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On 29 May 2013, the OECD decidedpen accession discussions with Colombia 4
on 19 September 2013, an Accession Roadmap was adopted setting out the
conditions and process for accession [C(2013)110/FINAL] which includeptin
reviews by 23 OECD Committees.

This publication h&tbeen prepared by the OECD Secretariat on the basis of curn
available information and does not prejudge in any way the results of the ong
reviews of Colombia by OECD committees as part of the process of accession
OECD.




FOREWORD

Under the leadership of President Juan Manuel Santog,f 2 YO Al Qa SO2y2Yeé KI
stronglyin recent yearsRobust growth has been accompanied by low inflation, declining public

debt and better management of public resource$’overty has declined substantiabiyd the

share of middleéncome households in the population has expanded dramatically over the last
decade.¢ KS 3I2@3SNYYSyYy (i Qa Y in@uaing a MBF fBAlYraeSoFkF ahdND &
important tax and labour market reforms, among otheydave contributed to the imprang

economic and social situatiod successful conclusion to the ongoing peace process holds the
LINPYAAS 2F | adzomaldlyiAiAlt @2OAFiO2 2R S22 R YK OF
efforts.

With a view to building on this significant progress, the Colombian government is preparing a
National Development Plan 282018 resting on three core pillardPeace, Equity and
Education. In this context, th@ECD has been asked to provide substantive inputs to the Plan.
Following the recently released Economic Survey of Colombia, this report identifies a set of
policy priorities to support more balanced, sustainable and inclusive growth to improve the
well-being of the population, in line with the key goals of the National Development Plan.

[/ 2t 2 Yroak Bh@ado highrincome statuswill be challengingProductivity growth has been
slow andremainswell below levels of OECD countridae countryalsoremainsbeset by high
levels of informality unemployment and income inequalitfDver the course of its renewed
four-year term the governmentneeds to ® RNB a a / 2dqui® YandiproQuativity
challenges througha comprehensive policy reform packadeurther reforms are needed to
tacke RS T A OA Sy OA S aterditofial deedpmer etycatibidafiinnovation systems,
competition framework, land rights, and infrastructure. Colombia should also consider a reform
of its social protection and tasystemso make them fairer ananore growth-friendly.

Tax reform shouldbecomell KS 32 ASNY Y Sy i QaTaxArevah8eR aré ifsSfficiedlA 2 N (
to meet the public spending and investment needed to close the productivity gap. The design

of the tax systentould be improved to make it more progressive, reduce the negative impact

on employment and promote green growtBetermined and strong government actionatso

necessaryo tackle pervasive tax evasion.

To deliver this ambitious reform agenda, Colombéeds to continue to modernise its public
institutions. In recent years, the governmehtas made significant progress in implementing a
goodgovernance agendaBut major improvements can still be made to strengthen contract
enforcement, address regional gparities in public services, raise the quality of the judicial
processand fight corruption.

The implementation of these policy recommendations would complement the legislative and
regulatory reforms that Colombia is carrying out in various policy aas@smoves ahead on

the OECD accession process launched in 2013. We look forward to contiousugpport
Colombia in its reform agenda and on the roadrtembership tahe OECD.

/_<—.:/_V %
R g—

Angel Gurria
SecretaryGeneral, OECD
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1. INTRODUCTION

In recent years, Colombia has made major economic and social advamzespitethis recent
progress, Colombia faces significant structural challenges associated thighconcentration

of economicactivity ¢ particularly exports- in a few sectors low levds of productivity, and
high inequality. Embarking on a path towards inclusive growth\gal in the context of
successfully eradicating povertyproviding opportunities forits growing middle class and
solidifying progress towards lasting peace. The roallead to highincome status will be
demanding and calls for major policy initiatives in areas such as education, innovation,
infrastructure and rural developmentas embodied in theNew Development Plan 2012018:
Everyone for a new countryFurthermore, the country needs to work towards bolstering
government capacities, building strong institutions, and effectively mobilising domestic
revenues to facilitate effective implementation of its public policy priorities.

Escaping the middle income trap

/[ 2t 2 ¥ @®demt @conomic performance has been one of the most dynamic in Latin America, but
higher valueadded and morénclusive growth is needed.he countryhas remained within the middie
income range for over 60 years, attaining limited convergence relativeghincome countries as well

as many other countries in the region (Figure 1.1). Thus, Colombia needs to build on the progress made
in recent decades to overcome its obstacles to sustained economic grdwgffective income
convergence requires boostingbour productivity and creating quality employment opportunities by
moving towards highevalue added economic activities.

Figure 1.1Colombiaremains in the Middle Income TraflGDP per capita, 1990 USD)

[12013 [J1980 [ 1950

40 000
35000
30 000
25000

20 000
HI
15000

10000 f UMI

) ) ) ) ) ) ) ) ) ) ) LI
CHL URY ARG VEN CRI MEX COL BRA PER DOM OECD
average

5000 |

Note: The horizontal lines mark the boundaribstween the lowincome (LI), lowemiddle income (LMI), upper
middle (UMI) and high income (HI). The OECD average includes the 34 member countries.

Source:OECD Latin American Economic Outlook 2015 based on The Conferencd @eahtconomy Database
and World Bank World Development Indicators.
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Giving all Colombians a stake in progress

Despite recent improvementsneome inequality is still among the highest in the world. In 2012, the

ratio of the averagancomes of the top 10% to the bottom 10% of the pgtion was37:1, compared

to an OECD average @fLin 2011(over 25:1 in Chile and Mexic&urthermore/ 2f 2 YO Al Qa Y S| & d:
interdecile inequality, at over 11:1, also stands out internationally (Figune Tt2 longerm challenge

of more sustainabland inclusive growth persistand lies in ensuring equality of opportunity

Figure 1.2. Income inequality is too high in Colombia
(P90/P10 ratios in 2@

L2 e eoooooooooooooo-

Note: The P90/P10 ratio shows the upper bound income of the nilgtile in the income distribution to the upper
bound income of the first decile. 2011 data for OECD economies.

SourceOECD income distribution database and SEDLAC (CEDLAS and The World Bank).

Colombiaalsoneeds to tackle significant spatial inequalitiesensure lasting peace and the effective
integration its wealth of natural and human resourc@hapter 2) Compared to OECD economies,
Colombia displays one of the highest levels of regional inequality in terms of GDP perTapitagacy
of armed confict, disjointed urban and rural contexts, and limitationssimbnational adminisative
capacity, have generategstdiversityand stark inequalitamong regions.

Territorial policies will play a key role inldressing these challengds particular there is a needo

maximi® the impact of the redistributive power of royalty payments through effectively coordinated

regional investments with current expenditures (General System of Transferg)her key goal is to

build capacities and cooperation between national and-sabonal entities through arrangements such

as theContratos PlanRegional resources should also be devoted towards initiatives aimed at greening
ANRPGUOK YR KINYySaaay3d il 2sdstanab@ svay H@dte2naw éddndmicl 6 dzy F
opportunities outside of the extractive sectors.

To help restore regional equity and support inclusive growthither progress isalso needed in
upgrading productivity and performance in the agricultural s@¢ which is a key sector in terms of
employment. Since 1990, the average annual growth rate of agricultural production has been over 2.5
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times lower than that of other regional producers such as Brazil and Peru. In addition, more than 40% of
land ownerslp continues to be informal, signalling the need for effectively strengthening land rights,
improving access to land and modernising production strateBieter transport and communicatidinks
between Colombian citieand regionsare also necessary tmost domestic trade and productivity, as well

as a more holistic approach to rural development to facilitate access to key services and build local
capacities.

Building equity by cultivating skills  and integrating workers in the formal economy

Equitable access to quality education and formal employment is critical for fostering social cohesion, as
well as improving economic performan¢€hapter 3) Secondary school students in Colombia ranked
among the lowest performance in mathematics in theauewies covered in the 2012 PISA survey. The
performancegapis equivalent t02.9 yearsof schoolingin comparison with OECD average. Improving
academic performance and ensuring that all studep@rticularly the most disadvantagedchieve at

least minindzY a1 Af f f S@Sta oAft 0S SaaSydaAalrt F2N GKS
improving access from pyarimary to tertiary levels of education, enhancing staff capacities, increasing
the hours of instruction, and effectively assessing bothdetit and teacher performance. The need for
these reforms is further reflected in some of the determinants of Wwelhg of Colombian citizens,
particularly with regards to the low levels of security, relatively low level of life expectancy, as well as
limitations in education outcomes and employment opportunities (Figure 1.3).

Figure 1.3. Welbeing indicators in Colombia highlight key challenges

GNI per capita

Life satisfactio Satisfaction with living standards

Homicide rate

PM10, micrograms per cubic mete

Perceived absence of corruption Life expectancy

Social network suppor PISA combined mean score

— OECD—COL CHL=-- MEX

Note: Thedifference between the values of the variable for the country with respect to the simple avefape
OECD countries, normaib by the standard deviatiorDistance from the centre delineates increasingly
better results for each variable.

SourceOECD 2015 Economic Survey of Colombia.

These opportunities need to be complemented with the appropr&eial safety nets, in order to protect
vulnerable members of society, and ensure access to key services such as health care, while maintaining
incentives for formalisation. Within the context of emerging economies, it is important to look beyond
these taditional wellbeing indicators and take into account other pertinent issues suclulasrable
employment Nearly 60% of Colombian workers are employed outside of the formal secteery high

f S@St IAGSYy (KS 02 dzy ispaityeigairedby tiieetafively high ndivalje/labous K A O K
costs and minimum wage, and underestimation of the benefits of being formal. In addition, the design of
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the pension system leads to the exclusion of a large majority of workers, effectively depriving them of
financial security during their retirement years. As informality and unemployment are two major drivers of
inequality, addressing these social problems would go a long way towards improving equity.

Enhancing competitiveness and institutional capacity for su  ccessful
implementation of the National Development Plan

The current economic structure presents notable challenges for sparking dynamic and inclusive growth.

Recent trade performance signals the haid growingimportance of energyand commodities in the
export basketand much lower role of thenanufacturing and agricultural sectors (Figure 1Ehergy
related industries make a limited contribution smgregate employmentreation in addition to raising
concerns over environmental sustainabiliurthermore, volatility andhe recent decline of commodity
prices (mainly oil pricesinderscorethe risksassociated with this pattern apecialisation.

Figure 1.4Extractive industrieplay aprominentNR2 € S Ay [/ 2f 2Y0o Al Qa

m Share of total Colombian exports 2013 (%)(LHS)
& Change in Colombia's share of world trade (2006-2013, percentage points) (RHS)
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Note: Data for2006 to 2013 in SITC Rev 2.
SourceOECD based on UNCOMTRADE data.

Creating newgrowth and employmentopportunities and fosteringnnovation andentrepreneurship
requires the strengthening of framework conditions as well as cohesive efforts to suppdtoriatr
integration. Colombia needs to make effective use of its commodity rents towards creating better jobs,
boosting productivity and promoting economic diversification. Policy priorities include a range of broad
based policies: addressing transparfrastructure and logistics bottlenecks in order to reduce transport
costs, spurring competition by strengthening institutions such as the Competition Authority, as well as
supporting the propagation of Information and Communication Technologies (IC@isjnaovative
capacities Chapter 3.

Successful implementation of the National Development Rlao depends on consistent and concerted
public policy actionGhapter §. Strong public sector institutions and government capacities are needed to
provide the regulatory and administrative backbones for supporting economic transformation and
equitable progress. Colombia has made significant progress in implementing ay@omdance agenda
aimed at strengthening its institutions to promote sustainable amtlsive growth throughout the country.
Neverthelessexpandingcoverageandimproving thequality of public services is crucial. Further efforts are

Better Policies SeriesColombia: Policy Priorities to Boost Productivity and Sowhlsion 2014 © OECD 2014 5



also needed in the area of contract enforcement as well as towards enhancing government transparency
and accountability. With tax revenues close to 20% of GDP, at the lower end of OECD countries, and
declining public revenues from commodities, a comprehensive fiscal reform is crucial for underpinning this
development strategy.

Main policyrecommendations
Teritorial and Agricultural Developmentor more inclusive and sustainable growth

1 Enhance the management and monitoring of regional investmerRsinforce ceordination across
levels of governments to promote a mu#thnual budgeting/planning framework.

1 Improve the effectiveness ofegional transfersby reducing earmarked transfers, introducing new
equalisation mechanismand improving the coordination with the royalties system

I Improve land rights andthe use of lands by speedhg up the process oformalisation, while
strengthening the protection of existing land rights.

9 Improve the urban transport regulatory frameworkhrough better management of entry points for
commercial transportation and by increasing enforcement of the regulation of lcoadportation.

9 Strengthen the system of environmentahanagementinvolving different levels of government
Promote greater use of environmentally related taxesd charges.

Education and Equity for a Fairer Economy

9 Ensure a strong start in education, gaularly for the most disadvantaged pupildy improving
the quality of staff in schools and avoiding the prevalence of twaven threeshift schools.

I Undertake a comprehensive reform of the pensi@ystemto reduce old-age poverty by making
the system less regressive and more sustainable

9 Improve incentives for employment formalisatiorby smoothing eligibility for welfare benefits,
including healthcare and further reducing narage labour costs.

91 Improve labour law enforcemenby increasing the numbesf inspectors and providing adequate
training opportunities.

Fostering Competitiveness and Growth

9 Further improve the framework conditions for innovation and entrepreneurshipy focusing on
skills, including engineerindesignand information technologyand midlevel professional skills.

9 Strengthen the efficiencyof, and citizen€participation in, the allocation of environmental and
social licensesn infrastructure by avoiding discretiorrg environmental assessmentas well as
delays and abuses the grant ofsocial licenses by sonh@calcommunities

I Give the competition authority (SIC) greater independendgeview barriers to competition in key
product markets, such as finangigdod, and both fixed and mobile communicatiomsarkets.

1 Strengthen the governance of statewned enterprisesby apponting more independent board
directorswith relevant skills and experience

Towards more effective governance
f CdZNIKSNJ aiNBy3aGKSYy GKS STFTSOUGADSYSaby enhagciRg STFA O
contract enforcement and increasing the specialisation of court decisions

9 Enforce high-quality regulation and move twards a regulatory governance approachby
strengthening the autonomyaccountabilityand legal protectior2 ¥  [-léhhtiQréguladrs and the
Superintendencias

1 Reform the tax system tancreaserevenues,enhanceefficiency and strengthen equity

6 Better Policies SeriesColombia: Policy Priorities to Boost Productivity and Sowialsion 2014 © OECD 2014



2. TERRITORIAL AND AGRTULTURAL DEVELOPMENTKEY
PRIORITIES FOR INCLBIVE ANDSUSTAINABLE GROWTH

The National Development Plan 2042018 identifies territorial, agricultural and
environmental development as key priorities for inclusive growth. The Plan defines specific
strategies and targets for the six regions of Colombia, as well as policies to deepen territorial
integration through further investment in infrastructure and innovation. Reaping the
dividends of peace in Colombia will entail significant efforts for territorial development and
improvements in environmental policies, by strengthening the institutional capacities of sub
national authorities and improving the cerdination of different fiscal resources allocated to
these authorities. Citizens across Colombia will benefit from territorial development and
strategies for greening growth which will improve their livelihood opporturgs by making
agriculture more efficient and inclusive, as well as developing instruments for cooperation
between urban and rural areas.

Better Policies SerieColombia: Policy Priorities to Boost Productivity and Stwiaision 2014 © OECD 2014 7



2.1. BOOSTING REGIONAL GRCITIES TO IMPROVE
EQUITYAND PRODUCTIVITY

Wide regional disparities hinder sustainable dgepment and inclusiveness. To improve equity,
expand productivity and achieve peace in the next planning period, Colombia must tackle the
spatially concentrated pockets of poverty and exclusion, and ensure that broad based policies are
uniformly implemented in all regions. The effectiveness of key instruments for allocating resources,
such as royalties, regional transferSiétema General de ParticipacipandContratos planneeds to

be optimised through better coordination in the management of these medmsms, as well as
streamlining the allocation of these resources towards highepact regional investments.

Compared to OECD economies, Colonthiplaysone of the highest levels of regional inequality in
terms of GDP per capitéFigure 2.1, Panel ARegional inequalities are not only 42 times higher than in
Australia and more than five times higher than in the United States or Canada, but also higher than in
other neighbouring Latin American countries, such as Argentina, Bdivéil orVenezuelalncome
disparities arelarge within Colombian departments, including those that are resouick and have
benefitted fom high GDP growth (Figur2.l, Panel B. Scarcity of regional statisticih many of

/| 2t 2Y0 Al Qanents, thowBvSrLJimRklithecapacity of the public sector to assess territorial
dynamics and then to properly determine policy responses.

azal 2F GKS NBIA2yaAQ D5t LISN ddénLdklom levelslotldboarA G K NB
productivity (OECD, 2013aThis dispersion acreglepartments has remainatkarly constant over the

past decade, with th exception of commodityproducing departments, where highly productive
commodity sectors have emergadith limited impacts on employment creatiolRegions with low

productivity level§acemany ofthe samebottlenecksthat contribute to/ 2 f 2 YO Al Q& € 3 gAGK
OECD countries. In addition to eradicating violence, better regional policies for improving education,
fortifying infrastructure and promoting entrepreneurial developmeste fundamental for boosting

inclusive growthand reducing regional inequalities
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Figure 2.1. Gini indexes at regional level remain high

Panel A. 8lected countries Panel BGini index(23 departments and Boga}
Slovak Republi : : : f ' : : : |
ova ecr:)ﬁilelg . . . : ChOCé 1 1 1 :
Mexico | f f f i Cauca ; ; i i
Belgium | ! . i i ! !
Colombia | : | Huila : : : :
J Brazil | | ‘ ‘ La Guajira ‘ i
n ﬁé}:ﬁ? 1 ; ; | | Cordoba ! !
Ukraline i ; ‘ ! ! Boyaca ' ; : :
Turkey ms—— ! ! . . | | 1 1
Hungar))// :# 3 3 Antioguia I 1 i |
OECD averagen— ! ! Quindio : : i i
Canada mes— I I . H H | |
South Africa — ! ! Tolima | | i i
Czech RepubliCm— ! ! Caldas i i
Slovenia —— i i i | ! :
Germany — | ! ! Cesar . . | |
Greece s \ \ Valle del Cauca ! '
Italy —— 1 1 | | | ! !
United States — | l | Magdallena i i | |
Finland jesss | | | Bolivar : : ! !
Norway | | | | Meta ! !
Poland i | | | i i i i i
Portugal |je—— | | | Narifio | |
United Kingdom e | | | A ; ; i i
Australia. st | | | Bogota D.C. ! ! : :
Denmark i ! ! ; Santander ! !
Austria _p—— 1 1 1 Risaralda ; : i :
Spain _m— | | | ' | i i
Switzerland ! ! ! ! Norte de S. g g . |
Sweden jm— 1 1 | Sucre | i
France | ! ; ; i ' i i i
Korea s ! 1 1 Caqueta ! !
New Zealand jms | | | | Atlantico ; ; E E
Netherlands s ! ! ! . | | i i
Japan s ; | | Cundinamarca . . ! !

0.30 0.40 0.0 0.2 0.4 0.6 0.8

o
o
o
o
[y
o
o
N
o

Note: Data expanded from population projectionssing the results of the 2005 Census as a baka.(Territorial
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disparity among regions. Note that the Gini index assigns equal weight to each region regardless of its
size In Panel B, the Gini index is basedANE, Enquesta Govwua de Hogares (2002006)and Gran
Encuesta Integrada de Hogares (2€HI8L2) which measure inequality amongdividualsin 23
departments in Colombia.

Source OECI2013c) Regions at a Glance, 20t&and DANE, Encuesta Continua de Hogares (2008)y Gran
Encuesta Integrada de Hogares (2208.2).

Utilising the Royalties system for boosting inclusive growth

Since 2011, the government has used royalties paid by extractive activities to promote equitable
regional development and to improve the effactness of capital investments in suohtional
authorities. As a result of this reform, tt&stema General de Regal(8&GR) is spread out evenly across

the country and distributed according to criteria related to need and population. While revenues
generded by royalty payments increased by 42% between 2009 and 2012 (1.4% of GDP in 2012),
royalties have not been accompanied by a reduction of poverty rates in resaglceegions, which

were the main recipient of funds in the former system.

The{ D w Q dive indpa@t/on inclusive regional development is reducedjtmyernance challengest the
subnational level, and the fragmentation of investment. Many-sabonal entities, especially those
located in remote and small communities, are not able to adequately design and implement investment
projects. In addition, despite the dramatic nefmdt public investment in Colombia, funds allocated by the
SGR to regional development in 2012 represented only 6% of totatagidnal revenues (see Chapter 5

Better Policies SerieColombia: Policy Priorities to Boost Productivity and Stwiaision 2014 © OECD 2014 9



regarding the financing of royalties). Institutional deficiencies, financing and the impesgldictgral cycle

result in that the SGR is a projdised system rather than a program+shased one: primarily funding

small municipal projects. Very few projects serve a group of departments or a region. This pattern of use of
funds may exacerbate the gdgetween areas with a strong development base and better governments
and those with weaker economic, social and institutional cultures. Since there are a multitude of different
territorial units serving different purposes, the current governance of regideatlopment policy should

be streamlined and responsibilities need to be allocated more clearly. Furthermore, to improve the
effectiveness of investment policies, technical bodies at regional level need to work in close collaboration
with national entities (e.g., National Planning Department and National Statistics Office).

Towards an improvement in the allocation of current expenditures

The system of administration of resources available for regional development creates challenges for
their effective use Current expenditures are earmarked for departments and municipalities according to
poverty rates and demographic size (S&stema General de Participadidoiet, the lack of ufp-date
territorial data makes it difficult to assess the effective disttibn of these resources and the amount

of funds allocated through transfers has remained virtually unchanged since 2005. These shortcomings
in the national system may cause fiscal inertia asrsatimnal authorities lack incentives for improving

their capaity to implement public investment. Furthermore, the reform of royalty payments may
complicate the SGP, in the medium term. Most capital investments (e.g., roads, sclospisald from
royalties willgenerate recurrent expenditures, which will put psese on funds from the SGP in the
medium and longerm (See Chapter 5 regarding the financing of the SGP)

Promoting co -ordination between national and sub -national authorities

Contracts between the national government and departments are another keyumstit for
facilitating interaction between national and subnational entities and help delivering regional
development policy. Since 2012, the national government has signed contcactgato plar) with
seven departments. These contracts are expectedayodut an investment of USD 6.7 billion, for an
overall population of 6 million. The contrato plan is a mydar binding agreement between the central
government and departmentsand te parties commit to ce@rdinate their investment agendas and
focus onspecific projects. Contracts focus on improving road connectivity, poverty reduction and
support for regional competitivenessihe contrato allows departments and municipalities to -co
ordinate different sources of revenues from different levels of govesnin

Although these contracts promote regional partnerships and local capacity, they are no more than project
based tools for implementation and do not support a broader vision for regional development. The lack of
intermediate institutions that identifykey investment opportunities limits the potential for lobgrm
impact of these contracts. Tte®ntrato planis probably an effective way to support regional development

in areas that have already a good endowment of institutional capitdhrmonising imfementation
timeframes to aligncontratos plans more effectively with the National and other development plans
could help build capacity at the suiational level, ensure the sustainability of sohtional
administrative capacity over time and simplify thee of these regional development contracts.

Moreover, the government should recognise the need to adapt regional strategies for inclusive growth in
territories that lack institutional capital, accessibility to key services, and ing@Emerating opportunities
(OECD, 2014a}siven the prsistent disparitiesn administrative and fiscal capacity across regions
adapting performancemonitoring capacity to measure policy and fiscal performance lot@bomes
crucial Colombia also needs to enhance the use of horizontabihnation arrangements in rural areas
and to reinforce institutions with a regional/interregional scop&t present, few projects with a
regional/interregional scope and impact are able to support productivity, competitiveness and
comprehensive development in the different regions that wouhgrhselves materially contribute to
YEGAZ2Y LIt 3ANRGGK O0h9/5 wamnFOod al {Ay3d YdNBaedza S
broader regional infrastructure projects across departments could also help identify potential for more
strategic investmet projects.

10 Better Policies SeriesColombia: Policy Priorities to Boost Productivity and Sowialsion 2014 © OECD 2014
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Key recommendations

9 Improve territorial statistics andregional taxonomy Collect and organise data about regional and
local trends to promote evidenelkased policy making, as well as monitoring and evaluation

1 Enhance the management and monitoring of regional investmersinforce ceordination across
levels of governments to promote a muéthnual budgeting/planning frameworkstablish regional
observatories serving as advisory technical bodies for planimimgementation and monitoring for
investments at suimational level.

1 Improve the effectiveness of theregional transfers (SGPpy reducing earmarked transfers,
simplifying the allocation criteria, and introducing new equalisation mechani$ims. will require
associated capacitguilding efforts at suimational level.

Establish ceordination mechanisms between the SGP and the Royalties System.

The Royalties Systenshould focus more on largscale regional projectsSpecific institutions are
needed at the regional scale. The current governance of regional development policy should be
streamlined and responsibilities allocated more clearly.

I Mainstream technical assistance within all Contrato Planshoild local expertiseand facilitate
evaluail A 2y 27F 02y (NI Ol a QCapnadmni didlivigSaqd téclhyhital dssistalhc® shéuld
be provided to improve the quality of planniagd monitoringactivities atsub-nationallevel.

I Promote mutual support and exchange of good practices Contrato Plaas among subnational
authorities.

I Continue to strengthen sulmational administrative capacity and while continuing to improve
inter-regional and multilevel policy and fiscal cordination.

Better Policies SeriesColombia: Policy Priorities to Boost Productivity and Sowhlsion 2014 © OECD 2014 11



2.2. MAKING AGRICULURE MORE EFFICIENTMD INCLUSIVE

The agricltural sector has traditionally beerof key importance to the Colombian economy,
but output growth has been slow while productivity has stagnated in recent years. The sector
is also affected by high levels of poverty, income inequality and landncentration.
Addressing these challenges requires comprehensive reform of agricultural policies that
promotes the formalisation and strengthening of land rights and land access, refocuses policy
efforts from trade distorting market price support to stragic investments in public goods
such as infrastructure and innovation systems, and strengthens the institutional framework.

While the share of agriculture in GDP has declined from 16.5% in 1992%0i® 203, it remains a key
sector in terms of employnrg, although this too has decreased from a 26% share in 1990 to 17.5% in
2013. Agricultural exports currently represent approximately 11% of total Colombian exports. Annual
growth rates of the value of agricultural production have fluctuated significamiler the last two
decades, with a relatively low growth rate of 1.6% since 168Mpared to other Latin American
economies (e.g.5.1%and 4.1%for Peru and Brazil, respectivelyJhe relative importance of the
livestock sector has increased while crop durotion has declined. Agricultural labour productivity has
been improving, but the pace of growth has been delag since the mie2000s

/| 2f 2Y0AlF Qa4 t NPRdzOSNJ { dzLILI2 NI 9&0GAYIGS o0t {902 6KAOK
comes from agcultural support policies, is estimated at 19% for the period 2031Figure 2.2)It

ranksclose to OECD average (18%) ahdveother Latin American economiebuyt is lowerthan the

levelsfound in highly protected agriculture sectoriké those in Jaan or NorwayProducer support in

Colombia is predominantly based on instruments that are highly distorting and least efficient in
increasing producer incomes, like border protectiamd payments based on output and input

subsidies. Market price suppdi¥lPS) is the predominant component of this producer support,
accounting for 81% of the PSE. MPS mainly reflects the ute dfndean Price Band System for key
agricultural products.

Figure 2.2Producer Support isimilarto OECD average
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Note:2011-13 data. 2016012 average for Brazil, China, Indonesia, Kazakhstan, Russia, South Africa and Ukraine.
SourceOECD, PSE/CSE database, 2014.
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The challenges faced by the Colombian agricultural sector are structural in ndfesk nstitutional
arrangementsat the subnationallevelsare key challenges for the agricultural sectbhis signals a need

to strengthen the institutional framework for designing and implementing agricultural policiegeen
central and local governments-urthermore, here are landuse conflictscaused byinconsistencies
between the current use and the actual suitability of agricultural Iarfte sector islsocharacterised

by high levels of poverty, income inequality and land concentration, with a large number of smallholders
producing mostly for their own consumption and a smaller number of large scale commercial farms
accounting for a high share of outputThe tax and transfer systems do little to overcome these
challengesThe development of illicit crop production, togethertiwviarmed conflict, has also affected
agricultural output growthAs more than 40% of land ownership continues to be infoyriedre is a

need to improvethe land tenure system throughccess tdand, land restitution, and formastion of

land rights

Thedeficient stock and quality of infrastructure, as well as the structure of marketing systems, affects
FIENYSNEQ | 00Saa (2 tholghddiing togiRof teadgfotldzii addittome] uSelio
technology is low and the quality of extensiomsdees is heterogeneous or naxistent across regions

and production system§Chapter 4)Better coordination with the private sector is needed to attract
further private investment in these areas.

Reforming agricultural policies

Support for agriculture rould focus on longerm structural reform. Rdocusing policy efforts on
strategic investments which are currently being ungeovided: public goods, with emphasis on
irrigation and transport infrastructuréChapter 4.2) a national and functional exteims/training and
technical assistance system that fosters technology tran&éiapter 3.1)strong R&D and innovation
capacity of the sectofChapter 4.1) animal and plant health protection and control servicasg
promotion of sustainable use of natunesources

Current aricultural policy includes several programmes that provide trade distorting domestic support.
Colombia continues to resort to a price band mechanism in order to address fluctuations in world prices
for a wide range of agricultural products. However, the countryreasntly signed and enforced several
Free Trade Agreements with key trading partners. Under these trade agreements, Colombia has
committed to gradually phase out a wide range of agricultural border measures.

Colombia faces the twin challenges of high @nication of land ownership and the undexploitation

of arable land. Past efforts at land reform have in practice had little or no impact on the distribution of
land and its use. Most recently, peace negotiations with FARC have brought land refornfacefhent

of the political agenda, with increased budgetary allocations in suppottie@fjovernment priority of
creating more equitable access to rural land. In 20h& government passed the Victims and Land
Restitution Law, a vast land titling and istibution law. The government is also seeking to address the
under-utilisation of land to boost growth in the agriculture sect@oing forward, the government could
undertake land suitability assessments taking into account the existing framework dfateginand use
plans andthe results of the 2014 Agricultural Censds functional rural cadastre (a comprehensive
register of state property) would be an appropriate starting point in order to complete and update the
existing land records.
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Key recommedations

Improve land rights and the use of landsy speeding up the process of formalisation, while
strengthening the protection of existing land right®rovide appropriate support services to land
restitution and redistribution schemes

Upgrade the cadstre systemby centralising information across municipalities and departments
that can be updated when necessafAssist subnational governments in updating cadastral property
values. Link increases in transfers from the central government to subnat®reiue growth.

Remove the distortions in the current system of taxes and transfemhis will increase the
progressivity of land taxation and encourage more productive land use .

Strengthen the institutional framework for designing and implementing agricultural policies.
Moving towards a more comprehensive and coherent system of monitoring, analysing and reporting
2T /2t 2Y0ALF Q& F ANRKROdz G dzNF f icyRetfokn@aic&da oAt f KSE LI G

Reinforce the Agricultural Innovation Systenbemand driven allocation mechanisms must be
more intensively used in the allocation of public funds to research and developmagtiaulture

Support for agriculture should focus on lortgrm structural reform. Refocusing policy efforts on
strategic investments which are currently being ungeovided in key areas such dsrigation,
training and technical assistance; animal and plant health protection and control seraitgs;
promotion ofsustainable use of natural resources.

14
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2.3. URBAN AND RURAIDEVELOPMENT POLICIES
FORBETTERLIVES

/ 2t 2 Yddinlcieedunderperform as engines of inclusive growth and many citizens suffer
from limited access to key services as a result of living in rusedas. This Jand®ced
challenge requires an integrated approach to urban and rural development. On the one hand,
the government needs to work to unleash the growth potential of the main cities, harnessing
the benefits of agglomeration and economies ofae. On the other hand, citizens should
have the option of residing in rural regions (i.e. in small and medisimes towns and cities),
with assured access to sepgs and economic opportunities.

Colombia urbanised faster than it developed. The countrythascities with more than 500 thousand
inhabitants; an unusual polycentric urban system in the Latin American context, comparable to Brazil and
to some extent, Mexico. Due to a net urbeural split, functional areas of main cities tend to be relatively
small and isolated generating an archipelago of urban regions surrounded by poorly connected rural areas.
Population and GDP are highly concentrated in urban cores, even by international standards (Figure 2.3).

Figure 2.3. Colombia is highly concentratedurban areas

Panel A. Concentratioais %of population Panel B. Concentratices %of GDP
Russia China
Iceland Brazil
Chile Chile
Colombia — Colombia —
Sweden Russia
Brazil Sweden
China Finland
_ Australia United States
United States Mexico
Finland South Africa
Mexico Greece
Korea Australia
Japan Turkey
Norway Japan
Spain Norway
Portugal Spain
South Africa Portugal
Canada Hungary
Greece Korea
New Zealand OECD av —
~ OECD av | Kazakhstan
United Kingdom France
Turkey New Zealand
Kazakhstan Canada
France United Kingdom
Indonesia Denmark
Denmark Ukraine
Germany Belgium
Austria Austria
Belgium Ireland
SusrEy Cermany
Netherlands Cze%mﬁfgﬁﬂg
Italy Indonesia
Ireland Italy
U;(')’f;ﬂg Netherlands
Czech Republic Slovak Republic
Slovak Republic

0 10 20 30 40 50 60 70 0 10 20 30 40 50 60 70

Note:2010 TL2 (Territorial Level 2) data (departments in Colombia).
SourceOECD Regional Dataset.

Strengthening urban transportation

Urban agglomeration also poses challenges for the development of the urban transport sector. High
levels of congestion resulting from the increase in the use of private modes of transport hampers local
competitivenessThe lack of priority towards the expansion of public trans@ot declining oil prices
could result in dramatic increases in tR¥) emissions from transport in cities (Figure 2.4Except for

the BRT (Bus Rapid Transit) systems sudimaasmilenipbuses are generally very old, with limited and
poorly maintained depollution technology. In additiorthe use of private cars and especiaitptorcycle

is the main contributor temissions of local air pollutant§TF, 2015)In particulaythe regulaion of air
pollutant emissiongrom motorcycles continues to be weak
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Figure 2.4. C@emissions could increase dramatically in Colombian cities
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Note: High (Low) public transport refers to rapid (slow) growth in public transport vekildmetres of service,

which increases (decreases) the level of service per capita throughout the period. High (Low) road provision refers
to a rapid (slow) expansion in urban road network (kms), which increases (decreases) the level of urban road
infrastructure per capita throghout the period.

Source: OECQDternationalTransport Forum (ITF).

Bridging urban and rural areas for inclusive development

The drivers of growth, particularly those based on the extraction of raw materials, are far less urban
than the distribution of the populatiomvould suggestA disjuncture persists betweethe contribution

of rural assets to national growth (energy commnt@di, for instance) and the living standards of the
rural population. Socie@conomic indicators for rural households are significantly lower, with some
remote rural communities remaining particularly vulnerable in terms of poverty rates and inadequate
infrastructure. Furthermore, rural regions remain largely isolated and disconnected from urban areas,
and their local institutions are generally weaker than in the rest of the coubtith of whichlimit their
capacity tosupport alocal development strategy.

The current focus on urban development has to be balang#l a better understanding ofhe role

that territorial features and networkgplay ina holistic approach to rural developmentlision de
Ciudadeselps to improvethe connectiondbetweenurbanpoles and with the outside world. Currently,
the major cities do not trade much with one another and also have relatively similar production
structures Due to the high degree of autarky imposed by topography and the armed conflict, some
citiesperform more functions than a city of their size might in a typical urban hierarchy.

¢tKS 3I20SNYYSyidiQa OdzZNNBy G ST7T addita addpto aisfy yieBd3in  dzND |
both urban as well as rural settingsnprovedurban connectivitycould result ingreater specialisation

and concentration of certain functions in specific places. This may raise political challenges, as the
immediate benefits are likely to be mmapparent in the largest citiethan in rural or intermediate

cities Policynakersneed to anticipate these challenges and adopt a territorial approach to urban
development which also connects with rural developmentthat context, national rural policghould
identify andassess the opportunities for investment and growtteasuresto redue the costs of this
adjustmentinclude the promotion ofentrepreneurship and human capital in secondary citlasthis

way the government can harmonise urbanisation and development, tapping also in rural assets, and
avoiding that cities get choked off l@an excessive concentration of leskilled rural migrants (OECD,
2014a).
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Key recommendations

1 Improve the urban transport regulatory frameworkrough better management of entry points for
commercial transportation and by increasing enforcement of regulatory measures on local
transportation (such as public buses and motorcyales).

1 CGomplement current strategies for strengthening urban connectivitywith policies aimed at
fostering the creation of new opportunities such as by promotamrepreneurship and human
capitaldevelopmentin secondary cities

9 Improve the evaluation of potental developments of agreandustry acrossdifferent regions and
identify linkages with manufacturing activities

1 Prioritise complementaryinvestments in protected cyclingnd pedestrian infrastructure
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2.4. ALIGNINGPOLICIESFOR A GREEN ECONOMY

Colombia&d 2y S 27T akdgrdiverssNdouRies and has a rich endowment of
renewable (water, forestsyand non-renewable (hydrocarbon, minerals) resources. However,
this natural heritage and the wellbeing of its people are under growing threats from
extractive industries, livestock grazing, urbanisation and motorisation. To address these
challenges, a series of reforms are needed to strengthen environmental governaplcase

out environmentally harmful subsidiesand limit the environmental damage caed by the
mining industry.

Promoting socially inclusive and environmentally sustainable growth

/| 2t 2Y0AlIQa LI GOGSNY 2F SO2y2YAO RS@GSt2LIVSyd KFa A
extraction of oil and mineral resources is a major causeadfifiion of soil and water, degradation of
aSyaridArosS SO2aeaidsSvyazr FyR aS@OSNB RIEYIF3IS (2 KdzvYly
polluter per capita, with most of it coming from artisanal gold mining. The edmikgd CQ emission
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intensity is higher than the OECD average due to methane and other emissions from agriculture. Colombia is
close to achieving the Millennium Development Goal on sxte safe drinking water, but further efforts are

needed for improving sanitation. Nevertheless, the annual health costs related to poor air and water quality

are equivalent to 2% of GDP, and this does not take account of the impacts from exposurdytdoigh

mercury. Moreovet, it is the poor that lack access to environmental services and suffer most from pollution.

Colombia is vulnerable to climate change. The Caribbean region and parts of the Andean region are
projected to shift from a serdiumid to semiarid climate over the course of this century. The
devastating impact of the 20101 La Nifiaevent (equivalent to about 2% of 2010 GDP) stimulated
efforts to better integrate economic and environmental policies. The inclusion of environmental
sustainalility and risk prevention in th2010-2014 National Development Plawas an important step
forward, as was adherence to the OECD Green Growth Declaration, the development of a
comprehensive climate policy and the signing of crogsisterial environmentahgendasNevertheless

the lack of coherencbetween economic sectoral plans and environmental goals persists.

Efforts to implement the PND 2042018 should therefore includebroadening andincreasing
environmentrelated taxesand charges (Chaptér2). Subsidised prices for electricity and gas, water and
wastemanagement services aim to keep prices low for poor households. However, only a small share of
these subsidies actually reaches the poor, and they undermine incentives for efficient resource use and
waste minimisation. User charges remain below the cost of providing environmental services.

Strengthening environmental governance

The 1991 Constitution and 1993 umbrella Law on Environmental Management established a solid policy

and institutional framewrk for modern environmental management. However, in the first decade of

(KS HmMal OSYyGdNESZ /2t2Y0AlQa SYSANRYYSYGFt Ayadai
pressures stemming from the fast pace of economic growth. In 2011, thestedblishmat of a
strengthened Ministry of Environment and Sustainable Development, and the establishment of the
National Environmental Licensing Authority, marked important steps to redress this imbalance.

33 Autonomous Regional Corporations are responsible fotemg@nting environmental policies at the
subnational level. However, they are subject to few accountability constraints, vulnerable to capture by
local interests and undeinanced. Since these bodies have important responsibilities, including
gathering enironmental information, performing environmental impact assessments and licensing
procedures, their weak performance overall is an important impediment to effective environmental
management.The internal conflict has also impeded environmental managem@ntestricting access

to protected areas, thereby undermining the rule of law.

18 Better Policies SerieColombia: Policy Priorities to Boost Productivity and Stiaision 2014 © OECD 2014



The environmental effectiveness and enforcement of waste and industrial chemicals policies in
Colombia would benefit from better coordination between the numerous institution®lved in waste

and chemicals management, and from comprehensive and consistent guidance, in particular through an
overarching legal framework. Increased financial resources would also help to develop an appropriate
waste management infrastructure, moveovtards waste prevention and minimisation as well as
ensuring sound management of industrial chemicals.

Mainstreaming biodiversity in economic and sectoral policies

adzOK 2F /2t 2Y0Al Q& itsofdreat] wkich Ndver imdre tNR DaiffRtS &@rritokyy
considerably more than in most OECD countries. Conversion of forest to pasture for livestock grazing is
the primary driver of deforestation, often supported by poligjated incentives. The expansion of
mining also threatens biodiversity. Mostineral titles are in the Andes, the region with the highest level

of threatened species. lllegal activitiescludingboth mining and deforestation, are a persistent threat

to biodiversity: it is estimated that 480% of all timber is harvested illegalfgr example

Colombia is committed to reaching the Aichi target of 17% terrestrial area and 10% marine area under
protection by 2020Thiswill require a major effortMore generally, vith more than onequarter of the

total protected area in indigenouseservations or collective territories, equitable beneditaring
between indigenous people and companies seeking to exploit biodiversity and genetic resources
requires a clear and transparent policy framework.

Lack of information remains a key obstacledexision making; better information is particularly needed

on habitat change outside forest ecosystems. Information on a finer scale will facilitate action in the
decentralised environmental management system. Better scientific knowledge will also sieanite

basis for assessing the economic value of ecosystem services. Progress in this area would help
mainstream biodiversity in economic and sectoral policies, and give better recognition to the role that
natural capital plays in underpinning economicvd®pment(OECD, 2014b)
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Keyrecommendations

Strengthen the system of environmentahanagement involving different levels of government
particularly by better defining their roles and responsibilities.

Promote greater use of environmentally relatethxes and charges phase out environmentally
harmful subsidies and tax exemptions, while mitigating any adverse impacts on poor and vulnerable
groups (see also Chapts).

Make green growth a central element of the 2048 National Development Planand make
sectoral ministries accountable for the environmental impact of their policies.

Improve the management ofi KS YAy Ay 3 &S Oinpabtida air RyGalithNJwaies v (0 |
resources and biodiversityparticularly from the use of mercury.

Reduce incerives for extensive farmingand supportthe sustainable intensification of cattle
rearing and greater use of silvopasture practices (combined grazing and agriculture with tree
cultivation).

Strengthen the environmental information systerand build supportdr environmental measures
by better communicating environmental information to policy makers and the public.

Establish a management system for industrial chemical3evelop a overarching legal and
institutional framework to manage health and environmeniaks related to industrial chemicals.

Promote environmentally sound management of wastancluding increased investment in waste
infrastructure capacity, in line with projected future demaras well as adequatenforcement of
environmental standards fdandfills.
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3. EDUCATION AND EQIOY FOR A FAIRER EQEOMY

Alongside Peace, Education and Equity form the three pillars of the National Development

Plan 20142018. Colombia remains one of the most unequal countries in Latin America and in

the world, but has been taking steps towards a more inclusive growth model. As recognised

in the Plan, education and equity are inextricably linked given the scope for accessible; high

quality education to be a vehicle for social mobility. Likewise, efforts to improvguéy can

also be expected to afford more people the opportunity of a formal education, reinforcing

y2i 2yfteé AYLINROSR 20SNIff SRdzOIGA2y 2dzi02YSa
human capital, boosting productivity and a further broadening of eeamic opportunities. To
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in coverage, notably in prerimary and tertiary sectors, and in quality, so as to ensure
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is a need to do more to promote labour market formality, improve the scope and coverage of

social protection and insurance schemes and enhance the quality and accessibility of
essential services like healthcare.
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3.1. ENSURING QUALLIY, JOB RELEVANT EDWIION FOR ALL

Education in Colombia is improving, but challenges remain. Enrolment has increased at pre
primary, secondary and tertiary levels, yet few students attend school before the age of 6 and
many drop out dter age 15. Onlyabout half of 1719 yearold secondary graduates go on to
tertiary level studies. Improving the quality of education and ensuring all students
particularly the most disadvantaged achieve at least minimum skill levelwill be essential
T2NJ / 2t 2 Yan dcap@micfardygagial developmenélso, increasing the relevance of
the education system and training programmes in the labour market are determinant to
reduce unemployment and foster welbeing.

While Colombia has madmportant efforts to improve its education and training systems, there is still
much progress to be made to improve both quality and equity.-pegorming OECD countries ensure

that students receive a good education and that access to opportunity lissime and fair (Figurd.1).

Student performance in OECD PISA 2012 shows improvement in reading results, and mathematics and science
results have remained stable since 200t performancegapin mathematics igquivalent t02.9 yearsof
schoolingin conparison with OECD averages Colombia seeks tiecome the most educated nation in

Latin America by 202%, will have to prioritise those reforms which have the greatest capacity to raise
educational outcomes. These include providing a strong start irppneary education, raising school
leadership and teacher quality, and forging better links to the labour market.
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Improving pre -primary to basic education

At 50% pre-primary enrolment remains well belothe OECDaverage(close to 90%)A strong start in
pre-primary education can help improve student performance later in life and reduce the performance
gaps between students from different social backgrounds. PISA 2012 results, after accountirey for
socioeconomic backgrounghowthat students in Colombia who had attended one year or less of pre
primary school scored at least 16 points (equivalent to almost half a school year) higher than those who
did not. Sacial programmesuch as the conditional cash transfer progranfraeilias en Adén and the
recentEstrategia de Cero a Siemplave aimed to improve the quality of early childhood programmes
although further progresss needed to increase participatioffforts toincrease budgetary allocations

for education and early childhood ddepment in the 2015 budget are a step in the right direction, and
will in turn help boost arolment at the preprimary and tertiary levelin the future.

LY FTRRAGAZ2YZ AYLINRGAY3I GKS OFLIOAGE 2F aoOKz2z2ft S
needs is essential for improving basic education. Students from low-eooimomic backgrounds, from

rural areas, as well as from certain lp&rforming regions, face a greater risk of low performance and
attending disadvantaged schoolgith less qualifiedteachers The government has made efforts to

improve the quality of primary education, particularly in the most deprived areas, by such initiatives as
introducing a mentoring programme for teachers. Colombia should continue to focus on attracting,
trainingand supporting good teachers and developing school leaders.

Evaluation at the system, school and student levels should be guided by a coherent evaluation and
assessment framework. Tools such as the national student assessments (SABER assessments),
adminitered at the end of primary, secondary and university education, can further help teachers and
a0K22f f SFRSNE dzy RSNRUGIF YR aidzRSy, Gaaddsuppoklsbligah y 33X L
improvement.

A better quality of secondary education for all
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while the performance gap between rich and poor is one of the lowestaitn America for those who

complete schoolHowever, his is more a sign of a raer weak education performance across the
socioeconomic distribution (even the wealthiest students rank low: 61 among 63 countries in PISA
2012) Moreover, these outcomes are explained by thiggh dropout rate, that primarily affecs

struggling and disadvdéaged students. Enrolment ratefeor 1519 yearolds remain low at 43%n

comparison with 84% in OECD economies (OECDg)2014

Improving the qualityof educationfor all students,while increasing enrolment amonthe most
disadvantaged, is thusrucial Increasing thenumber of hours of instructioime is associated with
better performance for all studentsThis is particularly relevant given the prevalencetesicher
absenteeismand two- or even threeshift schools (Avendanet al, 2015)./ 2 f 2 Y makidip&Xian in

the 2018 OECDeaching and Learning International Study (TALIS) will help Colombia, like many other
countries around the world, to address three key areas of teacher policy: how to prepare teachers ready
to develop 21st century learnerspiv to create school and classroom environments that foster more
effective teaching and learning; and how to ensure that the most efficient and equitable distribution of
resources both within schools and across education systems is made.

Promoting social iclusion at schoatan helpaddressnequalitiesand low performanceWhile one third

of the mostadvantaged students attend privasecondaryschoolsonly 5%of disadvantagedtudents
attend these schoolsSuch disparitiesontribute to significant inequbties in educational outcomes. In
PISA 2012, soceconomic and cultural background of the student and the school explain the
outperformance ofstudents attendingprivate schools (the equivalent of more than 1 year of schooling)
with respect tothose attendingpublic schools (OECD/ECLAC/CAF, 2014).
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Improving the quality of vocational programmes at school may gdaeticularly beneficial for
underprivileged students. In PISA 2012, Colombia registers the highest relative performance of
vocational schools compad to generalkchools This is especially true among disadvantaged students,

who tend to perform better when enrolled in vocational programmes2 Ol G A 2 y I € GNJF 01 aQ
towards the labour marketan be particularly useful imotivating the most disavantaged studentand

facilitating their transition from school to work

Linking tertiary education to the labour market

Minimum quality requirements for higher education institutions are low and few have-dpighity
accreditation. Even though any iitstion wishing to offer tertiary education programmes needs to
register with the Ministry of Education, the minimum quality requirements to do so are tawaeakly
enforced There are concerns as to quality, given relatively dcademic standards adighited internal
guality assurance provisions. These institutions concentrate on becomingg(ality) universities
rather than improving as technical centreEhe government has sought to promote high quality
accreditation and improve thé S | O K A ygaklifisationsbdt @cre can be doni this area

Access to tertiary education has increased, and Colombia has sought to improve links to the labour
market, but these issues remain a challenge. Investment in higher education pays off: Colombian
university graduates earn on average six times as much as those who only complete high school.
Nevertheless, at 40%, the enrolment rate in tertiary education is well below the OECD average (close to
70%), and tertiary programmes do not teach students what they nieadeet labour market demand.
Moreover, university degree holders tend to be from advantaged backgrounds and/or urban areas,
thereby exacerbating income inequality. The Colombian Institute of Student Credit (ICEStEXP
Colombiano de Crédito Educatiy Estudios provides lowincome students with interesfree loans
although these will need to be expanded to increase access to all students wishing to enter tertiary
education. Improving the quality of tertiary education can be supported by better ledsication, high
guality learning environments (teachers and materials) in tertiary programmes, and a focus on the
needs of the labour market. Strengthening collaboration between tertiary institutions and labour
market actors will help ensure that the ret@nt skills are being fostered in the education system and
address shortages of skilled workers.

Enhancing skills relevance with better training policies

Education needs to focus more on the skills and training that are demanded by the labour market. Ther
is a large imbalance between the needs of the productive sector and the available workforce, with a
large shortage ofworkers and technical specialists and a surplus of unskilled workers and middle
management professionals. Around 45%armal firms in Colombiaidentify an inadequately educated
workforce as a major constraint, compared wiB6% in Latin America and %bin OECD economies
(OECD/ECLAC/CAX14) Furthermore, tertiary programmes covering key professions do not teach
students what the markenheeds. For instance, material taught at the Regional Centres of Higher
Education (CERESentros Regionales de Educacién Supehias been reported to include outdated
technologies and supar academic quality. Also, the National Training Service (SE¥WAcio Nacional

de Aprendizajg which accounts for more than 50% of enrolment in technical programmes, should
increase its accountabilityToo KRG Gt S A& (y26y |o2dzi {9b! Qa GSIO
performance in the labour market, as they aséll absentfrom most national education databases
(OECD, 2012More generally, there is a need tegorm an external evaluation of the CERES and SENA
to raise their added value and strengthen their coordination with the Ministry of Education.
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Keyrecommendations

1 Ensure a strong start in education, particularly for the most disadvantaged pufiisjmproving
the quality of staff in schools and avoiding the prevalence of we@ven threeshift schools.

9 Develop teachers and school leaders who can provide a quality education to all studéntsigh
strong initial training and continuous professional development.

I Improve use of student assessment data by all key stakeholders, including teacharsjuality
assurance as well as for improvement purposes.

1 Improve the accreditation of tertiary education institutions. Raise the minimum
qualityrequirements for education centres to register and operate, while improving enforcement by
refusing poor applications.

1 Ensure graduates have the skills needed to meet the demands of the labour market by introducing
outcome indicators, and publishing them, for the national training service (SENA)ly integrate
SENA into the tertiary education system in terms of fundidgta collection and evaluation,
academic planning and quality assurance mechanisms.
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3.2. PROMOTING SOCIAINCLUSION, MORE ADBETTER JOBS

Strong economic growth in the past decade has allowed Colombia to achieve a considerable

drop in absolute poverty.Nonetheless income inequality and relative poverty are still high

by OECD standards$nequality is largely a result of high unemployment andbour market

informality, which are in turn exacerbated by the uneven quality of the education system.

There is sope for further efforts to tackle informality, to improve job quality and to better

target resources in the pension, social insurance and healthcare systems to achieve more
equitable outcomes.

00T 1T OETC 1 AAT OO 1 AOEAO &I Oi ATteOU AT A DPOI C
Despite strong economic growth in the past decade, the Colombian labour market shows disappointing
performance with poor quality of jobsThough slowly decjining, informalin;emains Ahighpy OECD
standards andtvenabove what would be expected given tte2 dzy U NE Qa f S@St 2F S0O2Y:
(Figure 3.2). Depending on the definition, informal employment accounts5®t to73% of total
employment.In addition, more than one third of all formal employees have-negular contracts, such

as fixedterm, temporary work agency or ciMiw contracts. Excessive use of such contracts further

contributes to labour market duality in Colombia and has an adverse impact on both equity and
efficiency.

Figure 3.2. Informality remains high even from a Latin Americamgpective
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Note:Circa 2013 (2013 for Colombia). Workers contributing to a mandatory pension scheme over total workers.

SourcelDB Labor Markets and Social Security Information System (BHB4&)pn household surveys.
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Labour costs are high in the formal sector, pushing people with low productivity into the informal sector

or into unemploymentTo start,the minimum wageat 86% of the median wagis,muchhigherthanin

any OECD coumnyr Young people, lovgkilled workes andpeople located in less developed regicare

particularly affected Annualadjustments of the minimum wage are set by the Constitution to match at
fSFaAad GKS LI ad &SI NRa Agven thé hitoyy>of ldide dagreadeiNBosvdzO (i A O
inflation, future increases in the minimum wage should be limited to CPI groWth. government

should also consider the implementation of a lower minimum wage for young people to encourage

hiring. For example, the apprenticeship programme already allowsiées witlout university degres

to be paidat 75% of the minimum wage.

A tax reform in 2012 significantly lowered neovage labour costs, buthere remain someemployer
contributionsthat have unclear benefitdVhile social security contributions fqrensions, professional
risks and unemployment benefits are earmarked and can be seen as part of labour comperikation
disconnection between payments and benefits of tinealth care system and private family
compensation fundgCajas de compensacion fdiai) reduces incentives to pay into those systems.
Workers should have the option to decide whether or not to contribute for the recreational and
commercial services offered by tifi@mily compensation funds

Didncentives tomoving fromthe informalto the formalsector, such as the risk of losing access to free
health careor conditional cash transfers, should also dgdressed The 2010 Formalisation and Job
Creation Law waa step in the right directiorsince granting tax relief on corporate income gva/roll

taxes to employers hiring young people or vulnerable workemomoting job creation in thdormal
sector. Strengthening active and passive labour market policies would also contribute to improve labour
market outcomesills should be improvetb better respond to job opportunities (see Chapget).

The overall flexibility of the Colombian employment protection legislation is similar to OECD standards.
The average scores hide, however, very flexible regulations on individual dismissalseakterifin
contracts, on the one hand, and rather strict rules on collective dismissals and employment through
temporary work agencies, on the other har®otection against unemploymemas recently enhanced
(Mecansmo de proteccid al cesantepy extended social protection for some unemployed, a network of
public employment services, active labour market policies and a voluntary system of individual
unemployment savings accountd/hile t is too early to evaluate ik system it is a step in the right
direction.

The extensive use aivillaw and temporary work agency contracts suggests weak enforcement of the
labour legislation. Indeed, the security of trade union representatives, the freedom of association and
collective bargaining, and the enforcementlabour laws more generally remain important issues for
ensuring inclusive growth in ColombBignificant actions have been undertaken in the past few years,
but further improvements are needed. For examplee number of labour inspectors is far belowDIL
standards and insufficient resources and job security make inspectors vulnerable to improper external
influences Yet, dfficult access to the justice system as well as lack of repercussions for employers
violating the law make it challenging for indivals and trade unions to guarantee their rights.

Reforming the pension and social assistance programmes

Social spending in Colombia reduces income inequality and poverty, but is more generous to the top
income groups. Education spending contributes moghreduction ininequality and poverty through
pre-school, primary andecondary education expendituréllowed by health spendingVhile benefits

from the contributory pension system do reduce poverty, they also serve to increase income inequality
as pension coverage is concentrated among higher income gr@itpsr social programmes, such as
conditional cash transfers and child protection, are well targeted but the impact on poverty and
inequality is limited due to their small size.

The pension system raises serious equity issWékile over 90% of the highest income quintile
contributes to the pensionystem, less than 5% of the lowest quintile is able to do so (OECD/IDB/WB,
2014). Moreover, lte coverage of the contributory system is very low compared with OECD countries
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and even with Latin Americameers Only around 30% of workers contribute reguladythe pension
system while slightly over 20% of the population othex ageof 65 receive a pension. High informality

and the absence of a first pillar minimum pensieave many elderly in poverty. The government is
gradually introducing a targetedblurtary savingscheme, theBeneficiossconémicoderidédicos(BEPS),

to cover 7 million pogrelderly pensioners over the next 20 yeai®gether, it is expandintpe social
assistance programmes that protect the elderly poGolombia Mayor The averagebenefit under
Colombia Mayors about a tenth of the minimum wage, which is in relative terms below that of most
OECD countries, even and is well below the Colombian poverty line. This is also reflected in the low
share of pblic spending omwld-age incomesupport at 0.02% of GDP®ECD, 2015These measures will
increase pension coverage, but much more will be needed as savings capacity is limited among many of
the potential participants and benefits will be substantially below those of the contributatesy

An overall reform of the pension system is need&be contributory regime; both public and private
schemes; should be extended.The system allows people to choose between a defipedefit plan
(Regimen de Prima Med@RPM) managed by a pubBector entity, and thalefined-contribution plan
(RAIS) managed by privapension funds(OECD/IDB/WB, 20140omplexity should be reduced by
simplifying theprocessto opt back and forth betweerboth schemes, ultimately creating a unique
scheme(OECD, 2@). The possibility to switclhetween plansmakes the system complex, costly and
unfair, as the public scheme is very generous to fegkel earnergFigure 3.3).

Figure 3.3Wide divergence in benefits from public and private pension systems

(Gross relave pension level Private vs Public Systems)
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Source OECD/IDBNB(2014),Pensions at a Glance: Latin America and the Carihif@BE P ublishing.

In addition, parametric reforms to the public pension system are needed to strengthen the link between
contributions and benefitsas well as tadjustthe systento take account of populatioageing.This will

also help to guarantee the sustainability of the pension system, where pension liabilities, according to
official data, are estimated at more thariQ% of GDP.HE retirement age should be increased again

and equalised between men and womerand ultimately tied to increases in life expectan(@ECD,
2015) The generosity of the systeralso makes it difficult to extend eligibility. Lowering the high
replacement rate, especially among the top earners, would help finance such an extension in a
sustainable way. The requirement for pensions to be at least equal to the minimum wage should also be
abolished, as it leads to the exclusion of a large pathefpopulation from the contributory system,
although it requires a difficult change to the Constitution.

The conditional cash transfer programme for families with childkéfis Familias en Acciés estimated

to reduce poverty between 1 and 2%, while the Gini coefficient of inequality would be half point higher
in absence of the programm#&las Familias en Acci@lsohas positive effects on school enrolment and
attendance, but the impact on cogmnié achievement and graduation rates is less clear. Creating
incentives for educational achievement and aligning the quantity and quality of educational resources
are necessary to improve educational outcomes. Furthermore, the opportunity costs of edufmtion
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teenagers in lowincome families need to be addressed in order to tackle school-dubgncreasing the
transfer amount with school grade helps, but the amount for pupils in 11th grade is still relatively
modest (less than 10% of the minimum wagd@é&® introduction ofJévenes en Accida step in the right
direction by creating incentives to further education. Efforts must be made to expand the coverage of
the programme, including granting access to people studying in private institutions. Alssifitias

from M&s Familias en Accido Jévenes en Acci@hmould be facilitatedo prevent idleness and the risks
associated to it.

Reforming the health system

Health care spending efficiency should be improved. Colombia has reached almost universal health
coverage and the benefit basket has gradually been made more generous for the paommendable

move in a country with large income inequality. Still, refining priorities better and in particular the
health benefits covered would increase health capergling efficiency. Improving the organisation of
GKS KSFfiK OFNB aeaidSYy ¢2dZ R |fa2 NIYA&AS &aLISyRAy3
more than 99 private and public insurers, financed out of a pool of social security contributions. These
insurance companies buy services from providers, but vertical integration between insurers and
providers is frequent. This fragmented silo approach reduces competitive pressures at the provider
level. It also makes it difficult to use spare resourcesiefitty and exploit economies of scale. Raising
value for money in the health care system would require encouraging greater differentiation between
purchasers and providers of health care services. Moreover, to achieve better value for money in the
health ®ctor, Colombia must also embed measurement of quality and outcomes across the health
sector and apply the principles of open governance more effectively. Doing both will help patients,
providers and payers ensure that money is being spent to meet health ©eeds and not lost to
inefficiency or corruption; that quality is beingpntinuously improved with excellence rewarded and
failures corrected; and that inequities across social groups and geographical settings are being levelled out.

Keyrecommendatians

9 Reduce the costs and increase the benefits to workers and firms of operating formiayly
smoothing eligibility for social assistance and health care in the transition between the informal and
formal sector, further reducing labour costs by making pafrttlee contributions to the family
compensation funds voluntary ankkeping minimum wage growth close to inflation, improving
educational outcomes and skills relevance, and further simplifying administrative and legal
procedures to formalise firms and emplees.

9 Protect the rights of trade unios by improving the labour inspection system, amending the law
consistent with ILO conventiormnd addressing impunity through an effective justice system.

9 Undertake a comprehensive reform of the pensisystemto reduce poverty by making the system
less regressive and more sustainablgaise retirement ages, eliminag the link of the minimum
pension to the minimum wage, angduce subsidiesor middle and highincome earnersExpand
eligibility for BEPSnd ircreasecoverage and benefit levefsr the Adulto Mayor while reinforcing
its rules (financing, indexing).

9 Improve the organisation of the health care system to raise value for morimy reducing the
fragmentation of the insurance system and vertical gregion between insurers and providers.
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4. FOSTERING COMPETITIKNESS AND GROWTH

The National Development Plan 2042018 develops croseutting strategies to boost
competitiveness and supporproductivity growth, which can help ensure solid economic
F2dzy RFGA2ya F2NJ GKS tflFyQa GKNBS LIAfELFNRY
greatly from the commodities boom since the turn of the century, but needs to do more to
diversify its exports by promoting productivity growth in neextractive sectors. Thishould
lead to thedevelopment of manufacturing and service sectors that are competitive on global
markets, allowing Colombia to move up the value chain. Central to this drive for economy
wide competitiveness will be further efforts to impro& transport infrastructure and logistics
across the country, make the most of cutting edge ICTs as a platform for innovaaod
promote entrepreneurship by enhancing the business environment.
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4.1. BOOSTING INNOVATIOMND ENTREPRENEURSHIPO
MOVE UP VALE CHAINS

Colombia faces challenges to boost productivity, diversify the economy away from
commodities, and move up the value chain to make economic growth more sustainable
Stronger performance in all these areas is critical axhieve convergence with OBC
countries in per capita incomekntrepreneurshipand innovationare important steps to this
end.

Diversification and value chain upgrading

/| 2f 2Y0AlI Qa SO02y2Yeé KIFa &aKAFTOISR (261 NR G(GKS LINE RdzC
mineral exports (esgcially oil) amid rising commaodity prices (Figdr#). Further efforts are needed to

make growth more resilient and greener by strengthening the role of highealue agriculture,

YIydzZFF OGdzNRAYy 3 |yR GNIRFof S aSsNIDxiaifsiadd khodledgeyandh  Qa A
innovation networks offers new opportunities, but successfampetition on international markets

requires more investment in innovation, particularly by firms, to boost productivity and
competitiveness.

Figure 4.1. Commaodities @l agrowingrole in expors (%)
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Source:OECD, STAN Bilateral Trade Database by Industry angsEi§BTDIxE)}ww.oecd.org/sti/btd May 2014.
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Boosting innovation and entrepreneurship

Innovation can help develop new economic activities, boost productivity to sustain income and
employment growth for the urban population, foster agricultural diversification to improve rural

f AGStAK22RazZ | yYyR NIAAS Sy JAi NBwIGS gydtént needsdm e A y I 0 A
strengthened Gross R&D expenditure is only 0.2% of GDP, compared with 1.2% in Brazil and 2.4% in the
OECD area. Other measures of innovation such as patent registrations and scientific publications per
capita place Colombiaetow neighbours such as Argentina, Brazil, and Chile (OECM@)2014

/| 2Tt 2Y0AlI Qa Ayy2@8FidAz2y aeadsSy t101a | aGdNRy3a o0dz@Ay
negligible in relation to the size of its economy (Figlt® and only 30% of totdR&D is performed by

the business sector compared to-89% in leading OECD countries and China. Tackling the low level of
business innovation is the key task for policymakers to boost productivity. Policy has thus far

emphasised support for researcltiven enterprises and universiindustry linkages. This is important,
but the potential for innovation goes far beyond such firms, and includes the broader base of small and

mediumsized enterprises and young firms.

Figure 4.2. Expenditure on R&D is minimalcomparison with that of OECD countries
Selected countries, 2002 and 2011 (as a % of GDP)
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SourcesOECD (2014), Main Science and Technology Indicators, Volume 2013 @E@D2Publishing and RICYT.
Brazil based on Ministry of Science, Technology and Innovation (MCT]).

The SME sector in Colombia employs about 81% of the workforce and contributes tof GP% and

13% of total exports. Micro and small firms constitute about 68% of the business population. Informality
is common, and access to finance represents a major constraint for the creation, survival and growth of
small firms, especially innovativenes. Recent policy measures to alleviate financial constraints have
been introduced in the business sector in an effort to foster innovation and productivity. In particular,
Bancoéldex, a public development bank, manages special programmes targeting SdW&tidm,
development and promotion (iNNpulsa Colombia, iNNpulsa Mipymes). Moreover, in the framework of
the previous National Development Plan, a specific unit has been created in Bancéldex to foster
innovation and dynamic entrepreneurship, by providirmpmefundable resources and dmancing lines
(OECD, 208}
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Raising the level of business innovation will require further investment in skills, particularly engineering,
design, management and information and communication technology, 8€d chapter 8. below).
Policymakers should encourage mobility between firms and public research institutes, facilitate student
placements in industry and foster increased business investment in human resources. In addition to
focusing on doctoral graduates and otherglievel skills, more attention should be devoted to
professional technical degrees (see Chaftédy).

The new system for distributing royalties allocates 10% of-remewable resource revenues to a
science, technology and innovation (STI) fund. Thieased investment in STI can strengthen the
innovation system and address imbalances between public and private innovation and among regions.
To ensure its effective absorption and coherence requires increased capacities in the regions as well as
better gowernance and evaluation (OECD, 2018Bkwever,to maintain coherence, support through the

STI fund must not crowd out existing funding streams for R&D and innovation.

The effective implementation and delivery of innovation policy will also require betterdination

across the various parts of government and between the central government and the regions. Improved
O22NRAYIFGA2Y ¢2dA R |fa2 KSELI GFO1tS aGaK2NAT 2y il f ¢
many ministries and parts of society.

Key recommendations

f CdZNIKSNJ AYLINRGS (GKS FTNIYSE2N] O2yRAGAZ2YAE FT2NJ Ay
attractiveness for FDIby focusing on skills, including engineering, design, management and
information and communication technology, and niédel professional skills.

9 Strongly encourage business investment in innovation capabilities, e.g. by usiAgmding, inter
firm networks and rewards.

9 Increase awareness and uptake of programmes to finance innovation for SMEs and
entrepreneurs.

1 Strengthenresearch at universities and modernise Public Research Instituisview regulatory
and other impediments to collaboration with industry and spiifs and foster the creation of
durable academiandustry links.

91 Improve institutional coordination between entities (Colciencias and National Planning
Department)and actively involve the private sector in the design of innovation programmes.

9 Strengthen the capabilities of suhational authorities so that they can define and implement
suitable projects supportd by the STI fund, whilst ensuring coherence at national level.
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4.2. ENHANCINGNFRASTRUCTURE ANDQGISTICS
TO IMPROVECOMPETITIVENESS

Colombia should further develop transport infrastructure and logistics to increase
productivity. Despite recent improvenents in the regulatory and institutional framework,
transport costs remain high. It is necessary to accompany the measures aiatdgbosting
GKIFNRE O2YLRyYySyGa 2F t23rxadA0azx aaz20Al SR
Ay da?2TFi¢ wduld hdBe@dsuitoviertd shartertimeframe.
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Inadequate policies in transport infrastructure have contributed to the
infrastructure gap

Colombia exhibits a larger transport infrastructure gap than other emerging and developed economies,

and costs of irgrnal freight transport rank among the highest in the world. The quality of roads is low,

and rail and river transports represent only 15% and 5% of the freight market, respedtvetytaking

into account all otherrcomponents ofthe logisticssystem(i.e., all services and processes needed to

transport goods from production place to the end of consumer), the infrastructure deficit is the main
FILOG2N) 6SKAYR /2ft2Y0AlI Q& LIR2N) f23Aa0A0a LISNF2NXI Yy
progress mad in approving trade agreements in comparison with high transportation costs makes the

ratio of freight costs tdrade tariffs close to 15 times that of the OECD countries (OECD/ECLAC/CAF,
2013).Reducing transport and logistics costs would therefore attowiversify the economy by raising
significantly the competitiveness of many tradable goods.

In the past, he lack of exante feasibilityassessmentnd, in general ineffective prioritisation and
planning have hampered transport infrastructure. In particular, investment in new projects has been
consistently preferred over the maintenance of existing infrastructwitele current road conditions
require around 50% ofod investments to be spent on maintenance. Furthermore, significant changes
of the National Development Plans during the approval process in Corgressn the pasaffected the
valuefor-money of infrastructurgrojects(Nieto-Parraet al., 2013). Finlly, private sector involvement

in transport infrastructure has suffered from weaknesses in regulatory and institutional designs (OECD,
2013a). Thisvas reflected incontinuous renegotiations, costlier and more recurrent than in other Latin
American econolies, which in turn raisethe ultimatefiscal costo the equivalentof more than 3 times

the initial cost of concessions (Figuts). More broadly, there is a need to explore innovative financing
options for PPPs, including private banks, pension fundspaivate equity.

Recent reforms have improved the regulatory and institutional framework sin
infrastructure

The overall regulatory and institutional framewdik PPPs has improved recently. A unified regulatory
framework exclusively dealing with PPPs was approved in 2012. This new framework setenlimits
renegotiations, ashe contract term and public resources committed to it cannot be incredsechore

than 20%lt also requires valudr-money analysis to justify executing projects through a PPP instead of
through regular public procurementA National Infrastructure Agency has been created with greater
administrative capacity and technical expertise in the gesstructuring, tendering and monitoring of
contracts.Subnationatvould also benefit from support icarrying our valudor-money exercises.

New infrastructure legislation has recently been approved in order to streamline the land acquisition
process ando enhance the institutional framework of environmental licenses. This also establishes
clearer rules to define the area used for the different types of infrastructure (e.g., water, energy,
transport infrastructure).Recent changes also mean th#te signficant subnational investment and
private road infrastructure investment foreseen under the fourth generationc@ted 4G) public
private partnership (PPP) concession plan during 2015 and 2016 will take place in a more transparent
regulatory environment These recent improvements shouldacilitate transport infrastructure
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developmentandimprove transparency ovearosts.The overall effect remains to be seen as much of the
investment in infrastructure has traditionally flowed through extensions to previconcessions that
escaped fiscal limits and planning processes. The improved capacity for designing PPP projects needs to
be complemented by improved capacity for planning and assessment of infrastructure investment
through public procurement.

To maxinse the benefits from these investments, the prioritisation, planning and structuring phases,
and valuefor-money analysis need to be undertaken in a more rigorous manner to improve accuracy,
especially at the subational level. In addition, environmentand social assessments, including
consultation processes with local communities, need to be performed more efficiently and
transparently, and completed before awarding contracts. Better census of population affected by
infrastrucrure works would avoid deta and abuses by some communities in ther grant of social
licenses.

The new oil and mining revenue sharing system decentralises planning and execution of projects, which
improves the framework for subnational infrastructure investment. However, more dgphuilding

and technical assistance would strengthen local planning and execution. Despite bettetiation of
investment across levels of government in the new framework, the system remains complex.
Furthermore, most resources are allocated to mypadities, which tend to favour small local projects.
This fragmentation means that large scale infrastructure projects with higher social returns might not be
prioritised sufficiently (OECD, 2014a). Using incentives such as matching grants and buflditigrias

to co-ordinate broader regional infrastructure projects across departments could be a solution. In this
sense, a recent proposal of extending performance contracts, which include financial incentives to
prioritise these investments and penaltié& non-compliance through the National Development Plan
201418, should be implemented.

Figure 4.3. Contract renegotiations significantly magnify the cost of infrastructure

(% of total cost
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T [HEHLEEEELEEEELEH TIHH ]
1| PEERLEELEEEVRE L LEE] BRI B | | L BEL
iy || PELE POCRREERL LEEEOCEEE T ST EEREIEE | 1 B EEELE
Caunnunnnn LU LT O] L PR W PR
o [HLEETTLTETELTLT il I A
50A 777777777777777777777 [ | III ERE R B E BB ERREEBERERERBEER R
4OA 777777777777777777777 [ | III ””” B E BB IR EEEREERER BRI
30A 777777777777777777777 | III 7777 B | E B BB BEREEEREREBEEERERERE DR}
204 ------- i m e m oo — HHE - - o B
104----------"----------— - ‘@B -~ - - -
0 T r r T rT rrrrrr T rrTr T rr T rvrT rr v 7T T rrT T T 17T T 7 17T 1T 17T 17T 7 17T 17T 17T 17T 17T 17T 17T 7T T 17T 17T T 17T T 17T T 1T T 17T 17T 17T 17T 7 17T T 17T 17T 17T T 17T 17T 17T 71771

|l onlen = = = NN DN - = FPRPEDDNDN DN N NN N N N
[(e]{o]{e] o O © (e} oo OO © © ©OOOO0O OO o (ole) o o o
[(e]{e]{e] O O (o] (o] OO OO O O OOOOO0OO OO = (eo]e] o o [y
who o ~ oo O PN Wb M U1 ONORFRND O o waol ~ [(e] o
Chile Colombia Peru

Note: Thex-axis indicates the year in which the concession contract was initially signed.

Source:Bitran, E., S. Nieto I NN YR Wd{ d w206f SR2 OoHAMOOX GhLISyAy3
Fyrteara 2F NBIFR 02y 0SaaeEEy Bevelogment RentreSNorkingPapgeoy; 6 A | |
317, OECD Publishing, Paris.

Better Policies SerieColombia: Policy Priorities to Boost Productivity and Stwiaision 2014 © OECD 2014 35



A combination of hard and soft components of logistics need to be addressed

Hforts are needed to increase the effectiveness of recent and future investments in infrastructure in
Colanbia. In the period 200Q011 public and private investments in transport infrastructure increased

1.1 percentage points to 1.8% of GDP in 2011, a level much higher thawetsge for theDECD (0.85%

of GDP in 201}1)reflecting the existing infrastructar gap The new Fourth Generation of private
infrastructure projects is estimated at USDHllion for the period 2018021, requiring further private

investment Furthermore, despite recent encouraging efforts to invest in river and railway
AYFNI a0 NUz2OG dzNBX Y2NB &aK2dzZ R potehtialRa? gidtimada traRspatSt 2 LI/
This would reduce transport costs while minimising the impact on the emviemt OECD (2013a)

2 KAfS AYFNF aGdNHzOGdzNE Aa GKS YFAY FIFO0G2NI 6SKAYR (K
considerably reduce transport costs in the short run. Improving all components of logistics performance

is essential because thénare of logisticdntensive or timesensitive exports is almost 2 times higher

than OECD standards (Figuted). S1zO KoftQ¢h@asuresinclude improvedcustomsand inspection

procedures and strengthexd institutional coordination oflogisticsand infrastruture policy. There is

probably scope for improved port gate management throught he introduction of ICT systems to
schedule pick up and delivery and reduce congestion at port termihhése elements can be used to
encourage efficient use of availablera$tructure and thus reduce logistics costs.

CAIdzNBE nodnd / 2f 2 Y-intknsiee &xpartd né&ly doyblR thé @ERBuaAties O a
(% of total exports, 2012)
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Note: Logisticintensive sectors include mining, forestry and logging, wood manufactyrijaper publishing and
printing. Timesensitive sectors include agriculture, fisheries, food and drink manufacturing and
horticulture.

Source: UNCOMTRADE
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Keyrecommendations

1 Strengthen the efficiency and real participation of citizens in the grant procEssenvironmental
and social licensedy avoiding discretiong environmental assessmentas well asdelays and
abuses irthe grant ofsocial licenses by sonh@calcommuniies

1 Reduce transport costs in the short terray focusing on8oftQcomponents of logisticssuch as
better use of ICTs to track and facilitate the movement of goods, and to continue improvements in
the customs procedures.

9 Provide further assistance to $unational governmentsby pursuing more accurate vakfer-
money analyses.

1 Explore further the financing options for PPPRifferent forms of participation between the
government and financial intermediaries (e.g., private banks, pension funds, privatty &ands)
should be studied.
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4.3.BETTER ICT POLICIESO PROMOTE INNOVATI®

The Colombian government is aware of the importance of tmelrnet and ICTs as a driver of
AYYy20F0A2yd ¢KS GxA@S S5AIAGFEE adNrGS3e o8
comprehensive set of Internet and ICT policies that addréssh the supply and demand of

these technologies. In September 2014, President Santos presented the éRlan \ive

Digital 2014201&, which includes the promotion of ICT entrepreneurship as a priority.

Pervasive ICT infrastructure and affordable accessto services

Effective ICT availability and use can lower the cost of accessing information, reducing trargztson

and facilitating knowledge diffusion. And as data processing, storage and transmission technologies
become more efficient, firms can access cloud computing resources without incurring -cagitesive
investments in IT infrastructure and software.

But, notwithstanding the progress made in the 2@ 4 period, Colombia still faces significant
challenges to make ICT infrastructure a lever for growth and innovation. Fixed broadband penetration is
low by OECD standards, with 9.6 lines per 100 inhatsiten December 2013, against an OECD average
of 27 lines (Figurd.5). MINTIC aims to increase feiald the total number of broadband subscriptions
(wired and wireless). In terms of opportunities for innovation, it is critical to expand the use ofyiCTs b
small and micro firms.

Figure 4.5. Fixed broadband penetration remains well below OECD average
Subscriptions per 100 inhabitants
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Note: OECD Fixed (wired) broadband subscriptions per 100 inhabitants, by technology (December 2013)
Source: OECD Broadband Portal and MINTIC for Colombia

Cwcially, ICT infrastructures must reach remote and rural areas and communication services must be
affordable for lower income groups. Colombia should increase competition in mobile and fixed markets
(Chapter 4.4) expand backhaul infrastructure (e.g. thghuthe National Fibre Network), and further
develop Internet Exchange Points and hosting markets. Many Colombian firms and government entities
host Internet content in foreign countries, especially the United States, due to high costs in Colombia.
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Beyond connectivity: promoting local content for innovation

As well as improving ICT infrastructure and connectivity, a parallel effort must be made to increase
dza SNEQ LISNOSAQPSR dziafAdGe FTNRY O2yySOGAy3a G2 GKS
applications can greatly enhance business incentives to innovate and promote entrepreneurship.

Mobile apps are an important source of innovation in many countries and usually create communities of
developers with a positive impact on employment. They cko @romote local content and target
dzASNBQ |YyR qHAAZER2X¥0YBERBEIYLIES Aad +AGS S5AITAGEEQ
2012. One successful application supported by this programme is Tappsi.co, a popular service that

connects taxi drivers @hpassengers.

The government can leverage ICTs to streamline administrative processes and improve the business
environment. For instangehe government can promoténe use of ICTs and good governance through
making better use of such technologisthe public sectorand with enhanced -government services.
aSlIygKATf SIqaadltERgah #Qa 5A FA G f contridutédNib (ihe Hevelophtert of
applications thatspur an increase in the number dhternet-connected SMEsvhile increasing their
productivity.

Effective ceordination with other government agencies is critical. MINTIC and Colciencias (the
innovation agency) already have various partnerships, such as that promoting R&D in the ICT sector and
the Vivelabs project on digital content.

Ensuring the ri ght skill sets

Colombia recognises that ICT skills are currently pasit relatively scargeacross societat largeand
the ICT sectoin particular This needs to be addressed if ICT access is to drive innov@ttombian
companies face difficultiesn finding sufficient andsufficiently qualified workes to increase
productivity, improve competitiveness and grow througgtter ICTusage

Public investment and reform in the education sector could help to reinforce the necessary skills
Primary and secondary education institutions could be further equipped with computers, while revised
curricula and teacher training could help optimise their use. ICTs need to become practically relevant to
a0dzRSyGaQ RIFEAf & f AJSnplopmgriRoppouNidy. Higliediendcabianad $ifeldng Y
learning programmes could promote essentiadlalls for innovation and entrepreneurship, such as web

creation and software design.

Inclusive innovation through ICTs

Inclusiveness is a top priority for2 t 2 YO A Q& Ay Yy 2 @ G A Dgsed-appficytiBris dan a 2 0 A
deliver new higkguality services in education, health and bankihgough better coverage. These

services can thus reach more people with fewer qualified staff, and offer opportunitigaxibly tailor

to specific needs and circumstances. Lowgome groups and populations located in remote areas,

which traditionally have more limited access to these services, could particularly benefit.

Keyrecommendations

I Improve the functioning of mternet Exchange Points (IXPs) and hosting markiet®rder to host
Internet content locally.

1 Promote ICT platforms, applications and local digital contetitat meet the needs of small
enterprises and increase the utility of ICTs and the Internet.

91 Developan ICT skills strategip increase the availability and quality of ICT skills across society and
the ICT sector.

1 EncouragdCTbased applicationghat deliver new highquality services in education, health and
banking with better coverage
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4.4. ABETTER BUSINESS ENVIRONMENTOR ENTREPRENEURS

| 2t 2Y0AlI Qa 26 LINPRAZOGAGAGE A& Ay LI NI SELIX |
such as telecommunications, food and the retaslectors The competition lawof 2009

improved the basic framework for competitionn the country, but resources and powersf

the competition authority need to be reinforced. Administrative burdens for sole proprietor

firms and for startups in some sectors also need to be lowered.

Productivity growth is hindered by weak competitive gsere in product markets. These have been related to
rules of conduct imposed by regulators, entry barriers and targeted preferential treatrfirate are also a
number of sectors in which high levels of concentration indicate the absence of significapétition,
includng food products, apparel and textiles and the flower industAlso, there is room for deepening
financial markets by increasing efficiency and competition in the banking system (Badideascal, 2015).
Profitability indicators and net interest margins remain high in the financial sector compared to OECD
economies, suggeangsignificant intermediation margins.

LY FRRAGAZ2YZT [/ 2t2Y0AlI Q& TFAYLFIYyOAlLt aSOG2NJ A& OKINYO
/| 26 2Y0AlF Q&4 CAYlIYyOALf {dZISNAyi{iSyRSyOe o{cCc/0o tF01a i
effectively. In this context, th©ECD has recommended that the SFC be granted increased authority to
supervise holding companies of financial conglomerates, as well as their relationships wihanoial

O2YLI yASa GKIFIG FNB LINI 2F (GKS al YSH yBNPadzLIddzi K@ RS { §
effectiveness could be further strengthened by establishing fixed term appointments independent of the
political cycle, along with requirements for the disclosure of reasons for dismissal to ensure an appropriate level

of independencerni their regulatory and supervisory functions.

P ¢KS TLINAE wamn [/ 2YLSGAGAZ2Y [ 2YYAhe BE Sasvesalyd@abidpang y /[ 2 2
operating revenues economyide to identify markets witta HHlexceeding 2500. The resulting list includes air
transportation; collection, purification and distribution of water; research and development; production of
coking coal; production ofefined petroleum and nuclear fuel; manufacture of radio, television and
communication equipment; health and social services; tobacco manufacture; coal mining; cocoa processing;
rice mills; and certain branches of the residential construction sector.
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Figure 4.6Barriers to trade and investment arabovethe OECD averag013)
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Note: The scale of the indicator is from least to most restrictive (from 0 to 6). The chart includes OECD countries
and selectedcemerging economies. Barriers to trade and investment is one of the three components of
the Product Market Regulation.

SourceOECD Product Market Regulation databgk¥ 3 data)

h@SNItf /2t2Y0Al Qad LINRRdAzOUO Y NInSnDECGRRGUdufednd haginy A &
American countriebut more restrictive than the OECD average (Figure 4.6). In particular, barriers to trade and
investment are above the OECD averadjiven largely by trade measures (Colombia is characterised by a
relatively open regime for inward FDIJhe nonRA a ONA YA Y | A2y LINAYOALX S Aa
overall regulatory, trade and investment framewofkxplicit barriers such as tariffs for example, are
comparatvely low) and there are few national treatamt exceptions However there are somede facto
discriminatory market practicebat discriminate against foreign suppliefhis concerns practicesuch as the
national excise tax system for alcohol, regional alcohol monopolies, and scrappage wlitieské The
government needs to review these policies amgure the principle of national treatment is not compromised

in practice. Internationally harmonised standards are increasingly used by Colombian regulatory authorities and
standardsetting bodes, but those best practices for elaborating and adopting technical regulations and
standards are still discretionary, and require further political support.

The country is clearly working towards addressing many of these issues, aligning its policeg&@Rh

best practice and introducing new structural reform initiatives, including treelated policiessuch as
improved regulatory quality as well as a range of trade facilitation measures. For example, Colombia has
taken steps in the right direction tstreamline conformity assessment procedures and reinforce
accreditation practices, but these efforts are still at early stages and have not yet fully produced results.
Colombia would need to consolidate and reinforce the regulatory framework, as it lessiplengaged

in doing, and detach that framework from the political agenda. It should pursue efforts to reinforce
laboratory and testing infrastructure; insufficient capacity remains a central challenge for the Colombian
standardisation, metrology, certlil G A2y > FyR | OONBRAGIGAZ2Y aeadsSy:
expand globally by meeting requirements and demand for certified products worldwide.
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In addition, the large difference between tariffs on inputs and those on final goods createsaghiast
highvalueadded sectors and negative protection for fepwbducing industries. Lower prices resulting
from competitive pressures and the increase in product variety would also make consumers better off,
with potential redistribution in favour dbw-income groups. Overall productivity is hindered by the lack of
competition in certain sectorancluding telecommunication®\Iso, in some other sectors, including food

and beverage products, there is a lack of competition while there is a need famarehensive
assessment of the price stabilisation funds. These funds provide income support to producers of cotton,
palm oil, sugar cane, cocoa, beef meat, and milk. And, even when they are financed and administered by
farmer associations, they may actas implicit export subsidy, particularly in the sugar and palm o sub
sectors, therefore an evaluation of this mechanism should take place and its use should be reconsidered.
Loweringsuchbarriersto competitioncould increase productivity and thus Gpét capita

Reviewing regulatory barriers and the governance of State -Owned Enterprises

Pervasive state contrabver business activities should also be reduced as it potentially hinders the
allocation of resources téhe most productive firms and sector3he use of command and control
regulation is particularly high in comparison with the OECD average and some other Latin American
countries (Chile or Mexico). It indicates the extent to whioh government uses coercive (as opposed

to incentivebased) reglation in genergland in specific service sectoirs particulaf, irrespective of
whether businesses in the sector are publicly or privately operated

The central governmerdwned StateOwned Enterprise (SOE) sector includes about 70 SOEs. The
valuation2 ¥ Ada lFaasSdia G GKS SyR 2F Hnmu | 002dzyiSR
from other OECD countriel general, Colombian SOEs do wethatters relating to equal treatment of
AKEFNBK2f RSNA 2 NJ a i Howevkr2improgehhtOare Hgsatle InSsonte yargdthere

is a need to centralise SOE ownership functions and to have a more consistent implementation of its
ownership policy(Lehuedé 2013) The current system of fragmented ownership leads to a lack of
coordination and fafl to exploit synergies. Also, political appointmemnts SOEs boards could be
gradually replaced by independent directors, ideally with privsgetor expeience and complementary
skills.CEOs should be appointed by the board with independence from thigcpbtiycle.

The competition law of 2009 (1340/09) has improved competition policy settings but lacks teeth in
several respects. The independence of the Superintendency of Industry and Commerce (SIC) from
politics should be guaranteed in order for it tonfttion effectively. Other areas that warrant

AYLINEOSYSYy(d AyOfdRS YI1Ay3 GKS {L/ Q4 intreaging®g T2 NDSH

identification and prosecution of unlawful conduaspecially with respect to bid rigging; enhancing
competition in public procurement processeasiodifying the competition advocacy system to ensure

STTSOUAPS O2YLISUAUGAZ2Y |3aaSaayYSydT FyR AYLNRYAY3

role it serves in promoting economic prosperity. In addition, furtborts are needed to address the
strong resistance to competition policy principles exhibited by the agricultural sector and, to a lesser
degree, by the aeronautical sectdrhese actionsnay require a larger technical stafhd a reduction in

staff tumoverfor the competition authority.

Further Improving Competitiveness in Services and Facilitating Trade

I 2f2Y0Al Qa a02NB 2y G(GKS ho9/ 5STR) SlbaldevalS an opeNeguitoryw S & @ N

regime in the ares of computer, construction, distributionprofessional services, telecommunications and
transport (Figure 4.7)Reform efforts should be continued, including at the sodtional level In addition,
further action is needed to improve the efficiencytbé border process by targeting controten high risk
shipments and streamlining documentith the help ofthe single windowVUCE)

2 Anexample would be retail opening hours.
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Figure 4.7. Colombia services sector is relatively open
All sectors index from 0 to 1, 2013
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sectors are covered. The index ranges from O (least restrictive) to 1 (most restrictive). A STRI score of 1
represents a totally closed sector. A sector score above 0.1 ificagn, and scores between 0.2 and 0.3
represent quite significant restrictions on international trade.

SourceOECD Services Trade Restrictiveness database.

One sector in which Colombia has made significantl instructive progress is Information and
Communication Technology (ICT). It has improved its telecommunication regulatory framework and
promoted the Internet EconomyNotwithstanding the strengths of the current framewothkowever,

fixed telephony and broadband adoption levels are far below thosé would be expected in a vibrant,
competitive market. Mobile markets are highly concentrated, with the largest operator having 60% of
the market, as are most regional and local fixed line mari@¢spite the last successful auction in 2013

of 4G mobileitenses, that allowed the entry of two new companies to the mobile markeinger
competition inthis sectoris still needed to increase adoption ratestimulate innovation (see chapter
4.3)and extend the benefits of telecommunication services to all Colombians.

To achieve this goal, the regulator should be made truly independent from the government and be
AN YGOSR FdzZf SyF2NOSYSyd FyR alryOiAz2yAy3d LR2sSNREOD
framework (ICT Law of 2009) is relatively advanced, and ielombst regulatory instruments needed to

curb situations of dominance in telecommunication markets, these tools are not being put to full use
because the Communications Regulation Commission (CRC) lacks independence and sanctioning
powers. One of the keyhsrtcomings is lack of separation between regulation and policy making in the

sector: two out of five commissioners of the CRC belong to the central government. The government

also owns a significant share in the second largest operator in the country,(B£%tng potential risks

2F LREAGAOIE AYUSNFSNBYyOS Ay (KtBe miB @Barhrheadatiddda SIS
of the OECD in this area is to ensure an independent Telecommunications Regulator (OEQD, 2014
Also, vhile the CRC has is=liregulations to tackle the dominance in mobile markets (e.gneffon-

net price and lowering termination rates), more could be done to promote competition in fixed markets

(e.g. local loop unbundling and wholesale obligations).
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Effective enforcement o f intellectual property protection

/ 2f 2Y0AlF Q& | 33INBaaArAdEINRPRSOOR 2Ny | Bl @R &l 2F LitK SNIOZ K
the investment climate and attract foreign investors has produced a legal framework that is well
developed, especl f £ @ IAOBSY (GKS O2dzy i NBE QA LISNJ OF LIAGIF Ay O2)
problematic with optical disk and digital piracy at endemic levels and low detection rates. As a result, IP
instruments are not widely used by the domestic industryd arnallenges remain from an internal
perspective to maximise the benefits of the IP system for growth. With the increasing sophistication of

GKS €S3Ff TNIYSE2N]l X AyOfdzRAYy3d GKNRddAK OKIy3ISa N
should graduallghift towards improved enforcement, institutional capaeityilding, and IP promotion.

This would imply in particular better coordination among public entities involved in intellectual property
protection, greater priority in prosecuting infringements,dastrengthening the capacity of the judicial

system to deal with them. With this approach, and in tandem with robust innovation policy, the laws on

the books can more credibly contribute towards greater IP use and IP generation in the economy.

Key recommeadations

I Consolidate the regulatory framework governing the standardisation and certification in
Colombia,and pursue efforts to expand and upgrade existing testing and certification capacity.

1 Review alleged cases dk factodiscriminationto ensure thatthe principle of national treatment is
not compromised in practice.

Reduce obstacles to the participation of foreign suppliers and barriers to entry in service sectors.

Remove barriers to building new telecoms infrastructure, and promote competition inbite and
in fixed-line communicationsby reducing termination rates to close to zero for all operators except
new entrants and through bitstream access and local loop unbundling.

9 Ensure the effective independence akgulators, includingthe telecommunicaton regulator
(CRQ)in order to promote competitiorand effective, evefnanded supervision of companies.

I Review barriers to competition in some other product markets, including food production and the
financial sector to ensure that product marketregulations do not act as barriers to
entrepreneurship.Establish a comprehensive competition assessment system for proposed and
existing government regulations and target price stabilisation funds for early evaluation. Enhance
competition in public prockement processes.Give the competition authority (SIC) greater
independence and more qualified staff to increase its effectivefeggide the Financial
Superintendency with increased authority to supervise holding companies of financial conglomerates
andtheir relationships with notfinancial companies that are part of the same group in order to ensure
their effective supervision.

9 Strengthen the governance of statewned enterprisesby apponting more independent board
directorswith relevant skills and gerience

9 Develop further the institutional capacity to deal with Heelated issues and improve the efficiency
of enforcement efforts in particular as regards prosecution of infringements and the capacity of the
judicial system to deal with them.
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5. TOWARDS MORE EFFECTIMGOVERNANCE

Delivering on the objectives of the National Development Plan 2@018 will require
AYLINR@SYSyiGa G2 /2t2Y0AlIQa AyadAddziazyl t Iy
comprehensive fiscal reform to ensure funding. In light dfelse imperatives, measures to
LINEY2(3S WwW3a22R 3A20SNYIFyOoSQ | NB ONRGAOFE FT2NJ
Development Plan. To this end, there is a need to increase public transparency to earn
OAGAT SyaQ GNHzaG | yR (2 usd of LiktiBnd StatiitiesS To lemsireR dzO i A
balanced, sustainable development across the country it will also be essentialgepen the
modernisation of administrative structures and decisiomaking capacity, along with service

delivery at the national and suimational levek. Improved coordination among different

levels of governmentill be critical in addressing pronounced regional dispariti€he multi

year investment plan for 2012018 projected in the National Development Plan represents

close to 30 USD billion (slightly higher than 100% of GDP in 2014). Although 35% of this is
expected to be financed by the private sector, given that the tax take is relatively low in
Colombig while falling oil prices could undermine public revenues further, thendll be a

need to go further than currently envisaged in the direction of tax reform. These reforms can

be complemented through moves towards performandmsed budgeting.
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5.1. MORE EFFECTIVE GOVERRNCE TO IMPLEMENT RFORMS

Colombia has undergone profoundafitical and administrative change over the last ten
years. It has made significant progress in implementing a ggayernance agenda aimed at
strengthening its institutions to promote democracy, the rule of law, and sustainable and
inclusive growth in allregions of the country. The government is pursuing an integrated
approach to modernising its administrative structures and decisioraking capacity, along
with service delivery at the national and subational levels. While these efforts are
addressing aate poverty and lessening pronounced regional disparities, more work needs to
be done to build upon these achievements and further improve the efficiency and
effectiveness of the public sector across the country to meet the needs of citizens and
businessesn all regions.

Beginning in 1991, Colombia has pursugdobust governanceeform agenda to modernise the
country's political and economic institution§he governmenhasimplementedambitious programmes

for more inclusive and participative governmefthe government has pursueskveral initiatives to
promote participation and access to information, including the Economic Transparency Portal, the Portal
of the Colombian State and the Crystal Utira de Cristy a multichannel engagement platform
enaling participatory policymaking by citizens that is advanced by OECD standantlewing 50 years

of internal armed conflict,ite government has embarked on a comprehensive Peace Process aimed at
securing apermanent resolution to the conflictAnd while local administrative and security capacity
remains weak, important socilelfare and victinrestitution programning for people affected by the
conflict have been institutedsecuring this Peace is a core pillar of the National Development Plan.

Improving ET OACOEOU ET DOAIT EA ET OOEOOOETT O OI ~
Colombia is engaged in creating a more transparent, accountable, and open and participatory
I32PSNYYSylid ¢KAA Aa akKz2gy o0& (GKS O2dzyiNEBEQa I O00Sa
April 2012, Colombia presented an OGP Action Plan including commitments on access to information, e
I32PSNYYSyid Fta ¢Sttt la 2y F002dzyidilloAftAde yR OAUGA
implementation ofsuccessful government and open data prograna®as well aghe elaboration of a

new Law on Transparency and Access to Public Informafionreach the full impact of Open
Government policies, Colombia will have to sustain implementation efforts, especially at the local level,

and link its efforts mag consistently to its economic development policigs.addition, to increase

credibility, data coverage and coherence of official statistics, the prompt adoption of a framework

statistical law confirming the professionahdependence and the coordinatingle of the National
Statistical Office (DANE) is recommended.

Colombia has also made major efforts to fight corruption and has ratified the OECD Convention on
Combating Bribery of Foreign Public Officials in International Business Transactions. rifjtjoco
remains an issue and perceptions of corruption affect the ease of doing business. Corruption affects in
particular subnational governments. In 2011, more than 100 mayors (out of 1123 municipalities) were
punished by the Inspector General. Pulgwicies improving cordination between central and sub
national governments and control agencies need to be implemented in order to adopt a comprehensive
anti-corruption policy while it is important that Congress finalises the necessary legislatiorreensu
adherence to the OECD Adutibery ConventionPublic procurement practices also need to be further
strengthened, making greater use of public tendering. In 2011, fewer than 30% of all procurement
operations included a public tendering process. The dvali Public Procurement Agency (ANCP,
Agencia Nacional de Contratacion Publieas created in 2011 to centralise public procurement and
improve its efficiency and transparency. But it needs greater capacity and resources to meet its goals
effectively.
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