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1 INTRODUCTION

1.1 Background

Successful logistics provide a firm with a significant competitive advantage. Companies
can stand out from competitors by organizing logistics operations so that goods are
transported in the right place on time and cost-efficiently, which reduces costs and
improves customer service. However, poor logistics weaken a company’s position in the
market.

In the same way as firms, countries compete in the global marketplace. Governments
usually aim to promote economic growth by creating a business environment where local
companies are able to thrive. They also compete with other countries for foreign direct
investments. In the same way as companies can use logistics as a competitive asset, a
similar strategy can be used at the macroeconomic level. By providing a good operating
environment for logistics, countries improve business conditions for local companies as
well as attract foreign investments and increase trade. (See, for example, Arvis et al. 2018;
Heaver 2001.)

The idea described above is the logic behind the concept of trade and transport
facilitation (TTF). This notion is further developed in section 2.1.1 but at this stage, it can
be defined as public measures that aim to tackle all trade barriers which are not related to
tariffs. The main objective of these measures is to increase prosperity through augmenting
trade. Trade and transport facilitation efforts have indeed proven to be effective in
increasing trade. In fact, many studies have confirmed that trade and transport facilitation
correlate with trade. This relationship between TTF and international trade has been
modeled by using different TTF components as determinants of trade. Institutional
quality, which covers aspects like corruption, democracy, political stability and
enforcement of contracts, has been shown to affect trade (see for example Alvarez
Barbero, Rodriguez-Pose & Zofio 2018; Anderson & Marcouiller 2002; Groot, Linders,
Rietveld & Subramanian 2004; Yu 2010). Besides institutional factors, also
infrastructure-related factors have been used as trade determinants in numerous studies
(see for example Iwanow & Kirkpatrick 2007; Nordds & Piermartini 2004; Portugal-
Perez & Wilson 2012; Wilson, Mann & Otsuki 2005). These factors include both physical
infrastructure indicators, such as quality of roads (Francois & Manchin 2013) as well as

intangible ones like border and transport efficiency (Portugal-Perez & Wilson 2012). The
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research results of the aforementioned studies suggest that countries with better
institutions and infrastructure engage more in international trade.

Furthermore, infrastructure-related and institutional factors have also been shown to
affect countries’ logistics performance. Guner and Coskun (2012) compared transport
infrastructure spending with scores in the World Bank’s Logistics Performance Index
(LPI), which assesses the quality of logistics in different countries. Wong and Tang
(2018) studied the relationship between the LPI and corruption, political stability as well
as infrastructure. These two studies concluded that both infrastructure and social factors
affect the LPI scores. The present thesis in turn adds to the literature by analyzing the
logistics performance of an individual country based on a greater number of infrastructure

and institutional indicators than previous studies.

1.2 Research purpose and questions

From the perspective of individual companies, the success of trade and transport
facilitation measures indicate the ease of organizing trade with and operations within a
foreign country. Thus, it makes sense for companies to consider logistics and other
aspects affecting the business environment of a country where they wish to establish
operations or engage in trade with. The purpose of this thesis was to provide such
information on Colombia’s business and trading environment to serve companies
interested in the market.

This study aimed to examine Colombia as a business environment with the main

focus on its logistics performance. The main research question is:

RQ1: How is the Colombian business environment from the point of view of

logistics?

To put Colombia’s business environment and logistics in perspective, it is
worthwhile to compare it to Colombia’s peer countries. Thus, a second research question

was set to direct the research:

RQ2: How does Colombia compare in terms of logistics performance with its

Latin American peers?
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To answer these questions, the logistics conditions of Colombia were explored
through data retrieved from statistics and reports produced by Colombian ministries and
international institutions, such as the World Bank and OECD. These data includes
international comparisons that evaluate the logistics performance and competitiveness of
different countries. Competitiveness is a term frequently used in this thesis and TTF
literature in general. In this context, competitiveness means national competitiveness that
consists of factors affecting the productivity of a country. Another aspect of a country’s
competitiveness is the well-being of its inhabitants. These are intertwined because
usually, productivity delivers growth, which in turn, improves well-being. (Schwab, Sala-
i-Martin & Samans 2017.) Competitiveness indices used in this thesis include many
indicators on social well-being but the main emphasis of this study is on those indicators
which cover productivity.

The main unit of analysis of this study is the Colombian logistics environment. The
logistics environment is defined broadly to cover all aspects affecting import and export
as well as establishing business operations in a foreign country. The insights provided by
the secondary data can help companies in planning their operations in Colombia and
similar logistics environments, as well as to prepare for possible challenges and risks.

Colombia was chosen as a research target for this study because of its growing
importance in international business. First, Colombia is one of the fastest-growing South
American economies with enormous market opportunities for Finnish know-how (World
Bank 2020a; Anttila 2015). In addition, Colombia’s attractiveness for doing business has
improved in recent years due to the conclusion of the peace negotiations between the
Colombian government and the Marxist-Leninist guerrilla group, the FARC
(Revolutionary Armed Forces of Colombia). The peace agreement was signed in
November 2016 ending the world’s longest ongoing armed conflict that had been an
impediment to development for half a century. The president at that time, Juan Manuel
Santos, was awarded a Nobel prize for reaching the peace agreement. (Brodzinsky 2016.)
After the conclusion of the prolonged peace process, it is expected that the steady
economic growth in Colombia will be further accelerated. Already before the peace
treaty, the security situation in Colombia had improved significantly thanks to
government efforts in combatting violent crimes and drug trafficking. However, changing
the reputation of Colombia is a very slow process. The image of Colombia remains quite

negative, one example of this is the popular TV series Narcos that reinforced the
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reputation of Colombia as a conflict-stridden developing country ruled by drug lords and
guerrillas.

In years preceding the COVID-19 pandemic, tourists started to return to Colombia in
growing numbers. According to the World Bank data, in 2019, the number of visitors
reached 4.5 million (3.6 million in 2017, 3.3 million in 2016, 3.0 million in 2015, and 2.6
million in 2014). There has been more than a sevenfold increase in the number of tourists
arriving in Colombia since 2002. (World Bank 2021a.) Better security means less risky
an operating environment for businesses. Thus, establishing business relations with
Colombia has become an attractive option for foreign companies.

Indeed, there are many industries, such as education, ICT, forestry and cleantech,
which are relevant from the point of view of Finnish companies. One of the investment
priorities of the current government in Colombia is education, as Colombia was alarmed
by its miserable performance in PISA tests. Finland is also known as a forerunner in the
field of education in Colombia, which opens doors for Finnish education sector
companies. Another priority is the development of digitalization, which would offer
business opportunities for Finnish companies operating for example, in the field of data
security and digital communication. (Kokkoniemi 2019, 27-28.)

Colombia is also expecting massive infrastructure projects in the 2020s. Colombia
established a national circular economy program in 2018 and thus became a pioneer of
circular economy in Latin America. In fact, Waste to Value solutions are urgently needed
as the landfills are near to their end. Also, water purification is part of the program.
Mining is an important sector in Colombia and the country is currently seeking greener
mining technology. There is also an interest in Colombia for developing the forest sector
now that the peace process calls for restructuring the agricultural sector. (Kokkoniemi
2019, 27-28.)

However, these market opportunities are largely untapped by Finnish companies.
There is little trade between the two countries. The value of export to Colombia from
Finland in 2019 was 80.7 million euros and imports from Colombia to Finland 102.3
million euros, which means that the share of Colombia of all imports and exports to and
from Finland was between 0.1 and 0.2 percent. Colombia’s share of the foreign trade total
has remained about the same for the preceding 10 years. (Finnish Customs Foreign Trade
Statistics 2021.)

As for the official trade and diplomatic relations, the growing importance of

Colombia has been recognized by the Finnish government. One indicator of this is the
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establishment of official institutions for reinforcing the relations with Colombia; the
Colombian embassy was reopened in Helsinki in 2012 and the Finnish liaison office that
had been established in Colombia’s capital Bogota in 2013 was upgraded to an embassy
in September 2017 (Ripatti 2017, 44). In 2012, a free trade agreement between the EU
and Colombia was signed, which facilitates market access for Finnish and other European
companies (Kokkoniemi 2019, 26).

Considering the blooming economy in Colombia, budding interest towards the
market by Finnish authorities and potential business opportunities for Finnish expertise,
the topic of this thesis is very pertinent. The findings of the thesis provide valuable
information for Finnish, or for that matter any other foreign, companies interested in

establishing a presence in the Colombian market.

1.3 Scope of the study

As the aim of this study was to produce a thorough and detailed country analysis, only
one country could be covered in the scope of this study. Colombia was chosen as such
research target. Motivations for target country selection have been discussed in the
previous section. To better understand the Latin American context, five other countries
of the region were selected as comparator countries: Argentina, Brazil, Costa Rica,
Ecuador and Peru. The analysis of these countries limited to their performance in
comparison with Colombia and other peer countries. These countries were selected by
using World Bank’s Comparator Countries database, which is presented in section 4.2.
Trade and transport facilitation research strives to promote trade and development by
making visible the importance of logistics and other business environment-related factors
affecting trade. These factors are relevant for the purpose of this study as they are to be
considered in evaluating the logistics environment. Another important reason for using
the TTF framework in this study is the accessibility of data. There is a wide choice of
reports, statistics and indices available online on the TTF performance of virtually any
country in the world. This enabled a thorough analysis of Colombia and comparisons with
other countries. Due to the abundance of free online data sources, the data used in this
study was limited to secondary data, and no interviews were used to complement the data.
The methods utilized in this thesis were purely qualitative as no statistical methods were

used in analyzing the research data even though part of the data is in numeric form.
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To produce an up-to-date report on Colombia, the most recent data available is
presented. In most cases, also data from previous years is included to shed light on the
development trends. Often the most recent data is from the year 2020, which was an
exceptional year due to the outbreak of the global pandemic that has repercussions for
trade and all other aspects of the business environment. However, the pandemic affects
all countries and thus, does not prevent making comparisons. Besides, in many cases, the
effect on indicators is not visible in the short term and does not significantly affect the
2020 indices. Having said that, the data from before COVID-19 was used for clarity in
presenting tourism figures because all Colombian borders were closed to foreign travelers
for months and international tourism, in general, was largely put on hold in 2020.
Otherwise, the statistics of the year 2020 were used if the complete record of that year

was available in the time of writing this thesis.

1.4 Research gap in previous literature

In contrast to the mainly quantitative research on determinants of logistics and trade
performance briefly summarized in the first section of this chapter, this thesis uses
qualitative methods and takes a descriptive approach. The empirical research referred to
in the first section of this chapter aim to quantify the effect of TTF indicators, such as
institutional quality and infrastructure, on trade. Typical data used in these studies include
information on bilateral trade flows and individual countries’ performance in specific
TTF indicators. The present thesis used TTF indicators derived from the literature to
describe the logistics environment of Colombia without attempting to find correlations.
In the following, research on TTF, logistics and business environment is briefly reviewed
to see how it differs from the approach of this thesis. In particular, the comparison
involves country selection, company point of view, data and what aspects of the business
environment are considered relevant for competitiveness.

The studies usually cover a large group of countries globally or regionally e.g., Wong
and Tang (2018) used panel data from 93 countries and Yu, Beugelsdijk and de Haan
(2015) compared data from 16 European countries. Some researchers have focused on
one country’s bilateral trade flows with several countries, like Depken and Sonora (2005),
who studied the impact of institutional factors of the trading partners’ business

environment on their trade flows with the US. The current thesis in turn concentrates on
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one country while comparing it to other countries in the same geographical region, Latin
America.

Based on a literature search conducted on trade and transport facilitation, business
environment and logistics, there seems to be little academic research about Latin
America, let alone Colombia. Even though Latin America plays an important role in the
world economy and three economies of the region are among the world’s thirty largest
by GDP, the region does not have a significant presence in management or international
business literature (Carneiro & Brenes 2014, 831).

According to (Sweat 2008, 15) Latin America is also neglected in the supply chain
management literature, whereas China for example is much more often discussed in the
context of emerging markets. This is quite surprising considering that Latin America is
geographically and culturally much closer to the world’s biggest economy, the United
States, than China. In a review article on academic research on supply chain management
and logistics in Latin America, the authors covered 90 journal articles concerning the
topic. Some of these studies were case studies set in one specific country, some
comparative studies of several Latin American countries and others treated general issues
in the region’s logistics. None of the studies had Colombia as the main focus of the study.
The majority of the studies on one single country focused on Brazil, Mexico or Chile.
(Bookbinder & Mant 2013.)

It seems that a lot of Latin American and Colombian business environment related
research approach the topic from the point of view of small and medium-sized enterprises
(SMEs). This reflects the fact that the share of SMEs is particularly high in Colombia and
Latin America in general. The proportion of SME:s is larger in Latin America than in any
other region of the world (Yang 2017, 525). One example of research on obstacles in the
business environment for SMEs is a study by Yang (2017), which examined how the
governance environment affects company performance by using informal payments and
quality of court system as indicators of governance. The study covered several Latin
American countries, including Colombia.

Bookbinder and Mant (2013) listed country characteristics for selecting the top-
performing Latin American countries that companies wishing to conduct operations in
the region should consider as possible points of entry. The selection criteria included only
facts related to infrastructure, economy and industry, such as highway kilometers,
inflation and main industries. However, aspects related to the ease of doing business

should also be considered when deciding which country to enter. These aspects are
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completely overlooked in the study of Bookbinder and Mant. Vokoun and Daza Aramayo
(2017) in turn, developed an index for assessing the business environment in Latin
American countries using economic, social and institutional factors as evaluation criteria.
Data for the index was collected from international organizations’ databases. The
performance of Latin American countries in the suggested index was compared with their
rankings in similar indices of the World Economic Forum (WEF) and World Bank.

Unlike the two studies mentioned in the previous paragraph, Montenegro (2017)
concentrated specifically on Colombia. The study provides a descriptive and analytical
framework of the country’s business environment from the perspective of international
business. Aspects considered include competitiveness, economic, socio-cultural and
political factors. Data for the study was collected from academic papers as well as
international organizations’ reports and indices, like the World Bank’s Doing Business
index and the World Economic Forum’s (WEF) Global Competitiveness Index. The
current thesis is, in the same way, descriptive and has the same unit of analysis, the
Colombian business environment. It also includes same elements, competitiveness and
economic factors as well as same data sources. What is different is the main focus of
interest. This thesis concentrates on transport and logistics related competitiveness factors
while covering institutional issues as well because they are considered to be an essential
part of the logistics environment.

To summarize the above, the present thesis aims to fill a gap in the previous research
on business and logistics environment by analyzing a less-studied market. Second, to the
author’s knowledge, there is no prior research on this topic that would cover so many
indicators on both transport and institutional issues. In addition to a greater number of
TTF indicators used, what makes the research framework of this thesis unique is that the
comparison of international TTF indicator results is complemented by an analysis of the
current state of the Colombian economy and transport sector based on Colombian

ministries’ reports.

1.5 Structure of the thesis

The main focus of the theoretical framework presented in Chapters 2 and 3 is on defining
the key concepts relevant to this study. At the beginning of the conceptual framework,
the most essential concept for the context of this study, trade and transport facilitation

(TTF), is discussed. TTF is defined through its components; which topics it covers and
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how these different dimensions are measured by different models and performance
indicators. Also, motivations for TTF measures are reviewed.

The next part of the theoretical framework provides an overview of the research
literature on logistics performance (Chapter 3). This section explores what factors have
been shown to affect countries’ logistics and trade performance. Then, two of these
factors, infrastructure and institutional quality, are discussed on a more practical level.

The methodological part of the thesis describes the research design, process and data
collection methods. The purpose of the study was to provide a detailed description of the
Colombian business environment from the point of view of logistics. The data for the
study was collected from databases, reports and evaluations of the Colombian business
and logistics environment. The research strategy of this thesis can be defined as a
qualitative case study. The methodological part also includes an assessment of the
trustworthiness of the research, which was conducted by evaluating the fulfillment of the
following criteria: credibility, transferability, dependability and confirmability.

In the analytical part of the thesis, Colombia is evaluated through different indicators
and compared with its peer countries. This part also includes an overview of the current
economic situation and state of logistics in Colombia. Finally, the thesis concludes with
a summary of the findings as well as with a discussion on research contributions,
limitations and future research topics. Figure 1 illustrates the contents of the thesis and

linkages between different sections.



20

INTRODUCTION
! e Context for the research
e Research problem, purpose and scope
THEORETICAL FRAMEWORK 1
2 e Definition of Trade and Transport Facilitation
e Trade and Transport Facilitation indicators
THEORETICAL FRAMEWORK 2
3 e Academic research on logistics performance
e Components of Trade and Transport Facilitation
y
RESEARCH DESIGN
4 e Research methodology <
e Assessment of the trustworthiness of the research
A 4
ANALYSIS AND RESULTS
5 e Colombian economy and transport sector
e Trade and Transport Facilitation indicators in
Colombia and comparator countries
A 4
CONCLUSION
6 e Summary of findings
e Contributions
e Limitations and ideas for future research

Figure 1. Structure of the thesis and relations between the chapters

The arrows in the figure illustrate linkages between the chapters. Sections 2.1 and 2.2
present the key concept of the study, Trade and Transport Facilitation, as well as two

approaches for measuring Trade and Transport Facilitation of countries: quantitative
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models and performance indicators. Chapter 3 contains an overview of how these models
and indicators have been used as research methods and data in academic literature.
Chapter 5 entails the analysis of the Colombian business and logistics environment by
using the trade and transport facilitation indicators presented in Chapter 2 and including
elements that have been defined as components of trade facilitation and logistics
performance in previous research presented in Chapter 3. The purpose of Chapter 5 is to
answer the research problem. Chapter 6 summarizes the findings of the preceding chapter.

The trustworthiness of the findings is evaluated in Chapter 4.
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2 TRADE AND TRANSPORT FACILITATION

The theoretical framework for this study starts by introducing the key concept of the
study: trade and transport facilitation. After defining what trade facilitation is, the
benefits of trade facilitation are discussed. Then, different methods for measuring trade
and transport facilitation are presented. These methods include the performance
indicators used for evaluating trade and transport conditions in different countries. These
same indicators were used for analyzing the Colombian logistics environment.

The last part of this chapter presents an overview of empirical research on
determinants of logistics performance. The purpose of this literature review is to shed
light on which factors influence a country’s logistics performance and see how empirical
evidence is aligned with the trade facilitation framework. In concrete terms, this section
provides examples of how trade facilitation indicators have been used as data in previous
research on trade and logistics performance. The conceptual framework concludes with a
discussion on determinants of logistics performance that are the most relevant for the

context of this study.

2.1 Introduction to trade and transport facilitation

Governments have increasingly started to acknowledge the role of logistics in
contributing to national competitiveness (Arvis et al. 2016, 1). The importance of the
efficiency of international logistics has been growing especially due to the increasing
share of international trade in economic activities (Heaver 2001, 12). According to the
World Bank’s statistics, the share of merchandise trade of the GDP (gross domestic
product) has grown from 30-35% of the 1990s to up to 51.5% of the record year 2008
after which the share plummeted because of the economic crisis (World Bank 2021a).

In the latest figures, the share was at 41.6% in 2020 and there was a decline from the
previous year, as the share was 44.0% in 2019 (World Bank 2021a). As a consequence of
the growing importance of logistics generated by the increase in global trade, the most
developed nations and emerging economies alike are implementing policies to promote
efficient supply chain operations as an engine of growth (Arvis et al. 2016, 1). These
policy measures for facilitating trade are the focus of this chapter.

The macro-environment is especially important in supply chain management because

logistics is a sector that is strongly influenced by public investments and regulations. For
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this reason, the logistics performance of individual companies and the whole supply chain
is strongly influenced by the economy within which the companies operate. It is thus
crucial for companies and countries to pay attention to the macro-level logistics
performance. (Heaver 2001, 11-12.) This interdependence of micro-and macro-economic
factors in defining competitiveness sets the premises for this study. For a company that
wishes to set foot in the Colombian market, the analysis of the country’s logistics

environment is essential.

2.1.1 Defining trade and transport facilitation

Several definitions for the concept of trade facilitation have been provided by
international organizations (see, for example, WTO 2012; UNECE 2012a) and developed
in the academic literature (see, for example, Grainger 2011; Portugal-Perez & Wilson
2012). What all the definitions have in common is that trade facilitation aims to improve
the conditions for trade. Essentially, trade and transport facilitation means the efforts for
reducing or removing trade barriers by making trade transactions more efficient, simpler
and less costly. The term trade facilitation implicitly includes the action of improving the
transport infrastructure and operations as it is one way of facilitating the trade itself. This
aspect is emphasized in the extended form of the term — trade and transport facilitation.
(Batista 2012, 125.)

The various definitions of trade and transport facilitation differ, for example, in their
scope and the nature of infrastructure investments. Trade facilitation in the narrow sense
means reducing non-tariff-related transaction costs at the border, for example, by
simplifying customs formalities and administrative procedures related to international
trade. In a broader sense, trade facilitation is extended to behind-the-border issues, such
as business environment and quality of infrastructure. On the other hand, trade facilitation
measures can be realized along two dimensions. Hard infrastructure includes investments
in tangible infrastructure, such as roads, ports and information and communications
technology (ICT), whereas soft infrastructure means intangible aspects, such as customs
management and government regulation. (Portugal-Perez & Wilson 2012, 1295.)

The United Nations Economic Commission for Europe (UNECE) defines trade

facilitation in the following way:
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Trade facilitation is the simplification, standardization and harmonization of
procedures and associated information flows required to move goods from seller

to buyer and to make payment [emphasis added]. (UNECE 2012a)

The World Trade Organization (WTO) refers to:

Simplification and harmonization of international trade procedures [emphasis
added]. Trade procedures include the activities, practices and formalities
involved in collecting, presenting, communicating and processing data and other

information required for the movement of goods in international trade. (WTO

2012)

The definition of the United Nations Conference on Trade and Development

(UNCTAD) states that:

Trade facilitation measures seek to establish a transparent, consistent and
predictable environment for border transactions based on simple and
standardized Customs procedures and practices, documentation requirements,
cargo and transit operations, and trade and transport conventions and

arrangements [emphasis added]. (UNCTAD 2005, 6)

The definitions quoted above reflect the key elements of trade facilitation measures:
simplification, standardization, harmonization and transparency. In practice, the
measures involve (Batista 2012, 125; Grainger 2011, 45-49; Swedish National Board of
Trade 2008, 9):

e simplification — elimination of unnecessary administrative formalities,
procedures and documents

e standardization — creation of international standards and formats and the use
of ICT for efficient exchange of information

e harmonization — alignment of national laws and practices with international
norms and conventions

e transparency — ensuring that information, requirements and processes for

crossing borders are clear, specific and easily accessible.
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One critical aspect of trade facilitation measures is that they call for international
cooperation. While all countries benefit individually from more simple customs
procedures and efficient ICT systems, the advantages are more important if the reforms
are realized multilaterally creating international standards that ease the administrative
burden of trade transactions. (WTO 2015, 34-35.) The advantages along with the growing

importance of trade facilitation efforts are discussed more in detail in the next section.

2.1.2 Importance of trade and transport facilitation

This section discusses the role of trade facilitation in reducing trade costs and increasing
global trade. The objective of trade and transport facilitation is to reduce trade costs,
which can be broadly defined as all costs incurred in getting the product to the end user
excluding the manufacturing costs. These costs include tariffs and non-tariff measures,
freight costs, time costs and information costs. (Anderson & Wincoop 2004, 691.) Trade
costs matter because they account for a major share of the price of imported products even
though the tariffs have been diminished in many countries by trade agreements. The WTO
estimated based on the data from Arvis, Duval, Shepherd and Utoktham (2013) that in
2010, trade costs were as high as 219% ad valorem in developing countries, meaning that
for a product that costs 1 dollar to produce 2.19 dollars are added to cover the trade costs.
Trade costs remain high in high-income countries as well and ad valorem trade costs were
estimated to be 134%. (WTO 2015, 75.) According to Arvis et al., transport and logistics
performance affect trade costs at least as much as geographical distance (2013, 6).

Trade and transport facilitation has been in the spotlight as protective tariff rates have
fallen and thus, it is seen as the next step in further reducing trade costs (Wilson, Mann
& Otsuki 2005, 841). Measures to reduce non-tariff barriers to trade (NTB) have also
become more important because of the increased dependency on imported components in
global value chains. For global value chains (GVCs), risk and cost management is crucial,
which means that transport costs, times and uncertainty have to be minimized (OECD &
WTO 2013, 17). Countries that are not able to provide reliability and predictability of
supply chains will increasingly be left outside the global market. (Arvis et al. 2016, 23.)
In fact, reliability is usually appreciated much higher than speed (Arvis et al. 2018, 2).
Good logistics, including streamlined import and export procedures, good connectivity
as well as low cost of logistics services, in turn, improve the country’s opportunities to

take part in GVCs. (Taglioni & Winkler 2016, 12.)
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Besides the interdependency of supply chains, another factor causing severe
constraints on production is the so-called spaghetti bowl effect, which is a term used to
describe the increased complexity of the international trade regime caused by the
multiplication of free trade agreements (FTAs) (Zaki 2015, 157). Overlapping and
contradictory trading rules create confusion, costs and slow down trade.

The importance of trade facilitation was affirmed when the WTO members adopted
the Trade Facilitation Agreement (TFA) negotiated in the 2013 Bali Ministerial
Conference within the latest round of trade negotiations, the Doha Round. The TFA
stepped into force on February 22, 2017, after two-thirds of the WTO members had
ratified the agreement. The purpose of the agreement is to promote global trade by
expediting the movement, release and clearance of goods at the customs. (WTO 2017.)

Trade facilitation measures increase trade flows, economic growth, attractiveness to
foreign direct investments (FDIs) as well as export diversification allowing, in particular,
the developing countries to export new products to new markets (Arvis, Mustra, Ojala,
Shepherd & Saslavsky 2012, 1; OECD & WTO 2013, 25). Due to sectoral and regional
variation of trade costs, certain business sectors and regions benefit more than others from
trade facilitation efforts.

The popular saying “time is money” is especially true in sectors with time-sensitive
products, such as perishable agricultural products, electronics, rapidly changing fashion
items and intermediate products of GVCs. Thus, these sectors benefit especially from
tackling trade barriers, such as customs delays or transport infrastructure problems. (Zaki
2015, 168.) According to Hummels and Schaur (2013, 2936), long shipping times cause
inventory-holding and depreciation costs that entail spoilage of fresh products and
technological obsolescence of such goods as consumer electronics. Also, interruptions in

production lines caused by the lack of components have particularly high costs.

2.2 Measuring trade and transport facilitation

The measurement of trade facilitation has been approached from two different
perspectives in the literature. The first approach uses models of international trade for
explaining trade and the economic effects of trade facilitation. These models concentrate
on the relationship between transport costs, trade facilitation and trade volume, thus
measuring the impact of trade facilitation. The second approach measures the

performance of trade and transport facilitation efforts on different dimensions of trade
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facilitation. The next two sections explore both of the approaches, the main emphasis
being on the latter, trade facilitation indicators because they are more relevant for the

methodology of this study.

2.2.1 Models of international trade

This section briefly reviews economic models that aim to quantify the impact of trade
facilitation. Estimating the impact is a difficult task because real trade costs are hard to
evaluate as they include various indirect and direct costs. According to Grainger (2011,
52), trade transaction costs have mainly been quantified by using indirect economic
models. This section gives a brief review of these models. Two of the most typical models
for estimating the impact of trade facilitation are gravity and computable general
equilibrium (CGE) models (Wilson et al. 2003, 368).

The idea behind the gravity model is that trade costs must be relatively low between
countries that have an important bilateral trade. Thus, the magnitude of trade costs can be
deduced from trade flows. (WTO 2015, 74, 79.) Traditionally, the gravity model has been
used for modeling bilateral trade flows. In the model, trade flows between two countries
are explained by variables such as trading partners’ gross domestic product (GDP), the
distance between the countries and other geographical characteristics, regional trade
agreements (RTAs) or cultural and linguistic similarities. (Wilson et al. 2005, 849.) For
example, the gravity model of Limao and Venables (2001) uses geographical features
(shared border, being landlocked or island, distance between countries) as determinants
of transport costs and infrastructure measures (road and rail network, number of telephone
lines per person) as variables.

Wilson et al. (2003, 370-371) were the first to use several trade and transport
facilitation indicators in their gravity model to estimate the impact of TTF measures on
trade performance. These indicators included port efficiency, customs environment,
regulatory environment and e-business usage. The indicators were based on survey data
on the performance of the member countries of APEC (Asia Pacific Economic
Cooperation). The objective of the study was to help policymakers to decide on which
aspects of trade facilitation they should concentrate to increase trade the most efficiently.

CGE models are computer-based simulations used to estimate how changes in trade
policy would affect trade flows. The idea is to adjust the values of a variable to answer

what-if questions (WTO 2015, 79). For example, Zaki (2014, 117118, 121) used a CGE
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model to estimate the effects of partial removal of administrative barriers on welfare,
trade and exports diversification. In the model, the reduction of administrative barriers is
proxied by reducing red tape costs (i.e., costs related to excessive regulation and
bureaucracy) by 50%. In addition, the effect of this shock is compared with a shock
caused by a 50-percent decrease in tariff rates to compare the effects of TF measures with
those of trade liberalization. The results of these two simulations indicated that trade

facilitation has a stronger impact on trade than trade liberalization.

2.2.2 Trade and transport facilitation indicators

Numerous indicators for measuring trade and transport facilitation have been developed
within international organizations and academia. The variety in the scope of indicators
reflects different definitions of trade and transport facilitation, some covering a broader
set of issues of trade and transport facilitation and others concentrating on specific border
crossing processes. Both soft and hard infrastructure issues are covered by different
performance indicators. Often, the indicators are derived from country-specific survey
data from trade and transport facilitation performance assessments. In this section, key
performance indicators are presented. These same indicators were used in this study for

analyzing Colombia in the area of trade and transport facilitation performance.

Logistics Performance Index (LPI)

The World Bank’s Logistics Performance Index (LPI) is a benchmarking tool that ranks
countries based on questionnaire data that assesses the logistics environment of countries.
The survey respondents are logistics professionals working in multinational freight
forwarders and the main express carriers. The LPI comprises an international and
domestic part. In the international part of the LPI, the respondents are asked to evaluate
the trade logistics of eight preselected countries on six different dimensions (Arvis et al.

2018):

1. efficiency of customs and border management clearance
quality of trade and transport infrastructure

ease of arranging competitively priced international shipments

> » D

competence and quality of logistics services
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5. ability to track and trace consignments
6. frequency with which shipments reach consignees within schedule or

expected delivery times.

The first three components (customs, infrastructure and services) can be considered
as areas of policy regulation, thus inputs to the supply chain, and the last three as supply
chain performance outcomes that indicate time and reliability of international shipments.
In general, the sixth component of the LPI, timeliness, outperforms the other dimensions,
whereas the customs are seen as the most problematic by the respondents (Arvis et al.
2018, 14).

The domestic part of the LPI is based on logistics professionals’ assessments of the
logistics environments of their country of employment. The determinants of logistics

performance studied in the domestic survey include (Arvis et al. 2018):

1. infrastructure
services

border procedures

> » D

supply chain reliability.

The LPI report has been published every second year since 2007. As in the previous
reports, the 167 countries covered in the 2018 edition are divided into categories based
on their perceived logistics friendliness. Logistics-unfriendly countries suffer from severe
logistics constraints and include the countries of the bottom quintile of the countries
covered in the LPI. Partial performers consist of the third and fourth LPI quintiles.
Consistent performers correspond to the second-best quintile and include countries that
outperform their income group peers. Logistics-friendly countries represent the top-
performing quintile and are typically high-income countries. A significant logistics gap
persists between high- and low-income countries. On average, high-income countries
score 48% higher in the LPI scores. (Arvis et al. 2018, 8-15.)

The logistics gap is particularly visible in the overall supply chain efficiency and
reliability as the high-performing countries rarely fail in quality criteria, whereas
respondents were especially dissatisfied with the quality of shipments in low-performing

countries. As for infrastructure, there was less variation between different quintiles. All
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quintiles performed particularly well in ICT infrastructure, whereas rail infrastructure

generally caused dissatisfaction in all quintiles.

Trade Facilitation Indicators (TFI)

The OECD Trade Facilitation Indicators (TFI) is a set of 11 indicators concentrating
on the simplification and harmonization of international trade processes. The indicators
correspond to the policy areas included in the WTO Trade Facilitation Agreement that
entered into force in 2017 and are related to border procedures and other trade-related
policies and regulations. The data for the indicators is collected from publicly available
data sources, such as customs websites and public databases. Like the LPI, the Trade
Facilitation Indicators are updated every two years. The first set of Trade Facilitation
Indicators was published in 2013. (OECD 2019.) The TFIs cover over 160 countries and

evaluate the following aspects (Moisé & Sorescu 2013):

1. advance rulings (existence and possible characteristics of a mechanism for
advanced rulings)

2. appeal procedures (transparency, fairness, accessibility, timeliness and
effectiveness of the applicable rules and outcomes)

3. external border agency cooperation (cooperation with neighboring and third
countries)

4. 1nternal border agency cooperation (cooperation between various border agencies
of the country, delegation of control to Customs authorities)

5. fees and charges (availability of information on fees and charges, level of fees and
charges)

6. formalities — automation (automated procedures, electronic interchange of
documents (EDI), risk management procedures)

7. formalities — documents (extent of harmonization of trade documents, through
reliance on international standards and the simplification of documentary
requirements and the reduction of the number and complexity of required
documentation)

8. formalities — procedures (single windows, pre-arrival processing, physical
inspections, post-clearance audits (PCAs), separation of release from clearance

and the concept of authorized traders)
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9. governance and impartiality (clearly established and transparent structure and
functions of the Customs administration, the existence of Code of Conduct and an
ethics policy, internal audits and transparent provisions for financing and for
internal sanctions in the Customs administration)

10. information availability (publicly available information about Customs and
border-related rules and procedures in online or in other forms as well as enquiry
points)

11. involvement of the trade community (measures that ensure the involvement of the
trade community to the design and everyday operation of border-related policies
and procedures refer mainly to the consultations between traders and the

government, their scope, contents and outcomes).

The TFI indicators include altogether 100 variables that describe trade policies on a
detailed level. For example, appeal procedures comprise of questions about judicial
independence and the availability of information on the motives of the administration’s
decisions, among other things. (Moisé & Sorescu 2013, 39-51.) Even though the TFIs
provide detailed information about the existence of adequate trade regulation there is no
indication if these regulations are actually enforced and effective. It has been considered
that having good regulations in place does not necessarily go hand in hand with good
performance. (Geiger et al. 2016, 21.) The Enabling Trade Index that will be discussed
next, complements the TFI indicators with opinion-based survey data on actual trade
performance.

In addition to providing information on countries’ performance on the different
dimensions of trade facilitation, the TFI report estimates the impact that actions in these
policy areas would have on trade volumes and trade costs. This quantitative analysis relies
on the gravity model that has been described in the previous section. The analysis aims
to give governments insight on which trade facilitation areas should be prioritized to gain

the highest impact. (Mois¢ & Sorescu 2013, 5-6, 11.)

Enabling Trade Index (ETI)

The World Economic Forum (WEF) has been publishing the Global Enabling Trade

Report, which is based on the Enabling Trade Index (ETI), since 2008. The ETI

evaluates the policies, institutions, infrastructure and services that countries have



32

established for facilitating the cross-border flow of goods to their destination. (Geiger, Di
Battista, Doherty & Soininen 2016, 13.) The ETI comprises seven pillars that are grouped
under four sub-indexes (market access, border administration, infrastructure and

operating environment) as illustrated in Figure 2 (Geiger et al. 2016, 14-15).

Border Infrastructure
administrati
on

Operating environment

Figure 2. The Enabling Trade Index framework (Geiger et al. 2016, 14)

Most of the indicators included in the ETI are sourced from datasets of international
organizations like the Global Express Association (GEA), UNCTAD, the WTO and the
World Bank. The remaining indicators, which account for 36% of the ETI score, are based
on the WEF’s Executive Opinion Survey. Altogether 136 countries are covered in the
latest ETT published in 2016. Not surprisingly and in line with the LPI report, the ETI
report concludes that enabling trade performance is strongly correlated with a country’s
income level. At a regional level, North America and Europe remain best in enabling
trade followed closely by East Asia and the Pacific region. (Geiger et al. 2016, 15, 23.)
One of the key insights of the 2016 report is that millions of businesses and
entrepreneurs are still excluded from globalization. Poor connectivity, regulatory and
logistical constraints affect especially micro-enterprises and SMEs making it difficult for

them to take advantage of the positive effects of globalization. The report also highlights
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the untapped potential of border administration, which is considered to be a low-hanging
fruit of trade facilitation due to its political and economic feasibility as well as its potential

for increased revenues. (Geiger et al. 2016, 21, 32.)

Global Competitiveness Index

The World Economic Forum also publishes the Global Competitiveness Index (GCI),
which ranks economies based on indicators affecting productivity and long-term
prosperity. The Global Competitiveness report that includes the GCI has been issued
every year since 1979. The Global Competitiveness Report 2019 assesses 141 countries.
Besides productivity and economic growth, the latest report especially highlights the role
of sustainability and social inclusion in addressing such questions as climate change and
global poverty. According to the report, East Asia and the Pacific countries on average
achieve the highest overall GCI score followed by Europe and North America. It is also
emphasized that there are significant performance gaps across regions and even though
developing and emerging economies are slowly converging, large competitiveness gaps
remain. (Schwab 2019.)

The GCI is composed of 12 pillars covering altogether 103 indicators, which are
based on the WEF’s Executive Opinion Survey and data from other international
organizations. Currently, the index has four themes: enabling environment, human

capital, markets and innovation ecosystem. The pillars of the index are (Schwab 2019):

Enabling environment
1. institutions
2. infrastructure
3. ICT adoption
4. macroeconomic stability

Human capital

5. health
6. skills
Markets

7. product market
8. labor market

9. financial system
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10. market size
Innovation ecosystem
11. business dynamism

12. innovation capability.

The GCI has many similar components with WEF’s Enabling Trade index but it
includes factors related to countries’ business and economy as well as social conditions,
whereas the ETI has a stronger focus on importing, exporting and border administration.
In the same way as the Global Competitiveness Index, most of the following indices
discussed here do not assess exclusively trade and transport facilitation but take a wider
perspective to the overall business environment, while containing indicators that are very

relevant for the purpose of this study.

Doing Business Index and Enterprise survey

The World Bank’s Doing Business report provides information on the ease of doing
business in different countries. It assesses the regulatory environment of countries from
the point of view of local entrepreneurs covering 12 areas of business regulation. The

Doing Business Index and ranking cover 10 areas (World Bank 2019):

Opening a business
1. starting a business
Getting a location
2. dealing with construction permits
3. getting electricity
4. registering property
Accessing finance
5. getting credit
6. protecting minority investors
Dealing with day-to-day operations
7. paying taxes
8. trading across borders
Operating in a secure business environment

9. enforcing contracts
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10. resolving insolvency.

Also employing workers and contracting with the government are assessed in the
Doing business report but these two indicators are not included in the index. Data for the
Doing business report is collected from local experts working in both the private sector
and government as well as from local laws and regulations. The data reflects the local
business regulation affecting small and medium-sized companies operating in the largest
business city of the country, for some countries two such cities are included. (World Bank

2019, 18-22.)

The Enterprise Survey is another diagnostic tool developed by the World Bank for
complementing the Doing Business Index. It is a firm-level survey that covers 12 topics

measured by more than 100 indicators. Areas covered by the survey are (World Bank
2020b):

[am—

corruption

crime

finance

firm characteristics
gender

informality
infrastructure

innovation and technology

o 0 =N kWD

performance
10. regulation and taxes
11. trade

12. workforce.

Both the Enterprise Survey and Doing Business report cover 12 areas but approach
the business environment from different points of view. The Doing Business has a strong
focus on the regulation of the business environment whereas, the Enterprise survey covers
a broader perspective of the business environment including more societal indicators,
such as empowerment of women, crime and the existence of informal economy. (World

Bank 2020c.)
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Index of Economic Freedom

The Heritage Foundation defines economic freedom as an individual’s freedom to work,
produce, consume and invest how they wish (Heritage Foundation 2021a). It has been
shown that economic freedom correlates strongly with the GDP per capita and overall
well-being, including such values as health, education, democracy, environment and
societal progress (Miller, Kim, Roberts & Tyrrell 2020, 53). The Heritage Foundation
measures the economic freedom of countries by evaluating their performance on four
categories of economic freedom, which are further divided into 12 indicators in the

following way (Heritage Foundation 2021a):

Rule of law

1. property rights

2. judicial effectiveness

3. government integrity
Government size

4. tax burden

5. government spending

6. fiscal health
Regulatory efficiency

7. business freedom

8. labor freedom

9. monetary freedom
Market openness

10. trade freedom

11. investment freedom

12. financial freedom.

The overall Index of Economic Freedom is calculated as an average of these
indicators each of which have equal weight in the index. However, countries are
encouraged to focus on improving those indicators in which they perform the worst
because addressing issues in those areas offers the biggest opportunities for boosting
economic freedom, which would in turn generate economic growth and prosperity. The

index has been published since 1995 and the 2020 index global average was the highest
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score ever. However, the index score remained the same in 2021. Most likely the ongoing
pandemic has already taken its toll on the upward trend. Regional differences in the index
remain significant. The average score of Europe is substantially above the global average,
whereas Sub-Saharan Africa lies far below the world average. In other regions of the
world, regional averages are close to the global average. (Miller, Kim & Roberts 2021, 1,

33; Miller et al. 2020, 2, 51, 63.)

Corruption Perceptions Index

Transparency International’s Corruption Perceptions Index (CPI) ranks countries by
their perceived scale of public sector corruption. Data for the index are collected from
expert assessments and surveys. Also, in this index, Europe, or actually Western Europe
and the EU, has the highest average score and Sub-Saharan Africa the lowest. In general,
the results show that despite some improvement, most countries still fail to address public
sector corruption effectively. (Transparency International 2020.)

The CPI and the report Global Corruption Barometer have been used as a source in
many TTF indicators, such as the Global Competitiveness Index and Customs
Capabilities Database. This highlights the significance of corruption in the context of

global trade. Corruption is further discussed as a separate topic in section 3.3.1.

Worldwide Governance Indicators

The Worldwide Governance Indicators (WGI) is a set of governance indicators that
assess the established traditions and institutions that exercise authority in a country. The
data for evaluating the quality of governance has been collected from business, expert
and citizen surveys and reports since 1996. Like several other indicators mentioned
before, the WGI project is also managed by the World Bank. (Worldwide Governance
Indicators 2020.) The governance indicators comprise of six dimensions of governance

(Kaufmann, Kraay & Mastruzzi 2010, 4):

1. voice and accountability (to which extent citizens can participate in selecting
their government and freedom of expression and association as well as free

media)
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political stability and absence of violence (likelihood that the government will
be overthrown by unconstitutional or violent means, including politically-
motivated violence and terrorism)

government effectiveness (quality of public services and the degree of its
independence from political pressures, the quality of policy formulation and
implementation)

regulatory quality (the ability of the government to implement regulations
that permit and promote private sector development)

rule of law (to which extent people have confidence in and obey the rules of
the society, including especially such areas as contract enforcement, property
rights, the police, and the courts, as well as the likelihood of crime and
violence)

control of corruption (to which extent public power is exercised for private

gain).

The Worldwide Governance Indicators have been used in academic research to

measure countries’ institutional quality, which is further discussed in the following

chapters.

Customs Capabilities Database

The Global Express Association’s (GEA) Customs Capabilities database contains

information on countries’ customs-related practices and performance. The country reports

are divided into five dimensions (Global Express Association 2019):

wok »w N

transparency

customs efficiency
post-release processes
ranking in relevant indices

TFA.

The transparency component includes information about the accessibility of

information on new laws and regulations as well as online accessibility of up-to-date

information on customs procedures, appeal procedures and import and export documents.
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Customs efficiency entails for example questions about local customs’ capabilities to
process data needed for the release of shipments electronically and customs operating
hours. Post-release processes involve for example possible processing fees for EDI links
and express clearance. Ranking in relevant indices includes the above-mentioned
Transparency International’s Corruption Perceptions Index, LPI and the trading across
borders component of the World Bank’s Doing Business Index. The 7F4 component
includes questions about ratification and implementation of the WTO Trade Facilitation

Agreement.

Global Connectedness Index

DHL’s Global Connectedness Index evaluates the degree of globalization. It analyzes
flows of trade, capital, information and people for the world and individual countries.
Trade flows include merchandise and services trade. Capital includes FDI stocks and
flows as well as portfolio equity stocks and flows. Information flows are measured by
international internet traffic, telephone calls and printed publications trade. People flows
include tourists, university students and migrants. In analyzing cross-border flows, the
depth of international flows is taken into account by comparing each cross-border flow to
a corresponding domestic activity, for example by comparing exports to the total
economic output. This gives perspective on how important the respective international
flow is. Also, the breadth of international flows is considered in the analysis, meaning
that it is evaluated to what extent flows are distributed globally instead of being
concentrated between specific origins and destinations. (Altman & Bastian 2020.)

One of the takeaways of the recent Global Connectedness Index reports is that even
though the evolution of transportation and communications technology has made distance
less relevant, international relations remain more significant between countries that are
closer to each other. In addition to physical distance, cultural, political and economic
differences play an important role in defining flows between countries. As for the depth
and breadth of cross-border flows, most business still takes place domestically rather than
across borders and most international flows happen with countries and their top partner
countries. More than 40% of all flows are between countries and their top 3 trading
partners, as most countries do not have strong connections to a great number of other

countries.
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As mentioned, the choice of trading partners is largely explained by geographical and
cultural proximity. It can be stated that sharing a common language doubles the trade and
FDI flows. The report updated in 2019 also highlights that despite recent surges of
protectionism, such as Brexit, the election of President Trump and the trade war between
the US and China, global connectedness is still on the rise and is higher than at almost
any point in history. (Altman & Bastian 2020, 23-26; Altman & Bastian 2019, 10, 24,
26-27.) While the ongoing corona pandemic has affected businesses worldwide, it has
not destroyed the fundamentals of globalization. The international flows of people have
plummeted due to travel restrictions but all other flows have resisted the crisis
surprisingly well. Trade and capital flows suffered at the start of the pandemic but have
already recovered. Digital information flows on the other hand have peaked, as people

and businesses have urged to stay connected digitally. (DHL 2021.)

Liner Shipping Connectivity Index

Containerization of the cargo has revolutionized cargo transport as it allows the
manufacturer to send goods to the consumer even if it would not be economically justified
to charter a ship to realize individual transactions. Today, the network of regular container
shipping services with transshipment operations in hub ports connects basically all
countries to each other. (Fugazza & Hoffmann 2016, 1.) UNCTAD’s Liner Shipping
Connectivity Index evaluates container traffic capacity and container ship services in

different countries. The current index consists of six components (UNCTAD 2021a):

1. number of scheduled ship calls per week

2. deployed annual capacity in twenty-foot equivalent units (TEU) / total
deployed capacity offered to the country

3. number of regular liner shipping services from and to the country

4. number of liner shipping companies that offer services from and to the
country

5. average size in TEU of the ships deployed by the scheduled service with the
average largest vessel size

6. several other countries that are connected to the country through direct liner

shipping services.
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The last component was added in 2019. In practice, it covers countries that can be
reached without the need for transshipment. Using direct regular shipping connections
help reduce trade costs and increase trade volumes. China leads by far the Liner Shipping
Connectivity Index. Also, four other Asian countries are in the top 10 list that also
includes the United States and four European countries. Countries at the bottom of the
index rank are small island developing states where shipping goods remain problematic
and results in high trading costs. (UNCTAD 2019.) As has been mentioned before,
distance still matters. This is supported by UNCTAD’s research that indicates that
bilateral maritime connectivity is the strongest in intra-regional routes (Fugazza and

Hoftmann 2016, 1).

Air Connectivity Index, Air Trade Facilitation Index and eFreight Friendliness

Index

If containers have revolutionized maritime transport, air freight plays an important role
in world trade as well. When products have a high value-to-weight ratio, such as
electronic components, companies are willing to pay a premium for fast transport and use
air freight instead of slow but less costly ocean cargo, which is better suited for cheap and
heavy products (Bhatnagar & Teo 2009, 208). This finding is supported by the estimation
that 35% of the value of global trade is carried by air cargo, but this share represents only
1% of the volume (Shepherd, Shingal & Raj 2016).

The equivalent of the Liner Shipping Connectivity Index for air transport is the Air
Connectivity Index (ACI). Arvis and Shepherd have used network analysis and gravity
modeling to measure air transport connectivity between 211 countries and territories and
created the Air Connectivity Index. Data used for the analysis is bilateral scheduled air
services data that include passenger, cargo and mixed services. A higher ACI score
indicates stronger integration into world trade. According to the Index, the United States
is the most connected country. The top ten ranking is otherwise dominated by European
countries. Most of the lowest ranking countries are isolated Oceanian island states. (Arvis
& Shepherd 2016.)

Other air cargo specific indices include the Air Trade Facilitation Index (ATFI)
and eFreight Friendliness Index (EFFI). These two indices have been commissioned
by the International Air Transport Association (IATA). The Air Trade Facilitation Index

is constructed from a variety of data sources relevant from the point of view of facilitation
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of trade via air cargo by using a weighted average method. Particularly, the use of ICT in
facilitating air cargo transactions is measured. Data sources include the already mentioned
Global Express Association’s Customs Capability Database and the OECD’s Trade
Facilitation Indicators as well as information about the signature of relevant international
conventions and about equivalent domestic regulation. Of the 124 countries that the ATFI
evaluates, the top-ranked ones are all high-income countries according to the World
Bank’s classification, and most of them are located in Europe. In contrast, the lowest-
ranked countries are mainly the least developed. (Shepherd et al. 2016, 22-28.)

The eFreight Friendliness Index provides more detailed information on the role of
ICT in air cargo facilitation than ATFI, which also covers some of these aspects. The
index is based on IATA’s data on the use of electronic processes (electronic air waybills
and eFreight transactions) as well as relevant data from the Customs Capability Database.
The EFFI measures the performance of 135 countries. The top ten countries are more
geographically dispersed than in the ATFI and include countries from the Middle East,
Europe, Asia and North America. Again, there is a strong correlation between the

performance and national income. (Shepherd et al. 2016, 22-28.)

Freight Transport and Logistics Yearbook

At the regional level, the Inter-American Development Bank (IDB) has assembled a
wide set of indicators and statistics on the state of the freight transport and logistics sector
in the Freight Transport and Logistics Yearbook published in 2015. The data covers

26 borrowing countries of the bank and is organized into 7 indicator groups (IDB 2015):

1. general indicators (i.e., export and import volumes, size of transport sector)
road transport (i.e., paved network, number of trailers)

railway transport (i.e., railway freight companies, train engine productivity)
air transport (i.e., cargo facilities area in international airports, air freight)
water transport (i.e., port container traffic, inland waterway traffic)

logistics activities (i.e., logistics center surface, position in LPI ranking)

R

calculated indicators (i.e., heavy vehicles / 1000 inhabitants, railroad density).
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Some trade facilitation indices, such as Services Trade Restrictiveness Index (STRI),
have been excluded from this study because Colombia is not among the countries studied

in the index.

2.2.3  Summary of the indicators

Table 1 summarizes all the indicators presented above. The third column in the table
indicates the main focus area of the indicator. A rough division has been made by
grouping the indicators based on whether they concentrate on evaluating countries’
performance in transport infrastructure and logistics or government policies and
institutions. These indicators are labeled as INFRA or INSTITUTIONS. In this thesis
infrastructure, covers both transport infrastructure and services. Customs management as
well as business and regulatory environment that are considered to be part of soff
infrastructure, as defined in Portugal-Perez & Wilson 2012, is included in institutions.
However, the use of ICT in customs procedures, such as electronic waybills, falls into the
category of (hard) infrastructure.

Some indicators fall into both categories and are marked as BOTH. The Global
Connectedness Index was left uncategorized as it investigates trade and other
international flows and based on this defines how well countries are connected, whereas
other indicators evaluate how well-equipped countries are for trade. In other words,
Global Connectedness measures the realized impact of countries’ trade and transport
facilitation efforts, while other indicators put a stronger focus on describing and

evaluating these efforts as such.
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Table 1. Summary of trade and transport facilitation indicators

Organization

Topic
Category

1. .
Dimensions

Data source

Logistics
Performance Index
(LPI)

World Bank

Logistics /
BOTH

. Customs

. Transport infrastructure

. Availability of logistics services
. Quality of logistics services

. Tracking and tracing

. Timeliness

Survey for logistics
professionels

Trade Facilitation
Indicators (TFI)

OECD

Trade facilitation
/ BOTH

A OWON_OOBREWON

. Advance rulings

. Appeal procedures
. Cooperation

. Fees and Charges
B

Formalities (automation,

documents and procedures)

6.
7.
8.

Governance and impartiality
Information availability
Involvement of the trade

community

Reports, databases and
TTF indices

Enabling Trade
Index (ETI)

WEF

Trade facilitation
/ BOTH

. Domestic market access
. Foreign market access

. Border administration

. Transport infrastructure

. Transport services

ICT

. Operating environment

Reports, databases, TTF
indices and Executive
Opinion Survey as well as
other surveys

Global
Competitiveness
Index (GCI)

WEF

Business
environment /
BOTH

©CONO RN NOOE®N

. Institutions

. Infrastructure

. ICT adoption

. Macroeconomic stability

Health

. Skills

. Product market
. Labor market

. Financial system

10. Market size
11. Business dynamism
12. Innovation capability

Reports, databases, TTF
indices and Executive
Opinion Survey as well as
other surveys

Doing Business
Index

World Bank

Business
environment /
INSTITUTIONS

1.
2.

Starting a business
Dealing with construction

permits

. Getting electricity

. Registering property

. Getting credit

. Protecting minority investors
. Paying taxes

. Trading across borders

. Enforcing contracts

0. Resolving insolvency

Survey for private and
public sector respondents
as well as local legislation

Enterprise Survey

World Bank

Business
environment /
BOTH

. Corruption

. Crime

. Finance

. Firm characteristics

Gender

. Informality

. Infrastructure

. Innovation and technology
. Performance

10. Regulation and taxes
11. Trade
12. Workforce

Survey for business
respondents
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Index of Economic
Freedom

Heritage
Foundation

Governance /
INSTITUTIONS

. Property rights

. Judicial effectiveness
. Government integrity
. Tax burden

. Government spending
. Fiscal health

. Business freedom

. Labor freedom

. Monetary freedom
10. Trade freedom

11. Invest freedom

12. Financial freedom

©oOoO~NOOOGAWN-=-

Reports, databases and
TTF indices

Corruption

Perceptions Index International

Transparency

Corruption /
INSTITUTIONS

Perceived corruption in the public
sector

Expert assessments and
surveys

World Governance

Indicators (WGl |/ °ord Bank

Governance /
INSTITUTIONS

1. Voice and accountability

2. Political stability and absence
of violence

3. Government effectiveness

4. Regulatory quality

5. Rule of law

6. Control of corruption

Reports and surveys for
business, expert and
citizen respondents

Customs
Capabilities
Database

Global
Express
Association

Customs /
BOTH

1. Transparency

2.Customs efficiency

3. Post-release processes

. Ranking in relevant indices

. Trade Facilitation Agreement

Survey for local
professionals and TTF
indices

Global
Connectedness
Index (GCI)

DHL

Globalization

. Trade flows

. Capital flows

. Information flows
. People flows

A ON=2O DA

Reports, databases and
investment survey

Liner Shipping

Connectivity Index SLSAL)

Container traffic
/ INFRA

1. Number of scheduled ship calls
per week

2. Deployed annual capacity in
twenty-foot equivalent units (TEU)
/ total deployed capacity offered
to the country

3. Number of regular liner shipping
services from and to the country
4. Number of liner shipping
companies that offer services
from and to the country

5. Average size in TEU of the
ships deployed by the schedules
service with the average largest
vessel size

6. Number of other countries that
are connected to the country
through direct liner shipping
services

Statistical data

Air Connectivity

Index (ACI) World Bank

Air freight /
INFRA

Bilateral scheduled air services
for passengers and cargo

Statistical data

Air Trade Facilitation

Index (ATFI) IATA

Air freight /
BOTH

Air cargo related trade facilitation

Customs Capabilities
Database, TFI and
international agreements

eFreight
Friendliness Index
(EFFI)

IATA

Air freight /
INFRA

Use of electronic processes in air
cargo

Customs Capabilities
Database and statistical
data

Freight Transport
and Logistics
Yearbook

IDB

Freight and
logistics / INFRA

. General indicators
. Road transport

. Railway transport
. Air transport

. Water transport

. Logistics activities

OO WN =

Customs Capabilities
Database, LPI and
statistical data
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Some trade facilitation indicators are partially overlapping as the data often comes from
the same sources. For example, some of the indicators of the World Economic Forum’s
Enabling Trade Index are based on the World Bank’s Logistics Performance Index and
the Doing Business database (Geiger et al. 2016, 324). Similarly, the Trade Freedom
component of the Index of Economic Freedom of the Heritage Foundation is, among other
sources, based on the WEF’s Global Enabling Trade Report and the World Bank’s Doing
Business (Heritage Foundation 2015, 464).

As was mentioned at the beginning of this section, the differences in scope and areas
of the TTF indicators reflect the different definitions of trade and transport facilitation.
Some indicators measure trade facilitation defined in the narrow sense, such as the LPI
component efficiency of customs and border management clearance and others extend
the scope to cover outside-the-border issues such as another LPI component ability to
track and trace consignments. Indicators also cover both soft and hard infrastructure
issues. For example, Trade Facilitation Indicators of the OECD almost exclusively
include soft infrastructure indicators, such as information availability, but the component
formalities — automation partly falls into the category of hard infrastructure as it entails
the use of automated ICT systems in customs procedures. Whereas, the Enabling Trade
Index of the WEF includes both soft (e.g., efficiency and transparency of border
administration) and hard infrastructure variables (e.g., availability and quality of

transport infrastructure).
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3 DETERMINANTS OF LOGISTICS PERFORMANCE

This section aims to define what affects logistics performance by presenting different
factors in the business environment that facilitate or hinder logistics efficiency. These
factors define countries’ competitiveness as well as the ease of doing business and
organizing logistics operations in these countries. After a review of the literature about
these factors, some of them are discussed more in detail to cover practical issues related

to these themes.

3.1 Literature review on logistics performance

It has been shown in the literature that economic and social factors are associated with
logistics performance. The study of Wong and Tang (2018) reveals that institutional
quality and other social, as well as economic factors, correlate with logistics performance.
The results suggest that a low level of corruption and stable political environment are
associated with high logistics performance and that better infrastructure, technology,
labor and education enhance logistics performance (Wong & Tang 2018, 439). The
impact of economic and social factors on logistics performance has also been studied by
Guner and Coskun (2012). Economic indicators used in this study were spending on
transportation infrastructure, gross domestic product and growth rate, whereas social
indicators included political risk, democracy index and human development index. Some
of the indicators used in the study were the same as in Wong and Tang (2018): political
risk included dimensions, like political stability and control of corruption, and human
development index was comprised of several education-related factors. Surprisingly,
there was no connection between economic factors and logistics performance, whereas
there was a significant positive correlation between social factors and logistics
performance. (Guner & Coskun 2012, 335-336.) These results, as well as the study of
Wong and Tang (2018) underscore the importance of institutional quality as a determinant
of logistics performance and the fact that economic factors, even high investments in
transport infrastructure, alone cannot improve logistics performance of a country if the
quality of institutions is low.

The literature on major factors directly affecting logistics performance is scarce
(Wong & Tang 2018, 432). However, there is abundant research on determinants of trade.

Since it has been shown that logistics performance correlates positively with international
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trade flows (see, for example, Hausman, Lee & Subramanian 2013), it is worthwhile
exploring literature on factors affecting trade in the context of this study. Empirical
research evidence suggests that institutional quality fosters trade in general. According to
Anderson and Marcouiller (2002), the logic behind this is that insecurity of international
trade, including corruption, defective contract enforcement and even cargo thefts, causes
hidden transaction costs, which reduces trade. They argue that insecurity explains why
high-income countries, with good institutional support for trade, trade disproportionally
among themselves. (Anderson & Marcouiller 2002, 343.) Next, studies that focus on
estimating the impact of institutional quality on trade will be reviewed.

Alvarez et al. (2018) studied the effect of institutional quality on bilateral trade by
using six Worldwide Governance Indicators: control of corruption, government
effectiveness, political stability and absence of violence, rule of law, regulatory quality
as well as voice and accountability. Of these indicators, regulatory quality seemed to have
the highest positive impact on trade (2018). The same Worldwide Governance Indicators
were used to explain trade flows in Groot et al. (2004). Their study finds that all
governance indicators substantially enhance bilateral trade and that countries that have
similar institutional quality trade more between themselves than with countries that differ
significantly in terms of the effectiveness of institutions.

Other measures of institutional quality used in the research literature include
government transparency, democracy and economic freedom. Anderson and Marcouiller
(2002) estimated the effects of government transparency and enforceability of contracts
on imports and confirmed that inadequate institutions impede trade. Yu’s study confirmed
that democracy fosters trade by constructing a gravity model that combined a country’s
imports and level of democracy. The results indicated that 3—4% of the increase in
bilateral trade would be contributed to the democratization of the trading countries (Yu
2010.) Depken and Sonora (2005) examined the impact of economic freedom on US
consumer goods trade. They found that the trade flows were strongly correlated with
institutional quality and that better economic freedom of the trading partner increased in
particular exports from the US to that country.

The connection between institutional quality and bilateral trade patterns is under
investigation also in Yu et al. (2015). What makes their research different from the
abovementioned literature is that in addition to formal institutions (rule of law), the focus

of the study is on informal institutions, the trust towards the trading country. The trust
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data was based on a Eurobarometer survey, which measures the opinions of Europeans
on the trustworthiness of other European nations.

Besides institutional quality, trade determinants have evidently been approached
from the point of view of logistics performance and infrastructure. Behar and Manners
(2008) confirmed the importance of logistics quality to bilateral exports by using the LPI
as a measure. They concluded that the logistics performance of both the exporter and the
importer correlates positively with trade and that for land-locked countries, neighboring
countries’ logistics quality is even more important than their own.

Francois and Manchin (2013) investigated the impact of infrastructure and
institutional quality on bilateral trade and concluded that trade volumes depend on the
institutional quality as well as on the availability of good transport and communications
infrastructure of both the exporter and the importer. Shepherd (2016) analyzed the
relationship between trade facilitation, infrastructure and value chain participation and
found that trade facilitation in general and especially, improvements in maritime and air
connectivity would enhance trade performance. Portugal-Perez and Wilson (2012)
examined the impact of the so-called soft (business environment and border and transport
efficiency) and hard infrastructure (ICT and physical infrastructure) on the export
performance of developing countries and confirmed that infrastructure quality correlates
positively with export. They found that of the four indicators used in the study, physical
infrastructure seemed to be the most important.

Iwanow and Kirkpatrick (2007) showed that while trade facilitation that covers only
on-the-border measures, such as customs and trade administration, contributes to
improving export performance, quality of the regulatory environment as well as transport
and communications infrastructure are even more important in promoting export growth.

Wilson et al. (2005) estimated the impact of four TTF measures, port infrastructure,
customs environment, regulatory environment and e-business infrastructure, on bilateral
trade flows of 75 countries. The results suggested that improving all four measures would
increase world trade by 9.7%, e-business infrastructure having the biggest contribution
to the growth and that in most countries, the exports would grow more than imports.

By using a variety of infrastructure indicators, Nordds and Piermartini (2004) showed
that the quality of infrastructure has a significant impact on bilateral trade flows. Of the
indicators studied, airports, roads, telephone lines, port efficiency and the median port
clearance time, it was suggested that port efficiency contributes the most to trade

performance. The study also analyzed different sectors separately and one of the
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conclusions was that for the clothing sector, customs clearance time and airport density
are of particular importance. This finding underlines the time sensitivity of the current
fashion industry (Nordas & Piermartini 2004, 18).

The studies summarized above show that the research literature offers strong
evidence on the influence of infrastructure on trade. A great variety of infrastructure and
trade facilitation indicators have been used in research with different emphases. Many of
these studies highlight the importance of physical transport infrastructure as well as
communications infrastructure. However, some studies find soft infrastructure measures,
such as regulatory environment or port efficiency, to be at least as important as hard
infrastructure measures in improving trade performance.

The following table provides a summary of the research literature focusing on social
and economic factors affecting the trade and logistics performance of countries. The data
for variables measuring different factors used in these studies are based on indices created
by international organizations. The same indicators have been discussed more in detail in

section 2.2.2.
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Table 2. Empirical research on determinants of logistics performance and trade

Alvarez et al. (2018) Does institutional
quality matter for trade?

Institutional condition in a sectoral trade
framework. World Development, Vol.
103, 72-87.

Explanatory variable

Institutional quality

. Control of Corruption

. Government effectiveness

. Political stability and absence of violence
. Rule of law

. Regulatory quality

. Voice and accountability

o g WN =

Dependent variable
Bilateral tradeflows

Data

- Institutional Quality: World
Governance Indicators, WGI (World
Bank)

- Trade: Commodity trade database,
COMTRADE and Service trade
database (UN)

Wong & Tang (2018) The major
Determinants of Logistic

Performance in a global perspective:
evidence from

panel data analysis. International Journal
of Logistics:

Research and Applications, Vol. 21 (4)
431-443.

1. Institutional quality
- Corruption

- Political stability

2. Infrastructure

3. Technology

4. Labor

5. Education

Logistic performance

- Institutional quality: WGI (World
Bank) and Corruption perceptions
index (Transparency international)
- Infrastructure and other: Global
competitiveness report (World
Economic Forum)

- Logistic performance: Logistic
Performance index (LPI) (World
Bank)

Shepherd (2016) Infrastructure, trade
facilitation and network

connectivity in Sub-Saharan Africa.
Journal of African Trade,

Vol. 3, 1-22.

Infrastructure and trade facilitation
1. Infrastructure

2. Liner shipping connectivity

3. Air connectivity

4. Road network length

5. Trade facilitation (soft infrastructure)

Value added trade

- Infrastructure: Infrastructure
component of the LPI (World Bank)
- Liner shipping connectivity index
(UNCTAD)

- Air Connectivity Index (World Bank)
- Road network: CIA World Factbook
- Trade facilitation: Trade Facilitation
Indicators, TFI (OECD),

- Trade: value added exports in the
textile and clothing as well as
agriculture sector (UNCTAD Eora
Global value chain database)

Yu et al. (2015) Trade, trust and the rule
of law. European

Journal of Political Economy, Vol. 37,
102-115.

Institutional quality

1. Rule of law: Effectiveness of property rights
protection and contract enforcement

2. Bilateral trust between countries

Bilateral tradeflows

- Rule of law: Rule of law component
of the WGI (World Bank)

- Trust: Eurobarometer survey

- Trade: Comtrade (UN)
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Table 2. Continued

Francois & Manchin (2013) Institutions,
infrastructure and trade. World
Development, Vol. 46, 165-175.

1. Infrastructure

- Freight of air transport

- Fixed mobile subscribers

- Mobile phones

- Paved roads

- Telephone mainlines

- Total road network

2. Institutional quality

- Size of government

- Legal structure and protection of property rights
- Access to sound money

- Regulation of labor, credit and business
- Freedom to trade internationally

Bilateral tradeflows

- Infrastructure: World Development
Indicators database (World Bank)

- Institutional quality: Economic
Freedom of the World EFW (Fraser
Institute)

- Trade: World Integrated Trade
Solution (UN/World Bank)

Guner & Coskun (2012) Comparison of
impacts of economic and social factors on
countries' logistic performances: A study
with 26 OECD countries. Research in
Logistics & Production, Vol. 2 (4),
329-343.

Economic

1. Transport infrastructure spending
2. GDP

3. Growth rate

Social

4. Political risk

- Voice and accountability

- Political stability and absence of violence
- Government effectiveness

- Regulatory quality

- Rule of law

- Control of corruption

5. Democracy

- Electoral process and pluralism

- Civil liberties

- Functioning of the government

- Political participation

- Political culture

6. Human development

- Life expectancy at birth

- Mean years of schoolin

- Expected years of schooling

- Gross national income per capita

Logistics performance
1. Customs

2. Infrastructure

3. International
shipments

4. Logistics competence
5. Tracking and tracing
6. Timeliness

- Economic data: OECD and World
Bank

- Political risk (Political risk services)
- Democracy: Democracy Index
(Economist Intelligence Unit)

- Human development: Human
Development Index (UN)

- Logistics performance: LPI (World
Bank)
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Table 2. Continued

Portugal-Perez & Wilson (2012) Export
performance and trade facilitation reform:
Hard and soft infrastructure. World
Development, Vol. 40 (7) 1295-1307.

Hard infrastructure

1. Physical infrastructure

- Quality of port infrastructure

- Quality of road infrastructure

- Quality of airport infrastructure

- Quality of railroad infrastructure
2.ICT

- Availability of latest ICT technology

- Level of technical absorption

- Extent of business internet use

- Government prioritization of ICT

Soft infrastructure

3. Border and transport efficiency

- Number of documents to export

- Number of days to export

- Number of documents to import

- Number of days to import

4. Business and regulatory environment
- Government transparency

- Public trust for government

- Irregular payments in exports and imports
- Irregular payments in public contracts
- Measures to combat corruption

- Favoritism of goverment to well-connected firms

Export of countries

- Hard and soft infastructure: Global
competitiveness report (World
Economic Forum), Doing Business
index (World Bank), World
Development indicators (World Bank),
Corruption perceptions (Transparency
International)

- Exports: COMTRADE (UN)

Yu (2010) Trade, democracy and the
gravity equation. Journal of Development
Economics, Vol. 91, 289-300.

Democracy

Imports

Democracy: Polity IV data set
(Marshall, Political Instability Task
Force)

- Imports: NBER-UN World Trade
data (UN)

Behar & Manners (2008) Logistics and
Exports. CSAE Working Paper Series .
Centre for the study of African
Economies, University of Oxford, 2018-13.

Logistics quality

Bilateral exports

- Logistics Quality: LPI (World Bank)
- Exports: Direction of Trade
statistics (IMF)
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Table 2. Continued

Iwanow & Kirkpatrick (2007) Trade
facilitation, regulatory quality and export
performance. Journal of International
Development, Vol. 19, 735-753.

1. Trade facilitation

- Hidden export barriers

- Irregular payments in export and imports

- number of all documents required to export/import goods

- time necessary to comply with all procedures required to
export/import goods

- costs associated with all the procedures required to
export/import goods

2. Regulatory quality

a) Institutional quality

- control of Corruption

- government effectiveness

- political stability and absence of violence

- rule of law

- regulatory quality

- voice and accountability

b) Regulatory efficiency

- Contract enforcement (number of procedures in a court
case involving breaching a contract; time in calendar days to
resolve the dispute; cost in court and attorney fees, where
the use iof attorneys is common or mandatory expressed as
a percentage of the debt value)

- Business regulation (labor legislation index; index of
business entry; bankruptcy regulations)

3. Infastructure

- share of paved roads

- road and rail density

- telephone and mobile phone subscribers per 1000 people

Export performance

- Trade facilitation: Global
competitiveness report (World
Economic Forum) and Doing Business
index (World Bank)

- Regulatory Quality: World
Governance Indicators (World Bank)
and Doing Business index (World
Bank)

- Infrastructure: World Development
Indicators (World Bank) and
International Telecommunications
Union data

- Export performance: Bilateral Trade
in manufacturing, COMTRADE (UN)

Depken & Sonora (2005) Asymmetric
effects of economic freedom on
international trade flows. International

4 (2) 141-155.

Journal of Business and Economics, Vol.

Economic freedom

Consumer goods trade
flows

- Economic freedom: Economic
freedom of the world index (Fraser
Institute)

- Trade (US Census Bureau and USA
Trade Online)
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Table 2. Continued

Wilson et al. (2005) Assessing the
benefits of trade faciliation: A global
perspective. World Economy, Vol. 28 (6)
841-871.

Trade facilitation

1. Port efficiency

- Port facilities and inland waterways
- Air transport

2. Customs environment

- Hidden import barriers

- Irregular extra payments and bribes
3. Regulatory environment

- Transparency of government policy
- Control of corruption

4. E-business infrastructure

- Speed and cost of internet access
- Effect of internet on business

Bilateral trade of
manufactured goods

- Port efficiency, Customs
environment and E-business
infrastructure: Global competitiveness
report (World Economic Forum)

- Regulatory environment: World
competitiveness Yearbook (IMD
Lausanne) and WGI (World bank)

- Bilateral tradeflows: COMTRADE
(UN)

Groot et al. (2004) The institutional
determinants of bilateral trade patterns.
Kyklos, Vol. 57 (1) 103—124.

Institutional quality

1. Control of Corruption

2. Government effectiveness

3. Political stability and absence of violence
4. Rule of law

5. Regulatory quality

6. Voice and accountability

Bilateral trade flows

- Institutional quality: WGI (World
Bank)
- Merchandise trade data (UN)

Nordas & Piermartini (2004) Infrastructure
and Trade. WTO Staff Working Paper ,
2004 ERSD-2004-04.

Infrastructure:

1. Infrastructure density

- Number of paved airports per 1000 square km
- Percentage of paved roads

- Main telephone lines per 1000 people

2. Port efficiency index

3. Median port clearance time

Total bilateral trade
flows and bilateral trade
flows in automotive,
clothing and textile
sectors

- Infrastructure density: World
Development Indicators (World Bank)
and CIA World Factbook

- Port efficiency: Global
Competitiveness report (WEF)

- Clearance time: (World Bank survey
data)

- Trade: COMTRADE (UN)

Anderson & Marcouiller (2002) Insecurity
and the pattern of trade: An empirical
investigation. Review of Economics and
Statistics , 2002, Vol. 84 (2) 342—-352.

Institutional Quality
1. Transparency and impartiality of government policies
2. Enforcement of commercial contracts

Imports

- Institutional Quality: Executive
survey (WEF)

- Import data: Directions of Trade
statistics DOTS (IMF)
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This literature review concludes that the quality of both infrastructure and institutions
determine the conditions for trade and logistics performance. It is worthwhile looking into
these determinants more in detail. The next sections thus expand on these two
determinants of trade and explain from a more practical point of view how they affect

logistics performance.

3.2 Infrastructure and logistics

The dimensions of soft and hard infrastructure were introduced in the context of TTF in
section 2.1.1. According to Portugal-Perez and Wilson (2012) the level of hard
infrastructure can be measured 1) by physical infrastructure, which indicates the quality
and availability of ports, airports, roads and railroad infrastructure and 2) information and
communications technology, which entails the degree to which ICT is used for improving
efficiency and productivity as well as reducing transaction costs. Soft infrastructure
indicators are 1) border and domestic transport efficiency that is measured by the time,
cost, and number of documents needed for export and import procedures and 2) business
and regulatory environment measured by the level of development of regulations and
transparency. It is reflected in irregular payments, favoritism, government transparency
and anti-corruption measures. (Portugal-Perez & Wilson 2012, 1298—-1299.) The main
focus of this section is on hard infrastructure, while essential indicators of soft
infrastructure, such as corruption, are discussed in the following section.

International business is dependent on trade-related physical infrastructure and ICT
infrastructure, which enable the physical movement of goods and fast exchange of
information (Wong & Tang 2018, 433). A functional infrastructure is essential in creating
a logistics-friendly environment for doing business (Vilko, Karandassov & Myller 2011,
1154) whereas, bad infrastructure, such as poor road, rail, port and airport infrastructure,
restricts international business (Limao & Venables 2001). Low quality of roads as well
as congested ports and transport infrastructure in importing or exporting countries cause
delays to shipments and thus bottlenecks in supply chains (APEC 2015, 28).

In addition to physical infrastructure, the availability of logistics services and
vehicles is an essential component of the logistics infrastructure of a country (Wong &
Tang 2018, 434). This fact is reflected in several trade and transport facilitation indicators
(see section 2.2.2) that evaluate logistics operations. The LPI, for instance, includes

logistics services in its components of logistics performance and the Enabling Trade
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Index has transport services as one of its infrastructure-related indicators. According to
the LPI report, it has been shown that the quality of logistics services is an important
driver of logistics performance for virtually all countries (Arvis et al. 2018, 3).

Even though logistics services are offered by private companies, such as DB
Schenker and DHL, which are among the world’s biggest third-party logistics service
providers (3PLs), the service delivery and efficiency of supply chains is dependent on
public policies that fund and regulate, for instance, infrastructure and border agencies. In
countries with well-performing logistics services, firms can outsource logistics functions
to third-party service providers and concentrate on their core business while having highly
complex supply chains. The more these advanced services are available at low costs, the
more manufacturers will outsource their logistics. (Arvis et al. 2016, 4-5.) The opposite
situation can exist in developing countries that lack a competitive logistics market and
the provision of advanced logistics services altogether. One of the reasons is nonexistent
demand, which is due to low transport volumes related to low volumes of international
trade. This may lead to a vicious circle, where low transport volumes hinder the
development of logistics firms and make logistics markets unreliable. This in turn forces
the traders to keep higher inventories, which hurts their competitiveness and makes
transport costs higher and/or lowers traded volumes. (Ojala, Andersson & Naula 2008,
445.)

According to global assessments measuring hard infrastructure, satisfaction with the
quality of rail and road infrastructure are particularly low in Latin America and the
Caribbean. Out of different infrastructure types, the ICT infrastructure is rated the highest
along with ports. The ICT infrastructure, in general, is rated higher than physical
infrastructure in all other regions as well, except the Middle East and North Africa. (Arvis
et al. 2018, 20.) As was mentioned in the previous paragraph, the efficiency of the supply
chain relies heavily on public sector actions because logistics infrastructure is funded and
regulated by the government (Arvis et al. 2016, 5). Government intervention is needed to
address significant infrastructure gaps as well as the lack of modern logistics services in
Latin America (Garcia Pifia & Quindimil 2016, 6). Having said that, it has been the
privatization of ports in many Latin American countries that has played an important role
in increasing international trade in the region. Private port operators have made significant
investments in the port infrastructure and thus improved productivity and reduced

operating costs. Ports are in general very important for trade in Latin America because
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rail and road networks, especially cross-border networks, are often very poor. (Dresner &

Grimm 2001, 372-374.)

3.3 Institutional quality

The role of institutional quality in logistics performance and trade has been discussed in
section 2.2.2. It has been reviewed which indicators are used in the research literature to
measure a country’s institutional quality. Next, two of these indicators, corruption and
political stability, are further explored. Corruption reserves a section of its own in this
thesis for two reasons. First, it is included in many trade and transport facilitation
indicators as it is considered an important factor in logistics performance and trade.
Second, it is a significant issue for most Latin American countries.

Another important aspect in the business and logistics environment, political
stability, is covered with concrete examples in the concluding section of this conceptual
framework. Political stability can be defined as the certainty related to government
policies on tax, property, human rights and other regulatory issues (Wong and Tang 2018,
433). Like corruption, many Latin American states have been affected by long periods of
political turmoil, which makes political stability a relevant approach to institutional

quality for the context of this study.

3.3.1 Corruption

Corruption is defined as “the abuse of entrusted power for private gain” and it can occur
at all levels of the organization and take many forms. Grand corruption is referred to
when heads of state, ministers and other high-ranking government officials benefit from
corruption at the expense of the public interest. Petty corruption is defined as the abuse
of power by low- and mid-ranking public officials in everyday transactions. A typical
form of petty corruption is facilitation, speed or grease payments that are bribes paid to
officials to assure or accelerate the procedure, such as clearance of goods at the customs.
Political corruption involves lawmakers that manipulate policies based on their own
interests. (Transparency International 2018; Finnish Chamber of Commerce 2002, 15.)
Corruption becomes systemic when it is pervasive in all levels of society (Bhargava 2005,

2).
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Studies have shown that corruption impedes a country’s logistics performance, which
is why it is a topic included in several TTF indicators, such as the LPI. Wong and Tang
(2018) confirmed in their study that high logistics performance correlates with a low level
of corruption and high political stability. They also concluded that other factors, such as
infrastructure, technology and labor could have a positive effect on logistics performance
only in so far as the local government is able to fight corruption and create a politically
stable environment for business and trade processes. Similarly, it has been reported that
solicitation of informal payments is one of the major delays of port operations in
international trade. A study of logistics performance related to container traffic in selected
Latin American economies and other emerging economies revealed that reduction of
bribery would increase container trade (Seabra, Flores & Gomes 2016, 3029-3030).

For companies, operating in a corrupt environment means more risks. On one hand,
refusing to pay bribes may slow down business operations. On the other hand, paying
bribes raises costs directly and indirectly in form of higher operating costs as well as legal
and reputational risks (Saenz & Brown 2018, 259). Bribery is not seen in a positive light
by the company’s stakeholders in the home country even though it might be business as
usual in the foreign operating country. In addition, companies might face legal
consequences in their home country or one of their operating countries. It is thus
imperative to have adequate corporate anti-bribery policies in place. Other indirect effects
to companies include higher cost of credit, issues related to crumbling infrastructure, bad
public services and general uncertainty of the business environment (Gaviria 2002, 250).

Corruption remains a severe problem in Latin America. Despite the recent increase
of anti-corruption laws and institutions as well as investigations of high-profile corruption
cases, corruption is on the rise (Urizar & Torchiaro 2018). These conclusions are drawn
from Transparency International’s Global Corruption Barometer. According to the
survey, more than half of the population in Latin America and the Caribbean thinks that
the government fails to address the problem of corruption and that corruption had even
increased over the previous 12 months. Almost one in five reported having paid a bribe
to at least one public service during the preceding 12 months. (Pring & Vrushi 2019, 9,
12.)

Corruption perceptions measured indicate clearly that corruption is systemic in Latin
America. Consequently, corruption is particularly hard to combat and would require a
dramatic change in attitudes and practices of society. While perceived corruption may in

fact increase when corruption decreases because more incidents of corruption become
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public, progress made in tackling corruption in Latin America remain small compared
with other emerging markets (Lipton, Werner & Gongalves 2017).

However, there is considerable variation between countries in Latin America and the
Caribbean region. The highest bribery rates are found in Venezuela (50%) Mexico (34%)
and Peru (30%) and the lowest in Costa Rica (7%) Barbados (9%) and Brazil (11%) (Pring
& Vrushi 2019, 17.)

Trade and transport facilitation contributes to better governance and reduces
corruption (OECD & WTO 2013, 18-21). One concrete example of this is the corruption-
reducing impact of improvements in customs procedures. Shepherd has found that longer
trade times correlate strongly with trade-related corruption, such as the collection of speed
money to expedite customs formalities (Shepherd 2010, 26). This makes sense, as long
border times encourage companies to pay for speeding up the process. Thus, reducing the
time goods spend at the customs would reduce corruption. Another way for tackling the
corruption of customs officials is the use of ICT. Automated customs management
systems are effective in guaranteeing transparency. They make the clearance of goods
faster, improve the reliability of foreign trade statistics and make the control of customs

operations easier, which in turn reduces duty evasion. (Jean & Mitaritonna 2010, 30.)

3.3.2 Political instability

One of the Worldwide Governance Indicators is political stability and the absence of
violence or terrorism. Along with regulatory quality, this indicator demonstrates “the
capacity of the government to effectively formulate and implement sound policies”.
(Kaufmann et al. 2010, 4.) A stable political environment contributes to international
business because companies can rely on that there will not be any unpredictable changes
in government policies that would affect trade (Wong & Tang 2018, 433). Companies
might reduce operations or even completely exit from markets because of political unrest
or worsened conditions for doing business. This section looks into some issues that might
arise from political instability. First, it is considered what kind of costs are related to
issues in the regulatory environment and then, to insecurity caused by criminal activities.

In general, differences in regulatory environments set challenges for international
trade. Complying with public and private standards concerning consumer safety, public

health and environment can be tricky in cross-border trade, when standards differ between
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countries. Common international standards help address these information asymmetries
(Tijaja 2013, 4). Costs of acquiring information on all relevant regulations, such as local
standards, different permits and taxes can be significant because the information is not
always easily available and might involve several agencies. Complying with local laws
becomes especially challenging, if the government revises them constantly, as has been
the case with Mexican tax laws in recent years. (APEC 2015, 29, 109, 291.) Another point
of view to the regulatory environment is the protection of company assets. Companies
want to be sure that intellectual and property rights (IP rights) are protected and
enforcement of contracts is reliable in the country they want to operate in (Taglioni &
Winkler 2016, 13).

One issue related to political instability causing unpredictability in logistics is strikes.
For example, strikes among customs officials have caused losses for Chilean exporters of
fresh produce, such as salmon and fruit (APEC 2015, 474). In Finland, strikes of the
Finnish Transport Workers’ Union AKT affecting port operations have caused problems
for companies in terms of delayed deliveries and interruptions in manufacturing, which
damage exporters’ reputation as a reliable supplier. Besides the impact on the reputation
of companies, labor strikes affect countries’ reputation in the long term as in the case
cited in Lorentz and Hilmola (2012, 348) concerning longshoremen’s strike in Finland in
2010. Due to the supply chain disruption caused by the strike, companies’ confidence
towards using Finnish ports in their supply chain was diminished, which encouraged them
to redesign the supply chain to use alternative ports in the Baltic Sea to avoid similar
disruptions in the future.

Another issue causing delays in the supply chain is the threat of international
terrorism and cross-border crime, which increases security and anti-smuggling checks at
the border and thus, causes delays in crossing the border (UNECE 2012b). One example
of such a challenge is the border crossing between Mexico and the United States, where
security controls often cause unpredictable delays. It has even been stated that the border
between Mexico and the US is one of the biggest hinders to supply chain competitiveness
that would be achieved with the North American Free Trade Agreement (NAFTA).
(Cedillo-Campos et al. 2014.) It is thus important to find a balance between logistics
security and trade facilitation. On one hand, extreme security measures affect facilitation
and increase logistics costs but on the other hand, insufficient security measures are also

harmful to trade. (Pérez-Salas Ascencio, Gonzalez-Ramirez & Cedillo-Campos 2013.)
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Besides delays caused by tightened security measures, there are other costs to
international business related to crime and insecurity. Stolen cargo and solicitation of
informal payments are severe problems in many Latin American countries. Preparedness
for security risks in the supply chain increases costs due to the need for extra insurance
and security measures, such as live tracking of trucks and armed escorts. (APEC 2015,
296; 397.) According to Pérez-Salas et al. (2013), Latin America is the riskiest region in
the world in terms of costs of crime and violence to companies. Insecurity also affects the
possibilities to gain capital, as was the case for firms operating in rural areas of Colombia
during the armed conflict when investors were reluctant to invest in unsafe regions
(Casas, Cateriano, Pontes & Randall 2009, 195).

In this section, various risks that are related to corruption, unstable political
environments and insecurity have been discussed. These risks burden companies with
extra costs and unpredictability of logistics. It is worthwhile for companies to take these
questions into account when considering operating in different countries. In the following
chapters of this study, Colombia and its peer countries are evaluated in the light of these

questions with the help of indicators presented in the preceding chapters.

3.4 Theoretical framework for analyzing the Colombian logistics and business

environment

This section recaps the theoretical framework for analyzing the Colombian business and
logistics environment. The purpose is to clarify how the reviewed literature was used in
the analysis. The concept of trade and transport facilitation as well as ways to measure it
are thoroughly explored in the theoretical framework. In particular, the indicators created
by different international organizations for assessing countries’ performance in the field
of TTF are presented. The indicators were roughly divided into groups based on their
topic: some are related to transport infrastructure and logistics, some to institutions and
others cover both. The indicators are revisited in section 5.6, which reviews the indicator
scores and rankings of Colombia and the comparator countries.

The literature review on logistics performance in section 3.1 summarizes academic
studies which examine the interconnectedness of trade and logistics performance.
Evidence from the research literature suggests that issues related to both infrastructure
and institutions affect logistics performance and thus, trade. The most important takeaway

of this review is the determinants that have been used in academic literature for measuring
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logistics performance as well as trade and transport facilitation. Based on the review, two
types of determinants of logistics performance were distinguished: indicators related to
transport infrastructure and institutions. Table 3 presents the links between the sections

in the theoretical part and those of the analysis.

Table 3. Theoretical framework for analyzing the Colombian business environment
from the point of view of logistics

Theory Section Analysis Section
Trade and transport facilitation
indices (World Bank; OECD;
WEF; Heritage Foundation;
Transparency International; Global| 2.1,
Express Association; DHL; 2.2
UNCTAD:; IATA; Interamerican
Development Bank)

The scores of Colombia and its
peer countries in trade and 5.6
transport facilitation indicators

Determinants of logistics
performance: Infrastructure Transport infrastructure analysis
(Shepherd 2016; Francois & of Colombia 5.5
Manchin 2013; Guner & Coskun
2012; Portugal-Perez & Wilson 3.1,
2012; Behar & Manners 2008; 3.2
Iwanow & Kirkpatrick 2007;
Wilson et al. 2005; Nordas &
Piermartini 2004)

Selected infrastructure indicators 5.71

Determinants of logistics
performance: Institutional quality

N Overview of the economy and 5.1, 5.2,
(Alvarez 2018; Wong & Tang. trade environment in Colombia 5.3,54
2018; Yu et al. 2015; Francois &

Manchin 2013; Guner & Coskun

2012; Portugal-Perez & Wilson 3.1,

2012; Yu 2010; Iwanow & 3.3

Kirkpatrick 2007; Depken & Selected institutional quality 579
Sonora 2005; Wilson et al. 2005; indicators e

Groot et al. 2004; Anderson &
Marcouiller 2002)

The literature review sets the frames for the analysis of the Colombian business and
logistics environment, as both institutional questions and infrastructure-related issues
were covered in the analysis. What makes the research framework of the present study
different from previous research is that it combines an analysis of the current state of the

economy and transport infrastructure with an evaluation of Colombia’s performance in a
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great number of TTF indicators. The first part of the analysis is dedicated to analyzing
the economy and trade environment as well as transport infrastructure in Colombia. The
second part deals with TTF performance indicators. Out of the numerous indicator
components are highlighted those that have been identified as the key components of

logistics performance based on the survey of literature on logistics performance.
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4 RESEARCH DESIGN

4.1 Research approach and strategy

As has been mentioned previously, the focus of the study is the Colombian business
environment from the point of view of logistics. The objective of the study was to describe
the Colombian business and logistics environment to increase the understanding of
Finnish companies of this particular operating environment. Thus, by definition, the
purpose of the study is descriptive. As for data collection and analysis techniques, a
qualitative approach was chosen because the aim was to describe the Colombian business
and logistics environment holistically. Qualitative research aims to provide a detailed
description of the studied object, which makes it distinct from quantitative methodologies
that seek to describe the general characteristics of a population (Hyde 2000, 84).

The research strategy chosen for this thesis is a case study. According to Yin (2003,
2,5), a case study is the preferred research strategy when the research question is a “how”
or “why”” question and the focus is on contemporary events over which the researcher has
no or little control. In addition, case study methodology allows for retaining a holistic
image of the contemporary phenomenon. For these reasons, a descriptive case study is a
suitable strategy for this study. The main unit of analysis in this case study is the
Colombian business and logistics environment.

As has been noted earlier, the research question directing the study is:

RQ1: How is the Colombian business environment from the point of view of

logistics?

When evaluating the business environment of a country, it is worth comparing it to
that of other countries. In the context of this thesis, it makes sense to compare Colombia

to other countries in Latin America. This results in the second research question:

RQ2: How does Colombia compare in terms of logistics performance with its

Latin American peers?

For replying to the research questions, secondary data in the form of reports, statistics

as well as international assessments and rankings was studied.



66

An inductive approach to reasoning means a theory-building process that starts from
empirical observations and seeks to develop a theory based on these facts. Whereas in
deductive reasoning, the starting point is an established theory and the study aims to test
hypotheses set based on the theory. (Hyde 2000, 83.) The logic behind this thesis is
inductive as the goal was to explore the Colombian business and logistics environment
without setting a priori hypotheses. The inductive research process is not obviously
completely free from preconceptions as no topic can be studied in a void. Concepts and
ideas from prior research advise the researcher on where to find and what to look for in
the empirical data as well as help in analyzing the data. These sensitizing concepts are
used as a starting point, especially in inductive qualitative research. (Eriksson &
Kovalainen 2008, 129, 309.) In the same way, research literature creates a conceptual
framework for this study. The concepts related to trade and transport facilitation presented
in Chapters 2 and 3 helped in choosing and organizing the data for describing the

Colombian business environment from the point of logistics.

4.2 Data collection and analysis

The main source data for this study was international assessments on the logistics
performance of Colombia and its comparator countries. This data includes rankings and
scores that international organizations have created to compare different countries. These
reports are excellent in giving insight into how the Colombian logistics performance and
business environment compare globally and regionally. In Colombia’s case, it makes
sense to compare its score to other Latin American countries to put the assessment in
perspective. For this reason, the indicator scores presented in the analysis are
accompanied by those of Colombia’s peers. Suitable comparator countries for Colombia
were found with the help of the World Bank’s Comparator Countries database — a tool
that suggests countries for benchmarking based on their similarities in economic size and
development, export basket composition as well as geographical proximity (World Bank
2015). This method suits well the purpose of this study because if we think that a company
is selecting a country for its foreign operations, it will most likely want to compare
countries that are located in the same region and have similar industries.

According to the World Bank’s tool, the best matching comparators in Latin America
and the Caribbean (LAC) are Argentina, Ecuador, Peru, Brazil, Costa Rica, Dominican

Republic, El Salvador and Venezuela. The countries are organized by similarity with
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Colombia in decreasing order. The list was narrowed down by leaving out the Dominican
Republic because it is an island state unlike the rest of the countries and El Salvador,
which is classified as a lower-middle-income economy according to the World Bank’s
income groupings. All the other countries belong to upper-middle-income economies
(World Bank 2018a.) It was also decided that Venezuela would not be included in
comparator countries due to its extremely difficult political and economic situation. The
prevailing poverty and dictatorship affect the competitiveness of the country.
Consequently, the current situation would not give good grounds for comparison. The
three mentioned countries also happen to be the least similar to Colombia according to
the Comparator Countries tool, which further justifies the selection of the peer countries.
Thus, the list of comparator countries in alphabetical order is as follows: Argentina,
Brazil, Costa Rica, Ecuador and Peru.

In addition to comparisons with other countries, TTF indicators allow for
comparisons in time, as most indicators are published yearly or biannually. Many charts
and tables in this thesis show the scores for Colombia and its peers for several years in
addition to the most recent year available to illustrate the development trend of the score.

The TTF assessments include a plethora of indicators measuring different aspects of
the business environment. The most relevant components were selected based on the
themes that were found recurring in the academic research on trade and transport
facilitation and logistics performance. As the findings of the previous studies indicate that
infrastructure and quality of institutions affect countries’ logistics performance, the TTF
indicators related to these themes were highlighted in the analysis.

Even though the TTF indicators consist of an enormous number of components, they
lack a thorough analysis of individual countries’ transport sectors. For this reason, the
data for this study was complemented by reports and statistics on the current state of
logistics in Colombia. This information was mainly gathered from the websites of the
Colombian Ministry of Transport and other transport sector authorities. The analytical
part of the thesis also includes an outlook on the Colombian economy. For this, the
information was principally collected from country reports by embassies, ministries and

market research firms as well as trade statistics collected by international organizations.
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4.3 Trustworthiness of the research

Traditionally, the trustworthiness of research in logistics has been evaluated based on the
notions of validity and reliability. However, this technique is best suited for quantitative
research, whereas qualitative methods call for a different approach. (Halldorsson &
Aastrup 2003.) Alternative quality criteria proposed in methodology literature include
credibility, transferability, dependability and confirmability (Guba & Lincoln 1989).

The notion of credibility means the truth-value of the study’s findings. In other
words, to be credible, the researcher’s interpretation of the data should match the true
meaning of the data. (Halldorsson & Aastrup 2003, 330.) Triangulation can be used to
show that the findings of the study are credible (Korstjens & Moser 2018, 121). This
thesis resorts to data triangulation as data for the analysis was collected from a multitude
of sources. For instance, the Colombian transport sector was analyzed with the help of
reports by the Colombian Ministry of Transport as well as transport infrastructure
indicators of international organizations. Furthermore, the trade and transport facilitation
indicators serving as research data in this thesis have been constructed by using different
data collection methods, such as opinion polls, expert assessments and calculations. Thus,
some of the indicators themselves have been created using method triangulation.

The credibility of the research results was also improved by the use of several
different indicators for measuring the same aspect of the business environment. However,
since some indicators are derived from the same source data, there is a risk of making
assumptions based on results that appear to be confirming each other when in fact they
are similar only because they come from the same data source. To avoid this, it was
imperative to examine how the indicators have been constructed and exclude overlapping
data from the presentation of the main findings of the study. Thus, the focus in the
overview of the results is on indicator components instead of composite indices and
overlapping data was left out from the summary of results.

Transferability is the degree to which research results are applicable to other contexts
or situations. A prerequisite for assessing transferability is the description of the context
of the research setting. (Halldérsson & Aastrup 2003, 332.) One issue related to the
transferability of data involves possible bias in the indicators that are based on survey
data. One might argue that survey is not a suitable method for comparing countries that
are very different from each other because the respondents’ answers are always affected

by their own cultural context. For example, when survey participants are asked to evaluate
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postal services, respondents who are used to punctuality are dissatisfied with even a slight
delay, whereas respondents who are used to very unreliable postal service are happy when
the shipments arrive at all.

Vokoun and Daza Aramayo (2017) criticized the Global Competitiveness Index of
the WEF and other similar indices because they use subjective survey data and their
indicators favor developed countries as well as large and neo-classical economies. They
maintain that these indices are not suitable for comparing countries with different levels
of development. They also remarked that political instability and corruption should not
be included in business environment indicators because they have a disproportionate
effect on the aggregate index scores of developing countries. (Vokoun & Daza Aramayo
2017.) It can be argued that leaving out such indicators would not be advisable because
they are relevant factors of the business environment and companies should be able to
make informed decisions based on all available facts.

In the present thesis, the question of the appropriateness of the indicators to different
contexts was addressed by comparing Colombia mainly to its regional peer countries that
were selected among the countries in the same region based on the similarity of their
economy and level of development. In some cases, Colombia was also compared to all
the countries in the same region or income group. Besides, in addition to overall scores
and rankings, the scores of index components are presented so that the reader can see
what the aggregate score consists of and can make their own conclusions based on what
they deem relevant.

Dependability means the extent to which the study could be replicated by another
researcher with similar findings. The fourth quality criteria, confirmability, is the
neutrality of the research findings i.e., the results are free from the researcher’s bias.
These criteria can be fulfilled by trackability and explicitness, which in practice means
careful documentation of the research process, source data, decisions, theories behind
interpretations etc. (Halldorsson & Aastrup 2003, 331.)

In the case of the present thesis, some degree of researcher’s bias is inevitable due to
the nature of the data. The number of different TTF indicators and their components is so
vast that it was impossible to present all of them in this thesis. Thus, which indicators
have been left out and which are highlighted in the results affect the image that is
conveyed of the Colombian business environment. The selection of indicators was done
based on what would be relevant for foreign companies with main emphasis on transport

and logistics. Also, the findings of the study concentrate on the strengths and weaknesses
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of the business environment. Being aware of the weaknesses is especially important for
companies because it allows them to prepare for possible challenges.

The intention was to improve the dependability by explaining the research process
and how the theory and analysis are connected throughout the text. The questions that
direct the research, as well as the research gap that the thesis aimed to fill, are presented
in the introduction followed by a thorough discussion of concepts that are relevant for
this study. The trade and transport facilitation indicators were selected as research data
because they have been established as determinants of logistics performance in prior
academic studies and international organizations’ reports. The results of the analysis were
arranged according to the findings of the literature review presented in the theoretical
framework. Tables and figures were used for clarifying the findings of the literature
review, the theoretical framework and the connection between different parts of the study.
Such tracking of the research process helps the reader to understand the researcher’s
thought process and to decide whether the researcher’s interpretation of the results is
justified. Furthermore, the data sources are clearly indicated in the list of references and

are accessible online free of charge, which makes this study easy to replicate.
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S ANALYSIS OF THE COLOMBIAN BUSINESS AND LOGISTICS
ENVIRONMENT

This chapter analyzes the business environment and logistics performance of Colombia.
The chapter begins with an outlook on the economy and trade relations. Then, follows an
analysis of the Colombian transport sector. The last part studies Colombia’s performance
in trade and transport facilitation indicators compared with its peer countries Argentina,

Brazil, Costa Rica, Ecuador and Peru.

5.1 Political and geographical position

The population of Colombia is more than 49.6 million inhabitants (2018), which makes
it the third-largest Latin American country by population after Mexico and Brazil. By
area, it is the fifth-largest country after Brazil, Argentina, Mexico and Peru covering
1 139 910 square kilometers. (CIA 2020.) According to the World Bank’s statistics, 27%
of the population live below the poverty line (2018). Even though this is still a substantial
proportion of Colombians, the situation has improved fast. In 2009, more than 40% and
in 2002, nearly half of the population were poor. However, Colombia remains among the
worst countries in the world in terms of income inequality. The literacy rate is estimated
to be 95.1% (2018). The unemployment rate (9.7% in 2019) has been one of the highest
in Latin America. (World Bank 2020.) Due to the job destructing effect of the COVID-
19 pandemic, the unemployment rate rose up to 20% in the second quarter of 2020. Since
then, the job market has started to recover and the average unemployment rate for the
year 2021 is predicted to be 13.9%. (IHS Markit 2021, 21.)

Terrorism and drug-related violence have long been a severe issue in Colombian
society. The former president Juan Santos followed the lead of his predecessor Alvaro
Uribe in emphasizing security and indeed, Colombia has made substantial improvements
in this field. Colombia suffered for over 50 years of an ongoing armed conflict involving
drug cartels and guerrilla movements, such as the extreme left-wing FARC. The
Colombian government negotiated with FARC for four years to reach a definite cease-
fire and to re-integrate guerrillas into the society. The peace treaty was concluded finally
in November 2016 but the implementation of the treaty has been slow. Social inequality,
narcotrafficking and land ownership disputes continue to provoke violence. Peace talks

with the largest remaining insurgent group ELN (National Liberation Army) were started
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in 2017 but were put on hold in January 2019 due to a car bomb organized by the group.
The violence and terrorism are concentrated in rural and mountainous areas, and thus, in
cities and regions where most business takes place, the armed conflict is no longer visible.
(Kokkoniemi 2019, 28-29.)

Despite the insecurity related to the prolonged conflict and narcotrafficking, Colombia
has been able to maintain strong democratic institutions characterized by transparent elections
and the protection of civil rights (CIA 2020). Colombia also has long traditions in managing
well the macroeconomy even during the price slumps of its main export articles. It is the only
Latin American country that has not missed a foreign debt payment since the Second World
War. (Ripatti 2017, 42). The current president of the republic, Ivan Duque elected in 2018,
has continued the long-established commitment to macroeconomic stability and promotion
of free trade and foreign investments. The current government is striving to finish the massive
infrastructure program initiated during Santos’s presidency. (IHS Markit 2020, 7.) The
project will be the biggest in Latin America and cover the entire country. The plan is to build
25 new terminals or ports, construct or modernize altogether 31 airports, build thousands of
kilometers of new highways and transform the river Magdalena so that it would be navigable
for cargo vessels. Besides infrastructure, other priorities of Duque include education,
environment, entrepreneurship, equality and transparency. One of the main objectives is to
reduce excessive bureaucracy and corruption. (Kokkoniemi 2019, 28.)

Ivan Duque’s presidency has seen the outbreak of mass protests starting from late 2019.
In 2020, Duque’s approval rate rose thanks to his government’s success in containing the
spread of the coronavirus. However, easing of restrictions to revive businesses was followed
by a surge in infections, which in turn led to a new lock-down. This gave the impression that
the government is unable to manage the situation and Duque’s popularity plunged as the crisis
was prolonged. In April 2021, a tax increase was proposed to maintain Colombia’s
investment grade. The tax reform proposal was met with the resurgence of public unrest that
escalated in violent protests across the nation. The bill was withdrawn but the protests
continued as a sign of popular discontent with persisting social problems such as the
prevailing social inequality and issues in the peace process. (IHS Markit 2021, 6.)

Colombia is situated in the northeastern part of South America. It is the only country on
the continent with access to both the Caribbean Sea and the Pacific Ocean. This has given
Colombia a privileged position in exporting goods out of the country. (CIA 2020.) On the
other hand, the geography and topology of Colombia bring challenges. The country is divided
by the Andes Mountain range and the Amazon rain forest, which has historically hindered

communication and transport between the regions. The most fertile soils and profitable mines
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are far from the sea and access to ports. The situation was improved by the launch of
steamboats in the Magdalena River and the development of railways halfway of the 19th
century. (Orlando 1996, 26)

i CARIBBEAN SEA

a
T Y
s u

SantaMarta g baler

Golfode
Panam

VENE

Puerta Ayacucho

Colombia is situated in the tropics and without the three massive Andes Mountain chains,
the climate would be hot and extremely humid. Thanks to the Andes, Colombian climate
is very varied: the climate is hot in the valleys and river basins, temperate in the mountain
plains and cold up in the mountains. (Orlando 1996, 26.) The variation of ecosystems and
the tropical climate make Colombia ideal for agriculture. The soil in the Andes is fertile

and allows the cultivation of a great variety of crops suitable for different heights.
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Colombia is especially famous for its coffee, which is grown in the Andes between an
elevation of 1000 and 1600 meters. Flowers, another important export product, are
cultivated in mountain plains, whereas potatoes, grain and vegetables are grown between
2000 and 3300 meters of altitude. Extensive plantations of tropical fruit, cacao, sugar
cane, rice, cotton and soybean are situated in the hot regions between sea level and 1000
meters. Besides having ideal conditions for agriculture, Colombia has excellent natural
resources for the mining industry. There are ample reserves of coal, oil and gas. Colombia
is the biggest exporter of coal and the fourth biggest producer of oil in Latin America.
Other important mining products include silver, gold, emeralds and platin.

(CountryWatch 2020, 248.)

5.2 Trade regime

Colombia is actively promoting regional cooperation. It is one of the four members of the
Andean Community (Comunidad Andina, CAN) of which the objective is to increase
development through the integration of the Andean and South American countries
(Andean Community, 2020). The CAN was founded in 1969 and it has four members:
Bolivia, Colombia, Ecuador and Peru. Venezuela left the Community in 2011. Much like
the EU, the CAN constitutes an area, where the movement of goods, services and people
is free. In 2005, the CAN made a free trade agreement (FTA) with the Mercosur countries
(Argentina, Brazil, Paraguay and Uruguay). (IHS Markit 2020, 21)

The Pacific Alliance (Alianza del Pacifico) was created in 2011 by Colombia, Chile,
Mexico and Peru to deepen economic and commercial integration between these
countries. Costa Rica and Panama are also applying for membership in the union. The
mission and aims of the Pacific Alliance are very similar to those of the EU, meaning that
it aims to increase the wellbeing of its member countries’ citizens by enhancing growth,
development and competitiveness, in particular by facilitating access to the Asia-Pacific
market. This will be attained by the free movement of goods, services and capital. So far,
the Union has worked for these goals by removing tourist and business visa requirements
between the countries, eliminating 92% of tariffs through a trade agreement, which
stepped in to force in 2015, and by unifying the stock exchange in the Latin American
Integrated Market. The trade market created by the Pacific Alliance is the second-largest
trade group in Latin America after Mercosur. (Pacific Alliance 2020; IHS Markit 2021,
19.) Colombia also has a Regional Trade Agreement (RTA) with the Caribbean



75

Community CARICOM to promote trade and economic as well as technical cooperation
between Colombia and the Caribbean countries (Ministry of Commerce, Industry and
Tourism of Colombia 2020).

One reason behind Colombia’s strong economic growth is its active promotion of
free trade agreements (FTAs) (CIA, 2020). In addition to the abovementioned FTAs with
regional unions, Colombia has signed FTAs with Mexico (1995), Chile (2009),
Guatemala (2009), Honduras (2010) El Salvador (2010), Costa Rica, Canada (2012), the
United States (2012), South Korea (2013), the EU (2013) and the EFTA (2008). Colombia
signed FTAs with Panama and Israel in 2013 but these agreements have not yet stepped
into force. In 2019, Colombia also signed an agreement with the United Kingdom to
maintain the same trading relations as the UK had as a member of the EU. Trade
agreements with Turkey and Japan are under negotiation. With Cuba and Venezuela,
Colombia has bilateral trade agreements, which provide for a preferential tariff system
concerning goods originating from contracting parties. (Ministry of Commerce, Industry
and Tourism of Colombia 2020.) Currently, Colombia is exploring a possibility to create
trade agreements with another five countries: Australia, China, the Dominican Republic,
India, and Singapore (PRS group 2017, 13).

Trade between Colombia and the European Union is based on a comprehensive FTA
which was signed simultaneously with another Andean country Peru in 2012 and became
provisionally applicable with both countries the following year. Ecuador acceded to the
treaty in 2016. The last member of the Andean Community, Bolivia, can also seek to join
the agreement. The existing trade agreement opens the markets for goods, services,
government procurement and investment. (European Commission 2020.) Colombia is the
main trading partner of the EU within the CAN and the fifth in Latin America (Delegation
of the European Union to Colombia 2016). For Colombia, the EU is the third-largest
trading partner (International Trade Center 2019).

Even though Colombia is one of the best countries in Latin America in ease of doing
business, issues related to legal formalities and judicial institutions remain challenging.
Official regulations and practices have not always been updated according to trade
agreements. This causes problems in enforcing the FTAs in Colombia. The current
government is tackling this issue by aiming to get rid of excessive bureaucracy and to

digitalize processes. (Kokkoniemi 2019, 29.)
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5.3 Recent economic development

Colombia is the fourth largest Latin American economy after Mexico, Brazil and
Argentina. The economic growth has been strong throughout the 21* century and it is
expected to remain above the regional average in the coming years. The Inter-American
Development Bank has estimated that in twenty years Colombia might be at the level of
industrial countries. Continued growth requires, however, long-term structural changes
and diversification of the economy. Colombia became a member of the OECD in 2018.
The economic and trade policies have been actively promoting the image of Colombia as
a modern and dynamic business environment. Stable financial politics, as well as a
relatively easy and reliable business environment, have made Colombia an attractive
investment target for foreign companies. (Kokkoniemi 2019, 26.)

Before the COVID-2019 pandemic, the government was focusing on economic
challenges related to the peace process, high unemployment and the Venezuelan refugee
crisis. Before closing all borders to mitigate the spread of the virus, Colombia kept
borders open for the influx of immigrants from its neighboring country and offered access
to healthcare, labor market and education. As a consequence, the health care system
became underfunded. (IHS Markit 2021, 28.) The crisis in Venezuela has also affected
Colombia through the 90-percent drop in exports to Venezuela, which used to be its
second-biggest trading partner (Kokkoniemi 2019, 25). More recently, the main
economic challenge facing the current government is the global pandemic. The
government has allocated 10% of GDP for tackling the consequences of the virus. This
includes 7.2 billion US dollars funding for health care, 4.5 billion dollars for social
security benefits and tax cuts for the vulnerable and 10.4 billion dollars for employment
security (unemployment benefits and credits) as well as credits for SMEs. Now, the focus
of the government is on preventing the worsening of the fiscal deficit and maintaining
macroeconomic stability in order to defend Colombia’s credit rating. (IHS Markit 2021,
8,27-28.)

Table 4 presents past and expected future growth in Colombia (CO) and its regional
peer countries: Argentina (AR), Brazil (BR), Costa Rica (CR), Ecuador (EC) and Peru
(PE). The figures in italics are estimations of the IMF.
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Table 4. Past and projected GDP growth (International Monetary Fund 2021)
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

AR 6.0 -1.0 24 25 27 2.1 28 26  -21  -100 5.8 2.5
BR 4.0 1.9 3.0 0.5 3.6 33 1.3 1.8 1.4 -4.1 3.7 2.6
CO 69 3.9 5.1 4.5 3.0 2.1 1.4 2.6 3.3 -6.8 5.2 4.0
CR 44 4.9 2.5 3.5 3.7 4.2 4.2 2.1 2.2 -4.8 2.6 3.3
EC 7.9 5.6 4.9 3.8 0.1 -1,2 24 1.3 0.0 -7.5 25 1.3
PE 6.5 6.0 5.8 24 3.3 4.4 2.1 4.0 2.2 -11.1 85 5.2

Between the years 2011 and 2015 Colombia experienced robust annual growth of 4.7
percent on average. The declining prices of oil and other mining products made the GDP
growth plummet after 2015. However, thanks to macroeconomic scrutiny and tax
reforms, the Colombian economy turned out to be very resilient and was less hit by the
globally falling oil prices than for instance Argentina and Brazil, other important Latin
American oil producers. The growth picked up in 2018 and was further accelerated the
following year by strong domestic consumer demand and an increase in investments. In
2019, Colombia was growing faster than its peers. (CountryWatch 2020, 185-186.)

In 2020, the Colombian economy plunged into recession caused by the COVID-19
pandemic. According to IHS Markit, the economy contracted even more than in the IMF
forecast in Table 4 (7.7%). The repercussions for the Colombian economy have been
severe for several reasons. First, domestic demand, which is a significant source of growth
in Colombia, is affected not only because of unemployment and loss of revenues of
consumers but also because mandatory quarantines reduced the demand for services.
Second, tourism, which makes up 3.7% of the GDP, was stopped in March 2020 when
Colombia closed all borders and banned all recreational flights and transport. Since then,
domestic travel has been reopened and international flights have begun to operate again.
Nevertheless, the recovery of the tourism industry depends on the roll-out of vaccines,
especially in the United States, where most international visitors to Colombia come from.
Third, as an exporter of oil and oil-related products declining oil prices hurt the economy
in 2020. Fourth, the Colombian economy is fairly open making it vulnerable to the global
slowdown of trade. A rebound in GDP growth is expected for 2021 driven by a recovery
in export markets, in particular in the biggest trade partner the US, rising oil prices and
the launch of vaccination programs in Colombia and globally. Consumer confidence in
Colombia has recovered significantly but the rise in COVID cases in summer of 2021

was harming domestic demand. (IHS Markit 2021, 1-2, 29; IHS Markit 2020, 22-23.)



78

In addition to the agriculture and mining industry discussed in section 5.1, the
Colombian economy relies on textile, clothing and footwear, food processing, beverages,
chemicals and cement industries as well as tourism of which the importance is growing
along with the improved security situation (CIA 2020). Until recent developments in trade
diversification, Colombia has been highly dependent on fluctuations in market prices of
mining products. In 2013, around half of the export revenues came from oil and 20% from
coal. For instance, 70% of exports to the EU consisted of oil and coal, whereas nowadays,
the share is 40%. The same development has been visible in foreign investment: in 2013,
more than 75% of the FDIs were directed to the mining sector and now, more than 75%
of the investments concern other sectors. (Kokkoniemi 2019, 26.) As for the GDP
composition by sector, services is by far the largest sector covering 62% of the GDP
(estimate for the year 2017). The proportion of the industrial sector is 31% and of
agriculture is 7%. (CIA 2020.)

As mentioned before, Colombia has a track record of prudent macroeconomic
management and it has set strict limits for the size of the public debt in relation to the
GDP. However, government spending has lately increased significantly due to the
pandemic and public debt rose to 57% in 2020. Thus, there is no room to increase debt
without reaching the target limit set at 60% of the GDP. This threshold will undoubtedly
be exceeded in 2021 because even though the worst economic crisis is over, financing is
still needed to support the recuperation, including investing in the vaccination program.
In fact, the USD81 billion budget approved for the year 2021 is the biggest in the
country’s history. Thus, it is expected that Colombia’s fiscal situation would quickly
deteriorate. (IHS Markit 2021, 7-8, 28.)

Credit ratings for Colombia and its peer countries are summarized in Table 5.

Table 5. Credit ratings of Colombia and its peers (2.10.2021) (Trading Economics
2020)

S&P Moody’s Fitch
Argentina CCC+ Ca CCC
Brazil BB- Ba2 BB-
Colombia BB+ Baa2 BB+
Costa Rica B B2 B
Ecuador B- Caa3 B-

Peru BBB+ Baa2 BBB+
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The credit rating for the foreign debt of Colombia has been among the highest in Latin
America, which has allowed the financing of huge investment projects at a low cost
(Kokkoniemi 2019, 25). Colombia has currently access to IMF funding without
conditionality due to its track record of macroeconomic stability. However, S&P and
Moody’s have downgraded the sovereign rating to speculative in 2021 due to their
concern that Colombia will fail to implement tax reform needed to lower public debt
levels. (IHS Markit 2021, 28.) Out of comparator countries, Peru has the best credit
ratings and is considered to be of medium credit quality. The rest of the countries fall into
the category of low credit quality, except that in Moody’s rating Colombia, remains in

lower medium grade. Especially Argentina and Ecuador have very low credit ratings.

5.4 Trade and foreign direct investment development

While Colombia has been promoting trade relations with more than a dozen new trade
agreements between 2004 and 2013, its export value has grown 3.5-fold. Due to a decline
in oil prices that started in late 2014, the value of exports began to shrink the same year
and still has not reached the 2013 level. (Ripatti 2017, 43.) This trend can be seen in
Figure 4 that depicts the merchandise trade balance in Colombia during the past decade.
In 2013, the trade balance turned from slightly negative to almost 10 billion US dollars
negative. In 2020, the merchandise trade deficit was 12.4 billion dollars and the export
value 31.0 billion dollars. The value of exports dropped over 20% compared to the

previous year.
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Figure 4. Development of Colombia's merchandise trade in 2011-2020 (International
Trade Center 2019)

According to the ITC Trade Map data, mineral fuels and oils accounted for 41.6% of the
total merchandise export value in 2020. The export value in US dollars of this product
category dropped from 21.6 billion to only 12.9 billion between 2019 and 2020. These
figures demonstrate the extent to which Colombia’s economy is dependent on oil price
fluctuations. The share of other mining products and pearls in 2020 was 9.7%. The third-
largest export value came from coffee (8.2%). Other important agricultural products were
cut flowers (4.6%) and fruit (4.1%). The value of merchandise imports to Colombia was
43.5 billion dollars. The biggest import product groups were machinery (12%),
electronics (11%) and vehicles (8%). (International Trade Center 2019.) The most
significant product categories in Colombian exports and imports in 2020 are presented in
Appendix 1. Most important product groups in exports and imports by value in 2020
(Source: International Trade Center 2019)

Colombia’s main trading partners are visualized in Figure 5 andFigure 6. The United
States has traditionally been Colombia’s most important trading partner. Besides trade,
the countries have strong ties in security issues. Colombia has received a lot of aid from
the US for its battle against drug traffic. (IHS Markit 2020, 17.) In 2020, 30.4% of all
exports were directed to the US and 24.5% of all imports originated from there. China’s
share in Colombia’s exports was 8.6% and in imports 23.9%. If the EU countries were
treated as one trading block, the third biggest trading partner after the US and China
would be the EU. The EU’s share of Colombia’s exports was around 14.1% and the EU’s
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The World Bank and the United Nations Economic and Social Commission for Asia and
the Pacific (UNESCAP) have created a trade costs dataset, which presents data of bilateral
trade costs in percentages of the trade value. Bilateral trade costs between Colombia and
30 trading partners with which the country has the lowest trade costs are illustrated in
Figure 7. The data covers only manufactured goods and agriculture. The average of the
years 2010-2015 is used instead of the latest year available 2015, to include those

countries of which the trade data is missing from that particular year.
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Figure 7. Average bilateral trade costs of Colombia and its trading partners in 2010-
2015 (UNESCAP 2018)

The importance of trade facilitation in reducing trade costs has been discussed in section
2.1.2. It was mentioned that tariff costs have sunk historically low but they remain high.
Bilateral trade models presented in section 2.2.1 use several different factors in explaining
countries’ bilateral trade. In addition to tariffs, these factors affecting bilateral trade costs
include geographical distance, transportation costs, common language, history and border
or membership in the same economic union, logistics performance, international

connectivity and non-tariff measures.
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In light of this, it is not surprising that nine of the ten countries with the lowest trade
costs are Latin American countries. All ten countries have signed free trade agreements
with Colombia. In fact, most of the countries listed in the chart have either bilateral FTAs
or are part of a union that has an FTA with Colombia, like Switzerland as a member of
the EFTA and Argentina as a member of Mercosur.

Out of the EU countries that figure in this top-30 list, Spain is culturally and
linguistically closest to Colombia and shares a long history with the country. For this
reason, Spain has traditionally had strong trade relations with Colombia. In 2020, it was
the 9™ biggest exporter of goods to Colombia. Of course, large amounts of trade between
the two countries decrease the transport costs. (International Trade Center 2019.)

As was mentioned in section 5.3, the service sector is the biggest economic sector in
Colombia accounting for 62.1% of the GDP (2017). Services trade volumes in 2016-2020
by service type can be seen in Appendix 2. Development of Colombia’s services trade in
2016-2020 (USD billion) (Source: International Trade Center 2019) Appendix 3. Enabling
Trade Index 2016, Economy profile of Colombia (Source: World Economic Forum 2021)
As was the case for the balance of trade of products, Colombia is also a net importer in
the field of services. The biggest sectors of exported and imported services are travel,
transport, financial and other business services. (International Trade Center 2019.)

In 2020, the FDI flows to Latin America and the Caribbean sank 45% to 88 billion
US dollars, which was the biggest drop among developing regions. The share of LAC
was 8.8% of all FDI inflows in the world. As for outflows, the region’s share was 3.2%.
In Colombia, the FDI inflows were affected by mass social protests, a fall in oil prices as
well as the lowering of the investment grade and were at USD 8 billion. There was a 46%
drop from the previous year. Nevertheless, it is expected that the investment will rebound
by 10.5% in 2021 thanks to the government’s efforts to ameliorate the business
environment with tax incentives for large-scale investments and with a 5G infrastructure
program for helping the growing digital sector. Outflows from Colombia dropped 39% to
USD 2 billion. Chile, Colombia and Mexico accounted for almost all outward investment
from the region. (UNCTAD 2021b, 56-57, 60, 62.) Table 6 presents the volume of FDI

inflows and outflows in Colombia and its regional peers.
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Table 6. Development of FDI inflows and outflows in USD billion in 2015-2020 in
Colombia and its peer countries (UNCTAD 2021b)

2015 2016 2017 2018 2019 2020

ARG  FDIinflows 11.8 32 11.5 11.9 6.7 4.1
FDI outflows 0.9 1.8 1.2 1.8 1.5 1.2
BRA  FDlinflows 50.0 53.7 66.6 59.8 654 248
FDI outflows -11.6 -5.9 194 -16.3 19.0 -25.8
COL  FDIinflows 11.7 13.8 13.8 11.5 14.5 7.7
FDI outflows 42 4.5 3.7 5.1 3.2 2.0
CR FDI inflows 2.8 2.2 2.8 2.3 2.7 1.7
FDI outflows 0.21 0.08 0.13 0.05 0.12 0.09
ECU FDlinflows 1.33 0.76 0.62 1.39 0.96 1.0
FDI outflows n/a n/a n/a n/a n/a n/a
PE FDI inflows 8.3 6.7 6.9 7.0 8.1 1.0
FDI outflows 0.20 1.16 0.50 0.14 094 0.50

In 2020, Brazil, Colombia and Argentina were the biggest recipients of FDI inflows in
this group. They are also among the top five host economies for FDI inflow in the whole
region along with Mexico (USD 29.1 billion) and Chile (USD 8.4 billion). Colombia’s
FDI flows are quite far from giant economies like Brazil and Mexico. In terms of
outflows, Colombia was number 1 among its peers and third biggest in the LAC region
after Chile and Mexico. Outward flows from Brazil are negative because Brazilian

companies are raising funds from their foreign subsidiaries (UNCTAD 2021b, 58).
5.5 Transport sector in Colombia

In terms of transport infrastructure, Colombia does not rank high in business environment
indices, such as the Global Competitiveness Index, discussed further in Section 5.6.4.
Especially, the bad quality of roads hinders Colombia’s competitiveness. The obvious
reasons for this, as has been explained in Section 5.1, are geographical. Since the land is
divided by three mountain chains and the Amazon jungle, the costs of building a transport
infrastructure rise very high. It is estimated that the average cost for building a kilometer
of road in the Colombian Andes is 10 million US dollars, while in the US it would be
2.25 million dollars and in Europe 2.6 million dollars. Furthermore, the existing road
infrastructure is in bad condition. (International Trade Center 2021.)

In addition to challenges in building and improving the transport infrastructure, the
provision of cross-border transportation services is limited. Foreign companies must have
a locally-based agent to provide multimodal freight services within or departing from the

Colombian territory. According to the Colombian legislation, international cabotage
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companies are allowed to provide transport services between two points in the Colombian
territory only provided that national capacity to produce the service does not exist. (PRS
Group 2017, 3.)

In Colombia, the Ministry of Transport leads the national transport sector
administration, which consists of the National Roads Institute (Instituto Nacional de Vias,
INVIAS), National Agency of Infrastructure (Agencia Nacional de Infraestructura, ANI),
Special Administrative Unit of Civil Aeronautics (Unidad Administrativa Especial de
Aeronautica Civil, Aerocivil), Superintendent of Ports and Transport (Superintendencia
de Puertos y Transporte, Supertransporte) and National Road Safety Agency (Agencia
Nacional de Seguridad Vial, ANSV). The ministry’s tasks include formulating and
adopting policies, plans and programs as well as regulating the financing of transportation
and infrastructure in the field of road, railway, sea, inland waterway and air transport.
(Ministry of Transport of Colombia 2020a.) The current state of different modes of

transport in Colombia are described in the following sections.

5.5.1 Maritime transport

There are altogether ten maritime port zones in Colombia. Eight of them, San Andrés,
Guajira, Santa Marta, Ciénaga, Barranquilla, Cartagena, Gulf of Morrosquillo and Gulf
of Uraba, are located in the Caribbean and two, Buenaventura and Tumaco on the Pacific
coast. The operating rights of Colombian ports were transferred to private enterprises by
a law dating from 1991. The ports are managed nowadays by 13 private and 41 public
companies. (Ministry of Transport of Colombia 2020b, 81.) The location of seaports and

container terminals can be seen in Figure 8 and Figure 9.



86

Colombia @ -Scaport @ - Container terminal

3 CLanE)

@ -Ssaport @ - Container terminal

r i)
{“-‘g_ — b s S
A villavigencio
! ) ond },,- :
i 5= s
by : |
£ Py
/ e San Martin
{ i (] |
i [l et
2 £ - ?
A g
J 4
{ i
! "
Ng\ra
g 2 Colombia
£ LS
» I3
i /
ot 4
! i
I,"’ Wi g A
San Vicente £
delCogud

Figure 9. Pacific ports of Colombia (Searates.com 2020)



&7

In 2020, altogether 163.7 million tonnes of cargo were handled in all Colombian ports
combined, including inland waterways. There was a 17 percent decline from the previous
year mainly due to lower volumes of coal moved in Ciénaga and Guajira. The ports of
the Caribbean side handled 88% of the total cargo and the ports in the Pacific moved 11%.
The remaining 1% is the share of two inland ports. The three biggest ports in terms of
cargo were Cartagena, Ciénaga and Gulf of Morrosquillo, accounting for 27%, 23% and
19% respectively of the total cargo handled in ports. (Superintendency of Ports and
Transport 2021, 6.)

Cargo volumes and international trade are concentrated in the Caribbean ports
because oil and coal are loaded aboard on the Caribbean coast, there are more and better-
equipped ports and better connectivity by land and rivers to the center of Colombia.
Whereas, on the Pacific coast, only Buenaventura port, receives an important number of
large cargo vessels for international trade. The other port in the Pacific side, Tumaco, is
mainly used by cross-border vessels with Ecuador. However, ports of the Pacific side play
an important role in domestic passenger and cargo traffic as well as cabotage. In fact, they
are essential in serving tourism and local populations in the region that for geographical
reasons lacks proper road infrastructure. (Ministry of Transport of Colombia 2020b, 141,
145.) There are railroads leading to ports of Buenaventura and Santa Marta as well as
Ciénaga. However, the railway to Buenaventura is currently inactive. Barranquilla port
in turn can be accessed by the Magdalena River. (Ministry of Transport of Colombia

2014, 43.) Main cities, seaports and rivers can be viewed in Figure 10.
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Figure 10. Main cities and rivers in Colombia (PRS Group 2017)

In terms of cargo volumes, the most important cargo type is coal in bulk accounting for
33% of all cargo handled in ports in 2020. In previous years, the share of coal in bulk has
been as high as 42% on average. Second came liquid bulk (30%), mainly hydrocarbon in
2020 and crude oil in 2019. The share of container cargo was 25%. The most important
ports for container cargo are Cartagena (29 million tonnes in 2020) and Buenaventura (9
million tonnes). (Superintendency of Ports and Transport 2021, 8.) The most important
seaport infrastructure projects in recent years include expanding container yards that have
been insufficient to handle cargo, for example in Buenaventura, Barranquilla and Santa
Marta. All maritime terminals are also seeking to streamline and modernize their
operations. Thus. investments in security systems, green technology and navigation
systems are foreseen. (PRS Group 2017, 11).

In comparison with other Latin American countries, Colombia is the fifth biggest in
terms of container traffic. Brazil has by far the biggest container volumes. Panama,
Mexico and Chile come second, third and fourth. Peru and Ecuador are sixth and seventh.
When it comes to the ranking of ports instead of countries, Cartagena was ranked the
4™ biggest Latin American port in 2019 after Colén, Panama, Santos in Brazil and
Manzanillo in Mexico. Port of Buenaventura was 18" in this ranking with

1 121 267 TEUs. The traffic volumes in Cartagena were 2 933 808 TEUs. Container
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volumes have grown 48% in Cartagena since 2013. The top port ranking order has
remained the same during this time. (Ministry of Transport of Colombia 2020b, 126—
128.)

5.5.2 Inland waterways

It has been mentioned that geographical conditions in Colombia are not very favorable
for constructing an efficient transport infrastructure. However, one geographic factor that
is a real competitive advantage is Colombia’s extensive system of inland waterways. It
has enabled the country to cover all basic needs of the populations living isolated from
the centers of distribution and commerce. (Ministry of Transport of Colombia 2011.)
Nevertheless, the investments in waterway infrastructure have been lagging behind and
its potential is not in full use. (Ministry of Transport of Colombia 2020c, 68.)

There are four main river basins in Colombia: Magdalena, Atrato, Orinoco and
Amazonas. The rivers in these river basins form in total 24 725 km of inland waterways
of which 74% are navigable. The longest navigable rivers are the Putumayo River (1600
km), Caquetd River (1200 km) and Magdalena River (1092 km). (Ministry of Transport
of Colombia 2020b, 77-78.) The river system is visualized in Figure 11.

Figure 11. River system in Colombia (Ministry of Transport of Colombia 2011)
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The Magdalena River is the river that is most used for transporting goods inside
Colombia. The river reaches the Caribbean Sea through the port of Barranquilla. In 2019,
3 279 834 tonnes of cargo, which corresponds to 67.5% of the total cargo transported by
inland waterways, was transported in the Magdalena River. Most of the cargo consisted
of petroleum products. Magdalena was also the busiest river in terms of passengers.
(Ministry of Transport of Colombia 2020b, 96, 107.)

There are significant public-private partnership projects on hand for recovering
navigability of the Magdalena River and the Dike Canal (Canal del Dique), which empties
into the Bay of Cartagena. These projects have been initiated by the government in order
to advance intermodal transport and thus give an impulse to exports and imports as well

as to improve the competitivity of products by lowering transport costs. (Fontalvo 2020.)

5.5.3 Road transport

As mentioned earlier, the road infrastructure in Colombia is inadequate. Only a small
proportion of the roads are paved and the ones that are can be in poor condition. The
shares of paved roads in Colombia and its peer countries are compared in Figure 12.
Colombia’s share is the smallest out of all 23 countries studied even though its total road
network extends to 205 379 km making it the fourth most extensive road network in Latin

America after Brazil, Argentina and Mexico (IDB 2015).
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Figure 12. Percentage of paved roads of the total network (IDB 2015)
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The management of the public road network in Colombia is divided under three
jurisdictions. The primary network that is under the responsibility of the state of Colombia
covers 9% of the total network. The secondary roads (22% of the total network) are taken
care of by regional departments. Finally, tertiary roads cover 69% of the roads and fall
mainly under the responsibility of municipalities. The administration of the primary roads
is divided between two authorities: INVIAS and ANI. (Ministry of Transport of Colombia
2020b, 50, 64.) Figure 13 presents the network of main roads. Red lines indicate the

primary roads and yellow lines secondary ones.
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Figure 13. Main roads in Colombia (red: primary roads, yellow: secondary roads)
(World Food Programme 2020)

According to INVIAS’s evaluations, 54% of the paved primary roads administered by
INVIAS were considered to be in either good or very good condition, 28% satisfactory
and 18% poor or very poor condition. Unpaved roads were even worse off since 60%
were in poor or very poor condition and only 8% were in very good or good condition.

(Ministry of Transport of Colombia 2020b, 64.)
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As for the road transport services, there are altogether 3468 companies that the
Ministry of Transport has authorized to offer road freight services. The total vehicle fleet
consists of 129 108 trucks that have a capacity of over 10.5 tonnes. In 2019, altogether
247 million tonnes of cargo were transported on Colombian roads. Only 6% of it was
transported in containers. Road transport cargo volumes on different routes highlight that
the main centers of production and consumption are situated in Bogota and Medellin. The
road cargo traffic also shows that the most important ports are Buenaventura on the
Pacific coast and Cartagena and Barranquilla on the Atlantic Coast. (Ministry of
Transport of Colombia 2020b, 101-102.)

5.5.4 Railway transport

The public railroad system is not very efficient and its development has not been among
the priorities of previous governments (PRS Group 2017, 11). The railroads have
suffered from underfunding since they were nationalized in the 1950s (Smith 1999). The
railroad network of Colombia is in total 3528 km of which only 36% (1267 km) is in
operation. Apart from a 5-kilometer strip in the capital region, which is administered by
INVIAS, ANI is in charge of the active public network. (Ministry of Transport of
Colombia 2020b, 72.) Figure 14 illustrates the railway corridors in Colombia managed by
ANIL
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Figure 14. Railway corridors in Colombia (yellow: Atlantic corridor, blue: Dorada—
Chiriguana corridor, black: Bogota—Belencito corridor, orange: Pacific corridor)
(Ministry of Transport of Colombia 2020b)

The Atlantic railway corridor Santa Marta—Chiriguand (in yellow) and Dorada—
Chiriguana corridor (in blue) are used for transporting cargo. Whereas the Bogota—
Belencito corridor (in black) is for cargo and passengers. The Pacific railway corridor
Buenaventura—La Felisa (in orange) is currently inactive. In addition to the national
railway, 5 percent of the total railway network is privately owned. Most of it is used for
transporting coal from the Cerrejon mine to the port of Puerto Bolivar on the Caribbean
coast. (Ministry of Transport of Colombia 2020b, 72, 76.)

The biggest cargo volumes, 99.8% of the total 50-million-tonne freight moved in the
public railways, were transported in the Santa Marta—Chiriguana corridor. Most of this

cargo is coal. The government is currently investing in reactivating the other railways.
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Thanks to the project, cargo volumes transported in Dorada—Chiriguana corridor went
from 1186 to 47 860 tonnes between 2018 and 2019. Of course, this is just a fraction of
the total railway freight. The aim of promoting the railways as a transport mode is to
lower transportation costs as well as to reduce congestion, pollution and road accidents.
(Ministry of Transport of Colombia 2020b, 74-76, 106; Ministry of Transport of
Colombia 2020c, 65—67.)

5.5.5 Air transport

If Colombia’s weaknesses are the road and railway infrastructure, its strongest point in
terms of infrastructure is airports. It ranks globally as the 31 most competitive economy
in airport connectivity (Schwab 2019). There are almost 200 airports in Colombia serving
international, national and regional connections. However, the operations are to a great
extent concentrated in the biggest airport of the country, El Dorado in the capital city
Bogota. It accounts for 35% of all operations. The second busiest airport is Jos¢ Maria
Cordova airport in Rio Negro close to the second-largest city in Colombia, Medellin. The
airport in Rio Negro accounts for 9% of all air traffic. (Civil Aviation Authority of
Colombia, 2019.) As for air cargo volumes, over 80% of the total air cargo goes through
these two airports. The share of El Dorado is 71% and that of Rio Negro 11%. (Ministry
of Transport of Colombia 2020b, 105.) El Dorado is the third-busiest hub in Latin
America in terms of passengers and busiest in terms of cargo (PRS Group 2017, 11). The

network of airports is visible in Figure 15.
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Figure 15. Airports in Colombia (Mapsofworld.com 2021)
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As for direct flight connections, there are 141 international connections and 99 domestic

connections in Colombia (Ministry of Transport of Colombia 2020b, 70). Traveling by

air is often the most convenient option as the topography and poor condition of roads

make driving difficult. Traveling by car between the biggest cities in Colombia takes

between 7 and 18 hours but only 30 to 60 minutes by plane. (PRS Group 2017, 11.)

Considering trade and international tourist flows, Colombia’s geographic position in the

South American continent is ideal. It takes only 3 hours to fly to Miami and there are

flights available to all major US cities.

Colombian government’s efforts to promote the country as a safe tourist destination,

including measures to fight violent crimes, seem to have paid off because Colombia has

managed to improve its reputation and the tourist industry has been experiencing record-

breaking growth prior to 2020. In 2017, Colombia’s tourism revenues were third highest

in South America after Brazil and Argentina. The biggest group of tourists comes from
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the US. (Oxford Business Group, 2021.) Due to the growing number of international
tourists, the number of international airline passengers was growing a lot faster than that
of domestic passengers in the late 1990s and the 2000s. Since then, the number of both
international and domestic passengers has grown on average 10% every year throughout
the years 2010 and 2019. For the past 10 years, around one-third of all air passengers have
been international passengers. (Civil Aviation Authority of Colombia, 2019.)

To handle the increasing flow of passengers, a new international terminal was opened
in Bogot4 in 2012. Since then, however, the air traffic has grown unpredictably and El
Dorado Airport’s capacity has barely been able to meet the demand. Thus, new expansion
projects are underway to increase the overall capacity. Other important ongoing airport
projects include the modernization and expansion of more than 25 national and small
regional airports. (PRS Group 2017, 11.) Figure 16 shows the number of international
passengers in 2018 and 2019.
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Figure 16. Number of international air passengers in thousands of passengers
(Ministry of Transport of Colombia 2020b)

The biggest market for international passengers is Central America with 4.6 million
passengers. North America comes second. The biggest growth from the previous year in
2019, was in the European market, which grew by 10%. (Ministry of Transport of
Colombia 2020b, 105.) Foreign trade by air with different markets in 2018 and 2019 is

visualized in Figure 17.
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Figure 17. Foreign trade by air with the main markets in thousands of tonnes
(Ministry of Transport of Colombia 2020b)

By far the biggest trade market for air freight is North America with 404 000 tonnes
transported in 2019. It is not surprising, as the United States is Colombia’s most important
trading partner and it is easily reached by air. Other continents, Asia and Africa, are not
included in the charts presenting the main markets for international passengers and air

freight because their share is remarkably small.

5.5.6 Size of the transport sector and cargo volumes in different modes of transport

The size of the transport sector is measured as the share of transport and logistics activities
of'the GDP in Figure 18. Colombia’s share (almost 8%) is the fifth largest out of 25 Latin
American countries covered in the Inter-American Development Bank’s statistics and

highest among the comparator countries.
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Figure 18. Size of the transport sector in percentage of the GDP (IDB 2015)
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Figure 19 illustrates the share of different logistics activities in the transport and

warehousing sector in 2019.

2%

® Land and pipeline transport
= Water transport

= Air transport

< Warehousing and other
/ complementary transport
services

m Postal and courier services

Figure 19. Added value of transport and warehousing activities (Ministry of
Transport of Colombia 2020b)

The share of land and pipeline transport is the biggest of the whole transport and
warehousing sector. The value of air transport has almost tripled between 2005 and 2019,
moving from 8% to 14%. This can be explained by the improvement of the airport
infrastructure, which enabled more frequent flight connections and brought new airlines
to the Colombian market. (Ministry of Transport of Colombia 2020b, 28.)

Another way to compare the use of different transport modes is to look at cargo
volumes. Figure 20 and Figure 21 present domestic and international cargo volumes by

mode of transport.
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Figure 20. Domestic cargo volumes by mode of transport (Ministry of Transport of
Colombia 2020b)
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Figure 21. International trade cargo volumes by mode of transport (Ministry of
Transport of Colombia 2020b)

In 2019, 305 million tonnes of cargo were transported within Colombia. As can be seen
from Figure 20, the share of road transport was the biggest 81% followed by rail transport
16.5%. However, when coal and oil are excluded from the cargo volumes, the share of
road freight grows up to 96.9% and that of rail freight is only 0.04%. The figures show
that railroads are almost exclusively used for transporting energy sector products.
According to the report of the Ministry of transport, the railroads and rivers are underused
for transporting other than energy sector products, even though they have the potential
for reducing transport costs of other goods. Thus, the government seeks to promote these
modes of transport. (Ministry of Transport of Colombia 2020b, 99-100.)

When it comes to exports and imports, it is the maritime ports that play the biggest

role in moving goods. In 2019, 97.1% of the total trade of 161 million tonnes was
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transported by the sea. (Ministry of Transport of Colombia 2020b, 124.) Unsurprisingly,
the share of air freight is small in both trade and domestic cargo when cargo volumes are
measured because air freight suits best for transporting lightweight loads due to its costs.

The Colombian government is making efforts to develop intermodal transport. One
of the recent advances in this field is the new intermodal transportation corridor between
Cartagena and La Dorada, which connects La Dorada—Chiriguand railway to the main
ports in the Caribbean via inland waterways in river Magdalena. Promoting intermodal
corridors for freight transport is part of the national logistics strategy that aims to improve
competitiveness by decreasing costs and delivery times in the trade logistics chains. The
goal is to reduce the logistics costs to 9.5% of the sales price of transported goods by
2030. Currently, the share of the logistics costs is on average 13.5%. (Ministry of
Transport of Colombia 2020c, 62—64.)

Next, to compare the state of logistics in Colombia to that of its peers, some of the
statistics from the Freight Transport and Logistics Statistics Yearbook are presented. Data
was not available for all comparators for each indicator and thus, these countries are

excluded from the charts.
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Figure 22. Domestic road freight in millions of tonnes (IDB 2015)
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Figure 23. Total rail freight in millions of tonnes (IDB 2015)

As can be seen from Figure 22, Brazil has a significant lead in the volume of domestic
cargo transported by roads. Also, a remarkably larger volume of cargo is transported by
railways in Brazil than in other peer countries (Figure 23). Its railway network in
operation is the longest in South America extending to 27 217 kilometers. The railway
network in Argentina is the third-longest in Latin America with 18 181 kilometers even

though the rail freight volume is low. (IDB 2015.)
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Figure 24. International and domestic air freight in thousands of tonnes (IDB 2015)
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Figure 24 shows that more than half of Brazil’s air cargo is domestic cargo. Colombia’s
volume of international cargo is close to Brazil’s. There was no data available on the

volume of domestic air freight in Costa Rica.
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Figure 25. Port traffic in millions of tonnes (IDB 2015)

The total port traffic and the shares of exports and imports are presented in Figure 25.
The total port traffic covers the total volume of maritime cargo handled in the ports of

each country, including shipping and transit. Brazil has again the biggest cargo volumes.

5.6 Colombia in trade and transport facilitation indicators
5.6.1 Logistics Performance Index

The Logistics Performance Index assesses the ease of transporting merchandise in
different countries based on the survey data collected from logistics professionals. The
respondents evaluate the logistics performance of the country they work in and of the
countries with which they operate. In international LPI 2018, altogether 167 countries
were scored on a scale of 1-5 on 6 different dimensions. An overall score is calculated
based on the six components and this aggregate score is used for ranking the countries.
(Arvis et al. 2018.) Table 7Table 7 presents the overall international LPI scores in
Colombia and its comparator countries. The highest scores and ranks of each column are
highlighted in bold. In recent years, Brazil and Argentina have been the best performers
of the six countries compared. In 2018, Colombia was not left far behind Brazil, which

ranked as the 56™ best-performing country in the world, even though, it received the
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lowest scores of the group in 2016 and 2014 (94" and 97™ respectively). (Arvis et al.

2018, 45-48.)

Table 7. International LPI scores and ranks in 2018-2012 (World Bank 2018b)

2018
Rank
Colombia 58
Argentina 61
Brazil 56
Costa Rica 73
Ecuador 62
Peru 83

Score

2.94
2.89
2.99
2.79
2.88
2.69

2016
Rank
94
66
55
89
74
69

2014
Score Rank Score
2.61 97 2.64
2.96 60 2.99
3.09 65 2.94
2.65 87 2.70
2.78 86 2.71
2.89 71 2.84

2012
Rank
64
49
45
82
79
60

Score

2.87
3.05
3.13
2.75
2.76
2.94

Table 8Table 8 shows the overall LPI scores and ranks as well as those of each

component. The aggregated results of the four previous reports can be seen in Table 9.

When comparing the results in the two tables, it can be seen that Colombia, Costa Rica

and Ecuador have improved their logistics performance in 2018, as their 2018 scores are

higher than the mean score of the four latest reports. The improvement is significant

especially for Colombia that moved up from the 94" rank to 58" in 2018. Based on the

aggregate scores, all countries are classified as comsistent performers (second-best

quintile of all the countries). Of the six components surveyed, Colombia’s strongest point

is the ease of arranging competitively priced international shipments and it outperforms

other countries in this dimension. On the other hand, its weakness is the efficiency of

customs and border management clearance also its infrastructure score affects negatively

the overall score.

Table 8. International LPI results for 2018 (World Bank 2018b)

Overall
score
(rank)

Colombia 2.94 (58)
Argentina 2.89 (61)
Brazil 2.99 (56)
CostaRica 279 (73)
Ecuador 2.88 (62)
Peru 2.69 (83)

Customs

2.61(75)
2.42 (98)
2.41 (102)
2.63 (70)
2.80 (48)
2.53 (86)

Infrastructure

2.67(72)
2.77 (62)
2.93 (50)
2.49 (84)
2.72 (69)
2.28 (111)

International
shipments

3.19 (46)
2.92 (59)
2.88 (61)
2.78 (76)
2.75 (80)
2.84 (65)

Logistics
quality and
competence

2.87 (56)
2.78 (68)
3.09 (46)
2.70 (79)
2.75 (70)
2.42 (110)

Tracking and
tracing

3.08 (53)
3.05 (58)
3.11 (51)
2.96 (67)
3.07 (55)
2.55 (108)

Timeliness

3.17 (81)
3.37 (58)
3.51 (51)
3.16 (83)
3.19 (75)
3.45 (54)
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Table 9. Aggregated international LPI results for the years 2012, 2014, 2016 and
2018 (Arvis et al. 2018, 40—43)

Mean Score Customs Infrastructure  International Logistics Tracking Timeliness
(Mean Rank) shipments quality and  and tracing
competence

Colombia 281 (71) 2.50(89)  2.58(81)  2.93(60) 2.79(66) 2.84(70) 3.17(80)
Argentina 203 (62)  2.49(90)  2.81(60)  2.91(63) 2.82(62) 3.13(52) 3.41(58)
Brazil 3.02(56) 2.52(85) 2.99(51)  2.89(65) 3.10(46) 3.17(49) 3.47(53)
CostaRica  2.74(79)  2.50 (88)  2.45(97)  2.79(77) 2.67(81) 2.88(65) 3.09(92)
Ecuador  2.82(70)  2.69(63) 2.62(74)  2.82(72) 270(77) 287(67) 3.22(75)
Peru 278 (74)  2.59(74) 246 (91)  2.88(68)  2.62(87) 2.72(85) 3.36(60)

Table 10 displays some of the data on border procedures and supply chain reliability
collected in the domestic LPI survey. No data for Costa Rica and Ecuador was available.
As can be seen from the table, Colombia outperforms its peers in reliability as the
respondents estimated that up to 96% of shipments meet their quality criteria. This result
is excellent considering that the corresponding percentage in the highest performing
quintile is on average 87%. However, it is possible that acceptable quality is more strictly
defined in the highest performing countries and thus, it is difficult to make conclusions
by comparing these percentages.

Another important aspect of reliability and predictability of shipments is related to
inspections because physical inspections significantly raise the time to clear goods
through customs and thus, increases the total import time. (Arvis et al. 2018, 23-30.)
Also, in this metric, Colombia outperforms its peers as only 3% of import shipments are

physically inspected and only 1% of these require multiple inspections.

Table 10. Domestic LPI results, time data (Arvis et al. 2018, 56-58)

% of Number of Number of Clearance time Physical Multiple
shipments agencies forms (days) without inspection inspections % of
meeting imports/exports imports/exports physical % of shipments
quality inspection/with a import physically inspected
criteria physical shipments
inspection
Colombia 96 3/3 5/3 2/2 3 1
Argentina 75 5/4 4/3 2/4 36 6
Brazil 82 4/4 5/4 2/5 8 5
Costa Rica - - - - - -
Ecuador - - - - - -
Peru 88 5/5 3/3 2/4 15 4

One indicator of border efficiency is the amount of so-called red tape related to import

and export transactions. This can be measured by the number of procedures needed for
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import and export. Procedures are typically heavier for imports than exports, which is
why the number of forms and agencies required for import is usually higher than for
export. Red tape is a sign of lacking border coordination and it burdens logistics operators.
(Arvis et al. 2018, 23-26.)

Average amounts of red tape in LPI quintiles are illustrated in Figure 26. From this
chart, it can be seen that Colombia’s number of agencies for import and export (3) is in
line with other countries in the second-best quintile. In the highest-performing quintile,
the number is on average 2. Colombia’s peers perform a lot worse in terms of agencies,
as the corresponding number in the lowest-performing bottom quintiles is 4. However,
the number of forms needed for import in Colombia is up to 5, which corresponds to the
average of the bottom quintile. In the number of export documents, Colombia’s result is

in line with the second quintile. In clearance time, Colombia performs better than its

peers.
Number of procedures M Import agencies M Export agencies M Import documents M Export documents
5
4
3
| -
1
0
Bottom quintile Fourth quintile Third quintile Second quintile Top quintile
(lowest performance) (low performance) (average performance) (high performance) (highest performance)

Source: Logistics Performance Index 2014, 2016, and 2018.

Figure 26. Red tape affecting import and export transactions by LPI quintile (Arvis
et al. 2018, 26)

Colombia and its peers all belong to the group of upper-middle-income countries. In
Figure 27, countries’ LPI performance is compared within the same income group and

region.
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Figure 27. LPI performance compared against income group and region (World
Bank 2018c¢)

The chart shows that Colombia outperforms its income group and region in all LPI
components. Also, the comparator countries, except for Peru, perform better than these

groups in most components.

5.6.2 Trade Facilitation Indicators

The OECD Trade Facilitation Indicators evaluate countries’ trade policies on 11 different
indicators. The performance of Colombia and its peer countries on these indicators as
well as the average trade facilitation performance can be seen in Table 11. The scale is
0-2 and the highest score is 2. The average score of the 6 countries has been calculated
in the last column. The score of the strongest country in each indicator is highlighted in
bold. Colombia’s overall trade facilitation performance is above average in most
indicators. The country’s strongest points are the involvement of the trade community,
documents and automation. Its weaknesses lie in internal and external border agency
cooperation as well as appeal procedures. These indicators also seem to be problematic

in all peer countries, as these indicators have the lowest country average scores.



Table 11. Trade Facilitation Indicator scores (OECD 2020)

Average trade facilitation

performance

Information availability

Involvement of the trade

community
Advance rulings

Appeal procedures
Fees and charges
Documents
Automation
Procedures

Internal border
cooperation
External  border
cooperation

agency

agency

Governance and impartiality

Colombia

1.46

1.55
1.71

1.56
1.22
1.54
1.63
1.77
1.25
1.09

1.00
1.78

Argentina

1.31

1.43
1.25

0.91
1.27
1.54
1.11
1.46
1.44
1.30

1.18
1.56

Brazil

1.24

1.29
1.00

1.38
1.50
1.50
1.22
1.31
1.16
0.73

0.64
1.89

Costa
Rica

1.40

1.43
1.50

1.56
1.46
1.57
1.50
1.62
1.28
1.00

1.00
1.44

Ecuador

1.08

1.15
1.29

1.14
0.67
1.36
1.00
1.17
1.41
1.18

0.46
1.11

Peru

1.43

1.57
1.57

1.71
1.22
1.77
1.56
1.39
1.21
1.00

0.82
1.89

Country
average

1.32

1.40
1.39

1.38
1.22
1.55
1.34
1.45
1.29
1.05

0.85
1.61
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When comparing Colombia with other upper-middle-income countries as well as with all

Latin American and Caribbean countries, Colombia exceeds the average performance in

all TFI dimensions, except for appeal procedures where the score is the same. Colombia

has improved its performance in advance rulings, fees and charges, automation,

procedures as well as governance and impartiality. In other areas, the performance has

either been stable or declined. This trend as well as a comparison with Colombia’s

comparator country groups are illustrated in Figure 28.
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Figure 28. Trade Facilitation performance in Colombia (OECD 2020)
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According to the OECD’s analysis, Colombia is recommended to (OECD 2020):
e improve the availability of information on advance rulings (advance rulings)
e expand the acceptance of copies of documents (documents)
o reinforce the use of risk management procedures (automation)
e publish the average clearance time consistently and on a periodic basis, for major
Customs offices (procedures)
e reinforce Authorized Economic Operator programs (procedures)
e cxpand the possibility of separating release from final determination and payment
of Customs duties (procedures).
These recommendations were chosen based on the potential to increase trade and
reduce costs in the relevant policy areas (advance rulings, documents, automation and

procedures) because Colombia still has room for improvement in these fields (OECD

2020).

5.6.3 Enabling Trade Index

Enabling Trade Index of the World Economic Forum assesses countries based on the
trade facilitation services, infrastructure, institutions and policies. Countries get points on
a scale from 1 to 7 in four different sub-indexes: market access, border administration,
infrastructure and operating environment. These are further divided into 7 pillars (shown
in Table 13).

At the regional level, the Global Enabling Trade Report 2016 states that Latin
America, along with North America and Europe, outperforms the global average in
domestic and foreign market access pillars. However, the trade performance of the region
lags behind because of inefficient border administration, the low quality of transport
infrastructure and services. In addition, the local operating environment is worsened by
insecurity, a factor where Latin America is ranked the lowest of all regions of the world.
(Geiger et al. 2016, 25.)

The ETI overall rankings and scores of Colombia and its peer countries can be seen
in Table 12. Costa Rica and Peru are the highest-performing countries in this group.
Colombia’s performance has improved since 2010 but declined slightly from 2014 and is

close to the overall average of Latin America (Geiger et al. 2016, 100).
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Table 12. Enabling Trade Index 2016 and 2014 scores and ranks (Geiger et al. 2016;
Lawrence, Drzeniek Hanouz & Doherty 2012)

ETI 2016 ETI 2014 ETI 2012 ETI 2010
Rank Score Rank Score Rank Score Rank
Colombia 85 4.10 80 4.09 89 3.78 91
Argentina 94 3.98 103 3.78 96 3.68 95
Brazil 110 3.80 97 3.87 84 3.79 87
Costa Rica 57 4.52 55 4.45 43 4.41 44
Ecuador 81 4.14 71 4.25 83 3.83 89
Peru 54 4.54 61 4.37 53 4.31 63

Table 13 presents countries’ ETI performance for each pillar. This comparison is more
informative than the overall ETI scores. There is a lot of variation between different ETI
components and it can be seen that each country its strengths and weaknesses as none of
the countries outperform others in more than three components. The operating
environment seems to be the most problematic pillar for most countries, except for Costa
Rica and Peru. Colombia’s asset is market access due to its fairly simple tariff structure
and the fact that it enjoys good terms for exporting its products abroad. Border
administration on the other hand has more issues since both importing and exporting are
considered time-consuming and expensive. Burdensome import procedures are
considered to be the most problematic factor for importing. As for infrastructure, railways
and roads are scored low. High cost or delays caused by domestic transportation is
consequently, the second-most problematic factor for importing and number-one
problematic factor for exporting. Other issues that have been evaluated as the most
troublesome for export and import can be seen in Figure 29. In the operating environment
pillar, Colombia is very close to the global bottom of 136 countries, especially in terms
of public institutions and physical security, even though openness to foreign investments
and access to finance improves the performance in this area. Also, the quality of ICT
infrastructure is good. Colombia is placed 27" on Government Online Service Index.

(Geiger et al. 2016, 100.)



Table 13. Enabling Trade Index pillars in 2016 (Geiger et al. 2016)

Rank  Score

Domestic Foreign Border Transport Transport

market market administration | infrastructure services

access access

Rank Score | Rank Score | Rank  Score | Rank Score | Rank Score

COL 68 5.2 57 4.3 80 4.3 94 3.0 83 3.7 58
ARG 105 42 | 103 3.5 89 42 73 34 80 39 51
BRA 109 4.0 | 122 2.5 92 4.1 82 3.2 58 4.2 45
CRI 12 5.9 65 43 56 49 | 115 2.6 81 3.8 49
ECU 106 4.2 82 4.0 67 4.7 48 3.9 75 3.9 93
PER 4 5.8 14 5.2 60 4.8 95 3.0 78 3.9 81

ICT

4.8
5.1

5.3
5.2

3.8
4.1

111

Operating
environment

Rank  Score

129 35
115 3.8
123 3.6
66 4.3
105 3.9
80 4.2

Most prablematic factors for importing

Source: World Economic Forum, Executive Opinion Survey 2015

Burdensome import procedures
High cost or delays caused by domestic fransportation

225
201

Tariffs and non-tariff barriers

Source: World Economic Forum, Executive Opinion Survey 2015

Most problematic factors for exporting

Domestic technical requirements and standards 135 —

High cost ar delays caused by international transportation 8.1

Corruption at the border 6.5

Crime and theft 53

Inappropriate telecommunications infrastructure 49
r T T T
0 6 12 18

High cost or delays caused by domestic transportation 193

Inappropriate production technology and skills 11

Access to imported inputs at competitive prices 103 —
Technical requirements and standards abroad 93

Identifying potential markets and buyers
Difficulties in meeting quality/quantity requirements of buyers

Tariff barriers abroad 7.8

Access to trade finance 71

Burdensome procedures at foreign borders 6.7

Rules of origin requirements abroad 48

High cost ar delays caused by international transportation 4.6

Corruption at foreign borders 17
f T T T
0 5 10 15

Figure 29. Most problematic factors for importing and exporting in Colombia

(Geiger et al. 2016)

Pillar scores and rankings are calculated based on several trade enabling factors. All the

factors are detailed in the Economy Profile of the country along with economy and trade

indicators, most problematic issues in exports and imports, TFI indicator scores as well

as country’s status in the WTO’s Trade Facilitation Agreement’s ratification process.

(Geiger et al. 2016.) The complete Economy Profile of Colombia can be found in

Appendix 3. Enabling Trade Index 2016, Economy profile of Colombia (Source: World

Economic Forum 2021)
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5.6.4 Global Competitiveness Index

In addition to the Enabling Trade Index discussed in the previous chapter, the World
Economic Forum publishes the Global Competitiveness Index that includes factors that
drive productivity, growth and human development. Countries are scored on a scale from
0 to 100 where 100 stands for an ideal situation where an issue does not constrain
productivity and growth. The overall GCI score is the average of 12 pillars consisting of
103 indicators that assess economies’ enabling environment, human capital, markets and
innovation ecosystem. Each of the 12 pillars has equal weight in the average score.
(Schwab 2019.)

Overall scores and ranks of Colombia and its peer countries for seven previous years
are presented in Table 14Table 14. For the years 2013-2017, only the ranks are shown
because the scale of scores was changed in 2018 and thus, the scores from previous years

are not comparable with the most recent ones.

Table 14. Global Competitiveness Index 2019-2016 (Schwab 2019, Schwab 2018,
Schwab et al. 2017)

2019 2018 2017 2016 2015 2014 2013

Rank Score | Rank Score Rank Rank Rank Rank Rank

Colombia s7h 627 | 60" 616 | 66" 61 61 661 69t
Argentina 834 572 | 81t 575 | 9ond 104t 106" 104 104t
Brazil 71%  60.9 | 72 595 | 80" 81 75t 57t 56t
CostaRica 62" 62,0 | 55% 621 | 47t 54th 520d 51% 54th
Ecuador 90" 557 | 86™ 558 | 97" 91 76t 71 86t
Peru 65" 61.7 | 631 61.3 72nd 67™h 69t 65" 61%

Colombia’s rank has risen from 69™ in 2013 to 57" in 2019 when it surpassed Costa Rica,
which had been the most competitive country of the comparator group every year before
that. Of Latin American and Caribbean countries, Colombia was the fourth most
competitive country after Chile (33™), Mexico (48™) and Uruguay (54") (Schwab 2019).
In fact, Colombia set a target in 2006 to become the third most competitive economy in
Latin America, achieve the income per capita of a medium-high-income country and
become an exporter of high-value-added goods and services. To achieve this goal,
Colombia has been systematically monitoring and analyzing its GCI performance.
(Schwab et al. 2017, 30.) Considering the country’s recent progress in the GCI pillars,

Colombia’s goal seems attainable.
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As for the global GCI performance, the LAC countries in general lag behind,
especially in institutions, infrastructure, labor market efficiency and innovation. The
region has not been able to close the gap on global leaders due to low productivity, high
informality, insufficient export diversification and insufficient growth for creating
employment and funding of public goods. Some fundamentals of competitiveness, such
as institutional quality, have even worsened in the region, which still struggles with
corruption. (Schwab et al. 2017, 29.)

Table 15 portrays the scores and ranks of Colombia and its peers in the GCI pillars.
The average scores of the group of countries have been calculated in the last column of
the table. Based on the average score, the performance is weakest in innovation and
institutions, which is in line with what the Global Competitiveness report says about the
average performance in the LAC region. Also, product market and ICT adoption receive
low average scores. Colombia’s weaknesses correspond to these lowest averages, as it
receives its lowest scores in the same four pillars. Colombia is the top performer in health,

labor market, financial system and business dynamism.

Table 15. Global Competitiveness Index component scores 2019 (Schwab 2019)

Colombia Argentina Brazil Costa Rica Ecuador Peru Average
Score Rank | Score Rank | Score Rank | Score Rank | Scor Rank | Scor Rank Score
€ ©
Institutions 49 92M | 50 88™h | 48 99th | 57 54t | 48 106%™ | 49 94t 50

Infrastructure 64 81 | 68 68" | 65 780 | 69 63 | 69 62" | 62 88" 66
ICT adoption 50 87" | 58 68" | 58 67" | 60 63" | 48 92m | 46 98" 53

Macroeconomic 90 43 | 34 139% | 69 115" | 74 8% | 74 927 | 100 1 74
stability

Health 95 16™ | 84 53¢ | 79 75t | 93 25t | 85  50™ | 95 19t 89
Skills 60 80" | 72 31 | 56 96™ | 69 51t | 61 76" | 60  81% 63
Productmarket 53 90" | 47 120™ | 46 124" | 59 41t | 43 130" | 57 56 51
Labor market 59 73| 52 117™| 53 105" | 59 74% | 52 116h| 59 77" 56

Financial 65 54™ | 53 105" | 65 55 | 60 70" | 56 89" | 61 67" 60
system

Market size 67 37" | 69 34% | 81 10" | 47 88" | 54 68" | 62 49" 63
Business 64  49% | 58 80 | 60 67" | 56 92 | 46 130" | 56 97™ 57
dynamism

Innovation 36 77" | 42 56M | 49 40% | 40 58" | 33 88" | 33 90 39
capability

Like the Enabling Trade Index, the GCI includes an economic profile of each country
studied. The Economy Profile entails an overview of performance in the overall GCI and
index components, selected economic, social and environmental indicators, such as the

GDP and unemployment rate as well as detailed performance in every 103 indicators of
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the pillars. The Economy Profile of Colombia can be found in Appendix 4. Global
Competitiveness Index 2019, Economy profile of Colombia

Figure 30 lists the most problematic factors for doing business in Colombia based on
the Executive Opinion Survey 2017, where the respondents were asked to select the 5
most problematic factors for the business in their own country and rank them. These lists
have been published in the Global Competitiveness report 2017-2018 and are also

available online.

Most problematic factors for doing business  soure: word Economic Forum, Execuve opinion survey 2017
Corruption 176
Tax rates 142
Inefficient government bureaucracy 9.2
Inadequate supply of infrastructure 8.7
Policy instability 79
Restrictive labor regulations 75
Tax regulations 5.7
Crime and theft 56
Inflation 45
Access to financing 4.4
Government instability/coups 3.7
Inadequately educated workforce 3.6
Foreign currency regulations 26
Poor work ethic in national labor force 18
Insufficient capacity to innovate 18
Poor public health 13
0 5 1 15 20

Figure 30. Most problematic factors for doing business in Colombia (Schwab et al.
2017, 120)

According to the survey respondents, the biggest issues for Colombia are corruption
(17.6), tax rates (14.2), inefficient government bureaucracy (9.2), inadequate supply of
infrastructure (8.7) and policy instability (7.9). Corruption figures are high on the list for
also Peru (18.0), Brazil (12.3) and Ecuador (11.8). Also, other top 5 problems are
basically the same in all comparator countries, except that in Argentina the inflation (20.7)
is the most urgent problem and access to financing (8.2) is also on the top. In Costa Rica,
access to financing (9.3) and restrictive labor regulations (9.0) replace corruption and

policy instability in the top-5 problems.

5.6.5 Doing Business Index and Enterprise Survey

In the same way, as many other indices already presented, the Doing Business Index
provides a score and a ranking to compare the performance of economies. The index
measures the ease of doing business by evaluating the regulation of the business

environment. The latest report includes 190 countries and Colombia was ranked the 67,
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Colombia featured on the list of top 10 improvers in three consecutive Doing Business
reports but in the previous two years, none of the LAC countries have reached the list.
Furthermore, none of the countries of the region is among the top 50 performers in the
ease of doing business, as they still lag behind in implementing reforms that would
improve the business environment. (World Bank 2019, 9, 11, 19).

Table 16 shows the development of the Doing Business Index scores and rankings of
Colombia and its peers in recent years. Colombia and Peru have been the strongest
countries of the group in past years. Costa Rica is also considered a relatively business-

friendly environment. Argentina, Brazil and Ecuador in turn, are ranked low.

Table 16. Doing Business Index scores and rankings in 2017-2020 (World Bank
2019; World Bank 2018d; World Bank 2017; World Bank 2016)

Doing Business 2020 Doing Business 2019 Doing Business 2018 Doing Business 2017

Rank Score Rank Score Rank Score Rank Score
Colombia 67t 70.1 65t 69.2 59t 69.4 53rd 70.9
Argentina 126% 59.0 119 58.9 117 58.1 116" 57.5
Brazil 124t 59.1 109 60.0 125% 56.5 123w 56.6
Costa Rica 74t 69.2 67"h 68.9 61 69.1 62nd 68.5
Ecuador 129 57.7 123% 57.9 118h 57.8 114 58.0
Peru 76t 68.7 68t 68.8 58t 69.5 54t 70.3

The latest Doing Business Index covers 10 topics of the business regulatory environment
(Table 17). Typically, the performance of countries varies considerably across different
regulation areas (World Bank 2019, 20). This is also the case for Colombia and its
comparators. For example, Colombia is the 11" best country in the world in getting credit

but close to the global bottom, ranking 117™ out of 190 countries, in enforcing contracts.
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Table 17. Doing Business Index scores and rankings by regulation areas (World
Bank 2020c¢)

Colombia Argentina Brazil Costa Rica Ecuador Peru

Rank  Score | Rank  Score | Rank Score | Rank  Score | Rank Score | Rank  Score
ls)ta{ﬁﬂg a 95t 870 | 1418 80.4 | 138" 81.3 | 144" 799 | 177" 69.1 | 1339 82.1
usiness
Dealing with 89t 9.1 | 155" 564 | 170" 519 | 78" 70.8 | 114" 66.4 | 65" 72.5
construction
permits
Getting g2nd 763 | 111" 70.0 | 98" 72.8 | 25™ 88.9 | 100 723 | 88" 745
electricity
Registering 62™ 712 | 1239 56.7 | 1339 54.1 | 49" 744 | 7394  67.7 | 55 721
property
Geﬁing 11 90.0 | 104" 50.0 | 104" 50.0 | 150 850 | 119" 450 | 37" 750
credit
Protecting 13t 80.0 | 61% 62.0 | 61% 62.0 | 110" 48.0 | 114" 44.0 | 45" 68.0
minority
investors
Paying taxes 148" 58.6 | 170" 493 | 184" 344 | 66™ 78.0 | 147™ 58.6 | 121 65.8
Trading 1334 627 | 119" 67.1 | 108" 69.9 | 80t 77.6 | 103 71.2 | 102" 71.3
across
borders
Enforcing 177 343 | 97 575 | 58 64.1 | 111" 552 | 96 575 | 8394 591
contracts

Resolving 32 714 | 111%™ 40.0 | 77 504 | 137" 34.6 | 160" 255 | 90"  46.6

insolvency

The World Bank Enterprise Surveys is a database containing companies’ experiences of
the business environment in different economies. It covers altogether 12 topics varying
from crime and corruption to trade and finance. For Colombia, the survey data was
collected from business owners and top managers in Bogota, Medellin, Cali, Cartagena
and Barranquilla in 2017 and 2018. It also includes a ranking of the top business
environment obstacles to firms. This ranking can be seen in Figure 31. Enterprise

Surveys: Top business environment obstacles for firms in Colombia (World Bank 2020b)
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Ranking of the Top Business Environment Obstacle for Firms
% firms choosing the informal sector as the biggest obstacle

% firms choosing tax rates as the biggest obstacle

% firms choosing corruption as the biggest obstacle

% firms choosing poorly educated workers as the biggest obstacle
% firms choosing access to finance as the biggest obstacle

% firms choosing political instability as the biggest obstacle

% firms choosing trade regulations as the biggest obstacle

% firms choosing business licensing as the biggest obstacle

% firms choosing labor regulations as the biggest obstacle

% firms choosing tax administration as the biggest obstacle
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Figure 31. Enterprise Surveys: Top business environment obstacles for firms in
Colombia (World Bank 2020b)

The issues which companies consider to complicate the business environment the most
in Colombia include the informal sector (21.2% of respondents), tax rates (19.5%) and
corruption (12.7%). In all Latin American and Caribbean countries combined, the
proportion of firms selecting informality as the biggest problem is 12.6%. The issue is at
the top of the list also in Ecuador (15.3%) and Peru (27.6%). In Argentina, the most
considerable obstacle is tax rates (35.9%). The corresponding proportion in the LAC
region is 11.4%. Other top issues in Argentina are labor regulations 15.3% and political
instability 11.4%. Like in Colombia, corruption is a big obstacle for business in Peru
(14.3%). Both countries exceed the level of the whole region, 7.2%. The third most
important constraint to business in Peru is political instability with a share of 12.4% of
respondents. In Ecuador, political instability is the number one issue (25.7%) and after
informality, the third biggest problem is access to finance (10.7%). Other peer countries
are not compared here because available survey responses date from 2009 and 2010 and
thus, it would not be worthwhile to compare this data with the survey data from 2017.

(World Bank 2020b)
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5.6.6 Index of Economic Freedom

The Heritage Foundation publishes the Index of Economic Freedom, which measures the
economic freedom of countries in four broad categories: rule of law, government size,
regulatory efficiency and market openness. These areas are further divided into
12 indicators. The 2021 index includes 178 countries that are scored from 0 to 100 and
ranked based on their average performance in the index components. (Heritage
Foundation 2021a.)

The regional average score of the Americas is 59.5, which is slightly lower than the
global average of 61.6. Colombia’s score is the sixth-highest in the region preceded by
Canada, Chile, the United States, Uruguay and Jamaica. The regional top three countries
are considered mostly free countries by the Heritage foundation classification as their
score is between 70.0 and 79.9. Colombia, Peru and Costa Rica are categorized as
moderately free and Brazil, Argentina and Ecuador fall in the category of mostly unfree.
Countries scoring below 50 are considered repressed states and include at the moment
countries like Cuba and Venezuela. (Miller, Kim & Roberts 2021, 45.) Table 18 presents

the Economic Index ranks and scores of Colombia and its peer countries in recent years.

Table 18. Overall scores and rankings of the Index of Economic Freedom 2017-2021
(Heritage Foundation 2021b)

2021 2020 2019 2018 2017
Rank Score Rank Score Rank Score Rank Score Rank Score
CoL 49th 68.1 45t 69.2 49t 67.3 42md 68.9 37th 69.7
ARG 148h 527 149t 53.1 148t 52.2 144 52.3 156t 50.4
BRA 1434 534 144t 53.7 150t 51.9 153 514 140t 52.9

CRI 720 64.2 68t 65.8 61 65.3 57t 65.6 63 65.0
ECU 149 524 | 158h 51.3 170t 46.9 165 48.5 160t 49.3
PER 50t 67.7 51 67.9 45t 67.8 43w 68.7 431 68.9

As already mentioned, Colombia’s score is among the top performers of the region and
with a score of 68.1 it is situated very close to the limit of the category of mostly free
countries. Peru competes with Colombia for the top position, as their scores are very close
to each other. Especially, Ecuador has made significant progress between 2019 and 2021.

According to the 2020 Index of Economic Freedom report, typical problem areas in
the Americas are rule of law and regulatory inefficiency. Particularly in Latin America,
corruption hinders foreign investment and job growth and a poor-quality regulatory

environment sets obstacles to entrepreneurship. Also, the protection of property rights
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and judicial efficiency are often insufficient. On the other hand, the government spending
and factors of market openness are in line with global standards. (Miller et al. 2020, 66,

69.) Countries’ performance in each of the 12 Economic Freedom components can be

seen in Table 19Table 19.

Table 19. Index of Economic Freedom 2021 components (Heritage Foundation
2021b)

Colombia Argentina Brazil Costa Rica Ecuador Peru
Property rights 59.8 46.1 55.0 64.0 39.5 533
Judicial effectiveness 36.4 45.7 45.5 58.1 24.7 28.3
Government integrity 49.7 54.0 47.5 59.0 38.5 36.3
Tax burden 69.7 70.4 70.1 79.9 77.1 79.4
Government spending 69.3 52.8 56.5 87.7 58.5 86.4
Fiscal health 78.9 38.4 5.3 24.3 75.9 91.5
Business freedom 71.0 59.5 58.0 66.2 50.4 66.2
Labor freedom 77.7 46.3 50.7 55.5 47.9 63.2
Monetary freedom 78.1 41.9 77.8 80.9 81.7 86.1
Trade freedom 77.0 62.6 64.6 75.0 59.8 86.4
Investment freedom 80.0 55.0 60.0 70.0 35.0 75.0
Financial freedom 70.0 60.0 50.0 50.0 40.0 60.0

Colombia receives its lowest scores in all three rule of law indicators: property rights,
Jjudicial effectiveness and government integrity, which, as mentioned in the previous
paragraph, are among the typical problem areas in Latin America. In all other indicators,
Colombia scores close to or above 70. All the peer countries, especially Peru, which in
other indicators performs quite well, receive relatively low scores in the same rule of law
indicators. Other peer countries seem to have their own issues each, like fiscal health for
Brazil and Costa Rica. For example, Ecuador’s performance is significantly below the
world average in market openness factors, which is a field where Latin American
countries typically perform well.

According to the country report of Colombia, property rights, in general, are well-
protected. The judicial system is considered to be competent and fair but corruption and
bribery remain problems in this area. Violence and corruption related to the trafficking of
drugs continue to undermine institutions. However, the government is implementing
fiscal, judicial and constitutional reforms to improve judicial effectiveness and
government integrity with the aim of advancing the economy. However, political
polarization has slowed down the pace of reforms. Colombia’s overall score declined 1.1
from the 2020 score mainly due to a decline in government spending score. The overall

score still remains above the regional and world averages. (Miller, Kim & Roberts 2021,
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146-147.) Colombia’s Economic Freedom profile 2021 can be found in Appendix 5.
Index of Economic Freedom 2021 (Source: Heritage Foundation 2021b)

5.6.7 Corruption Perceptions Index

Transparency International has been issuing the Corruption Perceptions Index every year
since 1995. The index captures the level of perceived public sector corruption in
180 countries. Countries get scores from 0 (highly corrupt) to 100 (very clean) and are
ranked based on this score. (Transparency International 2020.) Table 20 presents the

scores and rankings of Colombia and its peer countries in the past four years and 2010.

Table 20. Corruption Perceptions Index (Transparency International 2021)

CPI 2020 CPI 2019 CPI 2018 CPI1 2017 CPI1 2010

Rank Score Rank Score Rank Score Rank Score Rank
Colombia 92nd 39 96 37 99t 36 96" 37 78t
Argentina 7 42 66" 45 gsth 40 gsth 39 106™
Brazil 94th 38 106™ 35 105® 35 96" 37 69"
CostaRica  42nd 57 44t 56 48t 56 38th 59 41%
Ecuador 92nd 39 93 38 114 34 117" 32 1270
Peru 94th 38 101% 35 105% 36 96™h 37 78t

There 1s more variation in the rankings than in the scores, which could indicate that the
performance in comparison to other countries is changing significantly. Costa Rica is
clearly the strongest in the group falling a bit above the middle of the scale from highly
corrupt to very clean. Other countries perform worse, scoring below the regional average
of the Americas 43. If Colombia was ranked very high in the Economic Freedom index,
it was certainly not thanks to its government integrity as its score in the Corruption
Perceptions Index is very low. The situation seems to have deteriorated in the past 10
years, unlike in Ecuador, which has made significant improvements, even though its
performance remains low. Furthermore, Transparency International reports that the
worsening of corruption in Colombia dates back even further than a decade, as the rank
went from 57 in 2002 to 94 in 2012. This decline happened despite the improved political
stability and strong economic growth driven by a mining boom and better security
conditions. The government of President Santos even directly tackled corruption by
implementing a new anti-corruption act and creating a new anti-corruption office in 2011.
However, these institutional reforms seem not to have been able to reduce corruption.

(Gutiérrez 2013.)
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Nevertheless, the recent development in Colombia is not only negative. The overall
bribery rate (proportion of citizens that reported having paid a bribe for public services in
the previous 12 months) has declined from 30% in 2017 to 20% in 2019, which
corresponds to the average bribery rate in LAC. Also, more people think that the
government is doing a good job in fighting corruption. In 2019, the percentage was 40%
and in 2017, 31%. (Pring & Vrushi 2019.) In the 2020 index, the score and rank had
improved from the previous year and Colombia was ranked 92" with 39 points
(Transparency International 2021).

Out of all LAC countries, Peru and Colombia have the highest proportion of citizens
who consider government corruption to be a big problem (96% and 94% respectively).
These countries lead also in the share of people having little or no trust in the government,
court and police, the percentage being over 90. As for the overall bribery rate, Peru has
the highest bribery rate (30%) after Venezuela and Mexico, and Costa Rica the lowest
(7%). Despite its overall weak performance in the CPI, Brazil has the third-lowest bribery
rate (11%) in Latin America and the Caribbean. (Pring & Vrushi 2019.)

As for the state of corruption in LAC in general, the corruption rate correlates with
those of emerging economies in other regions and is significantly higher than in advanced
economies. However, the differences between countries are significant. For instance, in
Chile and Uruguay, the perceived corruption levels are comparable to those of advanced
economies. These countries perform well in other governance indicators as well and have
relatively high GDP per capita. (Lipton, Werner & Gongalves 2017.)

Trust in government and other officials, the police and courts is very low in general
and around half of the Latin American citizens think that most or everyone working in
these institutions is corrupt. Thus, it is not surprising that only 33% report corrupt
practices to authorities after having experienced corruption. Incidents are not reported out
of fear of retaliation and because corrupt officials rarely face any legal consequences.

(Pring & Vrushi 2019, 14, 19.)

5.6.8 Worldwide Governance Indicators

Worldwide Governance Indicators measure institutional quality based on 6 different
dimensions of governance. The indicator results are reported on a scale from -2.5 to 2.5,
where higher values correspond to better governance, and in percentile ranks among all

countries ranging from 0 (lowest rank) to 100 (highest rank). Data is available for every
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year since 1996 but the changes between years are not statistically different. (Worldwide
Governance Indicators 2020.) Thus, it is worth observing a longer period, like in Figure
32, where the performance of Colombia and its peers in six dimensions of governance is

depicted with scores of every second year between 1996 and 2020.
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Figure 32. Worldwide Governance Indicator scores in 1996-2020 (-2.5=weak,
2.5=strong) (Worldwide Governance Indicators 2021)

Out of the six countries studied, Costa Rica has been performing better than others in all
indicators throughout the years. In voice and accountability, the countries that started
from the bottom of the group, Colombia and Peru, have been able to improve significantly
but still remain at a lower level than others, except for Ecuador. In terms of political
stability and absence of violence and terrorism, Colombia is the weakest country of the
group throughout the time studied, despite substantial progress made after 2004. In
government effectiveness, the countries get quite converging results. Also, in this

indicator, Colombia has advanced significantly and has become the second-best country
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after starting as the worst country. Its recent scores are close to 0, which marks the global
median. In regulatory quality, countries are divided: Peru, Costa Rica and Colombia are
relatively strong, whereas, Argentina, Brazil and Ecuador have weakened and are all now
situated below the global median. In rule of law, which is an essential indicator for the
business environment, which includes factors like contract enforcement, only Costa Rica
is above the global median. The WGI scores in control of corruption are in line with the
results of the Corruption Perceptions barometer treated in the previous section. Only
Costa Rica performs better than the global median. Other countries have either maintained
their weak position or even worsened, except Colombia, which has made progress in
reducing corruption, improving its score from -0.51 in 1996 to -0.18 in 2020. Despite this,
corruption remains a great challenge for the country. In general, the charts indicate that
Colombia has made huge leaps in most indicators as the charts show a clear upward trend
for the country.

Figure 33 shows the governance indicators performance ranks in percentiles in 2020.
The percentile ranks make it easier to compare the countries’ performance on a global
level. The error margins are not included in the chart and it should thus be kept in mind
that when comparing two countries, there is no statistically significant difference between
them if the bars are of similar height because in this case, the error margins would overlap.
However, it can be seen that Costa Rica clearly outperforms others in all indicators except

regulatory quality, in which Peru and Colombia get similar scores as Costa Rica.
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Figure 33. Worldwide Governance Indicator percentile ranks in 2020 (0=minimum,
100=maximum) (Worldwide Governance Indicators 2021)
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Colombia’s weakness is still political stability and absence of violence and terrorism
even though the security situation has improved significantly from the 1990s and early
2000s when the country was situated in the lowest 10 percentile. In 2004, Colombia’s
percentile rank was the lowest 2.43, which means that it was considered one of the most
politically unstable and violent countries in the world. The most recent percentile rank

was 22.17.
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Figure 34. Overall performance in Worldwide Governance Indicators in Latin
America 2019 (Worldwide Governance Indicators 2021)

Figure 34 demonstrates the performance of Latin American countries in all WGI
indicators combined. Costa Rica is situated among the best performing percentile range
of Latin American countries (global percentile range of 50"-75™). Argentina, Brazil and
Peru are among the second-best group of Latin American countries. Colombia and

Ecuador are below the lowest global quartile, situated between 10™ and 25" percentiles.
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5.6.9 Customs Capabilities Database

The Customs Capabilities Database by the Global Express Association includes
information on countries’ customs procedures, rankings on relevant TTF indicators as
well as the signing of international agreements related to TTF. All countries compared in
this study expect Colombia have ratified the TFA Agreement, which has been discussed
in section 2.1.2Importance of trade and transport facilitation. The International
Convention on the simplification and harmonization of Customs procedures known as the
Revised Kyoto Convention that entered into force in 2006 has only been signed by

Argentina. (Global Express Association 2019; World Customs Organization 2020.)

5.6.10 Global Connectedness Index

The Global Connectedness Index analyzes the degree of globalization in different
countries based on their cross-border flows of trade, capital, information and people.
Countries are scored on a scale of 0 to 100 on each component. This overall score consists
of depth and breadth score both of which the scale is 0—50. The connectedness index
covers 169 countries. (Altman & Bastian 2020.) Table 21 includes the index scores and
ranks of Colombia and its peers in 2015-2019. To compare the development of the index

scores on a longer period, Figure 35 depicts the scores starting from the year 2001.

Table 21. Global Connectedness Index scores and ranks (DHL 2021)

GCI 2019 GCI 2018 GCI 2017 GCI 2016 GCI 2015
Rank Score Rank Score Rank Score Rank Score | Rank Score
Colombia g7th 48 g7t 47 g9t 46 93w 45 goth 47
Argentina 83 49 91t 46 92nd 45 92nd 45 96 45
Brazil 60t 56 65t 55 615t 55 634 54 615t 54
Costa Rica 74t 52 731 51 80t 48 84t 47 97t 44
Ecuador 92nd 46 95t 45 101% 43 100 43 9gth 44
Peru 67%h 54 67 53 631 54 61% 55 65t 54

Brazil outperforms others in recent years and it has also been at the top most years
throughout the 2000s. It was ranked 60™ out of 169 countries in 2019. None of the
countries can be considered particularly well connected as most of them rank below the
world average score of 50, and Brazil and Peru only slightly above. The trendlines in
Figure 35 indicate that all countries have improved their connectedness, some more than

others.



126

60

50

20 _./._.,—4\__,__‘0—./
-

30

20

Glohal Connectedness Index

10

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

—&— Colombia Argentina Brazil Costa Rica Ecuador Peru

Figure 35. Global Connectedness score trend (DHL 2021)

In Table 22, the overall score is divided into depth and breadth scores (scale 0—50). It can
be seen that Brazil is strong in breadth but not so much in depth of its international flows.
In other words, Brazil has connections that are globally more dispersed than those of other
countries but its international flows are relatively modest in comparison to its equivalent
domestic flows. Most comparator countries have a similar situation as their breadth scores

are higher than the depth scores. In contrast, Costa Rica leads other countries in depth.

Table 22. Global Connectedness depth and breadth scores (DHL 2021)

GCI 2019 GCI 2018 GCI 2017 GCI 2016 GCI 2015
Depth  Breadth | Depth  Breadth | Depth  Breadth | Depth  Breadth | Depth  Breadth
Colombia 17 31 16 31 16 30 16 29 17 30
Argentina 19 30 17 29 15 30 14 31 14 31
Brazil 14 41 14 41 14 41 12 42 12 42
Costa Rica 27 25 26 25 24 24 24 23 22 22
Ecuador 15 31 15 30 14 29 13 30 14 30
Peru 20 34 19 34 19 35 19 36 19 35

According to the latest Global Connectedness report, only about 25% of the LAC region’s
cross-border flows are intraregional despite the countries’ historical and linguistic ties as
well as regional integration efforts. In general, the LAC countries have low breadth
scores, in other words, they have connections with few specific countries, and as said,
with countries outside the region. Countries in the Northern part of the region usually
have the major part of their international flows with the United States. The second-largest
trading partner is Spain, with 8% of total flows due to colonial history. China comes third
with a share of 7%. (Altman & Bastian 2020, 62.) Figure 36 illustrates the international

flows of Colombia and its peer countries. The United States is clearly the most important
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partner country for all, except for Argentina and Ecuador. International flows with the US

dominate especially in the Northernmost countries of the group.
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Figure 36. Shares of international flows in 2019 (DHL 2021)
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In Table 23, the Global Connectedness index is further divided into its components. This

shows what international flows consist of. Brazil outperforms others in all pillars except

people. In the trade pillar, all countries have high breadth scores. Brazil almost achieves

maximum points, 50. This indicates that all countries have a widespread network of

trading partners, which is not typical for LAC countries according to the Global

Connectedness report. All countries except Costa Rica have low scores in depth, which

means that they have more domestic merchandise and services trade than international

trade. Low scores are easily explained by the fact that the group includes economies that

have huge domestic markets. A small country, Costa Rica, exports more of its production.
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Table 23. Global Connectedness pillar scores in 2019 (DHL 2021)

Trade Capital Information People
Depth Breadth Overall | Depth Breadth Overall | Depth Breadth  Overall | Depth Breadth  Overall
Colombia 8 37 45 24 26 50 35 24 59 15 22 37
Argentina 8 40 48 25 20 45 38 24 62 19 19 38
Brazil 5 48 53 24 37 61 36 29 65 4 34 38
E?Sta 20 28 48 32 22 54 35 19 54 23 26 49
ca
Ecuador 13 34 47 N/A  NA N/A 30 21 51 18 25 44
Peru 13 37 50 24 32 56 33 23 56 17 28 45

More detailed information of Colombia’s connectedness and its drivers is included in
DHL’s country report in Appendix 6. Global Connectedness Index 2019 (Source: DHL
2021)

5.6.11 Liner Shipping Connectivity Index

The Liner Shipping Connectivity Index (LSCI) is an index created by UNCTAD. It
measures maritime connectivity, in other words, how well countries are connected by the
sea. The index is computed every year for all countries that have regular containerized
liner shipping services and the results are available online starting from the year 2006.
The index is the average of 6 different components related to container traffic capacity
and container ship services of a country. The maximum value of the index is 100, which
is given to the highest-scoring country in 2006 (China). Other countries’ index scores are
calculated in relation to the maximum. (UNCTAD 2021a.) Table 24 presents Liner
Shipping Connectivity Index scores and ranks in Colombia and its peer countries in 2017—

2020.

Table 24. Liner Shipping Connectivity Index (UNCTAD 2021a)

LSCI 2020 LSCI 2019 LSCI 2018 LSCI 2017

Rank Index Rank Index Rank Index Rank Index
Colombia 34 48.9 36 46.5 34 46.7 32 47.4
Argentina 60 33.1 54 334 53 33.2 52 32.8
Brazil 48 36.4 47 35.7 48 354 48 34.8
Costa Rica 72 24.4 75 21.1 79 18.0 78 17.2
Ecuador 45 38.5 57 32.8 66 26.3 56 314
Peru 43 39.6 42 38.9 45 38.0 43 37.9

It can be seen from the table that Colombia has been the best-connected country of the

group in recent years ranking the 34" best-connected country globally. This has actually
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been the case since 2011 when Colombia gained the leading position from Brazil
(UNCTAD 2021a.) Figure 37 illustrates the development of the LSCI index scores since
2006. Besides Colombia, Peru and Ecuador have made significant progress, whereas in
Brazil and Argentina the development has been steadier. Costa Rica remains the lowest-

performing country in LSCIL.
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Figure 37. Liner Shipping Connectivity Index development in 20062020, maximum
2006=100 (UNCTAD 2021a)

UNCTAD publishes country profiles on its website. The general country profile provides
a snapshot of the country’s economic and financial situation. The maritime profile depicts
the country’s situation in maritime transport and international trade. The Maritime Profile
of Colombia can be found in Appendix 7. Maritime profile of Colombia (Source:
UNCTAD 2020)The profile includes a list of the top 10 partners calculated based on
bilateral liner shipping connectivity. (UNCTAD 2020.) The partner countries of

Colombia and comparators are presented in Table 25.

Table 25. Bilateral liner shipping connectivity in 2019 (UNCTAD 2020)

Colombia Argentina Brazil Costa Rica Ecuador Peru
L. Panama Brazil Argentina Panama Peru Colombia
2. Peru Uruguay Uruguay Mexico Colombia China
3. Mexico China China UK China Chile
4. China Singapore Singapore Colombia South Korea Mexico
5. Chile Hong Kong Spain UsS Mexico South Korea
6. Dominican Rep.  South Korea Hong Kong Belgium Hong Kong Hong Kong
7. South Korea Morocco South Korea Guatemala Japan Panama
8. Netherlands Spain Italy Jamaica Taiwan Ecuador
9. Hong Kong Italy Us Germany Panama Japan
10. Belgium Malaysia Morocco Dominican Rep. Guatemala Dominican Rep.
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Not surprisingly, the top 10 partners include big economies that are well connected
globally and have important container ports, like the US and China, Hong Kong, South
Korea and Singapore in Asia and the Netherlands, the UK, Belgium and Spain, in Europe.
Another visible factor in bilateral connectivity is geographical proximity. For example,
Costa Rica, Ecuador and Peru are well connected to their neighbor Colombia and nearby

Panama.

5.6.12 Air Connectivity Index, Air Trade Facilitation Index and eFreight Friendliness

Index

Air Connectivity Index measures how well countries are connected to the global air
transport network. The index results cover only two years: 2007 and 2012. (Shepherd et
al. 2016, Arvis & Shepherd 2011.) The scores and ranks for Colombia and its peer
countries for these years can be seen in Table 26. The data is quite old already but it
illustrates clearly that none of the countries were well connected to other countries by air
in 2007. The situation has substantially improved by 2012 and especially Brazil can be

considered to be very well connected to the global air transport network.

Table 26. Air Connectivity Index 2007 and 2012 (Shepherd et al. 2016, Arvis &
Shepherd 2011)

ACI 2012 ACI 2007

Rank Index Rank Index
Colombia 78 1.64 117 3.02
Argentina 66 1.92 133 2.41
Brazil 41 3.29 125 2.67
Costa Rica 74 1.75 110 3.24
Ecuador 107 1.10 134 2.39
Peru 93 1.40 160 1.81

Unlike the Air Connectivity Index, which includes data on both passenger and cargo
transport, the Air Trade Facilitation Index and eFreight Friendliness Index cover only
cargo transport by air. The difference between these two is that the Air Trade Facilitation
Index is a general indicator of the trade facilitation environment related to air cargo,
whereas the eFreight Friendliness Index focuses solely on the capabilities of countries to

electronically process cargo transactions. (Shepherd et al. 2016.) Table 27 presents the
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ranks and index scores of Colombia and its peers in the Air Trade Facilitation Index and

the eFreight Friendliness Index in 2016, which is the only year available for these indices.

Table 27. Air Trade Facilitation Index and eFreight Friendliness Index (Shepherd
et al. 2016)

ATFI 2016 EFFI 2016

Rank Index Rank Index
Colombia 60 73.11 80 1.05
Argentina 36 84.86 109 0.07
Brazil N/A N/A 78 1.25
Costa Rica 50 78.78 35 30.95
Ecuador 67 69.62 37 30.88
Peru 62 72.81 57 16.63

The index ranges are 0—100, with a higher score indicating better performance, though
the highest-ranking country in EFFI, the United Arab Emirates, scores only 47.37. The
best-performing country of the group in the Air Trade Facilitation Index is Argentina,
even though it fails miserably in implementing ICT in air cargo, as can be seen from its
low performance in the eFreight Friendliness Index. Costa Rica beats others in EFFI by
ranking 35" of 135 countries studied. In addition to Argentina, Colombia and Brazil also

score very low in electronic processing of air cargo.

5.7 Overview of the selected indicator results

This section reviews some of the results of the trade and transport facilitation indicators
presented above. The discussion of the results is divided into two parts according to the
categories established in the literature review on determinants of logistics performance.
The first part is dedicated to components assessing transport infrastructure and logistics,

and the second to factors related to institutional quality.

5.7.1 Quality of the transport infrastructure and services

Colombia does not rank very high in the overall quality of transport infrastructure. In fact,
according to the Enterprise Surveys conducted in 2017 and 2018, 42.4% of companies
identified transportation as a major constraint in Colombia. This is significantly more than
the average in Latin America and the Caribbean, 23.7%. (World Bank 2020b.) In the
Executive Opinion Survey conducted by the World Economic Forum in 2016, 20.1% of
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the companies selected high costs or delays caused by domestic transportation as one of
the most problematic factors for importing and 19.3% as the most problematic factors for
exporting (Geiger et al. 2016). In the quality of trade and transport infrastructure
component of the Logistics Performance Index, Colombia’s score is 2.67 (on a scale of
1-5) and rank 72" (World Bank 2018b). Only Costa Rica and Peru get even lower points.
Of the pillars of the Enabling Trade Index, Colombia gets its lowest score (3.0 on a
scale of 1-7) in the availability and quality of transport infrastructure pillar, ranking it
94 from 136 countries. Peru receives the same score and only Costa Rica’s performance
is worse. (World Economic Forum 2021.) Also, in the Global Competitiveness Index’s
transport infrastructure pillar, Colombia performs second-worst of the six countries, as
only Peru gets a lower score (Schwab 2019). The LPI scores are reviewed in Table 28

and infrastructure scores of the ETI and GCI in Table 29.

Table 28. Quality of trade and transport infrastructure in Logistics Performance
Index (scale 1-5) (World Bank 2018b)

LPI 2018: Infrastructure

Rank Score
Colombia 72 2.67
Argentina 62 2.77
Brazil 50 2.93
Costa Rica 84 2.49
Ecuador 69 2.72
Peru 111 2.28

Table 29. Overall quality of the transport infrastructure in the Enabling Trade
Index (scale 1-7) and Global Competitiveness Index (scale 0—100) (World Economic
Forum 2021; Schwab 2019)

ETI GCI
Rank Score Rank Score
Colombia 94 3.0 92 43.8
Argentina 73 34 72 47.7
Brazil 82 3.2 85 45.6
Costa Rica 115 2.6 88 44 .4
Ecuador 48 3.9 64 52.8
Peru 95 3.0 97 42.4

When ETI and GCI rankings are compared with each other, most countries get very
similar ranks. However, the ranks of Costa Rica and Ecuador are quite different in the
two indicators. This is because the availability and quality of the transport infrastructure

pillar of the ETI includes only indicators measuring the quality of transport infrastructure
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of different modes of transport, whereas the transport infrastructure pillar of the GCI also
contains variables measuring the quality of services and connectivity. Thus, for example,
Costa Rica is ranked only 115" out of 136 countries in ETI because of the weaknesses in
the country’s infrastructure.

For a closer look at the quality of transport infrastructure of Colombia and its peer
countries, it is worthwhile to study different modes of transport separately, as in Table
30. Based on the scores, it can be seen that especially, the quality of roads and railroad
infrastructure is considered weak in Colombia, even though the government has been
realizing transport infrastructure projects, including building new roads and improving
the existing ones (Ministry of Transport of Colombia 2020b). The scores have still
improved from the previous year. In 2019, Colombia scored 65.4 in road connectivity,
39.7 in quality of road infrastructure and 4.8 in railroad density (47.9, 37.9 and 3.7 in
2018). None of the peer countries get high scores in road or railway transport, except that
Argentina gets a very high score (94.5) in road connectivity and Ecuador a relatively good
score (65.0) in quality of road infrastructure. In other modes of transport, Colombia
performs better and the quality of port infrastructure and airport conmectivity are

considered very good.

Table 30. Availability and quality of transport infrastructure and services in
Enabling Trade Index (scale 1-7) and Global Competitiveness Index (scale 0-100)
(World Economic Forum 2021; Schwab 2019)

Colombia Argentina Brazil Costa Rica Ecuador Peru
Rank Score | Rank Score | Rank Score | Rank Score | Rank Score | Rank Score

Road connectivity 97 654 | 12 945 | 69 76.1 | 103 633 | 100 642 | 102 64.0
Quality of road ][04 39.7| 92 434|115 335|117 33.0| 35 65.0| 110 364

infrastructure

Railroad density 89 4.8 65 16.1| 78 89 | n/a n/a | na n/a 95 3.6
Efficiency of train 99 122 | 79 281 | 8 243 | n/a n/a | na n/a 74  31.7

services

Quality of railroad 104 14 | 87 2.1 93 1.9 | 97 1.8 | na n/a | 91 1.9

infrastructure (1-7)

Airport connectivity 31 68.7| 48 59.1| 17 89.7| 77 433 | 8 399 | 50 582
Efficiency of air 78 576 | 83 572 | 85 568 | 64 62.6| 58 64.6 | 92 542

transport services

Quality of airport 65 3.0 | 61 3.1 34 38 | 67 3.0 | 51 32 | 66 3.0

infrastructure (1-7)

Efficiency of seaport 72  51.5| 81 482 | 104 37.1| 79 485 | 55 58.1 | 84 47.1

services

Quality  of port 39 4. 55 3.6 | 71 32 1109 24 | 49 39 | 63 3.5

infrastructure (1-7)

Efficiency of transport 111 33 | 129 2.7 | 131 2.6 99 3.5 87 3.6 | 102 34
mode change (1-7)

For assessing transport and logistics services, it is worth looking at the following

components of the Logistics Performance Index: ease of arranging competitively priced
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international shipments, competence and quality of logistics services, ability to track and
trace consignments as well as the frequency with which shipments reach consignees
within schedules or expected delivery times. In comparison with its peers, Colombia
performs rather well in these LPI components and outperforms its income group and
region average, as discussed in 5.6.1. It receives the highest score compared with its peers
in international shipments (3.19) and the lowest score in overall competence and quality
of logistics services (2.87). (World Bank 2018b.) LPI scores in quality of logistics

services in Colombia and peer countries are visualized in Figure 38.
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Figure 38. Quality of logistics services in Logistics Performance Index (World Bank
2018¢)

Sea freight and, container traffic in particular, as well as air freight, play an important role
in moving goods internationally, thus indices measuring connectivity by sea and air are
essential in evaluating logistics services. In Liner Shipping Connectivity Index, which
is based on container traffic capacity and container ship services, Colombia ranks 34"
globally and outperforms its peers (Table 31). As for air freight, Colombia ranks globally
31%in airport connectivity. In the efficiency of air transport services, Colombia’s score
is 57.6/100, which is mid-range globally and also compared with its peers. Brazil is very
strong in airport connectivity and infrastructure but Costa Rica and Ecuador have better

scores in air transport services (Table 30). In the efficiency of transport change of the
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Enabling Trade Index, Colombia ranks 111" out of 136 countries. Improving the
multimodality in cargo transport is also recognized as a development priority by the

current government in Colombia (Ministry of Transport of Colombia 2020c, 62).

Table 31. Liner Shipping Connectivity Index (UNCTAD 2021a)

LSCI 2020
Rank Index
Colombia 34 48.9
Argentina 60 33.1
Brazil 48 36.4
Costa Rica 72 24 .4
Ecuador 45 38.5
Peru 43 39.6

The Air Trade Facilitation index and the eFreight Friendliness Index measure the Trade
Facilitation environment related to air freight. The EFFI focuses in particular on the
electronic processing of air cargo transactions. The scores of both indices are visible in
Table 32. In the ATFI, Argentina gets the highest score and is ranked 36" out of 124
countries. Other countries are situated midway in the global ranking. In the EFFI in turn,
Argentina gets the lowest score and is close to the global bottom. Also, Colombia and
Brazil lag behind their peers in this indicator. Thus, even though Colombia gets a high
score in the TFI automation component that measures electronic and automated
processing of cargo transactions in general, it does not perform well in the electronic

processing of air cargo.

Table 32. Air Trade Facilitation Index and eFreight Friendliness Index (Shepherd
et al. 2016)

ATFI 2016 EFFI 2016
Rank Index Rank Index
Colombia 60 73.11 80 1.05
Argentina 36 84.86 109 0.07

Brazil N/A N/A 78 1.25
Costa Rica 50 78.78 35 30.95
Ecuador 67 69.62 37 30.88
Peru 62 72.81 57 16.63

To summarize the overall performance of Colombia in transport and logistics, there is
room for improvement in transport infrastructure, especially in railway and road

infrastructure, but the country is well connected to international trade by air and sea. In
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the availability and quality of logistics services measured by the LPI, Colombia performs
on average better than its Latin American peers. However, the efficiency of train services
is low. The evaluations of international organizations are in line with the reports on the
state of logistics by the Colombian Ministry of Transport. The same infrastructure
challenges are recognized in these reports, as has been described in section 5.5 on the

Colombian transport sector.

5.7.2 Institutional quality

A great variety of institutional factors have been identified to affect the logistics
performance, one of them being self-evidently customs and border issues. The efficiency
of customs and border management clearance is the LPI component where Colombia
gets its lowest score, 2.61. As can be seen from Table 33 33, only Ecuador and Costa Rica

get higher scores. (World Bank 2018b.)

Table 33. Efficiency of customs and border management clearance in Logistics
Performance Index (scale 1-5) (World Bank 2018b)

LPI: Customs

Rank Score
Colombia 75 2.61
Argentina 98 2.42
Brazil 102 241
Costa Rica 70 2.63
Ecuador 48 2.80
Peru 86 2.53

Table 34 contains selected customs and trade indicators of the ETI index efficiency and
transparency of border administration as well as operating environment pillars (pillars 3
and 7). Customs services and customs transparency indices are calculated based on data
from the Customs Capabilities database of the Global Express Association. Colombia
performs worse than its peers in the customs services index that measures the quality and
comprehensiveness of services offered by customs authorities and related agencies. In the
transparency of customs procedures and regulations, most countries get maximum points.
Argentina gets the worst score in irregular payments in exports and imports. Other
countries are situated close to the middle of the scale between ‘very common’ and ‘never’
in paying bribes in connection with imports and exports. Argentina and Brazil are ranked

close to the global bottom in time predictability of import procedures, meaning that the
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time required for border clearance of imports fluctuates significantly. Argentina gets the
highest score in overall participation in multilateral trade rules. (World Economic Forum

2021.)

Table 34. Efficiency and transparency of border administration as well as openness
to multilateral trade rules in the Enabling Trade Index 2016 (World Economic
Forum 2021)

Colombia Argentina Brazil Costa Rica Ecuador Peru
Rank Score | Rank Score | Rank Score | Rank Score | Rank Score | Rank Score

Customs services | 80 0.51 | 59 0.63| 71 057| 38 0.70 | 62 0.61| 51 0.65
index (0-1)
Customs 1 1.00] 40 09| 1 100 1 100 1 1.00| 40 0.90
transparency index
(0-1)

Irregular payments | 73 36 | 126 24 97 3.1 71 3.7 65 3.9 51 4.4
in exports and
imports (1-7)

Time predictability | 82 38 | 134 25 | 135 24 | 78 38 | 87 3.7 | 57 4.1
of import
procedures (1-7)
Openness to| 64 68.1| 51 733| 92 60.0| 67 679| 74 654| 59 69.7
multilateral trade
rules (0-100)

According to the Enterprise Surveys, 24% of firms in Colombia identify customs and
trade regulations as major constraint (Table 35). This is more than the Latin American
average 19.3%. Peru does significantly better, as the share is only 10.6%. In Colombia, it
takes 12.5 days to clear direct exports and 18.6 days to clear imports through customs.

The average in LAC countries is 7.7 and 20.7 respectively. (World Bank 2020c.)

Table 35. Trade indicators in Enterprise Surveys (World Bank 2020b)

Colombia Argentina Ecuador Peru Lac World
Days to clear direct exports 12.5 6.5 92 84 7.7 7.5
through customs
Days to clear imports from 18.6 19.3 34.8 14 20.7 12.1
customs
Percent of firms identifying 24 20 26 10.6 193 16.8
customs and trade regulations
as major constraint

The trading across borders component of the Doing Business Index score is the simple
average of the scores a country gets for time and cost of obtaining, preparing, processing,
presenting and submitting documents for port or border handling, customs clearance and
inspection procedures related to imports and exports. The calculations are based on a
scenario where 15 tonnes of containerized car parts would be moved between a country’s

natural trading partner. (World Bank 2021b.) The scores and ranks in trading across
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borders are presented in Table 36. Table 37 and 38 contain the components of this score,

hours and dollars spent for import and export formalities.

Table 36. Overall score in trading across borders of the Doing Business Index
(World Bank 2020c¢)

Colombia ’ Argentina ’ Brazil ‘ Costa Rica ’ Ecuador ‘ Peru
Rank  Score | Rank  Score | Rank Score | Rank  Score | Rank Score | Rank  Score
Trading acress 133 627 | 119 67.1 | 108 69.9 80 77.6 | 103 712 | 102 713
borders

Table 37. Time and cost to export in trading across borders (World Bank 2020c¢)

’ Colombia | Argentina | Brazil | Costa Rica | Ecuador | Peru | LAC
Border compliance (hours) 112 21 49 20 96 48 55.3
Border compliance (USD) 630 150 862 450 560 630 516.3
Documentary compliance 48 25 12 24 24 24 35.7
(hours)
Documentary compliance 90 60 226 80 60 50 100.3
(USD)

Table 38. Time and cost to import in trading across borders (World Bank 2020c¢)

| Colombia | Argentina | Brazil | Costa Rica | Ecuador | Peru | LAC
Border compliance (hours) | 112 60 30 80 24 72 55.6
Border compliance (USD) 545 1200 375 500 250 700 628.4
Documentary compliance 64 166 24 26 120 48 43.2
(hours)
Documentary compliance 50 120 107 75 75 80 107.3
(USD)

Comparing the figures in the tables shows that the monetary costs of exporting from
Colombia are relatively high. Complying with export formalities is more expensive only
in Brazil. The number of hours required for export formalities is significantly higher than
in any of the peer countries. As for imports, the number of hours needed is higher than
the Latin American average and higher than in most peer countries but complying with
import documents costs less than in peer countries and the costs are less than half of the
average in LAC countries. (World Bank 2020c.) However, the results in the Doing
Business Index differ from those of the domestic Logistics Performance Index in which
clearance time was the shortest in Colombia, as discussed in Section 5.6.1.

In the Trade Facilitation Indicators of the OECD, Colombia performs on average
better than its peers, as its score in overall trade facilitation performance, 1.46, is the

highest of the group (Table 39). In indicators concerning documents and automation
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related to export and import formalities, Colombia gets the best scores of the group. The
ranking order of the countries seems to be very different from that of the World Bank’s
trading across borders indicator. This is most likely due to different calculation methods
of the indicators. For instance, the TFI indicators consist of diverse variables, like if and
where information on fees is published, are fees calculated on an ad-valorem basis, how
many types of fees are collected. Whereas, the cost to export and import indicators of the

Doing Business Index are based on trading costs involved in a hypothetical scenario.

Table 39. Overall trade facilitation performance and selected Trade Facilitation
Indicators in 2019 (scale: 0-2) (OECD 2020)

Colombia Argentina | Brazil | Costa Rica Ecuador Peru
Average trade facilitation performance 1.46 1.31 1.24 1.40 1.08 1.43
Information availability 1.55 1.43 1.29 1.43 1.15 1.57
Fees and charges 1.54 1.54 1.50 1.57 1.36 1.77
Formalities - documents 1.63 1.11 1.22 1.50 1.00 1.56
Formalities - automation 1.77 1.46 1.31 1.62 1.17 1.39
Formalities - procedures 1.25 1.44 1.16 1.28 1.41 1.21
Governance and impartiality 1.78 1.56 1.89 1.44 1.11 1.89

In addition to border policies, other institutional factors are also relevant in evaluating the
business and logistics environment. Some of these indicators are covered in the following.
Worldwide Governance Indicators evaluate the quality of institutions on several
dimensions of governance (Worldwide Governance Indicators 2020). From Table 40, it
can be seen that apart from Costa Rica, which gets relatively good scores in all indicators
selected for this table, there is quite a lot of variation in the scores for each county.
Colombia and Brazil get very weak scores in political stability and absence of violence
and terrorism and Ecuador in regulatory quality and rule of law. In control of corruption,
Ecuador and Peru perform worse than other countries. (Worldwide Governance

Indicators 2021.)

Table 40. Selected Worldwide Governance Indicators in 2020 (Scale: 0-100)
(Worldwide Governance Indicators 2021)

Colombia | Argentina | Brazil | Costa Rica | Ecuador | Peru
Political stability and absence of violence 22.17 48.58 32.08 71.70 34.43 38.68
and terrorism
Regulatory quality 63.46 31.73 46.15 66.35 17.31 70.19
Rule of law 33.65 34.62 48.08 70.19 32.21 41.35

Control of corruption 47.60 50.00 43.75 77.40 32.21 | 33.65
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In addition to the Worldwide Governance Indicators, several other indicators measure
corruption. In Transparency International’s global Corruption Perceptions Index,
Colombia, Brazil, Ecuador and Peru receive very similar scores and are ranked as 92"
and 94" most corrupt out of 180 countries. The average score in Latin America is 43.
(Transparency International 2021.) As can be seen from Table 41, all comparator
countries apart from Costa Rica score below the Latin American average. The CPI scores
are in line with the latest results of the Enterprise Surveys (Table 42) according to which
around half or more than half of the companies in peer countries consider corruption as
a major constraint, which is more than the average in LAC countries, 44.7%. In

Colombia, this share is as high as 62.1%.

Table 41. Corruption Perceptions Index (Transparency International 2021)

CPI12020

Rank Score
Colombia 920 39
Argentina 72" 42

Brazil 94th 38
Costa Rica 42™ 57
Ecuador 92nd 39
Peru 94th 38

Table 42. Corruption and Crime indicators in Enterprise Surveys (World Bank
2020b)

Colombia | Argentina | Ecuador Peru LAC World
Percent of firms 62.1 50.0 49.4 53.6 44.7 314
identifying corruption
as a major constraint
Percent of firms 21.2 14.5 17.3 18.9 23.3 16.2
experiencing losses due
to theft and vandalism
Percent of firms 26.0 14.0 18.0 25.7 25.3 17.2
identifying crime, theft
and disorder as a major
constraint

In the same way as in WGI, Costa Rica is in a league of its own in the GCI and ETI
indicators that measure the quality of institutions, operating environment and in particular
physical security (Table 43). Other countries receive low scores in most of these

indicators.
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Table 43. Institutions and operating environment in Global Competitiveness Index
(rank out of 141 countries; scale 0—100) and Enabling Trade Index (rank out of 136
countries; scale 1-7; bottom two rows) (Schwab 2019; World Economic Forum
2021)

Colombia Argentina Brazil Costa Rica Ecuador Peru
Rank Score | Rank Score | Rank Score | Rank Score | Rank Score | Rank Score

Organized crime 131 345 | 100 510 132 338 | 77 591 | 94 546 | 134 334
Terrorism 128 856 | 70 998 | 74 99.8 1 100 | 76 99.8 | 92 99.1

incidence
Reliability of police 107 43.3 | 101 44.1 | 117 38.5 61 603 | 100 46.4 | 131 30.2

services

Judicial 111 315 | 112 308 | 94 356 | 46 58.4 | 128 223 | 122 255
independence

Burden of 123 28.0| 125 27.1 | 141 114 | 42 66.1 | 130 24.7 | 128 255
government

regulation

Property rights 91 513 | 112 458 | 103 489 | 44 66.1 | 114 446 | 121 42.4
Intellectual 92 470 | 8 487 | 95 464 | 49 60.1 | 108 43.6 | 124 37.1
property protection

Government 101 40.2 | 118 329 | 130 280 | 48 573 | 127 298 | 78 46.7
ensuring policy

stability

Business costs of 125 2.8 113 3.5 127 2.7 85 42 | 107 37 | 124 2.8

crime and violence
a-n
Business costs of 131 29 50 5.5 10 6.2 23 59 46 56 | 104 45

terrorism (1-7)

Organized crime is areal problem in Colombia, Brazil and Peru. Not surprisingly, in these
countries, crime and violence impose the most costs on businesses. In Colombia and Peru,
26% of companies identify crime, theft and disorder as a major constraint on business.
This is only slightly above the Latin American average, though. (World Bank 2020b.)
Apart from Costa Rica, none of the countries get good scores in the trustworthiness of the
law enforcement and court institutions. Political stability is particularly low in Brazil and
Ecuador. Government regulation is especially burdensome in Brazil, as its score is only
11.4/100. Colombia performs better than most of its peers in the protection of property
rights (51.3) and IP rights (47.0) as well as in the burden of government regulation (28.0).
Although, these scores are not very good at a global level.

To recap Colombia’s performance in institutional quality indicators presented in this
section, the country’s challenges are mainly related to customs services, security and
corruption. Despite Colombia’s weak performance in border administration indicators of
the World Bank and the WEF, the country scores on average better than its peers and
countries of the same region and income group in OECD’s Trade Facilitation
Indicators. This might be due to different source data. The TFIs focus on trade regulation,

whereas the ETI, Doing Business Index and Enterprise Surveys are based on survey data.
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6 FINDINGS AND CONCLUSIONS

Based on research literature on trade and transport facilitation, it was concluded that
business and logistics environment are affected by factors related to infrastructure and
institutions. Thus, indicators that assess the quality of transport infrastructure and
institutional quality were used in analyzing the Colombian business environment. In this
chapter, the findings of the analytical part of the thesis are summarized followed by a
discussion of the theoretical contribution and managerial implications of the thesis. The
chapter concludes with a discussion on the limitations of the study and ideas for further

research.

6.1 Summary and discussion of findings

The analysis of the Colombian business and logistics environment builds on previous
literature which suggests that countries’ logistics performance is affected by indicators of
institutional quality as well as factors related to transport infrastructure and logistics.
Thus, indicators related to the quality of institutions and transport infrastructure were used
in assessing the business and logistics environment of Colombia and its peers. What
makes the framework for analysis of this thesis unique is that the analysis was based on
a larger number of indicators than in previous studies. In addition, the indicator results
were complemented with an analysis of the current economic development and the state
of the transport and logistics sector. The findings of the analysis are summarized in the
following.

The analytical part of this thesis starts with an outlook to the Colombian economy
and trade relations. The economy in Colombia is characterized by macroeconomic
stability, robust economic growth and strong domestic demand. Colombia has
traditionally had a relatively good credit rating and it has thus been able to receive cheap
funding for its investment projects. (Kokkoniemi, 2019.) However, the corona crisis had
severe repercussions for the Colombian economy and public debt levels rose fast.
Colombia’s credit rating was downgraded in 2021 due to the rising government debt to
GDP ratio and political unrest. (IHS Markit 2021.)

The export sector in Colombia is dependent on fossil fuels. Even though the
diversification of export articles has increased for the past years, the economy is still

vulnerable to oil price fluctuations. The country has made efforts in making the business
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environment attractive for foreign investments and opening up the country for trade. It is
one of the best-performing Latin American countries in ease of doing business. Colombia
is active in regional integration and has signed numerous free trade agreements globally,
including FTAs with the EU and the US. However, bureaucracy and local norms set
obstacles to applying the FTAs in practice. Thus, deregulation is one of the aims of the
current government. (Kokkoniemi, 2019.)

After the economic overview, the current state of the Colombian logistics and
transport infrastructure is studied. Geographic conditions make creating an efficient
transport infrastructure difficult in Colombia. The country is divided by mountain chains
and impermeable rain forests, which makes building roads and connecting the production
and consumption hubs in the center of the country to maritime ports challenging. The
share of unpaved roads is high compared with other Latin American countries and the
quality of roads in general is poor. (International Trade Center 2021.) As for rail transport,
most of the railway network is currently inactive (Ministry of Transport of Colombia
2020b, 72).

Colombia has access to both the Pacific and the Caribbean Sea but the Pacific side
port infrastructure is underdeveloped. There is only one port, Buenaventura, with
importance in terms of international trade. Ports in the Caribbean are better equipped and
have better connections to the center of Colombia. (Ministry of Transport of Colombia
2020b, 141.) Development of the maritime ports in the Pacific would offer great
opportunities to reach the Asian market. Colombian ports perform well in Latin American
rankings. In total maritime container traffic, Colombian ports are ranked fifth and
Cartagena port on the Caribbean coast is the fourth biggest port in Latin America.
(Ministry of Transport of Colombia 2020b, 127-128.) Colombia is also clearly ahead of
its peers in maritime container transport and is ranked globally 34™ in Liner Shipping
Connectivity Index (UNCTAD 2021a).

Colombia has good airport connectivity and in particular, the US market is easy to
reach by air. El Dorado airport in Bogota is one of the busiest airport hubs in Latin
America. In recent years, Colombian airports have been expanded to cater to a growing
number of tourist flows. More projects are foreseen in the future to further increase the
capacity. (PRS Group 2017, 11.)

Colombia enjoys an extensive network of navigable rivers but like the railway
network, inland waterways are currently not used at their full potential. However, current

infrastructure projects include increasing the cargo capacity in navigable rivers as well as
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reviving cargo transport in inactive railways. The aim is also to develop intermodal
transport corridors to enhance the efficiency of trade logistics. (Ministry of Transport of
Colombia 2020c¢.) Massive infrastructure projects are expected in the near future, which
could open opportunities for Finnish companies to sell their transport infrastructure
solutions.

The last part of the analysis examines Colombia’s performance in trade and transport
facilitation indicators compared with its peer countries Argentina, Brazil, Costa Rica,
Ecuador and Peru. Colombia outperforms its peers in several indices. In the Global
Competitiveness Index, Colombia is the most competitive country of the group ranking
4™ regionally and 57" globally (Schwab 2019). Also, in the Doing Business Index
Colombia is significantly ahead of its peers, ranking 67% out of all countries (World Bank
2019). Colombia also has the best score in the Index of Economic Freedom and is 49"
on a global scale and 6™ at the regional level. It outperforms others in business, labor,
investment and financial freedom indicators. Also, scores in fiscal health, monetary
freedom and trade freedom are particularly high. (Heritage Foundation 2021b.) In the
Trade Facilitation Indicators, Colombia gets the highest score of the group (OECD
2020). In the Logistics Performance Index, Colombia is the second-best country of the
comparator group and is placed 58" globally (Brazil is 56™) (World Bank 2018b).

Despite Colombia’s relatively high overall scores in the abovementioned trade and
transport facilitation indicators, its performance in some areas is poor. The challenges are
often the same in most other Latin American countries. Colombia’s weakest scores in the
Index of Economic Freedom are in the rule of law indicators, particularly judicial
effectiveness and government integrity. Rule of law and regulatory efficiency are the areas
where Latin American countries in general struggle the most. Colombia scores well in all
indicators related to regulatory efficiency indicators (business, labor and monetary
freedom), though (Heritage Foundation 2021b.). In the GCI, Colombia’s weakest pillars
are innovation capability and institutions, which are among the typical challenges for
Latin American countries (Schwab 2019). Also, in the Enabling Trade Index,
Colombia’s most problematic areas correspond mainly to those of most Latin American
countries. Colombia receives its weakest scores in the transport infrastructure, transport
services and operating environment pillars. It is the efficiency and accountability of public
institutions as well as physical security that lower the overall score of the operating

environment pillar. Weak performance in these pillars and pillar components is
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characteristic of the business environment in Latin American countries in general. (Geiger
et al. 2016.)

In the Worldwide Governance indicators, Colombia’s strengths are regulatory
quality and voice and accountability and weaknesses political stability as well as absence
of violence and terrorism. In the overall WGI score, Colombia is along with Brazil and
Ecuador among the worst countries of the group, despite a continuous upward trend.
(Worldwide Governance Indicators 2021.)

Even though Colombia ranks high in competitiveness and ease of doing business
indicators in general, its transport infrastructure lags behind in international comparisons.
In fact, 42.4% of Colombian companies consider that transport is a major constraint for
business (World Bank 2020b). Compared with its peers, Colombia, along with Costa Rica
and Peru, gets the lowest scores in transport infrastructure pillars of the LPI, ETI and
GCLI. The quality of road and railway infrastructure, in particular, is low. Performance in
other modes of transport is better. Airport connectivity and seaport infrastructure get very
good scores even. When it comes to transport and logistics services, Colombia performs
rather well in comparison to its peers. (World Economic Forum 2021; Schwab 2019;
World Bank 2019.) Also, the maritime container services are considered very good and
Colombia clearly outperforms its peers in the Liner Shipping Connectivity Index
(UNCTAD 2021a). However, the efficiency of transport mode change is low. As for ICT
infrastructure, Colombia gets a good score in the ETI’s availability and use of the ICT
pillar. In its Government Online Service Index component, Colombia is even placed 27"
out of 136 countries. In the GCI’s ICT adoption pillar, in turn, Colombia’s performance
is relatively weak. This pillar focuses on mobile and internet subscriptions, whereas the
ICT pillar of the ETI includes variables on the use of the internet for commercial and
governmental transactions. (World Economic Forum 2021; Schwab 2019.)

International assessments on Colombia’s transport infrastructure are in line with the
reports on the state of logistics of the Colombian Ministry of Transport. In fact, the
Colombian government follows closely international evaluations, such as the LPI and
GCI, to monitor the success of measures taken to improve the quality of transport
infrastructure. Despite significant progress in infrastructure-related scores in past years,
transportation still hinders competitiveness. (Ministry of Transport of Colombia 2020b.)
The Colombian government is currently investing heavily in infrastructure projects with
the aim of increasing especially the use of railways, inland waterways and intermodal

transport corridors in trade (Ministry of Transport of Colombia 2020c).
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As for institutional quality indicators, Colombia’s challenges lie in customs and
border management, corruption and insecurity. In the World Economic Forum’s customs
services index (part of the Enabling Trade Index), Colombia scores lower than its peers
(World Economic Forum 2021). In the World Bank’s trading across borders indicator,
Colombia performs in general worse than its peers because time and cost of exporting are
high (World Bank 2020c). However, in the Trade Facilitation Indicators of the OECD,
Colombia is stronger than any of its comparator countries and also scores above the
averages of the whole region and income group (OECD 2020). The difference in the
scores could be due to the fact that the indicators measure different aspects of border
procedures. The TFI assesses adequateness of trade regulations, quality and
comprehensiveness of services by customs and related agencies, whereas trading across
borders actual time and cost of export and import clearance. In other words, the OECD
evaluates the customs legislation in place, whereas the WEF and World Bank customs
practices.

Although, the security situation has improved in Colombia and reforms to combat
corruption have been realized, criminal activities and corrupt practices persist. Business
costs of crime and violence are particularly high and organized crime is thriving in
Colombia, Brazil and Peru (Economic Forum 2021; Schwab 2019). According to the
Enterprise Surveys, 62.1% of companies identify corruption as a major constraint for
business. In the Corruption Perceptions Index, Colombia is among the most corrupt
countries of the comparator countries, ranking 92" globally. The situation has improved
though, as the overall bribery rate has declined from 30% in 2017 to 20% in 2019, which
corresponds to the average bribery rate in LAC. The scores of Brazil, Ecuador and Peru
are equally bad or even worse. (Transparency International 2021; Pring & Vrushi 2019.)
In the WGTI’s control of corruption indicator, Colombia gets better scores than these three
countries (Worldwide Governance Indicators 2021).

The areas in which Colombia’s performance is very strong explain the country’s high
overall scores in business environment indices. These fields include often indicators
related to the macroeconomy, finance and openness to trade. In the Enabling Trade
Index, Colombia gets high scores in the market access indicators (World Economic
Forum 2021). In the Global Competitiveness Index, Colombia outperforms its peers for
example in parameters related to the financial system, business dynamism and labor

market. Also, the score in macroeconomic stability is high. (Schwab 2019.) In the Ease
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of Doing Business, Colombia is the 11% best country in the world in getting credit (World
Bank 2020c).

To conclude the summary of findings, it can be stated that Colombia is ranked as one
of the best business environments in many TTF indicators but lags behind in road and
railway infrastructure, border management efficiency, corruption and insecurity. Despite
significant progress achieved in these indicators for the past years, persisting problems
continue to affect Colombia’s competitiveness. However, the challenges of Colombia are
shared with most other countries in the region. On the other hand, connectedness by air
and sea as well as seaport infrastructure are considered very good. The maritime container
services, in particular, are ranked high and the US market is easily reached by air.
Colombia also enjoys the advantage of having access to both the Atlantic and the Pacific,
which offers a relatively short connection to China and the Asian market as well as to the
cities on the West Coast of the United States. Nevertheless, the seaport capacity on the
Pacific coast is currently underdeveloped. Another geographical advantage is Colombia’s
extensive system of navigable rivers. However, the rivers are not used at their full
potential. Significant infrastructure projects are foreseen in the near future, including
increasing the cargo capacity of the rivers and developing inactive railways to create
efficient intermodal transport corridors. It remains to be seen, however, whether
implementing these projects will be postponed due to the unstable economic situation

caused by the COVID-19.

6.2 Contributions

This thesis aimed to describe the Colombian business and logistics environment. The
description comprises an overview of the Colombian logistics and trade environment as
well as an analysis of the country’s performance in international trade and transport
facilitation indices. Colombia’s logistics performance was compared with that of its Latin
American peers.

The theoretical contribution of the descriptive analysis presented in this thesis is
twofold. Firstly, this study complements existing research on trade and transport
facilitation by focusing on a less studied market, Colombia. Secondly, it provides a
framework for analyzing the business environment from the point of view of logistics.
What makes this research framework one of a kind is that it combines an analysis of the

state of logistics with a great number of trade and transport facilitation indicators. To the



148

best of the author’s knowledge, there is no other study that would use this many TTF
indicators as source data. Furthermore, the indicators presented in this thesis can be used
for assessing the logistics performance of virtually any country in the world.

The key implication of this study is to give companies insight on what to expect when
planning to do business in Colombia. It helps companies to consider possible risks related
to organizing logistics and to the overall business environment in Colombia. Moreover,
the set of indicators included in this study is a great tool that offers resources to see the
updated situation of the business and logistics environment in years to come and to
examine further those indicators that are relevant for the reader. As the indicators
presented in this thesis cover most countries of the world, the same indicators can be used
to study the logistics performance of any country in the world. One major Finnish
company has already benefited from the material provided in this thesis for investigating

logistics in another Latin American country.

6.3 Limitations and future research topics

The most important quality of this work is its comprehensiveness, which is also the
greatest limitation of the study because it restricts the depth of the analysis. It was not
possible to discuss TTF indicators and their components on a deeper level nor present all
the scores in tables for Colombia and its peers. In fact, given the length and scope of this
work, it was possible to only scratch the surface of the information available on logistics
performance in Colombia. Also, the scope of the study forced to keep the analysis of the
peer countries superficial. Further studies similar to this one should be carried on
Colombia’s peer countries to help managers decide between potential markets for
business entry.

Another limitation of this study is related to the narrowing of the topic — or the lack
of it. Since the scope of the study does not involve defining possible products, company
size, the role of Colombia in the business venture (i.e., export/import market, foreign
direct investment, part of a global value chain), the business environment was analyzed
at an abstract level. Thus, the study does not take into consideration different needs of
companies and the results of the study, such as the typical challenges of the Colombian
business environment, are obviously not pertinent for all managers. However, the
framework of this study could be applied in the future for case studies by complementing

this research data with new data that would be relevant for a specific case.
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APPENDICES

Appendix 1. Most important product groups in exports and imports by value

in 2020 (Source: International Trade Center 2019)

Value .
exported in share in
Product label Colombia's
2020 (USD exports (%)
billion) St
All products 31,05 100
Mi - . -
|‘ne?ral fuels, 'mlne.ral oils and product's of their 12,92 4163
distillation; bituminous substances; mineral ...
Natural or cuItured.pearIs, precious or semi-precious 2.99 9,65
stones, precious metals, metals clad ...
Coffee, tea, maté and spices 2,54 8,17
L' . H .
ive trees and other plants; bulbs, roots.and the like; 143 4,61
cut flowers and ornamental foliage
Plastics and articles thereof 1,32 4,26
Edible fruit and nuts; peel of citrus fruit or melons 1,28 4,14
Animal or vegetable fats and oils and their cleavage
. . 0,60 1,93
products; prepared edible fats; animal ...
Electrical machinery and equipment and parts thereof;
- 0,51 1,65
sound recorders and reproducers, television ...
Sugars and sugar confectionery 0,51 1,63
Iron and steel 0,48 1,54
Miscellaneous chemical products 0,44 1,43
£ 21 oil inoids: perf -
ssential oils and r.e5|n0|ds, per' umery, cosmetic or 0,42 136
toilet preparations
Miscellaneous edible preparations 0,38 1,23
Pharmaceutical products 0,36 1,16
Machinery, mecha.nlcal appliances, nuclear reactors, 0.36 115
boilers; parts thereof
Vehicles other than railway or tramway rolling stock,
. 0,36 1,15
and parts and accessories thereof
Aluminium and articles thereof 0,32 1,03
P ; articl f Ip, of
aper and paperboard; articles of paper pulp, of paper 0,24 0,79
or of paperboard
Articl . .
rticles of appar'el and clothing accessories, not 0,20 0,64
knitted or crocheted
Soap, organic surface-active agents, washing 017 055
preparations, lubricating preparations, artificial ... ’ ’
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Value .
imported in SHArEin
Product label Colombia's
2020 (USD imports (%)
billion) S
All products 43,49 100
Machi hanical li I t
achinery, mec a.nlca appliances, nuclear reactors, 516 1186
boilers; parts thereof
Electrical machinery and equipment and pa!'t.s thereof; 4,98 11,45
sound recorders and reproducers, television ...
Vehicles other than railway or tramway rolling stock,
. 3,47 7,98
and parts and accessories thereof
Pharmaceutical products 2,51 5,76
Ml.nefral fuels, .mmEfraI oils and product.s of their 220 5.06
distillation; bituminous substances; mineral ...
Plastics and articles thereof 2,08 4,78
Cereals 1,96 4,51
Organic chemicals 1,86 4,28
Optical, photographic, cinematographic, measuring, 148 341
checking, precision, medical or surgical ... ’ ’
Iron and steel 1,17 2,70
Miscellaneous chemical products 1,07 2,47
Resi f he f i ies;
esidues and waste ro_m the food industries; 0,93 213
prepared animal fodder
Rubber and articles thereof 0,71 1,64
Articles of iron or steel 0,66 1,51
Aircraft, spacecraft, and parts thereof 0,65 1,51
Fertilisers 0,64 1,47
Animal or vegetable fats and oils and their cleavage
. ) 0,59 1,36
products; prepared edible fats; animal ...
E tial oil d resinoids; perf ti
ssential oils an r_esmon s; per_ umery, cosmetic or 0,55 126
toilet preparations
h - il icles; ; lothi
Other made-up textile ar'tlc es,. sets; worn clothing and 0,51 117
worn textile articles; rags
P ; articl f Ip, of
aper and paperboard; articles of paper pulp, of paper 0,51 117
or of paperboard
Commodities not elsewhere specified 0,42 0,97
Beverages, spirits and vinegar 0,42 0,96
Tanning or dyeing extracts; tannins and their 0.36 0.83
derivatives; dyes, pigments and other colouring ... ’ ’
Aluminium and articles thereof 0,35 0,80
Inorganic chemicals; organic or inorganic compounds
. 0,34 0,79
of precious metals, of rare-earth metals, ...
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Appendix 2. Development of Colombia’s services trade in 2016-2020 (USD billion)

(Source: International Trade Center 2019)

Exported Exported Exported Exported Exported Share in all

Service label Valuein Valuein Valuein Valuein Valuein exported services

2016 2017 2018 2019 2020 in 2020 (%)
All services 7,771 8,461 9,653 9,977 5,107 100,00
Travel 4,523 4,921 5,557 5,652 1,585 31,03
Transport 0,890 1,057 1,239 1,484 1,566 30,67
Other business services 1,640 1,708 1,881 1,983 1,121 21,95

Telecommunications,
computer, and

information services 0,325 0,344 0,457 0,351 0,351 6,88
Government goods and
services n.i.e. 0,136 0,156 0,174 0,183 0,211 4,14

Personal, cultural, and
recreational services 0,048 0,080 0,070 0,090 0,093 1,82
Charges for the use of
intellectual property

n.i.e. 0,046 0,062 0,106 0,093 0,089 1,75
Financial services 0,130 0,117 0,101 0,105 0,063 1,24
Insurance and pension

services 0,023 0,017 0,017 0,014 0,017 0,33
Maintenance and repair

services n.i.e. 0,010 0,001 0,051 0,023 0,010 0,19

Imported Imported Imported Imported Imported Share in all

Service label Valuein Valuein Valuein Valuein Valuein imported services
2016 2017 2018 2019 2020 in 2020 (%)

All services 11,301 12,438 13,505 13,880 9,199 100,00
Transport 2,605 2,831 3,093 3,198 2,302 25,02
Financial services 0,527 1,056 1,137 1,318 1,514 16,46
Travel 4,254 4,475 4,824 4,976 1,421 15,45
Insurance and pension
services 0,950 0,998 1,000 1,051 1,071 11,64
Other business services 1,558 1,523 1,622 1,363 1,055 11,47

Telecommunications,
computer, and
information services 0,707 0,828 0,886 0,970 1,010 10,97
Charges for the use of
intellectual property

n.i.e. 0,439 0,420 0,594 0,734 0,617 6,71
Government goods and

services n.i.e. 0,142 0,140 0,132 0,114 0,108 1,17
Personal, cultural, and

recreational services 0,106 0,080 0,112 0,094 0,057 0,62
Maintenance and repair

services n.i.e. 0,012 0,085 0,103 0,064 0,045 0,49
Construction 0,002 0,001 0,000 0,000 0,000 0,00

Manufacturing services
on physical inputs owned
by others 0,002 0,002 0,00
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Economy profile of Colombia (Source:
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Appendix 4. Global Competitiveness Index 2019, Economy profile of Colombia
(Source: Schwab 2019)
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1.11 Efficiency of lagal framework In ssttiing cisputes 1-7 st 3.0 33T ¢ 108 Singapore
112 E-Paricipation o-1 fbass 0.8z 821 = 23 Mustipis (3)
Transparency s-100 - 36.0 + &5 Denmark
1.13 Incidence of comuption 0-100 {basty 38.0 360 + B3 Denmark
Property righte o-100 - 511 4 TE Finland
1.14 Propeny nghs 1-7 fas) a1 513 ¢ o1 Finland
118 Intslieciual property Probscton 1-7 s a8 470 + 82 Finland
1.16 Cuallty of land administration o-30 fbest) 18.3 20 = ] Mutipis (%)
COpOTEte JOVEIMANCE 0-100 - 720 + 2z Mew Zealand
117 Strengih of audiiing and accounting standards 1-7 (e 5.0 B6.D = 54 Finland
1.18 Conflict of IMErest raquIation -10 {hest) 8.0 BOO = 12 Hanya
1.19 Shareholder QOVemance 0-10 [k 70 700 + 28 Kazakhstan
Future orientaton of overnment o100 - T 110 Luxembaurg
1.5 GOWSIMMant ansuring policy stablity 1-7 (bass 34 402 101 Switzariand
1.1 GOWSIMMEnt's IeSpONSNeNsss 1o Change 1-7 (sl 33 364 85 Singapars
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204 Efficiency of train Senices 1-7 phest) 1.7 122 4 o Japan
206 ANpOr connectvity scom 144,423 4 BBT = Ell Mustipie (3)
206 Efficiency of alr transport senices 1-7 (s} 44 478 =+ 7B Singapore
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Utliity Infrastructurs =100 - B4E 4 T2 le=land
206 ElSCITicity SCCHES % of populaion g7.0 870 4 81 Multipis (67)
210 Blactricity supply quallty < of cugpa 8.1 847 = 51 Multipke (1)
211 EXpOGUTE 10 UNSale Oinking walsr % of popuation 18.9 B22 4 T8 Multipis [28)
212 Relabliity of water supsly 1-7 bast) 48 (LT &6 lealand
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Index Component Value Score Ranic141 Best Parformer
1¥ 3rd plitar: 1CT adoption o-100 = 200 + &T Korea, Rep.
201 MODES-CAllLAr I5pN0Ne SUDSENENONS per 100 pop. 120.0 1000 = 43 Multipis (63)
02 Moblis-broadband subscriplons per 100 pop. 323 NApDL 101 Unifled Arab Emirales
204 Fixed-broadoand Internet subsciiplions per 100 pop. 134 268 2 64 Swizeriand
304 Flbre INtBMat SUBSCTIPIONS per 100 pop 14 NAApRL ] Korsa, Rep.
5065 INtSMet USBIS % of adult popedation 823 623 4+ B0 Catar
%2 4 pimlar: Macroeconomic stapdifty o100 - BOLD 43 Multipie (33)
4.01 Infation == 3.8 1000 + 1 Multiple (38)
402 Debl QYNaAmICs 0-100 fbest) 80.0 800 = 43 Muttipis (34)
o ] plliar: Health o-100 - B850 =+ 16 Multipke (4
£01 Healthy lIfe 8XDaciancy years T0.4 |50 + 15 Muitipis (4)
7 @th pillar: Skillg 0-100 - BOS & B0 Switzeriand
Current Workforce 0-100 = 534 =+ a2 Switzeriand
01 Mean years of schooling years 83 251 = &6 Germany
Skillz of current workiorce e-100 = S1.7 + -] Switzerland
B0z Extant of stafl training 1=7 bast) 37 443 & 101 Switzariand
&0d Cuallty of vocational tralning 1-7 (as) 4.5 57T a 47 Swizeriand
04 SKIESET Of Qradudles 1-7 fbeasl) 43 848 = az Swizeriand
0% Digital skils among active population 1-7 s 38 466 + N Finland
B8 Ease of inding Skilled empi4yess 1-7 bast) 43 01 4 o0 United States
Future workforce a-isd - 87.8 7B Denmark
07 School ife expeciancy yars 14.6 &1 = &1 Muitigis (11)
Skillz of future workforce o-i00 - 54.0 % B4 Dermark
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7.01 Distorfive effect of faxes and subsidies on competifion 1-7 (heet) 3.0 338 + 126 Singapore
r.02 Extent of market cominance 1-7 mast) 3.3 380 2 10z Switzerland
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Trade openness 0-100 - S6.7 ¢ ] Singapare
704 Prevalance of non-tarkt barmlers 17 bast) 38 477 = 125 Singapaors
7.06 Trade farnfs = 4.00 B80T + T Hong Kong SAR
706 COMpSEOTY of WANS -7 thast) B4 201 4 40 Hong Kong SAR
707 Border clearanca sMiclency 1-5 ast) 28 403 = T4 Garmany
&% 8mn pimar: Labour market o100 - s8.2 ¢ 7 Singapare
Flexibility o-10a S 55.0 = 86 singapore
ED1 REOUNDANCY COSIS weaks of salary 16.7 73O + 76 MLStIpES (8)
gz Hiring and firing practicss 1-7 st 3z 36T & "7 Hang Kong SAR
&3 Cooperalion In labour-emplayer relations 1-7 (base 4.3 6.1 ¢ -] Singapore
EDs Flexibility of wage determmination 1-7 jbesh) 5.0 BET + BT Eslonia
0% Achve labour markel polcles 1-7 ghast) 28 322 e 20 Switzerland
B0 WOMKSIs' Mights 0100 best) 85.0 350 & 13 MuStipéa [2)
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&9 Reliance on professional management 1-7 fast 4.3 250 + &7 Finland
B 10 Pay and productivly 1-7 fest) LT 440+ B4 Hang Kong SAR
& 11 Ratio of wage and salarlsd lemale Workers i maks WoTkers & 0.75 8B4 = n Mutipis (4)
112 LaDour @y rats % 18.8 BS3 = BO Multipis (24)
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Index Component Valua Score * Rani' 41 Best Parformer
ES 9th pillar: Financial system o-00 - B4 = 54 Hong Kong SAR
Depin o-100 = 418 ¢ &1 Uniied Stetes
501 DOMESNC Cram 1D PIVAlS S5CI01 % GOP 478 503 + 75 Multiple (30
502 Financing of SMES 1-7 (bast) 38 4B + 73 Finland
.00 Veniure capiial avalability 1-7 (bass) 3.2 308 + 70 Uniled Sales
504 Market capitallzation % Goe 348 348 4 a9 Mutiple (1)
.06 INSUIANOS PIEMIUM wiime o GOF 2.4 40.3 + 20 Multipls (17)
Stabllity o-100 - B31 =+ 28 Finland
505 Sounaness of Danks 1-7 (bast) a8 TRT 4 ar Fniand
507 Non-performing J0ANs % of gross iotal oans 4z 826 + &8 Mustipés (3)
.08 Credl gap % 3.8 1000 = 1 Multiple (58]
509 Banks’ requiatory capital fano = of ot risk-waighied assats 177 1000 + &0 Multipis (74)
E 10th plllar: Market slze o-100 = BELT 37 China
001 GIOSS 0OMESH PIOduSt FRF § bilias 862 NiApDL a2 China
1002 IMparts of goods and Senicas = GOF 183 MiApDL 132 Hong Kong SAR
H 11tn pmiar: Buziness dynamizm o-100 = BAZ + a8 Unlied Stetes
Adminlztrative requirements =100 - TE3 + 40 United States
11.01 Cost of Stafing & busiNess % of GNI per cagta 140 830 = 82 Mustipis (2)
11.02 Time b start a business das 1.0 EB4 = [-=] Hew Zealand
11058 INSOMBNCY I8COVBIY 1Al cents b tha dolar 872 723 + 28 Japan
11.04 Insohvency regulaiony framework o-16 o) 10.0 620 4 &9 Mutipia (8)
Entreprencurial culture 0-100 - ap1 + &0 Iaras
1106 Attitudss lowards enfregprensurial risk 1-7 [best) 38 461 + 81 Esrasl
11.06 WIBNGNESS 10 0SlSgate AUMOMY 1-7 hast) 44 967 + &7 Denmark
11.07 GIGWER Of INNOVATIVE COMPANISS 1-7 (host) 38 478 + B7 israsl
11.08 Companias smibracing Cisruptve I08as 1-7 bas) 38 437 4 72 tsrasl

';/ 12tn pillar: nnovation capamiity o-t0a - 384 + £ Germany
Interaction and diversity o-100 > 388 + a7 Singapore
1201 Diversity of workdonce 1-7 fast) 43 54.4 = &7 Singapome
1202 State of Clustar dovelopment 1-7 (bast) 3.8 432 4 &7 Iy
1203 Intemational coMventions per mison pop. 0.18 45 + 73 Mustipis ()
1204 Mult-stakeholcer collaboraion 1-7 {bast) 3.7 454 = 70 Esrasl
Research and development o-160 = 262 4+ &1 Japan
12,06 Sclentlic publicallons ssm 2373 B e a7 Mustipis ()
1206 Palent applicalons per miln pop. 078 107 + 72 Mustipi (3)
1207 R&D BXpandELBS % GOF 0z 81+ 86 Mustipis (7)
1208 Research Instiubions prominence 0-100 pas 0.09 126 + 4z Mustipia (7]
Commerclalization o-100 - 52.1 + &1 Luxembourg
1209 Buysr sophistication 1-7 bass 33 365 + - Korsa, Rep.
12 10 Trademark applcalions per millen pop. 431,96 6.6 + 75 Mustipia (7]

“ Scores are on a 0 o 100 scake, where 100 represents the optimal siuation or Tronter. Arows Indicate the direction of the changs In score Trom the previous

adition, It avalable.

Mots: For delallsd methodoiogy, dafinitions, saurces, and periods, vistt hap:iger wefonm.ong/
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Appendix 5. Index of Economic Freedom 2021 (Source: Heritage Foundation 2021b)

COLOMBIA

olombia’s economic freedom score is 681, making its economy the
A49th freest in the 2021 index. its overall score has decreased by

WORLD RANK- | RECIOMAL FAKE: 11 pzinits, primarily because of a decline in the government spending
49 6 score. Colombia is ranked 6th among 32 countries in the Americas
region, and its owverall score is above the regional and world averages.
ECONCMIC FREEDNM 5TATUS: Colombia sank further in the moderately free category this year. Declines
MODERATELY FREE i the government spending and fiscal health indicators contradict

the government's stated commitment to making budgetary reforms.
Although additional constitutional and judicial changes are intended to
improve judicial effectiveness and government integrity, rising political
polarization has slowed the pace of reform.

IMPACT OF COVID-19: As of Decemnber 1, 2020, 36,934 deaths had been
attributed to the pandemic in Colombia, and the economy was forecast
to contract by 8.2 percent for the year.

ECONOMIC FREEDOM SCORE

1y [E—

mlm—

RecionaL AveRACE Q) B LG-I. WORLD

(AHERICAS REGION) AVERAGE

HISTORICAL INDEX SCORE CHAMNGE (SINCE 1995). 43.6

RECENT FREEDOM TREND QUICK FACTS
Bl -
POPULATHIN: UNEMPLOYMENT:
- 9.7 = o e 50.% million 0.7%
| ] GDP (PPP) INFLATIOM (CPR:
£785.8 billion ZE%
3% growth in 2019 i
B L S-year compound :.ﬂl ;IHFI.DW.
annual growth 2.4% Bt
$15.644 per capita PUBLIC DEBT:
52.9% of GDP
o L
L " + - . +
2007 miE 019 2o 021 P chaly unhy cfhrrwoss aolod. Defa compsed ax of Sopvambor X080

BACKGROUMND: Colombia is South America's oldest democracy and fourth-largest economy. Center-right
president lvan Duque began his four-year term in 2018 and has pursued a reformist agenda. The Duque
administration has been challenged by fluctuating approval ratings, antigowvernment social unrest, and an
opposition-controlled Congress that includes nonelected members of the former Revolutionary Armed
Forces of Colombia (FARC) narco-terronist group. Because of the previous administration’s flawed peace
deal, Colombia remains the world's top producer and exporter of cocaine. Although Colombia is not a
member of China's One Belt, One Road initiative, a Chinese state-owned consortium is building its largest
infrastructure project. Colombia is a founding member of the Pacific Alliance and has free-trade agree-
ments with the LS. and many other nations.

146 2021 Index of Economic Freedom
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= e WORLD AVERAGE | OHE-YEAR S00FE THANGE IM PARERTHE SRS

12 ECONOMIC FREEDOMS | COLOMBIA

RULE OF LAW GOVERNMENT SIZE
-13 +16) (+36) -0 -1 (-6.6)
00—, MO —,
-~ -
m - m—

59.8 36.4 49.7
o
Proparty Judicial Gowvernmank Tax Govarnmant Fiscal
Right= Effectivenass It egprity Burden Spanding Haalth
Property mights are usually recognized and protected. The The top Individual income tax rate s 39 percent, and the top
Judicil system Is genar=lly regarded as compstent, tair, and cofporate tax rate has besn out to 32 percent. Other axes
reliabie, althaugh cormaption, bribery, influence pedding, Include value-added and financal transactions tawes. The
and abuse of prvileged information persst. Violence and overall tax burden equals 22.0 percent of total domestic
corruption engendered by drug trafficking continue to erode Income. Government spending has amounted to 32.0 percent
Institutians at muRiple levels of pulblic adminstration. Cormep- of todal cutput (GDP) owver the past three years, and budget
‘tion scandals imwolving the Catholic Chunch, the military, and deficits have averaged 31 percent of GOP. Publc debt 1S
the police have weakened trust in traditional instiutions. equivalent o 52.9 percent of GOP.
REGULATORY EFFICIENCY OPEN MARKETS
-0.5 {-0.3 {+0.E} -4 (Mo change) (Mo changs)
MO — MO —,

70.0
Business Labior Monatary Trade Irneestmea it Financial
Freedom Freadom Freadom Fraedom Freedom Freadom
Minor incremental improvements in some business freedom Colombia has 13 preferential trade agreements in force. The
metrics have rat been enough to keep Colombia from losing trade-weighted average tarl =te 1s 6.5 percent, and 153
ground In business freedom compared bo other countries. rantanfl measures are in effect. Foresgn irvestment in some
Labor force participation decreased from 2098 bo 2019 The sectors Is subject to Ivestment registration and concession
government has provided billions In subsidies to producers agreements with the government. Foreign Investars may
of electrical energy, liquefied petroleum gas, and natural gas crn 100 pesoent of Pinancial institutions. Credit (s generally
I P00 allocated on market terms. Measures to boost liquidity Inthe

fnancial sectar were adopted In 2020.



Appendix 6. Global Connectedness Index 2019 (Source: DHL 2021)

DHL GLOBAL CONNECTEDNESS INDEX 2020 | dhl.com/gci
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Appendix 7. Maritime profile of Colombia (Source: UNCTAD 2020)

= 1ailUNCTADST

UMITED MATIONE COMFEMENCE ON TRADE AMND DEVELOPM ._ UNCTAD

MARITIME PROFILE: COLOMBIA
GEMNERAL INFORMATION FOR 2013

Population GDP ’ Merchandise trade?
50339 Milkans 317 BAT Milllons current LES <_|-‘ 52 163 Millons aument US§
Land area? Ay GDP growth i, Tramsport services trade?
o} L 109 500 Km? .||I II0% —4 (=) 23 553 Milkrs cursnt LS
MARITIME KEY FIGURES FOR 2019 =
Coastfares ratio? 1 Ship building* a Ship recyding®
5.3 mikm? ﬂ_ -
Fleet - Mational flag? Fleet - National flag® 5B Flest - Ownership?
104 Thousands OWT LE7 ships N —' I49 Thousencs DWT
Container port throughput? Murnbeer of semfanerst Number of part calls®
4 254 500 TEU oL 5322
WORLD SHARES FOR 2019
Pepaudaton 0.65%

Coastirs [kew) (2]

Grass Damestic Praduct |csrent USE)

Haticral Nagped Nlest (DT {5
Matioral flagged flest [LIES) (%)
Flast ormarshily (DWT) (8]
Flect pwnershin (LiSS) (6]

Ship budiding [3T){4)

Ship mecydling (GT) (4]

Seatarer spply: OMces [8)
Seafrer sy Aatings (8]

L. Haars 0,01 % of the Werld betal
L= bhan 0.01%: of the World total
Lims e 0.01% of ihe Warld iotal

01 %

Yt dvilali Cr ol pepraaly repuited

Yok availabie or ot peparabely repaited

Container port throughtpet [TEU) {T]
Port calle: Cortarer chipt (%)

Port calls: Liguid bulic caiers (%)
Part callic Dry tewakinik carviers (%)
Port calle: Dy bl carriers [%9)

Port calls: LPG cariers (5]

Part call: LNG carriers (¥)

0ED

04 W

liot availsbie or rob teparately reparted



175

COLOMEBIA
INTERMATIONAL MERCHAMDISE TRADE L4
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COLOMEIA
LIMER SHIPPING COMMNECTINITY L3
Bilateral connectivity index - Top 10 partners in 20191 Liner shipping conneckivity index??
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