Document

Keep in mind

In the journal Essays on Economic Policy (ESPE) - we disclose the results and policy proposals that
arise from academic research carried out at the Banco de la Republica. When you read us, always keep
in mind that the content of our articles, as well as the analyzes and conclusions derived from them, are
the sole responsibility of their authors. The material disclosed in our ESPE magazine does not
compromise or represent the opinion of Banco de la Republica or that of its Board of Directors.

AUTHORS AND/OR EDITORS

Garavito-Acosta, Aardn Levi Montes-Uribe, Enrique Toro-Cérdoba, Jorge Hernan Agudelo-Rivera,
Camila Corredor-Alfonso, Viviana Alejandra Carmona-Duarte, Alvaro David Collazos-Gaitan, Maria
Mercedes Gonzalez-Sabogal, Juan Camilo Hernandez-Bejarano, Manuel Dario Lopez-Valenzuela,
David Camilo Martinez-Osorio, Adrian Rodriguez-Nifio, Norberto Salamanca-Gil, Sandra Isabel
Santos-Pefia, Juan Camilo Zarate-Solano, Héctor M.

In the journal Essays on Economic Policy (ESPE) - we disclose the results and policy proposals that
arise from academic research carried out at the Banco de la Republica. When you read us, always keep
in mind that the content of our articles, as well as the analyzes and conclusions derived from them, are
the sole responsibility of their authors. The material disclosed in our ESPE magazine does not
compromise or represent the opinion of Banco de la Republica or that of its Board of Directors.



http://investiga.banrep.gov.co/es/espe95
/en/author-editor/garavito-acosta-aaron-levi
/en/author-editor/montes-uribe-enrique
/en/author-editor/toro-cordoba-jorge-hernan
/en/author-editor/agudelo-rivera-camila
/en/author-editor/agudelo-rivera-camila
/en/author-editor/corredor-alfonso-viviana-alejandra
/en/author-editor/carmona-duarte-alvaro-david
/en/author-editor/mercedes-collazos-maria-mercedes
/en/author-editor/mercedes-collazos-maria-mercedes
/en/author-editor/gonzalez-sabogal-juan-camilo
/en/author-editor/hernandez-bejarano-manuel-dario
/en/author-editor/lopez-valenzuela-david-camilo
/en/author-editor/lopez-valenzuela-david-camilo
/en/author-editor/martinez-osorio-adrian
/en/author-editor/rodriguez-ninio-norberto
/en/author-editor/salamanca-gil-sandra-isabel
/en/author-editor/santos-penia-juan-camilo
/en/author-editor/zarate-solano-hector
https://repositorio.banrep.gov.co/handle/20.500.12134/9430

Publication Date:
Friday, 03 July 2020

The external revenues examined in this document correspond to current
account inflows in the Balance of Payments, which include exports of goods
and services, income from Colombian-owned investments and other assets
held abroad, and current transfers, -particularly workers’ remittances-. These
revenues are a primary source of financing for capital goods imports required
for investment and domestic production, and thus influence potential

growth. Moreover, they are essential for the sustainability of the current
account and the country's external debt.

Despite their importance for macroeconomic stability, Colombi~'s ~vt~vn-!
revenues have fluctuated around 20% of GDP at’their peak. This is a very

low proportion compared to that of Advanced Economies (40%) or Emerging
Asia (50%), and is even lower than that observed in Chile, Mexico, and Peru,
where external revenue to GDP ratios exceeds 30%. This reflects the
productive structure of the Colombian economy, which is relies on the non-
tradable sector, particularly services, with a small fraction directed toward
international markets.

In terms of composition, the sources of external revenues in Colombia cre
highly concentrated, with roughly 70% coming from exports of goods.

Service exports account for less than 15% overall, while other sources of
external revenues such as factor income, remittances, and other transfers



contribute about 20%. This composition differs substantially from that
observed in Advanced Economies, where the service sector plays a more
significant role, with an average participation of 21% overall external
revenues, while exports of goods contribute about 56%.

Colombian exports are characterized by low mar'~* Aivrnee Hinaticn Wwith
the United States being the main trading partner, followed by LATAM

countries such as Ecuador, Mexico, Panama, and Peru, which are to external
shocks similar to those faced by Colombia. Other geographical areas with
greater economic activity, such as Asia and European Emerging Europe, are
not relevant trading partners. The concentrated structure of Colombia's
external revenue, both in its origin and destinations, makes the Colombian
economy particularly vulnerable to terms of trade and external demand
shocks, as has occurred in the past.

Exports of goods: characteristics and determinants

Since 1970, the share of Colombian goods exports in world exports has barely
reached 0.3% and has been concentrated in commodities, which is reflected
in the limited contributions of exports to GDP growth. Until the late 1980s,
agricultural exports -mainly coffee and bananas- predominated in Colombia’s
export structure. From the 1990s, this composition shifted towards oil and
other mining products, resulting in a strong dependence on natural resources
for the country's export revenues. In addition to the high exposure to
unexpected price shocks in these products, such dependence has hindered
Colombia’s integration into global trade. This is confirmed by several
indicators that highlight the country's low insertion into global value chains.



To understand the reasons behind the weak performance of Colombian

exports, the determinan*~ ~* in-iotrinl cndnan ~n Fhon moviandtieal
exports were examined. Consistent with the literature, econometric results

suggest that real depreciations have a positive effect through an inverse
relationship with export prices. However, their magnitude is marginal due to
the low elasticity of export volumes to relative prices. The limited response of
exports to the exchange rate is attributed to a variety of reasons, such as low
insertion into global value chains, the cost of imported inputs, rigidities in
installed capacity, and trading costs, among others. On the other hand,
external demand was found to be the most relevant variable for explaining the
evolution of export volumes, mainly in the case of industrial and some
agricultural products in the long term. Therefore, the slow growth of the
Colombia's trading partners in recent years helps explain the recent
stagnation of Colombian exports despite the real depreciation following the fall
in oil prices in 2014,

The document argues that Colombia's protectionist trade policy, characterized
bg nhnl-nnl wvlmiri i~ AR an am Al AvE AR an Al odi Ao nmmlmnhmzl'\#ﬂhld-ﬁhnvﬂwvr.#s
805 has created an anti-export bias in the country. This is because

protection acts as an export tax, raising domestic costs and undermining
competitiveness. Furthermore, inefficiencies in domestic freight and port
logistic services, excessive regulations and institutional complexity, as well as
inadequate infrastructure increase trading costs, preventing firms from
competing on prices in international markets and prompting them to allocate
their production to the domestic market instead.

Service Exports
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%Iity. However, Colombia's service exports remain highly dependent on
and concentrated in traditional services, such as travel and transportation,
which accounted for 78% of total service exports in 2018. This contrast with
countries such as the United States, Australia, and India, where knowledge-
intensive services have gained greater prominence and are more easily
integrated into global value chains. For the Colombian economy, a key
challenge lies in making effectiveuse of information technologies and
expanding modern service production to diversify its exports supply.

Other Current Income

Among other current income sources, workers' remittances and returns from
Colombia's direct investments abroad stand out as key resources that have
helped to dampen the country's external imbalances. Their importance within
the external accounts has increased over time.

Conclusions

Colombia faces the challenge of strengthening and diversifying its external
revenues. Revising the protection structure, reducing trading costs, making
use of new technologies, and seeking external markets with stronger
economic performance and structural characteristics different from those of
the Colombian economy, are essential steps to revitalizing goods exports and
boosting service exports. This will lead to greater economic growth and less
vulnerability of the Colombian economy to global economy fluctuations.
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