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FOREWORD

Colombia has embraced a few years ago a worldwide outward-looking strategy and con-
cluded free trade agreements in particular with the United States, Canada, the European
Union and the European Free Trade Association (EFTA). These agreements will open
new opportunities for business and benefit all partners involved.

The Swiss and the Colombian economies are complementary. Trade and investment are
relatively high; yet, they still have the potential to grow considerably. Over the past years,
the two countries have significantly strengthened their economic relations. In addition to
the EFTA-Colombia Free Trade Agreement, they have concluded a bilateral agreement
on the promotion and protection of investments as well as a double taxation convention.
These three agreements reinforce the framework conditions for business through open
markets, enhanced security for investment, tax optimisation, predictability and stability.

Since 2009, Colombia is a priority country for the Swiss Economic Development Coopera-
tion with the aim of triggering and complementing economic development efforts of the
government, regional entities and the private sector. Trade capacity building with Swiss
expertise is also provided on the basis of the Free Trade Agreement. In addition, Switzer-
land has developed over the years substantial programs aiming at humanitarian aid,
peace building and promotion of human rights. Democracy, internal peace, security, mu-
tual respect and rule of law are essential for a harmonious economic and social develop-
ment. The Swiss authorities support all efforts to bring a lasting peace in Colombia.

The aim of this publication is to introduce Colombia to small- and medium-sized Swiss en-
terprises, with a special focus on the benefits anticipated from the Free Trade Agreement
and on the opportunities of the Colombian market. The timing is just perfect as we cele-
brate this year the 100th Anniversary of the establishment of diplomatic relations between
our two countries and never had so close economic and political ties.

The Swiss Embassy in Colombia, the Swiss-Colombian Chamber of Commerce in Bo-

gota, the OSEC Business Network Switzerland, the Latin American Chamber of Com-

merceinZur i ch and SECO6s Americas Unit are your p.
Colombian market. They will be very pleased to support you in further extending our trade

and investment relations and in implementing the Free Trade Agreement, which entered

into force between Switzerland and Colombia on July 1st 2011.

Let us begin the next century of our bilateral relations in an outstanding position with great
perspectives and ambitions for achievements benefitting our societies!

Y usd X

Marie-Gabrielle Ineichen-Fleisch
State Secretary
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INTRODUCTION

With a population of 45 million people and a steady growth over the past years, Colombia
has a strong potential for the future. The population is young, natural resources are sig-
nificant and the country belongs to the group of middle-income countries. Colombia's po-
tential is manifold. Trade and investment with Switzerland will increase in the future. The
framework conditions for Swiss companies have improved significantly during the past
years. This publication provides an insightful introduction to a country with a growing role
in international trade and finance.

The aim of "EFTA-Colombia Free Trade Agreement i Opportunities for Swiss Business" is

to raise Swiss businessd awareness of t he

the Free Trade Agreement, which entered into force between Switzerland and Colombia
on July 1st 2011. Chapter 1 presents basic political and economic information on Colom-
bia as well as on its relations with Switzerland. Chapter 2 highlights the advantages of the
free-trade agreement for Swiss business in key areas. Chapter 3 focuses on market entry
strategies and selected business aspects. Chapter 4 points out business opportunities
based on major Swiss interests. Finally, Chapter 5 provides practical information on mar-
ket access, with a special emphasis on Colombia's specific success factors and cultural
particularities.?
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CHAPTER | : GENERAL COUNTRY INFORMATION

1. Population

With 45 million inhabitants, Colombia is the third-most populous country in Latin America
after Brazil and Mexico. The majority of Colombians (70%) live in the ten largest cities.
The average age is 25, 30% of Colombians are younger than 14, life expectancy is 71
years and the population grows by 1.2% per year.?

Colombian society is made up of three major ethnic groups: Amerindian, European and
African. Today, the population is mainly mixed with less than 20% Europeans, 3% Afro-
Colombians, and 1% Amerindians.

Since the fifties, large internal migration flows took place from the countryside to urban ar-
eas in Bogot4, Medellin, Barranquilla, Cartagena and Pereira. This phenomenon is due to
the search for better economic opportunities and violence in rural areas.

2. Political Situation

The Colombian State is a representative democratic presidential Republic as established
by the Constitution of 1991. The President serves both as Head of State and Head of
Government. He is elected by popular vote and for a maximum of two four-year terms (up
from one in 2005). Parliament is made up of the Senate and the Chamber of Representa-
tives, counting 102 and 166 members respectively. Senators and Representatives are
elected every four years by direct vote. Colombia's judiciary has a Supreme Court of
Justice, the highest court in civil and penal matters. The Constitutional court was created
in 1991 and is the highest judicial body for the interpretation of constitutional law.

Alvaro Uribe was elected President in 2002. In 2005, a constitutional reform allowing the
re-election of the President was approved by the Constitutional Court. As a result, Alvaro
Uribe became the first president to be re-elected consecutively in Colombia in over a cen-
tury. His high approval rating was the result of major improvements in the country's secu-
rity situation, different social programs and sustained economic growth.

On February 26™, 2010, the Constitutional Court rejected a proposal to hold a referendum
amending the Constitution in order to allow the President to run for a third term. In May
2010, Uri bebdbs for mer Def ence Minisident Juan Man:t

Juan Manuel Santos began his presidency with a significant congressional majority and
high popularity. His approval rating rose to 89% by the end of 2010, reflecting content with
his inclusive, centrist and moderate policies, military successes against the left-wing guer-
rillas and the significantly improved relations with Venezuela and Ecuador.* Relations with
the U.S. remain a central priority of the Colombian government, especially in view of the
ratification of a bilateral Free Trade Agreement and the common anti-terrorism and anti-
drug trafficking strategy.

Since the sixties, Colombia has suffered from an internal conflict involving left-wing guer-
rillas (Revolutionary Armed Forces of Colombia, FARC; National Liberation Army, ELN)
and right wing paramilitary groups (United Self-Defense Forces of Colombia, AUC). The
far-right paramilitary groups could count on sponsors such as large landowners and com-
panies, while the guerrillas used kidnappings and extortions in order to finance their activi-

3 Departamento Nacional de Estadistica DANE.
* Economist Intelligence Unit Report, December 2010, p.3.




ties. Both guerrilla and paramilitary groups have resorted to drug production and traffick-
ing as major sources of income. After the demobilisation of the AUC during the first Uribe
government, many former paramilitaries have become involved in criminal gangs, dedi-
cated mainly to drug trafficking and not shying away from cooperating with their former
enemies among the left-wing guerrillas.

During the Uribe government, the security situation has improved considerably, in particu-
lar in and around bigger cities, along major highways and in touristic areas, though there
were some setbacks in the last two years. lllegal armed forces remain active, mainly in ru-
ral areas in the south of the country, alongside the Pacific coast and the Venezuelan bor-
der.®

NGOs and the Office of the United Nations High Commissioner for Refugees estimate the
number of internally displaced people from the internal conflict at almost 4 million.
President Juan Manuel Santos stresses the importance of the compensation of victims
and land restitution. He is also willing to enter into dialogue with illegal armed forces.
However, according to President Santos, there will only be room for dialogue if illegal
armed forces demonstrate their commitment to peace with concrete gestures i.e. through
the liberation of hostages and the abandonment of practices such as kidnapping, drug
trafficking, use of child soldiers and anti-personnel mines.

Switzerland is strongly committed to Colombia with programs in economic development
cooperation, humanitarian aid, peace building and promotion of human rights. Total dis-
bursements exceed CHF 20 million per year. In the area of humanitarian aid, activities fo-
cus on protecting the civil population, especially minorities and internally displaced per-
sons.

3. Economy

Colombia's GDP is the fifth largest in Latin America, after Brazil, Mexico, Venezuela and
Argentina. Since 2003, the Colombian GDP has increased significantly. However, with
roughly USD 6'000, GDP per capita remains modest in regional comparison.

Table 1. Main Economic Indicators
2002 2003 2004 2005 2006 2007 2008 2009 2010

GDP Growth (in %) 1.9 3.9 4.9 4.7 6.8 7.5 25 0.8 4.7
Inflation (in %) 7.0 6.5 5.5 4.8 4.5 5.7 7.7 2.0 3.2
FDI (USD m) 2'134 1'720 3'016 10'252 6'656 9'049 10596 7209 9'483

Unemployment (in %) 155 14.0 136 11.8 120 11.2 11.3 120 11.8

Exports (USD m) 11'975 13129 16'788 21'190 24'391 29'991 37'626 32'853 39'820

Source: DANE and Central Bank.

Six sectors make up more than 83% of GDP: finance (20%), social services (19%),
manufacturing (15%), commerce (14%), agriculture (9%) as well as mining and petroleum
(6%). Exports, of which petroleum makes up almost a third, represent a rather small share

® For further information, consult the Federal Department of Foreign Affairs' travel advices in French, German
and ltalian: http://www.eda.admin.ch/eda/fr/home/travad.html.



of GDP (15%). Due to an active government policy and the discovery of important
reserves, foreign investment has been substantial in the oil sector (80% of total FDI).

Recent governments have made substantial efforts to open the Colombian economy to
international trade. During the last years, a shift between major trade partners has taken
place. After increasing by 200% between 2005 and 2008, exports to Venezuela were
drastically affected by political tensions and fell from 16% (2008) to 4% (2010) of overall
exports. As a result, Venezuela currently ranks fifth for exports, after the US (42%), the
EU (13%), China (5%) and Ecuador (5%).

Since 2000, Colombia has almost tripled its overall exports. Traditional goods - petro-
leum, coffee, carbon and ferronickel - contributed significantly to this growth: in 2008, coal
and oil exports increased by more than 40%, accounting for more than half of total ex-
ports. Gold has gained a more prominent position in recent years, reaching 15% of overall
exports in 2009. In the first decade of the century, Colombia's trade balance was largely
positive, except during the boom years 2006 and 2007.

Following the 2001-2002 recession, Colombia's GDP growth gradually accelerated from
2% (2001) to 7.5% (2007) but diminished significantly during the financial and economic
crisis in 2008 (2.5%) and 2009 (0.8%). Although domestic consumption witnessed a major
slump and exports declined strongly, Colombia did not fall into recession as did several
other Latin American countries.®

Three external factors seriously affected the Colombian economy during the crisis. First,
the countryds major trading partners, [
States fell into recession in 2009. Second, the price of oil, a major Colombian export
product, decreased dramatically after reaching a peak in mid-2008. Third, remittances
from Colombians living abroad fell sharply, thereby affecting domestic demand.

After a year of stagnation in 2009, growth resumed in 2010 (4.7%) and is projected to
range between 4% and 5% in the coming years.’

Unemployment fell from 15.5% in 2002 to 11.3% in 2008, to then rise slightly to 11.8% in
2010. Poverty has also decreased from 54% of the population in 2002 to 46% in 2009.
Despite this progress, Colombia remains the country with the highest income inequality in
Latin America.®

Inflation was significantly reduced over the first half of the current decade. Driven by high
commodity prices, it peaked at 7.9% at the end of 2008 and came down in 2009 due to
lower prices for basic products, a deflationary trend at the international level and the
weakening of internal demand. As a result of the financial and economic crisis, monetary
policy was loosened and the reference interest rate was lowered from 9.5% in January
2009 to 3% in the first half of 2010.

Foreign Direct Investment (FDI) increased in recent years, contributing significantly to
economic growth. The discovery of new reserves attracted large foreign investments in
mining. In 2008, FDI flows reached USD 11 billion.® With the deterioration of global eco-
nomic conditions, they declined in the last quarter of 2008 and dropped to USD 7.2 billion
in 2009. In 2010, FDI flows recovered to the pre-crisis level.

6 Highlights Colombia: Economic Analysis 2008 and forecasts 2009, PriceWaterHouseCoopers, 2009.
! Projections: IMF, World Economic Outlook Database.

® DANE and Central Bank.

° Banco de la Republica, Subgerencia de Estudios Econémicos.



http://www.imf.org/external/pubs/ft/weo/2009/02/weodata/index.aspx
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4. Regional Pattern

Colombia has 32 departments, each one with its specificities and different stages of eco-
nomic development. As "Capital District", Bogota has a status on its own.

















































































































































































