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EXECUTIVE
SUMMARY

Business formalization in the tourism sector
represents a crucial challenge in the economies of
the Asia-Pacific region. High informality in this sector
not only limits economic growth, but also generates
inequalities and hinders the implementation of
effective policies. This phenomenon is especially
relevant in the context of tourism, which is vital

for connectivity and sustainable economic
development in the region. The COVID-19 pandemic
has exacerbated these problems, further raising
levels of informality in the sector.

However, the rapid adoption of digital technologies
since the early 2020s has provided a significant
opportunity for economic resilience and the
possibility of a recovery in tourism. Recognizing the
importance of addressing informality and leveraging
new technologies, APEC has identified the transition
to formality as a strategic priority.
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In this context, the project “Study and Workshop

to Generate Digital Tools for the Transition to the
Formal Economy of Tourism Businesses in the
Asia-Pacific Region (TWG 02 2023A)” is developed.
This project aligns with the Tourism Working

Group (TWG) Work Plan 2023 and supports the
implementation of the APEC Tourism Strategic

Plan 2020-2024, focusing on the priority areas

of “Digital Transformation” and “Human Capital
Development”. Its main objective is to identify and
assess available digital tools that can support the
formalization of businesses in the tourism sector of
APEC economies, fostering digital connectivity and
facilitating the transition of informal economic actors
to the formal economy.

The project methodology was developed in two
phases: the first phase focused on research, where
information was gathered from primary sources,
through virtual interviews with experts in tourism and
formalization, as well as from secondary sources,
through a literature review of key cases and policies.
Policies, actions and programs implemented in
various APEC economies and other regions were
found, identifying 14 cases that demonstrated how
digital tools can foster the transition to formality in
the tourism sector.

The second phase consisted of a two-day
workshop, held at the Lima Convention Center,
organized by the Ministry of Foreign Trade and
Tourism of Peru (MINCETUR) and funded by
APEC. This event brought together experts, policy

makers, business sector representatives and
academics to discuss and share perspectives on
the use of digital tools to promote formalization in
the tourism sector. Interactive sessions and panel
discussions encouraged the exchange of ideas and
collaboration among attendees.

The results of the project were significant:

* Expertinterviews and a literature review were
conducted to provide key insights on the state
of tourism in APEC economies, informality, and
digital tools that promote the transition to the
formal economy.

» Specific cases originating or applied in APEC
economies were identified and shared,
highlighting the benefits and effectiveness of
digital tools in boosting commercial activities
while transitioning to formality.

* Connections and networks among APEC
economies, promoting collaboration and mutual
learning were strengthened.

* Knowledge and capacity on the use of digital
tools in the tourism sector to transition to
formality increased among the workshop’s
participants.

This report provides an overview of the results
of the aforementioned activities and considers
future actions to improve business formalization
in the region’s tourism sector hand in hand with
digitalization.




1.1. OBJECTIVES AND SCOPE
OF THE PROJECT

The TWG 02 2023A project aims to reduce the transition to formality. In addition, the project aims
informal economy in the tourism sector. To achieve to improve the implementation of these strategies
this, it seeks to identify business formalization and foster collaboration and learning among APEC
strategies that are aligned with the use of digital economies.

tools, thus providing effective resources for the

01 Identify business formalization strategies using digital tools

Increase in capacity and knowledge regarding the use of digital tools in the tourism
sector to enhance competitiveness and efficiency

02 Optimize business formalization and its digitalization

Increase of resources and tools for APEC economies on digital tools in the tourism
sector

o
W

Enhance collaboration and learning in APEC economies

Increase of connections and networks of stakeholders among APEC economies to
support enhanced collaboration in the region
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To achieve these objectives, the following project
has been divided into two parts. On the one hand,
research was conducted to provide key knowledge
on the state of tourism, informality, the transition

to the formal economy and the digital tools that
promote it. Fourteen cases were identified related
to best practices and available digital tools that
support the transition to formality of enterprises. The
research work for this paper consisted of gathering
information from primary sources (conducting
virtual interviews) and secondary sources (literature
review: context, cases and key policies).

On the other hand, an event was held, which was
formulated based on the main findings of this
research. This meeting facilitated the exchange
of experiences and promoted collaboration in the
design of solutions for formalization in the tourism
sector, with emphasis on the use of digital tools.




1.2. KEY ACHIEVEMENTS

AND OUTCOMES

This section describes the main achievements and
tangible results resulting from the implementation of
the project, highlighting its success in addressing
the identification and evaluation of digital tools for
formalization in the tourism sector, contributing to
digital transformation, facilitating the transition to
formality and promoting the strategic priorities of
the APEC Tourism Working Group (TWG). The main
achievements and their results are as follows:

Collection of key literature for research
analysis on business formalization,
digitalization and development of the
tourism sector

* Key literature was collected and analyzed for
the study, covering topics such as the state
of tourism in the APEC region; informality, its
challenges and characterization in the tourism
sector; e-formalization as a comprehensive
approach to transition to the formal economy
supported by digitalization. These topics, often
little explored in academia, provide a framework
for future research and encourage debate on
their relevance in the region.

Identification of case studies that promote
e-formalization in the tourism sector.

e Fourteen relevant case studies on
e-formalization in the tourism sector were
identified. Of these, 85% are from APEC
economies and 15% from European economies,
providing a global comparative perspective on
best practices in business formalization and
digitalization.

Interviews with multidisciplinary experts

e Interviews were conducted with 5 experts from
various sectors (international organizations,
key stakeholders and the private sector). These
interviews provided a variety of perspectives,
which were integrated into the report to enrich
the analysis and foster a multidimensional
approach to formalization and digitalization in
tourism.

Increased digital literacy among tourism
MSMEs in the tourism sector

* Forty percent of the 106 workshop participants
represented MSMEs in the tourism sector. Their
participation was key to raising awareness of
the digital tools available to boost formalization
and improve the sector’s competitiveness.

Creation of a space for the exchange of
experiences and learning

* A workshop was organized with the participation
of 106 people, including representatives of
tourism-related entities, academics and the
private sector, which allowed for an enriching
exchange of experiences among the different
APEC economies. This event fostered cross-
sectoral collaboration and learning about
digitalization in business formalization.

Balanced gender representation

¢ The workshop had a balanced gender
representation: 50% of the participants and 43%
of the panelists were women, which highlights
APEC’s commitment to gender inclusion and
equity in all areas.
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1.3. HIGHLIGHTS OF THE
IMPLEMENTATION PROCESS

Project implementation began with a series of key
meetings with the Peruvian Ministry of Foreign
Trade and Tourism (MINCETUR). These meetings
were fundamental to align expectations and clearly
define both the needs and specific objectives of the
project. Based on these discussions, precise criteria
were established for the identification and selection
of case studies, ensuring that they were relevant
and consistent with the objectives. At the same time,
secondary sources were compiled to provide a
conceptual framework for the research.

During the process, some knowledge gaps were
identified, particularly with regard to the measurable
impact of the cases analyzed. Although the available
sources provided detailed descriptions of initiatives
aimed at promoting the transition to formalization,
specific data on the scope and concrete results

of these initiatives are scarce. Nevertheless, this
information was valuable in identifying good
practices and contributing to the research paper.

With the cases already selected, experts were
identified and selected for the interviews. These
experts, from different sectors (academia, policy
makers and private associations), provided
specialized perspectives in key areas such as

business formalization, tourism sector development
and new digitalization processes. To conduct the
interviews, a basic questionnaire was prepared

and adjusted according to the profile of each
interviewee, in order to maximize the relevance of
the responses obtained.

Once the documentary research and interviews
were completed, the thematic axes that structured
the workshop agenda were defined. These topics
were carefully chosen, seeking to generate a space
for discussion that would be useful and relevant for
APEC economies, with special attention to emerging
economies such as Peru. Panelists with experience
in the topics discussed were also selected, thus
ensuring the quality and depth of the discussions.
Likewise, we sought to ensure a balanced gender
representation when selecting panelists for the
workshop, establishing specific quotas to ensure
that both men and women were represented.

Finally, the organization of the workshop was led
by MINCETUR, with the logistical and operational
support of the consulting firm Equilibrium. Both
entities collaborated closely in the planning and
execution of the event, ensuring its success.

Figure 1. Steps in the project implementation process

01

Definition and Initial Planning

Research and Case Selection

02 03

Workshop Organization




CONTEXT AND
BACKGROUND

To understand the relevance and impact of the
project, it is essential to analyze the context in
which it is being developed. This section provides
an overview of the factors that have shaped the
initiative, as well as the background that justifies its
implementation.
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C. Challenges to transition to formality:

Institutional challenges

Problems related to respect for the rule of
law and its enforcement, rampant corruption
and rent-seeking practices, when they are the
norm, encourage informality. The benefits of

formalization are low when enforcement is poor,
litigation is lengthy, expensive and cumbersome,

and expectations of the independence of the
courts are minimal. Figure 7 shows a negative
correlation between perceptions of judicial
independence and informal production. The
lower the trust in the courts, the higher the
informal output as a percentage of GDP.

D. Challenges to transition to formality:

Moreover, it is more difficult to convince informal
actors to formalize when social cohesion is low
and societies have little trust in economies,
private institutions and any kind of networks/
associations.

An analysis using the Social Capital Index,
which measures levels of trust and respect and
individuals’ interactions with institutions, shows
a direct association between social capital and
informal production. Less socially cohesive
economies tend to experience higher levels of
informal production.

Challenges of access and use of technology in informal actors.

In terms of the transition to formality, the
digitalization of informal businesses offers a

new perspective on their dynamics. The use of
digital tools increases their visibility and legibility

to the rest of society. For example, estimates
can be made about the number of informal
businesses in a city or region by counting the
number of sellers on Facebook Marketplace
for that city or region. Results from a recent
survey on the use of digital tools by informal

businesses in the Global South, conducted by
the UNDP Accelerator Labs Network, show that

i) most businesses, even fully informal ones,

use digital tools, with Facebook and WhatsApp
being by far the most widespread tools; ii) most

say that the use of digital tools helped them find
new customers; iii) although many businesses
adopted digital tools recently, in response to
measures to contain the spread of COVID-19,
most do not intend to abandon them; iv) greater
recourse to digital tools correlates with higher
degrees of business formalization, although

the causes between them have not been
determined; v) female entrepreneurs use more
digital tools, but, in their case, the correlation
between the use of digital tools and the degree
of business formalization is weaker than in the
case of male entrepreneurs (Gustale, E., &
Cottica, A., 2023).
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2.3. FRAMEWORK AND
RELATED DOCUMENTS

The World Bank’s publication The Long Shadow
of Informality Challenges and Policies notes that
overcoming the challenges of informal economic
activity requires a mix of policies tailored to the
specific circumstances of each economy. In those
economies where informality primarily reflects
governance problems, a set of appropriate
policies could help streamline regulatory and fiscal
frameworks. This would not only improve efficiency
in public revenue collection and enforcement, but
also strengthen public service delivery, thereby
promoting greater fiscal morale.

On the other hand, in economies where

informality is an indication of underdevelopment,

an appropriate policy package should include
measures to expand access to finance, markets
and inputs that foster productivity and business
growth. In addition, it is critical to improve education
to facilitate entry into formal sector employment, as
well as to establish safety nets that help mitigate the
risks faced by households. Several of these policy
improvements have been associated with sustained
declines in informality (Ohnsorge, 2022).

To implement these policies, new technologies
can offer economies opportunities to reduce the
incentives for informality and to increase the cost
of operating informally, while providing productivity
stimuli that can drive firms into the formal economy.
New technologies can help strengthen tax
administration and improve access to finance, for
example, by facilitating the expansion of the tax
net and the assessment of creditworthiness. For
example, Costa Rica reduced the time needed to
register a company by digitizing tax records and

company books in 2009. This was followed by a
drop in informal employment of 4 percentage points
of total employment and a drop in informal output
of about 2 percentage points of official GDP during
2009-2016. APEC economies have also made
progress in this regard.

For gig workers, regulatory changes, especially

in the context of social security systems, can help
ensure that their economic risks are manageable
and that they do not permanently lose access to

the formal economy. These workers may take on
many different tasks throughout their career, making
the ability to learn and adapt essential. Policies can
support this adaptability with increased provision of
education and (re)training programs (Card, Kluve,
and Weber 2018).

On the other hand, it should be recognized

that some policy areas remain underexplored

in research. For example, future studies could
examine policies that can improve the resilience

of the informal economy and prevent informal
participants from falling into poverty due to
negative shocks such as COVID-19. On the other
hand, some emerging ideas should be explored

on how economies can better engage with

informal enterprises, how to provide a simplified,
intermediate, and temporary legal status to informal
enterprises that could align with both the needs of
the enterprises and the objectives of the household
level (Marusic et al. 2020).

Additionally, another gap in the literature concerns
the impact of digitalization of government services
or private economic activity on the informal
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economy, even relative to the formal economy.
Digitalization is a recent development in MSMEs
that holds great potential for participants in the
informal economy and policy makers. However, the
possibility that digitalization will disproportionately
benefit formal firms and thus reduce the relative
size of the informal sector still merits examination
(Ohnsorge, 2022).

E-formalization: a comprehensive

approach to transition to formality
supported by digitalization

While there is an evidence gap on the impact of
digitalization on the transition to formality, it is
important to note that digital transformation has
an increasingly close relationship with the State,
promoting more efficient and transparent public
services.

Especially in recent years, the application of digital
tools to achieve a formal relationship has been
investigated. In this context, e-formalization has
emerged as a versatile and useful alternative in
the post-pandemic context to facilitate access and
permanence in the formal system.

E-formalization refers to the use of new technologies
and digitalization in initiatives, programs and public
policies to facilitate the transition to formality (Wang,
X., & Yu, X., 2020). Likewise, e-formalization posits
the use of technology not as an end, but as a means
that also increases productivity, improves rules and
regulations, creates incentives, and strengthens
enforcement systems as pathways to formality
(OECD, 2020).

To help clarify certain conceptual parameters on
e-formalization, it may be useful to conceive of it in
three dimensions: i) comprehensive approaches

to formalization derived from the ILO’s 2015
Recommendation on the transition from the informal
to the formal economy (R204); ii) the digital economy;
and iii) e-government strategies. The latter refer to
the set of policies that governments are undertaking
to make optimal use of technologies and digital
innovation to strengthen governance, service
delivery, operations and administration, and citizen

participation. E-government strategies are often linked

to broader domestic development frameworks that

implicitly support formalization, but this has rarely
been explicitly articulated (Kring & Leung, 2021).

What e-formalization has shown to be a successful
practice in reducing bureaucratic barriers is the use
of digitalization to speed up MSMEs’ procedures,
making it easier for them to obtain municipal, local
government and industry permits. In addition,
e-formalization can make it easier for companies to
register in the tax system, issue valid receipts and
comply with labor regulations.

On the other hand, it is important to note that
e-formalization facilitates the integration of informal
enterprises into the regulated economy, making
their operations more transparent and accountable.
This integration, in turn, significantly increases tax
revenues for governments. As informal businesses
move to digital platforms, their transactions become
traceable, making tax evasion more difficult.

In this sense, e-formalization, as an integral
approach to the transition to formality, can play

an essential role in the tourism sector, generating
benefits for individual companies and for the State.

To delve deeper into the benefits and dynamics
of e-formalization, it is necessary to reflect on
how digitalization is changing the way informality
is viewed, as well as to identify the differences
between e-formalization (or digital formalization)
with analog formalization (Figure 8).

Figure 8. Comparison between Analog
Formalisation and Digital Formalization

ANALOG
FORMALIZATION

DIGITAL
FORMALIZATION

GOVERNMENT LED

“IN OR OUT"

O-0O

MULTIPLE MICRO
PATHWAYS

ONE LINEAR PATHWAY

Source: UNDP Accelerator Labs
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UNDP Accelerator Labs identifies three main 3_ A |inear path to

changes in what formality looks like and how

informal enterprises transition to it. formal lzatlon VS.

1. Government-led multiple micro-paths.
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formalization vs. market-
driven formalization

Although government reforms can facilitate
the transition to formalization, they do not
automatically “reverse” informality. Naturally,
governments want businesses to be more
productive and formally registered in order to
increase the tax base and stimulate economic
growth. Accordingly, they implement
regulatory and tax reforms that make it easier
to register a business, obtain government
protection and benefits, and pay taxes.

But when digital tools become more
widespread, private sector innovation
becomes a key driver of formalization
alongside government policy interventions.
For example, when informal businesses make
use of mobile payments (mobile money),
they can organically opt in to elements of
formalization such as tracking expenses,
paying bills and even being able to obtain
loans.

2. Formalization “In or
out” vs. an undefined
process.

Formalization functions as an “on/off” switch
(CDG, 2018) in the conventional sense. In
the eyes of the tax authorities, a company is
either legal and registered or it is not.

In the digital world, an informal company can
transact on WhatsApp, get loans on another
app, and find customers on Facebook, all
without applying for formal registration. And
in some cases, the use of these private sector
digital services can provide enough benefits
to prevent an informal business from seeking
the formality required by the government.

The path to formalization has typically been
prescribed and sequential. In other words,
the path is familiar: you start a company,
register it, get licenses, make money and then
pay taxes. However, with the use of digital
services, the journey can be unbundled into
small steps and take many directions.

An informal business could start advertising
its products and services on WhatsApp,
Facebook and Instagram (given, moreover,
that these are platforms that require low
digital literacy) generating enough demand
for customers to start asking for formal
receipts or quality guarantees. Alternatively,
that same company can also try some other
application that allows it to apply for loans to
acquire productive assets.
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Figure 9. Digital Business vs. Traditional Business Progressions Towards Formality
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Source: Center for Global Development

Source: Center for Global Development (2018)

Given these dynamics of the informal economy,
Figure 9 shows how the digital world allows
businesses to transition to formality with a series
of “small, low-cost, accessible steps,” more like a
ladder than a disproportionate step.

This digital progression could enable many more
companies to successfully make the transition from
informal entrepreneurship to formal enterprise,
because each step has a lower cost and lower risk.
Even if a company does not reach the pinnacle,
value is created at each step.

In addition to their core proposition of connecting
buyers and sellers, we also see digital platforms
helping companies with business services, leaving
the company to focus on its core competency.

Platforms can offer advice on how to set prices,
training on how to deal with customers, ratings to
promote better service. Digital platforms can also
provide accounting and analytics, offer credit,
collect sales tax. They handle customer service,
payments and returns.

However, in terms of formalization and labor
protection policies, there is still no single answer

to describe how governments can best ensure

that platforms give a fair share of the benefits to
workers; rather the trends seem to be that platforms
concentrate the benefits on capital, in that sense

a realistic recognition of where workers are in the
informal economy including the “gig economy” and
atypical forms of employment must begin (CDG,
2018).
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