional sales, indicating a
more intensive engagement in research and development within the Andean market.

To analyze the challenges facing the Andean Region in the development and export of KBS, it is essential
to examine the determinants of competitiveness. These include the business environment, institutional
capacities, human capital, infrastructure, financing, and other variables that cannot be modified or con-
trolled by public policy institutions or the private sector, such as geographical location, culture, and time
zone. The Global Services Location Index (GSLI), developed by Kearney (Sethi et al., 2023) and widely used
in the literature on KBS, captures several of these dimensions and can therefore be a useful indicator for
evaluating the attractiveness of certain countries from a global standpoint in terms of investment and ser-
vice development.
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The GSLI analyzes 78 countries based on 52 variables organized along 4 axes. These categories (and
their weighting in the index) are financial attractiveness (35 percent), business environment (25 percent),
human capital (25 percent), and digital resonance (15 percent).

Financial attractiveness is the most relevant, because costs are predominant in investment decisions,
especially in less-sophisticated segments. This component of the index takes into account labor and infra-
structure costs, taxes, and costs stemming from regulations. The best positioning in this category is mainly
associated with developing countries with low wages, because wages account for most of the costs in al-
most all KBS.

The second category evaluates the business environment, the quality and availability of infrastructure,
and intellectual property security; the third focuses on the quantity and quality of human capital, consid-
ering human resources, outsourcing experience, and languages; and the fourth analyzes digital skills, cy-
bersecurity, and digital products. Unlike financial attractiveness, in these categories developed economies
such as the United Kingdom and the United States have better positions due to factors such as digital
skills and cybersecurity.

Global Services Location Index (GSLI), 2023
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Source: Prepared by the authors with data from Sethi et al. (2023)

Note: Bolivia was not included in the GSLI.

Among the countries of the Andean Region, Colombia stands out with a score of 5.65 out of a maxi-
mum of 8, ranking 11th globally and 3rd in LAC, after Brazil and Mexico. Peru (4.96 points) ranks 43rd in
the world and is 5h in LAC, while Ecuador (4.42) is in 63rd place globally and 12th regionally (Figure 2.6).
In all cases, low costs are the main attraction, while the greatest gap compared to the optimal score is in
terms of digital resonance and, to a lesser extent, human capital.

The most significant challenges for the countries of the Andean Region in the development of KBS sec-
tors are various in nature. Regarding the macroeconomic environment, despite recent turbulence fast-
er growth and lower inflation are projected in the coming years compared to the rest of Latin America
(IMF, 2022). However, the level and volatility of the exchange rate, especially with KBS, plays a crucial role
due to their impact on relative costs. Market size and productive structure are also key factors influencing
investment attraction and the possibility of exporting services internationally.
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Institutional context plays a crucial role, highlighting the importance
of good governance in public and private institutions, as well as the avail-
ability of information. In some cases, public entities responsible for pol-
icies directly and indirectly affecting KBS competitiveness lack sufficient
technical or financial resources, and there are also coordination failures

between different areas of the public sector. Both issues undermine poli- One of the
cy effectiveness. main challenges
In the private sector, the importance of firm capacities at the individ- focuses on
ual level and of the business fabric stands out. Companies, especially mi- talent management
cro-, small-, and medium-size enterprises, exhibit deficits in the key skills since Eﬁovgedge‘
ase

needed to internationalize and scale in terms of size and sophistication.
Maturity and organization in the private sector are crucial for developing
economies of scale and agglomeration, which will bring positive external-
ities for firms. Innovation, driven by investment in R&D and the strength-
ening of the relevant infrastructure, is essential for exporting services in
segments of higher complexity.

The link between the public and private sectors is essential to achieve the mutual understanding and trust
required for designing appropriate regulatory frameworks and support policies. In some Andean countries,
the weakness of the link between governmental and business actors—especially in some KBS sectors—
hampers the adoption of key initiatives, such as the designing of appropriate financing tools, the promotion
of R&D and innovation, and the development of suitable training offerings (Barrero Castellanos et al., 2021;
Barrero Castellanos et al., 2019). Additionally, the unavailability of accurate information proves to be a
challenge because the lack of reliable statistics hinders informed decision-making at both the governmental
and business levels. These challenges highlight the need to address institutional, business, public-private
cooperation, and information aspects to drive the development of KBS in the Andean Region.

Persistent challenges are also observed in regulatory domains such as taxes, intellectual property,
administrative procedures, and data protection (Barrero Castellanos et al., 2021; Barrero Castellanos et al.,
2019; Pefia Capobianco, 2019; Trachtenberg, 2021; Zeballos Gallardo, 2021).

One of the main challenges relates to talent management, because KBS are intensive in human
capital. The quantity, quality, and cost of human resources are crucial factors for competitiveness in these
activities (Patifio et al., 2022). Regarding the quantity of human capital, the importance of having a skilled
workforce and the ability to attract talent, even with the hiring of foreign personnel, is highlighted. The
availability of a qualified economically active population is a key factor for competitiveness in the export
of business services. The quality of talent encompasses various skills, from general educational level to
specific domains such as digital competencies, language proficiency, teamwork, management, innovation,
and entrepreneurship (Barrero Castellanos et al., 2021).

In Lopez (2018), the relevance of talent in the performance of KBS exports is highlighted, with a special
emphasis on formal education, technical and university training, and the updating of skills relevant to the
workplace. Labor costs, both wage and non-wage, also impact competitiveness, being more relevant in
segments of low sophistication. Language proficiency, especially in English, is essential for KBS exports.
The Andean Region faces challenges in this aspect because the level of English is at moderate or low levels
compared to international standards (English First, 2022).

The short-term risks are primarily associated with the deepening deficit of qualified human resources,
especially in STEM areas. Given that the demand for these profiles has rapidly increased, some companies

services are
intensive in
human capital.
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face difficulties in finding qualified personnel, and the global competition for talent has intensified with the
rise of remote work. In the long term, the quality of the educational system in the region, evidenced by in-
ternational test results such as the Program for International Student Assessment (PISA), raises concerns
about the preparation of the future workforce, especially for in R&D-intensive activities.

The availability of funding is a crucial obstacle, as KBS companies, having mostly intangible capital, ex-
perience difficulties in accessing the necessary credit, both in the initial stages of the business and when
scaling and internationalizing. Banking regulation and limited knowledge on the part of financial institu-
tions of the business models in these sectors further exacerbate this problem. (Pefia Capobianco, 2019;
Barrero Castellanos et al., 2021; Barrero Castellanos et al., 2019).

Additionally, digital connectivity infrastructure presents a fundamental constraint. Andean countries
show deficiencies in this aspect, both compared to developed economies and between urban and rural
areas. The Broadband Development Index (IDB) reflects the significant lag in the region, which affects the
expansion capacity of KBS exports.

In terms of external linkage, trade restrictions, especially those related to foreign entry and move-
ment of people, also impact the export capacity of services. Although there are regional trade agreements
with commitments as to services, their effectiveness and the addressing of hurdles such as double taxa-
tion are areas for improvement.

Moreover, export promotion and investment policies and reducing information frictions are es-
sential to promoting the internationalization of companies and attracting foreign investment, especially in
dynamic sectors like KBS. In this context, investment promotion agencies (IPAs) play a key role in providing
information, facilitating procedures, and contributing to improving the investment climate (Volpe Martin-
cus et al., 2021). Despite the challenges, the potential of Andean countries to develop services linked to
competitive sectors such as mining, hydrocarbon production, and agriculture is evident.

Finally, uncontrollable factors such as time zone and cultural proximity influence competitiveness
(Lopez, 2018; Chanda, 2021; Barrero Castellanos et al., 2021; Liu et al., 2011). Although the time zone of
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the Andean countries is conducive to providing services to destinations in the American continent, it can
pose a challenge in markets with wider time differences, such as Asian markets. Geographical and cultural
proximity is an advantage in some cases, but also poses challenges when competing with countries with
lower costs and higher levels of qualification. Addressing these challenges so as to strengthen KBS sectors
in the region will require strategic approaches and policies that promote access to financing, improve in-
frastructure, and consider uncontrollable factors.

The recommendations presented here aim to enhance the business environment, strengthen regulatory
frameworks, implement comprehensive support policies, facilitate foreign investment, and promote regional
cooperation. All of these are geared toward increasing the competitiveness of Andean countries in the KBS
sector. The most relevant aspects to be considered in the strategies are summarized below.

Strengthening institutional quality is crucial. With regard to the public sector, on the one hand, the
optimization of policies requires the strengthening of the technical and financial capacities of govern-
ment institutions responsible for designing, implementing, and monitoring policies, as well as ensuring
coordination between public entities to guarantee the consistency of measures. It is important to pro-
mote the intertemporal sustainability of programs and improve the quality of statistics on trade in ser-
vices, which are key to making informed and evidence-based decisions. On the other hand, supporting
the development and consolidation of capacities in the private sector, both at the firm level and within
guild entities in the KBS field, is suggested. Logically, cooperation between governmental and business
actors is indispensable to strategies for the development of these services. In some Andean countries,
these public-private coordination initiatives are already underway but must be deepened, while in oth-
ers, they still need to be initiated.

Regarding the regulatory framework, some regulatory reforms and simplification of administrative
procedures are required to create an environment conducive to international trade in KBS. For exam-
ple, there is a need to adjust labor regulations to reduce nonwage costs and adapt them to the new
modalities of work that have arisen since the pandemic. In terms of taxation, it is essential to make
progress in eliminating double taxation in international trade in services, either unilaterally (as Ecuador
has done) or through agreements to avoid double taxation, because Andean countries have few such
agreements. There is also a need to strengthen intellectual property management so as to promote
the export of more-sophisticated KBS. This may involve, for instance, promoting the development of
intangible assets through awareness and training and encouraging the registration and protection of
intellectual property rights. Furthermore, some countries require changes in the modalities of hiring
researchers to incentivize R&D and promote patent development. Policies aimed at promoting growth
and increasing productivity through R&D and the generation and adoption of new technologies are
more effective in a market environment that fosters competition (De la Cruz et al., 2020).

For more details, see Gaya et al. (2023).
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In terms of human capital, it is necessary to expand, and tailor spe-
cialized educational offerings and strengthen English-language teach-
ing, STEM training, and the development of soft skills. Additionally, it is
recommended to reduce nonwage labor costs by eliminating unneces-
sary rigidities in the labor market, as previously mentioned.

It is also important to implement measures that facilitate access to
financing to support the creation, expansion, and internationalization
of KBS companies. This includes promoting the availability of seed,
venture, and private capital, as well as adjusting regulations to enable
financial institutions to extend credit to these types of companies (for
example, based on their intangible assets and/or supported by their

Policies should
consider
the development
of institutional
capacities,
human capital

export contracts). Additionally, financial literacy training for KBS firms formation.

and awareness building in financial institutions about the particularities financing,

of these service sectors should be promoted. investment in
infrastructure,

Given that many of the KBS are exported via the internet, improving and strengthening

the coverage and quality of digital connectivity infrastructure is crucial. external linkages.

To achieve this, conditions for private investment development and/
or increased public investment need to be generated, along with the
implementation of policies that promote efficient use of the spectrum
and infrastructure.

Regarding external linkages, the situation of Andean countries is heterogeneous. In the case of Bolivia,
the priority should be to join in the liberalization of trade in services in the Andean Region and, like Ec-
uador, negotiate regional trade agreements that facilitate KBS trade. Colombia and Peru, on the other
hand, should focus on optimizing the use of free trade agreements, deepening already-existing com-
mitments, and reaching complementary agreements (e.g., agreements to avoid double taxation, agree-
ments for mutual recognition of professional qualifications, agreements to facilitate mobility of people,
and agreements for audiovisual coproduction).

Improving export promotion and facilitating investments through actions based on international best
practices are steps that could be taken. To attract foreign investment—crucial for the development
of KBS—reducing information frictions through the implementation of one-stop shops and facilitating
access to local suppliers is recommended. In addition, improving local companies' access to relevant in-
formation and providing personalized assistance is needed. Strengthening participation in international
events, organizing trade missions, and promoting the development of business networks in the KBS
sector, among other relevant aspects, is suggested. Finally, evaluating the feasibility of joint promotion
initiatives in the Andean Region to boost intra- and extraregional trade is recommended.

In sum, comprehensive long-term strategies are required. First, it is not enough to add incentives to

attract investments and/or promote exports to a good business environment—the remaining dimensions
of competitiveness must also be considered. That is, policies must address institutional capacity develop-
ment, human capital formation, financing, infrastructure investment, institutional capacity development,
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and the strengthening of external linkages, among other relevant aspects. Additionally, support measures
must be designed to ensure close cooperation between the public and private sectors and consistency
and coordination at the intragovernmental level.

Second, support policies must be developed with the necessary time horizon to bear fruit, with con-
stant monitoring to adjust instruments, as necessary. Successful experiences show that support policies
for KBS are maintained over time beyond changes in government, though constant monitoring is carried
out to adjust instruments and promote scalability toward more-sophisticated segments. Additionally, com-
plementarities between policies and interventions must be taken into account and leveraged to maximize
effects and avoid suboptimal results (for example, eliminating information frictions may not result in addi-
tional exports if the necessary human capital to develop them is not available).



Annexes

Annex 2.1. Services included in the classifications of modern services and KBS
according to the extended classification of the balance of payments of services.

KBS
Modern
Included Categories / Source Services Rozemberg
(ECLAC, 2017) and Gaya Lopez (2018)
(2019)

SF - Insurance and pension services X

SG - Financial services X

SH - Charges for the use of intellectual property X X

Sl - Telecom, IT, and information X X
SI1 - Telecommunications services X X
SI2 - IT services X X X
SI3 - Information services X X

SJ - Other business services X X X
SJ1 - Research and development services X X X
SJ2 - Professional and management consulting services X X X
SJ3 - Technical services related to trade and other X X X
business services

SK - Personal, cultural, and recreational services X X
SK1 - Audiovisual and related services X X
SK2 - Other personal, cultural, and recreational services X X

Source: Prepared by the authors based on ECLAC (2017), Rozemberg and Gaya (2019), and Lépez (2018).
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Pelaez (2022)
Lopez

Category Eurostat Broad Narrow (2018)
Def. Def.

Water transport (50)
Air transport (51)
Publishing activities (58)

Film, video, and TV production; sound recording and music editing
(59)

Programming and broadcasting (60)

x

Telecommunications (61)

Computer programming, consultancy, and related activities (62)

Information services (63)

Financial services, except insurance and pension funds (64)

Insurance, reinsurance, and pension funding, except compulsory
social security (65)

Activities auxiliary to financial services and insurance activities (66)

Legal and accounting activities (69)

Head office activities; management consultancy (70)

Architecture and engineering; technical testing and analysis (71)

Scientific research and development (72)

Advertising and market research (73)

X|IX | X | X|X|X

Other professional, scientific, and technical activities (74)

Veterinary activities (75)

Employment activities (78)

XIX|X[X|IX|X|IX|X|X|X| X | X|X|X|X|X| X |[X|X

XXX |X|X|X|X|X|X

Security and investigation activities (80)

Public administration and defense; compulsory social security (84)
Education (85)
Human health activities (86)

x

Residential care activities (87)

Social work activities without accommodation (88)

Creative, arts, and entertainment activities (90)

Libraries, archives, museums, and other cultural activities (91)

Gambling and betting activities (92)

XIX[X|IX|X|X|IXIX[X|XIX|X|X|X|X|X|X|X|X| X [X|X|X[X|X| X |X|X|X

XX | X | X|X|X

Sports activities and amusement and recreation activities (93)

Agricultural and livestock support services

Forestry support services

Support services for oil and natural gas extraction

Support services for mining (except oil and gas extraction)

X | X | X[ XX

Management and logistics services for freight transportation

Source: Compiled based on Lépez (2018), Peldez (2022), and Eurostat.

Note: Eurostat's classification uses the Statistical Classification of Economic Activities in the European Community (NACE), which is based on ISIC (see in EUR-Lex).



https://eur-lex.europa.eu/ES/legal-content/summary/statistical-classification-of-economic-activities.html
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atin American economies face the challenge of improving their productivity to close the

income gap with advanced countries like the USA. In the case of Bolivia, Colombia, Ecuador,

and Peru, Ruiz et al. (2018) demonstrate that the small business sector is characterized

by a high concentration of micro and small enterprises, which account for a considerable
proportion of total employment in the Andean economies and exhibit lower productivity than their
larger counterparts. Among the factors contributing to the nature of the small business sector in
these countries, high informality is prominent, which can be attributed in part to the regulatory and
legal environment (De la Cruz et al., 2020; Ruiz et al., 2018).

Furthermore, Hopenhayn (2014) argues that the misallocation of resources with regard to improving
productivity is not solely due to regulatory factors. It is suggested that the concentration of resources
in informal SMEs could result from structural hurdles hindering their modernization and therefore
their ability to compete with larger companies. One such hurdle is the "quality hurdle," referring to the
standards and requirements that must be met in order to participate in modern value chains.

The Andean Region, comprised of Ecuador, Bolivia, Peru, Colombia, and Venezuela, hosts a large
number of SMEs. In fact, over 95 percent of businesses in the Andean countries are microenterprises, with
over 50 percent operating informally and employing fewer than 10 workers. Moreover, in the region over
80 percent of the workforce is employed by microenterprises (Ruiz et al., 2018), which constitute the least
productive group of companies. Despite their prevalence, these businesses face significant challenges
that limit their growth. Many operate with low levels of formalization and, in many cases, simply exist to
subsist, with a substantial proportion even surviving without employing anyone (Sanguinetti et al., 2013).
This situation represents an inefficient allocation of vast entrepreneurial and human capital in the region.

While not all of these businesses are inherently unproductive, many have growth potential that is latent
but unfortunately not realized. The restriction on growth potential and low productivity of SMEs in the
region represent obstacles to economic development. In fact, productivity in the Andean countries lags
behind not only the United States but also LAC (Ruiz et al., 2018). Additionally, as pointed out by Mejia
and Pabodn (2023), approximately 70 percent of the employed population is engaged in low-productivity
sectors, with the services sector employing 24 percent of all workers.

Academic literature has addressed this problem of SME growth deficiency, often focusing on the
formalization of economic activity as a key solution. However, formalization, while essential, may be just
one of many critical aspects necessary for SMEs to thrive in the modern business environment, specifically
by enabling them to adapt to domestic and international value chains. Furthermore, policy solutions

This chapter is based on Ghezzi and Klinger (2024).
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based solely on formalization may be overly homogeneous and fail to
account for heterogeneity in the potential productivity of companies.
If resource optimization is sought from a public policy perspective, it is
crucial to prioritize companies that are better positioned for sustainable
growth. Identifying SMEs on the cusp of becoming competitive in the
global environment is a crucial task for public policies in Latin American
countries, because these companies can be drivers of much-needed
growth in developing countries.

A useful framework in this context is the "quality hurdle" presented
by Sabel and Ghezzi (2021). The approach of these authors suggests
that SMEs on the productivity and competitiveness margin offer the
greatest potential for integration into global value chains. However, these
firms face a threshold or "hurdle" that inhibits their growth potential;
this threshold is, nevertheless, actionable by means of low-cost public
policies and corporate actions. To overcome this "hurdle," three central
goals are highlighted: the reduction of transaction costs associated with

THE QUALITY HURDLE

The restriction
in growth potential
and the low
productivity
of small and
medium-sized
enterprises (SMEs)
in the region
stand as obstacles
to economic
development.

business activity, with a special emphasis on access to financial markets; the integration of companies
on the margin into "leading companies" (articulation and agglomeration strategies); and the generation of

business capabilities.

This chapter analyzes the challenges faced by all SMEs in the Andean Region, not only those in the
services sector. Through case studies (see Table 3.1), it explores how quality hurdles affect SMES’ expansion
and development. The results reveal common factors restricting growth in different value chains and
countries. Actions and policies to overcome these obstacles are identified that focus on improving the
performance of value chains. Finally, the chapter offers evidence-based recommendations to guide public

policies for the growth of SMEs in the Andean Region.

Activities analyzed in the case studies by country.

Colombia © © ©

Ecuador © © ©

© © ©
Venezuela © © ©
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In this section, we provide a brief overview of the core aspects of the
quality hurdle approach (Sabel & Ghezzi, 2021), which is a conceptual
framework for understanding the challenges faced by SMEs, particularly
in developing countries. This concept revolves around the idea that there
are inherent obstacles related to business growth. Specifically, these are
obstacles that companies, especially smaller ones, must overcome to
participate in dynamic value chains.

Participating in dynamic chains thus requires meeting both product
and process standards in terms of quality, safety, security, and reliability,
as well as social responsibility, environmental responsibility, delivery
reliability, minimum sales scale, etc., in addition to adopting modern
financial and marketing techniques and the use of digital tools, among
others. Achieving these standards and requirements is difficult for the

THE QUALITY HURDLE

Participating in
dynamic supply
chains
requires meeting
standards
of quality, safety,
security, social
responsibility,
and environmental
sustainability.

average SME. Doing so requires (1) developing skills and capacities, in order to broaden the range and
increase the level of complexity of tasks that the company can effectively carry out; (2) partnering with
other SMEs to increase the scale of business; and (3) making investments in a very limited financing

environment. These three challenges are detailed below.

The most prevalent category of constraints is related to skills. SMEs often lack essential

management techniques and financial, marketing, and specialized production skills. Furthermore, adapting
and utilizing digital tools, skills, and process certifications and the lack of a general entrepreneurial drive
poses significant challenges for SMEs.

SMEs face challenges in articulating and clustering with other companies.
These challenges include needing to combine production to meet the minimum quantities demanded
by buyers or suppliers. Additionally, SMEs also need to establish effective connections with similar
companies, suppliers, buyers, and government entities to maximize their productive potential.

Financing is a critical hurdle for SMEs. While there are cases where external
financing is simply lacking for viable investments, in many others the problem is more complex. Risk and
uncertainty factors make it challenging for external funders to support SMEs. Additionally, these same
risks may disincentivize SME owners from reinvesting their profits in the company.

These categories of constraints underscore the complexity of the challenges that SMEs face on their

path toward modernization and participation in dynamic value chains. It is essential to address these
constraints comprehensively to enable SMEs to overcome the quality hurdle and reach their full potential.



44

SERVICE SECTOR THE QUALITY HURDLE

Traditional and modern SMEs differ primarily in terms of skills. Businesses in all sectors have specific skills
that are essential for their success. However, the skills gap between traditional and modern SMEs arises
mainly due to the lack of specific and general knowledge. In financial management, common deficiencies
are detected; however, each sector demands particular skills.

The importance of the quality hurdle lies in its being a central cause of the lack of modernization of
SMEs in the Andean countries, especially in the services sector, which hosts the highest concentration of
urban SMEs (Ghezzi & Garcia, 2022). This importance can be analyzed through examples from various
value chains in Colombia, Ecuador, Peru, and Venezuela. For example, in cargo transportation in Colombia,
it is crucial to have skills in safe handling, cargo management, and truck maintenance; traditional owner-
drivers lack knowledge in these aspects. In turn, small hotels in Colombia and Ecuador need staff with skills
oriented toward customer service, market monitoring, and marketing. In the neighborhood store sector in
Peru, one must know the best practices in display and promotion, while in construction, the challenge lies
in improving skills in structural design and machinery handling; finally, warehouse operators in Venezuela
lack the necessary skills for financial management, accounting, and inventory control.

These specific competencies are even more noticeable in productive sectors. In the scallop industry in
Peru, managing a hatchery is crucial for stabilizing production, although accessing the requisite knowledge
is more challenging than gathering the financial resources to invest in a hatchery. In Ecuador, polyculture
technigues in cocoa cultivation improve quality and diversify income streams.

Certifications are a cornerstone for accessing modern value chains but obtaining them represents a
financial and skills challenge for smaller producers. Formality also implies specific knowledge, for example,
concerning the separation of family financial accounts from commercial ones for neighborhood stores
or the continuous updating of pest control regimes for cocoa producers. However, an illustrative case
in Colombia about the advantages of the formalization process points up the ability to participate in
government programs and tenders, access the financial system, benefit from nonrefundable resources,
and obtain support in terms of public financing.

In addition to the benefits related to access to credit and bidding and grant opportunities, research on
SMEs, such as Eplee et al. (2023), highlights that formality is not limited to a binary state in which companies
are simply formal or informal depending on whether they meet certain requirements or characteristics.
Rather, it presents itself as a spectrum that is evaluated according to the perceived formalization reported
by each SME.

Entrepreneurial capacity is a key skill that distinguishes those who seek opportunities and improvements
from those who do not move beyond the status quo (Ghezzi & Garcia, 2022; De la Cruz et al., 2020). This
skill can be taught, although not as easily as technical knowledge. Likewise, as detailed in the report by
Sanguinetti et al. (2013), entrepreneurial psychological characteristics, such as achievement orientation,
innovation, and risk tolerance, emerge as the most linked skills when deciding to start a business.

The adoption of digital tools also divides traditional owners from modern ones, whether in inventory
management and financial management in stores, integration with booking platforms for hotels, or the

For more information, see Mi Pymes (https:.//www.mipymes.gov.co/programas/formalizacion-empresarial).
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use to find job opportunities in cargo transportation. In summary, skills and certifications act as significant
hurdles that separate traditional SMEs from modern ones, and the gap is accentuated in the digital age,
highlighting the importance of continuous learning and adaptation to new tools and processes to maintain
competitiveness.

Many interactions in the market entail fixed costs, such as the costs of input suppliers’ establishing
relationships with SMEs that purchase from them, those of large national and international buyers who
source from SMEs, the costs of government interaction with SMEs, and the costs of certain types of
technology and equipment. These fixed costs make it much less economically and financially attractive
to deal with SMEs individually compared to medium-size and large companies. To counteract this
disadvantage, on the one hand SMEs must cluster, that is, join with other SMEs to achieve the minimum
scale necessary to dilute the fixed cost of participating in high-volume transactions. On the other hand,
they must articulate, that is, forge more-efficient connections in the market, so that information flows
better and SMEs connect more efficiently with corporate buyers.

The needs for clustering and articulation are evident in the cases studied. For example, in the case of
COCO0a, a good portion of the producers are too small to sell directly to the large corporate buyers in the
domestic market. They have to sell to collectors, who aggregate the production of many small farmers and
sell it to corporate buyers. This effect is even stronger in the export market, where international buyers
require minimum quantities that no small producer can meet alone. Therefore, to achieve the minimum
scale clustering is needed.

Many of the intermediaries or collectors do not limit themselves to the offering of clustering. Because
their buyers have minimum standards in terms of product quality and may also require certifications,
collectors often provide technical information and training, value-added services such as drying and
fermentation, and even financial support in some cases. This function is also performed by cooperatives.
Often, these have international certifications required for export sales and must impose those standards
on their partners. Similarly, in the case of scallops in Peru there are both intermediaries who simply
aggregate the supply into the minimum quantities required by buyers and those who provide primary
processing services in addition to clustering. In the case of mariculture, even greater collaboration among
small producers would be required to share the excessive cost of implementation and operation (because
specialized personnel are needed).

A similar need for clustering can also be found in the service sectors studied. For example, in the case
of road freight transport in Colombia, the transaction costs for finding single shipping jobs can make
that work much less profitable than channeling jobs through a larger transport company, which builds
relationships with customers and provides drivers with continuous work and additional forms of support,
such as technical services and safe route planning. “In the case of hotels, there is a similar need to connect
more efficiently with potential customers by aggregating hotel offerings on online booking sites like
Expedia and Booking.com (a challenge that previously was only overcome by being part of a larger hotel
chain), but many traditional hotels cannot integrate with these platforms or articulate with other sales
drivers, such as tourism agencies.

There are several factors that explain the high logistics costs in the transportation sector, including the regulatory framework (for further
details, see De la Cruz et al., 2016).
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Finally, being small diminishes the bargaining power of SMEs with
respect to their suppliers. This is most clearly observed in the case
of local stores or neighborhood shops, although it is present in the
majority of cases. Owners of small stores do not obtain the preferential
prices that larger stores and retail chains can demand. Similarly, issues
arise with small buyers who cannot receive supplies outside regular
hours in a sector where product interruptions can damage a store's
reputation and demand.” Therefore, there are incentives for and have
been somg attempts py small stgres to join forces thrgugh clustermg‘m in the lack of
order to increase their purchasing power and collectively engage with modernization of
the government to advocate for improvements in taxes and regulations. SMEs in the
However, these efforts have not yet reached most traditional stores. Andean countries,

The importance of
quality hurdles
lies in its
crucial role

especially in the
services sector,
which hosts the

Another category of constraints that create hurdles to quality is financial. highest
In the case of freight transport in Colombia, owners cannot borrow concentration
money to purchase new trucks and spare parts. This forces them to of urban SMEs.

continue using old trucks and lower-quality spare parts, leading to more

breakdowns and requiring more repairs. In other words, their inability to finance a new truck upfront
results in a much higher overall total cost of ownership. In some cases, truck drivers also cannot afford to
pay upfront for insurance. If they had coverage, they could access more lucrative shipments.

A similar problem can be found in the case of hotels in Colombia and Ecuador. Attracting more guests
(and higher-paying ones) requires maintaining rooms and furniture, updating to meet new expectations
(for example, electronic-card door locks), and infrastructure upgrades such as exercise equipment, pools,
on-site restaurants, and business centers. Adding these services would generate higher income, but they
often cannot be financed (see Chapter 4).

Both case studies and Anderson-Macdonald et al. (2021) point up the presence of financial constraints
in the case of local stores or neighborhood shops. Improving lighting, signage, and displays requires a
financial investment that, according to experimental evidence, yields a high rate of return. However, many
shop owners cannot access the loans required for such improvements. Separating family and commercial
accounts, as well as proper accounting, can also be considered an investment, as these procedures involve
initial costs with future returns. In fact, maintaining well-separated accounts increases access to financing.
Thus, separating family and commercial accounts and banking services are also often necessary steps for
accepting digital payments, particularly debit and credit card payments, which further increase sales.

Financial constraints can be identified with the same clarity in the production sectors of goods. For
example, mariculture as an undertaking in scallop production is a fundamental barrier that requires large
financial investments and expertise and management capacity that most small actors cannot handle (with
the exception of possible partnerships, as mentioned earlier). Upgrading to alternative cocoa varieties and
polycultures also requires initial costs that are easily recouped over time but cannot be financed upfront.

Beyond having greater bargaining power, these chains also have centralized warehouses and delivery points, which reduce logistics costs
for suppliers.
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In construction, small SMEs lack access to financing both to purchase the necessary equipment and to
make the necessary deposits (surety bonds) to bid on larger, formal jobs. Financial constraints faced by
homeowners when hiring builders also create barriers, such as insufficient spending on formal plans
that later lead to errors and rework. Ultimately, this ends up being more costly than investing with
proper initial planning.

SMEs face multiple challenges in modernizing and improving their productivity. These challenges can
arise due to government and/or market failures, for example, government failures in regulation and
infrastructure that can create barriers to quality that hinder business modernization. Thus, an inefficient
financial system can hinder access to financing and unrealistic regulations can increase compliance costs;
however, it should be noted that the financial system is itself subject to market failures as well.

On the other hand, in areas such as infrastructure (a government's responsibility) or public-
private partnership, inadequate investment in internet connectivity in rural areas for example can limit
companies' ability to adopt technologies and improve their operations. In other areas such as education
and training, the system is crucial in providing the skills and training necessary for modernization. The
inadequate availability of certain types of training or training systems that do not adapt to SMEs' needs
can be significant barriers. Effective communication between the public and private sectors is also crucial
for public policies to be effective. This ensures that policies and regulations align with the actual needs of
businesses and help reduce hurdles to quality.

Market failures represent another set of challenges that companies face in their modernization
process. These can arise due to the market's inability to provide adequate solutions to specific problems,
for example through the dissemination of skills and knowledge or technology transfer. Public policies can
play a crucial role in correcting these failures, provided they are implemented effectively and tailored to
market realities.

In the area of the dissemination of skills and knowledge, SMEs often lack access to information and
training on best practices and modernization techniques. Market failures may prevent private providers
from offering this training profitably. Leading companies can play a role in technology and knowledge
transfer, but these companies often do not capture all the benefits of their efforts, leading to suboptimal
investments in technology transfer.

SMEs could benefit from connecting and clustering with other businesses and market opportunities.
However, market failures may prevent these connections from forming organically, and although there
are government programs designed to address these market failures, they are not always effective. It
is essential for these programs to be reviewed regularly and adapted to the changing circumstances to
ensure their effectiveness.

From the case studies conducted in the five Andean countries, where there is a variety of sectors as
well as a cross-sector commonality across all countries, some recommendations can be made:

The efficiency of the financial system could be improved and key inputs for financial intermediation
provided, such as a national identification system and credit registries.
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More realistic regulatory changes could be implemented that reflect the
realities faced by SMEs. This may include the implementation of parallel
or simplified standards in areas such as construction.

Investments could be made to improve internet connectivity in rural
areas and other essential infrastructures that support business
modernization. Collaboration between leading companies and SMEs
could also be encouraged to facilitate technology and knowledge
transfer. In addition, incentives could be put in place for companies to
adopt new technologies and innovative practices.

The supply of vocational and professional training could be adjusted
to meet business needs. This may include simplifying and scaling
training programs and improving collaboration between businesses
and educational institutions. Governments could also consider offering
subsidies for programs that provide training and skills dissemination.

Communication channels could be established between the
government and the private sector to ensure that policies and
regulations align with sector needs and that programs connect SMEs
with market opportunities, financing, and other resources.

THE QUALITY HURDLE

The lack of
adequate
investment,
such as internet
connectivity
in rural areas,
can limit companies
ability to adopt
technologies and
improve their
operations.
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ourism is one of the main sectors of the service industry with significant growth potential, because

it can leverage various activities such as commerce, transportation, and hospitality. Faced with the

challenge of carrying out a process of productive transformation, several countries in the Andean

Region have pointed to tourism' as a sector with great development potential. To date, this sector
has played only a limited role in Andean economies, which has been further reduced due to the COVID-19
pandemic (see Chapter 1).” In 2018, countries in the Andean Region received only 0.82 percent of the world's
tourists. The contribution of the tourism sector to GDP in each of the countries that same year ranged from
2.3 percent (Ecuador) to 9.3 percent (Venezuela). The sector's competitiveness faces challenges, and the
tourism product offering is based on a small group of highly concentrated products.” Despite the limited role
this sector has played, its growth potential is significant. The region has abundant natural and cultural capital
that makes it unique and is a highly valuable resource for the sector (Uppink & Soshkin, 2021). Additionally,
tourism not only has the potential to cover part of the growth gaps caused by the decline in extractive activi-
ties and offer a more varied export basket, but it can also be a significant source of income and employment.
Moreover, if green and sustainable models are promoted, tourism can lead to more-inclusive, sustainable,
and environmentally friendly development models.

In this context, this chapter explores how countries in the Andean Region can advance their productive
transformation agendas and analyzes how the tourism sector could play a more prominent role in their
economies. This chapter summarizes the work carried out in six studies for the Andean Region, which
explore the state of the sector and the relevant institutional framework in each of the five countries, and
case studies of assets with potential for growth.” First, it provides an overview of the state of the tourism
sector in the region, discussing tourist trends as well as the institutional and regulatory framework govern-
ing the public and private sectors. Second, it analyzes various tourism products with potential in the five
countries that could reduce the concentration of tourist offerings. Finally, it recommends actions by the
public and private sectors to develop assets with tourism potential in the region.

Based on analysis of data from interviews and focus groups with tourism industry experts from the Andean Region.

According to the UNWTO and the Tourism and Travel Development Index, it is estimated that in the year 2020 alone, 62 million jobs were
lost and there was a USD 4.5 trillion decrease in global tourism GDP.

This conclusion is drawn from an analysis of 13 of the main operating companies in the region. The companies were selected through
Google using the following search: "best tour operators for Latin America," which leads to sites that aggregate and rate the top 13, 15, or
10 tour companies for the region: https://www.travelstride.com/tc/south-america-tour-companies.

These studies are Guerrero et al. (in press), Monterrey (in press), Olaya (in press), Mesias (in press), and Rios (in press).


https://www.travelstride.com/tc/south-america-tour-companies
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The weight of the tourism sector in the GDP® of the Andean economies has been moderate in recent
years, with an average value of 2.5 percent of GDP between 2015 and 2019.° The Andean countries
exhibit underutilized tourism potential, reflected in the tourism multiplier of 1.26,” which is quite
distant from the global average of 1.56 (IDB, 2022). The COVID-19 pandemic had severe consequences
for the sector, both globally and in the Andean countries. The contribution of tourism to the GDP in
the Andean Region decreased from 2.6 percent in 2019 to 1.2 in 2020," reflecting the almost total
cessation of all tourism activities (see Chapter 1). Following this decline, the recovery in the sector has
been asymmetrical (IDB, 2022). Some tourism businesses in the region shifted their business model
toward domestic tourism, specializing in their offerings and targeting the domestic market with new
promotional offers (UNWTO, 2023a).

Contribution of tourism to total GDP in the Andean Region (%)

% GDP

1 ———— Bolivia Colombia ——— Ecuador
Peru - ====-=- Andean Region

2015
2016
2017
2018
2019
2020
2021
2022

Sources: INE (National Institute of Statistics) for Bolivia, DANE (National Administrative Department of Statistics) for Colombia, Banco Central de Ecuador (Central
Bank of Ecuador) for Ecuador, and Ministerio de Comercio Exterior y Turismo del Pert (Ministry of Foreign Trade and Tourism of Peru) for Peru.

Note: The Andean Region excludes Venezuela due to lack of historical information..

Tourism GDP refers to the contributions to GDP from industries related to tourism in each country, such as accommodation and food
services.

During the same period, according to data from each country, Peru had the highest weight of tourism in the economy, 3.9 percent of
GDP, followed by Colombia (2.3 percent), Bolivia (2.1 percent), and finally, Ecuador (1.8 percent).

Tourism multiplier = (Total income generated by tourism / Investment in tourism).

The impact of the pandemic by country was as follows: in Bolivia, the contribution decreased from 2 percent of GDP in 2019 to 0.5 in
2020; in Colombia, from 2.6 percent of GDP to 1.2; in Ecuador, from 1.9 percent of GDP to 1.6; and in Peru, from 3.9 percent of GDP
to 1.5. In Venezuela, according to the World Travel & Tourism Council (WTTC), the contribution of tourism to GDP decreased from 9.3
percentin 2019 to 5.5 in 2020.
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Similar to the sector's weight in GDP, the volume of tourists, spending, and employment have been
lower than in other countries. The total number of international arrivals in 2019 was 12.2 million tourists in
the 5 countries. This represented 27 percent of the volume of international tourists who arrived in Mexico,
46.4 percent of the volume of tourists who arrived in the Caribbean, and 0.81 percent of the global tourist
flow that same year (UNWTO, 2023b). In 2019, the United States was the largest source of international
tourists to Ecuador and Colombia. In the same year, Chile was the main country of origin of international
tourists for Peru, and for Bolivia Argentina was the main country of origin of tourists. In the case of Vene-
zuela, according to 2017 data the largest number of tourists came from Colombia. From Europe, the most
important source countries for tourists to the Andean Region are Spain, France, Germany, ltaly, and the
United Kingdom. Local tourists are a key component of tourism in the Andean countries and have been
one of the main sources of the postpandemic recovery. It is important to highlight that the average spend-
ing of the international visitor is also one of the lowest worldwide, with USD 726 in spending according to
the Inter-American Development Bank, compared to the world average of USD 1,026 (IDB, 2022). This has
direct impacts on the sector's benefits and on economies in general. The average participation of tourism
in total employment across the Andean Region as a whole in 2022 was 5.8 percent, Ecuador (4.8 percent),
Bolivia (5.2 percent), and Peru (5.2 percent) were the three countries that contributed the least to tourism
employment in Latin America,” followed by Colombia (5.6 percent), while the tourism sector in Venezuela
(8.2 percent) made the greatest contribution in the Andean Region.

International tourist arrivals
(number of people)

Average spending per tourist
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Source: Tourist data from the World Tourism Organization (UNWTO).

Note: For 2020, the World Tourism Organization (UNWTO) does not have
data on international arrivals for Peru and Venezuela.

Source: Tourist data from the World Tourism Organization (UNWTO).

Note: Between 2017 and 2020, no data were reported for Venezuela; data
for Peru are not available for 2020.

The contribution of tourism to total employment dropped by 3.9 percent between 2019 and 2022 in Latin America, indicating that
tourism had not yet returned to prepandemic levels as of 2022, according to WTTC data.

According to WTTC data. The figures (in millions of jobs) per country were Colombia (1.25), Peru (0.98), Venezuela (0.93), Ecuador (0.39),
and Bolivia (0.28). It is worth noting that these figures could be underestimates, given the indirect impacts of tourism on employment that

are often not quantified in official sources.
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However, tourism is an important source of income and a significant
recipient of foreign direct investment (FDI) in the countries of the region.
Tourism revenues in the Andean Region are, in most countries, a notable
source of fiscal resources (for more detail on the role they can play in
the sector, see Box 4.1). According to UNWTO (2023b), tourism revenues
as a proportion of total exports in 2019 averaged 10 percent in the An-

‘ . . . Although the sector
dean countries."" In Colombia, for example, tourism was one of the main 9

o . . . , shows
sources of fiscal mcome.lh 2021, being the main generator of fore|gn gx— competitiveness
change among nontraditional sectors (UNWTO, n.d.)."”” The main recip- gaps, it has
ients of tourism FDI in Latin America and the Caribbean were Panama, great p’otential
with a 37 percent share in 2018-2022; and Brazil and Colombia, with a in terms of
combined share of 28 percent (Financial Times, 2023). A report by FDI In- cultural and
telligence and the UNWTO for 2022 (Financial Times, 2022) indicates that Nnatural resources.

Latin America attracted USD 27.7 billion in tourism FDI during the peri-

od 2017-2021, generating more than 99,042 jobs. These investments in-

creased from USD 1.1 billion in 2021 to 2.5 billion in 2022, showing a notable recovery, although they were
still well below those recorded in 2018, 2019, and up to 2020, which were USD 9.0 billion, 11.3 billion, and
4.0 billion, respectively (Financial Times, 2022). Mexico was the main recipient of tourism FDI'in 2018-2022
with USD 8.6 billion in investments (31 percent of the total and regional FDI in both cases, representing
105 projects). In terms of the number of projects, it was followed by Colombia with 45, Brazil with 31, and
Peru with 30. Ecuador, on the other hand, recorded 6 projects. The balance of FDI in Peru as a contribu-
tion to capital remained constant at USD 83.4 million from 2017 to 2022 (Prolnversion, 2023)."" Tourism
investment flows can contribute to capital accumulation in the sector, with positive effects on local econo-
mies, including the creation of new and better jobs, transfer of managerial practices, and compliance with
social, environmental, and governance standards. Tourism FDI has not reached prepandemic levels glob-
ally; the recovery of investments in the sector and their eventual increase could be an important source of
employment.

The tourism sector income indicator refers to the revenue a country receives from spending by international visitors on tourism-related
activities (accommodation, food, transportation, shopping, entertainment, and other related activities) during their stay. This measure is
weighted against total export earnings of goods and services received in the same period.

In general, VAT is the most important tax revenue for governments in the Andean Region, because it is applied to most tourism goods
and services. Additionally, income tax is a significant source of revenue for these governments. These two taxes are applied to tourism
companies that generate income in the country and to employees working in the industry. In some countries of the Andean Region, such
as Ecuador and Peru, specific taxes and fees have also been imposed, such as entry and exit taxes for nationals and foreigners, hotel
taxes, and taxes on foreign currency outflows in the case of Ecuador.

According to an alternative source, Peru was affected by a significant reduction in tourism FDI from 2021 to 2022, which went from USD
117.2 million to just 1.2 million (Financial Times, 2023).
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Tourism as a percentage of total Tourism sector income as a
employment, 2022 proportion of total exports (%)
Ecuador 4.8
Bolivia 5.2
Peru 52 14
Paraguay 5.6 12
Colombia 5.6 0V N m m om et o=
Guatemala 5.7 g o . - N
Brazil 7.7 g \\
Venezuela 8.2 9 © N
Cuba 2.0 <4 N
Nicaragua 10.2 2 I .
Chile 10.5
Argentina 10.5 2 g g g % §
Costa Rica 10.8 o o o N N [
Honduras 11.0
Mexico 12.2 s Bolivia Colombia
El Salvador 13.6 = Fcuador e Peru
Uruguay 15.4 = \/cnezuela ====-- Andean Region
Dominican Rep. 16.8
Panama 17.0
Source: World Travel and Tourism Council (WTTC). Source: World Development Indicators, World Bank.
Note: Data are available until 2020 for all countries except Venezuela; data
for Venezuela are reported through 2016.

The role of income and incentives in the tourism sector

Historical evidence on foreign investment provides valuable insights that Andean countries could take into account
when seeking to attract greater tourism investments and, through them, contribute to their development priorities.
One insight is that there are key structural factors that investors, both foreign and local, consider when deciding the
location of their investments. Generally, companies make location decisions based initially on factors such as wages
(especially relative to workforce skills), local economic conditions, labor laws, climate, and local public goods (such
as parks, infrastructure, among others) (Arauzo-Carod et al., 2010). Other factors include governance and the rule of
law, tourism planning, workforce skills, and tourism facilitation (WTTC, 2021; IDB, 2022).

Evidence on the impact of tax incentives on location decisions of companies is mixed and comes into consideration
once there is a "shortlist" of investment locations (Schmenner et al., 1987; Blair and Premus, 1987; Greenstone et
al., 2010). Therefore, conducting cost-benefit studies that allow each country to decide whether to offer these tax
incentives and in what form is advisable.

Another important insight is that uncertainty about regulations and policies needs to be reduced, especially because
tourism investments are physical capital investments, which cannot always be reversed (Bernanke, 1983; Julio and
Yook, 2016; Azzimonti, 2021; Chen et al., 2019; Honig, 2020).

Even in countries with relatively stable policies, changes in these have led companies to decrease their capital
spending by nearly 10% per year, and the effect can last for several years (Gulen and lon, 2016).

These structural factors disproportionately affect new investments, which are most common in emerging economies;
therefore, it is essential to improve these factors. To attract investments in the tourism sector, it is important to
consider complementary improvements in other markets, such as the financial market, as they mitigate the negative
impact of policy uncertainty (Julio and Yook, 2016; Honig, 2020).
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Although the sector exhibits competitiveness gaps, it has great potential in terms of cultural and nat-
ural resources and, overall, shows greater competitiveness compared to the South American region. The
World Economic Forum's Travel and Tourism Competitiveness Index 2021 ranked Bolivia, Colombia, Ec-
uador, Peru, and Venezuela at positions 91, 58, 73, 65, and 108 out of 117 countries analyzed (Uppink
& Soshkin, 2021)."* These rankings indicate opportunities for improving competitiveness and innovation
in tourism in the Andean Region.”” Upon closer examination of the breakdown by subsector, the Ande-
an Region shows lower scores in categories such as business environment, environmental sustainability,
land and port infrastructure, prioritization of travel and tourism, security and pressure, and demand im-
pact compared to the regional and global averages. In contrast, the five Andean countries score equal
to or better than the regional and global averages in cultural and natural resources. Additionally, the
subregion performs better than the South American regional average (but worse than the global average)
in air transport, health and hygiene, human resources and labor markets, ICT readiness, international
openness, non-recreational resources, resilience and socio-economic conditions, and tourist service in-
frastructure, demonstrating its potential in the sector compared to Latin America as a region. This in-
dicates significant potential for the subregion in terms of natural and cultural resources, and although
there is room for improvement, the Andean countries boast greater competitiveness in more than half of
the subindicators compared to the rest of South America.

Comparison of the Tourism Competitiveness Index
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Source: Travel and Tourism Development Index (2021); https:.//www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-
510eb47e12/#report-nav.

The Andean Region countries have an average ranking of 79 vs. a South American average ranking of 69.1. This indicator measures the
competitiveness of the tourism sector on a scale of 1 (worst) to 7 (best) in five categories: enabling environment, policy and enabling
conditions, infrastructure, demand and tourism drivers, and sustainability. More information on the index composition is available in
https://www3.weforum.org/docs/WEF Travel Tourism_Development 2021.pdf.

For more information on all indicators, see: https://www.weforum.org/publications/travel-and-tourism-development-index-2021/ in-full/
about-the-travel-tourism-development-index/.



https://www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-510eb47e12/#report-nav
https://www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-510eb47e12/#report-nav
https://www3.weforum.org/docs/WEF_Travel_Tourism_Development_2021.pdf
https://www.weforum.org/publications/travel-and-tourism-development-index-2021/in-full/about-the-travel-tourism-development-index/
https://www.weforum.org/publications/travel-and-tourism-development-index-2021/in-full/about-the-travel-tourism-development-index/
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In terms of value added and as a proportion of GDP, employment in the sector, tourist arrivals, and
tourist spending, the tourism sector has not yet reached its maximum potential, particularly considering
the natural and cultural wealth of the Andean countries. Indeed, the tourism offering is centered around
a limited number of tourist resources, geographically concentrated in various points of the region,”* and
still faces challenges in terms of the business environment, environmental sustainability, security, and land
and port infrastructure. To address these challenges and promote new tourist assets, it will be necessary
to identify assets with potential in the countries and coordinate public and private action to promote such
assets, ensuring institutional, regulatory, and investment support for their development (ECLAC, 2020).

The governance of the tourism sector requires the coordination of three
groups of actors: the national government, local government, and the pri-
vate sector (IDB, 2022). In this section, the organization of the public and
private sectors in the five countries of the Andean Region is described in
general terms. This is relevant because in order to design development
policies and facilitate private investment planning in tourism, it is vital to
understand the constraints and opportunities derived from the legislative
context that affect the transaction costs associated with the activity.

Governance of
the tourism sector
requires the
coordination of
three groups of
stakeholders:

The institutional and regulatory framework of the tourism sector is key in
a productive transformation strategy because it defines the formal rules
of the game and the strategies to enforce them. To understand the exer-

national
government,
local government

cise of regulation in the sector and how the rules are enforced, it is also
important to identify the entities responsible for regulating and managing
investment strategies in the short, medium, and long terms.

In the five Andean countries, the public sector of tourism includes a
ministry dedicated to the activity (totally or partially) that coordinates with other actors—national, regional,
and/or local.

and the private
sector.

In Bolivia, institutions of the central government (headed by the Vice Ministry of Tourism in coordination
with the Vice Ministry of Heritage and Cultural and Creative Industries), linked with subnational entities—
including subnational tourism departments and departmental chambers of commerce—coordinate with
actors in the sector in a heterogeneous and complex manner, maintaining dialogue with associations of
private tourism companies (Monterrey, in press).

This conclusion is reached from an analysis of 13 of the leading operating companies in the region.The companies were selected through
Google using the search query: "best tour operators for Latin America," which leads to sites that compile and rate the top 13, 15, or 10
tour companies for the region: https://www.travelstride.com/tc/south-america-tour-companies.



https://www.travelstride.com/tc/south-america-tour-companies
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The institutional structure of the tourism sector in Colombia is headed by the Ministry of Commerce,
Industry, and Tourism. This ministry spearheads public policy and the coordination processes among
various public and private stakeholders, linking national, regional, and local levels. Additionally,
due to the dynamics of the sector, it interacts with environmental, cultural, infrastructure, financing,
transportation, education, and health entities, among others (Olaya, in press).

In the case of Ecuador, alongside the Ministry of Tourism, the Ministries of Environment and
Water, Transportation, Trade, and Culture play significant roles, as do Decentralized Autonomous
Governments (especially in territorial tourism development and promotion), and other specific regional
bodies in areas such as Quito, Cuenca, and Guayaquil (Guerrero, in press).

In Peru, the Ministry of Foreign Trade and Tourism serves as the lead regulatory and policy entity,
coordinating with regional and local governments, an advisory committee, and the Ministries of Culture,
Environment, Transportation and Communications, and Health. Other institutions within this sector
include those related to innovation (CITE, Tourism Ventures), human resources (CENFOTUR, universities
and higher education institutes), market entities (PromPeru and OCEX), and financing (COPESCO and
Tourism Ventures) (Mesias, in press).

In Venezuela, the 1999 Constitution grants constitutional status to tourism, with the institutional
structure being led by the Ministry of Popular Power for Tourism. Other key public sector actors include
the National Tourism Institute; institutions under the ministry—Corporation for the Free Zone for
Tourism Investment in the Paraguana Peninsula’® —and the Reciprocal Guarantee Society for Small
and Medium Enterprises in the Tourism Sector; the National Parks Institute; the Ministry of Popular
Power for Culture; Venetur S.A.; and Tour Operator Venetur (the state operator) (Rios, in press).

In terms of the strategic and regulatory framework, almost all of the Andean countries have a main tour-
ism law and at least one national strategic plan for the sector. The legislation is broad and complex; some of
the most important strategic and regulatory texts for the sector are highlighted in these paragraphs.

The Economic and Social Development Plan 2021-2025 (PDES 2021-2025) of the Government of
Bolivia defines the promotion of tourism development as its third strategic axis. The PDES proposes
that the state will enhance and incentivize tourism by promoting tourism operators and the country's
image and brand as a global destination. The tourism sector has a Sustainable Integral Development
Plan, which has adopted the sustainable tourism model, with the focus on the integral and territorial
development of six macroregions (Monterrey, in press).

These include other ministries, governorships, and municipalities; executing entities such as the National Tourism Fund (FONTUR),
Procolombia, Colombia Productiva, and INNpulsa Colombia; financial entities such as Bancoldex; oversight and control entities such as
the Superintendence of Trade, Industry, and Tourism, and local municipalities; the National Directorate of Customs and Taxation (DIAN)
as a supervisory entity; and quality entities linked to the National Quality Subsystem (SICAL).

This is an Autonomous Body attached to the Ministry of Popular Power for Tourism that is responsible for ensuring compliance with the
Law of Creation and the Regime of the Free Zone for the Promotion of Tourist Investment in the Paraguana Peninsula (ZOLIPA Law) and
for implementing plans, programs, and projects to promote the development of the Paraguana Peninsula.

This document was prepared by the Ministry of Tourism, which held four meetings with private actors to coordinate and socialize its
content. As of the drafting of this chapter, the Tourism Integral Development Sector Plan (PSDI) has been approved by government
authorities and its prompt publication is planned.
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In Colombia, the General Tourism Law (Law 300 of 1996, and its amendments with Laws 1101 of 2006,
1558 of 2021, and 2068 of 2020) is the core legislative text in the sector. It has evolved by incorporating
key aspects of competitiveness, productivity, governance, and sustainability. At the level of public policy
and under the guidelines of this law, Colombia defines the roadmap every four years within the frame-
work of a Sectoral Tourism Plan (currently in force for 2022-2026) linked to the National Development
Plan 2022-2026, which also changes according to the presidential mandate (Olaya, in press).

In Ecuador, the Tourism Law (2002), last amended in 2014, regulates the tourism sector, complement-
ed by other current regulations such as the Special Regulation for Tourism in Protected Natural Areas
(2016) and the General Regulation to the Tourism Law (2004) (Guerrero, in press).

In Peru, the General Tourism Law (Law No. 29408) and its Regulation (Supreme Decree
006-2021-MINCETUR) are the central normative pillars and establish, among other provisions, that the
Ministry of Foreign Trade and Tourism (MINCETUR) is the governing body in tourism matters. Likewise,
it defines the National Strategic Tourism Plan (PENTUR) as an instrument for planning, policy, and man-
agement of the tourism sector. Additionally, each region of Peru has its own Regional Strategic Tourism
Plan (PERTUR), a regional planning and management tool that establishes guidelines for the develop-
ment of tourism activities at the regional level. There is also the National Tourism Sector Reactivation
Strategy 2022-2025, approved by Ministerial Resolution No. 138-2022-MINCETUR. Its objective is to
promote the reactivation of the tourism sector in Peru by generating unique and bio-secure tourism
experiences based on its natural wealth and ancestral culture, with inclusivity and sustainability (Me-
sias, in press).
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In the case of Venezuela, the main legislative text is the 1999 Constitution. It is important to note the
Organic Law for Territorial Planning of 1983, which establishes the need for Planning and Regulation of
Use for areas of tourist interest and national parks, among others. Other laws of particular relevance
to the tourism sector are the Law for the Promotion of Sustainable Tourism as a Community and Social
Activity and the Law on Tourism Investments and Credit, both from 2014, which emphasize the strate-
gic potential of the sector as a catalyst for economic and social development (Rios, in press).

The business environment in the countries of the Andean Region affects the performance of the tour-
ism sector. The business environment indicator of the Travel and Tourism Competitiveness Index 2021 of
the World Economic Forum measures different areas related to the regulatory and business development
framework in the tourism sector of a country.”' The indicator is composed of nine subindicators that mea-
sure areas such as property rights, regulation, legal framework, access to financing for SMEs, and percep-
tion of corruption. The average result for the countries of the Andean Region for 2021 was 3.1 out of 7
(with an average ranking of 98/117), below the global average of approximately 4 and the average for the
South American region of 3.7.”* This indicates that there is room for improvement in the five countries of
the Andean Region.

The private sector is fragmented and dispersed,” reflecting challenges in the regulatory burden, the le-
gal framework, and property rights. The business environment is often a factor contributing to a fragment-
ed and dispersed private sector in the tourism sector in the five countries, which in most cases is primarily
composed of micro and small enterprises and with high levels of informality (for example, in 2018 it was
estimated that 37 percent of the 1,700 tourism operators in Cusco were informal).”* This limits the formu-
lation of a comprehensive policy, especially in the development of new tourist destinations, and hinders
the improvement of quality standards in the sector.” In 2021, the Andean countries recorded an average
ranking of 108/117, 105.9/117, 102.1/117, and 100.3/117 in the subindicators of regulatory burden, effi-
ciency of the legal framework for resolving disputes, efficiency of the legal framework for responding to
government actions, and property rights, below the averages for South America and the world.”” These
results reflect a business environment that negatively affects the countries of the region by imposing high
transaction costs; regulatory frameworks that are often inefficient; particularly at the sectoral level; and
high uncertainty that inhibits investment (see the example of Ecuador in Box 4.2).

These recommendations were extracted from the Tourism Sector Framework Document (IDB, 2022).

https://www.weforum.org/publications/travel-and-tourism-development-index-2021/in-full/.

For this indicator, the r value varies between 1 (worst) and 7 (best), and the ranking varies from 1 (best) to 117 (worst).
See Chapter 3 on the advantages of clustering and coordination economies for SMEs.

https://www.ilo.org/lima/sala-de-prensa/WCMS_645770/lang--es/index.htm#:~:text=Adem%C3%A15%2C%20un%20promedio%20
de%2060,0peradores%20de%20turismo%20es%20informal.

See Chapter 3 for the productivity challenges of SMEs in the case of accommodations.

These rankings represent scores of 2.4, 2.3, 2.2, and 3.2, in the subindicators of regulatory burden, efficiency of the legal framework for
resolving disputes, efficiency of the legal framework for responding to government actions, and property rights, respectively. The South
America averages are 3.5, 3.8, 3.3, and 4.1, respectively, and the global averages 3.5, 3.8, 3.5, and 4.6, respectively. Indicator values vary
between 1 (worst) and 7 (best).


https://www.weforum.org/publications/travel-and-tourism-development-index-2021/in-full/
https://www.ilo.org/es/resource/news/turismo-productivo-formalizado-y-con-empleos-de-calidad#:~:text=Adem%C3%A1s%2C%20un%20promedio%20%20de%2060,operadores%20de%20turismo%20es%20informal.
https://www.ilo.org/es/resource/news/turismo-productivo-formalizado-y-con-empleos-de-calidad#:~:text=Adem%C3%A1s%2C%20un%20promedio%20%20de%2060,operadores%20de%20turismo%20es%20informal.
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Average scores of subindicators related to the business environment
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Source: Travel and Tourism Development Index (2021); https://www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-
510eb47e12/#report-nav.



https://www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-510eb47e12/#report-nav
https://www.weforum.org/publications/travel-and-tourism-development-index-2021/downloads-510eb47e12/#report-nav
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The business environment in the Ecuadorian tourism sector

Businesses in the Ecuadorian tourism sector are primarily micro and small enterprises. According to the
registry of tourism services, Ecuador has 21,629 registered companies related to the tourism sector, of which food
and beverages (63%) make up the largest segment, followed by accommodation (20%) and tourist service agencies
(11.6%). Of the registered companies, 88.9% are micro-enterprises, and 10.7% are small enterprise.

The private sector in tourism faces challenges. Complementing the results of the Travel and Tourism
Competitiveness Index (2021), the World Bank (2021) highlights that inefficient regulatory frameworks, a low
perception of competitiveness in the market, long waiting times, and high costs to start a business are factors
that negatively affect the business environment in the tourism sector. Inconsistencies also remain in investment
promotion and marketing strategy; high operating costs and limitations in air connectivity, and a weaker brand
identity compared to other countries. These challenges stem from a lower state budget for the sector compared to
other countries, the lack of an independent tourism board or institute— which can lead to the politicization of sector
promotion strategies— and high transaction and business creation costs. For example, in Ecuador, the budget
allocated to the Ministry of Tourism for 2022 was USD 32.9 million; for the same year, the budget allocation for the
Tourism Vice Ministry* in Bolivia was USD 0.2 million, for the Ministry of Trade, Industry, and Tourism of Colombia,
it was USD 151.6 million, and for the Ministry of Foreign Trade and Tourism of Perd, it was USD 56.6 million29.

As for opportunities, the growing use of new technologies, improving services, and promoting actors in the
sharing economy such as Airbnb, are creating potential for growth and development in the country's tourism sector,
particularly for SMEs (World Bank, 2021). Likewise, the country already has a reputation in niche markets, such as
birdwatching, adventure, and gastronomy, upon which it can build to promote these types of activities in tourism.

The private sector can contribute to making tourism investments a significant engine of development.
Firstly, public-private partnerships can accelerate the sector's recovery by monitoring traveler preferenc-
es (e.g.,, regarding the need for practices ensuring safe stays), helping to attract segments with a higher
propensity to travel, and expanding capital resources for new and existing investments in the sector. Mo-
bilizing private sector resources can incorporate new financial structures, including thematic bonds (i.e.,
if the proceeds from their issuance are used for objectives such as increasing sustainable investment or
achieving social goals). The involvement and leadership of the private sector in expanding tourism in the
region are also essential. Andean countries face fiscal sustainability problems that limit state investment
in the tourism sector and in turn restrict Andean governments’ ability to stimulate private investment (IDB,
2022). Therefore, private sector investments as a driver of tourism development are crucial. To realize this
potential, it is necessary to build on opportunities and areas of greater competitiveness and work on the
challenges facing the sector.

Through vertical and horizontal integration, the growth of the private tourism sector can actively con-
tribute to expanding the economic benefits of the activity to other industries and companies in the local
economies where they operate.” Some alternatives include providing financing resources and advice

https://servicios.turismo.gob.ec/turismo-en-cifras/catastro-servicios-turisticos/.

The Vice Ministry of Tourism has been part of the Ministry of Productive Development and Plural Economy since 2020. The total budget
allocated to this ministry in 2022 was 2.211 billion bolivianos (USD 320.7 million).

The information on budget allocation per country was obtained from the following sources: Ministry of Economy and Public Finance,
General State Budget 2022 (Bolivia); Ministry of Finance and Public Credit, National Public Budget (Colombia); Ministry of Economy and
Finance, Proformas publicadas en el Registro Oficial (Ecuador); and Ministry of Economy, Consulta Amigable (Peru).

Horizontal integration, as referred to in this document, refers to the positive spillovers of tourism activity and linkages with various
components of the value chain (e.g., food, complementary service providers). Vertical integration refers to the expansion of operations
of a tourism company across multiple segments or stages of the value chain for the provision of tourism services.


https://servicios.turismo.gob.ec/turismo-en-cifras/catastro-servicios-turisticos/
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to suppliers in the supply chain, such as facilitating access to technological resources and digital capa-
bilities for SMEs affiliated with larger and more capable tourism service providers.”" The private sector
can also establish self-regulation standards. Tourism service providers can implement best employment
practices in the sector, with an emphasis on vulnerable populations, as well as develop and evaluate
social and accessible tourism programs. Likewise, the private sector can contribute to the strengthening
of the environmental management of the sector by developing mechanisms for social responsibility and
corporate certifications on these issues, as well as by promoting circular economy practices. Finally, the
private sector can make complementary investments in local public goods, such as infrastructure, which
make it a more attractive tourism asset.

The promotion of new tourism assets, aimed at expanding the tourism offer and reducing its high concen-
tration, can be enhanced by first identifying and then promoting such assets in a coordinated manner based
on the qualification of potential demand. A better understanding of which tourism assets have the potential
to be developed and which elements of these assets should be promoted is a first step in supporting great-
er growth and dynamism in the tourism sector in the Andean Region. An inventory of tourism resources is
one of the key tools that countries have for the planning, development, zoning, and territorial organization
of tourism. Four of the five countries have current inventories. These enable the visualization of the tourism
potential of a region and the identification of existing assets and those with potential. In addition to identify-
ing such tourism assets, it is essential to understand the supply of public and private services and the actors
who can contribute to their development, as well as the potential demand. In addition to the more classical
analyses based on tourist surveys conducted by governments, new analysis instruments are being devel-
oped based on Google Trends and other web platforms that enable the obtaining of data almost in real-time
(Larrahondo et al., 2024).

See Chapter 3 for further details.
See Box 4.3.
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Four out of the five countries in the region have inventories of tourism resources that serve to deter-
mine which resources have potential:

Bolivia: The Vice Ministry of Tourism has developed a technical guide for the preparation of the tour-
ism resource inventory, along with complementary methodological tools.” Additionally, the Sectoral
Plan for Integral Development defines six macro-regions, which are spaces of biogeography and life
zones for Bolivia's tourism development that will guide policies until 2025.* The national tourism devel-
opment is structured into 42 regions encompassing 342 municipalities and 136 terrestrial ecosystems
(Monterrey, in press).

Colombia: Laws 300 of 1996 and 1101 of 2006 establish the preparation and updating of tourism in-
ventories as a priority for the country and as a fundamental input for tourism development. Based on
this framework, the Ministry of Commerce, Industry, and Tourism has a methodology for inventorying
tourist attractions that has evolved over the years. Additionally, in recent years, Procolombia“ has de-
veloped a study for prioritizing destinations with international projection, dividing Colombia's tourism
offer into three macro-regions™ (Olaya, forthcoming).

Ecuador: An Inventory of Tourism Resources and Attractions has been published by the Ministry of
Tourism of Ecuador.”” This inventory is directly managed for updating by the Decentralized Autono-
mous Governments (Guerrero, in press).

Peru: The Ministry of Foreign Trade and Tourism (MINCETUR) establishes guidelines for the preparation
and updating of tourism resource inventories. These are laid out within the management document,
Manual for the preparation and updating of tourism resource inventories, last updated in 2018 through
Ministerial Resolution No. 505-2018-MINCETUR-DM. Regional and local governments are responsible
for preparing and maintaining updated regional inventories of tourism resources in coordination with
MINCETUR (Mesias, in press).

On December 20, 2021, Ministerial Resolution MDPyEP/DESPACHO 196/2021 was issued, approving the technical guide. The
methodological tools were presented later, in September 2022. The document introduces a key concept: tourism under the territorial
approach is an activity that takes place in a specific territorial reality, promoting, energizing, and generating a plural economy and creating
diverse dynamics in social organization, culture, environment, economy, and politics. The guide is aimed at Autonomous Territorial
Entities (Monterrey, in press).

The identification of macro-regions is the result of the efforts of the Agency for the Development of Macro-regions and Border Areas,
under the Ministry of Planning for Development, and the Atlas of Productive Potentialities of the Plurinational State of Bolivia prepared by
the Ministry of Productive Development and Plural Economy. This work demonstrates the high degree of coordination and cooperation
between different institutions of the central government.

Procolombia is the agency responsible for international tourism promotion and the export of goods and services.

Each of the six tourist macro-regions boasts at least one world-class attraction, catering to different market segments with specific niches.
The most prominent destinations, characterized by a very high level of development and international recognition, include Cartagena and
Santa Marta in the Gran Caribe, Cali in the Pacific, and Medellin and Bogoté in the Western and Eastern Andes, respectively.

Ministry of Tourism. The methodology for creating tourism attraction inventory can be found at https://servicios.turismo.gob.ec/index.
hp/- servicios-mintur
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Using Google Trends to approximate tourism demand

In Larrahondo et al. (forthcoming), a topic of vital importance for the region is addressed, where tourism
plays a fundamental role in the economy. Given the inherent complexity in obtaining reliable and up-to-date
data in this industry, a tool based on the use of Google Trends is proposed. This tool provides a dynamic approach
to approximate tourism demand and is particularly relevant in a context where traditional indicators are not timely,
not available, and do not allow for comparison.

The proposed tool uses high-frequency unstructured data to capture search trends related to tourism in the
Andean Region. Through careful selection of keywords (which were determined based on language models) and
an analysis of the popularity of search queries over time, tourism demand is approximated, representing a valuable
proxy for users' travel intentions.

The results obtained reflect an interesting evolution in tourism demand in the region. Demand has been
marked by a period of decline following the COVID-19 pandemic and subsequent recovery. However, this recovery
has been slow and varied in each country in the region, not yet reaching pre-health crisis levels. It is worth noting
that, despite differences, both leisure tourism and cultural tourism have predominated in the region over time.

A key finding is the correlation between the indicator for approximating demand based on Google Trends
and international arrival information. This highlights the undeniable utility of incorporating real-time data into the
decision-making of the tourism industry, as well as for forecasting. Furthermore, it underscores the importance of
combining these data sources to anticipate changes, adapt strategies, and maximize responsiveness to challenges,
contributing to the sustainable growth of the tourism industry in the Andean Region. In summary, this research
highlights the value of Google Trends as an innovative and effective tool for approximating tourism demand and
improving industry management in the Andean Region.

In a series of case studies conducted by the IDB in 2023, the opportunities for and challenges to growth
characterizing various tourism resources with potential in the region were analyzed. The objective of these
studies was to identify one or two tourism resources with potential for development per country that were
not already part of the concentrated group of well-known tourism resources in the region (such as Machu
Picchu or Cartagena). A methodology for identifying and analyzing such assets was developed and applied.
This task was carried out based on the inventories of tourism resources from four of the Andean countries
and a list of potential resources in Venezuela.” The teams reviewed the inventories in detail and selected
one or two tourism assets with potential from these lists. The selection of case studies was based on five
evaluation criteria: (1) unigueness, (2) intrinsic value, (3) notoriety, (4) concentration of supply, and (5) dis-
tinctive character (Guerrero et al., in press).

The potential assets selected for analysis are the Sucre-Potosi Tourist Circuit and Jesuit Missions in Bo-
livia, the San Agustin and Popayan Colombian Massif in Colombia, the Qhapac Nan in Ecuador, the archae-
ological complexes of Vilcashuaman and Wari in Peru, and finally, the Paria Peninsula and the Gran Sabana

These studies are Guerrero et al. (in press), Monterrey (in press), Olaya (in press), Mesias (in press), and Rios (in press).

The idea of these studies was to build upon the work already being done by local authorities to identify resources with potential, which
can be found in the inventories of tourism resources in almost all countries in the region.
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in Venezuela (Guerrero et al., in press).”” The following section summarizes the findings of these studies
and suggests the areas that should be considered in the analysis and recommendations concerning the
assets under review.

Bolivia

The Sucre-Potosi Tourist Circuit stands out for its rich cultural and historical heritage and its tourism
diversity. It combines the architectural and cultural beauty of Sucre (the capital of the Chuquisaca de-
partment, founded in 1539) with the mining wealth and historical attractions of Potosi (a city in southern
Bolivia, founded in 1545).”* Both resources have been declared UNESCO World Heritage Sites. The Jesuit
Missions, composed of six missions, offer experiences to travelers interested in history, colonial art, and
religious architecture. Additionally, this asset hosts cultural and religious events, such as the Internation-
al Baroque and Renaissance Music Festival, as well as offering ecotourism activities.

Infrastructure and Tourism Services: The cities of Sucre and Potosi generally have high levels of elec-
trification and access to potable water and sewage (above 79 percent coverage for housing in these cities
in all three indicators). Both cities have good land connectivity with each other and with other cities. The
tourism infrastructure in the Jesuit Missions region in Santa Cruz is mainly comprised of paved roads, con-
necting the missions to other cities in the country. However, the state of the roads is not always optimal.
Although Sucre has an airport with international capacity, both cities only offer domestic flights. Tourism
services are emerging around cultural and gastronomic activities, but are still limited, and there is no con-
solidated information on the quantity and quality of human capital available to leverage the tourism devel-
opment of these areas. Tourism services, such as lodging, food, transportation, among others, have lower
availability, especially outside the festival season. Personal safety and property protection represent chal-
lenges in these cities, as evidenced by high rates of reported crime cases in both.

The definitions for each criterion are as follows: (1) unigueness: value of unigueness, meaning it is unique, there are no others at the
national, regional, or global level; (2) intrinsic value: value of the resource in its own category, such as museum, fair, route, mountain, sport,
adventure, etc,; (3) notoriety: knowledge of the resource at the local, national, or international level; (4) concentration of supply: availability
of tourism activities in the immediate area; and (5) distinctive character: stands out for being a typical or characteristic resource of the
area. Actors in the tourism sector in each country were consulted to evaluate different potential assets within the available inventories of
tourism resources, and based on their feedback a matrix was constructed that ranks each tourism resource on an ordinal scale—from
0 to 5 for each evaluation criterion (where a value of O denotes the absence of importance of the criterion in the rating of the tourism
resource and a value of 5 results from a high appreciation of the evaluation criterion weighting the resource). With this scale, the most
important trends and differentiators to be considered in the characterization of the tourism asset with potential are identified. This
matrix was also evaluated by actors from the tourism industry in different focus groups held in each country. For more information, see
Guerrero et al. (in press).

Although many of these conclusions can be more generally applied to other potential assets, it was not possible to conduct an analysis
of all assets by country in a generalized manner, so these recommendations should be applied to other cases with caution.

Both cities have a variety of museums and well-preserved and/or restored colonial architectural features.

All information presented in this section can be found in more detail in Monterrey (in press).
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Colombia

The Macizo Colombiano of San Agustin and Popayan is distinguished by its natural and cultural richness.
Located in the Andes Mountain range in southwest Colombia, it has been recognized by UNESCO as the
"Cinturon Andino" Biosphere Reserve since 1978. The asset possesses both natural and cultural wealth.
San Agustin is known for the archaeological parks of San Agustin and Isnos, declared World Heritage Sites
by UNESCO, representing the pre-Columbian Agustinian culture. Popayan stands out for having one of the
largest colonial historic centers in the country and in the Americas. Its gastronomy and the celebration of
Holy Week are also UNESCO World Heritage. Additionally, the region is home to great ethnic and cultural
diversity, with Afro-Colombian, peasant, and Indigenous communities.

Infrastructure and tourist services. Tourism services in the region focus on outdoor and cultural
tourism activities and maintain a good relationship with local communities. Land connectivity is good with
both Cali and Bogota, which also offer good international air connectivity. While infrastructure and tourist
services are more developed in San Agustin compared to Popayan, both present remarkably similar chal-
lenges in terms of formalization, quality, sustainability, and accessibility. There is also a shortage of special-
ized tourism personnel; relatedly, it is necessary to increase the supply of bilingual tourist guides through-
out the chain.”* Although the specific area where these potential assets are located does not have serious
security problems, the departments at a more general level do face security challenges.

Ecuador

The Qhapac Nan in Ecuador integrates more than a hundred natural and cultural resources along its
route. The Qhapac Nan, also known as the "Inca Trail," is a construction dating back to the 15th century
that consists of a system of roads extending over more than 30,000 km from southern Colombia to Argen-
tina. In Ecuador, the Qhapac Nan connects various archaeological and natural sites, crossing the territory
from north to south, with branches east and west leading to the Ecuadorian Pacific coast and Amazon.
Certain sections of the road system offer deep contact with nature, delving into virgin paramo environ-
ments, crossing volcanic areas, several lagoons, and encircling the topography of several of the country's
emblematic mountains. Accessible from the main Andean cities, the "Inca Trail" passes close to towns and
Indigenous communities that preserve their ancestral culture as well as through national parks and natu-
ral reserves of importance.

Physical and tourist infrastructure. Due to its vastness, the quality of services and infrastructure in
the Qhapac Nan area is heterogeneous. For example, although there are sections with good land infrastruc-
ture and connectivity, other sections require specialized transportation for access. Similarly, while there are
sections with good basic infrastructure, more-remote areas have limitations in drinking water, electricity,
or sanitation services. The accommodation and food offered has reasonable infrastructure that meets the
needs of travelers. However, the offer varies in terms of quality standards and homogeneous quality services
are not offered throughout the route. Although there is specialized human capital, again, the offer and spe-
cialization are heterogeneous. Finally, lack of awareness has led to the degradation of natural capital.

All the information presented in this section can be found in Olaya (in press).

All the information presented in this section can be found in Guerrero (in press).
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Peru

The archaeological complexes of Vilcashuaman and Wari stand out for their historical and cultural value.
Vilcashuaman is an Inca archaeological site located in the department of Ayacucho, which encapsulates
significant aspects of the pre-Inca and Inca history of the region, including a substantial offering of
Ayacucho crafts. The Wari archaeological complex, one of the largest urban centers of ancient Peru
(with an approximate area of 2,000 ha), was a pre-Hispanic city that served as the capital of the pan-
Andean Wari state (AD 600-1100). It is noteworthy for being considered the first city in the Andes. The
complex has a nearby site museum where visitors can learn more about the Wari culture and view its
archaeological remains.

Infrastructure and tourist services. Ayacucho has good air and land connectivity with major cities, but
this deteriorates in more-rural areas. The region's tourism offer already includes a museum and several
artisanal, cultural, and natural circuits. At the basic services level, the province of Quinua (where the Wari
archaeological complex is located) is more developed than the province of Vilcashuaman. For example, the
difference in access to the public electricity grid is 78.44 percent in Quinua and 42.74 percent in Vilcashua-
man. Similarly, there is a gap in the public water network with 90.84 percent of households having access
in Quinua and 78.05 percent in Vilcashuaman. Furthermore, medical services are scarce: in the province of
Quinua, there is only one private health center, while in the province of Vilcashuaman there are barely two.
Internet connectivity is also limited in both places.

All the information presented in this section can be found in Mesias (in press).
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Venezuela

The Peninsula de Paria and the Gran Sabana stand out for their cultural and natural heritage. The main
wealth of the Peninsula de Paria lies in its coast and beach areas, the natural assets of which are practically
untouched. Additionally, the local culture and popular festivals, along with the built heritage, position it as
a destination with distinctive characteristics compared to other national destinations. The Gran Sabana is
the location of some of the oldest geological formations on the planet. Its main attraction is the Canaima
National Park, a tropical jungle full of mountains known as "tepuyes," waterfalls, and large rivers. Among
its attractions is Angel Falls, the highest waterfall in the world, which is recognized as one of the country's
main tourist destinations.

Infrastructure and tourist services. There are areas of the Gran Sabana that are only accessible
by air; the existing road access, both to the Gran Sabana and the Peninsula de Paria, is precarious. Hotel
accommodation is available in both places, but there is a severe shortage of restaurants. Although the
sector employs a considerable number of people, there is still a deficit of specialized personnel such as
guides, service management, operators, and environmental managers.

Tourist destinations in the Andean Region face a series of shared challenges when it comes to attracting
private investment and promoting their development.

In Bolivia, specifically in the Circuito Sucre-Potosi and the Jesuit Missions, there are accessibility
issues due to the mediocre quality of the road and air infrastructure. The distance between tourist
assets complicates demand, limiting the potential for visitors. Additionally, lack of information about
the workforce hampers effective planning of tourism service development strategies. While the
tourist circuit addresses security issues, the Jesuit Missions face challenges more related to demand
and competition, because tourists' preferences may change, and other nearby regions offer similar or
superior experiences.

In Colombia, the Macizo Colombiano faces quality problems in transport infrastructure, particularly
in rural areas, which affect tourists' access and experience. The deterioration of natural capital and vul-
nerability to natural disasters, along with challenges of environmental sustainability and climate change,
threaten the region's tourism capital. Security challenges may also discourage private investment and
limit the region's development.

In Ecuador, the Qhapac Nan faces challenges related to the heterogeneity in the quality and offer
of tourism infrastructure and services. The lack of adequate signage and information points limits the
tourist experience. Training in human capital is essential to close gaps in the skills needed to offer quali-
ty services; among the domains of these skills are languages, digital marketing, and sustainable tourism.
Additionally, improving security and coordinating a comprehensive marketing strategy that encompass-
es all activities and regions of the country is needed.

In Peru, the archaeological complexes of Vilcashuaman and Wari face similar accessibility challenges,
So improving transportation to both complexes is necessary. It is also crucial to increase and enhance
lodging options and tourist services in the area. Although the areas near Ayacucho are not as unsafe,
the presence of the armed forces suggests a review of security in the area and an effective marketing

All the information presented in this section can be found in Rios (in press).
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strategy. Training of tourist guides and other professionals in the sector is essential to improve the qual-
ity of the visitor experience (Mesias, in press).

In Venezuela, the Peninsula de Paria and the Gran Sabana face challenges related to the lack of
connectivity and tourist infrastructure, limiting the development of potential tourist assets. Despite hav-
ing trained human capital, there are gaps in their specialization that need to be addressed. Security,
especially in the Peninsula de Paria, requires significant reinforcement to attract private investment and
promote tourism development in the region. These shared challenges in Latin America highlight the im-
portance of addressing issues such as infrastructure, personnel training, security, and effective promo-
tion to boost private investment in the tourism sector (Rios, in press).

P

Peninsula de Paria, Venezuela.
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Tourist destinations in the Andean Region face a series of common regulatory challenges that encompass
various aspects:

In Bolivia, in the Sucre-Potosi Circuit and the Jesuit Missions the regulatory challenges include the
need to control the quality of transportation, address the levels of daily conflicts that generate insecurity,
and improve coordination among the various actors in the tourism sector. An example is the lack of quality
control in transportation services, which can affect tourists' experience and the destination's image (Mon-
terrey, in press).

In Colombia, in the Macizo Colombiano of San Agustin and Popayan the regulatory challenges relate to
the need to strengthen the sustainability, formalization, and competitiveness of the tourism sector, as well
as promote the recovery of the tourism industry. Coordination between government entities and business
associations is essential. For example, the lack of a solid legal framework can hinder the implementation of
conservation measures and the promotion of sustainable tourism (Olaya, in press).

In Ecuador, the regulatory challenge lies in land planning for tourism development and in improving
regulatory mechanisms for quality and sanitation to ensure homogeneity in the quality of tourist products
throughout the country. It is necessary, for example, to have a more coherent approach in regulating pro-
tected areas and tourism to promote sustainable development (Guerrero, in press).

In Peru, in the archaeological complexes of Vilcashuaman and Wari greater coordination with the Min-
istry of Culture and the strengthening of capacities at the regional and local levels are required to ef-
fectively manage tourist resources. Security is also a key challenge of public policy that needs to be ad-
dressed. An example is the need to ensure the safety of visitors and protect the archaeological heritage of
the region (Mesias, in press).

In Venezuela, in the Peninsula de Paria and the Gran Sabana the regulatory challenges include terri-
torial planning and management and environmental management. The lack of a Zoning and Regulation of
Use Plan (PORU) in some areas and the need to reinforce environmental management are concrete ex-
amples. Additionally, it is necessary to ensure that service providers comply with legal regulations and the
zoning of each area to promote sustainable tourism (Rios, in press).

Finally, a cross-cutting challenge in all countries that persists is the lack of measurement and study of
the environmental impact that the different actors and activities of the tourism sector have and of how
they can contribute to a greener sector. Given the importance of promoting environmentally sustainable
tourism in the productive transformation process of these countries, a specific and comprehensive reg-
ulatory approach to the sector on environmental issues is required, using incentives and support where
necessary to promote the development of a greener tourism sector in the region.

Addressing these regulatory challenges is essential to promoting sustainable tourism development in
each destination. Such efforts will require effective collaboration and coordination among governmental
and private actors and the implementation of clear and coherent policies.
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The emergence of the tourism sector in the countries of the Andean Region
can be understood as a multifaceted response to contemporary global
and regional challenges, particularly in the context of decarbonization
and environmental protection agreements established under the Paris
Agreement. It is imperative for these countries, with economies traditionally
dependent on extractive industries, to transition to more- sustainable
development models that are less reliant on fossil fuels.

BETTING ON TOURISM

Investment in the
tourism sector
not only present

Tourism represents a viable and attractive alternative. This sector,
being less carbon intensive compared to extractive industries, aligns
with decarbonization and environmental sustainability objectives. By
promoting tourism, especially sustainable tourism, countries in the
Andean Region can significantly contribute to reducing their carbon
footprint, a crucial step in fulfilling commitments made under the Paris
Agreement. However, the underperformance relative to the tourism
potential of these countries and the high concentration of a few tourist
assets suggest the need to invest in new tourism assets with potential.

Investment in the tourism sector also presents itself as part of
a broader strategy to address environmental challenges and meet
international sustainability commitments. By fostering tourism that
respects and preserves the environment, countries in the Andean Region
can move toward more balanced and sustainable development, aligned
with the needs and challenges of the 21st century, as expressed in the Sustainable Development Goals. To
capitalize on this potential, it is essential to adopt a series of strategies and recommendations focused on
sustainable development and social inclusion.

Improving road infrastructure is crucial to facilitate access to tourist destinations. This includes not only
the construction and maintenance of roads, but also the improvement of roads that efficiently connect
major points of interest. At the same time, it is vital to invest in specific tourism infrastructure, such as
adequate signage and tourist information modules, which not only enhance the tourist experience, but
also contribute to tourists' safety and orientation.

In terms of marketing, the promotion of tourism in the countries of origin of tourists is fundamental.
This promotion should focus on environmental conservation and sustainable tourism, highlighting
practices that respect and preserve the local environment. It is crucial to highlight the natural and cultural
richness of the Andean Region and show how sustainable tourism can contribute to its conservation.

Training the local population in tourism-related skills is vital to improve service quality and the tourist
experience. This includes training in foreign languages, customer service, tourism service management,
and sustainable tourism practices. Furthermore, educational and technical training programs need
to be promoted to prepare residents for jobs in the tourism sector. Because tourism activities may
vary seasonally, labor schemes allowing for temporary work and cost reduction by hiring and laying off
employees are necessary.

Public-private partnerships play a crucial role in this scenario. Fostering alliances between the public
and private sectors can drive the financing and implementation of tourism and road infrastructure

an opportunity
for economic
diversification
and job creation
but also forms
part of a broader
strategy to address
environmental
challenges and
meet international
sustainability
commitments.
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projects, as well as tourism marketing and promotion initiatives. The public sector can provide incentives
and legal support to attract private investments, while joint campaigns to market a region nationally and
internationally will be more effective thanks to the combining of resources and strategies.

In terms of regulation, the case studies point out that it is essential to first measure and understand
the impacts of different actors and activities on environmental assets. This knowledge will inform the
implementation of regulations that require quality standards and environmental impact assessments for
new tourism projects, ensuring that their development does not harm sensitive ecosystems or protected
areas. Additionally, regulations should be established for the sustainable use of resources, such as water
and energy in tourism facilities, and the adoption of international sustainability standards in the sector
should be promoted.

Finally, education and awareness in environmental and social sustainability are fundamental in the
development of assets with potential. Developing education and awareness programs for both tourists
and residents about the importance of sustainability in tourism is key. Providing training to tourism
operators and sector workers on sustainable and responsible practices will contribute to a more conscious
and respectful tourism.

In summary, these recommendations aim not only to increase the flow of tourists to the Andean Region,
but also to ensure that tourism develops in a sustainable and beneficial manner for local communities
and the environment. The implementation of these strategies will enable countries in the region to
harness their tourism potential responsibly and sustainably, contributing to both the economic and social
development of the region.
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he rapid integration of new technologies has transformed our

way of communicating, living, consuming, and working, with

flexibility emerging as a common element across all these

spheres of activity. Technological advancements have played
a crucial role in increasing productivity in various occupations and
accelerating economic activity. Instant communication, which bypasses
personal interactions, shows notable differences compared to just a few
years ago.

The workplace has not been immune to this transformation. The evo-
lution that work is undergoing globally has a dual impact. On the one
hand, there is the risk that these changes will render certain occupations
unfeasible or require skills that many people lack or cannot acquire.” On
the other hand, technological adoption has created new income oppor-
tunities in occupations that did not previously exist, where people offer
services increasingly valued by society through digital platforms.

New technologies offer a valuable opportunity for income genera-
tion while posing a significant challenge for labor institutions that classify
workers based on how they contribute to social security. Digital innova-
tion and the growth of online connectivity have created new prospects for
a larger number of people to participate and earn income almost instan-
taneously. This is because costs associated with the supply and demand

New technologies
offer a valuable
opportunity
for income
generation,
while at the
same time posing
a significant
challenge
to labor institutions
that classify workers
according to how
they contribute
to social security.

of services, which were previously limited, have decreased considerably, favoring participation in economic
sectors that previously required substantial investments. However, this change poses a considerable chal-
lenge in terms of defining the type of labor relations, because these new forms of employment are not
contemplated in traditional labor structures and have notably different natures and characteristics. People
now have the ability to increase their income without depending on a subordinate relationship with an
employer, without being tied to a specific location to carry out their work tasks, and without having to ad-

here to specific work rules and schedules.

This chapter is based on Azuara et al. (2023) and Carmona et al. (2023).
See Chapter 1 and Bosch et al. (2018).
See Chapter 1.
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Technology poses a significant challenge and, at the same time, represents a considerable opportunity
for LAC. The historical lack of protection for independent work can be addressed by applying technology
to close coverage gaps. In the region, there is notable diversity in sociodemographic, economic, and insti-
tutional terms in labor markets, resulting in substantial variations in labor dynamics for both independent
workers and wage earners. These disparities are crucial to understanding differences in formality levels,
which refer to the coverage provided through social security to face various risks such as health, work,
and aging. The job opportunities arising from new technologies have introduced additional complexity in
the functioning of the region's labor markets. Notable examples of innovation include high labor flexibility,
complete systems of traceability, and electronic payments in each country. These advancements can be
leveraged not only to improve the identification of new ways for independent workers to insure against
various risks, but also to offer products that until recently may have been considered unfeasible for tradi-
tional institutions.

Next, the situation of independent workers in the region is presented, highlighting distinctive conditions
such as marked labor informality, considerable unemployment rates, low productivity, and limited insur-
ance coverage. Additionally, specific institutional aspects established by current regulations to facilitate
independent workers' access to insurance systems in place in the Andean countries are addressed.

Independent work allows many workers to meet their work and family obligations. Compared to wage em-
ployment, this category allows for substantial flexibility, as in many cases independent workers can define
the days, hours, and places of work. This versatility makes it easier for small businesses to hire indepen-
dent workers for temporary, seasonal, or part-time work, which can result in lower costs and often better
service for their clients. Examples include accounting, marketing, and courier services.

The emergence of the platform or gig economy has made the defining of the type of employment relation-
ship a more complex task. In this business model, technology facilitates the supply of services simply and inex-
pensively for both consumers and providers. Additionally, it reduces entry barriers for new workers compared
to those seeking employment through the traditional process of the application, interview, and employment
contract. In many cases, once a person meets the requirements to register on a platform, they can spend as
much time as they want on that activity and at the time that best suits their needs. This flexibility makes plat-
forms an attractive way to generate income for many people, even with little or no experience in a sector or
country. Hall and Krueger (2018) show that less than one-fifth of those using transportation platforms in the
United States had previously worked in this industry. For Latin America, Azuara et al. (2019) note that only 10
percent of those earning income with Uber had previously worked as taxi drivers.

The ease provided by platforms is a key element for those who decide to participate in them. Lack of in-
formation, as well as few employment alternatives, were common until a few years ago, although variations
in labor composition show that this has begun to change. Current research has mainly focused on transpor-
tation platforms, but this technological option is expanding to other activities in the tertiary sector, making it
essential to have tools for its analysis.

The characteristics of employment on platforms are not covered in the current labor regulations in most
countries. In some cases, this lack of definitions has been addressed by equating it to independent work.
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However, there are multiple challenges associated with aligning insurance
schemes with this type of work, such as tax collection mechanisms, and with
refining measurement tools for better public policies. For the rest of the
analysis in this chapter, platform workers are considered independent.

The characteristics
of employment
on platforms
are not covered

t is often difficult to measure the emergence of new forms of em-
ployment based on new technologies due to lack of information.

Emphasis has been placed on work on transportation and delivery by the labor
platforms, but other types of services are beginning to emerge, such regulations in force
as freelance work. In LAGC, this lack of information is even more acute, be- iNn Most countries.

cause there are no statistical instruments to monitor new forms of em-

ployment constantly. As a result, there is no certainty about the size of

this phenomenon. In most countries, these workers are considered independent, although the nature of
their occupation is different from those using employment platforms.

In some countries, attempts have been made to approximate this phenomenon using complementa-
ry surveys. However, these surveys contain measurement errors in measuring both the amount and the
hours that workers devote to generating income. For example, in the case of the United States, Bracha
and Burke (2021) show that even though millions of people use platforms to supplement their income,
they do not do so permanently. This leads to an underestimation of the total income generated in aggre-
gate, because people do not consider it as part of their permanent income.

The Brazilian Institute of Geography and Statistics (IBGE) and the National Institute of Statistics and
Geography (INEGI) of Mexico are exploring alternatives; in Chile, the National Statistics Institute (INE) has
taken the first steps to introduce dimensions of employment on platforms (for the 2018-2022 period).
Costa Rica, on the other hand, has incorporated a set of questions into its national household survey re-
garding teleworking, while Panama has included questions about the use of web platforms in its survey.
The main problem in these cases is that the bulk of platform activity is concentrated in the transportation,
transfers, and home delivery sector, which poses a methodological challenge for obtaining statistical rep-
resentativeness. This phenomenon is attributed to the high rate of informal employment in these sectors,
reaching 58 percent, according to data provided by the Labor Market and Social Security Information Sys-
tem (SIMS). Additionally, it is observed that many of the people who report working in this sector also have
other occupations.

The classification of occupations along with other demographic characteristics captured in household
surveys is an alternative way to approximate the size of this type of work. Efforts have been directed to-
ward understanding the characteristics of the most relevant occupations for the labor markets in which
platforms participate. To do this, occupational classifications used by various household surveys are uti-
lized to categorize active members of the labor market. Occupational classifications related to each plat-
form are used, and through the use of additional questions, an estimate can be made of the total number
of people using a platform and considering themselves independent workers.

See more of the regional workshop on identification of employed people working through digital platforms at: https:// rtc-cea.cepal.org/
en/conectados-rtc/workshop-regional-workshop-on-identification-of-employed-people-who-work-through-digital-platforms.



https:// rtc-cea.cepal.org/en/conectados-rtc/workshop-regional-workshop-on-identification-of-employed-people-who-work-through-digital-platforms
https:// rtc-cea.cepal.org/en/conectados-rtc/workshop-regional-workshop-on-identification-of-employed-people-who-work-through-digital-platforms
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Users who use platforms have heterogeneous characteristics. However, there are two widely valued ele-
ments: the labor flexibility platforms offer and the possibility of generating income with limited access bar-
riers. In the first case, most available studies, including surveys conducted by the IDB in various nations, in-
dicate that digital platforms are highly appreciated by those who use them to generate income, thanks to
the flexibility that traditional wage employment does not provide. This leads to workers with varied profiles
and work trajectories opting to use them, generating difficulty in establishing unique or uniform actions
to implement insurance mechanisms. The Andean countries have proven to be particularly susceptible to
labor market changes due to technological advances. Flexibility has emerged as a distinctive element in
this process, on the one hand, more people are able to access and generate income in the labor market,
and on the other labor institutions that classify workers according to their access to social security face a
situation that does not fit their preexisting categories.

Regarding the high appreciation of the ability to earn income, users highlight the ease that platforms
provide for starting activities and generating income through the provision of various services. Therefore,
flexibility and income emerge as fundamental aspects to understand the needs, incentives, and behaviors
of users and any regulation should take them into account.

Platform work is a subset of independent work because the income
and insurance issues are similar. For the Andean countries,” independent
workers comprise more than a third of the total number of employed
persons (16.74 out of 38.04 million) and are characterized by the most
critical levels of informality compared to the rest of the region. According

to official statistics institutes,” in both Peru and Colombia almost 90 per- Flexibility and
cent of independent workers are in informal conditions. In general terms, income emerge
these figures are significantly higher than those of wage workers, and the as fundamental
disparity in contributions reveals a major public policy challenge in terms aspects to
of insurance. understand the
In the main cities of the Andean countries, a significant proportion of needs, incen.tives,
workers offer services through digital platforms. According to CAF (2020), and behaviors
in Bogota 20 percent of the workforce actively or potentially participates of users thL,JS' any
in labor activities through platforms.” In cities like La Paz, Lima, and Qui- regulation
should take

to, this figure reaches 19 percent. Over the last 15 years, the aggregated
proportion of independent workers has increased considerably in most
Andean countries, especially Peru and Ecuador, and is likely to continue
increasing due to the possibilities offered by recent technological changes. However, existing insurance
schemes for independent workers in these countries are generally adaptations of the model for wage
workers. Such adaptations do not respond adequately to independent workers' needs and characteristics,
which is reflected in lower levels of insurance coverage.

them into account.

Due to data availability, only Colombia, Ecuador, and Peru are considered here (see Azuara et al., 2023).
These are INEl and DANE for Peru and Colombia, respectively.

Active workers are those who provided some service through a digital platform in the last month and potential workers are those who
are registered as providers on a platform but did not provide any services in the previous month (CAF, 2020).
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To better understand how official insurance schemes for independent workers can be improved, this
section presents the service plans of Colombia, Ecuador, and Peru.” This methodology serves to visual-
ize the path that workers must follow to be insured, as well as the functioning of each government's in-
ternal mechanisms. Significant variation has been identified in the complexity of each system and areas
of opportunity where work can be done to improve effective insurance coverage for workers, including
electronic registration, aggregation of income from various sources, flexible insurance schemes with new
products that adapt to the needs and characteristics of independent workers, automatic payment dis-
counts, coordination of individual information with the tax system as well as with the financial system, and,
finally, alignment of fiscal incentives and social protection benefits. Data from the IDB's SIMS indicate that
in Peru, close to 0 percent of independent workers contribute to social security and in Colombia, only 13
percent of independent workers do so. The specific cases of each country are reviewed below.

Service plans refer to a methodology that visually represents services, considering the complexity of their activities, interfaces, and tasks,
whether they are visible or not to users. These can be explored further.
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Colombia

In Colombia, access to social security for independent workers requires at least seven activities. As
shown in Figure 5.1, there are seven key processes that grant the right to social security for indepen-
dent workers for one (1) month. These can be grouped as follows: (1) provision of services as indepen-
dent workers (activities 0 and 1); (2) selection of operator (activity 2); and (3) processing of the integrated
contribution settlement form (activities 3, 4, 5, and 6). The system adapts its points of contact according
to the access possibilities of the workers, enabling virtual, assisted, and in-person interfaces. The virtual
procedure provides a web interface for autonomous use, as well as a web interface for autonomous use
with telephone support.

Bottlenecks in assurance

The Colombian system has at least four points of friction that may be affecting the enrollment of inde-
pendent workers, as shown in the service plan. These are

1. Affiliation. Decision paralysis and choice complexity are behavioral problems that could frequently
manifest in the first step of affiliation to the Colombian system, which involves an autonomous exer-
cise by the worker to choose, from a range of options, the most suitable ones to ensure health and
retirement.

2. Selection of technological operator. \Workers may face frictions when choosing social security
technological operators, because workers must have made social security contributions to receive
fees derived from the provision of services as independents. In this scenario, the worker may be mo-
tivated to procrastinate and postpone the registration process until the last moment or simply keep
their services in the informal sector, creating a gap between intention and action.

3. Technological capacity and interaction with the worker. Technological platforms of operators
differ in ease of use and user support capacity. Therefore, any difficulty faced by an independent
worker when selecting an operator and using their technological platform will have a negative effect
on the likelihood of entering and remaining in formal employment. Additionally, the platforms are
complex and independent for each insurance institution and technological operator.

4. Form and payments. The processing and payment of the contribution form are key to understand-
ing the system's incentives to remain in the process. The procedure requires choosing between dif-
ferent types of forms and declaring the type of contributor that generates the action. These decision
points tend to create complexity in choice and cognitive overload. Additionally, the monthly contri-
bution cycle to social security itself poses friction. The monthly contribution of an independent work-
er through a technological operator with the procedural challenges already noted would translate
into the recurrence of cognitive obstacles (cognitive overload, discomfort factors, and limited atten-
tion problems).



SERVICE SECTOR SELF-EMPLOYED WORKERS

Service plan of Colombia
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Source: Azuara et al. (2023).

Ecuador

In Ecuador, access to social security through the Ecuadorian Institute of Social Security (Instituto Ecua-
toriano de Seguridad Social, IESS) can be summarized in six steps. If the user faces any impediment to
affiliate—for example, being under 15 years old, having retired status in the IESS, or having pending obli-
gations with the IESS—they will not be able to continue with the affiliation; otherwise, the user proceeds to
enter the data for affiliation.

Bottlenecks in assurance

1. Affiliation to IESS. It is disabled until the fourth working day of each month. This generates transac-
tion costs, especially in the time dedicated to carrying out these tasks. Additionally, the entry of affilia-
tion data allows the system to automatically calculate the monthly contribution that the affiliate should
pay to the IESS based on the reported income. For self-employed workers, the contribution is 17.6
percent of monthly income. Thus, according to IESS administrative records, more than 80 percent of
self-employed workers reported the Unified Basic Salary (Salario Basico Unificado, SBU) as income.
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2. Information validation. After accepting the terms and conditions, the system validates the en-
tered data, and an automatic message is sent to the affiliate’'s email for entry into the web portal
validator. This mechanism presents a critical point, because it requires the use of a security key once
the process has begun, which could cause inconvenience.

3. Data registration for automatic contribution payment. The system directs the user to enter
payment methods. It also presents options for a recurring debit in the case of payment with a credit
card or an automatic debit in the case of having a bank account. If the user does not wish to register
payment methods for their affiliation at that time, they proceed to the option of creating a profile
and user password. Finally, the user generates their password for the IESS affiliation system. In this
way, each month the contribution that they specified will be deducted, and if they did not specify a
payment method, they will make the corresponding payment through the payment button on the
website or in person at the counter.

Service plan of Ecuador

Validation and access Affiliation process

Payment and system enablement
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Independent X N .
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Source: Carmona et al. (2023)
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Peru

The coverage of pensions and health for Peruvian independent workers is their own responsibility, and
they must handle it individually. This means that the processes must be accounted for separately. The
difficulty and time it takes to gather relevant information may give the impression that the process is
very complex and difficult to complete, when in reality most processes have few steps. Additionally, an
independent worker must complete several procedures before starting an affiliation process. For example,
to join the pension system, the independent worker must first decide between the National Pension
System (SNP) or the Private Pension System (SPP).

After concluding the decision-making process and identifying the health plan and pension system they
wish to join, a worker must perform more than one procedure to complete two phases: (1) formalization
(activities 0 and 1) and (2) affiliation and contributions to the systems (activities 2a or 2b, 3a or 3b). There is
a coexistence of various systems. Therefore, some relevant clarifications regarding each type of coverage
are in order.

Health. An independent worker can access two health plans within the Comprehensive Health
System (SIS): SIS Entrepreneur and SIS Independent. Independent workers in categories 1 or 2 of the
Nuevo Régimen Unico Simplificado (NRUS) are automatically affiliated for free with SIS Entrepreneur.
Alternatively, an independent worker can opt for the SIS Independent health plan, for which registration
with the National Superintendence of Customs and Tax Administration (SUNAT) is not required. To affiliate
with the SIS Independent plan, the worker must go to an SIS office, provide the required information, and
fill out a digital affiliation form. Subsequently, they can make the required monthly contributions at Banco
de la Nacion or virtually. The independent worker also has the possibility of accessing the optional +Salud
insurance, which is available to any person residing in Peru, whether national or foreign, of any age, if they
are not affiliated with the Integral Health Insurance plan (SIS).

Pensions. For this benefit, independent workers also have two options. In the first case, the
independent worker can join the public pension system. This affiliation can be done on the Office of
Pension Normalization (ONP) website, which is expedited. The main task is to fill out an information form
and upload it to the system to request affiliation. If the worker decides to join the private system, there is
a simplified process that can be done quickly, easily, and remotely. To register, the independent worker
must access the website of the Pension Fund Administrator (AFP) that has won the bid.

Bottlenecks in assurance

The level of insurance coverage for independent workers in Peru is almost nonexistent, so it is
essential to improve existing processes and communication with stakeholders. The mobilization and
incorporation of this workforce into security schemes represent a challenge for public policy, but
cost-effective adjustments can be made to procedural aspects to improve short-term access to social
security and its permanence. In this sense, the analysis revealed four moments of greater friction for
the independent worker: registration, periodic renewal, income estimation, and contribution payment.

1. Formalization: Independent workers in Peru must complete two separate processes for
formalization in the tax system: joining a health plan (SIS Entrepreneur, SIS Independent, or +Salud)
and a pension plan (SNP or SPP). This not only represents an excessive burden for the worker, but
also becomes operationally redundant, as the processes run independently without sharing records
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or information. Evidence of this is that nearly 90 percent of independent workers are not registered
with SUNAT.

2. Registration and affiliation: In the Peruvian case, the lack of coordination between systems and
the number of decisions independent workers must make becomes a significant initial barrier. The
probability of facing "decision paralysis" is high due to the complexity and amount of information
required and received, which demands greater cognitive and specialized resources to reach a
conclusion. Independent workers must make multiple decisions, a situation not experienced by
salaried workers.

3. Fragmentation of processes: The process is broken into different stages, requiring an
independent worker to perform parts of the process in different locations (for example, with health
plans for the SIS, they need to download and fill out forms, then go to an office to complete the
procedure, and finally go to a third party to make the payment). This increases the likelihood that an
independent worker will take more time to complete the process or even forget or lose interest in
finishing it.

4. Difficulties with contribution automation: It is not evident whether payment automation is
possible for health plans, while pension payment automation is linked to the user's registration with
SUNAT for payments to ONP and a fixed monthly income for contributions to AFP.

5. Confusion and lack of information about obtaining services: Wait times to complete
processes are long (for example, 30 days to receive medical care with SIS, 3 months to receive care
with +Salud, 30 business days to be affiliated with the pension system with ONP), which can lead to
a loss of motivation and interest in making contributions. Moreover, the long wait times can lead
to confusion about when to start making the corresponding contributions. Finally, there is no clear
channel of communication for following up on requests in the case of doubt or technical difficulties.
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Service plan of Peru
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Virtual / ONP WEB Page

Service Center (SUNAT) | following the route: center or SIS offices contributions, www.onpvirtual.pe Route: mggm;}gfr"ﬁ%mg“te:
On-line Qperat‘\ons/Other nationwide. payments are mad_e Mi primer aporte/quiera declaraciones y pagos/ Boleta
declarations/payments. online using a credit or afiliarme voluntariamente de pagos/Regimenes
f, b. Interface with fields to debit card. (My first contribution / | especiales 1675/Aportes
Interface declare payments, want to sign up voluntarily facultativos al SNP_ (New
payi : ¢ Platform/My declarations and
periods and installments. a. Tab with 5 sections to payments/Payment
¢. Payment Portal collect family data, income, slip/Special Regime
legal th 1675/Optional contributions
egal, among others. to the SNP).
Visibility
Staff records - System validates The person in charge The health plan is a. ONP validates data The system processes

information in the
system, processes, and
issues a Registered
Information Certificate
(CIR) with the selected
regime declaration.

procedure and extends
virtual form N1611
NRUS with the
registration of the
declaration and the
payment made.

- Delivers NRUS
Tasks category

Restriction: make at
least 3 consecutive
payments to SUNAT to
advance to afiliation.

BACKSTAGE

Source: Azuara et al. (2023).

verifies compliance
with the requirement
and, if successful,
proceeds with the
affiliation of the
self-employed worker.

Restriction: wait 30
days to start using the
insurance. In case of
emergency, the
insurance is effective
immediately.

cancelled if you stop
making monthly
contributions to
SUNAT. To reactivate,
you must be up to
date with payments to
SUNAT and go to a SIS
center of attention to
the insured to verify
compliance with the
requirements.

by cross-checking with
other competent
institutions.

b. ONP corroborates
that the user complies
with the requirements
of not being affiliated to
an AFP or contributory
pension.

c. ONP reviews
information provided in
a period of 30 days and
submits affiliation
confirmation.

the payment, validates
and sends confirmation
of the transaction.
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The preceding analysis demonstrates that for the three selected coun-
tries, attention and follow-up regarding the insurance needs of indepen-
dent workers are limited. The basis for improving the effectiveness of this
insurance lies in the traceability of individual incomes of workers and the
interoperability of banking and tax data. This information would provide

certainty about the number and amounts required to access mechanisms The disparity at the
that protect independent workers against various risks, mainly health levels of informality
and aging. Additionally, there is a positive relationship between the num- work between
ber of processes developed in each country and their level of assurance independent
coverage. That is, in countries like Colombia, where a certain institutional workers and
framework has been established to address independent workers, com- the employees
pliance levels are higher than in Ecuador and Peru. highlights the

urgency to develop
specific public

politics that address

this challenge and

improve the systems
of assurance.

In addition to modernizing income monitoring, it is essential to re-
think existing insurance products included in social security schemes.
Expanding insurance coverage requires a solid contribution base that
reflects individuals' total incomes and is verifiable. However, the charac-
teristics of Andean countries translate into very low-income levels and
high volatility, with workers finding it very difficult to make payments not
aligned with their incomes. This necessitates identifying ways to reduce
the costs of insurance currently in traditional systems.

The variability in the complexity of social security systems for independent workers in Colombia, Ec-
uador, and Peru indicates opportunities for improving both contribution and coverage. Key areas for ac-
tive interventions are identified, ranging from implementing electronic records and aggregating incomes
from various sources to introducing flexible insurance schemes, automatic discounts, and efficient co-
ordination of information with the fiscal and financial systems. Furthermore, the disparity in informality
levels between independent workers and wage earners underscores the urgency of developing specific
public policies addressing this challenge and improving insurance systems.

The service levels of insurance for independent workers in Colombia, Ecuador, and Peru suggest the need
to improve their social security systems to reflect the realities of their labor markets. This entails reviewing
and adapting existing models to address the particularities of independent workers, going beyond the tra-
ditional focus on the wage contractual relationship. For this purpose, reviewing some flexible contribution
models, given the diversity of labor arrangements, would enable a higher proportion of the workforce to
contribute regularly to social security.

The implementation of administrative measures to increase coverage for independent workers in the
short term could include streamlining electronic registration in existing schemes and introducing or en-
hancing automatic discounts and payment flexibility by linking them to electronic financial instruments.
Additionally, it would be advisable to improve coordination with the tax system to eliminate duplicate pro-
cedures and introduce specific tax incentives for independent workers. Adopting technology to calculate
and track incomes in an orderly manner would facilitate financial planning and payment traceability. In
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summary, strengthening income monitoring and corresponding contribu-
tions to insurance schemes could be improved using a comprehensive
approach, including information exchange between government entities
as well as collaboration protocols and coordination between the financial
system and tax authorities.

Independent workers in the Andean Region could have better insur-
ance systems that are cost-effective and tailored to their work reality. The
variety of occupations and income volatility of this group of workers re-
quires authorities and the private sector to facilitate the introduction of
insurance products specifically designed to meet their needs. To achieve
this, it would be advisable to identify schemes that provide limited but
significant coverage against risks, such as health problems or accidents,
with the aim of motivating the participation of independent workers and
encouraging the gradual acquisition of more comprehensive coverage.
Successful examples exist, such as the Periodic Economic Benefits (BEPS)
program in Colombia, which enables low-income workers to save flexibly.

The variety of
occupations and
income volatility

of this group
of workers require
that authorities and
private sector
facilitate the
introduction
of insurance
products
designed specifically
to meet their needs.
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