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Foreword

fforts to support the formal-

ization of the informal econ-

omy have accelerated across

the globe after the historic

adoption of International La-
bour Organization (ILO) Recommenda-
tion 204 Concerning the Transition from
the Informal to the Formal Economy in
2015. With the launch of the Sustainable
Development Goals (SDG), there is grow-
ing interest world-wide to support more
than 60 per cent of the world’s workforce
operating in the informal economy through
the transition to formality. The notion that
economic growth, while a necessary condi-
tion, is insufficient to reduce informality is
widespread in the debates of post-global fi-
nancial crisis, and most recently in the con-
text of the fourth industrial revolution. the
transition to formality. The notion that eco-
nomic growth, while a necessary condition,
is insufficient to reduce informality is wide-
spread in the debates of post-global financial
crisis, and most recently in the context of
the fourth industrial revolution.

Several countries, especially in Latin Amer-
ica, have made significant progress in re-
ducing informality among small enterprises
and their workers through a multi-facetted

ENTERPRISEFORMALIZATION

policy mix, providing incentives and infor-
mation, whilst reducing administrative red
tape. In 2014, the ILO’s Programme for the
Promotion of Formalization in Latin Amer-
ica and the Caribbean (FORLAC) issued
a paper on Policies for the Formalization of
Micro and Small Enterprises in Chile, which
outlines legislative efforts to create a more
favourable business environment and to re-
duce enterprises’ regulatory burden, as well
as the government’s active promotion of pri-
vate sector development, enterprise start-up
and growth, offering a wide range of finan-
cial and non-financial business development
services and instruments.

With a view to inform the policy debate in
a wider group of countries, the ILO start-
ed to collect additional information on
trends, achievements and lessons learned
since 2014. This was done in the context of
the ILO’s mandate to gather and dissemi-
nate knowledge to inform policy makers
on promising practices that may be worth
replicating in other parts of the world. This
is particularly timely as many countries are
currently testing new approaches to foster a
transition to formality for informal opera-
tors and enterprises, in line with the guid-
ance as provided by Recommendation 204
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concerning the Transition from the Infor-
mal to the Formal Economy.

The purpose of this paper is to share in-
formation with policy makers and other
stakeholders across the world on promising
practices and lessons learned on the Chil-
ean experience with respect to the formal-
ization of enterprises and the workers they
employ. It has been prepared in the context
of a South-South Expert Knowledge Sharing
Forum on Policy Innovations and Lessons
Learned on Enterprise Formalization, which
took place in the Philippines in July 2018.
The event was organised by the ILO Coun-
try Office for the Philippines in partnership

with the ILO Enterprises Department, the
Work Quality Branch and the International
Training Centre of the ILO. It enabled ex-
perts and representatives from governments,
social partners and other stakeholders from
the Philippines to engage with experts of the
Global South on good practices and lessons
learned, while exploring opportunities to
replicate or adapt effective initiatives. The
workshop was technically supported by the
ILO Country Office for Brazil and the De-
cent Work Team for the Southern Cone in
Santiago, Chile, whereas the ILO Partner-
ships and Field Support Department con-
tributed with South-South and Triangular
Cooperation funds.

4 e

Fabio Bertranou Vic van Vuuren Khalid Hassan

Director Director Director

ILO Decent Work Techni-  Enterprises Department ILO Country Office for the
cal Support Team for the ILO Geneva Philippines

Southern Cone of Latin
America
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29%

of active people in Chile
are in a situation of
informality

€€ There has not

been a specific
and concerted
objective in
public policies
to reduce
informality,
although
various sectors
of the public
administration
have taken
action to achieve

this goal. ??

SECTION 1.

Background

his paper has been prepared
in the context of the meeting
“Global South Expert Forum
on  Enterprise  Formalization”
organized by the ILO to facil-
itate the exchange of experience and good
practice on the formalization of enterprises,
held in Manila, Philippines, from 16 to 18
July 2018, which brought together repre-
sentatives of public and private institutions
from the Philippines and experts on the sub-
ject from the countries of Latin America and
India. Although the experiences described
need to be set in their national contexts,
which differ greatly in terms of size, hetero-
geneity and levels of development, common
features can also be seen in relation to infor-
mality and the transition to formality.

Chile has experienced a substantial reduc-
tion in its labour informality rate since
2010, with a fall from around 40 % to 29
% of all active persons by June 2018". There
have been various contributory factors, both
contextual and in the form of specific pro-
grammes and instruments, and the present
paper therefore refers to both aspects.

This section provides some information on
the situation in Chile based on certain rel-
evant indicators. Chile is a country of ap-
proximately 18 million inhabitants with an
average per capita income of USD 24,537
ppp and a Gini coefficient of around 0.50,
which has varied little over the past 12 years.
According to the Gini coeflicient, Chile is
the country with the greatest income ine-
quality among OECD countries. It has an
active population of 8.38 million, with an
unemployment rate that fluctuates between
6.9 and 7.3%. Its poverty rate at the national
poverty line is 8.6 % and its Human Devel-
opment Index is 0.84, which puts it in the
“very high” category in the international
classification, placing it in 44th position in
the world ranking®. Reference should also
be made to certain contextual factors relat-
ed to the issue of formalization, which will
be addressed below. In recent years, Chile

has experimented with various structural
reforms, including a tax reform in 2014.
The country has also seen a strong increase
in immigration from other Latin American
and Caribbean countries, such as Haiti,
Peru, Bolivarian Republic of Venezuela and
Colombia. Finally, it has introduced wide-
spread technological changes, with a signifi-
cant increase in national connectivity. Some
74 % of urban households and 55 % of ru-
ral households are connected to the internet,
and there are 16 million smartphones, with
an annual rate of increase of 20 %.

The present paper is structured as follows:
Chapter I, “Background”, places the situa-
tion of the formalization of enterprises and
labour in Chile in context. Chapter II, “Fac-
tors and instruments affecting formaliza-
tion”, as suggested by the title, describes the
principal elements that have had an impact
on formalization in the case of Chile. Chap-
ter III, “Selected good practices”, describes
and comments on 12 cases of instruments
or programmes selected for their current or
potential effect on formalization. In Chapter
IV, “Final considerations”, certain issues and
conclusions are put forward on the case of
Chile, based on the information provided
and from the viewpoint of the exchange of
experience between countries. It should be
noted that the present paper does not claim
to offer solutions to the issues of formaliza-
tion in Chile. That would be a subject for
another study, which could take the content
of the present paper as an input.

To select and examine good practices in re-
lation to formalization in Chile that could
be included in this paper, a series of expert
resource persons (17) were interviewed in
June and July 2018, representing key organ-
isations that are either directly or indirectly
involved in issues related to formalization,
the promotion of production and employ-
ment in MSMEs, statistics, programmes and
related instruments, amongst others. The or-
ganisations from which representatives have
been interviewed, are indicated on page 47.

1 Source: ENE April-May-June quarter 2018: labour informality rate 28.7%.
2 Sources for figures: World Bank; National Institute of Statistics (INE) Census; the INE National Employment Survey

(ENE); the National Socio-economic Characteristics (CASEN) Survey, Subsecretariat for Telecommunications (Subtel)

and INDH of UNDP, 2017 and 2018.
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They showed great willingness to provide
their views on success factors, the problems
encountered and the remaining challenges
in relation to the various instruments and
programmes implemented.

The statistics used in this paper are from two
main sources. These include the quarter-
ly National Employment Survey (Encuesta
Nacional de Empleo, ENE) of the National
Institute of Statistics (INE) which, since
2017, has included specific questions on
labour informality, with a regular bulletin
being published on this subject®. The other
is the Biannual Survey of Micro-enterpris-
es (EME) of the INE undertaken with the
Ministry of the Economy, which has includ-
ed a specific bulletin on informality since
2013. Both instruments, and particularly
the ENE, have contributed to increasing the
visibility of the issue of informality in the
country, and therefore constitute in them-
selves a good practice. As a supplement to
the ENE, the Supplementary Income Survey
of the INE has been used for certain specific
aspects. The concepts of informality used in
the surveys are aligned with those adopted
by the ILO. Labour formality takes into con-
sideration simultaneously the existence of
health and pension contributions. For a for-
mal enterprise or operation, the initiation of
activities in the Inland Revenue Service (SII)
is taken into account, either as an own-ac-
count worker, an individual or any type of
enterprise.

There has not been a specific and concerted
objective in public policies in Chile to reduce
informality, although various parts or sectors
of the public administration have taken ac-
tion to achieve this goal within the context
of their own sectoral objectives. For example,
in relation to labour sector , reducing infor-
mality is of importance for the protection of
workers’ rights and social security coverage.
In relation to the economy sector , the chal-
lenge lies in the coverage of the large number
of informal operations, which are similar in
number to formal operations, with a view
to contributing to their economic inclusion
for increased development and economic
growth, as formal enterprises create more
employment and growth than informal en-
terprises. In terms of national finances, it is
important to look beyond increasing the tax
base, as it is unlikely that these operators will
contribute much to the tax revenues, and it
would also be difficult to inspect them. It
is therefore important to close the circle of
tax avoidance and evasion, by obtaining a
full overview of their relations, which is the
major area of interest of the tax authorities.
In this respect, various objectives have con-
verged on greater formalization, which has
been positive in this regard.

3 To do so, the INE benefited from ILO technical advice on the methodological aspects relating to informality with a view
to producing internationally comparable information and using best practices.

@ Chile: Labour informality by category

3% Unpaid family workers

2% Employers

6% Domestic workers

N

5% Public employees

50% Own-account

34% Private employees workers

I. BACKGROUND

8.6%

Of Chileans live below
the national poverty line
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| A. Characteristics of informality

Table 1 shows the Hussmans Matrix, which
synthesizes the situation of informality in a
country. The horizontal axis shows the situa-
tion by type of occupational category, while
the vertical axis offers an overview by eco-

10.2%

of informal workers are

in the formal sector nomic sector: formal, informal and house-

hold. It shows that, in Chile, 28.7 % of ac-
tive persons are in a situation of informality,
corresponding to around 2.4 million active
persons. Of these, only 16.6 % of the total
number of active persons are in the informal
sector, while 10.2 % of informal workers are
in the formal sector. The latter figure is surpris-
ing, and the situation is not always similar in
other countries. Of informal active persons
in the informal sector, most, corresponding
to almost 1.2 million of the 1.4 million, are

own-account or self-employed workers, and
very few are employees. Of the informal ac-
tive persons in the formal sector (10.2 % in
total), 8.2 % are informal employed persons,
who number almost 700,000.

Labour informality is higher in the regions
outside the Metropolitan Region (Santiago
and surrounding areas). Of the total num-
ber of informal active persons, 64 % are in
remote regions, where the activity rate is 59
%. In the remote regions, the rates are sig-
nificantly higher than in Santiago, with the
difference being 31 %, compared with 25 %
in Santiago. Informality rates are particular-
ly high in the regions of Tarapacd (41 %),
La Araucania (40 %) and Los Rios (38 %),
leading to the conclusion that informality is

@ Chile: Informal Labour. Haussmans Matrix

Second quarter 2018
(in thousands of persons)

Self-employed Employees
Own account COntrlb_utlng Private sector Public sector Domestic Sub-total
Employers family
workers employees employees workers
workers
Formal Informal Formal Informal Informal Formal Informal  Formal Informal Formal Informal Formal Informal
Formal sector 635 0 306 0 51 3,927 691 899 111 0 0] 5,812 853
Informal ol 1,202 ol a2 35 6| 107 0 0 0 0 6| 1,387
sector
Households 0 0 0 0 0 11 26 0 0 145 141 157 167
Total 635 1,202 306 44 86 3,989 824 899 111 145 141 | 5,975 2407

Percentage of total employed persons
National Total

Self-employed Employees
Own account COMMIBUNNGS ;10 coctor  Public sector Domestic Sub-total
Employers family
workers employees employees workers
workers
Formal Informal Formal Informal Informal Formal Informal  Formal Informal  Formal Informal Formal Informal
Formal sector 7.6 0.0 3.6 0.0 0.6 47.4 8.2 10.7 1.3 0.0 0.0 69.3 10.2
nformal 00| 143| 00| 05 0.4 01| 13| 00| 00| o0o| oo| 01| 166
sector
Households 0.0 0.0 0.0 0.0 0.0 0.1 0.3 0.0 0.0 1.7 1.7 1.9 2.0
Total 7.6 14.3 3.6 0.5 1.0 47.6 9.8 10.7 1.3 1.7 1.7 71.3 28.7

Source: INE
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@ Informal employed persons by enterprise size

24% 200 workers an'

8% Between 50 and
199 workers

Source: ENE (2018)

distributed very unequally throughout the
territory

Informal employed persons in the private
sector, who amount to almost 700,000,
are found in various sizes of enterprises, as
shown in Figure 2. Some 24 % are in en-
terprises with over 200 workers, 18 % in
enteprises with between 11 and 49 workers,
14 % in enterprises with between five and
ten workers, and 8 % in enterprises with be-
tween 50 and 199 workers. The remaining
36 % are in micro-enterprises with fewer
than five workers. Although the proportion
of informal employed persons has fallen
significantly over time, due to the growth
of the workforce and its formalization, the
total number of informal employed persons
remained fairly constant between 2011 and
2018, which may suggest that the issue is
structural and requires greater in-depth
analysis. They present certain characteristics:
they are not engaged in subcontracting; the
majority work full time; they do not receive
payslips or are on a lower scale of fees; the
majority have only oral agreements, not con-
tracts in writing; they are unskilled workers,
although there are also technicians and mid-
dle-level professionals, operators and sales
persons. Finally, they predominate in activ-
ities related to agriculture, transport, trade,
accommodation and catering. Informal
employed persons in the public sector, who
amount to around 111,000 (1.3 %), mainly
work on a fee basis, a situation that the Gov-
ernment is currently addressing, but which
has existed for a long time.

Own-account workers represent around 21
% of the total number of active persons and

36% Fewer than 5 workers

18% Between 11 and
49 workers
14% Between 5 and 10 workers

number almost 1.8 million. Around 1.2 mil-
lion of them are informal. Although own-ac-
count workers are the occupational category
that has grown the most in recent years, by
26 % between 2011 and 2018, compared
with a growth of salaried employees of 13 %
over the same period, the pace of the growth
of informal own-account workers has been
lower (17 %). A significant proportion of
them are women (46 %) who, in addition
to their work in enterprises, are also engaged
in family care work. Some of the character-
istics of own-account workers include: many
of them work part time, with 49 % working
fewer than 30 hours a week; they are charac-
terized by low pay; they essentially work in
the streets or public places (22 %), although
also in their client’s home or in other clients’
facilities (almost 27 %). The latter may be
in a situation of some type of disguised em-
ployment relationship. Around 19 % work
in their own home. Men mainly work in
trade, construction and transport. Women

“Although the proportion

of informal employed

persons has fallen

significantly over

time, the total number

remained fairly constant
between 2011 and 2018.%°

I. BACKGROUND

46%

Of own-account
workers are women
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€€ The level of
contributions
is the same for
employees, self-
employed or
own-account
workers, and
amounts to
around 22 % of
earnings.”?

42%

of informal enterprises
operate on a part-time
basis

are basically engaged in trade, industry and
services, with average income levels well be-
low the minimum wage. Around 32 % of
formal own-account workers pay contribu-
tions to a pension or health system, although
only 8 % of informal own-account workers
do so®. This leads to the conclusion that the
low level of social security coverage of this
occupational category is a source of concern.

In Chile, the level of contributions is the
same for employees, self-employed or
own-account workers, and amounts to
around 22 % of earnings (old-age and in-

validity pensions, employment injury, ter-
mination of employment and health insur-
ance). In addition, around 10 % of monthly
earnings are earmarked for income tax. For
employees, it should be noted that in Chile
only around 5 % of contributions are paid
by the employer, with the other 17 % being
paid by the worker, which is a major differ-
ence in relation to most social security sys-
tems throughout the world. Nevertheless, in
the present case, whether contributions are
paid by one or the other, the cost of com-
pliance must be generated by the enterprise,
which is a major challenge.

| B. Micro-enterprises and informality

The main differences between formal and
informal micro-enterprises are summarized
in Figures 3 to 14, which are based on the
EME4 and EMES surveys of the Ministry
of the Economy and the INE carried out in
2015 and 2017 covering micro-enterprises
with less than ten workers. According to the
EMES5 survey, there are 1 million informal
micro-enterprises and 952.000 formal mi-
cro-enterprises, considering the high level of
own-account workers among them. There
are relevant differences between the two
types of enterprises, as indicated below:

¢ Educational levels. In the informal sec-
tor, the proportion of entrepreneurs with
full or incomplete basic education is 39
%, compared with 12 % in the formal sec-
tor. At the other end of the scale, 13 % of
entrepreneurs in the informal sector have
completed higher education, compared
with 45 % in the formal sector. This draws
attention to the channels that are required

4 ESI (2016)

to reach out to them and those used by the
various types of programmes.

* Use of internet for business. It is also
noteworthy that, despite the high levels
of connectivity in the country, the in-
ternet is used to a very limited extent by
enterprises in the informal sector, where
70 % of entrepreneurs say that they do
not use it, compared with 36 % in the
formal sector. As many of the procedures
and instruments to facilitate formalization
are digital, it becomes very important to
overcome this gap.

* Types of employment. The gquantity of
employment generated by the informal and
formal sectors is different, with 1.2 and
2.0 jobs per micro-enterprise, respectively.
In the formal sector, 47 % of micro-enter-
prises employ two or three workers, where-
as the rate is only 20 % in the informal
sector. This is very consistent with the high
level of own-account workers. Regarding

ENTERPRISEFO




hours of work, almost 42 % of enterprises
in the informal sector operate part-time,
and only 20 % operate full time, while the
remaining enterprises working other com-
binations of hours. In contrast, only 24 %
of enterprises in the formal sector operate
part-time. There is also a difference in the
type of contract or agreement concluded
with the workers. In the informal sector,
97 % of labour relations is based on an
oral agreement, without a written con-
tract. The rate is 52 % in the formal sector.

Place of work. There are also significant
differences in this regard. A much high-
er proportion of micro-entrepreneurs in
the informal sector works in the street or
in public places, in the client’s house or
home, or in their own home without any
special equipment. In contrast, in the for-
mal sector, entrepreneurs tend to operate
with special facilities either outside or in
the home.

Financing to start up or operate mi-
cro-enterprises. This is a more structur-
al factor, which affects both formal and
informal micro-enterprises, although at a
different level of intensity. Figures 9 and
10 show that in both cases, micro-entre-
preneurs make use of their own resources,
or those of family or friends, to start up
the activity. Very few, under 10 %, have
recourse to bank loans. Subsequently, the
operation of the micro-enterprise with a
bank loan only occurs in 33 % of cases,
followed by financing from non-prof-
it-making institutions, and then family
and friends. This issue has still not been
propertly resolved.

Factors limiting growth. These also ap-
pear to be structural issues related to the

size of the micro-enterprise, as micro-en-
trepreneurs in both, the formal and infor-
mal sectors, mention the same constraints
in a similar order, although with a differ-
ent level of intensity: lack of clients (mar-

ket) and lack of financing. They refer to
the high cost of taking on new employees,
regulations and taxes in fewer than 5 %
of cases.

Level of profit. In this respect, the differ-
ence is very marked between the informal
and the formal sector, including when
the data contained in Figure 12 is supple-
mented with other EME data on hourly
earnings to make it comparable, taking
into account part-time work. According
to this figure, some 65 % of enterprises in
the informal sector had earnings in 2017
that were lower than the minimum wage,
which was CLP$ 257,000 a month, while
this was the case in slightly over 25 % of
micro-enterprises in the formal sector. This
indicates that issues relating to economic
and financial inclusion must be addressed
from the perspective of formalization.

Considering the elements highlighted in the
analysis, informality in Chile is concentrated
among own-account workers in the informal
sector, and among private employed per-
sons in the formal economy. The latter are
present in enterprises of various sizes, and
their distribution throughout the country
is not homogenous, with rates of informal
employment being higher outside the Met-
ropolitan Region. The challenges in relation
to access to markets and to financing limit
growth and are structural issues related to
the size of the enterprise, which naturally
become more significant with informality.
Levels of education and the digital literacy
of micro-entrepreneurs also need to be taken
into consideration in the design of formali-
zation programmes and measures. Any for-
malization effort needs to be accompanied
by financial and economic inclusion pro-
grammes with a view to addressing the costs
of compliance.

I. BACKGROUND

({8
Any formalization

effort must be

accompanied

by financial and
economic inclusion
programmes.
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Main differences between formal and informal micro-

enterprises

Figure 3: Education level of entrepreneurs
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Figure 5: Working hours by level of formality
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I 233

45%
40%
35%

41.6
33.1

30%
25% 23.7
20% 20
15%
10%

5%

0%

14.6 15.1
W Formal
m |nformal
Full time Part time Intermediary Other

(45h or more)  (30h or less) (31 to 44h)  combinations

Figure 7: Social security contributions paid by
entrepreneurs (percentage of entrepreneurs)

No 73.5
contributions

2017 42.3

Paid
contributions
2017

26.5
57.7
No 65.1
contributions
2015 40.8
34.9
59.2

Paid
contributions

| Formal
2015

® Informal

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: EME4 (2015) and EME5 (2017)

Figure 4: Number of workers (% of entrepreneurs by
formality status)
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Figure 6: Type of contract by formality status
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Figure 8: Municipal license or authorization
(percentage of entrepreneurs)
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Figure 9: Workplace (% of total entrepreneurs)
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Figure 10: Type of start-up financing (2017, percentage of entrepreneurs by formality status)
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Figure 12: Monthly profits in CLP (2017)
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Figure 13: Limitations on growth (2017)
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Figure 14: Use of internet by businesses
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€€ There are both
direct and
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which affect the
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SECTION II.

Factors and instruments affecting

formalization

his chapter provides a con-

textual framework of factors

that affect formalization and

describes some key initiatives

that have had an impact on
formalization in Chile.

There are both direct and indirect factors
which affect the formalization of enterprises
and labour. The indirect factors include envi-
ronmental or contextual factors, which may
or may not facilitate enterprises starting up
as formal entities or informal enterprises be-
coming formal. Figure 16 identifies eleven
factors that appear to be relevant in the case

of Chile.

Indirect and contextual factors. The lev-
els of environmental permissiveness and social
control that exists in a country in relation to
informality are general aspects that are sig-
nificant in one way or another. For example,
in Chile, most administrative acts are related
to formalization. Moreover, there is suffi-

Indirect Contextual:

cient traceability of persons due to the exist-
ence of a single fiscal identification number
(Rol Unico Tributario, or RUT), which is
equivalent to a person’s identity number and
is valid for all types of public and private
transactions, from the birth to the death of
individuals. There are also a series of factors
related to the financial and banking environ-
ment which contribute to formalization. In
the first place, a fair proportion of the pop-
ulation uses banks (see Chapter III G. “State
Bank Filial for Micro-enterprises — RUT
account”), and Chile is also a country with
a high level of electronic transactions based
on the use of debit and credit cards. This
also contributes to formality, as the system
of transactions plays an important role in
reducing informality by increasing tracea-

bility.

Other factors which also have an influence
in this respect include an appropriate and
proactive attitude by the authorities in re-
lation to cyclical economic downturns, and

@ Direct and indirect factors of formalization

«Environmental factors which contribute positively or
negatively to formalization

Factors

Cost-benefit ratio from the perspective of the

micro-enterprise

e Improve results (+): market access, economic and financial
inclusion, positioning, incentives, access to justice and social security

« Affect results (-): compliance and transaction costs, exposure to
inspection (fines), direct costs deriving from labour and tax regulation

Direct
Factors
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natural and environmental disasters. In such
circumstances, sectors which are formal but
vulnerable will often cease to remain formal.
In Chile, where natural disasters are very
frequent, the authorities generally must take
appropriate action to support small enter-
prises through the State Bank and the net-
work for the promotion of production.

In addition, the level of rigour and coverage
of customs controls is directly related to in-
formal trading, particularly in public places
and over the internet. This is an issue that
still needs to be resolved in Chile and is
related to a problem of the resources and
equipment allocated to the customs servic-
es, as well as to trade flows, especially from
Asia, which are not adequately monitored
(under-declaration or significant omissions).
The territorial coverage of connectivity (inter-

Il. FACTORS AND INSTRUMENTS AFFECTING FORMALIZATION

net) and the digital literacy of the population
are other significant factors as procedures
for the creation and operation of enterprises
(whether related to taxation, social security,
financing or market access) are being simpli-
fied by making them digital, which reduces
the costs of formalization and increases the
benefits. In comparison with other Latin
American countries, there is good territorial
coverage by internet and mobile telephone
networks in Chile, although this is still ex-
pensive. Finally, the level of regularization of
immigration and the coverage of immigrants
by the social security network is another im-
portant issue. Immigration into the country
has risen rapidly and substantially but is be-
ing addressed gradually.

Based on this summary analysis, the nation-
al context has in general been favourable to

@ Formalization: key contextual factors

Traceability of citizens and contributors/ Relationship
between administrative acts and formality (RUT)

Level of use of banks by the population/ Financial
information/ Financial inclusion

Level of electronic transactions (availability and use of

electronic cards)

Migration policy

coverage, inclusion)

Use of cash in transactions and monitoring of transactions

Policy responses to economic downturns (appropriateness,

Policy responses to natural and environmental disasters

(appropriateness, coverage, inclusion)

Minimum wage fixing

Level of digital literacy and territorial coverage of

connectivity (internet)

Level and rigour of customs checks

Level of permissiveness and social control

€€ The national context
has in general
been favourable to
formalization, with

certain exceptions., )
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the benefits and
reducing the

costs of becoming
formal. 7

formalization, with certain exceptions.

Direct factors. From the perspective of en-
trepreneurs and micro-entrepreneurs, the
decision to become formal is related to the
associated cost-benefit ratio. Accordingly, the
direct factors are related to those which, on
the one hand, improve the results of the busi-
ness or the guality of life of the entrepreneur,
for example by facilitating better market ac-
cess, economic inclusion, access to financial
services under better conditions, a better po-
sitioning and possibilities for development,
the award of incentives, access to justice and
social security. On the other hand, there are
direct factors which, in their opinion, will
negatively affect the results of the business or
the quality of life of the entrepreneur and her
or his team. These factors include the cost
of compliance of becoming formal and the
time required to do so, considering labour,
tax, health, urban and environmental regu-
lations, among others; and exposure to fiscal
measures (fines). Both with respect to direct
costs and transaction costs, the majority of
enterprises suffer from a high level of ad-

ministrative and financial precariousness. If
the balance is positive, the entrepreneur will
probably be prepared to become formal. In
this respect, work is required on both sides.

In Chile, regulations, programmes and in-
struments have been developed which have
contributed to formalization, both by in-
creasing the benefits and reducing the costs
of becoming formal. Figure 17 provides a
summary, grouping the measures taken into
four main thematic areas, those related to:

¢ market access;
¢ economic and financial inclusion;

¢ the reduction of transaction costs and the
simplification of procedures;

* social security and labour regulation.

In Figure 17, programmes, instruments and
regulations that have up to now shown an
interesting effect on formalization are high-
lighted in red; those that have demonstrated

Chile: instruments and programmes with an effect on

formalization

e ChileCompra (public procurement)

e Regulation: Act on Subcontracting

e Deductions from own-account workers
(from their fees) and tax deductions by the
contracting enterprise

e Commercial Zone programme

- SERCOTEC
e Business
Development
Centres
« Billon Related to mark_et
. access (public
appropriate
- procurement and
pay € the private sector)
periods
* State Related to
Bank Filial economic and
for Micro- financial inclusion
enterprises/

Local counters -
RUT account

e Seed and enterprise bee
capital - SERCOTEC

e Business Development Centres

e Micro-credit - maximum interest rate

e Strengthening of financial intermediaries -
CORFO

e Act on Family Micro-enterprises
e Enterprise in a Day
e Enterprise Desk
® PreviRed
e  Special tax regimes for MSMEs:
e Simplified Regime 14ter;
e Presumed Income;
* Small taxpayers;
e Simplified VAT

. declaration
Transaction costs/

Simplication of
procedures

Social security and

labour regulation o PreviRed

(single window)

e Act on

Subcontracting +

"MultiRut" Act

e  Gradual incorporation

of own-account workers as health

and pension contributors

e Aspects of labour regulation (working hours
and arrangements, compensation, minimum
wage)
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potential despite the short period of their ap-
plication are highlighted in purple; and those
that have recently been introduced or are
about to be adopted, and the effect of which
is still unknown, are in black. Twelve of these
programmes, regulations and instruments
are selected in Chapter IIT and analysed in
greater detail. It should be noted in this re-
spect that, with honourable exceptions, it is
not usual in Chile to undertake impact eval-
uations of programmes with counterfactual
analysis. However, government programmes
are subject to evaluations to assess their con-
sistency with their objectives and the pro-
gress achieved.

Related to market access. The low and ir-
regular demand is the main problem identi-
fied by micro-entrepreneurs in the informal
sector and is related, to a certain extent,
to their part-time work. The operation of
ChileCompra, the institution which brings
together public procurement, has had a
major effect on small enterprises, including
micro-enterprises, also at the regional level,
with its purchasing power acting as an in-
centive for formalization. In terms of regu-
lations, both the Act on Subcontracting and
the rules on tax deductions for own-account
workers working on the basis of fees give
an important role to clients and purchasing
enterprises in the compulsory formalization
of contractors, subcontractors and own-ac-
count workers if they wish to participate
in these markets. These are examined in
greater detail in Chapter III. Similarly, the
programmes of the Technical Cooperation
Service (SERCOTEC) in Business Devel-
opment Centres and Commercial Zones
focus a fair amount of effort on formaliza-
tion, increased sales and market extension.
The Commercial Zones programme aims to
increase public visits to the zones and there-
fore improve sales. The Bill on Appropriate
Payment or payment within 30 days, which
is currently being examined by the Congress,

Il. FACTORS AND INSTRUMENTS AFFECTING FORMALIZATION

offers a major incentive for small enterprises,
as they are the most affected by payments
made within 60, 90 or even 120 days by pur-
chasing enterprises and State bodies.

Related to economic and financial inclu-
sion. 'The starting point is that small-scale
operators and micro-enterprises must de-
velop economically to be able to afford the
cost of formalization. In this context, in
view of their characteristics and coverage,
the financial services programmes specifi-
cally designed for micro-enterprises by the
State Bank Filial for Micro-enterprises (Ban-
coEstado-Microempresas, BEME) have been
very important. In addition to the massive
financial inclusion of this category of en-
terprises, BEME promotes their formaliza-
tion. Along the same lines of financial in-
clusion, the programmes of the Production
Development Corporation (CORFO) for
the strengthening of financial intermediaries
are intended for organizations which work
for the financial inclusion of enterprises of
this size. In addition to strengthening mi-
cro-credit, regulations have entered into
force which place a ceiling on interest rates
for small loans®, in view of the experience
of the high interest rates to which clients of
this type were exposed, which limited their
growth potential in practice. SERCOTEC is
the institution specialized in promoting the
development of small and micro-enterpris-
es, which includes formalization among its
objectives. It has programmes for the transfer
of resources (based on competitions) for the
entrepreneurship and operational stages, as
well as a gender component, including: Cap-
ital Semilla (“Seed Capital”), Capital Abeja
(“Bee Capital”), Abeja Emprende (“Bee En-
trepreneurship”) and Crece and Fondo Mejo-
ra Negocios (“Business Growth and Improve-
ment Fund”). These are supported through
the development and strengthening of entre-
preneurial capacity through the SERCO-
TEC Business Development Centres located

5 Loans of up to 5,000 Development Units (UF), or approximately USD 200-210,000.

¢ ChileCompra, the
institution which
brings together public

procurement, has
had a major effect on
small enterprises. ??
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throughout the country.

Related to the simplification of procedures
and the reduction of transaction costs.
Smaller enterprises are characterized by a
very precarious administrative structure,
usually with the micro-entrepreneur carry-
ing out personally the administrative proce-
dures related to the enterprise, or possibly
the accountant. The level of precariousness
is even higher in the informal sector. The
Inland Revenue Service (SII) has established
specific tax regimes for small enterprises
which substantially reduce compliance costs
through: (i) a Simplified Taxation Regime
for all economic sectors, based on real in-
come with adjustments and simplifications
to the general regime; and (ii) the Presumed
Income Regime for certain economic sectors
and smaller enterprises. Similarly, in terms
of regulation, the Act on Family Micro-en-
terprises greatly facilitates the start-up and
operation of non-polluting enterprises op-
erating with a maximum of five persons in
the home. The introduction of virtual single
windows has contributed to a fair level of
simplification of the start-up and operation
of enterprises. Particular reference should be
made to (a) PreviRed, the single social secu-
rity window, which represents a significant
time saving for enterprises; (b) the Enter-
prise in a Day (Empresa en Un Dia), a virtual
window for the establishment of enterprises,
which is widely used for start-ups; and (c)
the Enterprise Desk (Escritorio Empresa),
a virtual window designed to cater for the
needs of enterprises at the various stages of

their life cycles.

Related to social security and labour reg-
ulation. The problems encountered by the
informal sector in relation to social security
are directly related to its cost (22%) and, to a
certain extent, the doubts about the benefits
of the Pension Fund Administration (AFP),
system based on individual savings accounts.
This has given rise to a fair amount of public
controversy in recent years. The procedures
related to these obligations have been broad-
ly facilitated by the presence of PreviRed, the
virtual window referred to in the previous
paragraph. Moreover, the application of the
regulations under the Act on subcontracting
and the requirement for own-account work-
ers to be gradually incorporated into social
insurance based on a system of deductions
from their earnings has also promoted for-
malization. The issue of labour regulation
and micro-enterprises has been left rather
pending. It is clear that there are problems
in the informal sector, for example, with:
working hours and their distribution, as a
result of the great irregularity of demand
and the need to combine work with other
activities, especially in the case of women;
unpaid family members; the absence of con-
tracts; the great variation in the duration of
the working relationship; and the payment
of overtime. These are all pending issues
which require further attention.

ENTERPRISEFORMALIZATION
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of size by putting
in place a more
even playing
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SECTION 1II.

Selected good practices

his chapter outlines some se-
lected good practices that have
contributed to formalization
in Chile. It covers topics such
as (i) public procurement, (ii)
online platforms related to business regis-
tration, pensions and other administrative
requirements, (iii) declaration and payment
of social security contributions, (iv) access to

business development services, (v) access to
finance, (vi) measures to facilitate access for
micro and small enterprises to public pro-
curement opportunities, (vii) a special legal
statute for family micro-enterprises (viii) a
sub-contracting law to reduce informality in
the production chain and (ix) tax reforms.

| A.  ChileCompra (Public procurement)®

The Act on Public Procurement (No. 19,886)
was adopted in 2003 and created ChileCom-
pra with the objectives of: making savings
and ensuring a better use of public resourc-
es; simplifying and reducing bureaucracy in
public sector procurement; ensuring hones-
ty and transparency; and offering access and
business opportunities to a broad range of
suppliers. This latter objective included pro-
moting the participation of smaller enter-
prises, an objective which might appear to
be in contradiction with the intent to save
public resources. Nevertheless, ChileCom-
pra has been successful in overcoming this
challenge. In 2017, the public procurement
by 850 institutions, (including the central
Government, universities, municipal au-
thorities, the health sector, the armed forces,
public works and the police), amounted to
some USD 12,200 million and consisted

6 www.chilecompra.cl

for 59 % of purchases from MSMEs,” and
43 % from MSEs, with this latter figure be-
ing higher in the outlying regions (55 %).
The magnitude of these figures is significant
when considering that the percentage of
sales by MSEs at the national level is only
8.4 %. This achievement is significant at the
national and international levels and should

be highlighted as a good practice.

ChileCompra manages the system, but each
public institution makes its own purchases
through the platform in accordance with
the existing regulations. The following may
participate as suppliers: physical and legal
persons, who have started up their activity,
and who have not been involved in anti-un-
ion practices, violations of the fundamental
rights of workers and offences punishable
under the Penal Code.

7 MSMEs: micro-, small and medium-sized enterprises; MSEs: micro- and small enterprises.
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The system is composed of three platforms
and/or sites:

e Public procurement (Mercado Publico)
www.mercadopublico.cl  where procure-
ment processes are notified and undertak-
en and suppliers offer their products and
services. Participating suppliers must be
registered, which is free of charge.

e Chile suppliers (Chile

www.chileproveedores.cl. Advanced regis-

Proveedores)

tration, which is paid (a low annual fee)
but not compulsory. It is an electronic reg-
istration platform which gathers the vali-
dated and certified commercial, technical
and financial information on the supplier.
It is a virtual window for public procure-
ment, and only for certain procedures is
it necessary to be on the Register. It auto-
matically updates the State requirements
and it does not require suppliers to pro-
vide information each time that they par-
ticipate in a procurement procedure. The
management of the register of suppliers is
subject to tender for several years and is
currently being carried out by the Cham-
ber of Commerce of Santiago. In 2017,
there were 123,000 suppliers, of which 90
% were MSEs (110,700) and 67,000 were
registered with Chile Proveedores.

Chile procurement training (Capacitac-
ion  ChileCompra)  http://capacitacién.
chilecompra.cl. Participation in the sys-
tem involves very intensive training, both
for suppliers, particularly MSEs, and
purchasers. As a result, on-line and class-

11l. SELECTED GOOD PRACTICES

room courses are provided throughout the
country during the year on such subjects
as sales to the State, the preparation of
winning offers, and good bidding rules
for tendering and management issues. The
focus is on building the capacities of the
actors in the system.

The high level of participation by small en-
terprises in the system is related to the con-
stant concern of ChileCompra to reduce the
bias of size by putting in place a more even
playing field to flatten out the related prob-
lems. This differs markedly from the experi-
ence of other countries in relation to public
procurement, where strategies have tended
towards positive discrimination for this type
of enterprise. In Chile, the main challenges
faced by small enterprises in this respect were
identified, with around 15 constraints being
targeted which for the most part have grad-
ually been resolved.®* Among them are: (7)
very large contracts; (i) limited knowledge of
procurement procedures; (iii) little experience
and knowledge of the preparation of offers; (iv)
little time for their preparation; (v) little dia-
logue and feedback from purchasers; (vi) exces-
sive bureaucracy; (vii) delayed and long periods
Jfor payments; (viii) unclear requirements; (ix)
burdensome requirements relating ro standards
and certification; (x) the disproportionate re-
quirement for technical skills; (xi) dispropor-
tionate financial requirements; (xii) excessive
emphasis on prices; and (xiii) the temporary
closure of markets due to the presence of frame-
work contracts. These constraints have been
overcome for all enterprises, and not only
small enterprises. The way they have been

addressed is indicated in the bibliographical

8 G. Burretal., “Challenges in Chilean e-procurement system: A critical review”, Chapter 8, in R.J. Shakya, Digital

governance and e-government principles applied to public procurement, World Bank, Washington DC, 2016

@ ChileCompra: Size of transactions by supplier size
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references.’

The most common forms of procurement
through the platform are:

* public and private tenders;
e direct contracts;

e framework agreements, which were in-
troduced between 2009 and 2012. The
products of a catalogue are awarded for
a period and a tender is not required for
each purchase, but only procurement or-
ders, which involve management savings

(ChileCompra Express);

* micro-procurement, a new form of pro-
curement introduced in 2017 for small
purchases under USD 750 through gov-

ernment e-commerce or other platforms.

During 2018, new simplified arrangements
and simplified tendering were introduced
for values under around USD 7,500, which
cover 60 % of processes. The intention is for

them to be standardized and 100 % elec-
tronic.

Transparency is an essential objective of the
system, and there is therefore plenty of rel-
evant information. The stages of the proce-
dure for the award of procurement can be
looked up on the Web and are traceable;
personalized notifications are sent by e-mail
to all suppliers; reports and cubes for anal-
ysis (2009-2012); and innovative applica-

9 Ibid, Chapter 3

45% Small

Source: ChileCompra

tions (APIs) and telephone applications to
announce daily tenders and procurement
orders (2015-2018). One contribution to
transparency is the Observatory, set up be-
tween 2013 and 2014, which receives com-
plaints relating to ethics and denunciations,
and makes suggestions, carries out analysis
and puts forward recommendations, sends
alerts to purchasers, develops risk models
and analyses attitudes. The Observatory is a
source of the continuous improvement of
the system and detects constraints related to
size.

Gender: research indicated that the volume
and average amounts agreed with enterpris-
es managed by women were lower than in
the case of men. Based on this finding, a
programme for a “Women’s Label” was es-
tablished to promote the participation of
women in public procurement through in-
formation dissemination, intensive training,
mentoring and articulation with the State
Bank Filial for Micro-enterprises. The to-
tal volume of transactions rose from 21 %
in 2013 to 27 % in 2017, and the average
amount of each transaction rose by 11 %
over the same period.

The basic principles for the development of
the platform are transparency, savings and
the participation of small enterprises. The
figures suggest that this public market is now
more democratic and accessible, including
for enterprises run by women, than the pri-
vate market, which is a significant incentive
for formalization.

@ Participation in ChileCompra by enterprise size, 2016

16% Medium

39% Large
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| B.  Single Window

Virtual single windows are on-line platforms
which gather all procedures of the various
institutions in a single interactive portal
with a view to simplifying procedures and
reducing the transaction costs of users, par-
ticularly by saving time, facilitating transfers
and operating 24 hours a day. In Chile, the
most noteworthy experiences of single win-
dows are:

* PreviRed (2001) for social security proce-
dures. www.previred.cl

* Empresa en un Dia (Enterprise in a Day
- 2013) to set up enterprises that are start-
ing their activities and other procedures
related to enterprises. www.tuempresae-
nundia.cl

e Escritorio-Empresa  (Enterprise desk -
2016) for all types of procedures and
information related to the start-up and
operation of enterprises. www.escritori-
oempresas.cl

There are two options for virtual single win-

| B.1 PreviRed??

In 2001, five private pension fund admin-
istrators (AFDs) created an on-line platform
for the purpose of electronically declaring
and)or paying the social insurance contribu-
tions of enterprises, employers operating in
their own homes and own-account workers
through a single or integrated payment. It
brings together contributions for pensions,
health, employment injury, family allowanc-
es and unemployment insurance, and auto-
matically calculates their amount for each
worker and each payroll or workforce. It has
been implemented gradually.

10 www.previred.cl
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dows, and combinations of these options,
depending on the characteristics of the pro-
cedure:

e The portal is only an entry point and a
link to the portals of the various institu-
tions but does not integrate and rational-
ize procedures in a single series of processes.
This is the case of the Escritorio Empresa
(Enterprise Desk), through which on-line
entry is available to institutional portals
that may be useful for one or more specific
purposes.

¢ The portal is the entry point to a single
series of processes for a specific purpose,
which integrates and rationalizes, or sim-
plifies various procedures for different in-
stitutions into a single procedure to offer
a simplified solution. This is the case of
PreviRed and Empresa en Un Dia.

Both options involve totally different tech-
nological and back office administrative and
coordination challenges.

The platform brings together all the public
and private institutions of the social security
system in Chile.!! There are 70 options for
contributions for each worker, some relating
to preferences of the enterprise and others
to those of the individual worker (59). The
system is now connected to all financial
banking institutions and some non-banking
institutions, such as commercial companies
operating credit cards, for on-line payments.
The platform opted for a simplification of
procedures, the standardization of forms
and the harmonization of data for the var-

11 Number of institutions in the system: pensions - 7; voluntary welfare savings - 40; health - 13; employment injury - 4;

unemployment insurance - 1; family allowances - 5
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ious participating institutions.

Prior to the creation of the portal, social se-
curity procedures appear to have taken up
the most time for small enterprises in view
of the multiplicity of institutions. With the
creation of PreviRed, the complexity of the
procedures and the transaction costs have
been substantially reduced, saving time and
providing a flexible 24-hour service which
is free-of-charge, paperless and does not re-
quire the physical presence of users. This has
had a major effect on the operation of small
enterprises, which mostly have no or very
few administrative personnel, which nor-
mally means that the entrepreneur must car-
ry out these procedures. With PreviRed, the
payroll or workforce is paid within 24 hours
by the financial system, while statutory con-
tributions are paid during the first 12 days of
the month. There are two options in the sys-
tem: (a) both the declaration and payment
of contributions; and (b) only declaration
for employers, who prefer to make payments
directly through the bank. At present, 98 %
of contributions payable to private pension
fund administrators (AFPs), 99 % of those to
the FONASA (public health system) and 88
% of those to the ISAPRES (private health

care) are collected through the system.

PreviRed has developed many services, cur-

rently numbering around 50, related to (i)
collecting contributions, (ii) issuing certifi-
cates, (iii) notifications and (iv) support for
bank payments. In addition to the payment
of contributions, the most relevant include:
the provision of free pay software to smaller
enterprises (including all calculations of enti-
tlements) and of certified software for others;
model contracts for the various types of con-
tracting; news on the world of work and so-
cial security and useful indicators; an option
Jor the principal enterprise or the purchasing
enterprise to check contractors in subcontract-
ing relationships concerning their situation
with regard to the payment of their obligations
and on-line consultation regarding contribu-
tions; the issue of certificates attesting the up-
to-date payment of insurance contributions
by enterprises, duly certified and on line with
the Directorate of Labour, which are valid for
the various purposes required by labour regu-
lations; the regularization of social insurance
debts, the calculation of fines and arrears; on-
line consultation by workers of the situation
regarding the payment of their contributions by
the employer; and the generation of Big Data
for institutions in the system. The use of Prev-
iRed has increased significantly (see Table 2
below) by users of all sizes.

@ PreviRed: Contributors 2010-17 (thousands)

Own-account

Year Workers  Employers
workers
2010 4,850 400 102
2017 8,276 662 149
Var. %
2017/2010 1% 66% 46%

Source: Calculated based on PreviRed data

| B.2 Empresa en Un Dia (Enterprise in a Day)*?

The platform was created in 2013 by the
Ministry of the Economy for the electron-
ic registration of enterprises and companies
(Registro Electronico de Empresas y Sociedades,
RES), and is public, national and free of
charge. It was established by Act No. 20,659,
creating a simplified scheme for entities with
legal status enabling them to establish, trans-
form, divide, merge and dissolve companies

12 www.tuempresaenundia.cl

through the internet, without cost for the
enterprise, except for the electronic signature
(firma electronica, FEA). Companies which
are constituted in this way, in contrast with
the traditional method, do not have to be
published in the Official Bulletin (Diario
Oficial) or recorded in the property regis-
ter, and do not require the intervention of
a lawyer, as the required forms can be com-
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pleted by the registered user. It currently
coexists with the traditional system for the
establishment of enterprises.”® It should be
noted that the constitution of a company is
part of the enterprise creation process, and
that other stages of this process still must be
simplified.

Between 2013 and 2016, various types of
commercial companies were gradually incor-
porated into the system, including: limited
liability companies (Ltd.); individual lim-
ited liability companies (EIRL); joint stock
companies (Spa); commercial partnership
companies; limited partnership companies;
limited joint stock partnerships; closed joint
stock companies; and mutual guarantee
companies (SGR). The gradual nature of
their incorporation is due to the need to
reach agreement with the various regulators
and to create the regulatory framework for
the simplifications. When companies are
constituted in this way, they are assigned
a single tax number (RUT) as part of the
procedure and from that moment on can
engage in transactions and issue electronic
documents (bills and other documents).

Following five years of implementation, the
register shows positive aspects overall. Of
the 534,080 companies constituted with
legal status over this period, 62.2 % did so
through the portal (332,000). In April 2018,
some 74 % of enterprises was constituted in
this manner at a rate of 215 enterprises each
working day. From the viewpoint of entre-
preneurs,' procedures that previously took
around three months have been reduced to
five days and the cost of the process has fall-
en from around USD 790 to USD 27, for
which the tool is well appreciated. However,
there are also some limitations. For example,
the financial authorities require new enter-
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€ The online
Enterprise-in-a-Day
platform simplifies
registration procedures
for enterprises and
companies.)?

prises to credit six months of transactions
in their VAT declaration to open a current
account, in contrast with the traditional sys-
tem, under which it is done immediately.
This tends to betray a certain lack of trust.
Moreover, there have been abuses, such as
the creation of several enterprises for the
“same” purpose with a view to issuing a large
number of bills, which is illegal and should
be subject to investigation and the corre-
sponding penalties. Another shortcoming is
the lack of more personalized advice, espe-
cially for small enterprises, on key legal and
tax-related issues for the determination of
the most suitable type of company or legal
form for the kind of enterprise. However,
this shortcoming is mitigated to a certain ex-
tent by the existence of the Enterprise Desk
portal (Escritorio Empresa), where each legal
form and type of company is set out in a fair
amount of detail.

'The Enterprise in a Day platform helps to fa-
cilitate the simplified formal constitution of
new enterprises by broadly simplifying the
procedure for the constitution of a compa-
ny, which is an important stage in enterprise
creation. It is being widely used, but does
not offer solutions for the whole process,
nor does it guarantee that existing informal
enterprises are offered incentives to become

formal.

| B.3 Escritorio Empresa (Enterprise Desk)'®

This platform is a joint initiative by the Pro-
duction Development Agency (CORFO)
with the Ministry of Economy, which start-
ed operating in the second half of 2016. It
makes available a portal which gives entry
to various useful institutions and thus facil-
itates and simplifies entrepreneurship, for-
malization and the creation and operation

of enterprises, and particularly MSMEs.
The current catalogue includes on-line
procedures; business incentives; enterprise
creation; brand names; license applications
(municipal authorities); free and purchased
software applications that are useful for busi-
ness; certificates; and financial services. The
portal is not limited to enterprise creation,

13 The traditional system for the constitution of an enterprise is based on the use of notarial acts, commercial

registers, publication in the Official Bulletin and an application to the Inland Revenue Service for a single tax number to

commence operation.

14 Asociacion de Emprendedores de Chile (Chile Entrepreneurs’ Association, ASECH)

15 www.escritorioempresa.cl
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but also endeavours to facilitate their oper-
ation.

In 2018, participation in the platform in-
cluded 23 State institutions, 200 municipal
authorities and three banks, through which
70 types of procedures could be carried out.
It offers tutorials on enterprise creation and
it is possible to compete for public funds for
enterprise start-ups, operation and particu-
larly for innovation and development. It is
also possible to apply for credit and to open
a current account. In general, the portal fa-

cilitates the on-line payment of procedures
and certificates where the respective institu-
tions have approved the system for the trans-
action. The window has still not been suffi-
ciently disseminated.'® The Sub-Secretariat
for the Economy and Small Enterprises is
currently revising the content of the plat-
form with a view to making progress in sim-
plifying certain procedures and promoting
their integration, in cases where they involve
several institutions, into a single procedure
or a flow of procedures.

| B.4 Reflections on Experience of Single Windows

Single windows can be very useful for the
creation of new formal enterprises and in
simplifying the operation of new and exist-
ing enterprises. In general, their implemen-
tation is slower than expected, even where
there is a good initial theoretical design, and
they are established gradually, with the in-
clusion of more institutions and procedures.
In particular, the integration of the various
institutions for formalization and registra-
tion, both in the front office and the back of-
fice, is not without problems and challenges,
especially including:

e difficulties in coordination between the
various levels (local, regional and nation-

“Single windows can
be very useful, yet
the integration of the
various front office and
back office institutions
can be problematic.”’

al) for the unification and simplification
of procedures;

problems related to the integration of the
various technological platforms of the
different institutions, for which solutions
are being found through new information
technology developments, such as “ser-
vice integration buses” or common entry
portals, although with direct access to the
portal of each institution (for example, the
Enterprise Desk). These are strategic defi-
nitions;

¢ the coordination and alignment of the var-
ious regulatory bodies involved in the de-
velopment of new regulations adapted to
the process to be carried out through the
single window (requirements, deadlines,
forms, etc.) and in general in relation to
legislative changes. This has been noted as
a success factor in the case of PreviRed;"”

e the readiness of the various technical de-
partments involved to delegate respon-
sibilities to the single window for the
integration and simplification of proce-
dures and problems in obtaining flexible
responses;

the capacity for the effective control of the
relevant aspects of administrative registers
and for their future use, as well as the har-
monization of data and common rules for
interoperability. Examples of sensitive cas-
es include social security;

* with a view to ensuring the widespread

16 Up to now, it is estimated that there have been

10 million visits and that 2.2 million procedures have
been carried out through the portal. Source: Escritorio
Empresa.

17 Persons interviewed: Valentina Veloso (14)
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use of virtual single windows and reaching
out to informal operators, an aggressive
programme for the digitalization of small
enterprises is required which envisages the
integration of information and commu-
nication technology (ICT) in all types of

procedures and transactions in general.
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It should be noted that the EME 2017
found that in the informal sector only
30 % of micro-enterprises indicate that
they make use of the internet in their busi-
ness operations.

| C. Act on Subcontracting (Act No. 20,133)

Subcontracting is a means of organizing pro-
duction, through the externalization of cer-
tain functions, which often leads to more
precarious employment, including informal
labour in contracting and subcontracting
enterprises. In Chile, with a view to mitigat-
ing these effects, the Acr on Subcontracting
(Act No. 20,133) was adopted in 2006. In
conjunction with the Act on the MultiRur
(Act No. 20,670), adopted in 2014, and the
existence of PreviRed, Act No. 20,133 has
made a positive contribution to mitigate this
situation and to foster the formalization of
employment in the production chain.

Obligations and duties. The Act requires the
main enterprise or the enterprise issuing in-
structions to look into the effective compli-
ance with labour and social insurance obliga-
tions by the contractor or subcontractor, and
to protect the life and health of all workers
engaged in the work that it controls. This

18 EME survey of micro-enterprises

corresponds to a solidarity and subsidiary
responsibility for the labour and social insur-
ance obligations of the contracting enter-
prise in relation to its workers, both during
the period covered by the contract and re-
garding the termination of the employment
relationship, social security issues and labour
benefits. It also has direct responsibility for
health and safety issues, which is important
in such sectors as construction.

Righrs. ‘The principal enterprise is entitled
to information on compliance with the la-
bour and social security obligations of con-
tractors and subcontractors by means of a
certificate validated by the Department of
Labour and issued by PreviRed, as well as to
retain payments or make payments by sub-
rogation in the event of non-compliance by
the contractor. Contractor or subcontractor
enterprises pay their contributions on/ine
through the PreviRed portal to the various
institutions during the first 12 days of each

Employment injury rate 1996-2016 (% of protected

workers)
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CThe Act on
Subcontracting
requires companies to
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labour and social
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month, and PreviRed issues certificates and
records of the payroll with the duly complet-
ed payments, which are accepted as proof
by the regulatory bodies. This information
is maintained online with the Department
of Labour, which keeps a public register of
contractors and subcontractors and provides
certificates on pending labour or other prob-
lems based on its own records. The provision
and regular submission of certificates for the
payment of the obligations of the contractor
or subcontractor and the situation of labour
compliance, as well as the flexibility of the
process due to the existence of PreviRed, has
facilitated the due application of the Act on
Subcontracting. This in turn has been a key
factor in the formalization of production
chains in the areas of labour and social insur-
ance and is a requirement in all public con-
tracts and procurement and tender process-
es, as well as being a requirement for public
subcontracting contracts.

'The adoption in 2014 of the Act on the Mul-
tiRut No. 20,670 has supplemented the
action outlined above, thereby limiting the
artificial fragmentation of enterprises with a
view to hiding the real employer of the work-
ers and externalizing more than necessary,
including for workers engaged in the same
tasks in the enterprise. This Act has reduced
certain problems relating to social insurance,

labour (trade union membership) and taxa-
tion, and it has also reduced the number of
principal enterprises.

Although no impact assessments are avail-
able, certain outcomes show that the ef-
fect has been positive, and that the pace of
formalization of salaried employment has
changed when comparing the six years prior
to the adoption of the Act and the six years
since its implementation, especially in such
sectors as construction and commerce. The
number of contributors to individual pen-
sion accounts and to health insurance has in-
creased substantially over the six years since
the adoption of the Act and the number of
employment injuries has fallen significantly
(see Table 3 and Figure 20). For example, in
the construction sector, the number of for-
malized employees in comparison with the
six years prior to its application has increased
from 19 to 105 %, in commerce it has in-
creased from 4 to 24 % and in industry from
12 to 54 %. However, these increases have
been more limited recently due to more
structural economic problems, which are ad-
dressed in Chapters I and II, and issues aris-
ing in the various sectors (such as industry
and construction).

Pensions system: Contributors to individual accounts
2000-17 (in thousands in December each year)

Agriculture

Year Total S Industry Commerce Construction
and fishing
2000 2,747 263 329 459 202
2006 3,475 276 369 477 241
2012 4,871 328 568 605 494
2017 5,393 333 519 639 442
Source: AFP supervisory body
Agriculture :
Year Total gricuttt Industry Commerce Construction
and fishing
S -
T e 2000 27% 5% 12% 4% 19%
Var % 2006- o o 5 o o
2012 40% 19% 54% 27% 105%
Var % 2012- o o 5 5 o
2017 11% 2% -9% 6% -11%
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| D. Act on Family Micro-Enterprises (MEF) (Act No. 19,749)

The Act was adopted in 2002 with a view
to be the first step in the formalization of
enterprises which use the home as their op-
erational base, by simplifying their start up
and formal operation. Family micro-enter-
prises must fulfil the following characteristics
and conditions:

¢ the economic activity is carried out in the
family home and the entrepreneur has
to be a legitimate occupier of the home,
which is either owned, rented or subject
to cession;

the activity must be lawful and not haz-
ardous, create disturbance or pollution,
and not produce: liquid industrial waste,
corrosive, explosive or inflammable resi-
dues; noise pollution; unpleasant smells,
favourable conditions for the proliferation
of vectors of infectious diseases, emissions
of gas particles, and must not store over 50
litres or kilos of corrosive, reactive, inflam-
mable or toxic substances, etc.;

e there must be a maximum of five persons
that are not family members working in
the enterprise;

e productive assets must be lower or equal
to 1,000 Development Units (UF) (or ap-
proximately USD 46,000), excluding the

value of the house;

¢ if the home is in a condominium, it must
be authorized by the administrative com-
mittee.

The main objectives and benefits of the Act
include obtaining a municipal licence with
flexibility, with a minimum of requirements
in terms of procedures and facilities, and the
simplified and low-cost start-up procedure.
The operators are exempt from zoning re-
quirements imposed by regulatory industrial
or commercial zone plans and may operate
in the home, even if it is located in a residen-
tial area. They are also exempt from health
service procedures, except for micro-enter-
prises in the food sector, which must comply
with food safety regulations. The municipal
licence is low-cost and is paid once or twice a
year, depending on the municipal authority.
Once they have been entered into the mu-
nicipal register, they obtain their /icence and
may start to operate and notify the Inland

19 Inland Revenue Service (SlI).
20 J.C. Scapini (2003), Library of the Congress of Chile.

ENTERPRISEFORMALIZATION

Revenue Services (SII)"  of their registra-
tion. When the family micro-enterprises are
operational, they are taxed in the “first cat-
egory”, which enables them to benefit from
special tax regimes, depending on their activ-
ity, such as the Special Regime for Artisanal
Workshops, which envisages a single annual
lump-sum payment. They are also allowed
to undertake work for third parties with-
out paying VAT (“maquila”). If they employ
workers, the respective labour regulations
have to be implemented, without prejudice
to the types of association that are frequently
found in this type of enterprise, such as de
facto societies or joint account associations,
based on an agreement to carry out work of
mutual benefit.?

There is currently no consolidated infor-
mation or impact assessments on family
micro-enterprises. The form of a family
micro-enterprise has been used widely, in-
cluding for operators which commence the
formalization process under this regime and
then go on to other more complex forms
of commercial companies and tax regimes.
They are used by own-account workers.
In general terms, being a family micro-en-
terprise offers some benefits, such as: facil-
itating access to the municipal licence and
starting up activities; improved access to
credit -in terms of opportunities, amounts
and rates- as well as to the production in-
centives offered by the State. Moreover, in-
tegration in the formal economy and the
financial market facilitates their market
opportunities, extending their client base
and enables them to contract services with
larger enterprises. The aspects appreciated
by family micro-enterprises include access to
ChileCompra (public procurement) and the
State Bank Filial for Micro-enterprises. The

“The form of a family
micro-enterprise
has been used by

operators which
commence the
formalization process
under this regime
and then go on to
other more complex

regimes., ?
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The current
Chilean tax
system for small
enterprises,
unlike others,

is an integrated
system. Only
four countries
in the world
have integrated

systems.’ )

constraints of family micro-enterprises in-
clude the fact that liability in this type of en-
terprise covers the whole of the assets of the
micro-entrepreneur, which may not exceed
1,000 Development Units (UF) of initial
capital (approximately USD 46,000), as well

as restrictions on holding a commercial or
enterprise current bank account. Although
there is not a uniform or common rate for
the municipal licence for family micro-en-
terprises, it tends to be low.

| E. Tax Regimes for Smaller Enterprises

A tax reform was undertaken in Chile in
2014, the gradual implementation of which
was completed in 2018. One of the legal
initiatives of the reform was the creation
of a Simplified Tax Regime for SMEs or 14
Ter A, which addresses the fairly recurrent
problems faced by small enterprises in their
integration and continuation in the tax sys-
tem, as well as the limitations of the tax ser-
vices in their regard. Most of the following
description will focus on this aspect, which
reflects a consistent effort to address a series
of challenges encountered by this type of en-
terprise. New draft legislation to modernize
the tax system, aims to revise certain aspects
of the 2014 reform, including certain areas

of the Simplified Tax Regime.

In general terms, the current Chilean tax
system for small enterprises, unlike others,
is an integrated system. This means that taxa-
tion on capital (enterprises) and labour (on
persons) are integrated and consolidated as a
single levy within the tax on revenue or earn-
ings. For larger enterprises (open and closed
limited liability companies, limited joint
stock companies), the system is semi-inte-
grated. Only four countries in the world
have integrated systems.”’ Normally, in
non-integrated systems, on the one hand, en-
terprises pay taxes and, on the other, so does
the entrepreneur, as two completely different
taxes. In contrast, in integrated systems, the
tax paid by the enterprise is deducted from
what is owed by the entrepreneur, or the lat-
ter benefits from a tax credit (based on her or
his share of the enterprise).

Enterprises are basically subject to two types

of taxes: taxation on revenue (of the enter-
prise and the entrepreneur) and value added
tax (VAT). Existing regimes for small enter-
prises are characterized by:

e whether taxation on revenue is calculated
based on real income (objective information)

or presumed income (based on estimates);

* based on the above, whether full or simpli-

21 Australia, Canada, Mexico and New Zealand.

fied tax accounting is required, or no ac-
counting, together with the corresponding
accounting records;

e if VAT is paid, if there are simplifications
in the payment of VAT, or exemption, and
whether the payment of VAT may be de-
ferred;

o the periods when taxes are paid, which may
or may not include the requirement to
make regular provision towards the annu-
al amount of tax payable, and the periods
frequency ;

e the forms in which the depreciation of in-
vestments is considered;

* Tax level on income, tax provision and

VAT.

Regarding the first point, relating to real
or presumed income, the essential issue is
whether it is a general simplified or adjusted
regime or a special tax regime.

The usual problems faced by small enterpris-
es in relation to tax systems and the payment
of taxation which limit their formalization
include: (i) the complexity and lack of knowl-
edge of the system; (ii) the direct cost of taxes
and other contributions related to formaliza-
tion and the problems of liquidity faced by the
enterprises, particularly in view of the irrequ-
larity of demand and the low level of working
capital; (iii) limitations on the availability of
capital, especially in their early years, when
they need to invest; (iv) the administrative
costs of keeping full accounts, accompanied by
all the necessary books; (v) exposure to inspec-
tion; and (vi) problems of information, when
household accounts are mixed with those of the
business. Taking these factors into account, it
is important to identify the aspects of the tax
system that amount to real obstacles for the
formalization of this type of enterprise. The
level of taxation payable by these enterpris-
es is probably low and problems have other
causes, which need to be addressed, such as
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compliance costs. In certain respects, the
new Simplified Tax Regime for SMEs is in-
tended to go beyond tax rates.

There are currently three regimes in Chile
designed for small enterprises at different
levels of development:

the Simplified Tax Regime or 14 Ter A,
which is based on real income. This is
an adjusted and simplified version of the
General Regime, which is the most impor-
tant for this type of enterprise;

the Presumed Income scheme for agricul-
ture, transport and mining, which is a
special regime based on presumed income;

the Small Taxpayers Regime for owners of
small artisanal or manual workshops, trad-
ers in public places, street vendors, small-
scale registered artisanal miners or fishers,
which is a special regime based on a pre-
sumed level of income.

The intention of the 2014 tax reform was to
bring together the greatest possible number
of smaller enterprises towards paying taxes
based on their real income through the Sim-
plified Tax Regime in a view of the issues
that arise in relation to special regimes based
on presumed income (false SMEs).?

The Simplified Tax Regime* for MSMEs
is for enterprises which over the past three
years have had an average annual income
not exceeding 50,000 Development Units
(UE or approximately USD 2 million) in
any economic sector and which have not ex-
ceeded 60,000 Development Units in any of
those years.”* The regime is essentially based
on the following pillars:

(a) Simplified tax accounting through the
integration of information technology (IT).
Although taxes (on income and VAT) are
calculated based on objective accounting
information, the requirements are simplified
enormously, as full accounting is not re-
quired. All that is necessary is the cashbook

11l. SELECTED GOOD PRACTICES

and the ledger of purchases and sales, if VAT
is declared, and the auxiliary remuneration
ledger.”® 'There is no requirement to keep
accounting balances or inventories, mone-
tary corrections or the depreciation of assets,
among other operations, which reduces the
administrative burden. In this way, there is
no need to keep a series of books and the
cost of compliance is reduced considerably.

This is supplemented by the introduction of
information technology in the process of the
simplification of the tax system, which al-
lows taxpayers to keep their accounts, for tax
purposes, electronically through the MSME
portal of the Inland Revenue Services (SII).>
Smaller enterprises are required to use the
electronic billing system of the MSME por-
tal of the SII, through which the entrepre-
neur not only issues bills, but also receives
electronic tax documents and automatically
generates the purchases and sales ledger. Ac-
cordingly, the electronic documents that are
received and issued, are recorded directly
in the accounts. Other operations that do
not have associated tax records (such as the
payment of wages and interest) are entered
directly into the portal, and the system au-
tomatically generates the record of income
and expenditure. The system also generates
a proposed monthly VAT declaration and an
annual declaration of income, as well as pro-
visional monthly payments for the latter. It
should be noted that 98 % of contributing
micro-enterprises were already integrated
into the electronic billing system in 2018. In
addition to the MSME portal, the electronic
system of issuing bills, generating accounts
and proposed tax payments, the incorpora-
tion of IT includes an online and personal
component for tax education and assistance,
as well as free software for MSME:s for elec-
tronic billing and VAT declarations, and
financial records to complete the strategy.
The digitalization of this category of taxpay-
ers also helps the tax authorities to inspect
massively a series of enterprises with a low
impact on the taxes collected through ad hoc
technological solutions. It is estimated that
85 % of enterprises only pay a total of 15 %

22 E. Agostini and V. Repetto (2018): Using small business for individual tax planning: Evidence from special tax

regimes in Chile, Adolfo Ibafiez University.
23 Section 14ter of the Act on income tax.

24 UF: Development Unit, approximately equivalent to USD 46.
25 In Chile, the requirements for full accountancy are: the cashbook, the daily ledger, the general ledger, inventories,
balances and subledgers: records of daily sales, remuneration and taxes paid; and accounts of deferred and personal

income, exempted revenue, revenue attributed to the global supplementary tax; accumulated credits; and capital

allowances (the difference between accelerated and normal depreciation). MSMEs currently only need to keep two

books: the cashbook and the ledger of purchases and sales, and the auxiliary remuneration subledger.
26 The Act establishing the compulsory use of electronic billing was adopted in 2014 and was at first implemented
gradually, with its full application being completed in February 2018.
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of income tax.

(b) Improvement of liquidity, which is one of
the major problems faced by smaller enter-
prises. Several measures have been adopted
in this respect:

e the tax base is calculated based on cash
flow, taking into account the income re-
ceived (and not the income expected to be
received) and the expenses that have actu-
ally been paid. Any purchase is immedi-
ately deducted as a cost, without waiting
until the product is sold, which facilitates
the way in which inventories are kept;

investments are immediately depreciated,
and accordingly any assets acquired during
the year are counted as costs;

provisional monthly payments of income
tax are reduced substantially (0.25% of
monthly income), to reduce the amounts
payable to the tax authorities and leave
greater liquidity at source (they may pre-
viously have been around 4 % or more).

(c) Treatment of investments: in addition to
allowing the immediate depreciation of as-
sets, this is also possible for both used and
new goods, those purchased within the
country and from abroad. Moreover, a tax
credit is granted equivalent to 6 % of the val-
ue of the asset.

(d) Treatment of temporary fluctuations in
income and losses. Irregularity of income is
also considered, with the possibility of post-
poning VAT payments for 60 days, without
further procedures, as well as provisional tax
payments. Moreover, in the event of any re-
sulting tax losses during the year, neither the
enterprise nor the owners pay taxes that year
or the following year, and the loss can be de-
ducted as expenditure.

(¢) Improvement of the tax rate through in-
tegration. The tax rate under the integrated
system of income tax for small enterprises
is 25 %, compared with 27 % under the
semi-integrated system applicable to larger
enterprises. However, the real advantage is
that entrepreneurs covered by the integrated
system can deduct as a tax credit of 100 %
of the taxation paid by the enterprise from
their personal income tax declaration, and
the tax actually paid, in most cases, is much
lower than that level, as their personal in-
come is not normally high, and they there-
fore receive a tax rebate.

(f) Reduction of avoidance and evasion. One
of the objectives set by the tax administra-
tion with the reform is the reduction of
loopholes in the system in relation to the
abuse of tax regimes that favour small enter-
prises by other types of taxpayers with high
incomes, which do not fulfil the necessary
conditions and attempt to avoid or evade
taxes through the subdivision of enterpris-

Waky Advantages of the 14 TER Regime

Advantage Impact

Simplified accounting

Greater simplicity, lower costs

Lower rate of monthly
personal payments

Greater liquidity

Immediate depreciation

Greater liquidity

Credit for purchase of capital
assets

Greater liquidity

Taxation only on specified
income

Greater liquidity

Deduction of all purchases as
expenditure

Greater liquidity

Source: Ministry of Finance
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es or other methods. From this perspective,
the Simplified Tax Regime includes a series
of protective measures that take the form of
requirements for coverage by the regime,”
such as: the types of partners that can be
covered; requirements respecting related en-
terprises; types of activities that are excluded
directly or indirectly; and the characteristics
and sources of the other income of partners.
In other words, the aim is to prevent false
MSMEs from making use of the regime,
based on the following questions: Who is be-
hind the enterprise? What other enterprises and
sources of income does that person have?

In addition, in order to close off possibilities
for the avoidance of VAT and facilitate ad-
ministrative procedures for small taxpayers,
it is also possible for VAT ro be paid by an-
other entity, so that the purchasing enterprise
can deduct, declare and pay VAT for the
small enterprise. This role as a withholding
agent must be authorized by the Inland Rev-
enue Services and is limited to enterprises
with turnover of over 100,000 Development

Units (UF) a year.

The Presumed Income Regime is a special
regime based on presumed income.” This
means that taxpayers covered by the regime
do not pay tax on the basis of their real in-
come during the course of the year, but in ac-
cordance with parameters established by law

11l. SELECTED GOOD PRACTICES

based on estimates. This regime applies to the
agricultural sector, transport and mining, and
is intended for micro-enterprises. There is
a limit on annual sales for coverage by the
regime. For the different sectors, revenue is
presumed based on: (a) a fiscal assessment of
agricultural and non-agricultural immovable
assets; (b) the fiscal value of vehicles; (c) the
annual value of the sale of mining products.
Income tax is levied on the following basis:

e for the agricultural sector, 10 % of the fis-
cal assessment and the limit for coverage
by the regime is sales of a value of 9,000
Development Units (UF) a year;

for the transport sector, 10 % of the value
of the vehicle and the limit for coverage
by the regime is sales of a value of 5,000
Development Units (UF) a year;

e for the mining sector, the percentage varies
depending on the average price of copper
and the limit for coverage by the regime
is sales of a value of 17,000 Development
Units (UF) a year.

‘This is also a 100 % integrated system that
does not require the keeping of accounts, but
only a ledger of purchases and sales if VAT is
declared. However, a system for monitoring
income is proposed by the Inland Revenue
Services. In the agricultural sector, monthly

27 The following are excluded: enterprises engaged in obtaining revenue from movable or immovable property, as well

as their associates; taxpayers who have income from other sources amounting to over 35% of their total gross income;

taxpayers with income from shares and/or investment funds amounting to 20% of their total gross income; taxpayers
for which over 30% of the paid share capital belongs to partners or shareholders paying taxes on the stock exchange or

their subsidiaries.
28 Section 34 of the Act on Income Tax.

Tax regimes currently covering MSMEs (number of

taxpayers)

2014

Tax regimes

Section 14 Ter
A Simplified
Tax Regime

84.318 107,320

2015

217,514 235,752 310,680*

Section 14
A Attributed
income

Not applicable | Not applicable

No info 539,379 No info

Section 14 B

Semi-integrated Not applicable

Not applicable

No info 152,320 No info

Presumed
Income Regime
(section 34)

147,133 No info

No info No info 145,414

* Preliminary

Source: SlI

ENTERPRISEFO

¢ Under the Presumed
Income Regime,
taxpayers do not
pay tax on the
basis of their real
income during the
course of the year,
but in accordance
with parameters
established by law
based on estimates.
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provisional tax payments are not required,
although they are compulsory in the trans-
port and mining sectors. Provisional pay-
ments can be declared and accumulated for
up to two months.

The 2014 reform reduced the limits on an-
nual sales for coverage by the regime and the
characteristics of the persons and entities
who can establish the respective enterpris-
es, who are now limited to natural persons.
Both modifications were intended to pre-
vent the transfer of revenue from large enter-
prises to smaller enterprises, which has been
a recurrent problem with this regime.

‘The Small-scale Taxpayer Regime® is a
special regime based on presumed income
for very small enterprises and is confined
Various actors to certain activities: szreet traders; small-scale
consider that the traders 0pemzfing on public th{)roug/?ﬁf’es or in
Jixed places (including travelling fairs); owners
Slmpllﬁed Tax of small-scale artisanal workshops; small-scale
Regime is a gOOd Jishers; and small-scale miners. For example,
in the case of artisanal workshops, they must
system for most be run by the owner, who must not have

small enterprises more than five workers, including family
members; and in the case of artisanal fishers,
and that the L " |
they must not own more than two vessels
presumed of up to 15 gross registered tonnes each. In

revenue regim e general, they must be individuals, sell goods

or provide services directly to the public and

should disappear have sales of no more than 20 Monthly Tax
gradually over Units (UTM).* The regime has the follow-
time 99 ing characteristics:

e the payment of simplified VAT by persons
selling to the public at a fixed rate estab-

29 Section 22 of the Act on income tax.

lished by the Inland Revenue Services,
which is paid quarterly (between 0.6 and 4
Monthly Tax Units), and who do not issue
receipts to the public;

a single substitute tax (IUS), paid once a
year, equivalent to income tax, which is a
fixed amount for traders and small-scale
fishers, and is a percentage of their sales
for artisanal workshops, street traders and
miners;

the existence of a withholding agent for
taxes, or a change of payment entity, which
is the purchasing mining company in the
case of small-scale mining; the media en-
terprise in the case of street news vendors;
and the municipal authorities in the case
of traders. In other cases, payments are
made directly to the Inland Revenue Ser-
vices.

Various actors consider that the Simplified
Tax Regime is a good system for most small
enterprises and that the presumed revenue
regime should disappear gradually over time,
as it gives rise to a fair number of horizontal
inequities’" in relation to those who pay tax-
es based on their real income, and indeed be-
tween those paying on the basis of presumed
income. Moreover, the reasons for which it
was originally established, such as it being
impossible to keep accounts, are tending to
disappear with the new procedures under
the simplified regime. In contrast, it is con-
sidered that aspects such as the marked sea-
sonal differences (such as income one year,
and expenditure another), the existence of

30 UTM: Monthly Tax Unit (1 UTM= CLP$ 47.729 or USD 73 - August 2018)

31 Horizontal equity: equal taxation for equal income.
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unpaid family workers and the mixing of
the domestic economy with business make
it even more complex to assess taxes on the
basis or real income, which therefore justifies
the continued existence of regimes based on
presumed income.

Under the simplified regime, the simplified
accounting, electronic billing and proposed
tax declarations are all appreciated, even
though there has been a certain opposition
from accountants. However, enough use is
still not being made of the availability online
of all the information on the enterprise (the
financial reports generated by the system).
There is also a very positive assessment of the
aspects relating to greater liquidity and the
treatment of investments by the system. The
regime is still somewhat unknown among
small enterprises and has been “captured” to
a certain extent by accountants, and it there-
fore requires greater direct dissemination to
entrepreneurs. Some of the problems that
have arisen during the recent implementa-
tion of the Simplified Tax Regime are related
to transitional processes, such as entry into

| F. SERCOTEC Programmes3?

SERCOTEC is a private corporation estab-
lished in 1952 under the Ministry of the
Economy, Industry and Commerce which is
dedicated to the productive development of
micro- and small enterprises. Its objectives
include the formalization of enterprises.?® In
2017, its budget for programmes for micro-
and small enterprises was USD 61 million
and it covered around 150,000 beneficiaries.
Another institution of this type is SEBRAE
in Brazil. The existence of institutions of this
kind facilitates the implementation of inte-
grated programmes for the formalization of
enterprises. Two types of programmes are

implemented by SERCOTEC:

(a) Programmes for the direct transfer of re-
sources to enterprises, among which, in ac-
cordance with their life cycle and type of
activity, emphasis may be placed on: Capital
Semilla (“Seed Capital”) and Capital Abeja
Emprende (“Enterprise Bee Capital”); Fon-
do Crece (“Growth Fund”); Fondo Mejora
Negocios (“Business Improvement Fund”)
and Fondo de Asesorias Empresariales (“En-
trepreneur Advisory Aund”); Almacenes de
Chile (“Chile Stores”); Fondo de Ferias Libres
(“Free Fairs Fund”); and Apoyo a Fortaleci-

32 www.sercotec.cl
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and exiting the regime, which must be fur-
ther refined. There are also certain difficul-
ties in the way some requirements related
to coverage by the regime are treated, such
as the application of triennial limits on in-
come and the regulations respecting rela-
tionships between enterprises. As the regime
has only entered into force recently, certain
adjustments are probably necessary in these
areas. Although the figures show a signifi-
cant increase between 2014 and 2017 in the
number of taxpayers covered by the regime,
it still has much greater potential and as a
result of lack of knowledge a large propor-
tion of small enterprises are still covered by
regimes that are not necessarily the most fa-
vourable for them.

The Bill on Appropriate Payment or Pay-
ment within 30 days for small enterprises
is still under examination by the Congress.
The system of monitoring proposed in this
respect is based on the Inland Revenue Ser-
vice electronic billing system, and it will
therefore also contribute to promoting for-
malization.

miento de Gremios (“Branch Strengthening
Support”). Several of these programmes sup-
port formalization processes.

(b) Support service programmes intended to im-

prove the knowledge of entrepreneurs and their
collaborators, among which emphasis may be
placed on: Business Development Centres;
strengthening of Commercial Zones; Virtu-
al training and Legal advice; SME Support
Services and Information Points. There has
been a significant focus in these programmes
on formalization and they assisted 137,540
entrepreneurs throughout the country in
2017.

Among support programmes to improve the
knowledge of entrepreneurs, both in relation
to management and in other areas required
to improve their performance, SERCOTEC
has issued certain special characteristics
for activities of interest in this regard, and
particularly for the transition to formality,
which will be described in greater detail be-
low in relation to each programme.

* Local articulation with public and private
institutions. In general, individual enter-

33 Interview with the former General Manager of SERCOTEC, Bernardo Troncoso.
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Business Development
Centers are currently
active in Chile

prise development efforts are integrated
into and related with the local ecosystem
and stimulate its development.

Leveraging national and regional resources
and those from other sources. SERCO-
TEC resources for these programmes are
used to leverage regional and municipal
resources, support from universities and
other sources, thereby offering greater po-
tential.

Broad local presence throughout the terri-
tory, as well as greater virtual operation.
Informal enterprises are not characterized
by extensive use of the internet in their
business activities, and the intensive local
presence of the development network is
therefore important for this type of enter-
prise. In this regard, SERCOTEC makes
available SME points and operational net-
works of Business Development Centres
to cover all the communes in the country.
In parallel, the operation of enterprises is
digitalized.

Standardization of services throughout the
country. With a view to the provision of
services of similar quality throughout the
country, a constant standardization effort
is made to establish homogenous require-

| F.1 Business Development Centres3*

In 2015, SERCOTEC started to establish
Business Development Centres throughout the
country, based on the Small Business Devel-
opment Center (SBDC) model of the Uni-
versity of Texas at San Antonio in support
of the productive development of small en-
terprises during their various stages, includ-
ing: (a) entrepreneurship and formalization;
(b) the development of a business plan; (b)
obtaining financing; and (d) replication. The
centres operate on a broadly proven model
(38 years), as promoted by the Small Busi-
ness Administration (SBA) of the United
States in alliance with universities, the pri-
vate sector and state and local governments.
There are currently 1,100 centres in opera-
tion in the United States. In Latin America,
they exist in 22 countries with varying levels
of maturity in the transfer of the model and
coverage (including Mexico, Brazil, Colom-
bia, Peru, Costa Rica, Panama, Honduras, El
Salvador, Dominican Republic and Jamai-

34 www.centroschile.cl

ments for intermediaries which provide
services, training for intermediaries and
the preparation of manuals setting out the
procedures for the provision of services,
gathering together the main experiences
and collective learning.

* Early indicators and evaluation. Indicators
are agreed for programmes and a per-
sistent effort is made to make objective
measurements at determined intervals.
Programmes are also evaluated early, in
terms of their outcomes or impact, so that
the necessary changes can be made, and
lessons drawn from the process.

o Linkage of programmes for the transfer or
resources and support services with for-
malization. SERCOTEC generates a vir-
tuous relationship between its various pro-
gramme activities, for example through
the linkage of the services provided by
Business Development Centres with trans-
fers of resources (such as through the Seed
Capital and entrepreneurship funds) with
the process of the formalization of enter-
prises, thereby achieving better results in
terms of enterprise performance.

ca). There are currently 51 centres in Chile,
which have had an interesting impact on en-
terprise formalization.?

One of the characteristics of the model is
the comprehensive technical advice provid-
ed at the individual level, with long-term
mentoring (an aspect that distinguishes it
from other interventions), combined with
training, market research, linkages with the
local productive ecosystem and no cost. It is
also partnering with local financial entities,
banks or organizations specializing in micro-
finance. At the national level, SERCOTEC
has developed alliances with, among oth-
ers, ChileCompra for public procurement,
ProChile for exports, the State Bank Filial
for Micro-enterprises and the Bank of Credit
and Investment (BCI) for financial services,
and the postal service CorreosChile for logis-
tics.

35 Evaluacion de impacto de los Centros de Desarrollo de Negocios (“Evaluation of the impact of Business Development
Centres”), Department of Industrial Engineering and Public Systems Centre, University of Chile, 2017.
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Some of the basic principles of the system
which have had a determining effect on its
results include:

a) The culture of measuring results and the
centrality of economic impact: all the profes-
sionals in the centres and the centres them-
selves are evaluated regularly on the results
achieved by the enterprises that they are sup-
porting. The model is based on the creation
of economic impact by each centre through
all the enterprises that are supported. In the
case of Business Development Centres, the
increase in sales, employment and formali-
zation are constantly monitored. There is an
online system which includes all clients, the
centres and participating professionals with
their information and main indicators.

b) The long-term focus of the advice provided.
The aim is to improve the managerial capac-
ity of the entrepreneur. In bigger enterprises,
there are permanent professionals, but that
is not possible with SMEs and the centre
tries to cover this deficit for a period.

¢) The return on investment in the programme
must be positive. The starting point is that
the enterprise that receives assistance will
generate taxes and other benefits through
improved performance and formalization
that will be higher than the operational
cost of the programme, which justifies the
support from the public budget and its con-
tinuation. The support is monitored and
evaluated, and the balance is generally pos-
itive, with the programme paying for itself
through the growth achieved.

d) Scaling up services with multiple clients
and greater coverage. One advisor on aver-
age works with 70 clients over the course of
the year.

¢) Relations with the Government, higher edu-
cation institutions and the private sector, in a
triple helix that guarantees the sustainability
of the programme and optimizes its action
and resources.

) Simplicity, flexibility and adaptation ro
local needs. Each centre has the capacity to
adapt to local needs and to provide services
in accordance with the specific needs of the
small enterprises in the community (rural,
urban, tourist, etc.).

In Chile, SERCOTEC determines the stand-

ards and rules governing Business Develop-

36 Ibid., p. 14.
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Success

New

Access to
finance support

Export
assistance

SBDC

Source: SBDC

ment Centres and their programmes, and it
selects the external operators of the centres
for five years through public competition.
The selected institutions are mainly univer-
sities, which provide human resources and
infrastructure and play an important role in
the selection and quality of elements such as
human resources and other contributions, as
well as the quality of the institutions. Busi-
ness Development Centres are governed by a
council composed of the university, munic-
ipal authorities and local sectoral represent-
atives, which guarantees their adaptation to
the local area. SERCOTEC establishes the
requirements and qualifications needed by
operators and provides guidelines to ensure
standardized operation at the national level
with the same level of service for clients. It
has also engaged in an intense process of
training operators throughout the country
for the replication of the model. A process
of accreditation of the centres has been set
up which makes it possible, through a first
evaluation, to identify aspects that must be
strengthened. In general terms, the support
provided by the University of Texas is evalu-
ated very positively.

The first early impact evaluation of Busi-

% with a coun-

ness Development Centres,
terfactual assessment, was carried out in
December 2017 with encouraging results,
showing an increase in sales, an impact on
formalization, employment generation and
qualitative aspects, the self-confidence of
micro-entrepreneurs, a better working en-
vironment, an improvement in their leader-
ship and marketing capacity, and also in ac-
cess to credit. New formal jobs were created
with contracts, most of which were full time,
and the number of unpaid family workers
was reduced. A total of 91 % of the entre-
preneurs initially indicated that the Business
Development Centres had helped them to
formalize, and 80 % of all the entreprencurs

Business plan SBDC Added
development . Value
Client
business Promedio |
Enterprise
Time

¢ Business
Development Centres
are governed by a
council composed
of the university,
municipal authorities
and local sectoral
representatives, which
guarantees their
adaptation to the

local area.?”?
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supported considered that they had under-
stood the benefits of formalization through
the centre. For CLP$ 1 of public resources
invested, enterprise sales rose by CLP$ 2.2.
The manner in which the services are provid-
ed, through sarellite centres or service points
located in premises outside the centre (76 in

| F.2 Programme of Commercial Zones

The Commercial Zone programme began
in 2015, inspired by the examples of Open
Commercial Centres in Spain and Argentina,
Business Improvement Districts in the United
Kingdom and network design methodology.
Associative projects are promoted among
commercial tenants and between tenants
and other local actors to: strengthen busi-
nesses; improve the identity of the zone; im-
prove the quality of life of those living and
working there; increase the flow of bypassers
and customers, and therefore increase the
sales of the businesses; and develop recurrent
joint working practices between tenants.
In 2018, action was taken in support of 63
Commercial Zones from Arica in the north,
to Puerto Williams in the far south.

The programme is based on the work of a
cooperation promoter trained in the meth-
odology by SERCOTEC,” or a group of
professionals with a range of specializations
who provide support simultaneously to the
various projects. There are various interven-
tion schemes which generally aim to gen-
erate associative action between tenants, the
urban development of the area and the im-
provement of the commercial offer of the busi-
nesses installed there. They prepare jointly a
Commercial and Urban Development Plan
(PDCU), which may envisage several initi-
atives, including corporate image, training,
internships, special sales, merchandising,
infrastructure work, improvement of the
environment, cleanliness and security. They
then turn their attention to implementation.
Agreements are reached with the municipal
authorities and regional governments, and
resources are sought from various institu-
tions. The formalization of informal tenants

total), with the professionals travelling for a
couple of days a week, has made it possible
to increase the coverage of the centres to 96
% of the communes in Chile. It should be
noted that local presence and the provision
of on-the-spot advice is a very important as-
pect of enterprise formalization.

is usually an aim of the process, as small
traders tend to be common in the sector. The
process is set out in a manual of tools for col-
laborative work. The various aspects of the
SERCOTEC programme are used with the
tenants, as well as others, to improve their
performance.

Intermediary evaluations have been carried
out of the programme,® with positive re-
sults. At the national level, the income of
participants rose by 12 % in the first year.
All the zones have developed in a partici-
patory manner a Commercial and Urban
Development Plan, in which 74 % of the
tenants say they have participated and are
aware of. Most of the tenants indicate that
they have carried out activities to increase
client loyalty, improve the visibility and di-
versification of their commercial offer and
improve customer trust (84 %). Most clients
indicate that they receive better services and
are treated better, that the supply of services
and products offered by commercial clients
in the zone has been diversified, and that
there is a better climate of trust and famil-
farity with commercial tenants. Programme
challenges include improving the retention
and loyalty of new customers brought in
through the programme, the development
of local capacities to ensure its sustainability
over time, the gathering and dissemination
of good practices, as well as the implementa-
tion phase of the development plans , which
are mostly medium- and long-term.

37 SERCOTEC, based on its own and international experience, has prepared a methodological manual to provide
guidance for programme interventions: Barrios Comerciales: Herramientas para facilitar el trabajo colaborativo

(“Commercial zones: Tools to facilitate collaboration”).

38 Evaluacion de resultados intermedios del programa de Fortalecimiento de Barrios Comerciales 2015-2017

(“Evaluation of the intermediary results of the programme for the strengthening of Commercial Zones 2015-17"),

ClioDinamica Consulting, 2017. Evaluacién de resultados intermedios del programa de Fortalecimiento de Barrios
Comerciales 2015-2017 (“Evaluation of the intermediary results of the programme for the strengthening of Commercial

Zones 2015-17"), ClioDinamica Consulting, 2017.
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| G.  State Bank Filial for Micro-Enterprises®®

In 2004, a branch of the State Bank specializ-
ing in micro-enterprises started operating,*’
the State Bank Filial for Micro-enterprises,
or BEME. It is currently serving 654,000
micro-enterprises at the national level with
financial products for the various stages in
the life cycle of the enterprise and its portfo-
lio is worth USD 1,600 million. Its coverage
has grown substantially since its creation (see
Figure 21) and it has played a significant role
in the increasing use of banks by this cat-
egory of enterprises. The BEME is charac-
terized by broad knowledge of the enterprise
segment and very good risk management in
its portfolio, resulting in rates for this size of
enterprise that are not very high, in contrast
with what is often the case for microfinance
internationally. In Chile, the regulations set
a maximum rate (TCM)*" for small loans,
which is currently around 34 % annually,
compared with an average interest rate set by
the BEME of around 17 % a year, rising to
20 % in situations with the highest risk.”
This is fairly different from the actual rates
for microfinance elsewhere in Latin Amer-
ica. With these rates, the BEME is able to
finance its operation and not lose money.

Emphasis should be placed on various as-
pects of the working methodology adopted
by the BEME with micro enterprises. Al-

39 www.bancoestado.cl

though it has a fairly fine-tuned specialized
methodology for microfinance, designed to re-
duce the risk and the operational cost of the
intensive attention required in relation to
small loans, which raises costs for this type of
enterprises, it has also opted for a broad sec-
toral specialization of its account managers.
This leads to the ad-hoc design of products,
better risk management, more appropriate
reactions in situations of sectoral catastro-
phes or crisis, better knowledge of business
cycles and the possible impact of economic
cycles on business activities. These special-
ized managers remain in contact throughout
the country. Another aspect is its intense
country-wide local presence, over and above
virtual operations. In addition to branches
of the bank, it has agreements with 22,147
local outlets (Cajas Vecinas) , mostly stores
which operate as subcontracted agencies,
thereby greatly extending the network to
cover remote areas and allowing a series of
transactions, including:

withdrawing cash, receiving deposits, the re-
payment of loans and services, transfers and
charging mobile phones, thereby offering
broad local coverage.

Another important factor in reducing risk is
the massive process of extending the use of
banks, or “bancarization”, initiated in 2012

40 The State Bank (BancoEstado) is a State commercial bank established in 1953 with 100% coverage of national

communes in the country and is the third largest bank in Chile. It is covered by the existing regulations for private sector

banks and has various branches, some of which are specialized in small enterprises (guarantees, loans, etc.).
41 A limit of approximately USD 200,000 (5,000 Development Units - UF
42 Interview with Emilio Vélez, General Manager of the State Bank Filial for Micro-enterprises (7).
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by the State Bank with the introduction of
RUT accounts. This has meant that every
person over 14 years of age with a Chilean
identity card is entitled to have an account
in the State Bank with a debit card bearing
the number of her or his identity card or
RUT. There are currently 11 million RUT
accounts, of which over 440,000 are held by
immigrants. The RUT accounts have made
it possible to develop massively the financial
background and traceability of individuals,
since 70 % have income under USD 640
and most of them did not previously have
access to a bank. They receive wages, State
benefits and other payments through their
accounts, and many of them are clients of

the BEME.

One of the concerns of the BEME is the
economic and financial inclusion of those
to whom loans are granted. There is a clear

trend in its objectives for the formalization of
its clients. It accepts the provision of services
to emerging informal enterprises, but access
to a second loan, an increase in the loan and
the provision of other financial products are
conditional upon the formalization process.
It accordingly provides a series of on-line
training programmes to facilitate formali-
zation. It also promotes the collaboration of
its clients with the micro-enterprise support
services provided by development, train-
ing and market access institutions such as
SERCOTEC, FOSIS, ChileCompra, SGR,
INDAP, SERNATUR and SENCE. Impor-
tance is placed on coordination with SER-
COTEC Business Development Centres to
improve enterprise performance. In addi-
tion, it concludes discount agreements with
various commercial companies and enter-
prises of different types which can be useful
for micro-enterprises.

| H. Regulation Of Own-Account Workers

In Chile, the number of self-employed and
own-account workers has increased signifi-
cantly, mainly in the informal sector. They
do not therefore pay taxes or insurance con-
tributions, particularly for their future pen-

sions, which in the long term is giving rise to
a significant social problem in the country
and which is also a source of tax evasion. The
State has been addressing both problems in
the following manner:

H.1 Deduction of Taxes by the Contracting Enterprise from the fees of

Own-Account Workers (Subrogation)

The Act on Income Tax provides that if a
self-employed worker, whether or not the
worker is professional, provides services
to first category entities that pay taxes and
which are required to keep accounts (enter-
prises, State institutions and legal associa-

tions in general) , these entities are obliged
to deduct a provisional rate of 10 % from the
fees paid to go towards the future taxes to
be declared annually by the own-account

worker. The contracting enterprise must
forward the pay that is deducted within the
first twelve days of the following month, un-
der penalty of a fine. Self-employed workers
who issue their own bills for services with-
out deduction are required to make monthly
provisional payments to the Inland Reve-
nue Services equivalent to 10 % of the total
amount of their fees. Both operations are
carried out electronically, for which reason
they are fluid. However, there is a higher
level of compliance and control in the case
of subrogation by the contracting enterprise,
which normally has direct links with the sup-
ply chain of the purchasing enterprise, and
which is required to justify its expenditure,
thereby contributing to the formalization
of own-account workers. Conversely, when
services are provided to the final consumer,
who is not required to provide justifications
for expenditure, there is a greater level of in-

formality.
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11l. SELECTED GOOD PRACTICES

H.2 Incorporation of Own-Account Workers in Compulsory Social

Contributions and Deductions

As from 2012, the Act on Compulsory Con-
tributions for Self-employed Workers who
earn fees was applied gradually (Acts Nos
20,255 and 20,894) with a view to ensuring
that they are entitled to the same benefits as
dependent workers, including old-age and
invalidity pensions, as well as coverage of
health, employment injury and occupational
diseases. If the contributions are not paid on
a monthly basis, or a lower amount is paid
than is due, the difference is automatically
deducted from the worker the following year
through the annual tax declaration, based
on the tax rebate for the deduction of 10
% of the annual fees (see H.1). It has been
compulsory to pay 100 % of contributions
since 2018. However, between 2012 and
2018, it was possible to decide not to pay
pension contributions, and some only paid
contributions for health coverage. The fol-
lowing exemptions were established: (a) age:
women who were aged 50 in 2012 and men
who were 55; and (b) minimum wage: those
whose annual income was equal to or lower
than the minimum wage.

Although own-account workers have been
formalizing since 2012, it will be possible to
see the real recent impact in their 2019 in-
comes. Nevertheless, certain problems have
already arisen. On the one hand, the total
amount of social insurance contributions
is normally higher than the tax payments
deducted, and it is therefore necessary to
make additional payments to prevent the
debt from increasing. On the other hand,
the payment of health contributions once
a year together with income tax the follow-
ing year based on the income deducted (the
previous year) does not result in any health
benefits the current year. Health is an impor-
tant incentive, particularly in Chile where,

43 AFP: Association of Insurance Funds.

for example, women are provided with six
months pre- and post-maternity allowances.
Finally, the system of pensions based on in-
dividual savings has suffered from a major
loss of prestige due to the extremely low re-
placement rates obtained by pensioners up
to now through the AFP individual savings
system.® This has led in recent years to a
reduction in the rate of affiliation to this sys-
tem by own-account workers. Considering
these problems, a new Bill has been pro-
posed recently (August 2018) which:

* raises the minimum income requirement;
* climinates monthly provisional payments,

leaving a single compulsory payment to be
made with the annual tax declaration;

provides that self-employed workers who
pay contributions at the time of the tax
declaration will benefit from annual cov-
erage under the various social security
schemes the following year in accordance
with their taxable income;

* proposes two alternative forms of paying
contributions: first, paying contributions
on 100 % of taxable income, under which
the compulsory contribution rates of the
three insurance schemes would be paid for
nine years and there would be an order of
priority between the schemes; and, second,
paying contributions on less than the tax-
able income for all the insurance schemes,
with the rate rising gradually over nine
years until the real rate is attained.

The adjustments to the system will be deter-
mined by the Congtress, but they will be in
line with the formalization of own-account
workers

&) Chile: Trends for self-employed workers paying
contributions and affiliated to the pension system

(thousands)

2005 2010 2012 2013 2014 2015 2016 2017 2018

Affiliates 253 305 302 389 436 498 543 550 601

Contributors 64 91 107 117 127 140 142 136 144

Source: Superintendence of pensions

ENTERPRISEFORMALIZATION N @ .







FINAL
CONSIDERATIONS



ENTERPRISE
FORMALIZATION

SECTION IV.

Final considerations

he analysis in the previous
chapters gives rise to a series of
reflections and conclusions re-
garding the process of formali-
zation in Chile, as well as more
generally the transition from informality to
formality. Without claiming to be exhaus-
tive, certain aspects are highlighted below:

It is important, based on the quantitative
and qualitative diagnosis of informality, to
establish the focus of the formalization strat-
egy, as policies, programmes and the type of
efforts made tend to differ. In other words, it
is necessary to decide whether the objective
is basically for a greater proportion of new op-
erations to be created as formal and/or for cur-
rent informal micro-enterprises to formalize.
Although these objectives are not mutually
exclusive, the placing of greater emphasis on
one or the other leads to the adoption of dif-
ferent approaches and tools.

“Cltis important to
decide whether
formalization
strategies, policies
and programmes
should focus on
the creation of new,
formal businesses or
on formalization of
existing ones.”)?

One finding is the important role played in
general in formalization processes by rools
and regulations relating to market access, fi-
nancing and economic inclusion. These in-
clude, for example, the effect of the follow-
ing on formalization through the payment
of taxes in the case of Chile: access to public
procurement through ChileCompra, the for-
malities required for enterprises issuing in-
structions or contracts, as in the case of the
Act on Subcontracting in production chains
and the formalization of own-account work-
ers working on a fee basis. A similar effect
has been observed with access to financing
through the State Bank and most recently
the Bill on Appropriate Payment Times or
30 days for MSMEs using electronic bill-
ing. All of these appear to be more effective
means of providing incentives for and pro-
moting formalization, which would seem to
be reasonable since, in surveys of micro-en-
terprises, the EME systematically finds that
the greatest problems indicated by this type
of enterprise include market access, limita-
tions and irregularity of demand, and access
to financing. It can be observed that a high
proportion of work in the informal sector is
part time.

Regarding the environment, an important
factor in relation to the formalization of
enterprises appears to be the interconnection
of administrative procedures and access to pro-
duction development rools. For example, it is
not appropriate for such enterprises to have
access to credit without any requirements for
progress towards formalization in the short
or medium term. Similarly, other relevant
environmental aspects appear to be the lev-
el of rraceability and “bankarization” of the
population. If both aspects are developed in
the country, there are fewer possibilities for
informality. And finally, the level of the min-
imum wage must be acceptable for smaller
enterprises, for which reason it is important
for them to have organized representation
that participates in this regard.

The virtuous articulation of public and private
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institutions in the network for the promotion
of production would appear to be important
in the processes of formalization and the de-
velopment of entrepreneurial capacities. A

clear example is found in the forms in which
networking is coordinated between SER-
COTEQC, the State Bank and ChileCompra,
to mention the most significant institutions
that have had an active impact on formali-
zation. The SERCOTEC Business Develop-
ment Centres are a particularly good illustra-
tion with their large local network and their
intensive use of the productive ecosystem in
this respect. It would also appear to be in in-
terests of economic inclusion in the context
of the transition from informality to formal-
ity for one institution in this network for the
promotion of production to take the lead. In
the case of Chile, this role appears to have
been played by SERCOTEC. In the case of
Brazil, it is SEBRAE.

The dissemination of existing tools and pro-
cedures for formalization and their benefits,
including training for micro-entrepreneurs,
should certainly be more intense and adapt-
ed to the actors concerned. The educational
level in the informal sector is generally ap-
preciably lower that in the formal sector, and
entrepreneurs in the informal sector do not
normally have much time in view of their
multiple roles in the enterprise. Although
much of the material for dissemination in
relation to formalization is in digital form,
entrepreneurs in the sector indicate that they
make little use of the Internet for business
purposes.*
and direct training for entrepreneurs is par-

Dissemination of knowledge

ticularly appropriate in relation to the tax
system, which is more complex by nature
and is normally largely managed by account-
ants. In this respect, the Business Develop-
ment Centres, which cultivate a long-term
relationship with entrepreneurs, have signif-
icant potential. From this perspective, repre-
sentative associations of small enterprises can
also play an important role. Finally, for this

44 EME 5
45 EME 5

category of enterprises, the question must be
raised seriously of making up for the short-
comings in formal education as a necessary
part of addressing the challenges of continu-
ous learning. A not insignificant percentage
of these informal entrepreneurs only have
incomplete basic (primary) or middle school
(secondary) education.®

In relation to the above, the need can be
seen to make progress with comprehen-
sive programmes of digital literacy and the
computerization of MSEs. The reduction of
transaction costs for administrative proce-
dures, by avoiding the need to be present,
saving the entrepreneur’s time, gaining ac-
cess to markets and financial services is in-
creasingly becoming digital and the informal
sector, with its low rate of digital literacy, is
increasingly marginalized in this respect. As
noted in relation to the previous point, these
programmes must be pertinent for the types
of entrepreneurs to be covered by digitaliza-
tion.

The subject of own-account workers is the
major issue relating to informality in Chile
and there is every indication that they are in-
creasing in numbers. Their economic inclu-
sion, connection to market access and social
security coverage requires creative solutions.
Incentives for their formalization must be
clear, and it is not sufficient merely to adopt
legislation. For example, the gender dimen-
sion of own-account workers is relevant, and
the maternity entitlements obtained through
the payment of health contributions can of-
fer an interesting incentive for women in a
certain age group.

With reference to tax regimes for small en-
terprises, based on the Chilean case, the fol-
lowing comments may be made:

* it is more appropriate for the main effort
for this type of enterprise to focus on a
simplified regime based on real taxable in-
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“ The participation
of the actors in
the formulation
of policies and
programmes, as
well as in their
evaluation, are
aspects that
need to be
considered, as
they undoubtedly
improve their
design and
provide a
basis for their
reformulation.

come (with adjustments to the general tax
regime) rather than a special regime based
on presumed taxable income (estimated).
This clearly depends on the level of de-
velopment of the country, its productive
structure and the maturity of the entrepre-
neurs.

in the case of Chile, the main problems
that have arisen in schemes based on pre-
sumed taxable income are related to loop-
holes or “false small enterprises”. This has
been addressed in both the regime based
on presumed taxable income and the sim-
plified regime by placing limitations on
the enterprises and related persons (rela-
tional requirements), related activities and
the origin of the capital.

another problem that has arisen relates to
transfers from one regime to another. This
is a subject that requires a fair amount of
care to prevent major difficulties arising.

in relation to this size of enterprise, it is
important to focus on such issues as: /-
quidity; the fairly significant irregularity of
income over the course of the year; vulner-
ability during the early years and the man-
ner in which investment is treated; and the
approach adopted to losses. Almost all these
subjects have been duly covered by the
simplified regime for SMEs (14ter A).

One relevant issue is the simplicity of the
regime for taxpayers. In Chile, this is
based on two aspects: a simplification of
accounting and a high level of integration
of electronic documents, thereby avoiding
as much as possible the need to keep man-
ual accounting books. In this respect, elec-
tronic billing, electronic VAT declarations
and automatic proposals to the entrepre-
neur concerning the income tax to be paid
and the VAT to be paid every month have
been of great importance. Micro-enter-
prises and the agricultural sector complet-
ed their full incorporation into electronic
billing in February 2018.

Operating with a high volume of electron-
ic documents and the automatic upload-
ing of the basic accounting books of enter-
prises requires the development of robust
electronic systems by the tax authorities.
Moreover, while a significant proportion
of the inspection of enterprises of this size
can be carried out electronically, this is still
a challenge for the Chilean Inland Reve-
nue Services.

e In the context of the simplification of
accounting procedures, it is necessary to
consider the central role usually played by
accountants for entrepreneurs and the in-
fluence of their decisions. If accountants
see simplification as a threat to their jobs,
they will probably not be in favour of it.
Accordingly, it should be endeavoured to
ensure that information on the tax system
is disseminated directly to the entrepre-
neur or the micro-entrepreneur.

Irrespective of the tax regime that it is
planned to establish for smaller enter-
prises, the role played by dissemination
throughout the country, both over the In-
ternet and through physical presence, and
constant assistance with tax procedures, are
of great importance and need to be ade-
quately budgeted. It is an effort that needs
a certain intensity, as it is a very fragment-
ed sector, for which reason it is important
to seek multiple alliances with other insti-
tutions in the network for the promotion
of production. Everything that is being
done is sill too little.

* In relation to the tax system, it is neces-
sary for the national authority, in this case
the Inland Revenue Services, to coordinate
with the municipal authorities. In the case
of Chile, there is only coordination with
certain municipal authorities. In general,
these authorities issue licences, which first
must be approved by the Inland Revenue
Services to be operational. Nevertheless,
the continuity of the procedure is uncer-
tain, as is the continuation of payment on
time for small taxpayers who only must
make their payments to the municipality,
giving rise to an information gap.

The early evaluation of formalization policies
and programmes allows them to be improved
during implementation and results in collec-
tive knowledge. Long periods should not be
allowed to pass without evaluation, as this
leads to time being wasted before improve-
ments are made. The participation of the ac-
tors in the formulation of policies and pro-
grammes, as well as in their evaluation, are
aspects that need to be considered, as they
undoubtedly improve their design and pro-
vide a basis for their reformulation.
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List of Interviews

With a view to the preparation of this paper, and to ensure up-to-date views, importance was
attached to interviews and the opinions of a series of qualified persons involved directly or
indirectly in issues related, for example, to formalization, the promotion of production and
employment in MSMEs, statistics, programmes and the related instruments:

(1) Subsecretary of the Economy and Smaller Enterprises
(2) Advisor to the Subsecretary of the Economy

(3) Head of the Research Department, Department of Labour

(4) Subdirectorate of Tax Strategy and Economic Studies, Inland Revenue Service (SII)
(5) Technical Under-Director, Statistics and Census Institute

(6) Head of the Labour Studies Department, Statistics and Census Institute

(7) General Manager, State Bank Filial for Micro-enterprises

(8) President of CONAPYME

) President of CONADECUS

(10) Former President of CONUPIA, Municipal Councillor of La Reina

(11) President, National Association of Internal Revenue Officials (ANEIICH)

(12) Former Manager of Competitive Development of CORFO and former Director of
SERCOTEC

(13) Former General Manager of SERCOTEC

(14) Former Manager of Operations and Technology, PreviRed

(15) Former Coordinator of Tax Reform, Ministry of Finance

(16) Adolfo Ibdfiez University and former Director of the State Bank (BancoEstado)

(17) Head of the Department of Business Studies and Intelligence of ChileCompra
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