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Colombia — Sector Profile: Outsourcing

The outsourcing sector in Colombia has experienced a great boom and it is
currently one of the most dynamic sectors of the ec onomy. Colombia has many
competitive advantages that provide investors with secure returns and a wide range
of investment possibilities.

I. Outsourcing market worldwide:

The subcontracting of services to companies between developed and developing
countries, commonly known as offshore outsourcing, has been growing rapidly in the last
few years.

These services can be classified into two large categories: The first category relates to
technological services including among others, software development, remote network
monitoring and applications, and technological assistance services. The second category
consists of Business Processing Outsourcing (BPO)®. Usually, it is about processes such
as customer service, voice services provided by call centers, business consulting services,
accounting, advertising, architecture, engineering, legal services and document
processing.

The global outsourcing market is one of the markets with the highest potential growth in
the world. It is estimated that total revenues would increase from US$ 296 billion in 2003
to US$ 400 billion in 20072 (see Figure 1). On the one hand, the global information
technology market is expected to grow from US$ 175 billion in 2003 to US$ 236 billion in
2007, with a combined annual growth rate of 7.8%3>. On the other hand, the outsourcing of
business processes would grow from US$ 121 billion in 2003 to US$ 173 billion in 2007,
with a combined annual growth rate of 9.3%".

! The BPO is characterized by the externalization of critical business processes and
operations, leaving inside the companies only distinguishing processes (new product
design, direct customer relationships and distribution channels, among others).

2 Gartner, 2005 A.T Kearney Analysis. Cited in the Project Study for the strengthening of
the Business Capacity. Productive Colombia USAID. 2005

% Gartner, 2005 A.T Kearney Analysis. Cited in the Project Study for the strengthening of
the Business Capacity. Productive Colombia USAID. 2005

4 Gartner, 2005 A.T Kearney Analysis. Cited in the Project Study for the strengthening of
the Business Capacity. Productive Colombia USAID. 2005
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Figure 1.
Revenues from services to companies: Business Proce sses and Information
Technologies

(2003-2007)
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Source: Gartner, 2005.

II. The Outsourcing Market in Colombia:
In the last few years, the outsourcing sector in Colombia has experienced a great boom
and has become one of the most dynamic sectors of the economy.

According to information from the Business Software Alliance -BSA® and the International
Data Corporation - IDCS, the IT sector in Colombia, as percentage of the GDP, is the
second largest sector in Latin America, thanks to the growth of the software sector. In
Colombia, this sector comprises some 3,000 companies, has more than 32,000
employees and generates nearly US$158 million per year in taxes’. In Latin America
combined, the sector generated revenues of around US$ 25 billion, supporting about
48,000 businesses and 600,000 employees®

® Business Software Alliance (BSA): is the organization dedicated to promoting a legal and safe
digital world.

® International Data Corporation (IDC) is the world’s main provider of market intelligence services
and events for information technology and telecommunications industries.

" IDC Colombia, Business Software Alliance BSA. BSA http:/www.bsa.org/idcstudy, 2005

8 DC Colombia, Business Software Alliance BSA. BSA http://www.bsa.org/idcstudy, 2005

WWWw.proexport.com.co\inversion 3




Colombia — Sector Profile: Outsourcing

According to projections from BSA® and IDC', in the entire Colombian IT industry, the
greatest growth by 2009 would be in IT service-related activities, followed by software and
hardware development™. (see Figure 2)

Figure 2.
IT Sector Revenues - Colombia (2000-2009)
(Millions of USD)
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Source: IDC Colombia, Business Software Alliance BSA, 2005.

The sector offers tax incentives to encourage investments in IT, through law 788 of 2002.
This law establishes a 10-year income tax exemption to companies that invest in software
development with high Colombian content, made and patented in Colombia.

Three of the world’s largest IT outsourcing companies: IBM, EDS and Accenture are part
of this sector. Colombian companies such as PSL in Medellin, Enigma of ParqueSoft in
Cali, and AlfaGL and Compucentro in Bogota, among others, are currently providing
services to foreign developers. Additionally, the sector has three important software
development clusters: ParqueSoft, InterSoft and SinerTic.

- ParqueSoft *% the Software Technological Park Foundation, ParqueSoft, is one of
Colombia’s largest science and information technology clusters. It comprises 12
Software Technological Parks in the cities of Cali, Popayan, Pasto, Buga, Tulua,
Palmira, Buenaventura, Roldanillo, Cartago, Armenia, Manizales and Pereira.

- InterSoft **: a Colombian company of the IT sector headquartered in the city of
Medellin, with a branch in Bogota. Its purpose is to provide consulting,

° Business Software Alliance (BSA): is the organization dedicated to promoting a legal and safe
digital world.

1% |International Data Corporation (IDC) is the world’s main provider of market intelligence services
and events for information technology and telecommunications industries.

1 IDC Colombia, Business Software Alliance BSA. BSA http://www.bsa.org/idcstudy, 2005

2 Fundacién Parque Tecnolégico del Software, ParqueSoft, www.parquesoft.com

'* InterSoft., www.intersoft.com.co
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development, software maintenance and IT outsourcing services. The company is
staffed with qualified professionals in different technical disciplines.

- SinerTic **: A business model that comprises 13 companies. It was born as an
integration and association project built upon the specialized product and service
platform offered by each of the associated companies. It provides domestic and
international markets with integrated products and services and leading-edge
solutions based on information technology and telecommunications.

As for BPO, sales reached about US$ 429 million in 2004, most of which were for
marketing (37%) (including call center), advertising (28%) and consulting (20%) (see
Figure 3).

Figure 3.
BPO sales in Colombia (2004)
(% Share)
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Total US$ 429 million
Source: Superintendency of Corporations, Economic Studies/market guide 2005/2006
Advertising recorded the greatest sales growth, moving from US$ 46 million in 2003 to

US$ 80 million in 2004, followed by marketing (including Call Center) from US$ 87 million
in 2003 to US$ 102 million in 2004, (see Figure 4)

! Sinertic., www.sinertic.org
' Economic Studies /market guide 2005/2006.

6 Economic Studies /market guide 2005/2006
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Figure 4.
BPO sales in Colombia (2003-2004)
(Millions of USD)
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Source: Superintendency of Corporations, Economic Studies/market guide 2005/2006.
Colombia’s competitive advantages for investments i n services:
1. Large market size:

With a GDP of US$ 97.5 billion in 2004, Colombia is the region’s fifth largest economy
after Mexico, Brazil, Argentina and Venezuela'” (see Figure 5)
Figure 5.
GDP - Latin America (2004)
Billions of USD
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"World Bank, Central bank 2005
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Source: World Bank, Central Bank

Colombia is Latin America’s third most populated country with 44.9 million inhabitants,
after Brazil (179 million) and Mexico (105 million)!®. Colombia is the most populated
country of the Andean Region, which makes it an economy with a great potential market
(see Figure 6).

Figure 6.
Population - Latin America (2004)
Population in Millions
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Argentina
Peru
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Costa
Uruguay

0 50 100 150 200
Source: CEPAL

2. Highly Qualified Human Resources
According to the World Competitiveness Yearbook 2005 —prepared by the IMD, Colombia

holds second place in South America in terms of availability of highly qualified labor, and
ranks number 23 among 60 countries. (see Figure 7)

®Global Competitiveness Report 2005-2006
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Figure 7.

Availability of qualified labor (2005)
(0= not available; 10= available)
60-country ranking

22 )

Chile 6,7
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Source: The World Competitiveness Yearbook 2005-IMD

Of the main competitor countries'®, Colombia has the third largest population between the
ages of 15 and 39, typical ages of the sector's workers (Call Center representatives, IT
programmers). (see Figure 8)

9 The following are the countries identified as Colombia’s main competitors, according to the
sample selected for the Project for the strengthening of the business capacity. Productive Colombia
USAID. 2005, in alphabetical order: Argentina, Brazil, Costa Rica, Chile and Mexico
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Figure 8.
Population between 15 - 39 years of age (2005)
Thousands of people
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Source: U.S Census Bureau, 2005

As for technical abilities, according to the World Competitiveness Report (2005), among
its competitors?®, Colombia, together with Argentina, is the country with the best quality in
terms of mathematics and science education, after Costa Rica, which favors the growth of
the Information Technology Sector. (see Figure 9).

Figure 9.
Quiality of mathematics and science education (2005)
(O=poor quality; 7=good quality)

2 The following are the countries identified as Colombia’s main competitors, according to the
sample selected for the Project for the strengthening of the business capacity. Productive Colombia
USAID. 2005, in alphabetical order: Argentina, Brazil, Costa Rica, Chile and Mexico
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Source: WEF, Global Competitiveness Report 2005.

4. Competitive salary costs:

As for salaries, both average IT programmers’ salary (see Figure 10) and Call Center
Representatives’ salary (see Figure 11), are the most favorable among the competitor
countries.

Figure 10.
Average IT Programmer’s Salary (2005)
(US$ annual)
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Source: Economist Intelligence Unit, Pay Scale 2005.
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Figure 11.
Average Call-Center Representative’s Salary (2005)
(US$ - annual)
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Source: Economist Intelligence Unit, Pay Scale 2005

5. Favorable Real Estate costs:
Real estate costs in Colombia are relatively low. The annual rent-price per square meter in

Class A buildings is lower in Colombia than in the competitor countries. (see Figure 12)

Figure 12.
Real estate costs: Rent-price per m2 in Class A bui  Idings (2005)
uss$
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Source: Richard Ellis, 2003. Estimated figure for Colombia based on surveys to real estate
firms - 2005.

6. Competitive telecommunication costs:

Colombia is among the countries with the lowest telecommunication costs in Latin
America, particularly mobile telephony costs (see Figure 13) and fixed telephony costs
(see Figure 14).
Figure 13.
Mobile telephony costs (2005)
USS$ per 3 minutes
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Colombia
Brazil

Sao Paulo
Mexico
Chile

Venezuela

Source: The World Competitiveness Yearbook 2005-IMD
Figure 14.

Fixed telephony costs
US$, Minute to Miami

WWWw.proexport.com.co\inversion 12




Colombia — Sector Profile: Outsourcing
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Source: Araujo Ibarra y Asociados.

As for the Internet, the monthly cost for 20 hours of Internet access in Colombia is the
second lowest among the competitor countries, after Argentina. (see Figure 15)

Figure 15.
Internet monthly cost (2003)
(US$ per 20 hours/month)
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Source: International Telecommunications Union (ITU), 2003.

Additionally, Colombia has upgraded its telecommunication infrastructure, through its
submarine cable network. Currently, Colombia is part of the Arcos-1 system that
substantially improves the quality of the telecommunications, and interconnects the
Caribbean basin with North America, South America, Europe and Southeast Asia (see
Figure 16) and has a modern digital satellite and microwave telephone network, and fiber
optic trunks.
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Figure 16.
Submarine Cable Network (2005)
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Source: PC WORLD, Agustin Codazzi GeoFigureic Institute

I1l. Contacts of interest:
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PROEXPORT Colombia

Rodrigo Arias

Vice President, Foreign Investment
Calle 28 No 13 A — 15 Piso 35
PBX: (571) 5600100

Bogota, Colombia
WWW.proexport.com.co

FEDESOFT

Calle 125 No 32 — 58 Interior 12 Piso 2
PBX (571) 6010818

Bogota, Colombia

www.fedesoft.org

IDC COLOMBIA LTDA
Carrera 132 No 89 — 38
Nipon Center Oficina 627
PBX (571) 6914356
Bogota, Colombia
www.idc.com.co

InterSoft

Telephone: (571) 2960999
Bogota, Colombia
info@intersoft.com.co
www.intersoft.com

Colombian Chamber of Information Technology and Tel ecommunications —CCIT
Carlos G. Neira Peraza

Manager

Telephone: (571) 6212443

Bogota, Colombia

WWW.CCit.org.co

Ministry of Commerce, Industry and Tourism
Calle 28 No. 13A-15

PBX: (571) 6067676

Bogota, Colombia
WWW.MIiNcomercio.gov.co

Ministry of Communications

Edificio Murillo Toro Cra. 8a between 12 and 13 streets
PBX: (571) 3443460

Bogota, Colombia

WWW.mincomunicaciones.qov.co

Connectivity Agenda
www.agenda.gov.co
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National Planning Department — DNP
PBX: (571) 5960300

Bogota, Colombia

www.dnp.gov.co

Telecommunications Research Center — CINTEL
Avda. Cra. 15 No. 104 - 33 piso 2.

Edificio Los Molinos

PBX: (571) 6297811

Bogota, Colombia

www.cintel.org.co

Colombian Telecommunications Commission — CRT
www.crt.gov.co
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