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Abbreviations



BANCOLDEX: Banco de Comercio Exterior de Colombia. Colombian International Trade Bank.


Colombian Orange Economy Tax Incentive: 7-year income tax exemption applicable to national companies dedicated exclusively to one of the 27 activities qualified as creative activities or industries with technological added value, approved by the Orange Economy Committee.


COTELCO: Colombian Association of Tourism and Hotels.


DANE: Departamento Administrativo Nacional de Estadística (Colombia). National Department of Statistics.


DIAN: Dirección de Impuestos y Aduanas Nacionales (Colombia). Tax and Customs National Service.


ISIC activities: International Standard Industrial Classification of All Economic Activities issued by the United Nations.


OECD: Organisation for Economic Co-operation and Development.


Orange Economy: This term has been subject to diverse and inconsistent definitions both in the theory and in public policy documents in Colombia. For the purposes of this work, it will be assumed that the Orange Economy is a sector of the economy composed by cultural and creative activities, defined by their symbolic value instead of their use value, which results in the transformation of ideas into cultural goods and services. Cultural activities include the arts, heritage, and conventional cultural industries. Creative activities include functional creations, new media and software, and creativity supporting activities.


Orange Economy Committee: Committee belonging to the Colombian Ministry of Culture in charge of the approval of projects to benefit from the tax incentive.


Orange Act: Law 1834 of 2017 that set up the bases for the government’s implementation of the Creative Economy Integral Policy (Orange Policy).


Orange Policy: Creative Economy Integral Policy established by the Orange Act, implemented through several norms.


Orange Economy Income Tax Incentive: Income tax exemption established in Section 235-2 of the Colombian tax code, applicable to specific activities related to the Orange Economy.


Orange Economy Income Tax Incentive Regulatory Decree: Decree 286 of 2020 that regulates the Orange Economy Income Tax Incentive.


Orange tax incentives: (i) Tax Incentives to promote the creation of Orange Development Zones (Áreas de Desarrollo Naranja), (ii) Deduction for investments or donations to Orange projects, and (iii) Income Tax Exemption for Orange activities.


PND: Plan Nacional de Desarrollo. Colombian National Development Plan that fixes development strategies for terms of 4 years.


Pre-Orange tax incentives: Tax benefits not explicitly created for the promotion of the Orange Economy but that have an impact on Orange activities.





Introduction



One of the main political goals of the current Colombian Government is the promotion of the Orange Economy, a sector that encompasses cultural and creative activities. Indeed, it has implemented three tax benefits to this end: (i) a tax incentive for the creation of Orange Development Zones, (ii) tax deduction for investments and donations to Orange projects, and (iii) the 7-year tax exemption for companies involved in Orange activities. This work presents a critical assessment of these tax instruments to analyse whether they fulfil their purposes and to formulate ideas for their enhancement.


Chapter I presents the origins of the concept of Orange Economy, explains the characteristics that activities must fulfil to qualify in this sector, and proposes a theoretical definition of the Orange Economy. This section also describes the instruments used in Colombia’s implementation of a public policy to promote this sector. Chapter II groups the tax instruments available in Colombia that directly or indirectly benefit activities included or related to the Orange Economy and analyses their main characteristics. Section 2.1. labels the tax benefits introduced before the creation of the Orange public policy as pre-Orange tax incentives. These include tax advantages for specific cultural industries such as book publishing, film production, and financing culture infrastructure; tax incentives for financing research, technological development and innovation; and a simplified tax regime for micro, small, and medium-sized enterprises. Section 2.2. describes what in this work is referred to as Orange tax incentives; i.e., tax incentives to promote the creation of Orange Development Zones (Áreas de Desarrollo Naranja), tax deduction for investments or donations to Orange projects and the income tax exemption for Orange activities). Chapter III analyses the characteristics of the Orange tax incentives and refers to comparable instruments implemented in other jurisdictions to promote similar activities, as well as the interaction of the incentives with the domestic tax system. Finally, Chapter IV presents a conclusion of the analysis and propose ideas to enhance the existing Orange tax incentives.


Without intending to be an exhaustive assessment of the Orange Economy’s policy in Colombia, the purpose of this work is to contribute to the tax discussions about the Orange Economy and propose elements that future tax reforms should consider when designing instruments that can boost this sector of the economy. Indeed, a thorough analysis of the specific goals of each of the instruments (reduction of real estate costs, attracting financing, and relief of tax burden on operations) should consider similar experiences in other countries1. In any case, the implementation of changes to these tax benefits would require further analysis by relevant agents such as the Finance Ministry, the Deputy Ministry of Creativity and the Orange Economy, the Orange Economy entrepreneurs, and potential investors in this sector, as well as a democratic debate about the advantages of granting a particular tax treatment to this sector.


Through a systematic review of the Colombian tax code and collecting tools implemented in other countries, this research identifies the limitations of the current tax incentives to meet their purposes and proposes ideas for their improvement. This work evinces that the concept of Orange Economy is innovative in grouping cultural and creative industries under one single sector composed of activities that can synergise. However, the definition of the Orange Economy and the activities that it should cover is not sufficiently clear to all relevant players in the market. This analysis also shows that the three Orange tax incentives are part of a governmental policy that involves different institutions and diverse legal instruments. It also evinces that certain tax benefits granted to activities related to the Orange Economy were already in place before the introduction of the Orange tax incentives. Considering that the scope of this work is limited to a conceptual analysis of the legal instruments, further research on this topic should focus on the economic impact of the existing incentives and the potential effects of the alternatives. For that purpose, the convenience of the incentives should be analysed in terms of neutrality, simplicity, and stability2. The implementation of the norms should also be subject to a constitutional debate on the impact on the tax principles of efficiency and equity3.


Each of the three Orange tax incentives responds to different specific purposes and has inherent limitations and separate alternatives for its enhancement. The tax incentive for the creation of Orange Development Zones proposes real-estate tax relief to reduce property costs in the formation of urban areas in which Orange activities would be developed. The regulation introduced for this purpose is a guideline for the municipalities to implement these tax reductions. However, in the end, materialising the specific relief measure depends on the willingness of each city to renounce certain tax prerogatives in order to promote the creation of Orange Development Zones in their territory. The central government could ensure the implementation of an incentive by introducing an income tax credit to real-estate taxes paid by taxpayers developing these zones, or by implementing other tax benefits related to the activities carried out in these areas.


Tax deduction for investments and donations to Orange projects are instruments that promote investments in Orange Economy businesses. As is explained in the corresponding chapter of this work, the specialised literature on tax incentives for innovative entrepreneurship and start-ups suggests that incentives to reduce the taxation on the gains resulting from the growth in the value of these investments do indeed promote these industries4. In particular, and given that these businesses might not be expected to generate income during their early stages, the tax benefit intended to promote the flow of capital towards Orange projects is more useful in promoting this sector of the economy than other types of benefits such as a relief on income derived by the businesses. Taking into account the financial risk associated with these new businesses, the specialised research on the matter concluded that business angels and venture capital funds, which are still scarce in Colombia, are a suitable source of financing and transfer of knowledge to Orange start-ups5. Therefore, establishing income and capital gain benefits for investments made by business angels and venture capital funds in Orange Economy start-ups could increase the existing tax deduction for investments and donations to Orange projects.
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