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These volumes were prepared under the lead of Marcela Meléndez, Chief Economist of UNDP for Latin
America and the Caribbean.

The collection of papers we are so proud to present has been possible thanks to the collaboration between
UNDP teams and some of the best researchers in the Latin America and the Caribbean region. This is the
first concrete result of the creation of the UNDP Latin America and the Caribbean Network of Research
Centers and Think Tanks, launched in 2019 and supported by the Spanish Agency of International
Cooperation for Development (AECID). We are especially grateful to all researchers affiliated to the above-
mentioned Research Centers Network who helped us in this effort with first-rate quality material in an
otherwise unthinkable timeframe and participated peer-reviewing many of the works. We are particularly
thankful to Andy Neumeyer, who planted the seed for the idea of the COVID-19 Policy Documents series

at the outset of the pandemic in an informal conversation, making this book possible, and to Santiago Levy
who read many first and second drafts sharing his insight with immense generosity to help us ensure the
quality of these contributions. Mauricio Cardenas was also part of this effort from the beginning helping us
conceptualize the ideal contents of country-specific analyses and is now providing instrumental support

to the dissemination of these materials with a set of fantastic interviews to the authors. Last but not least,
to Vladimir Dominguez and Mercedes Ansdtegui, who supported the logistics process, and to the UNDP
RBLAC’s Communications Team —Diego Zavaleta, Ana Maria Currea, Vanessa Hidalgo, Carolina Moreno,
Eleonora Nun and Sandra Perez— in charge of time-record production, design and formatting: we would not
have made it without you.
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The Latin America and Caribbean (LAC) region has been the global epicentre of the COVID-19 pandemic since
June 2020 - accounting for more than 30 per cent of the world’s COVID-19 deaths despite having just eight
per cent of the global population.' Like other regions, long-term fragilities, inequalities and injustices have
been revealed by the pandemic. The LAC region is experiencing its worst economic crisis in a century due to
the pandemic, with Gross Domestic Product (GDP) estimated to contract by a massive 8.1 per cent in 2020.2
That is largely due to the fact that a large percentage of workers in the region are employed in jobs requiring
close physical proximity, with remote-working largely not feasible.® Indeed, the deep economic recession now
threatens to reverse about a decade of hard-won progress in reducing poverty and inequality at a time when
many people in the region were already publicly demonstrating their discontent.

In these unprecedented times, governments in LAC need timely access to very best of expertise to help them
to not merely recover from the pandemic — but to build forward better. This is the aim of this new series of
COVID-19 Policy Papers from the United Nations Development Programme (UNDP), which will contribute to
this crucial arsenal of knowledge resources. In particular, it aims to equip governments and policymakers with
a range of concrete policy options that can help to address a number of key areas.

Those solutions include proven methods to tackle the deep socio-economic consequences of the pandemic
while driving new sources of growth. It also encompasses ways to implement measures to boost access to
healthcare and social protection. Specific measures to help governments to insert the “DNA” of a green, low-
carbon economy into all recovery and stimulus measures are also examined. The papers also aim to spark
a much-needed conversation on new ways to harness the immense potential associated with major digital
acceleration now occurring in the wake of the pandemic. Such policy options will be critical to improve people’s
wellbeing and advance human development in the region. Indeed, by taking-up these policy opportunities,
countries in LAC will have a pivotal role in advancing our global mission to tackle climate change, restore
nature, and ensure that progress on all 17 Sustainable Development Goals (SDGs) is put firmly back on track.

This research is relevant to all 33 counties in the region as it leverages knowledge garnered from UNDP’s
role as the technical lead in the UN’s socio-economic response to the COVID-19 crisis. That includes in-depth
assessments of impact (SEIAS) that we have conducted with UN Country Teams in over 100 countries. It
combines these unique insights with the thought leadership of a network of leading academic institutions and
think tanks in the region and the specialized expertise of UN sister agencies. At this crucial moment, UNDP and
the UN system stands ready, at the request of governments worldwide, to help them make the right choices to
realise that greener, more inclusive, and more sustainable future.

Achim Steiner, Administrator, United Nations Development Programme (UNDP)
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www.ft.com/content/5a55dc6b-b5fd-47a2-b845-8cea8ea’31a0

81% is the estimate from the World Bank and Consensus Forecast

www.weforum.org/agenda/2020/10/imf-latin-central-america-economics-finance-pandemic-disease
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The COVID-19 pandemic is one of the most serious challenges the world has faced in recent times. The to-
tal cost in terms of human lives is yet to unfold. Alongside the cost of lives and deep health crisis, the world is
witnessing an economic downfold that will severely impact the wellbeing of large parts of the population in the
years to come. Some of the measures that are currently being used to counteract the pandemic may impact
our future lives in non-trivial ways. Understanding the association between different elements of the problem
to broaden the policy space, with full awareness of the economic and social effects that they may bring, is the
purpose of this series.

Thus far, the impossibility of targeted isolation of infected individuals and groups has led to policies of social
distancing that impose a disproportionately high economic and social cost around the world. The combination
of policies such as social distancing, lockdowns, and quarantines, imply a slowdown or even a complete stop
in production and consumption activities for an uncertain period of time, crashing markets and potentially
leading to the closure of businesses, sending millions of workers home. Labor, a key factor of production, has
been quarantined in most sectors in the economy, borders have been closed and global value chains have
been disrupted. Most estimates show a contraction of the level of output globally. For the Latin America and
Caribbean region, the consensus forecasts are at -3 to -4%, and it is not until 2022 that the region is expected to
go back to its pre-crisis output levels in scenarios that foresee a U-shaped crisis pattern. According to ECLAC,
more than 30 million people could fall into poverty in the absence of active policies to protect or substitute
income flows to vulnerable groups.

We face a crisis that requires unconventional responses. We are concerned about the level-effect: the
impact of the crisis on the size of the economies and their capacity to recover growth after the shock. But
we are equally concerned about the distributional impact of the shock. The crisis interacts with pre-existing
heterogeneity in asset holdings, income-generation capacity, labor conditions, access to public services, and
many other aspects that make some individuals and households particularly vulnerable to an economic freeze
of this kind. People in the informal markets, small and micro entrepreneurs, women in precarious employment
conditions, historically excluded groups, such as indigenous and afro-descendants, must be at the center of the
policy response.

UNDP, as the development agency of the United Nations, has a long tradition of accompanying policymaking
in its design, implementation, monitoring and evaluation. It has a mandate to respond to changing circumstances,
deploying its assets to support our member states in their pursuit of integrated solutions to complex problems. This
series aims at drawing from UNDPs own experience and knowledge globally and from the expertise and capacity
of our partner think tanks and academic institutions in Latin America and the Caribbean. It is an attempt to promote
a collective reflection on the response to the COVID-19 health crisis and its economic and social effects on our
societies. Timeliness is a must. Solutions that rely on evidence, experience, and reasoned policy intuition —coming
from our rich history of policy engagement— are essential to guide this effort. This series also contributes to the
integrated approach established by the UN reform and aspires to become an important input into the coherent
response of the United Nations development system at the global, regional, and national levels.

Ben Bernanke, former Governor of the US Federal Reserve, reminds us in his book The Courage to Act that during
crises, people are distinguished by those who act and those who fear to act. We hope this policy documents series
will contribute to the public debate by providing timely and technically solid proposals to support the many who are
taking decisive actions to protect the most vulnerable in our region.

Luis Felipe Léopez-Calva, Regional Director, Latin America and the Caribbean




These volumes present diagnostics and policy recommendations in a set of Policy Documents produced in
2020 as part of an effort to contribute with solid material and ideas to the public policy debate in Latin America
and the Caribbean during the COVID-19 pandemic. These documents, turned into chapters, are now offered
as a reference to policymakers, researchers and to the wider public interested in discussing public policy
priorities and routes for action, as societies see themselves still in the midst of the multidimensional impacts of
the pandemic.

Each chapter is self-contained and can be independently consulted. The material has been organized to
present works addressing issues pertinent to all countries —matters of public policy that apply to all, regardless
of specific contexts, or because of shared characteristics of specific contexts—, in the first of two volumes. The
chapters in this first volume helped shape UNDPs own vision on a number of issues, as well as the policy advice
we give governments throughout Latin American and The Caribbean in our role as a development agency.
Works addressing issues in country-specific settings are presented in the second volume. They also contribute
to the comprehension of challenges facing our societies during the pandemic and for years to come, and to
strengthening governments’ capacities for adequate policy response. While they are indeed country-specific,
there are often lessons that apply to many.

The original works providing cross-sectional visions, in the first volume, were commissioned to external experts,
with their content defined through bilateral exchanges. Two of them were jointly commissioned with UNICEF
(see chapters 7 and 8) and one was co-authored by UNDP colleagues from the Gender Group at the UNDP
Regional Hub (see chapter 6).

The works providing country-specific analyses, in the second volume, were produced in house, sometimes
with input from external experts (El Salvador, Bolivia, México, Paraguay and Venezuela); in collaboration with
external experts (Dominican Republic) or commissioned to external experts (Argentina, Colombia, Honduras,
Perd, Jamaica, Uruguay, and The Bahamas). The result is a set of analytical works connected by the common
thread of addressing country-specific policy priorities in the context of the pandemic.

Humanity is facing a crisis with no recent precedent: a health crisis turned into economic downfall by the
measures to contain it, that will revert us many years in terms of development achievements. Non pharmaceutical
interventions (NPIs) in the form of generalized lockdowns and other social distancing measures have forced
workers out of their jobs and away from their income-generating activities, demanding action from governments
everywhere to protect their citizens and contain the blow to their economies. Challenges facing governments
are multiple and range from preventing the collapse of health systems under pressure from spread of the
virus, to protecting households from falling into poverty, and protecting employment and the productive base,
that once destroyed will take long to recover. If the pandemic is understood, as it must be, as transitory, to be
eventually contained by the availability of a vaccine or a treatment, what follows is the need to rise up to the
challenge to contain its ramifications as much as possible while it lasts.

The painful fact is that countries in Latin America and the Caribbean were generally ill-prepared to respond to
a moment like this one.

Responding to the pandemic required capacity for coordinated action between government agencies at
the national and subnational levels, and resources for extraordinary additional expending. These are both
elements the region lacked entering the pandemic. The response also required quick agreements between



the executive and legislative government branches about strategies to adopt in facing the double health and
economic crisis, which have been elusive.

One of the notions we are hearing everywhere is that COVID-19 unveiled our pre-existing fragilities. Now more
than ever the way we have set up our societies and made investment choices is proving costly. Under-resourced
health systems of varying quality across territories have resulted in institutional stress where Intensive Care
Units (ICUs) become over-burdened. Highly informal labor markets have resulted in unprotected workers,
because of both, lacking social protection, and invisibility: informal workers have no unemployment insurance
and those who did not belong among the poorest have been hard to reach with governmental support because
they do not show up in social registries. Unequal living conditions across income groups have resulted in
students living through the pandemic in strikingly different ways in terms of the tools and support they have to
continue their education, with the poorest carrying the brunt of the long-term costs of being unschooled. Care
tasks disproportionately burdening women and often limiting their participation in labor markets have resulted
in women suffering through the pandemic in different and possibly worse ways than men. A large part of the toll
that COVID-19 is taking on Latin America and The Caribbean is explained by pre-existing conditions.

Designing and implementing adequate policy responses at such a critical moment, is even more challenging
when initial conditions run against us. Governments in the region are expected to respond with an efficiency
and effectiveness they have often lacked, using the limited resources at hand, and making the most of any new
resources that become available. They must make choices under high uncertainty with incomplete information.
And they have been doing so to the best of their knowledge and abilities everywhere, in many cases while
facing complementary context-specific crises in the form of social unrest, natural disasters or falling commodity
prices compromising an already hurt fiscal income.

Policy decisions made today will determine the future course of the region. Countries whose efforts are
more effective in mitigating a fall into poverty and protecting the productive base will recover faster once the
pandemic is under control. Countries that learn the lessons from the pandemic and quickly move on towards
necessary reforms to change those taxing initial conditions once and for all, will also fare better.

Because the challenges at hand are in no way simple to tackle, we took on the task, at the outset of the
pandemic, of bringing together some of the best experts in the region to make a contribution.

The set of works compiled in this book does not exhaustively cover all of the difficult issues that must be
addressed by policy, nor does it pretend to. The first volume covers a selection of the issues that became
evident priorities as the region progressed into the pandemic. They are presented chronologically, following
the order in which individual documents became available.

Chapter 1, by Constantino Hevia and Andy Neumeyer, written in April 2020, argues that the best policy
intervention to contain COVID-19 is to develop a technology that reduces the contact rate between infectious
and susceptible individuals, while restricting society-wide human interaction as little as possible. Given the
enormous costs of universal lockdowns, the rate of return on investments to enable targeted policies of isolation
is huge. Targeted NPIs would only isolate a subset of individuals (for example, infectious individuals, persons
that are likely to be infectious, and the more susceptible). An action in this direction is aggressive testing to
detect infectious and immune individuals. This knowledge will allow immune individuals to circulate freely and
work. Aggressive testing also helps to detect infectious individuals early and trace their contacts. Hong Kong,
Iceland, Japan, Singapore and South Korea implemented targeted isolation policies. Aggressive testing can
also enable policy makers to evaluate (in real-time) the effectiveness of different social distancing interventions
(closing schools, shopping malls, sports events, etc.).



Even though universal NPIs are extremely costly, there is no impact evaluation of different interventions. Data
can help design evidence based NPIs. Given the global nature of the pandemic a cooperative multilateral
solution is desirable. Coordinated efforts to develop pharmaceutical solutions for the containment of the
epidemic could allocate resources more efficiently and produce faster results. Coordinated approaches to
NPIs can allow many countries to leapfrog towards best practices. A multilateral approach could also establish
global protocols for travel across borders. Lifting universal NPIs without the ability of implementing targeted
NPIs, before a vaccine or a pharmacological treatment is available, may lead to new epidemic outbreaks and
the need for new universal NPlIs.

Chapter 2, by Santiago Levy, also written in April 2020, identifies broad areas of concern for policy requiring
an immediate shift in economic policy to minimize the human costs of the pandemic, mitigate the social costs,
and preserve macroeconomic stability. Mitigation measures should be focused on workers, with available
instruments like conditional cash transfer programs, and tax and other registries. Sustaining formal employment
is a priority; layoffs and firm closings need to be avoided by subsidizing firms’ labor costs and giving them
preferential access to credit guarantees conditional upon not firing workers.

Two conditions are required for this recession to transit into an orderly and swift recovery once the pandemic is
under control. The first is that the indispensable measures to mitigate its social costs do not turn into a financial
crisis, accompanied by the closure and bankruptcy of firms. Mitigation measures require a mix of expenditure
switching and augmenting, based on individual country circumstances. Fiscal revenues will fall, and a worsening
of fiscal balances is inevitable. To resume growth after the health crisis, it is indispensable to maintain access
to external credit. Debt sustainability will require tax increases once the crisis is over, which in some cases
should be preannounced. If the recession Is very deep and extends beyond the sanitary emergency, mitigation
measures need to be extended. This needs to be preannounced to reduce uncertainty to banks and firms and
facilitate the flow of credit.

The second indispensable measure is that sanitary strategies evolve. Contrary to prior economic crises, the solution
to this one depends on a solution to the sanitary emergency, not in the sense of “eliminating” the pandemic (which
cannot happen completely until a vaccine is discovered, or high levels of herd immunity are reached); but in the
sense of transitioning to containment strategies that do not depend on the generalized isolation of individuals.
If containment strategies do not evolve, the economic crisis will reach levels of magnitude which are hard to
imagine. The evolution of the sanitary strategy is an essential part of the economic crisis containment program,
and later on, of recovery.

Chapter 3, by José Antonio Ocampo, written in May 2020, contends that the current global economic crisis
will be remembered by the limited multilateral financial cooperation agreements to support middle-income
economies. Latin American countries have accessed modest resources from the IMF emergency credit lines
and other IMF credit facilities; members of the Latin American Reserve Fund (FLAR) have benefitted from the
resources of this regional body; and the multilateral development banks have taken measures to support the
region. Nevertheless, the programmed resources made available so far are small relative to the need. The
dynamic of the Central American Bank for Economic is an exception thanks to its recent capitalization. But the
Inter-American Development Bank and the Development Bank of Latin America (CAF) are at the limit of their
lending capacity and need to be capitalized, and credit resources from the World Bank to the region are still
lower than those offered during the previous crisis.

In terms of foreign debt, a diverse approach would be useful to support countries that need restructuring
and create a voluntary supervised multilateral mechanism for a debt standstill for countries requiring it.
Beyond short-term actions, it is essential to put back on the table the creation of an institutional mechanism to
renegotiate sovereign debts.

Beyond the crisis, it is also necessary to reformulate the region’s development strategy. The economic
problems of a wide range of Latin American countries were already acute during the years preceding the
current crisis, and the slow growth during those years put a brake on, and partly reversed, the improvement in
social indicators experienced since the start of the century. The development bank system’s support, looking
forward, will also be critical.



Chapter 4, by Nora Lustig and Mariano Tommasi, also written in May 2020, emphasizes the need to prioritize the
most vulnerable segments of society, especially those in extreme poverty, in designing strategies and specific
policy responses during the pandemic. It proposes that these strategies and responses must fall under three
guiding principles: (i) reduce epidemiological risks to save lives; (ii) protect livelihoods; and (iii) ensure human
capital accumulation. Targeted interventions at the local level must go beyond cash transfers and rely on local
actors and grassroots organizations to be effective. Their design must take into consideration heterogeneity
within vulnerable groups.

While governments are implementing new social protection emergency programs, the traditional approach will
—most likely— not be enough and cannot happen quickly enough in most countries for most people. The
pandemic calls for new approaches to social protection, beyond what governments can do. Large corporations,
large foundations and affluent individual philanthropists have an opportunity to show how they can make a
difference in ways unseen before. But it is not just the world’s richest who can make a difference. Lockdowns
throughout the world are creating a new type of stark inequality: between those who still have a steady source
of income and those who do not. People-to-people social protection can also help finance the needs of the
poorest and most vulnerable and compensate the losers in the “lockdown divide.”

Chapter 5, by Diana Carolina Leén and Juan Camilo Cardenas, written in June 2020, reflects on the COVID-19
crisis as an opportunity for a throbbing economic recovery on a more sustainable path, once the pandemic
is under control. It recognizes four windows of opportunity. First, since there is a causal relationship between
transport modes, air quality, and human health, the possibility of generating changes to people’s daily
transportation practices opens a window to structural and sustainable changes over time. Such changes
can be promoted through incentives that complement people’s motivations to satisfy their needs while
promoting the common good. Changes in modes of transportation can also be assisted by urban planning
to make routes for healthier transport modes available. Second, e-working results in lower emissions from
combustion engines as workers’ mobility between home and work is reduced. While a small fraction of
workers can e-work, this is the group that makes greater use of private cars and individual forms of transport.
Industries where e-working is an option for reducing environmental impact might also consider permanently
reducing their air travel carbon footprint. Furthermore, industries able to promote e-work can redesign their
use of office space, reducing their energy and space consumption.

Third, there is a window of opportunity in changing consumption pattens. More time spent at home has
sparked individuals’ curiosity about certain activities that can reduce their ecological footprint. An example is
composting, which has aroused the curiosity of many people at home. There is also evidence of practices such
as limiting the use of water, turning off lights, disconnecting household appliances, and using reusable bags for
shopping, becoming more commonplace. Measures such as taxes on plastic bags have had positive effects.
There are opportunities for campaigns that promote more sustainable consumption. An aspect where changes
in consumption behavior can occur with a lasting impact on sustainability is in the demand for meat. Changes
in individual consumption of bovine meat could relieve the existing pressure of allocating large tracts of land to
breeding and feeding livestock, and also conserve forests.

Fourth, in face of the pandemic and the closing of conventional establishments, digital commerce and electronic
payments have an opportunity to expand their presence among consumers and firms. Growing participation
in digital banking on the part of a significant number of people from the most vulnerable groups during the
pandemic, also expands the possibilities of direct trade between producers and final consumers, reducing the
need for intermediation. Strategies for encouraging banking participation on the part of lower income groups,
will also facilitate access to credit markets for recovery after the pandemic, and to saving mechanisms to soften
consumption against shocks. The financial system and the regulators have a major challenge in fulfilling these
strategies’ potential to aid the most vulnerable.

Chapter 6, by Diana Gutiérrez, Guillermina Martin and Hugo Nopo, reminds us that the impact and depth of the
crisis are different for women and men. Generalized formulas can widen gender gaps and must be avoided.
Instead, cross-cutting solutions are necessary in three main areas: homes, work and spaces in between.
Responding to the pandemic may be an opportunity to make progress towards equal opportunities for women
and men in the medium and long term.
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The absence of labor policies that make possible balancing family life with work, not only reduces the number
of hours that women can work, but also undermines their productivity per hour worked. It is worth taking
advantage of this moment in which people are confined to their homes to make visible, quantify and revalue
domestic and care work, usually invisible. An essential first step is to raise awareness of inequalities in the
distribution of the burden of care. A massive communicational and educational effort encouraging changes in
households’ management can be useful. The strengthening of care systems outside the home is also essential
as an enabling factor for women in the labor markets. The services of nurseries and early childhood care centers,
care for the elderly and care for people with disabilities, are central in redesigning the social organization of
care. Centers’ working hours must be compatible with the working hours of those who use their services, and
increasing their territorial coverage is also necessary.

Adopting and regulating telework, allowing flexible work schedules, adapting workspaces to the specific
needs of women and men, and replacing process-oriented work arrangements with result-oriented ones, will
contribute to transforming cultural patterns and social norms. Digital skills training will also contribute to the
qualification of workers who are forced to stay at home. Challenging traditional gender roles is a task that also
concerns the business sector.

Chapter 7, by Sandra Garcia, addresses one of the costlier negative externalities from NIPs: the interruption of
primary and secondary education. The health crisis has meant a triple shock for children and adolescents, with
the prolonged closure of schools, confinement due to lockdown measures and the loss of economic security
in households. This triple shock has both short and long-term repercussions putting the development of an
entire generation at risk. Although governments throughout the region have implemented distance learning
strategies, intended to maintain a degree of continuity in children’s and adolescents’ learning and well-being,
these solutions have been unevenly implemented and may even further exacerbate pre-existing education
gaps. Addressing the educational emergency requires governments to focus on guaranteeing children’s and
adolescents’ learning and well-being.

Priority areas of work include (i) planning for the urgent reopening of schools; developing a strategy to ensure
learning for all students in the new context where not all instruction will be in person; (ii) preserving school’s
protective role and providing services that have been disrupted; and (iii) ensuring the emotional well-being of
the educational community (teachers, families and students). Implementing these measures promptly requires
the protection of education budgets in the region, promoting cooperation between countries, and coordination
between the education sector and other sectors. The crisis could be an opportunity to rethink the current
education systems and build ones that close existing inequalities and enable all children and adolescents in
the region to reach their full potential. Achieving this, however, requires a long-term vision for managing the
current emergency, with investments in rebuilding an education system that ensures access to learning for all
students, particularly the most vulnerable.

Chapter 8, by Arachu Castro, discusses the particular challenges posed by COVID-19 to the health of women,
children, and adolescents in the region. The pandemic has unexpectedly transformed the access and
organization of health services indeterminately, circumventing efforts made in recent years to improve women,
children, and adolescent health indicators in Latin America and the Caribbean. In most countries, segmented
health services, human resources and medical technology concentration in urban hospitals, primary healthcare
and epidemiological surveillance under-financing, and lacking coordination between the different levels of
care, have weakened the national response. In this context, maintaining essential health services for women,
children, and adolescents presents an unprecedented challenge. Restoring reproductive, maternal, neonatal,
and child health services, suspended or limited in many countries during the pandemic, must take place as
soon as possible to avoid greater morbidity and mortality.

Increasing public spending on health is an urgent priority towards achieving women, children, and adolescent
health equity during and after the pandemic. It is also a priority to strengthen Primary Health Care (PHC)
strategies with a family and community approach to achieve universal health access, by allocating at least
30% of health public spending towards them. In addition to helping improve the coverage of services, a quality
PHC protects the population from catastrophic health expenditures and solves most health conditions through
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health promotion and disease prevention measures, working closely with the population. The strength of PHC
systems is associated with better maternal, child, and adolescent health indicators everywhere. Countries with
the capacity to respond to challenges posed by the pandemic without suspending health services and nutrition
programs, offer a model for those with predominantly curative systems struggling to make their services more
flexible, with high potential long-run development costs.

Chapter 9, by Mauricio Cardenas and Juan José Guzman, revisits the possibility of a sustainable post-pandemic
recovery in Latin America and the Caribbean. At the crux of the pandemic, countries face the need to increase
fiscal spending, contain development reversals and not falter in the face of longer-term crises such as climate
change. Restoring fiscal sustainability will be essential in order to fund interventions for years, not months. In
addition, countries need to emerge better prepared to handle the climate and environmental crisis. To do that,
the focus should not be placed exclusively on government expenditures, but also include other policy actions
in areas such as public-private partnerships, and the use of financial instruments to de-risk clean investment
projects. Elements like extended producer responsibility and polluter-pays principles can help making green
investments more sustainable.

Deteriorating credit ratings are likely to restrain middle-income countries’ access to financial markets. New
structures to access global liquidity such as the issuance of SDG-linked sovereign bonds and the targeted
allocation of SDRs with SDG conditionality could better solve the current health, economic and ecological
crises. In the long run, these mechanisms can help create a financial and economic system that is more resilient
to exogenous shocks in the future.

Chapter 10, by Federico Sturzenegger, addresses the question of debt sustainability and sovereign debt
restructurings in LAC. Countries in the region have increasingly used sovereign debt financing in recent years
and continued to do so in 2020. After an initial retrenchment at the beginning of the year, debt flows have
remained available and debt sustainability does not seem to have been a problem coming into the crisis. It
seems neither will be a problem coming out of it. Argentina and Ecuador show that standstills and debt relief
are feasible, even in situations of questionable distress. Debt restructuring is feasible even when it is not easy
to argue that it provides benefits larger than its costs. In light of the facts, there does not seem to be a need for
a major upheaval of financial markets in the form of general preemptive restructurings or outright defaults, less
so for a change in international financial architecture.

There is room, however, to highlight lessons about financing during the pandemic and offer insights for policy:

Official lending: the scope of official lending has proven limited. While well intended, solutions offered ap-
pear difficult to scale up on short notice, and official lenders don’t have the muscle to compensate private
capital flow swings. For this reason, the discussion must shift towards potential improvements to provide
better insurance quickly, encompassing both public and private creditors.

Property rights: lockdowns have imposed constraints on labor, but their effect on capital is fuzzier. Labor may
enter a standstill forced by regulation while capital obligations, including debt payments, remain undefined.
Workers” lockdowns should somehow correlate with the lockdown of some of their obligations. This is diffi-
cult to implement since not all workers are affected in the same way but the issue still merits attention.
Standstills: official bilateral debt to poor countries was granted a standstill for the year, providing an initial
coordinated signal to financial markets. Yet markets cannot be expected to implement these measures gra-
ciously. Setting interest payments aside for pandemic related spending was alternatively proposed, but this
did not materialize either. If shocks are large enough, standstills may be improved upon by a transaction
including debt relief. Beyond a certain debt threshold, a haircut making debt sustainable is better for all. This
leaves relatively little room for standstills as they are dominated by inaction if the shock is not too large, and
by restructuring if it is large enough. This does not mean that clauses taking into account this type of measure
should not be considered. Pre-arranging for a standstill in the face of catastrophic events could be included in
future bond covenants if a neutral organization or objective indicator triggers the clause.

Contingent debt: while the idea of debt contingent on risk factors or specific outcomes makes perfect sense,
it has not gained traction because (i) contingent payments entail the valuation of an “insurance” premia
which markets find difficult to price making contingent debt costly; (ii) some contingent clauses are subject
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to moral hazard problems, from policy or data manipulation; and (iii) It provides an improvement only if in-
vestors can diversify their risk cheaper than a sovereign can. Mitigation of these problems may come from
exogenous triggers to avoid moral hazard issues. However, so far, markets seem to prefer diversifying risks
across different financial instruments to bundling risks on a single one.

Debt buybacks: this is a form of debt restructuring in which the compensation to creditors is cash. A common
critique is that debt buyback would push the price of debt upwards, but the same is true of any restructuring,
and yet sizable haircuts have been obtained. The real problem with this approach is the availability of funds
for buybacks. The fact that debt restructurings typically issue debt at below market rates, implies that can-
celling debt with cash provides no distinctive benefit to the debtor.

Debt maturity: up to the late XIX century, sovereign debt was mostly issued in the form of consols —per-
petuities that could be repurchased at par at any time—. When the gold standard was abandoned consols
were discontinued because shorter maturities acted as commitment mechanisms for better fiscal behavior,
preventing government defaults on the principal through higher-than-expected inflation. Inflation adjusted
bonds, however, allow to recreate the structure of traditional consols. Perpetuities ensure optimal debt bur-
den allocation across generations, reduce the risk of debt events by avoiding abrupt changes in financing
requirements, and reduce debt risk itself and the vulnerability of a withdrawal of funding thanks to the lack
of rollovers. They are not used because of their cost. They could, however, lead to optimal debt levels by
changing the perception of the cost of debt upwards, and lowering debt use. This would provide stronger
positions for debt use at moments of distress.

Chapter 11, by Guillermo Cejudo, Cynthia Michel and Pablo de los Cobos, presents an analytical review of
policy responses to the pandemic for COVID-19 in LAC through cash transfer programs (CTPs). Governments
throughout the region have predominantly used CTPs to cushion the social and economic effects of the
pandemic. These programs have served as a vehicle to reach vulnerable populations. Most LAC countries have
used their pre-existing social protection information systems both to register and select the beneficiaries (81%
of the programs) and to route the payments (73%). Governments’ responses have, to that extent, been limited
by the programs’ current coverage and the registries’ interoperability with other sources of information.

Responses to the pandemic can be distinguished by the ways in which countries innovated with their programs,
along with the benefits’ coverage and size, as well as by the characteristics of both social registries and single
beneficiary registries (existence, coverage, and interoperability). While 64 CTPs were used in the region (in
24 out of 33 countries), 37 of which were emergency bonuses (implemented in 21 countries), more than half
of the interventions were directed at a small proportion of the population (directly benefiting less than 10% of
it) and consisted of total additional benefits lower than a minimum monthly wage. This suggests three policy
priorities for the coming years: to consolidate social protection information systems, to generalize the use of
this information for the design, implementation and evaluation of public interventions, and to rethink the role of
CTPs as part of social protection systems, understanding that they cannot substitute for them but rather must
be understood as a marginal element for social protection.

Over the following months policy documents will continue to be added to the UNDP COVID-19 series, and to
the pdf version of this book. The effort to cover as wide a range of policy priorities as possible in the context of
the pandemic, providing timely inputs to the ongoing public policy debate in the region, will continue.

Works in the second volume are also presented chronologically, respecting the order in which they became
available. While their reflections on pre-pandemic conditions, and on the channels through which COVID-19
was expected to hit, shaping context-specific crises, are as relevant as ever eight months into the pandemic,
policy response analyses refer to the moment in which each of the notes was originally produced.

Country notes are not symmetric. Some are broad in terms of the issues they cover and attempt to give a
360-degree overview of the country’s standing vis a vis the pandemic. Others focus on narrower issues critical
to country-specific context or in response to priorities identified by UNDP country offices. The richness of
content and variety of approaches make it difficult to provide summaries in a standardized manner that properly
showcases these works and their messages. Table 1 presents the content and focus of country chapters. We
invite interested readers to consult them.
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Country chapters

Chapter 1:
Venezuela

Chapter 2:
Honduras

Chapter 3:
Peru

Chapter 4:
Argentina

Chapter 5:
Jamaica

Chapter 6:
Uruguay

Chapter 7:
Colombia

Chapter 8:
El Salvador

Chapter 9:
Mexico

Chapter 10:
Dominican Republic
Chapter 11:

The Bahamas

Chapter 12:
Paraguay

Chapter 13:
Bolivia

Daniel Barrdez and Ana Maria
Chirinos-Leafiez. UNDP Venezuela

Andrés Ham

Miguel Jaramillo and Hugo Nopo

Maria Laura Alztia and Paula Gosis

Manuel Mera

Alfonso Capurro, German Deagosto,
Federico Ferro, Sebastién Ithurralde and
Gabriel Oddone. CPA Ferrere.

Andrés Alvarez, Diana Carolina Leén, Maria
Medellin, Andrés Zambrano and Hernando
Zuleta

Rodrigo Barraza, Rafael Barrientos, Xenia
Diaz, Rafael Pleitez and Victor Tablas
UNDP El Salvador.

UNDP México

Sécrates Barinas and Mariana Viollaz
Manuel Mera

UNDP Paraguay

UNDP Bolivia

Pre-existing macroeconomic crisis and associated challenges to finance additional
public spending.

Simulations using household-level surveys to assess the impact of alternative cash
transfer programs on poverty.

Households’ vulnerabilities, through analysis of their main source of income
generation: work.

Channels of transmission affecting GDP, labor markets and poverty, highlighting the
government’s limited room to maneuver, given lack of access to international financial
markets and a compromised fiscal situation.

Need to redirect fiscal effort towards the most affected, to optimize policy response.

Transmission channels and potential adjustments to the government’s policy response.

Transmission channels, with emphasis on macroeconomic restrictions and potential
adjustments to policy response to protect workers and jobs.

Insight on household’s vulnerability under COVID-19, based on an analysis of pre-pan-
demic multidimensional poverty.

Analysis of COVID-19’s socio-economic impact in light of pre-pandemic conditions,
leading to policy recommendations.

Simulation using household survey data offering insight on the government’s policy
response capacity to contain poverty.

Analysis of pre-pandemic socio-economic situation and government’s response, to
offer policy recommendations.

Labor markets and vulnerable groups, to encourage a collective reflection on how to
move towards a more inclusive growth model.

How to move forward, in light of the current situation, re-channeling efforts to achieve
the Sustainable Development Goals.

This book is coming out at a time when there finally is a light at the end of the long tunnel, due to promising
prospects of a vaccine that might put an end to the COVID-19 health crisis in 2021. These are good news that
opens opportunities the region should prepare to seize. However, the road will be bumpy. The recovery will
require, first, additional fiscal efforts to ensure availability of the vaccine and a vaccination strategy carefully
designed to start saving lives and facilitate the restart of economic activity as soon as possible. Universal
access to the vaccine will take time. Governments everywhere must understand, however, that only universal
access to vaccination will pave a road towards a speedy recovery. The effort to sustain livelihoods and support
employment generation must also be maintained until economies are back on track. These chapters provide
ideas for action. At UNDP we will continue to support the region in its effort to build a better normal and go
beyond recovery, sustaining productive, inclusive and resilient societies.
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A Conceptual Framework
for Analyzing the Economic
Impact of COVID-19 and its
Policy Implications

By Constantino Hevia and Andy Neumeyer
Universidad Torcuato Di Tella

Chapter 1


http://www.latinamerica.undp.org

The persistence of universal non pharmaceutical interventions (NPIs), like social distancing
that significantly reduce the labor supply and prevent a large sector of the economy from
having any activity at all (travel, entertainment and some retail), have significant output costs.
They could lead to an output decline that exceeds that of the great depression. All those
who temporarily lost their income have to finance their fixed costs (e.g. consumption for
households, wages for firms). This creates an unprecedented need for liquidity. If universal
NPIs persist, it is likely that many firms will go bankrupt and unemployment will soar. The
best policy option is to adopt more efficient NPIs that target only infectious individuals

and protect those most likely to strain hospital capacity. A global multilateral cooperative
approach to contain the epidemic will achieve better outcomes faster.
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This note offers a conceptual framework for analyzing the economic impact of the coronavirus disease
(COVID-19) and considers some policy implications. It is a general note, limited in scope, covering fundamentals
that are likely to affect a typical developing economy.

The coronavirus disease 2019 is produced by a new virus for which currently there is no pharmaceutical
treatment. The dynamics of the disease are such that, in the absence of non-pharmaceutical interventions
(NPIs), it overwhelms the capacity of national health care systems. Hence, governments chose to enact NPIs to
contain the spread of the COVID-19 pandemic.

We first describe the fundamental problems that emerging economies currently face. We consider the direct
and indirect economic costs of NPIs. We argue that the direct cost of NPIs could be significant: over 20% of
GDP over the period in which NPIs are in place. If NPIs persist in time, these direct costs are exacerbated by
indirect costs: many households and firms have to continue to pay fixed costs while their incomes fall. This
transitory fall in income, coupled with the uncertainty about how long the income shock will last, will lead to
a significant increase in the demand for liquidity. We are already seeing sizable portfolio shifts in US asset
markets. The financial stress caused by the persistent mismatch between income and expenses will likely result
in an increase in unemployment, tax deferments, and debt restructurings.

For emerging economies, NPIs to contain the spread of COVID-19 are being introduced at the same time that
commodity prices are falling (25% so far) and sovereign credit spreads are increasing. Emerging economies
running current account deficits are likely to experience a sudden stop in capital flows. These shocks are
known to cause severe recessions in emerging economies.

The policy implications are that current NPIs are economically unsustainable. Investment in more efficient ways
of identifying individuals requiring isolation is imperative. As this is a common concern for the whole world, the
quest for more efficient and targeted NPIs should be a global multilateral cooperative endeavor.

We conclude with comments on the economic policy implications of the current situation. We emphasize the
conflict between the fiscal stress faced by public finances in emerging economies and the need for immediate
palliative economic policies. Governments face a loss of revenue, an increase in the demand for public
expenditure, and tightened global financial conditions. The persistence of NPIs is a financial time bomb for the
private sector as well as for sovereigns.

In considering the policy responses to the challenge posed by this global constellation of shocks, we encourage
governments to assess how much expenditure they can afford in emergency spending bills and to include in
them a future fiscal adjustment for the time when the epidemic is over. This budgeting includes as possible
sources of funds loans from official multilateral lending institutions and from the monetary authority. Countries
with a large current debt service burden may consider sovereign debt restructurings. The domestic policies we
consider are expanded loan programs to firms and households in the formal sector and transfers to agents in
the informal sector.

This is the first of a set of notes to be released by UNDP. Neither country specific policies nor the distributive
impact of COVID-19 are considered.

The coronavirus disease 2019 is produced by a new virus for which currently there is no pharmaceutical
treatment. The dynamics of the disease are such that, in the absence of non-pharmaceutical interventions
(NPIs), it overwhelms the capacity of national health care systems. Hence, governments choose to enact NPIs
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to contain the spread of the COVID-19 pandemic. Even though there is a lot of uncertainty about the parameters
of the mathematical models that describe the epidemiological dynamics of COVID-19, a recent study indicates
that these policies may be necessary for a period of at least several months.! South Korea and China have
contained the epidemic and are relaxing NPIs. These cases are encouraging but the jury is still out on whether
there can be a second epidemic outbreak in those countries after social distancing policies are relaxed.?

The NPIs designed to contain the COVID-19 pandemic, like restrictions on the movement of people and social
distancing measures, are expected to have a large impact on economic activity all over the world. This global
shock has general equilibrium effects on prices that are known to have a large impact on business cycles in
emerging economies.

Emerging economies are affected by COVID-19 through three main channels.

1. Direct effect of NPIs on economic activity due to:
a. restrictions on the output of many industries such as travel and entertainment,
b. restrictions on social contact force some people to work from home or to not work at all, also lowering

output.

2.Terms of trade: many commodity exporting countries are experiencing a sharp fall in the prices of the
commodities they export, affecting a sizable fraction of GDP and government revenues.

3.Global financial shock. There is a global liquidity shock that entails massive portfolio shifts from riskier
assets to safer liquid assets. For emerging economies, this implies capital outflows, an increase in their
costs of funding, and a drop in the value of their currencies.

Itis too early to accurately estimate how much the direct cost of NPIs will be. We can only speculate. Preliminary
data and back-of-the-envelope calculations indicate that they could be substantial.

In China, the drop in industrial production between December 2019 and February 2020 was close to 25%.
(tradingeconomics.com/china/industrial-production) Investment in fixed assets, a gauge of construction activity,
slid 24.5% during the same period, reversing growth of 5.4% in 2019. Retail sales tumbled 20.5% in the first two
months of the year —typically a boom season for consumption— compared with growth of 8.0% in December
2019. (www.marketwatch.com/story/chinas-industrial-output-retail-sales-plummet-2020-03-15)

As of March 20, 20202, in the US, JP Morgan expects a cumulative fall of output in 2020:Q1 and Q2 of 4.5%
with a sharp recovery in Q3 and Q4 with an annual year-on-year fall of 1.4%. Goldman Sachs forecasts quarter-
on-quarter growth rates of -1.5% in Q1, -6% in Q2, +3% in Q3, and +2.5% in Q4, leaving full-year growth at -3.8%
on an annual average basis and -3.1% on a Q4/Q4 basis. JP Morgan assumes that the consumer services with
inadequate social distance represent 7% of GDP and will be 63% of normal in March, 25% in April, 63% in May
and are back to normal in June.

We are afraid that these forecasts have worrisome downside risks. Several back-of-the-envelope calculations
lead to this conclusion. (a) Italy, Spain, Argentina, New York, lllinois and California have been fully locked down
for (so far) two weeks. A very optimistic scenario is that economic activity is down to 50% of normal for two
weeks and then it immediately rebounds. This would imply a quarter-on-quarter fall of 8.3% in the quarter with

Neil M Ferguson et. al., Impact of non-pharmaceutical interventions (NPIs) to reduce COVID-19 mortality and healthcare demand, Imperial College, March 16, 2020.

Epidemiological models predict that if a large fraction of the population is susceptible to a disease and the reproductive number is larger than one and outbreak
will occur. This is what happened in December in Wuhan with covid-19. If contact rates between infectious and susceptible individuals go back to a level close to
the one before the NPIs the epidemic is likely to spread again. See G. Bastin, Lectures on mathematical modeling of biological systems, Université Catholique de
Louvain, August 2018 for the conditions for an epidemiological outbreak.
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a lockdown with respect to a normal quarter.® If the lockdown is for three weeks instead of two, the quarter-on-
quarter fall rises t0 12.5%. (b) Assume that, on average, in a period of social distancing 40% of the economy works
at 50% of normal. The implied drop in aggregate output is 20%. Table 1 shows how different combinations of
the weight of sectors affected by NPIs and their output drops affect aggregate GDP. A more precise estimation
of the impact of COVID-19 on GDP would be to estimate its direct effect on each particular sector and then
to use input-output matrices to trace the response to the shocks on other sectors in the economy. (c) With a
labor share in output of about %43, if effective labor hours worked fall by 30%, output will fall about 20%. These
numbers are daunting. Extended periods of wide social distancing measures could be extremely costly.

Hypothetical percentage change in GDP

Share of output affected by NPIs (%)

10% 20% 30% 40% 50% 60% 70% 80% 90%

5 10% -1% -2% -3% -4% -5% -6% -7% -8% -9%
g,i 20% -2% -4% -6% -8% -10% -12% -14% -16% -18%
% 30% -3% -6% -9% -12% -15% -18% -21% -24% -27%
E 40% -4% -8% -12% -16% -20% -24% -28% -32% -36%
8 50% -5% -10% -15% -20% -25% -30% -35% -40% -45%
g_ 60% -6% -12% -18% -24% -30% -36% -42% -48% -54%
8 70% -7% -14% -21% -28% -35% -42% -49% -56% -63%
80% -8% -16% -24% -32% -40% -48% -56% -64% -72%

90% -9% -18% -27% -36% -45% -54% -63% -72% -81%

This table shows the percentage change in GDP as a function of the share of the affected sector in GDP and of the size of the collapse in those sectors.

The direct impact of NPIs in the previous section does not take into account possible second round effects of
this shock. There will likely be a series of hard-to-quantify indirect effects further decreasing economic activity.

In a social distancing environment, many firms experience negative value added as the cost of inputs exceeds
gross production. Firms are unable to sell their goods and services but they still have to pay the wage-bill,
service their debts, pay rents and taxes. Extended periods of NPIs will have several further deleterious effects
on the economy.
Many firms go out of business. This is especially true of firms in intensive social contact industries (travel and
entertainment) and in small and medium enterprises (SMEs) with little working capital and limited credit lines.
Restarting these businesses may be a long and costly process.

Firms depleting their capital will layoff workers. We know from previous recessions that after spikes in unem-
ployment, matching workers and vacancies in the recovery is a slow process.

Layoffs reduce aggregate demand.

Households and firms facing increased uncertainty save more in the safest assets and ditch risky ones.

Economic activity is normal for five weeks and at 50% of normal for one week.
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Figure 1shows how, in the US, private agents are pulling money out of credit markets into money market mutual
funds that are de facto backstopped by the Fed. We expect a similar type of increase in the demand for most
liquid assets in Latin America.

Sudden increase in the demand for liquidity (U.S.)

Cumulative daily flows YTD, in USS millions, for all Money
Market, High Yield and Investment Grade Bond Funds

tnwestment Grade Bond s i e ot Hirh Yield Bond

Source: Sunny Oh, Investors pull record $108 billion out of bond funds this week, Market Watch, March 20, 2020 at 11:33 a.m.

» The large portfolio shifts towards liquid assets and the uncertain fall in the value of firms will also have an

important impact on credit markets:
» Exposure to firms that go out of business reduces bank capital.

Banks typically lend to riskier firms that cannot raise funds in capital markets. Figure 2 shows the widening credit

spreads for different credit ratings.
» The high demand for cash may dry up short term credit markets. In the US, the commercial paper market

lost liquidity. The Federal Reserve is the only buyer.

Evolution of credit spreads among different credit ratings
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Source: Torsten Slok, COVID-19 and global financial markets, webinar, Bendheim Center for Fianance, Princeton University, March 19, 2020
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» Restrictions on economic activity and the limits on the movement of people reshape supply chains and pro-
duction networks with a loss of efficiency.

» New forms of working (telecommuting) may also reduce efficiency.

In the context of emerging economies two other shocks need to be considered.

Commodity prices tend to drive the business cycles in emerging economies (Schmitt-Grohe and Uribe, 2018).*
Figure 3 shows an index of commodity prices (oil, soybean, copper, coffee, etc). The fall in commodity prices
between January and February has been around 25%.%

Index of commodity prices
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Source: Bloomberg’s index (BCOM) of commodity prices.

For commodity exporters, this shock alone would typically be followed by a sharp currency depreciation and
a recession. For countries where commodity exports are an important source of government revenue like, for
example, Argentina, Bolivia, Chile, Colombia, Ecuador, and Mexico, this shock to the terms of trade will also
strain public finances.

Commodity importers in Latin America and in the Caribbean will benefit from this shock.

The literature on business cycles in emerging economies has documented that economic activity reacts strongly
to global credit conditions.6 Worsening foreign financial conditions are associated with deep recessions. Figure
4 shows that yield spreads between Latin American sovereign bonds and U.S. treasuries have roughly doubled

Schmitt-Grohé, S. and M. Uribe, (2018), “How important are terms of trade shocks?” International Economic Review, 59, 85-111.

In the energy sector, the fall in the price of oil may not be a direct consequence of COVID-19. Nevertheless, it is a shock that is hitting the economy simultaneously
with the epidemic so we consider it here.

Pablo A Neumeyer and Fabrizio Perri, Business cycles in emerging economies: the role of interest rates, Journal of Monetary Economics, 52 (2), 345-380, 2005.
Guillermo Calvo & Alejandro Izquierdo & Luis-Fernando Mejia, 2004. “On the empirics of Sudden Stops: the relevance of balance-sheet effects,” Proceedings,
Federal Reserve Bank of San Francisco, issue Jun.
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from the beginning of January until today for the best risks in the region. Figure 5 shows data on real money
flows to emerging markets (from the Institute for International Finance) that already shows a large sudden
stop in capital flows. Countries running a current account deficit will be forced to reduce aggregate demand.
Typically, this entails a fall in output accompanied by a fall in consumption slightly larger than the fall in output
and a fall in investment that is three times the percentage fall in output. This shows in the trade balance as a

fall in imports.

EMBI spreads
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Source: Robin Brooks and Jonathan Fortum, GMV: The COVID-19 Sudden Stop. IIF working paper, March 12, 2020.

The adjustment in aggregate demand will have to be much larger for commodity exporters running a current
account deficit. Especially so, if one considers that this adjustment is over and above the fall in output due to

the NPIs.
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After a decade of near zero interest rates corporations and sovereigns are loaded with debt. If NPIs persist
and these institutions cannot service or rollover their debt, a global financial crisis akin or worse than the one
in 2008-9 could happen.

Figure 6 depicts the increase in nonfinancial corporate debt in the United States. If there is a persistent
recession, B rated debt will likely be downgraded. Short term corporate debt (31% of total debt) stands at about
10% of GDP. Household debt service in the United States is on the order of 10% of personal disposable income.
The service of these debts might not be rolled over.

Corporate debt
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Source: Torsten Slok, COVID-19 and global financial markets, webinar, Bendheim Center for Fianance, Princeton University, March 19, 2020

Overleveraged sovereigns hit by the fiscal consequences of the recession and the commodity price drop in
a world with tight financial conditions might be tempted to restructure their debts. The anticipation of these
decisions might turn into a self-fulfilling prophecy. In this context it would be of interest to assess global public
sector borrowing requirements against the IMF’s firepower.”

There is a debate on the shape that the COVID-19 recession will take. Making any sort of prediction is a bold
endeavor as there is a lot of uncertainty about the length of the NPIs in place and about the possibility that they
would be reinstated months after being relaxed.

In the case of very short lived NPIs that do not scar the economic fabric we expect a short deep V shaped
recession. This is the forecast of mainstream banks (Goldman Sachs, Morgan Stanley, JP Morgan-Chase, Citi).

There is a considerable risk that NPIs in some form or another will last longer and have more persistent effects.
It takes time for unemployed workers to find jobs and for firms to rebuild their working capital.

If the NPIs persist long enough to seriously damage balance sheets of financial and nonfinancial agents the
recession will probably look like a staircase.

Argentina’s public sector borrowing requirements in 2018 were 14% of the IMFs $1 trillion lending capacity. This is indicative that the IMF is probably underfunded
in current circumstances.
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Cycles of on-and-off NPIs could generate W shaped patterns.

The NPIs that are currently implemented in many countries have large economic costs. This section analyses
different policy responses for governments in emerging economies markets.

Societies are adopting extreme NPIs to contain the spread of COVID-19 because epidemiological models
predict that health care systems, designed for normal times, cannot handle the extra burden posed by acute
COVID-19 patients.

These epidemiological models predict that the daily rate of growth of the number of infection cases is
proportional to the number Ros-1, where Ro is the basic reproduction number (also called basic reproduction
ratio) and s is the proportion of the population that is susceptible (not immune) to the disease. The ratio Ro is
the expected number of new infections from a single infected individual when all the population is susceptible.
The product Ros is the expected number of new infections from a single individual when the fraction s of the
population is susceptible. It can be interpreted as the ratio between the expected recovery time of an infectious
individual and the expected time between new cases. When the recovery time exceeds the time between
new cases the epidemic grows. As we do not know the actual number of infectious cases, only those tested,
estimates of Ro and of s are very imprecise. Also, Ro is not a biological constant: it is the outcome of a complex
social equilibrium determined by the frequency with which infectious people make contact with other people
for a time period long enough to transmit the virus. Ro depends on policies and social norms and it can vary
across countries, regions, and across time within a region. NPIs, such as the stay at home policies in ltaly, Spain,
Argentina, California, lllinois and New York are extreme measures to reduce contact rates among people and
thus the basic reproductive number, Ro.

The best policy intervention to contain COVID-19 is to develop the technology to reduce the contact rate
between infectious and susceptible individuals, while restricting society-wide human interaction as little as
possible. Given the enormous costs of universal lockdowns, the rate of return on investments to enable
targeted policies of isolation is huge. Targeted NPIs would only isolate a subset of individuals (for example,
infectious individuals, persons that are likely to be infectious, and the more vulnerable susceptible).

Two actions in this direction are aggressive testing to detect infectious and immune individuals.® This knowle-
dge will allow immune individuals to circulate freely and work. Aggressive testing also helps to detect in-
fectious individuals early and trace their contacts. Hong Kong, Iceland, Japan, Singapore and South Korea
implemented targeted isolation policies.

Aggressive testing could also enable policy makers to evaluate (in real-time) the effectiveness of different
social distancing interventions (closing schools, shopping malls, sports events, etc.). Even though universal
NPIs are extremely costly, there is no impact evaluation of different interventions.

Assembling a team of statisticians and epidemiologists to design testing strategies and nowcast the basic re-
productive number across geographical and social clusters could help governments to allocate medical re-
sources and social intervention policies more efficiently. This data will help to design evidence based NPIs.

A plausible targeted NPI strategy could be

Test a representative sample of the population recording their socioeconomic and demographic
characteristics.

Singapore First to Test Out COVID-19 Serological Assay in Outbreak Contact Tracing
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Use statistical methods to infer whether particular characteristics predict infection in the entire population
Develop targeted NPIs and surveillance strategies based on the previous information

Increasing the capacity of the healthcare system allows society to achieve herd immunity faster.

An important epidemiological variable to consider is the speed with which herd immunity will be attained. Herd
immunity is attained when a large enough fraction of the population is immune (not susceptible) so that contact
between infectious and susceptible individuals is less likely. When the share of the susceptible population is
lower than the threshold 1/R0, the number of infectious individuals naturally disappears.

If universal NPIs are lifted without the ability of targeting NPIs there is a risk that there will be a new epidemic
outbreak and new universal NPIs will be necessary. Epidemiological models (such as the SIR model) predict
that, if social distancing measures are relaxed while the share of the immune population is relatively small and
medical treatment unavailable, the epidemic may rekindle.® The cases of Hubei Province and South Korea, that
are currently relaxing social distancing measures, will shed more light on this risk.

NPIs should also aim to limit the movement of people but, at the same time, protect the production and mo-
vement of intermediate goods so as to avoid disrupting the supply chain as much as possible.

Finally, given the global nature of the pandemic a cooperative multilateral solution is desirable.
Coordinated efforts to develop pharmaceutical solutions to the containment of the epidemic could allocate
resources more efficiently and produce results faster.

Coordinated approaches to NPIs can allow many countries to leapfrog to best practices. A multilateral
approach could also establish global protocols for the international movement of people.

A partnership between UNDP, WHO, non-governmental organizations and the international financial
institutions to help developing countries assemble a team of statisticians and epidemiologists to track
the epidemic locally will be of great value. It will also facilitate the implementation of commonly agreed
international travel restrictions.

Policy makers in Latin America have vast experience in managing financial and commodity price shocks.

The textbook response to financial and commodity price shocks is to let the currency depreciate and adjust
budget imbalances.

However, they have little experience or guiding academic research addressing supply shocks of this magnitude.
As the supply shock is a consequence of social distancing measures putin place to contain the disease, the first
policy response should be to use the time awarded by these economically costly measures to develop more
efficient ways of minimizing contact between infected and susceptible individuals as indicated in the previous
section.

The economic cost of universal NPIs depends on how long they are in place. The longer the universal NPIs
are in place, the higher the second-round effects of these interventions will be. As mentioned before, NPIs
create a liquidity squeeze: firms and individuals have to finance their fixed costs while they receive little or no
income. Firms have to pay their wage bills, service their debts, and pay taxes. Households need to consume
food and other basic goods and services. Those agents with liquid assets or access to credit could finance this
mismatch between incomes and expenditures while their assets and good credit standing lasts. This liquidity
shock induces savers to cash their assets and “de-risk”. In addition, the fact that the duration of the universal

See, footnote 2.
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NPIs is uncertain induces agents to increase their precautionary liquid savings. Social networks report that this
precautionary savings includes hoarding toilet paper.

Governments at the national and subnational level face a similar problem to private agents as they need
to finance their fixed costs with lower fiscal revenues due to the drop in economic activity and the fall in
commodity prices. Moreover, social demands for additional government expenditures during the downturn will
mount. In emerging economies, the global flight to quality in global financial markets will make it more difficult
for governments to place debt. Countries with limited or no fiscal space will face difficult choices and will need
assistance from the international community.

Policies in Latin America will have to take into account the fact that 53% of the labor force is employed in
firms with less than five workers and that most of national income is accounted for by the employees in larger
establishments. (See Table 2, from Matias Busso, Mariano Spector and Andrés Neumeyer, Skills, Informality
and the Size Distribution of Firms, 2012). As SMEs by and large live hand-to-mouth and have limited access
to financial institutions, providing SMEs and their employees with resources for their financial needs is an
important logistical challenge.

A clear communication policy on the expected duration of the universal NPIs and of the policies to be enac-
ted after the lockdown would reduce uncertainty and ameliorate the liquidity squeeze.

Size distribution of firms

LAC

Firm Size (employees) 0 1-5 6- 1-5 6-

Education 78 8,4 1,6 78 1,2
Relative Country Income 44% 71% 175% 56% 121%
Income (PPP) 100 141 428 17 273
Share Employment 22% 1% 1% 20% 46%
OECD

Firm Size (employees) 0 1-10 1- 1-10 1-

Education 12,6 12.9 141 12,5 13,6
Numeracy 499 506 549 495 523
Literacy 501 502 535 504 528
Relative Regional Income 34% 84% 15% 55% 75%
Income (PPP) 100 197 381 141 157
Share Employment 9% 5% 1% 20% 65%

Source: PIAAC, IDB Harmonized Household Survey

NPIs increase the demand for liquidity and only the monetary authority can expand available liquid assets.
Central banks are in a unique position to provide liquidity without worrying about inflation because of the large
increase in the demand for money (liquidity). This provision of liquidity can be implemented by buying either
treasury bonds or liabilities of the private sector.
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Providing liquidity to stressed formal firms so that they keep paying workers is very important. Financing firms
that lose income is a way to provide liquidity to its employees that otherwise would be unemployed. This
liquidity will also trickle to SMEs that sell to them to the extent that they can spend the money.

Governments can encourage financial institutions to increase their balance sheet with the objective of providing
liquidity to those that need it. On the assets side of the balance sheet, financial institutions could:

increase credit lines for households and firms,

automatically postpone debt service and

increase their liquid assets to service the demands of their customers.

In order to expand the liability side of financial institutions’ balance sheet

the central bank can extend credit directly to financial institutions or indirectly through the treasury
Official financial assistance to corporations might be contingent on the corporate’s income drop and on
not firing workers.
Banks may need regulatory forbearance to expand their balance sheet without having to raise additional
capital (risking a future banking crisis?).

Observe that, in this context, the persistence of NPIs is a financial time bomb.

Another mechanism for providing liquidity is for the government to allow firms to defer corporate and labor
income taxes for future payments. The tax authority could even lend money to corporations in need. At a
future date, when NPIs are removed, the government can securitize and sell claims to these future cash
flows to other investors. As obligations to the tax authority are senior to unsecured debt in the event of a
bankruptcy, the securitization of future tax payments is a mechanism for those firms to issue senior debt to
alleviate their liquidity problems.

This form of intervention has built-in future fiscal adjustment without the need to pass politically difficult

legislation in the future to raise taxes or lower expenditures.

International coordination to develop this type of financial instrument with boilerplate contracts can help

to make the market for these instruments more liquid and appealing to international investors.

The prime directive of fiscal policy is to realize that the persistence of NPIs compounded by the shock to
commodity prices and financial conditions requires a long-term fiscal adjustment. At the same time, immediate
palliative economic measures to reduce the social pain inflicted by the NPIs require an increase in the fiscal
deficit.

In this context, there is a role for multinational development banks (World Bank, IDB, CAF) to provide special
financing to fiscally distressed governments. One possibility to finance these massive programs is for these
institutions to sell bonds/preferred stocks to central banks engaged in quantitative easing.

When planning the scale of their programs and policy interventions, countries might want to consider the
following issues:

Include long term fiscal adjustment measures in legislative proposals to increase current government spending.

Estimate how much debt governments can issue to private lenders domestically and abroad.
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Estimate how much governments can borrow from multilateral development banks and the IMF assuming
the Rapid Finance Instrument (100% of quota) and a 250% of quota stand-by agreement.

Determine how much inflation governments are willing to tolerate to finance these programs through money
creation.

Reduce temporarily non-critical government programs.
If servicing the public debt requires net payments, consider the benefits of restructuring it.

Newly unemployed, self-employed workers in the informal sector, and independent workers will need assis-
tance. Governments should find mechanisms to efficiently and rapidly target monetary transfers to those that
are most likely to suffer from the negative income shock. These transfers may be given on top of any formal or
informal credit arrangements that those households may get from the government or the financial system. The
particular way in which this liquidity should be provided will depend on the institutional capacity of each gover-
nment.

Are existing government programs (e.g. cash transfers) rapidly scalable? Can they be targeted to the indivi-
duals most impacted by the economic effects of the NPIs introduced to contain COVID-197?

To the extent that it is possible, target financial assistance in the form of loans, not transfers.

The challenge that governments are likely to face is that those who actually need income support may not be
those targeted by the current social programs put in place.

A second-best alternative could be to provide universal transfers to all households in the informal sector and/

or independent workers. However, this might be very expensive; let’s say the minimum wage times half of the
labor force.
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Latin America and the Caribbean’s health and economic emergency demands an immediate
shift in economic policy to minimize the human costs of the pandemia, mitigate the social
costs, and preserve macroeconomic stability. Mitigation measures should be focused

on workers, with available instruments like conditional cash transfer programs, and tax

and other registries. Sustaining formal employment is a priority; layoffs and firm closings
need to be avoided subsidizing firms’ labor costs and giving them preferential access to
credit guarantees conditional upon not firing workers. Mitigation measures need a mix

of expenditure switching and augmenting, based on individual country circumstances.
Fiscal revenues will fall, and a worsening of fiscal balances is inevitable. To resume growth
after the health crisis, it is indispensable to avoid a financial crisis and maintain access

to external credit. Debt sustainability will require tax increases once the crisis is over,

which in some cases should be preannounced. If the recession Is very deep and extends
beyond the sanitary emergency, mitigation measures need to be extended. This needs

to be preannounced to reduce uncertainty to banks and firms and facilitate the flow of
credit. Overcoming the crisis requires a transition in the strategy to contain the virus, from
generalized to localized confinements, accompanied by more tests and other measures that
allow renewal of contacts between people.
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Over the last few weeks the global economic context changed drastically and for the worse. Every country in
the world is suffering the repercussion of coronavirus. There will be a global recession, deeper than the one
experienced in 2008-2009. Latin America and the Caribbean (hereon, LAC) will not be able to isolate itself
from this situation. With variations from country to country, the region will suffer a severe recession of uncertain
length.

This document offers some proposals to tackle this situation. These are general ideas that must be tailored to
each country’s particular conditions, and then quantified. The timeframes and parameters used here are only
illustrative and must be adjusted based on experience. A lot depends on the orders of magnitude. It is urgent
to make estimates, even if imperfect, and to act very quickly. It is equally urgent to update our understandings
of what is and is not feasible. Measures that a few weeks ago would have been considered “unthinkable,” or
“politically impossible,” will probably prove insufficient in a couple of weeks. Unprecedented times require
unprecedented responses.

It is useful to compare this crisis to the 2008-2009 one. Both are external crises that impact LAC through the
market for goods: fall in commodity prices, lower exports, a decrease in tourism and potentially also remittances;
and through financial markets: capital outflows from the “flight to quality”, and currency depreciations.

But there are three additional elements in this case:

the external demand shock will be reinforced by internal effects, as the pandemic’s progress across coun-
tries demands closure of offices, restaurants, hotels, theaters and, in general, of economic activity where
people congregate. This will make the shock a very strong one, affecting practically everyone (with the pos-
sible exception of economic activity in rural areas);

in some countries, primarily those with manufacturing activity integrated in the world market, the shock will
be more complex due to interruptions in value chains. Supply contractions will compound the demand fall,
with factories closing due to lack of intermediate inputs; and,

in other countries, less integrated to manufacturing chains and more dependent on final goods imports, the
reductions in global production and lower trade flows may cause substantial supply problems.

Conceptually it is useful to separate the crisis in two stages. The first, while the pandemic lasts, characterized by
social distancing; the second, once the virus is under control, with gradual recommencing of social interactions.
At the beginning of the first stage, which started a few days ago, economic activity drops because individuals
cannot go out shopping, not because of lack of income, and because workers are impeded to go to their
workplaces, not because firms lack sales. Nonetheless, this situation will soon evolve: as lack of economic
activity reduces firms’ sales, layoffs will start and workers’ incomes will drop; the income of the self-employed
will also drop, even if they keep on carrying out their regular activities (assuming sanitary restrictions allow).
Towards the end of the first stage, what started as a crisis due to the need to isolate individuals, will evolve into
a “traditional” economic crisis, in the sense that economic activity will be depressed because of lack of demand
and income, not because people cannot be together.

Document prepared for the UNDP. | thank Marcela Meléndez and Luis Felipe Lopez-Calva for very useful comments. The views expressed here are the author’s
and not necessarily reflect those of UNDP.
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Not enough is known about COVID-19. Particularly, little is known about how long the factors behind the
pandemic will persist, including the possibility of mutations or reappearances.? This implies that no one knows
when the first stage will end, that is, when workers will be able to slowly return to their jobs, and people go out
of their homes and shop. That said, one can imagine that the first stage will last two or three months (although
evidently this judgement must be evaluated in the face of experience). It is equally hard to predict how long the
second stage will last, because a lot will depend on the measures taken during the first. If these are adequate,
the second stage may be short, say five or six months; if not, it can last much longer. That said, it will also
depend on global measures, in particular on how quickly the United States and Europe recover, and growth
resumes in China.

This division of the crisis in two stages suggests that towards the end of the second stage, say November, we
will return to normality. Hopefully. But what happens in the next few months will redefine normality. It is natural
to think that by year’s end we will be where we were at the beginning. But the world will be different in many
dimensions: tourism flows, production chains, conditions in financial markets, etc. What started as a transitory
shock may in some dimensions become permanent. For example, if there are long-lasting changes in the
activities of tourism cruises, the Caribbean and similar destinations will be affected; if multinational businesses
decide to shift their production chains, the manufacturing sectors in some countries will be affected. These
aspects are not discussed in this document, and normality near the end of 2020 is assumed to be not too
different from what it was at the start.

In the context of a more severe and complex crisis than the 2008-2009 one, it is essential to have clarity about
the objectives that economic policy should pursue, and the instruments that can be deployed to reach them.
The proposal here is that economic policy be immediately restructured around three objectives:

Objective 1: minimize the human cost of the pandemic;

Objective 2: minimize the regressive effects of the crisis, with measures to protect workers’ incomes, especially
low-income ones; and,

Objective 3: preserve macroeconomic stability and the capacity to resume growth once the economic crisis
resulting from the pandemic concludes.

It is always difficult for governments to rapidly readjust their plans, especially when this implies a radical shift.
Every government has legitimate objectives associated with infrastructure projects, education, rural and
regional development programs, and the like. | do not propose to abandon those objectives, but to postpone
them, explicitly recognizing that, due to the drastic change in global context, this is the best way —in some
countries the only way— to reach them further down the line. The quicker this is recognized and, in parallel,
credibly communicated to the markets, the lesser the economic costs will be resulting from the perception of
confusion and lack of understanding of the gravity of the situation. (Part of the extreme volatility experienced by
financial markets in the United States over the last few days derives from the perception that the US government
does not have —or at least did not have until very recently— a clear understanding of the size and nature of the
challenge it faced, and had not articulated a coherent response).

Events in Hubei province and the City of Wuhan in China in the next few weeks, as economic activity resumes, will be important to judge if one quarantine
proves enough to control the virus, or if reappearance force a second quarantine or a change in the containment strategy.
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This objective is conceptually the simplest, but operationally the most complex one, at least during the first
stage of the crisis. To reach it, public health systems must have all the budgetary resources necessary to face
the pandemic. The constraint here must be operational capacity. It is impossible to make quantitative estimates
given the uncertainty of the virus’ evolution, but all the required budgetary allocations and administrative
facilities must be made to allow resources to flow exceptionally quickly.

Health systems are already taking emergency actions, as this is as it should be. Nonetheless, it is necessary to
in parallel revise the containment strategy, given the immense cost of indiscriminately suspending economic
activity for a long period of time. Many countries are innovating to design more targeted isolation strategies,
based on the early identification of contagion points, increased testing to detect who is a carrier and who is not,
and on novel mechanisms to identify who should and should not be isolated.

A prolonged generalized isolation, of over two months, would lead to a very deep recession, or practically to an
economic collapse, which would in turn reduce the resources at the disposal of health systems. In other words,
while initially no expenses should be spared to tackle the pandemic with the generalized isolation strategy
already laid out, new more effective and less costly modalities to respond to the virus should be designed
parallel. The experience of South Korea and Singapore are very valuable in this context.

The fall in internal demand in the next few months will be unprecedentedly strong, at least in some countries. In
that context, the first priority must be to help those directly affected, which in this case are workers. Measures
must focus on those between 25 and 65 years of age, who were in the labor market before the crisis, and who
are at risk of losing their income.?

At times, counter cyclical expansions of public expenditures are confused with the measures used to mitigate
the social costs of a recession. They are undoubtedly related, but conceptually they must be separated.
Where possible, and considering each country’s macroeconomic context, mitigating measures must be
financed through a counter cyclical expansion of expenditure, which should also help dampen the recessive
effects of the crisis. However, there may be cases where a country’s context makes it impossible to increase
expenditures; in those cases, expenditures must instead be redirected.* The point is that one way or another,
public expenditures must be channeled to mitigate social costs. Section VI discusses this issue in more detail.

Mitigating measure must consider the specifics of this crisis. What is needed in this case is to aid workers at
risk of losing their incomes, because they will soon be laid-off from the companies they work for; because they
will not be able to attend their jobs; or because if they are self-employed or manage a micro-firm, they will not
be able to carry out their regular activities, because sanitary restrictions do not allow it, or because they have
very few clients (as these cannot leave their homes). The epicenter of the crisis is the labor market, and that is
where efforts must be centered.

Expanding many of the existing social programs may not be the adequate response to this crisis. Some may
be adapted, as proposed below for conditional cash transfers programs (hereon, CCT). However, others, while
they should be maintained, must not be expanded as part of the response to the crisis. For example, many

All workers risk infection, but not all risk losing their income; in particular, public workers, and to a lesser extent, rural workers.

In extreme cases where the is not possibility of external financing and redirecting expenditures isn’t enough, a tax increase will be required. In these cases, it
is essential the this be as progressive as possible. Although clearly a tax increase is highly undesirable at this juncture, that option must be weighed against the
option of inflationary financing, which would de facto be a tax on all households. Moreover, in countries without their own currency, inflationary financing is not an
available option.
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countries in LAC have non-contributory pension programs. These pensions must be maintained in real terms,
but not expanded. Those in retirement will not be directly affected by the crisis; they are already outside of the
labor market and will not lose income as a result of the recession.

For similar reasons, educational scholarships for children and youth training programs, and employment
programs should not be expanded either. The labor market will deteriorate rapidly and severely in the coming
weeks. Under those conditions it will be very hard to place new workers into the labor market; one must first
help those that are already in it, because they are the ones at risk of losing a substantial part of their incomes.
Similarly, microcredits are not an adequate tool to face this crisis either. Micro and small firms will face a demand
problem of uncertain duration; many of them will not be able to pay off their debts, at least during the first stage
of the crisis, because they will fewer clients. It does not make a lot of sense to indebt them. In fact, one does
not want to help those firms, but their workers-owners; and what they need is rapid income.

The targeting criteria of social programs typically revolve around the concept of vulnerable households or
vulnerable families, based on indicators like number of children, number of elderly, years of schooling of
adults, access to clean water and electricity, and the like. In general, this works when designing programs and
measures to help households overcome structural deficiencies. But the situation faced now is different. Without
denying the importance of these deficiencies, this crisis’ novelty lays in the vulnerability derived from a sanitary
enclosure that impedes those who a few days ago where working to continue doing so. What is urgent is to
attend to this new vulnerability. This does not mean that the prior targeting criteria be abandoned; these must
be maintained for the purpose of programs in place before the crisis. But it does mean that, for the purpose of
the mitigating measure to the social costs of this crisis, new ones must be adapted.

In that context, it is useful to classify workers in four groups. First, those that are members of a family that benefits
from an existing CCT (like Familias en Accién in Colombia, Bono de Desarrollo Humano in Ecuador, Bolsa
Familia in Brazil or Prospera in Mexico). Second, those employed by a firm that affiliates them to contributive
social security. Third, those registered with fiscal authorities for tax purposes, but that are not registered by a
firm to contributive social security. And fourth, those that do not belong to families benefitting from a CCT, are
not in a firm that registers them with social security, and are not registered with fiscal authorities. Henceforth, |
refer to the first group as poor workers on a CCT, the second, formal workers; the third, registered workers; and
the fourth non-registered workers.®

It must be noted that these groups are not mutually exclusive; there can be an overlap between them, although
probably small. It must also be noted that this classification can vary between countries, as well as the proportion
of workers in each case. Its purpose is to determine how to help each group. We want to answer two questions:
First, sjwhat public policy tools, already operating in the country, can be used to transfer income to workers
during the first stage of the crisis? Second ;how many workers would be excluded, and what options exist to
help them that can be implemented in the very short term?

Typically, the registries of CCT beneficiaries have information on all household members.® This allows identifying
households with members between 20 and 65 years of age (which is taken here as working age, although this
range must be adjusted for each country). We propose an income transfer to households with members in that

The classification of workers as formal or informal varies between countries depending on their laws and their enforcement (in some countries self-employed
workers and obligated to enroll in contributory social security and in others they are not; and in some countries there are self-employed workers that do meet this
obligation). As a result, in the third group there may be self-employed workers that do contribute to social security and that would be usually classified as formal.
Nonetheless, as detailed further below, what matters here is that they are not associated with a formal firm, even if they themselves are formal.

Other poverty programs can also be applied. What remains important is: (i) being able to identify people of a working age, and (i) having an operational mon-
etary transfer system (or being able to create this system quickly). Above | make reference to poor workers who are part of a CCT, but it should be understood as
poor workers on any program that fits the mentioned criteria.
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age range, of an amount that must be further calibrated, but that should be around the median of the wage
distribution of all informal workers, which is probably close to the labor income that poor workers currently
receive. In principle, these transfers would compensate for the loss of income in the extreme case that they
all become unemployed. The transfers must clearly be announced as transitory, not be conditioned to any
behavior by the beneficiary and must be eliminated once the economic emergency is over, near the end of the
second stage.

It is worth highlighting that the transfers should not be conditioned on the number of kids, as is usually the
case with these programs, or on assistance to school or health clinics.” They should also not be conditioned on
working; in fact, at least in the first stage, they are partly for not being able to work. That said, calculations can
be sharpened. The prior proposal supposes participation rates of 100% in the labor market, which clearly was
not the case before the crisis.

The effectiveness of this measure depends on the CCT’s coverage and the quality of its registry. In countries
where the CCT has wide coverage, as could be Brazil and Mexico, the measure helps protect a large portion
of poor workers from the effects of recession. In countries where it does not, as could be Peru for example, it
will not be very effective, although that does not mean it should not be implemented; simply that more must be
done with other tools.

The quality of the registry also matters. Inclusion errors in this case can be a virtue, as they help to make
transfers to informal workers who are not poor. Exclusion errors instead are worrying. It is necessary to better
understand each country’s case, in order to see if these are more significant in urban or rural areas and
determine what can be done to correct them very quickly.

The objective must be no layoffs and, the other side of the coin, no firm closures. This is a difficult objective to
achieve, but the closer countries can get to it, the lower the social cost of the crisis will end up being, and the
higher the possibility of resuming growth once it ends.

Experience from prior crisis in LAC indicates that the cost from the destruction of formal jobs is higher than that
of lost salaries. The available data indicates that these are the most productive jobs, as well as the ones that
offer workers the best prospects in terms on learning, training and professional growth. When a worker leaves
formality, the investment that the firm made in her training is lost; part of the investment that the country made
in her education is also lost, as are the taxes paid by the firm that employed her. And, of course, her family loses
the right to medical attention and other social security benefits, precisely what must be avoided in the context
of a medical emergency.

Moreover, it must be clear that, once the sanitary emergency is over, the country’s productivity, and its capacity
to quickly recover from the crisis, will greatly depend on preserving pre-established relations between formal
workers and their firms. During the first stage of the crisis many laid off formal workers will accept almost any
job so as to have some income. Later on, once the crisis is over, if they the firm that laid them off survives, it will
have to hire and train other workers. On the other hand, firm bankruptcies translate into losses of tangible and
intangible assets that the country requires to grow. This rotation and waste of assets end up being very costly
for the country and must be avoided as much as possible. Without a doubt, protecting formal employment must
be a priority objective.

;How can it be achieved? The general idea is to temporarily reduce firms’ labor costs without reducing

employment and minimizing the reduction of salaries. Two conditions are required: first, that the government

The “normal” CCT, per say, would continue to exist. What is suggested is using its registry and system to reach workers in their homes.
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subsidize part of labor costs; second, that the subsidy be conditioned on certain behavior by the firm, in
particular, to not fire any workers.

There are many ways of subsidizing labor costs. One of them is to subsidize non-salary costs. We explore this
option first, in the understanding that section VIl proposes that under certain circumstances salaries should
also be subsidized.

There is large variation between countries in the region in the composition and magnitude non-salary costs.
Nonetheless, we can divide them in three categories: first, contributions to social security which give a present
benefit to workers (certain or contingent) like health and daycare services, child allowances, or disability, life,
work accidents and unemploymentinsurance. Second, contributions to social security for a future benefit, mainly
pension funds, and in some countries like Jamaica or Mexico, savings for housing. And third, contributions ear-
marked to ends that do not represent a proportional benefit to the worker, present or future, as are training or
education programs for the general population, or others.

With that division in mind, during the first stage the proposal is to maintain contributions for the first category,
but to fully finance them from the national budget; and to suspend contributions to the second category and
most, or ideally all, of the contributions for the third, in all cases conditioned upon the firm not laying off any
worker.

The reasoning behind suspending contributions for retirement pensions (and, in certain cases, housing), is
very clear: there is little sense forcing workers to save for their future consumption, or for an asset like housing,
when their present consumption is being strongly threatened.® The reasoning behind suspending contributions
to training programs and the like is similar: in the context of an acute crisis, these programs are of secondary
importance relative to the central priority of maintaining formal employment; aside from that fact that many of
the contributors do not benefit from them. This is not the time to make cross-subsidies from formal workers to
other ends.?

Now, the registries of social security institutes allow identifying the number of firms and the number of workers
that each firm had on February 29th, 2020."° With that information, a program (“No Layoffs in My Firm” to use a
name that appeals to future reputation) can quickly be put in place that offers participating firms:

» during the first stage of the crisis, substituting firms’ and workers’ contributions to programs in the first cate-
gory with resources from the national budget; and,
» the possibility of subsidizing, during the second stage of the crisis stage, a share of workers’ salaries.

The reduction in labor costs associated with these measures varies from country to country. In some it can be
substantial; in others it can be less relevant, because contributions as a share of salaries are low. However, in
all cases, workers’ access to health, disability, life, or work accidents insurance, among others, is preserved."
Sadly, maintaining life insurance can prove very important in this crisis; in its absence, the families of some
workers could be left in a tough spot.

The region’s retirement systems are either defined contribution in individual accounts or pay-as-you-go. The first case is simpler: less resources would be
accumulated in the retirement account, reducing the size of the pension in the future. The second is more complicated in the sense that contributions from active
workers are directly financing pensioners. In that case reserves can be used, or the financing may need to continue, but from government resources.

In some countries, important programs are financed through these contributions, amongst them, for early child development. Those programs must
undoubtedly continue, but at least during the first stage of the crisis must be financed directly by the government. Other programs may have lower priority and can
be suspended or slowed down.

This date is taken as the pre-crisis level of employment, but it could also be the 15th of march. It is likely many firms already started, or will start in the coming
days, to reduce their workforce.

The suspension of contributions for retirement pensions would not impact the accumulation of required weeks to qualify for a pension, as workers would keep
contributing to the other programs (with government resources). This is relevant to countries that require minimum periods of contribution in order to qualify for a
pension.
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The efficacy of this measure depends on two factors: the magnitude of reduction in labor costs and the share
of formal employment in total employment. Here there is also wide variation among LAC countries. Clearly, for
those where formal employment is low, as are Honduras, Guatemala, or Bolivia, the measure has low efficacy.
Nonetheless, even in those countries it still relevant, as it helps the more productive firms stay in business,
positioning the country better for when the worst part of the crisis has been overcome.

In the context of this crisis we must highlight that the objective is to maintain workers’ income, not necessarily
that they attend the workplace. In fact, during the first stage of the crisis, for sanitary reasons it may be desirable
that many do not attend. However, this should not be an impediment for them to collect their wage. Because of
this, during the first stage it will also be necessary to: (i) manage the timing and payment of vacations flexibly,
and (ii) establish criteria for transitory disability payments associated with the pandemic, financed by from
disability insurance. (This highlights again the importance of maintaining formal employment).

Firms’ response to this measure depends on many factors: they sector they are on, the size of the shock that
they face, their access to credit, their expectations about the crisis’ length, etc. For some the reduction in labor
costs may be sufficient to maintain the same level of employment. For others it may not. In the second group
there may be some that wish to retain their employees (they know them, they have trained them, etc.), and can
finance keeping them on the payroll for a short period with the same wages. But there will be others that cannot.
In those cases, voluntary agreements between firms and employees must be encouraged, with temporary
salary reductions that allow firms to survive while no one loses their job. Generally, these agreements should
be facilitated by countries Ministries of Labor.

It may be that in some cases firms attempt to take advantage of the crisis and reduce salaries even if this is not
necessary for the business to survive. To minimize this possibility, it could be stated that salary reductions are
only permitted to firms that participate in the “No Layoffs in My Firm” program, and maybe only from the third
month on, for example. Another variant would be to allow firms to postpone payment of a part of the wage from
the critical months of 2020 to 2021; that is, the same wages are registered, under the agreement a part will be
payed once the crisis is over, or at least once the sharpest stage is behind (de facto, workers would give credit
to their firm with no interest, to avoid losing their jobs and the totality of their wages). Clearly, there are many
other variants. It is hard to find a balance here, as the crisis will affect different firms differently. The point is to
recognize that an acute situation requires innovative options to reach what must be the main objective: workers
do not lose their job, and they still receive all or most of their salaries, while still maintaining access to social
security.”?

Nevertheless, there will be some firms that regardless of the measure proposed, will reduce employment,
perhaps because they believe the shock will persist for many months, or perhaps because they have no access
to credit. It is hard to predict how many will find themselves in this situation, but these cases will be reduced
to the extent that if firms know that if the recovery does not begin by the end of the first stage, there will be
additional aid as long as there are no layoffs; | return to this point in section VII.

Many firms will soon begin to have liquidity problems. Because of this, in addition to the reduction in labor
costs, access to credit must be facilitated, taking advantage, when possible, of development banks. Once
again, the wide variance between LAC countries makes a general discussion difficult. That said, an option
which could be relevant are guarantee programs from development banks to facilitate credit from commercial
banks. In that context, an idea worth exploring is that these programs be more generous for firms which do
not layoff their workers. In this case, aid is doubled: lower labor costs and preferential access to credit.”® This
combination could raise the number of firms that do not layoff.

The suggestion to postpone paying part of the salary can be relevant in countries where the minimum wage is high, and there are legal barriers to reduce it.

The government would not determine which firms have preferential access; firms would self-select. The ones that do not layoff get it. Those that do would still
have access to credit, but without preferential conditions.
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Three more observations. First, this is the most direct measure governments have at their disposal to maintain
formal employment. Second, the measure facilitates negotiations between firms and workers. And third, the
measure only costs public resources if firms do not layoff workers; firms that lay off do not receive any subsidies.
The government spends funds subsidizing firms only as long as they keep all their workers on the payroll.

These observations imply that the proposed measure is budgetarily more efficient than generalized subsides
to all formal firms, or generalized reductions to corporate taxes, or other alternatives that have been suggested
(e.g., lowering the cost of electricity). From the point of view of maintaining employment and formal workers’
incomes, these last options are problematic because they do not approach the objective directly; they deal
with it indirectly. Because of this, in principle, they must be discarded; their efficiency in terms of “formal jobs
saved per dollar spent” is lower (and in addition they distort other margins of behavior).

Finally, itis clearthere are many variants of the proposed measure. For example, limiting it to only firms employing
x number of works (focusing on small and medium sized); limiting it only to workers earning up to x level of
wages (excluding firm managers and staff with very high wages); limiting it to only activities most affected by
the pandemic (e.g., restaurants and factories, but excluding those that can function without the agglomeration
of people); limit it by region (ex: touristic zones), etc. The benefits of doing so depend on the intensity and the
nature of the shock in each country; on administrative capacities; on budgetary cost considerations; and on
the balance between these and the other proposed measures. For reasons of space these variants are not
explored further here, but it must be noted that to the extent that the shock is a generalized one, the easiest
and most convenient is a broad-based measure.”

Taxauthorities have registries ofindividual taxpayers and micro firms subjectto special taxregimes. Occasionally,
in this last case, contributors are not legally constituted firms (that is, firms registered with limited liability or
similar legal figures), but individuals. It is worth noting here that in many countries in the region the dividing line
between an individual worker and a micro-firm is vague.

Again, there are many variations between countries, and it is difficult to undertake a case by case discussion.
That said, the general objective is to identify and, critically, to have a medium to transfer income to a subset of
workers in the next few months, that are neither in a CCT nor work for a formal firm. These last workers, even
if they are included taxpayer registries, would not be beneficiaries of this measure. Here we are attempting to
reach those that cannot be helped via the formal firm. This group is mainly conformed by informal workers, but
also includes self-employed workers that may be affiliated to social security. Ideally, taxpayer registries have
reasonable coverage of these workers, at least of those in urban zones, which are the ones that will be the
most affected during the first stage of the crisis. If they do not, one can consider complementing them with the
registries from sub-national entities, when states, provinces, or municipalities charge fees for economic activity.

The proposal is to use these registries to make a temporary income transfer of the same duration as that
proposed for poor workers in a CCT. The amount can be set in different ways: equally for all; in proportion to
the taxes paid in 2019; in proportion, but with a maximum amount equivalent, say, to the median of the tax
distribution, etc. Transfers do not have to be identical, but they must have some progressivity. Much depends
on magnitudes and administrative capabilities. Without underestimating its importance, | do not discuss this
aspect further here. What is key is that these workers have a secure income during the first stage of the crisis,
independently of whether they are able to attend their job or not because of sanitary restrictions.

That said, it’s evident that for public sector workers this measure is not necessary, as they do not run the risk of being fired (in the understanding that workers
who are government contractors are included in this category). Similar reasoning applies to other workers like employees in embassies, religious organizations or
private universities. The key is to help workers in private firms who are at risk of losing their job and income because their firms is either going to lay them off or go
bankrupt.
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Undoubtedly, there remains a universe of workers that do not belong to any of the three previously mentioned
groups, informal unregistered workers. This universe will vary from country to country according to the coverage
of its CCT, of its taxpayer registry, and its labor informality. Besides quantifying it, it must be characterized in
terms of its urban-rural composition, income level, and any other available information.

The size and composition of this universe is critical. If it is a small, it may be that the transfers made to the three
previously identified groups are enough to protect the majority of those affected by the crisis, understanding
that it will never be possible to protect all. However, if it is large, and if it is also primarily urban, it is necessary to
find other ways to identify them and quickly reach them with a transfer. In this context one can note that some
countries have non-contributory health programs for informal workers (in some cases for all of them, as in Peru,
Mexico or Jamaica, and in some cases only for lower income ones, as in Colombia). The information from these
programs must be evaluated to determine if working-age individuals can be identified; afterwards, it will be
necessary to think of a mechanism to quickly reach them with an income transfer.

All that said, it is useful to note that in some labor markets in LAC are characterized by the high mobility of
workers between the formal and informal sectors, and by the absence of unemployment insurance. This means
that layoffs of formal worker layoffs will in part translate into an increase of informal workers (and another part
in open unemployment). The influx of laid off formal workers to informality would depress the income of those
already in that condition before the shock. In addition, to the extent that the income of formal workers does
not fall, their demand for products produced by informal workers would not fall either (as long as sanitary
restrictions allow). This is another argument that highlights the strategic importance of preserving formal
employment; informal workers are also helped by ensuring formal employment does not fall.

On the other hand, it must sadly be recognized that during this crisis some workers that do not have life
insurance from social security could lose their lives. Because of this, a proposal is made for the government to
make special compensations to families who lose a worker because of coronavirus. This could take the shape
of an annuity similar to a survivorship pension, with benefits equivalent to the ones that the family would have
received in the case the worker had been formally employed when the pandemic started. The objective is
simple: to avoid leaving families helpless after the crisis is over. Ideally no one would have to benefit from this
measure, but its introduction will help in contexts where the social fabric is being strongly strained.”

Finally, this crisis is not the moment to introduce a universal minimum income (even if considered desirable
under normal circumstances). This measure is less effective as it would disperse resources between people
who, throughout these critical months, are not directly impacted (individuals who despite being of working age
were notin the labor maker, senior citizens, students, or workers who will not be affected like those in the public
sector). As discussed below, the crisis will strongly depress tax revenues and deteriorate fiscal balances. In that
context, its indispensable to assure that available public resources are channeled towards those who will, or
are already experiencing, a strong drop in their income.

Moreover, a minimum income does little to maintain formal employment and avoid firm closures, a critical issue
since the recovery from the crisis will depend on there being firms that can offer workers productive jobs. The
instruments applied to mitigate the social impacts of the crisis must also consider the need to resume growth
once it has been overcome.'

That said, it’s evident that for public sector workers this measure is not necessary, as they do not run the risk of being fired (in the understanding that workers
who are government contractors are included in this category). Similar reasoning applies to other workers like employees in embassies, religious organizations or
private universities. The key is to help workers in private firms who are at risk of losing their job and income because their firms is either going to lay them off or go
bankrupt.

That said, in countries where formal employment is almost inexistent, as are registries, fiscal or other, and where administrative capabilities are very weak, a
flat transfer without targeting (or with quick-and-dirty methods to try to exclude, say, workers in the last quintile of the income distribution), could be the only short
term option. Considerations here would be budgetary ones, to the extent that the larger the universe of beneficiaries the lower the size of the transfer.
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Objectives 1 and 2 generate four paths to mitigate the social impacts of the crisis, and require public spending
for: (i) the health system to attend the pandemic; (ii) workers from poor families in a CCT; (iii) subsidies to labor
costs for formal firms and; (iv) income transfers to the rest of the workers."” Evidently, numerical calculations and
many operational details are still missing. But what is most important at this juncture is to direct government
action to where it has the highest social impact, avoiding the dispersion of efforts into numerous measures that
could have little efficacy in terms of the objectives being sought.

The recession will reduce tax revenues. This phenomenon will intensify in countries where revenues depend
on the prices of primary commodities (as with oil in the case of Ecuador and Colombia, or copper in the case of
Peru or Chile). In other countries, the fall in commodity prices may actually be beneficial (e.g., oil importers like
the Dominican Republic). On balance, however, tax revenues will fall, in some cases quite dramatically. Even
without any additional public expenditures to mitigate the crisis’ social impact, fiscal balances will deteriorate
rapidly, and debt to GDP ratios will increase.

Unfortunately, this crisis finds most LAC countries with less solid public finances than in 2008-2009. Generally,
debt to GDP ratios are higher, reducing in most cases the capacity for counter cyclical responses, or exposing
countries to a negative reaction from financial markets in the case that a counter cyclical expansion of spending
gives the impression they have lost control of their public finances. In the extreme, one could face an unexpected
and abruptinterruption (“sudden stop”) of capital flows, which would limit the capacity to issue debt of countries
that still have it, and strongly affect the debt placements and refinancing of their main private firms.

The immense challenge being faced is how to finance the expenditure required for objectives 1 and 2 without
undermining macroeconomic stability, and the possibility of resuming growth once the pandemic ends.
Ideally, governments could in the first instance obtain resources from the IADB, WB and CAF. However, these
institutions’ balance sheet do not allow for large increases in lending. For smaller countries it may be possible
that new loans from these banks, jointly with the redirection of undisbursed balances from existing ones, could
contribute to finance a relevant part of required expenditure. But for the rest this is not feasible, as the amounts
involved are clearly.

In the face of this reality, as a second instance governments could place debt in private markets. Nonetheless,
the context for doing this is very bad because: (i) the high volatility in financial markets associated with the
recessions in the United States and Europe; (ii) the fact that many OECD countries, including the United States,
will be issuing debt in the coming weeks, in unprecedented volumes, which could saturate markets. Now, it is
true that OECD central banks are injecting unheard of amounts of liquidity; that interest rates are at historic
lows; and that many investors are searching for higher yielding assets. But it is also true that sovereign risks
for most countries in the region have increased, and that the combination of depressed commodity prices,
recession, deterioration of fiscal positions together with large increases in expenditures may make credit very
expensive and short term, or inexistent.

The balance of these observations varies from country to country, and it is impossible to make a general
judgement. Nonetheless, it is a mistake to believe that the fact that Germany, the United States, France, and
other OECD countries, are increasing their debt without giving large considerations to its sustainability, means
LAC countries can do the same. With few exceptions, like Chile or Peru to mention two notable cases, the reality
is that our countries face larger restrictions to access financing in the markets. Consequently, our challenge in
this crisis is larger than that faced by OECD countries, because we must not only consider the mechanisms to
spend quickly and protect workers (and, where possible, maintain aggregated demand); we must also consider
the short-term financial implications. We must not, in the anguish that we all experience given the problem we

Ignore here the contingent cost of credit guarantee programs and survivorship pensions for workers without social security
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presently face, adopt an “let us increase expenditure now and we will see the rest later” attitude. Currently
there is no financial crisis in the region; it is important to keep it so.

From the point of view of sustaining aggregate demand, it is desirable that mitigating measures be financed
by external debt, and not by redirecting expenditure or by higher taxes. Here is a suggestion that could help
facilitate this option. This consist in legislating an immediate increase in public expenditure and, in parallel,
an increase in taxes to be put into effect once the crisis is surpassed, say, early or mid-2021. This tax increase
would be legislated as temporary and its sole objective would to be to finance, ex-post, the additional 2020
expenditures. Collections would be placed in a separate account to the National Treasury, and the tax increase
would remain in place until it is assured that debt to GDP ratios are on a sustainable trajectory.”® The key
points here are to: (i) avoid deepening the recession with a tax increase today; (ii) strengthen the credibility of
the country’s commitment to the sustainability of its debt; (iii) signal to financial markets that the government
is acting prudently, and; (iv) simultaneously indicate to society that extraordinary expenditure measure will
require paying off once the economic emergency is over.

Ideally, the tax increase must be progressive. That said, some taxes can be progressive, but collect very little,
or be new taxes where potential revenues are very uncertain. Clearly, there is a difficult trade-off between
distributive and revenue objectives here, a trade-off that is sharpened in a context where what is required is
to show fiscal solidity so as to access financing and carry out cyclical expenditures without risking a financial
crisis. It is difficult to have a general discussion given the heterogeneity of the region, and careful analysis of
each case is indispensable.

The credibility of the future tax increase is crucial. That is why reference was made to a legislative act. If this is
not feasible, a strong substitute mechanism is required. Here the options vary widely, depending on country’s
institutional and political context. At the end of the day, one has to recognize that there is a problem of inter
temporal consistency, that requires novel mechanisms to address it. The more successful countries are in this
task, the more space they will have for a more generous social mitigation response, that implies a counter
cyclical expansion of expenditures consistent with preserving stability.

The crisis will be less intense to the extent that there’s more confidence in country’s fiscal solidity. Governments
and large firms will have better access to international financial markets; and medium and small firms to national
ones. Put differently, government interventions must not consist solely of measures to mitigate the crisis’ social
cost. They must also focus on reducing uncertainty and building confidence, because this will reduce the
crisis’ intensity and duration; these are, in a sense, part of the counter cyclical response, intangible but equally
important.

It was mentioned previously that one of this crisis’ characteristics is that, originating from an insufficiently known
virus, it is very hard to determine its duration. Formal firms, commercial banks, and economic agents in general
face unprecedented uncertainty. Undoubtedly, facilitating credit either from commercial or development banks
must play a fundamental role to help firms get through the crisis’ first stage. However, in some cases the
problem can be credit demand, rather than supply. If firms consider that the demand contraction will last a long
time, they may not ask for credit even if it is available. The cost of losing their assets in the face of a credit that
they consider will not be able to serve can be higher than that of ending operations.

This does not imply that this ratio should return to its March 2020 level. In face of the shock’s magnitude, it may be that higher debt levels are justified for
several more years. This may not matter too much, as long as the debt is sustainable.
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To deal with this issue, we suggest measures to lengthen the period in which firms can survive, avoiding
bankruptcies and losses of formal employment. In particular, it is suggested that if in three or four months
economic indicators point towards a very long second stage, support measures to workers be prolonged for
three or four more months, with a variation for formal ones: besides the suspension of contributions to pension
and, in some cases, housing funds, and the subsidy for the remaining contributions to social security, that the
government also subsidize a certain percentage of workers’ salaries (based on labor registries and wages as of
the 29th of February of 2020), as long as, as in the first stage, the firm does not lay off workers.

It is important that this measure be announced from the start, including the percentage of support provided
(for which the necessary calculations are required). The objective is to facilitate planning to formal firms and
increase their incentives to access credit lines and keep operating instead of closing. Firms and banks must
know that, if in a few months there is no sign of recovery, the government will intensify its support, and they
must also know through which measures. More precisely, they need to know that support to firms will increase
as long as they do not lay off workers. The point is this: firms will be more willing to ask for credit if they know
they will receive more support in the case of a longer crisis. On their part, banks will be more willing to offer
credit if they know that firms will be further supported. Of course, support for the second stage must have
preannounced indicators that everyone is aware of, and that cannot be manipulated to be triggered.

On the other hand, it is clear that in the coming months many unexpected situations will arise that will require a
flexible response. We are experiencing unprecedented times. In this context it is impossible to plan everything,
and governments must have margins to respond. The second stage may involve additional measures, in
response to situations that no one can predict now. Nonetheless, the point is that, through the mechanism
proposed to maintain formal employment, the government will reduce uncertainty for firms and banks, and that
this reduction of uncertainty will, in turn, help to reduce the intensity of the crisis.

Of course, measures for this second stage must be framed within the government’s financing possibilities.
That is why it is vital to preserve stability during the first stage. Ideally, by the time we reach the second
stage the pandemic is either controlled, or else that isolation measures are more localized and shorter. As a
result, workers can return to their jobs, people can agglomerate and, more generally, economic activity can
be undertaken minimizing the risk of contagion. Without a doubt, aggregated demand will be depressed in
three or four months. But if one managed to maintain stability, there will be better chances of creating space
for additional expenditure actions to help workers, as the ones here mentioned, which simultaneously reduce
social costs and accelerate the recovery.

While this crisis originated outside LAC, sanitary measures have already transformed it into an internal crisis
in every country. Undoubtedly, at this point the economic costs from the interruption of economic activity
associated with the generalized isolation, are larger than those due to the fall in commodity prices and export,
or to higher risk premiums or currency depreciations.

Therefore, and contrary to prior economic crises, the solution to this one depends on the solution to the sanitary
emergency, not in the sense of “eliminating” the pandemic (which could not happen absolutely until a vaccine
is discovered, or high levels of herd immunity are reached); but in the sense of transitioning to containment
strategies that do not depend on the generalized isolation of individuals. If containment strategies do not
evolve, the economic crisis will reach levels of magnitude which are hard to imagine, and a lot of what is
mentioned in this document will prove insufficient or no longer pertinent.

Two conditions are required for this recession to have a “V” shape, that is, a drastic fall in production and
income for two or three months, and then an orderly and swift recovery: (i) that the indispensable measures
to mitigate its social costs do not create in turn a financial crisis, accompanied by the closure and bankruptcy
of firms; and; (ii) that sanitary strategies evolve. This document can help fulfill the first condition. But a lot rests
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on advances in the health front. In other words, even a very well-designed package of economic measures
can prove insufficient to overcome the crisis and resume growth. The evolution of the sanitary strategy, from
generalized isolation measures towards more focused strategies, is an essential part of the economic crisis
containment program, and later on, of recovery.

Practically every country in the region has decreed generalized isolation. But few have suggested how these

will be abandoned. Credible announcements from governments in this area are part of the response to the
economic crisis.
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This essay argues that the current global economic crisis will be remembered not only for
being the worst since the Great Depression and one in which the domestic policies adopted
by the developed countries were ambitious, but also by the limited multilateral financial
cooperation agreed, in particular to support middle-income economies. The Latin American
countries have benefited from the improvement in the IMF emergency credit lines, although
with modest resources, and can access other credit facilities of that institution. Members of
the Latin American Reserve Fund (FLAR) also have the possibility of accessing the resources
of this regional body. The multilateral development banks have taken various important
measures to support the countries of the region, but the programmed resources have so

far been limited. The programmes announced by the Inter-American Development Bank
and the Development Bank of Latin America (CAF) are important, but these banks are at the
limit of their lending capacity and need to be capitalized. The World Bank has increased its
credits to the region, but these are still lower than those that it financed during the previous
crisis. The dynamic of the Central American Bank for Economic Integration stands out
thanks to its recent capitalization.
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COVID-19, the worst pandemic in a century, has generated, in turn, a global economic crisis characterized by
the Managing Director of the IMF, Kristalina Georgieva, as the worst since the Great Depression of the 1930s
(Georgieva, 2020b). The effects of the confinement and social distancing measures on the population have
been devastating for economic activity, as they paralyze “non-essential activities”, which can account for up
to 50 per cent of economic activity in many countries. The disruption of the financial markets has also been
profound at the global level and has generated the worst flight of portfolio capital from emerging markets in
history. In turn, international trade is experiencing a powerful contraction, deepening the recession that was
already being faced towards the end of 2019 as a result of the global economic slowdown and “trade wars”,
especially between the United States and China. Added to this was the fall in prices of an important group
of basic commodities against a trend that was already negative for some years back. Exports of services is
also experiencing a fall, especially due to the paralyzation of tourism and air passenger traffic. Of no less
importance, remittances of migrant workers to their countries of origin will show a marked fall, and new controls
are being imposed on international migration.

In the case of Latin America, the pandemic has arrived late and its effects in terms of people affected and
mortality have so far been less devastating than in China and the developed countries. In economic terms,
however, the pandemicis hitting the region after five years of slow economic growth, which can be characterized
as a “lost half decade” (Ocampo, 2020). Apart from the direct effects of confinement on the countries where
this has been imposed, or those which the population has adopted voluntarily to protect itself, the economies
of the region are also experiencing the effects of the global crisis, including on trade, paralyzation of tourism,
sudden interruption of foreign financing, the fall in commodity prices and the drop in flows of remittances. Latin
America will experience the most pronounced fall in economic activity in the developing world, echoing the
pattern which has characterized it in recent decades — although with varying effects between different Latin
American countries. The 2020 recession will, moreover, be the worst since the Second World War, and there is
thus the danger (and almost a certainty) that the lost half decade will turn into another lost decade.

Against this adverse background, both globally and regionally, international financial corporation has so far
proved very feeble, in contrast with the strong cooperation led by the G20 (Group of Twenty) during the North
Atlantic financial crisis of 2008—09.2 This essay analyses the debate and decisions adopted in terms of current
international financial cooperation and the extent to which it benefits Latin America.? It is divided into seven
sections, the first of which is this introduction. As a background, the following two offer some considerations
about the global and regional context. The fourth presents a general analysis of international financial
cooperation, and the fifth and sixth analyse international monetary cooperation and that of the multilateral
development banks, and their impact on Latin America. The final section sets out a few conclusions.

It should be noted that contributions by academics to the current debates have been enormous (see, for example,
among others, Baldwin and Weder de Mauro, 2020, Levy, 2020, Stiglitz et al., 2020, and my contributions with
others in Gallagher, Ocampo and Volz, 2020, Gallagher et al., 2020, and Griffith-Jones, Maradon and Ocampo,
2020). | cannot do full justice here to these contributions, although | will refer to some suggestions formulated
by different authors on the reforms necessary to tackle the crisis in the emerging and developing economies.

Given the speed of the events through which we are living, this essay must be analysed in the light of information and policy decisions adopted up to May 1st
2020. | thank Marcela Meléndez for her comments on the previous version of this essay, and Maria Luisa Montalvo and Victor Alejandro Ortega for their collabora-
tion in its preparation.

| prefer this term to the more commonly used Global Financial Crisis because, although its effects were global, it concentrated in the United States and Western
Europe. The bulk of emerging economies did not experience a financial crisis and their recovery was rapid, driven by China and high commodity prices.

In my analysis, | leave Cuba out, which is not a subject of the international financial cooperation which | analyse in this article, and Haiti, which is, but is the
subject of special mechanisms for very low-income countries, to which | refer only marginally. For its part, Venezuela faces particular problems with respect to the
international financial institutions mentioned throughout the essay.
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The recent International Monetary Fund’s World Economic Outlook (IMF, 2020b) estimates a decline in global
GDP at market exchange rates 0f 4.2% in 2020.% This is the result of falls of between 5 and 7% in major developed
economies and 5% or more in emerging and developing economies as a whole, with Latin America as the worst
performing region. This estimate is much more pessimistic than those suggested by other organizations a few
weeks earlier.® The powerful reduction in forecasts has been a characteristic of recent international analysis
and reflects recognition of the devastating effects on economic activity generated by confinement (quarterly
contractions which were already strong in the first quarter® and may reach two-digit levels in many economies
in the second quarter). The basic IMF forecast assumes that these effects will gradually dissipate — as is
reflected in recent data from China, the country which was affected the earliest. There is obviously uncertainty
about whether there will be medical instruments (especially mass diagnostic testing available for all countries,
effective treatment systems, adequate hospital capacity and, eventually, vaccines) which would prevent further
severe outbreaks, which would force general confinement of the population again, thus delaying the recovery
of economic activity.

The crisis will certainly be more severe than that experienced by the global economy during the North Atlantic
financial crisis (-2.0% in 2009, according to the IMF, at market exchange rates), especially because of its truly
global reach, with few countries having positive growth rates (very modest in the cases of China and India
according to IMF estimates) unlike the recession of 2009 which did not happen in a broad group of emerging
and developing countries, especially in Asia. Hence the Managing Director’s comparison is with the Great
Depression of the last century. It should be noted, however, that this crisis will have essential differences from
the Great Depression in terms of its depth, duration and the speed of recovery. It should be recalled that in the
United States, GDP fell during the Great Depression for three consecutive years, with a cumulative fall of 27%
according to the historic figures of Angus Maddison,” and only returned to 1929 levels a decade later. Even in
the case of the twelve major European economies, the recession also lasted three years, although it was less
severe (a cumulative fall of 9.6%) and the 1929 level was regained in 1935. Thus, although the collapse in GDP
has been even faster than during the Great Depression, it is not clear that the crisis will be as profound and
prolonged. The recovery will almost certainly be quicker, and in this sense more comparable to that from the
North Atlantic financial crisis, although initially deeper and truly global in character. The basic IMF projection is
growth of 5.4% in 2021 (at market exchange rates) which would more than offset the 2020 recession, although
not in all countries. However, as the organization recognizes, this is an optimistic scenario, as it assumes that
there will not be further severe public health problems. In the pessimistic scenarios, if the recovery takes longer
than expected in 2020, there would be an additional fall of 3% this year, and if this were combined with a further
outbreak in 2021, activity would be 8% below that projected next year.® In any case, it is most likely that the
recession will be less prolonged than during the Great Depression.

In the face of these effects, developed countries have been adopting aggressive measures in terms of increases
in public spending and reduction or deferral of payment of taxes, provision of liquidity, and credit lines and
loan guarantees for the business sector. The adoption of ambitious policies is correct, as, according to An

The most publicized IMF estimate is -3.0%, calculated at purchasing power parity prices. This estimate is not comparable with those at market exchange rates
used by the United Nations, the World Bank and the majority of private analysts. The IMF estimate is skewed by the greater weight of China and India in global GDP
at purchasing power parity prices. Furthermore, an essential weakness of the IMF measure is that it is not comparable with the evolution of financial and commer-
cial aggregates, all of which are estimated at market exchanges rates and prices.

See, for example, United Nations (2020a) and Economist Intelligence Unit (EIU, 2020), which only a few weeks earlier had forecasted -0.9% and -2.5% for the
global economy as a whole, respectively.

A contraction of 6.8% in the case of China, the country which was affected the earliest, and 4.8% in the United States, and 3.8% in the Eurozone, two regions
where the economic effects of the pandemic only began to be felt severely in March.

www.rug.nl/ggdc/historicaldevelopment/maddison/releases/maddison-database-2010

These estimates are at purchasing power parity prices.
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and Loungani (2020), policy choices must be guided by the worst scenario foreseeable, given the inability of
economists to forecast recessions that can last more than a year. Both in fiscal and monetary terms, the IMF
estimates that the packages are stronger than those adopted to tackle the North Atlantic financial crisis (IMF,
2020c and 2020d). In fiscal terms, for example, it is estimated that the G20 countries have adopted spending
or tax relief packages equivalent on average to 3.5% of GDP compared to 2.1% in 2009 (IMF, 2020d, Figure 1).

The policies and their composition, however, are very different. The case of the United States stands out, where
the fiscal package is huge (6.9% of GDP, and it was expanded after the IMF Report) to which we have to add
loans and guarantees equivalent to 4.2% of GDP. The intervention by the Federal Reserve has also surpassed
that adopted in 2008-2009, not only in its magnitude but also in the purchase of less secure assets. Japan has
also aggressively adopted fiscal measures and loans and guarantees (10.0% and 10.5%, respectively).

European countries have been less ambitious in fiscal terms, with packages that generally range from 1 to
3% of GDP, but reach 4.4% in Germany, which has temporarily suspended its “black zero” budget rule. Some
countries in this region, however, have been aggressive in terms of loans and, especially, loan guarantees,
which together reach 30% or more in Germany and Italy, and between 10 and 16% in Spain, France and the
United Kingdom. There has also been a new wave of provision of liquidity by the European Central Bank and
the national central banks. The European Union has been immersed, however, in the debate between the
countries of the “North” and the “South” on a joint programme financed by Eurobonds to support the most
affected countries, prominent among them Italy and Spain.

It should also be noted that, in contrast, China’s expansionary policies have been less pronounced than those
adopted in the face of the 2008-09 crisis (a 2.5% of GDP fiscal package, according to the IMF). It should also
be highlighted that the fiscal measures adopted then led to a strong recovery of its economy, which in turn
stimulated many emerging and developing economies, including through the rapid and strong rebound of
commodity prices. This reflected the lower fiscal margin that the Asian giant has today, a constraint which
affects many emerging and developing economies.

The effects on financial markets were initially devastating, even before the real effects of the crisis began
to be seen. They were reflected in the collapse of equity markets worldwide, the increase in risk spreads
on emerging market bonds and those of private firms with low credit ratings. However, thanks to the strong
interventions by central banks, these falls were less pronounced than during the North Atlantic financial crisis,
and even came to a halt, generating a recovery in financial markets since late March — albeit partial in relation
to pre-crisis levels (IMF, 2020c). One of the most pronounced effects was the worst flight of portfolio capital
from emerging economies in history, which exceeded $100 billion (IIF, 2020 and IMF 2020c; for simplicity in the
rest of the essay, | use the symbol $ to refer to United States dollars). The risk spreads for these economies and
even more for the so-called “frontier markets” have remained high, but with the fall in benchmark interest rates
(those of United States Treasury bonds), bond yields and, ultimately, the costs of new financing have remained
at relatively moderate levels, and several countries have begun to issue bonds on international markets since
mid-April more rapidly than in past crises. We will return to these subjects in Section 4.

Another effect of the crisis has been a strong contraction in international trade. In this regard, the fall in the
volume and value of trade had started at the end of 2019,° and was reflected in a slight fall in the volume of trade
in that year by 0.1% according to the World Trade Organization (WTO, 2020). The IMF (2020b) estimates that
the global trade volume will fall by 11% in 2020, a figure slightly higher than the contraction of 10% experienced
in 2009. For its part, the WTO (2020) estimates that the fall will range between 13% in the basic scenario
to 32% in the most pessimistic one. This strong fall is due not only to the global recession, but also to the
logistical problems of ports, international transport, the effects of confinement on supply of manufactured

See in this respect the statistics published monthly by the CPB Netherlands Bureau on behalf of the European Commission, www.cpb.nl/en/worldtrademonitor.
These figures indicate that the 12-month moving average of the volume of global exports was negative from October 2019, and in value from August.
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goods and the difficulties faced by existing value chains. The crisis may, in practice, generate the destruction
or severe contraction of many international value chains, thus putting a brake on the principal source of growth
of international trade for several decades. For this reason, the recovery may be much slower than experienced
in 2010 (when it grew by 13%, which more than offset the fall in 2009, according to IMF data). For its part, in
terms of basic commodities, the crisis generated a profound fall in prices of oil and other energy products, a
less pronounced reduction in those of basic metals, and diverse trends in the case of agricultural products.”®

As shown in Table 1, the recent recession takes place against a background of the slowdown experienced by
the global economy since the North Atlantic financial crisis, a trend which led some analysts to talk about a
possible “structural stagnation” of the most developed economies. As can be seen, the fall was strong and
widespread in 2010-19 compared with the 2002-07 boom, but also with the growth experienced between
1990 and 2007. In the latter case, there are two exceptions: South Asia, due to the more rapid growth of India
in recent times, and the transition economies, which had experienced an initial economic collapse after the
fall of communism around 1990. It should be added that the slowdown in global economic growth since the
North Atlantic financial crisis was much worse in the case of the volume of international trade, which grew at its
slowest pace since the Second World War: 3.1% annually in 2007-19, compared to 7.3% annually in 1986-2007."

Annual growth rates of the principal regions of the world

1990-2007 2002-2007 2010-2019
World 3.0% 3.9% 2.8%
Developed economies 2.4% 2.6% 1.8%
United States 3.1% 3.0% 2.2%
Japan 1.3% 1.7% 1.0%
European Union 2.2% 2.5% 1.5%
Other 2.8% 2.9% 2.2%
Economies in transition 0.3% 7.9% 1.8%
Developing economies 5.3% 7.0% 4.5%
Africa 3.8% 5.9% 2.8%
East Asia 7.8% 8.8% 6.1%
China 10.6% 11.7% 7.3%
South Asia 5.4% 7.1% 5.5%
India 6.1% 7.9% 6.7%
West Asia 4,4% 6.6% 3.8%
Latin America and the Caribbean 3.2% 4.6% 1.4%
South America 3.3% 51% 0.8%
Mexico and Central America 3.1% 3.4% 27%

Source: United Nations Department of Social and Economic Affairs.

The IMF data on commodity prices indicate that in March, prices of energy products had fallen by 44.7% compared with the average for 2019, and oil by 48.2%;
as is well known, the fall in oil prices was dramatically more acute in April. Basic metals had fallen by 12.9% in March and agricultural products which are used as
industrial inputs, by 7.5%, but food and drinks by only 3.4%, although with very diverse patterns by product (an increase in Arabica coffee prices, for example, and a
fall in cereal prices). World Bank projections (2020c) for the full year follow this pattern.

Own calculation based on UN historical series up to 2007 and IMF thereafter.
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Within this global pattern, Latin America has been the region in the developing world with the worst
performance since 1990, including during the 2002-07 boom. Furthermore, as shown in Figure 1, the region
recently experienced anemic growth, the worst since the Second World War. In the previous five years of
weak economic growth, those which followed the 1997 Asian crisis, average annual GDP growth was 1.5%. In
1980-85 (the worst five years of the debit crisis), it was 1.2%. In the last five years, it barely reached 0.2% (0.9%
excluding Venezuela)

Latin America: GDP growth, 1950-2020
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Source: ECLAC. The horizontal lines refer to average annual growth of low growth indicated in the text.

This poor performance reflects not only economic problems, but also complex political crises and transitions
in several countries, notably Venezuela. Brazil experienced its deepest recession since the Second World War
in 2015-16, and has been recovering very slowly, in the midst of major domestic political changes. Under new
political leadership, the Mexican economy stagnated and even fell into recession in the first half of 2019, which
was reflected in a small decline in GDP for the year as a whole. Argentina has been facing deep domestic
macroeconomic imbalances and an unaffordable external debt, as well as a political transition.

But the economic problems of Latin America began well before the current wave of economic and political
instability. It is worth remembering that economic growth in the region during the last three decades (1990-
2019 to be precise) was only 2.7% a year, half that achieved in the thirty years that preceded the lost decade
of the 1980s (5.5% annual growth in 1950-80). Almost all the economies of the region have grown less than
during that time (the exceptions are Bolivia, Chile and Uruguay™); the fall was particularly dramatic in Brazil,
Mexico and Venezuela. This shows that, over and beyond the current crisis, the development patterns of the
region need to be considered in depth.

All the principal multilateral organizations which serve the region have published analyses and projections for
the Latin American countries in recent weeks (World Bank, 2020a, IADB, 2020, ECLAC, 2020a and 2020b) to
which can be added the IMF estimates in its most recent World Economic Outlook (IMF, 2020b). All forecast
a substantial recession, as does Goldman Sachs (2020), the first private entity that forecasted a strong fall in
economic activity in Latin America. As shown in Table 2, these organizations estimate a fall of around 5% for

It should be noted that only two economies, both small, Panama and the Dominican Republic, have grown at a rate higher than 5% in 1990-2019, but in both
cases the growth is also slightly lower than in 1950-80.
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the region as a whole, which will be particularly severe in Argentina, Brazil, Ecuador, Mexico and Venezuela.
Among the larger countries, Chile and Peru would be less affected and Colombia would be the one with the
best performance — a matter for debate.” In general, the smaller countries, with the notable exception of
Ecuador, have better expected performance according to these estimates: falls of 3% or less in the case of the
Central American countries (with the exception of Nicaragua), the Dominican Republic, Bolivia, Paraguay and
Uruguay (although in the latter, ECLAC estimates a fall of 4%). For the region as a whole, the 2020 recession will
be the worst since the Second World War (in practice, much worse than 1983, the worst year of the debt crisis)
and one of the worst since the beginning of the 20th century."

Projections of economic growth in Latin America

2019 2020 2020 2020
Argentina -2.2 -6.5 -57 -5.2
Brazil 11 -5.2 5.3 -5.0
Colombia 383 -26 -2.4 -20
Chile 11 -4.0 -4.5 -3.0
Ecuador 01 -6.5 -6.3 -6.0
Mexico -01 -6.5 -6.6 -6.0
Peru 2.2 -4.0 -4.5 -47
Venezuela -25.5 -18.0 -15.0 n.d.
Latin America and the Caribbean
2020 041 -5.3 -5.2 -46
2021 34 26

Sources: ECLAC (2020b), IMF (2020b) and World Bank (2020a)

All the organizations acknowledge the region’s poor economic performance in recent years, as well as the
economic shocks that they face as a result of COVID-19. The shocks include those mentioned above: the
contraction of international trade, the interruption of value chains and the reduction in commodity prices. To
these we must add the fall of intraregional trade as a result of the recession in all the countries of the region,
an essential issue for the trade in manufactured goods. The collapse of tourism is an additional element for the
countries which depend on that activity. Added to this are the effects of financial turmoil: the flight of portfolio
capital, increases in risk spreads and exchange rate depreciations with their inflationary effects. To these we
should add the reductions in remittances, both from abroad (especially from the United States and Spain) and
intraregional, which will fall overall by 19% in 2020 according to World Bank forecasts (2020b).

See in this respect the projections of the principal research centre of Colombia, Fedesarrollo (2020), whose most optimistic scenario is a fall of 2.7%, but also
contemplates two alternatives, with contractions of GDP of 5.0% and 7.9%.

If the data of the ten economies for which there has been information since 1900 are added together (Table 1 of the Statistical Appendix of Bértola and Ocam-
po, 2012), the only worse years would be 1914 and 1930.
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The effects of the pandemic and the confinement measures have also begun to be felt. The pandemic has arrived
with a lag, which has been an advantage for governments that decided to take early action (unfortunately, not
all). The problems of Guayaquil have been the most serious, but the trajectory of confirmed cases and deaths in
Brazil has also been of great concern.'”® As many analysts have highlighted, the scale of the contagion, including
the deaths associated with the pandemic, may be underestimated due to a lack of testing to detect the disease;
the data from different countries are not, moreover, strictly comparable, due to differences in the way their data
are collected and reported.

In terms of economic policy, the great constraint is the fiscal margin available to countries in the region, which
is much more limited than the fiscal space they had to tackle the North Atlantic financial crisis, an issue which
has been highlighted by several analysts from the Inter-American Development Bank (IADB). Izquierdo and
Ardanaz (2020) emphasize that the average deficit of countries of the region was 3% of GDP in 2019 compared
to 0.4% in 2008, while the average public debt was 62% of GDP in 2019 compared to 40% in 2008.

Theresponse of countriesoftheregionhasbeeninlinewithinternationaltrends, buthasbeenverydiverse.Central
banks have provided extensive liquidity (with the obvious restriction for dollarized countries). Governments have
adopted fiscal programmes, especially in support of the health sector and poor and vulnerable households,
as well as reduction or deferral of certain tax payments, but the scale of the corresponding packages is very
variable. According to IADB estimates, the largest, as a percentage of GDP, are those of El Salvador, Peru, Chile
and Brazil (Pineda et al., 2020). Some have also launched credit lines or loan guarantees on a large scale. In
this regard, the most notable cases are those of Chile, Colombia, Peru and Uruguay. Despite the foregoing,
the magnitude of macroeconomic support in most countries is modest compared with that of the developed
countries.

The social impacts are and will be substantial, as pointed out by ECLAC (2020a and 2020b). They arise,
moreover, in a context of deterioration in social conditions since 2014, largely as a result of the poor economic
performance of the region. The inadequate investment in health is reflected in weak and fragmented systems
which do not guarantee universal access in many countries. The interruption of school attendance also means
an interruption of school meal programmes, which several countries have sought to provide in various ways,
including with cash subsidies. The great digital divide associated with diversity of access to computers and
digital platforms means that students from humble backgrounds are particularly affected and even prevented
from benefiting from virtual education. On top of that, the informal character of employment means that a high
proportion of households in confinement have no income, and may not have the help provided by conditional
cash transfers if they are not poor, but are nevertheless vulnerable. Many micro and SMEs may end up in
bankruptcy, which is extremely worrying, as they generate a high proportion of employment in the region. As
a result of all this, ECLAC estimates that poverty will increase from 30.3% in 2019 to 33.8% in 2020, which is
equivalent to an additional 24 million people in a state of poverty.

The debate on international cooperation has highlighted that, while the pandemic has affected Western Europe
and the United States earlier and has reached developing countries with a time lag, the latter are economically
and socially more vulnerable. The reasons are many: confinement is much costlier for a population with the
limited resources of developing countries, who live in small and crowded spaces, sometimes without access
to water; income support for the poor sectors does not exist or does not reach the intended population; health
systems are of poor quality and do not cover the whole population; and informality of employment is widespread
and means that confinement leaves a wide section of the population without an income. Added to all this is

See the monitoring by the IADB of the spread of the pandemic in the region: www.iadb.org/en/coronavirus/current-situation-pandemic.
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the fact that, as already indicated in relation to Latin America, fiscal space is more limited and access to credit
to finance greater public spending is more restricted. For this reason, there is agreement about the need to
adopt ambitious policies to support emerging and developing countries. The financial requirements of these
countries are immense: $2.5 trillion according to both IMF (Giorgieva, 2020a) and UNCTAD (2020a) estimates.

Faced with these vulnerabilities and needs, the international cooperation which has been agreed up to now
has been extremely limited, both in terms of actions taken and resources to which emerging and developing
economies will have access. This is particularly true of the group of middle-income countries, to which almost
all Latin American countries belong,' as there have been somewhat more relevant actions —albeit insufficient— for
lower-income countries"” and it is much more likely that the latter will intensify.

The weakness of multilateral cooperation was particularly evident in the meetings of the Group of 20 and the
Bretton Woods institutions that took place in Washington in the third week of April. Indeed, the Spring Meetings
of 2020 will be remembered, not only for having been the first in history which took place in a virtual format,
but also for the limited international decisions adopted in the face of the magnitude of the current crisis. All this
happened despite the leadership of IMF Managing Director, Kristalina Georgieva.

There have, of course, been ambitious promises and sincere expressions of international solidarity. The Heads
of State of the Group of 20 committed at the end of March “to do whatever it takes and to use all available policy
tools to minimize the economic and social damage from the pandemic, restore global growth, maintain market
stability, and strengthen resilience” (G20, 2020a). The Ministers of Finance and Central Bank Directors of the
G20 said something similar in their declaration during the meetings of the Bretton Woods institutions.

However, the multilateral actions did not match these promises. In fact, the actions in place are in strong
contrast to the “Global Plan for Recovery and Reform” adopted by the G20 Heads of State in London on 2 April
2009 to address the international crisis of the time (G20, 2009). This declaration led to the most important
reform of IMF credit lines in history, the largest issue of IMF’s Special Drawing Rights (SDR), capitalization
and massive increase in the lending of multilateral development banks, and an ambitious reform of financial
regulation. With some delay, it also led to the start of efforts to strengthen international tax cooperation, which
was assigned to the OECD, the adoption in 2012 of the so-called “Institutional View” of the IMF on capital flows,
and the increase and redistribution of IMF quotas; the latter, unfortunately, was five years late due to a delay in
the approval of the corresponding resources by the United States Congress.'®

In comparison withthese actions, andthe needs ofthe emerging and developing economies, the announcements
in the Spring Meetings of the Bretton Woods institutions and the parallel actions adopted by the G20 were
minuscule. This limited international cooperation contrasts with the ambitious domestic policies adopted by
developed countries. As we saw in a previous section, in the case of the United States, these policies were
much more aggressive than those adopted by the North American powerhouse in the face of the 2008-09
financial crisis. In contrast, its support for international actions has been, as we shall see, limited. The European
countries also adopted pronounced counter-cyclical policies and were more open to multilateral cooperation.
Indeed, the contrast between the aggressive domestic economic policies of developed countries and the
limited international cooperation seems to be an important mark of the current crisis.

The exception is Haiti, which is not analysed here for the reasons explained in Note 2.

Includes new IMF resources, debt relief and suspension of debt service during 2020. The World Bank has also significantly increased its programmes for the
poorest countries. | shall refer to some of these issues later.

See detailed analysis of these issues in Ocampo (2017).
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The agenda for monetary issues is broad, as pointed out by Gallagher et al. (2020). It includes six areas:
(i) provision of international liquidity; (ii) creation and expansion of IMF credit lines; (iii) guarantees that this
institution will have adequate resources to do so; (iv) possible coordination of regulation of capital flows and
of decisions by risk rating agencies; (v) actions aimed at managing problems of over-indebtedness in various
emerging and developing economies; and (vi) active use and expansion of regional monetary agreements. In
the rest of this section, we will analyze these issues and their relevance for Latin America.

In terms of provision of liquidity, the proposal which received the widest support was the issue of at least
$500 billion in SDRs IMF, doubling the issue in 2009 as part of the multilateral policies adopted at that time."®
To make better use of this issue, a special fund could be created so that countries that will not use the SDRs
received could lend them to the IMF to fund its programmes, or use them to support other programmes in favor
of developing countries (capitalize multilateral banks or increase official development assistance). It would
obviously be useful to have a distribution based on criteria other than quotas?® that determine the allocation
of SDRs to countries, but this would require a change in the IMF Articles of Agreement, which would be a
prolonged process and hard to accept by the principal members.

Given the share of Latin American countries in IMF quotas, this issue would mean an increase in its international
reserves of $37.7 billion, equivalent to a slight increase of less than 5% of these reserves at the end of 2019
and a little more than 40% of the net capital and financial flows to the region in that year.?' The distribution by
country would be that shown in Table 3: as a proportion of GDP it would reach 0.7% on average, ranging from
0.6% and 0.8% for most countries, but a higher amount for those for which GDP in dollars has fallen substantially
in recent years (over 2% for Nicaragua and Venezuela).

There are more ambitious proposals, including one by some Heads of State and former Latin American
ministers (Cardoso et al., 2020) for issuing a trillion dollars of SDRs. Although it would be useful, it would require
approval and not mere consultation of the United States Congress, which is required when the SDRs allocated
to the United States exceeds its IMF quota — which would doubtless delay the decision.?? This means that the
maximum issue that would avoid having to go to that legislative body is equal to the total IMF quotas, which
today is around $650 billion dollars.

Quotas of Latin American countries in IMF

Brazil 11.042 15.120 2.31% 11.574 0.62%
Mexico 8.913 12.204 1.87% 9.342 0.77%
Venezuela 3.723 5.097 0.78% 3.902 2.52%
Argentina 3.187 4.364 0.67% 3.341 0.65%
Colombia 2.045 2.799 0.43% 2.143 0.65%
Chile 1.744 2.388 0.37% 1.828 0.62%

For an earlier version of these suggestions, see Gallagher, Ocampo and Volz (2020b). See also Collins and Truman (2020).

As reflected by a lengthy historical debate, the alternative criteria could be level of development, to allocate a larger amount to the poorest countries, or the
demand for international reserves of different economies. See a detailed analysis of these issues in Ocampo (2017), Chapter 2.

The referenced data are taken from ECLAC (2019).

This is what happened in 1997, but for a different reason: the change in the composition of IMF quotas. As we saw, the IMF capitalization agreed in 2010 took
five years to be approved by the United States Congress.
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Peru 1.335 1.827 0.28% 1.399 0.63%

Ecuador 698 955 0.15% 731 0.68%
Dominican Rep. 477 654 0.10% 500 0.59%
Uruguay 429 588 0.09% 450 0.76%
Guatemala 429 587 0.09% 449 0.62%
Panama 377 516 0.08% 395 0.61%
Costa Rica 369 506 0.08% 387 0.65%
El Salvador 287 393 0.06% 301 1.16%
Nicaragua 260 356 0.05% 273 2.09%
Honduras 250 342 0.05% 262 1.10%
Bolivia 240 329 0.05% 252 0.63%
Paraguay 201 276 0.04% 211 0.53%
Total Latin America 36.006 49.302 7.55% 37.740 0.72%

Source: IMF Values in SDRs are converted to dollars at the exchange rate on May 1st. The estimates as % of GDP refer to 2018, based on GDP ECLAC estimates for
that year.

Although the proposal for a substantial issue of SDRs had wide support among the members of the IMF and
public opinion, it was vetoed by the United States during the Spring Meetings of the Bretton Woods Institutions,
with the argument that close to 70% of the resources would go to G20 countries, the majority of which did not
need them to tackle the crisis (Mnuchin, 2020). Surprisingly, India supported the view of the United States.
Although it is true that somewhat less than two fifths of the SDR issues benefit emerging and developing
countries, it is also true that it is the only participation that these countries have in the creation of international
money (“seigniorage” as it is called in the economic literature) — the privilege enjoyed by the United States, the
Eurozone and, to a lesser extent, other developed countries and China. In fact, the benefits from the issue of
SDRs would be considerable for many low-income countries (Collins and Truman, 2020).

It is worth adding that, to contribute to the creation of international liquidity, the United States Federal Reserve
relaunched its swap lines with other central banks, following a practice that had already been put into effect
during the North Atlantic financial crisis. However, only four emerging economies have access to this mechanism:
Brazil and Mexico in Latin America, and the Republic of Korea and Singapore in East Asia (the latter, it should
be added, are still classified as emerging, but are already high-income countries). A new mechanism was the
creation of a repo instrument, which allows the Federal Reserve to buy Treasury Bonds which countries want
to sell to it; this support, however, only benefits countries with large amounts of foreign exchange reserves.

In terms of creation and enlargement of credit lines, the most important reform was the doubling of the
IMF’s emergency credit lines, of which the relevant one for middle-income countries is the Rapid Financing
Instrument (RFI).22 In the context of simplifying and streamlining procedures, this decision is giving rise to the
rapid approval of a multiplicity of credits to a wide range of countries, with resources that can reach as much as
$100 billion — although up to the end of April, the resources utilized barely reached $15 billion. The fundamental
advantage of these lines is the absence of ex-ante conditionality and thus of the “stigma” associated with such
conditionality.?* In April, seven Latin American countries (Bolivia, Costa Rica, Ecuador, El Salvador, Panama,
Paraguay and the Dominican Republic) had already made use of this credit line, obtaining in total an amount
slightly more than $3.3 billion (Table 4) These are, to date, the modest resources that have been received by
the Latin American countries under the new IMF programmes.

On these and other reforms introduced by the IMF, see IMF (2020a).

There is also the possibility that they can be added to the use of other Fund facilities, although in the cases where this has happened, the emergency credits
have been granted for less than the amount of the country’s quota. This happened with Ecuador on May 1st, when the rapid financing line was approved for 67.3%
of its quota.
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Loans to Latin American countries approved through the Rapid Financing Instrument

Bolivia 240,1 Abril 17 328,8
Costa Rica 369,4 Abril 29 505,8
El Salvador 287,2 Abril 14 393,3
Panama 376,8 Abril 15 515,9
Paraguay 201,4 Abril 21 275,8
Dominican Rep. 477,4 Abril 29 653,7
Ecuador 469,7 Mayo 1 643,2
Total 2.422,0 3.316,4

Source: IMF. The values in SDRs are converted to dollars at the exchange rate on May 1st.

Regular loans to Latin American countries approved by the IMF

A. Flexible Credit Line (FCL)
Colombia May 1, 2020 Abril 30,2022 7.849,6 10.748,3 0,0
Mexico November 22,2019 November 21, 2021 44.563,5 61.019,9 0,0

B. Stand-By Agreements (SBA)
Argentina June 20,2018 June 19, 2021 40.714,0 55.748,9 43.698,8
Honduras July 15,2019 July 14, 2010 149,9 205,2 109,5

C. Extended Fund Facility (EFF)
Ecuador March 1, 2019 March 10, 2022 3.035,0 4.155,8 1.653,9

D. Stand-By Credit Fund (SCF)
Honduras July 15,2019 July 14, 2021 74,9 102,6 34,2
Total 96.386,9 131.980,7 45.496,4

To these are added those facilities which benefit other countries, but were already in effect before the
current crisis: the flexible credit lines of Colombia (renewed on May 1st) and Mexico, the stand-by credits of
Argentina and Honduras (one of them concessional in the latter case) and the Extended Fund Facility granted
to Ecuador?® (Table 5). Thus, eleven countries in the region are already receiving some support from the IMF. As
the flexible credit lines operate as a kind of “insurance” for the countries, they have not so far been disbursed:
disbursements of the other credit lines total some $45.5 billion, the bulk of them to Argentina. It is possible
that other countries may request access, whether to the flexible credit line (Peru, perhaps Chile and Uruguay),
the emergency line and perhaps some of the more regular programmes. The exception in terms of access is
Venezuela, whose request for credit for $5 billion was rejected by the IMF in March with the argument that there
was no clarity among the member states about who is the legitimate president of the country.

Another of the recommendations which has been under discussion is the creation of an IMF swap facility.

This recommendation was made by the IMF’s own technical staff two years ago (IMF, 2017) but was rejected
by the Board. The G20 Eminent Persons Group on Global Financial Governance (2018) subsequently made a

This credit was suspended on May 1st, at the time when Ecuador was given access to the emergency credit line. Ecuador will, however, seek again long-term
credit support from the IMF.
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similar recommendation. It may be said that the short-term liquidity line created by the IMF in April responds
to this demand, but it is a highly partial response. It will operate as a revolving credit line up to 145% of the
country’s quota and without ex-ante conditionality, but access is limited to member states “with very strong
policy frameworks and fundamentals”, as in the case of the flexible credit line. So, few countries will have
access to it. On top of that, there are doubts about the extent to which the economic deterioration generated
by the current crisis will be taken into account in this evaluation. Furthermore, the attraction of the new credit
facility is limited because its resources are much lower than those of the flexible credit line and cannot be
combined with other Fund credits.

In order to finance the greater demand for credits, the IMF needs to increase the resources available to it up to
an amount that the Managing Director has estimated in a trillion dollars. In this regard, an unfortunate decision
was adopted last year not to increase quotas and defer this decision until 2023. It is deplorable that the G20
has not decided to accelerate this process, given the additional resources that the Fund needs to tackle the
COVID-19 crisis and the wide recognition that this must be the institution’s principal resource. The additional
funds will be obtained from the doubling of the New Arrangements to Borrow (NABs) approved in January
2020, reaching close to $500 billion and bilateral credits granted by several countries. The major contribution
of the United States will be its support for the NABs. It should be noted that Brazil, Chile and Mexico also make
a modest contribution to this mechanism and, together with Peru, to the bilateral lines. Other Latin American
countries, notably Colombia, should also support these mechanisms.

A fourth action line which has been suggested by several analysts is a coordinated regulation of capital flows
to curb, in particular, the massive flight of portfolio capital from emerging economies.?® This action would be in
line with the “institutional view” on capital flows approved by the IMF in 2012 (IMF, 2012). Similarly, it has been
suggested that credit rating agencies should suspend their downgrading of ratings (or outlook within rating
grades) during the crisis, as these feed the flight of capital. Mexico and Colombia have already been affected
by decisions of this kind, although they have maintained their investment grade; Argentina and Ecuador, as
well, within their speculative grades. Neither the G20 nor the IMF have expressed any views on these issues.

The fifth subject, debt relief, has been the subject of a wide range of proposals, both institutional (United
Nations, 2020b, UNCTAD, 2020c) and by analysts (see, in particular, Bolton et al., 2020, Brown and Summers,
2020 and Reinhart and Rogoff, 2020). This is a field where partial actions have been adopted in relation to low-
income countries, but not to middle-income countries such as those of Latin America.

The IMF decided in April that 25 vulnerable members (to which four more could be added) will be exempt
from repayments and interest on their debts to the institution during an initial period of six months, thanks
to the resources available in the renewed Catastrophe Containment and Relief Trust (CCRT). In turn, the G20
offered a suspension of debt service of all International Development Association (IDA) countries for the rest
of the year, a measure which, according to Brown and Summers (2020) should be extended to the whole of
2021. The corresponding decision has already been adopted by the Paris Club and China will almost certainly
take a similar decision, although on a bilateral basis. It is not clear, however, whether private creditors will, as
requested by the G20. This programme does not cancel the debt, which will continue in place and will continue
to accrue interest. In Latin America, Honduras and Nicaragua will benefit from this decision.

In the case of middle-income countries, there are critical cases which require restructuring of the debt, with
major relief elements. The most important cases in Latin America are Argentina and Ecuador. The first of these
countries has already made an offer to its creditors for a large reduction in its obligations: a three year grace
period, a major reduction in interest (2.3% on average, which compares with rates of 10% for the majority of
its bond issues) and a modest reduction in the principal of 5%. It is unlikely that this offer will be accepted by
the creditors, and this country could thus end in a default. Although there are proposals for fairly general debt

See, on this subject and that of rating agencies, Gallagher et al. (2020).
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standstill for emerging and developing economies (see in particular UNCTAD and Reinhart and Rogoff, among
the works cited above), other proposals are rather aimed at recommending voluntary mechanisms.

The mostinteresting proposalis that of Bolton et al. (2020), who suggest creating a central financial credit facility
in the World Bank or regional development banks that would benefit countries who choose to participate on a
voluntary basis, which would facilitate deferral of amortizations and the use of the interest to finance the health
emergency. The interest would, however, continue to be an obligation of the debtor countries that must be
paid in the future, and creditors would thus retain a right over them, as well as to amortizations. In this way, the
credit facility would operate as a mechanism for refinancing debt service during the emergency. It would apply
to all bilateral and commercial debts on equal terms. Apart from its voluntary character, it would be subject to
intermediation and strict monitoring by the multilateral bank managing it.

It should be added that, over and beyond the short-term actions, the United Nations and UNCTAD have
suggested that an institutional mechanism should be created for renegotiation of sovereign debt, a subject
which has been on the agenda for the last two decades, with progress limited to the definition of principles
and clauses that allow individual renegotiation of a country with its creditors, but with no specific institutional
framework in place.?”

Itis important to emphasize that it makes no sense for Latin America to adopt a uniform rule in this area. Indeed,
as shown in Figure 2, which shows the evolution of the JPMorgan’s EMBI index, although the risk spreads on
bonds issued by the emerging economies rose during the current crisis, they remained below those reached
during the North Atlantic financial crisis and, especially, those which prevailed after the Russian default in August
1998 (which, in turn, succeeded the 1997 Asian crisis) for close to years. Most importantly, with the strong fall in
bond yields used as a benchmark to calculate these margins (ten-year United States Treasury Bonds), the bond
yields of emerging economies have remained on average well below those reached during previous crises,
and even the levels reached during upheavals in the international markets for emerging economies in 2018.

Risk spreads and yields on emerging market bonds (JPMorgan EMBI Index)
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Furthermore, bond markets for emerging economies have begun to open up much more rapidly than after
the North Atlantic financial crisis, when they took a little over twelve months after the collapse of the North

See a review of the corresponding debate in Ocampo (2017), Chapter 5.

www.latinamerica.undp.org | United Nations Development Programme | 2020 58


http://www.latinamerica.undp.org

American investment bank, Lehman Brothers, to open up. This shows that there is again a “search for yield”
by several investment funds in developed countries, to offset the very low or negative yields of developed
countries’ bonds. An additional reflection is the fact that the capital flight from emerging economies, which
reached $66.1 billion in March, fell to $7.4 billion in April (JPMorgan, 2020).

Latin American countries have already benefited from bond issues by Panama at the end of March and since
mid-April, by Peru, Guatemala, Mexico, Paraguay, two public companies (Ecopetrol of Colombia, with minority
private participation, and Codelco of Chile) and, as we shall see, the Central American Bank for Economic
Integration (CABEI). The Mexican issue on 22 April was the largest in its history: it placed $6 billion with various
maturities, at a very reasonable cost (5% for 12-year bonds, the rate most comparable to those of the EMBI) and
was oversubscribed 4.75 times.

In this context, a uniform debt solution for the countries of the region does not make sense, as it does not for
middle-income countries in general. There are three different cases which need to be addressed separately: (i)
those for which a profound restructuring of their debt is needed; (ii) allowing other countries to apply voluntarily
to a debt standstill mechanism such as that proposed by Bolton et al. (2020); and (iii) countries with access to
new private financing, which would keep up debt services and would mix such financing with credits from the
IMF and multilateral development banks.

Itis worth highlighting, lastly, the role of regional monetary mechanisms. These mechanisms expanded strongly
after the North Atlantic financial crisis and now have $585 billion available, equivalent to some 60% of those
available to the IMF (Gallagher et al., 2020, Table 1). They are highly concentrated in European funds and the
East Asian Chiang Mai Initiative. The deepening of relations between the IMF and regional agreements to form
a denser Global Financial Safety Net must be the subject of an active effort, as recognized by both the IMF
(2017) and the regional agreements (Regional Financial Agreements, 2018). The strengthening of this network
should be accelerated during the crisis.

This collaboration must be based on the complementarity, but also the independence of the institutions, and
respect for their respective mandates and governance structures. Although without adopting hierarchical
principles of any kind?, the regional agreements must respect the preferential creditor status of the IMF. It is
not appropriate, however, for there to be a formal relationship with IMF programmes, which were the subject
of much criticism during the Eurozone crisis and are one of the reasons why the resources of the Chiang Mai
Initiative have not been used. In the latter case, the basic reason is that, beyond the 30% of resources to which a
country is entitled, it must have a formal programme with the IMF, a rule which the members of that agreement
do not view favourably in light of the experience of the Fund programmes during the Asian crisis at the end of
the last century.

In the Latin American case, we have the Latin American Reserve Fund (FLAR, according to its Spanish acronym),
to which eight countries belong: the five Andean countries plus Uruguay, Costa Rica and Paraguay, in the order
in which they joined the organization. As part of the measures to strengthen the Global Financial Safety Net,
an important task is to expand its membership, until all of the Latin American countries are members. This task
has been on the organization’s agenda, but its results have been only a partial success: efforts in this direction
need to be intensified during the current crisis.

FLAR has had a very successful history of support to its members during the various crises that it has faced,
starting with the Latin American debt crisis, which broke out just after its predecessor, the Andean Reserve Fund
(FAR), had been created. The member countries used it, at times, as a substitute and at others as complement
to the IMF resources. Indeed, there are several cases where countries have requested FLAR support when
they did not want to have a formal IMF programme (for example, Colombia in the 1980s). In any case, given the

This means that the principle of “lead agency” proposed by the IMF (2017) must not be adopted.
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limited resources available to FLAR, the IMF is irreplaceable for large-scale programmes. In that case, countries
can use FLAR as a complement or a bridge to an IMF loan, taking advantage in the latter case of the greater
flexibility of the former in approving financing.

FLAR: Capital contributions and maximum credit limits (Million dollars)

Bolivia 328,1 256,4 666,6 666,6 282,0 538,4
Colombia 656,3 512,9 1.282,3 1.282,3 512,9 1.025,9
Costa Rica 656,3 5131 1.282,7 1.282,7 5131 1.026,1
Ecuador 328,1 256,5 666,8 666,8 282,1 538,6
Paraguay 3281 256,0 640,0 640,0 256,0 512,0
Peru 656,3 512,9 1.282,2 1.282,2 512,9 1.025,8
Uruguay 328,1 257,0 642,4 642,4 257,0 513,9
Venezuela 656,3 30,7 76,7 76,7 30,7 61,3
Total FLAR 3.937,5 2.595,4 6.539,7 6.539,7 2.646,6 5.242,0

Table 6 shows the maximum credit limits that member countries have with FLAR, both overall and for each
financing facility (balance of payments, liquidity and contingency). The total amount for member countries
comes to just over $6.5 billion. Almost all of it is available because there is only one credit in effect, with
Ecuador (for balance of payments) for $205 million, while the others taken by Costa Rica and Venezuela were
paid in January and March of this year. As the Venezuela credit was paid with the capital contribution of that
country to the institution, the support that FLAR can give to it is limited today.

The great advantage of FLAR is that its programmes do not have any ex-ante conditionality, although there is
an obligation on the country requesting the credit to present a macroeconomic programme to the organization.
Its chief disadvantage, as has been indicated, is the scale of the resources available to it, so its lending will
almost certainly have to be complementary to that of the IMF, whether as a bridge or as a parallel programme
— although not a joint one. It must be added that a further disadvantage during the current crisis is that FLAR
facilities can only be used for balance of payments needs and, thus, cannot be used to finance governments
at a time when these demands are very high; the IMF programmes can, however, be used for fiscal purposes.
Perhaps, therefore, a temporary exception might be appropriate, allowing balance of payments credits to also
be used for fiscal purposes.

One ofthe mostimportant financial instruments that the international community and a broad range of countries,
both developed and emerging and developing, have is the development banks. These institutions have the
fundamental objective of supporting long-term development policies —fostering innovation, infrastructure
development, promotion of equity and environmental sustainability—, but they can also be used as counter-
cyclical instruments. Moreover, some projects associated with long-term strategies can be pushed during
crises to support the recovery of economic activity. These banks, therefore, are a powerful “visible hand” which
governments can use to mitigate the economic and social consequences of the current crisis.

The network of development banks includes over 400 institutions at the global level, with total assets of

over $11 trillion and they lend some $2 trillion per year, according to estimates of the Agence Francaise de
Développement (AFD). They include the World Bank Group, as well as several regional banks (such as the IADB
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and the Development Bank of Latin America, CAF, according to its historical acronym?®), subregional (CABEI)
and interregional banks (the Islamic Development Bank) and a wide range of national banks widely varying
in size — from the China Development Bank and the German KfW to small institutions in some developing
countries. One of the great potential benefits is to act as a network of institutions, with multilateral banks
supporting the activities of national banks. If the entities making up this network increased their lending by
20%, they could mobilize an additional $400 billion a year; with leverage of private resources, this amount
could be doubled (Griffith-Jones, Morodon and Ocampo, 2020).

During the North Atlantic financial crisis, multilateral development banks played an important counter-cyclical
role, offsetting, at least partially, the contraction of private international financing (Ocampo et al., 201).
Furthermore, the counter-cyclical role that these institutions can fulfil was finally explicitly recognized by the
banks and the economic authorities themselves. This lack of recognition had ignored the lessons of the past,
which suggested that, in addition to the provision of liquidity by monetary institutions in times of crisis, it is
equally important to provide official long-term financing to support public spending and public and private
investment — the role precisely fulfilled by multilateral development banks.

As a group, these institutions increased their credit commitments to emerging and developing countries by 71%
between 2008 and 2009.3° Their disbursements grew by 45% in 2009 and continued to show dynamic growth
in 2010. This lag in disbursements occurred despite the measures adopted to accelerate them: loan advances
and fast track loans. The net disbursements (i.e. net of payments by countries to the multilateral banks) behaved
in a less dynamic fashion, holding back the support to countries. It should be emphasized, however, that thanks
to the changes in the policy for approving credits and the creation of a fast-track emergency disbursement
fund, the IADB performed better than other multilateral banks. It was able to reduce the lag and strongly
increase disbursements in 2009 — but the special facilities to address the crisis subsequently lapsed.

The World Bank responded with particular energy to the crisis, almost doubling its lending commitments, but,
curiously, it was much more aggressive in its response to middle-income countries than to low-income countries,
as reflected in the greater growth in loans by the International Bank for Reconstruction and Development
(IBRD) than those of the International Development Association (IDA). This was also true for the multilateral
banks as a whole, and was reflected in a decrease in credit commitments to low-income countries, from 32%
in 2007 to 22% in 2009.

The response of the banks was conditioned in part by the limits on their capital. For this reason, as | pointed
out, in the Plan approved at its meeting in London in April 2009, the G20 agreed to support the capitalization of
the multilateral development banks. That of the Asian and African Development Banks was rapid and massive:
a 200% increase in that year in both cases. That of the IADB, approved in March 2010, was less ambitious,
gradual and less than hoped for by the Latin American and Caribbean countries: some 70%. That of the World
Bank took place in April 2010, was even more modest, and formed part of a set of reforms aimed at increasing
the participation of emerging and developing countries in the capital of that institution. (On the capital of these
institutions, see Table 7 below).

This counter-cyclical response moderated, although it certainly did not totally offset, the impact of the strong
fall in private flows to these countries. Another area in which they played an important role was the rapid
provision of commercial credit services, which were used by a wide range of private banks.

Two important lessons of the response of the multilateral banks during the North Atlantic financial crisis
are, therefore, the need to have ex ante mechanisms for rapid disbursements during crises, and for greater

| refer to CAF as a regional bank, as this is reflected in the name of the institution adopted in 2010, although it kept the initials of its predecessor, the
Andean Development Corporation. Its members are Latin American countries, with the exception of a few Central American ones (only Panama and Costa Rica are
members) and some countries of the Caribbean, Spain and Portugal.

These data and those which follow may be consulted in Ocampo et al. (2011), Figure 7 and Tables 11 and 12.
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automaticity in the repositioning of their capital. An alternative to accelerate disbursements which was used
at that time and, as we shall see, has been used by some institutions during the current crisis, is to allow
reassignment of credits already approved for other emergency purposes. Another could be to defer debt
service with the institutions themselves — a practice which, however, could affect their credit ratings. It should
be emphasized that rapid access to resources is particularly critical in the sphere of social protection, where
the speed of delivery of resources is the essence of its effectiveness.

The relative importance of support by the multilateral development banks to Latin American countries has
changed radically over recent decades. The World Bank played a lead role until the 1980s, supplying over
half of loans. However, as shown in Figure 3, its loans to the region have not shown any increasing trend since
the nineties. Nevertheless, the World Bank has continued to play a critical role during crises, as shown by the
increase in loans to the region in 1998-99 and especially in 2009-10.

Loans from multilateral development banks to Latin America (Million dollars)
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The lead was taken over by the IADB in the nineties and subsequently by CAF and CABEI. The dynamic of
CAF has been particularly important: representing barely a fraction of IADB loans to Latin American countries
in the nineties, it came to emulate it, providing as much in the way of resources as the IADB in recent years.
If the loans to the private sector by the Inter-American Investment Corporation are added to this, the IADB
Group continues to be more important. It should also be pointed out that CAF is the only one of the four banks
where there is not division between borrowers and non-borrowers and, thus, all its members can benefit from
its credits. Although CABEI is a much smaller institution, it has special importance for the Central American
countries: it represents about one fourth of the stock of multilateral loans to these countries (with the exception
of Panama) and has been increasing its share, competing with the IADB in recent years as the major source of
financing in the subregion.

It should be noted, however, that the response capacity of the World Bank and the IADB to the 2008-09 crisis
was much more aggressive than that of CAF and CABEIL. This suggests that, during periods of crisis, the implicit
support of the developed countries, in particular the United States, facilitates access to capital markets on
advantageous terms. Conversely, CAF and CABEI can find themselves partially affected by the closure of capital
markets or the higher cost of credit for emerging economies during these periods.® It should be emphasized,
however, that CABEI joined in the wave of bond issues by Latin American countries in recent weeks, selling a
five-year bond for $750 million on 29 April, the largest issue in its history, with a coupon of only 2%.

CAF may now find itself affected by the fall in its credit rating which occurred at the end of 2019 because of its loans to Venezuela, despite the fact that these
have been paid, as have those that the country had with FLAR, with the contribution of capital to the institution.
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As shown in Table 7, in terms of authorized capital and equity, CAF was the bank which had the greatest growth
between 2007 (before the onset of the crisis at that time) and 2019. Both CAF and CABEI were capitalized
earlier than the World Bank and the IADB during the crisis; in addition, as we saw, the capitalization was gradual
in the last two cases. In 2018, a new capitalization of the World Bank was approved: an increase in paid-up
capital of the IBRD of $7.5 billion and the International Finance Corporation (IFC) of $5.5 billion. In addition, as
a whole, the capital of the IFC has grown much more than that of the IBRD since the 2008-009 crisis (by 95%),
based essentially on the reinvestment of profits. In turn, in December 2019, a capitalization of CABEI from $5 to
$7 billion was approved, and finalized in April, so that it now exceeds CAF in terms of capital growth since 2007.

Authorized capital and equity of the multilateral development banks that support Latin America (Million
dollars)

2007 189.801 100.953 5.000 2.000 39.926 20353 4127 1.636
2008 189.801 100.938 10.000 2.000 41548 19.444 4554 1.708
2009 189.918 104.980 10.000 5.000 40.037 20.674 5.287 1.813
2010 189.943 104.980 10.000 5.000 37.555 20.960 5.753 1.929
2011 193.732 104.980 10.000 5.000 39.683 19.794 6.351 2.028
2012 205.394 116.880 10.000 5.000 36.685 20.681 6.865 2.142
2013 223.181 128.781 10.000 5.000 39.523 23.550 7.817 2.268
2014 232.791 144.258 10.000 5.000 38.985 23.697 8.763 2.396
2015 252.821 156.939 15.000 5.000 38.637 25.253 9.524 2,573
2016 263.329 170.940 15.000 5.000 37.063 26.460 10.474 2.723
2017 268.937 170.940 15.000 5.000 39.798 32.247 11.122 2.831
2018 274.730 170.940 15.000 5.000 41.844 32.929 11.863 3.198
2019 279.953 170.940 15.000 5.000 42115 33.871 12.797 3.300
Growth 2007-19 47.5% 69.3% 200.0% 150.0% 5.5% 66.4% 210.1% 101.8%

Source: Respective institutions

All the banks which serve the region have adopted special support measures during the crisis: special lines
to address the crisis, fast-track approval, although with modest resources: increases in the scale of credit
programmes, within their capital restrictions: streamlining of credit approvals; and, in several cases, the
possibility of reassigning credits already approved to the needs of the emergency. Beyond completing the
capitalizations of the World Bank Group in 2018 and CABEI in 2019, there have not been any announcements
of capitalization of the banks since the onset of the COVID-19 crisis.

According to the presentation by the President of the World Bank to the Development Committee on 17 April,
the programme to tackle the crisis is based on three pillars: (i) protecting the poorest and most vulnerable
households; (ii) supporting companies and saving jobs; and (iii) helping developing countries to implement
emergency health programmes and strengthen economic resilience (Malpass, 2020b). Two important elements
of the packages announced are the significant weight of resources destined for low-income countries —thus
correcting one of the problems of the World Bank’s programme during the crisis a decade ago— and the
emphasis on actions aimed at the private sector through the IFC, offering loans for international trade, support
for working capital and medium-term financing to private companies that are struggling with interruptions of
supply chains.
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The immediate support package approved in mid-March made $14 billion of new financing available to countries,
in accelerated form: $2.7 billion from IBRD, $1.3 billion from IDA and $8 billion from IFC (including $2 billion of
reassigned resources), and the prioritization of $2 billion from the Group’s existing portfolio. The resources of
the fast-track facility have already benefited five Latin American countries —Argentina, Ecuador, El Salvador,
Honduras and Paraguay— in April, although with modest resources, which in total amounted to $115 million
(credits of $20 million, except Argentina which was $35 million).

Beyond the emergency programme, the Bank, at the end of March, approved a package of $160 billion for the
next 15 months. This amount means a substantial increase over the annual average of $64.4 billion approved
in 2009-10. This more extensive package includes emergency credits, which can be activated or added to
existing projects, and the accelerated restructuring of countries’ projects. Five Latin American countries have
already benefited from this extended package in April: Bolivia, Colombia, Dominican Republic, Honduras and
Panama.3? Combined with the emergency credits, Latin America has, therefore, received approval from the
World Bank for $695 million in April, which is above the monthly average in recent years, but still less than the
monthly average amounts approved in 2009-10.

It should be highlighted that in March, the President of the World Bank expressed to the G20 the need to link
recovery policy to structural reforms: “Countries will need to implement structural reforms to help shorten
the time to recovery and create confidence that the recovery can be strong. For those countries that have
excessive regulations, subsidies, licensing regimes, trade protection or litigiousness as obstacles, we will work
with them to foster markets, choice and faster growth prospects during the recovery.” (Malpass, 2020a). This
association is unfortunate, given the recent rejection by many emerging and developing countries of this view,
and the minimal relationship that it has with the economic emergency, where the universal pattern has been
increased state intervention.

The programme announced by the IADB to tackle the crisis started from the principle that the virus affects not
only peoplée’s health, medical services and hospital care, but also the economy, the survival of many companies,
family finances and, if not properly managed, it can generate a social crisis. It established four priorities: (i)
immediate public health responses; (ii) measures to protect the incomes of the most affected population
groups through existing transfer programmes, and extraordinary transfers to workers in the informal sector
and companies particularly affected by the crisis; (iii) assistance to SMEs, through credit facilities, guarantees
of liquidity, financing of foreign trade, restructuring of loans and support for supply chains; and (iv) support for
countries in the design and implementation of fiscal measures to finance the response to the crisis, continuity
plans for the execution of public spending and procurement, and measures to contribute to economic recovery.

The programme includes an adjustment of its credit lines and streamlining of approval processes. In terms of
resources, it includes the allocation of an additional $3.2 billion to the programme initially stipulated for loans
in 2020. These resources, added to the available programmed resources make up to $12 billion available
to countries which can be used to deal with the health crisis and the economic effects stemming from the
pandemic. This amount, however, would be very similar to the annual average credits in recent years, so that,
more than the amount, the priority has been the reassignment of resources to support the battle against the
pandemic. In immediate terms, it has also offered countries the possibility of reassigning already approved
loan resources to the new priorities generated by the emergency, in an amount equivalent to 10% of each loan
or up to $50 million (whichever is greater). The private portfolio of the Inter-American Investment Corporation
amounts to a further $5 billion and includes lines of support to financing of production chains and trade, and to
support banks in a context of severe liquidity constraints.

Bolivia, with a reassignment of $20 million of an existing credit, Colombia with a contingent loan for $250 million, Dominican Republic with a programme
of emergency measures for $150 million, Honduras with a loan of $119 million for disaster risk management and Panama with one of $41 million for development
policies.

64


http://www.latinamerica.undp.org

Added to all this are the technical cooperation resources, both their own and from non-regional partners,
which give priority to platforms for exchange and learning, and development of a menu of prototype projects
to provide immediate responses to the specific demands of countries. Analyses of the effects and alternatives
to address the various dimensions of the crisis, which are published in the IADB Research Department series,
“ldeas Matter”, have also made a very important contribution.

For its part, CAF is assisting in the emergency with four specific actions in terms of credit. The firstis a contingent
line of credit, approved at the beginning of March, of up to $300 million to respond flexibly to the needs of
public health systems: these resources allow support of up to $50 million per country. The second is a rapid
disbursement emergency credit line approved at the end of March of up to $2.5 billion, to speed up approval
of operations that support the emergency measures which are being adopted by countries. The third is the
possibility of reprogramming existing credits, including allowing changing their objective and destination. The
fourth is the priority given to working with national development banks to support SMEs. Itis not clear, however,
that CAF can increase its credits substantially above the high levels which it achieved both in 2018 and 2019,
the highest in its history, and which were leveraged by the capitalization of the entity in 2015.

Added to this are the non-reimbursable technical cooperation resources of up to $400,000 per country, from
which several member countries have already benefited. These resources are intended to ensure the safety of
people working in prevention, containment and care of COVID-19 patients and the purchase of basic supplies.

Finally, on 31 March, CABEI launched its Programme of Emergency Support and Preparation in the face of
COVID-19 and Economic Recovery to the value of $1.96 billion. In terms of credit, it comprises three components:
$1 billion in credits to support the management of the liquidity of the central banks of regional founder and non-
founder members,3 $600 million of emergency budgetary support, and $350 million to provide support for
liquidity in a country’s financial sector with the objective of supporting micro and SMEs. It should be emphasized
that, unlike the IADB and CAF, the recent capitalization of the entity and the bond issued at the end of April
allow it to significantly increase credits, up to some $3 billion, which means growth of 45% in relation to the
average achieved during the last few years.

The rest of the emergency programme is made up of non-reimbursable resources: $8 million for emergency
activities of the Central American Integration System (SICA), $2.1 million for the purchase of testing Kkits,
medicines and medical equipment for the detection of COVID-19, and $25,000 for prevention and contingency
campaigns in the Trifinio region (El Salvador, Honduras and Guatemala).

Finally, it should be emphasized that the net contribution of the multilateral development banks will be less, due
to the delays in disbursements of approved credits and the amortization of previous debts by countries. This
also happened, as we saw, in 2009. Thus, overall, and in the absence, in particular, of additional capitalizations
of IABD and CAF, the resources provided by the multilateral banks to Latin American countries will increase
modestly in comparison with the response to the North Atlantic financial crisis, despite the fact that the effects
of the current crisis are stronger. For this reason, actions in this field, as on the monetary front, must be
substantially reinforced to tackle the severe economic and social problems generated by COVID-19.

The current economic crisis will be remembered not only for being the worst since the Great Depression
and one in which the domestic policies adopted by the developed countries were ambitious, but also by the
limited multilateral financial cooperation agreed. This is true, in particular, of the measures to support middle-
income economies. The actions in favour of low-income countries have been stronger, but also insufficient.

The regional founder members are Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua, and the regional non-founder members are Panama, Domin-
ican Republic and Belize.
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Clearly, multilateral action has been far from the “whatever it takes” approach to which the G20 Heads of State
committed at the end of March.

In terms of international monetary cooperation, the most frustrating has been the refusal to issue SDRs by the
IMF, the lack of a decision and even proposals to advance the increase of IMF quotas, and the lack of collective
measures to tackle the flight of capital from the emerging economies and to halt the reduction of credit ratings
by the agencies concerned. Latin American countries have benefited from the IMF emergency credit lines,
although with resources that are modest, but can access other credit facilities of that institution if they so
wish. The eight member countries of FLAR also have the possibility of accessing the support of that regional
organization. The crisis must give rise to an initiative to expand the membership of this regional body.

In terms of foreign debt, a diverse approach would be useful which supports ambitious restructuring of foreign
debt of those countries that need it (Argentina and Ecuador, in particular) and create a voluntary supervised
multilateral mechanism for a debt standstill for those countries that require it. In addition, the early recovery
of the bond market of emerging economies since mid-April is good news, and has allowed access to private
funds for several Latin American countries and public sector firms, as well as for CABEI. It should be added that,
beyond the short-term actions, it is essential to put back on the table the need to negotiate the creation of an
institutional mechanism to renegotiate sovereign debts.

The multilateral development banks that serve the region have created various emergency credit lines to tackle
the crisis, streamlining procedures and several of them have allowed rechanneling of some already approved
credits to support measures adopted by countries to tackle the health, social and economic emergencies
generated by COVID-19. The most dynamic has been CABEI, supported by a recent capitalization. The World
Bank has also increased its credits to the Latin America, although they are still lower than those financed by that
institution during the previous crisis. The two principal multilateral banks for the region, IADB and CAF have
also taken important measures, but they face lending limits and need to be capitalized to support the countries
of the region during the crisis in a more aggressive way. As a whole, in terms of resources, the support by the
multilateral banks to Latin American countries programmed to date is insufficient.

It should be remembered, finally, that the economic problems of a wide range of Latin American countries were
already acute during the years preceding the current crisis, and that the slow growth during those years put
a brake on and reversed in part the improvement in social indicators which had been experienced since the
start of the century. Moreover, economic growth in the region has been slower in the past three decades than
during the three decades prior to the debt crisis, and the region continues to be characterized by multiple social
problems, among them having one of the worstincome distributions in the world, The crisis, in addition, will leave
a negative legacy in terms of growth in the world economy and international trade, and fewer opportunities for
Latin American migrants, among other adverse effects.

Over and beyond the crisis, it is necessary, therefore, to reformulate the region’s development strategy, some
elements of which must be a determined drive to scientific and technological development, re-industrialization,
a strong and depoliticized support for regional integration, a firm commitment to the reduction of inequality
and an important contribution to global efforts in environmental matters, both combating climate change and
protecting biodiversity. For all these issues, which go beyond the objectives of this essay, the support of the
development bank system will also be critical.
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The growing crisis caused by the coronavirus pandemic has dire implications for Latin
American societies. As is often the case, the most vulnerable segments of society, especially
those living in extreme poverty, are being hit the hardest. This article identifies strategies
and specific responses designed to achieve three goals: (1) reduce epidemiological

risks to save lives; (2) protect livelihoods; and (3) ensure human capital accumulation.
Epidemiological externalities as well as humanitarian concerns demand universal social
inclusion. In order to protect the health and lives, livelihoods, and the human capital of

the poor and vulnerable, it will be essential to, first, implement targeted and decisive
interventions at the local level that go beyond transferring cash; second, allocate adequate
amounts of resources to fund income support and these other key interventions; and, third,
rely on local actors and grassroots organizations for the interventions to be effective.
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The global COVID-19 pandemic, along with foreign and domestic responses to it, are inflicting severe costs to
society as a whole in terms of both lives and economic losses. Even if the pandemic were miraculously not to
have reached Latin America, the adverse external shocks (falling demand for exports and tourism, declining
commodity prices, shrinking remittances and unprecedented capital outflows) would have hurt the countries
significantly. The pandemic and the measures designed to contain it, compound the negative impact on living
standards in ways that we are still trying to assess given the uncertainty surrounding the timing of the discovery
of a cure or a vaccine.

Although every level of society has been affected, the intensity of the effect has varied widely across social
groups. The pandemic is impoverishing the poor and exacerbating inequality. Informal workers are severely
affected by the lockdown measures.! Low skill workers are not able to work from home. The poor and the
vulnerable,? especially those living in extreme poverty are being hit the hardest, not only in terms of lost
incomes, but in terms of how their life conditions and future are threatened by this whole situation. As the
virus spreads from more affluent districts where it arrived first, it affects populations that live in poorer sanitary
conditions, and suffer from multiple deprivations, which are magnified due to lockdowns.

The current situation calls for urgent actions on multiple connected fronts: (1) the epidemiological, healthcare
and sanitation front; (2) the economic front; (3) the labor market front; and (4) the social protection front. This
paper focuses on one important component of the social protection front, which is to identify strategies
capable of achieving three goals for the poor and vulnerable: (i) reduce epidemiological risks to save lives; (ii)
protect livelihoods; and (iii) secure human capital accumulation. The aim of the paper is to provide a conceptual
framework to guide policy design.

The complex vector of shocks induced by the pandemic shift downwards pretty much everybody’s incomes.
Among other things, for given poverty lines, it will bring increases in the number of poor in official statistics.
A recent report by ECLAC estimates that the number of poor people will rise by approximately 30 million.
Macroeconomic and other measures at this time are (should be) attempting to soften the downward shift of the
income curve. A number of measures are (should be) devoted to soften the employment and income blow on
many affected individuals, including quite prominently those at the risk of falling into poverty. But, for the most
part, those who were already poor will also suffer great income losses, pushing a number of them below the
extreme poverty line. Nearly 16 million people according to ECLAC, could join the extreme poor in 2020 as a
result of the pandemic. Those who were already poor before the pandemic should definitely be given priority
when it comes to income support, but that will not be enough to effectively protect their lives, livelihoods,
and human capital. These individuals, the chronic poor, experience not only income poverty. They also tend
to live in overcrowded homes, lack basic social services, receive poor healthcare and education, and face
various forms of violence and discrimination. This group includes residents of urban slums and other areas of
concentrated poverty, undocumented migrants, indigenous communities, afrodescendants as well as other
ethnic and racial minorities. Within these groups, children, women, the elderly, the disabled, the mentally ill and
those belonging to certain groups such as LGBT face even greater deprivations.

Paying special attention to the poor and vulnerable in the policy response is crucial for three main reasons. First,
because this group is already suffering from multiple deprivations, there is an ethical imperative to prioritize
their needs as they are the ones who can least afford to be hit by the multiple negative shocks detonated
by the pandemic. Second, the negative effects on this group are likely to have long-lasting impact. Modern

News from the United States show that low-income and racial and ethnic minorities are disproportionately represented among the severely ill and the dead.
Surveys collected for Chile and Peru, among others, indicate that the economic impact of the pandemic is felt disproportionately by the urban poor.

In some economics literature, the word “vulnerable” is used to refer to people whose income is above the poverty line but are at risk of falling into poverty
if faced with an adverse shock. Here we are not using the term in that way, but in the standard dictionary sense of “a person in need of special care, support, or
protection because of age, disability, or risk of abuse or neglect.”

www.latinamerica.undp.org | United Nations Development Programme | 2020 71


http://www.latinamerica.undp.org

development literature emphasizes the permanent effects that temporary shocks can have on the lives of poor
infants and children. Circumstances such as child malnutrition, school dropout, and traumatic experiences
occurring at early stages in life, often have irreversible effects. Research on past crises reveals that these long-
lasting effects do exist and are a leading cause for persistent inequalities and low mobility.

In a pandemic, there is a crucial third reason to prioritize the poor and vulnerable. As the virus rapidly spreads,
those engaged in more precarious day-to-day realities not only face a greater risk of contagion but are also
a plausible source of transmission. If these groups are not compensated at least in part for their income loss
during lockdowns, for example, it will be very difficult for them to comply with the restrictions. If tests or the
eventual vaccine are not made widely available and at no cost, the poor and vulnerable are likely to choose not
to be tested or vaccinated. This externality is one of the main arguments in favour of prioritizing these groups
within the context of a pandemic. “Forgetting” to protect certain sectors of society (such as slum-dwellers, the
homeless, undocumented migrants, or the transsexual population), can severely hinder the ability to contain
the spread of the virus. During a pandemic, universal social protection becomes a precondition to achieve
success in combatting the spread of the disease.

Groups at risk of contagion, illness, and death

Older individuals and individuals with pre-existing health conditions are the two main groups at risk of
contracting and succumbing to COVID-19. As for age, the share of elderly people in the population of Latin
America is not large (less than 9%). Regarding pre-existing conditions, however, the situation is worrisome.
Excess weight and obesity are very prevalent in Latin America (nearly 60% of the population) and 10% of the
population suffers from diabetes.®

The Oxford Poverty and Human Development Initiative has proposed three indicators to capture the risk of
COVID-19 infection: a lack of access to safe drinking water; the use of noxious fuels inside the household;
and malnutrition. Following these guidelines, approximately 142 million people are in danger of contracting
COVID-19 in Latin America. That number represents close to a quarter of the region’s population.

Multiple deprivations

Using the international poverty indicator of USD 5.50 per day (expressed in terms of purchasing power parity),
the poverty rate in Latin America is 23%. Nearly 4% of Latin Americans live in extreme poverty (i.e., those at
or below the USD 1.90/day poverty line), and do not earn enough to purchase the minimum amount of food to
have adequate nutrition. Ten percent of Latin Americans (delineated by the USD 3.20/day poverty line) are at
risk of falling into extreme poverty. This percentage is notably higher in some Latin American countries such
as Bolivia, Guatemala and Ecuador.

Income poverty is only the tip of the iceberg in terms of the lives of the chronic poor, however. For most of the
population we are focusing on, poverty is a life condition that implies deprivations in multiple dimensions. Over
80% of those included in the poorest quintile of income distribution work in the informal sector and therefore
have no access to unemployment insurance, contributory pensions, or other benefits. Twenty-two percent
of Latin Americans lack access to safe drinking water; 34% are deprived of internet connectivity, which is so
essential in these circumstances; and, 45% do not have a bank account.

All sources for the figures cited in this text are reported in the longer version of the paper. Lustig y Tommasi_COVID, Pobres y Vulnerables_V Larga Mayo 2020.
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While the severity of poverty is higher in rural areas, about two thirds of the poor live in urban areas. It is
presumed that it will be this segment that the pandemic will strike the hardest. Over 20% of urban residents live
in slums, where conditions in terms of overcrowding and poor habitat are extreme.

The COVID-19 shock interacts with all these inequalities and vulnerabilities

All of the deprivations mentioned above, which give shape to multidimensional poverty, interact, in turn, with
the conditions generated by the pandemic to create a potentially vicious cycle. Many of these vulnerabilities
make people more likely to get infected by the coronavirus, and many of the effects of the pandemic exacerbate
the suffering produced by the deprivations.

For example, living in slums make people more susceptible to become infected and potentially seriously ill
because of overcrowded spaces and of the lack of access to water and sanitation. Labor market informality
is a key aspect of poor and vulnerable people’s lives and it amplifies the effects of the sharp income decline
produced by the pandemic, particularly for people who own few or no assets. Informal workers have no
access to state-sponsored social insurance. And, while in most countries cash transfer programs now exist,
their coverage may be too limited to be an effective instrument to cope with the impact of the pandemic.
Furthermore, the poor not only have very limited chances of having a job that can be performed remotely,
but even if that were the case, they would have a hard time doing so, given the conditions of their homes and
the lack of infrastructure (including internet connectivity). These circumstances feed back on the possibility of
“staying home.” If the poor lack the means to satisfy their basic needs in the short term, they cannot follow the
rules of social isolation. They cannot stay at home if that prevents them from getting their daily sustenance.

Staying at home means enduring a number of hardships caused by overcrowding, the lack of basic services,
and the poor environments in which the homes are located. In addition, education and trust-worthy sources of
information are less likely to reach these families as they lack the tools necessary for connectivity. Moreover,
for this segment of the population, staying at home could cause other problems, and could breed other health
issues, especially given the current health sector scenario in which issues unrelated to coronavirus are not
receiving proper attention. Also, the confinement, boredom, uncertainty, and fear associated with the current
situation could exacerbate family dysfunctions which, in the extreme, worsens domestic violence and child
abuse.

Among the most important vicious-cycle dynamics that the combination of the containment policies and
economic fallout of the pandemic can produce are those affecting the human capital of children. In particular,
undernutrition in utero and at the early stages of life is likely to increase as a result of lowered incomes. Second,
school closures are likely to deeply affect the children of poor households who may find it extremely difficult
if not impossible to continue their education at home due to lack of adequate equipment, connectivity and —
above all- coaching. It is quite likely that children will end up with lower achievements and many might drop
out of school altogether. This year may end up being the one with the largest loss of human capital in modern
history; that loss will be distributed very unfairly, with the poor enduring the brunt of this cost.

As we said in the introduction, our goal is to provide a conceptual framework for an effective policy response to
protect the health and lives, livelihoods, and the human capital of the poor and vulnerable. Defining the income
poor is straightforward. It entails comparing people’s incomes with the country’s poverty line. Anybody whose
income is below the poverty line is classified as poor and belongs to the target population we are concerned
with. To help poor families cope with income losses during the pandemic is also straightforward: governments
should expand existing cash transfer programs (or add new ones if so required).

However, here we argue that other forms of deprivations —beyond lack of sufficient income— require equal
attention. Being subject to violence from a domestic partner or to discrimination in the health system because
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of skin color, sexual orientation or migratory status are deprivations that become exacerbated during the
pandemic. These dysfunctional behaviors cannot be combatted simply through cash transfers. Similarly, the
difficulties that poor children in slums may encounter to continue their education during schools’ shutdowns
cannot be solved with cash transfers. Cash transfers will not produce the type of coaching children need for
effective home schooling. The design of an effective policy response thus calls for an identification of the
vulnerable groups and their particular circumstances. In what follows we briefly provide that for some of the
main vulnerable groups.*

Urban poor. The urban poor, especially those living in slums, face at this time very high stakes regarding
their epidemiological risk, their livelihoods, and their human capital and life conditions. They coincide with
various other categories of deprivation.® They are largely informal workers, with no assets, nor social secu-
rity. They live in overcrowded homes, without water or sanitation. A large fraction of them has no access to
internet. They face pre-existing health situations. Most of them do not have access to the banking system.
Various family dysfunctions are common, which under the lockdown measures can get magnified, to the
point of domestic violence and child abuse. As developed in the following section, for this group staying at
home is very hard.

Women.® Most women are involved in the service sector, which has been especially hard-hit by social dis-
tancing measures. Women are the heads of many single-parent households, which are at greater risk, mak-
ing women more vulnerable to financial instability. Women throughout the region are responsible for a very
large share of domestic chores, which in many cases have increased due to the quarantine. Women are the
main victims of domestic violence, and abuse has gotten worse, as the quarantine has forced families to
lock down together, further raising tensions amongst household members. Additional frictions will arise as
families struggle to make ends meet. Even before the arrival of COVID-19, 15% of Latin American women had
reported suffering from domestic violence.

Children. There are more than 150 million children in Latin America. Nearly half of them are poor. Even
without reference to extreme cases such as children who live on the streets, many of these children face
great vulnerabilities in normal times, and additional ones at this moment. There are children who can find
themselves completely alone due to the death or sickness of a sole caretaker. Many children see their living
conditions worsen due to income problems of their parents. Many are facing difficulties in receiving care
in the current circumstances. Poor children’s schooling is at risk due to school closures. The educational
disadvantage experienced by poor children, teenagers and young adults are worsening, now that they are
isolated in their unconnected homes with their uneducated parents. Many children face several of these
risks and deprivations at the same time. And, especially for small children, any of these temporary situations
might have permanent effects.

Senior citizens. Besides having the greatest chance of dying of COVID-19, the elderly also stand out as a vul-
nerable group from a social perspective. They are highly dependent on others as they are not experienced
in handling technology or communication tools. Some of them live alone, and have difficulties accessing
food, medical care, and medicines due to the lockdown situation.

Indigenous people. Latin America has close to 50 million inhabitants, from over 500 different ethnicities,
who belong to indigenous communities. These communities account for 8% of the total population of the re-
gion, 14% of the poor, and 17% of the extremely poor. In terms of their relationship with the labor market, they
are involved in precarious jobs for low-skilled workers. Indigenous communities also have restricted access
to education and have a first-hand experience with the negative impacts of climate change. Moreover, they

This is not meant to be an exhaustive list. References to other vulnerable groups are provided in the longer version of the paper.
Many of the conditions we describe here apply also to rural poverty.

Another paper in this series will focus on COVID-19 and gender issues.
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lack access to medical centers and basic sanitation, and they have very poor health conditions compared to
non-indigenous people with similar characteristics. Because they do not have sufficient saving capacity and
must rely on daily wages in order to survive, following the isolation rules set by the government is usually
not an option for them.

»

v

Migrants. Migrants, especially undocumented, are often among the excluded and discriminated against.
They tend to work in the service sector, especially in the hospitality industry, which has been hit particularly
hard. Unless they are long-term permanent residents, migrants are not entitled to receive benefits from cash
transfer and other programs. Thus, complying with lockdowns becomes an impossible tax since the safety
net for these groups is nil. This is quite problematic because then these groups become natural carriers of
the virus and can trigger new outbreaks. The problem becomes compounded because in some countries
undocumented migrants do not have access to the healthcare system.

»

v

Other vulnerable groups. The “forgotten” and excluded population includes other groups as well: for in-
stance, the homeless, people in jail, sex workers, and transgender. In designing the policies to contain the
spread of the virus and mitigate the impact of the ensuing economic crisis, policymakers must be as inclusive
as possible. The overriding guiding principle should be what we stated in the introduction: universal social
protection becomes a precondition to achieve success in combatting the spread of the disease. Social pro-
tection here refers to income support as well as support for other dimensions of wellbeing.

To prevent the virus from spreading unchecked and in the absence of robust testing, tracing and isolating
capacity, the most frequently used interventions involve those that keep physical contact between individuals
to a minimum. Most Latin American countries have implemented full lockdowns (quarantines) or milder forms of
it. How are the poor and vulnerable being affected by these containment policies?

What follows summarizes how the lockdown measures and social distancing are impacting the poor and
vulnerable. This assessment is based on the results from a survey carried out in poor urban neighbourhoods in
Argentina and brief reports on additional fifteen countries prepared by UNDP country offices.” Such information
could be a valuable input to help prioritize interventions that make lockdowns and social distancing among the
poor and vulnerable feasible while at the same time mitigating the negative impact on the wellbeing of these
groups.

Below we present the main issues raised. The order is based on the frequency and ranking by which the issues
were mentioned.

» Income. Twelve of the sixteen countries named falling incomes among the main concerns. Reports for ten
of the sixteen countries named falling incomes as the first concern and two report mentioned it as a second
one.Households that depend on the income of self-employed workers are at higher risk than those who rely
on social transfers from the government.®

» Health. Eight of the sixteen countries named health-related issues (access to medication and health services)
among the main concerns. Of the eight, five put health issues as the first or second most important concerns.
There are major obstacles when it comes to having access to much-needed medication and prescriptions.

The Argentina report is based on over 1000 interviews carried out during March 2020. The longer version of this paper provides more details about this study,
which is based on a collaborative, nation-wide effort carried out by nearly 500 researchers who conducted interviews with local sources. That exercise shares the
spirit of defining the relevant dimensions of multidimensional deprivation through participatory processes. The longer paper also summarizes the reporting by
UNDP offices.

In this matter, Argentina, with a fairly extensive reach of non-contributory social transfers, might be one of the outliers in the region.
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Usual services have been restricted, and people who generally have had difficulties with their own health
care are now experiencing even greater difficulties. This is particularly problematic for the children of less
structured families and for the elderly.

Domestic violence. Six of the sixteen countries named domestic violence among the main concerns. There
are some reports that violence has increased more generally since isolation began, both in the streets and
inside households. The high levels of alcohol and drug consumption in some of these districts constitute a
time bomb.

Food supplies. Five of the sixteen countries named access to food among the main concerns. Some diffi-
culties regarding this matter include: i) a lack of adequate provision of supplies in the neighborhood grocery
stores where the poor go to shop; ii) a sharp increase in prices; iii) low levels of income; iv) difficulties expe-
rienced by NGOs, churches, and other local social actors in keeping their usual operations running under
current circumstances.

Discrimination. Five of the sixteen countries mentioned discrimination or exclusion of minorities, migrants or
members of the LGBTIQ community among the main concern.

Overcrowding. Five of the sixteen countries named overcrowding among the main concerns.

Education. While access to education was not included among the main concerns, the in-depth report for
Argentina revealed that virtual classes are not available for everyone since connectivity services are asym-
metrically distributed in these neighbourhoods. The Education Ministry has not been able yet to provide
printed booklets to all children requiring the materials. Since young people have not been able to properly
start their academic year, their situation has deteriorated. Many children do not receive enough parental
encouragement in this area.Dropping out of school is a frequent phenomenon and these temporary circum-
stances might have permanent effects for children and adolescents at the margin.

This section outlines principles, institutional and budgetary recommendations to design and implement
effective policy responses. It also includes a number of specific policy recommendations, many of which are
already being tried out throughout the region.

1. Integrate under a consistent overriding umbrella epidemiological, economic, and social strategies.

2. Prioritize the well-being of the poorest and most vulnerable people in society. This is imperative not only for
humanitarian reasons, but also in order to minimize the impact of epidemiological and economic externalities,
as well as political risks.

3. This should be done with the three goals of
i. Preserving lives

ii. Preserving livelihoods

iii. Preserving human capital

4. The poorest and most vulnerable groups require a special focus, in terms of

i. Income

ii. Direct actions beyond income

iii. The need to complement general policies (health, education, security, communication during the pandemic,
and others) with special actions to reach and integrate them.
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5. This requires
i. Urgent actions in the short term (weeks) to:
» maintain essential flows (income, food)
» avoid negative consequences of circumstances (such as violence, etc.) that cannot be changed in a week
(such as housing)
ii. Strategic investments in the medium term (months)
Designing strong structural responses for the foreseeable future is just as important.
For instance: It is fundamental to invest in connectivity services in the short term, to take advantage of
technological tools that may fill in the gaps and prevent misinformation and a lack of effective communication.

6. When designing interventions, it is vital to take into account the levels of heterogeneity within vulnerable
groups.

7. Use and benefit from the presence of non-governmental actors who work in close proximity to these groups.
It is important to exploit local social networks.

8. Take into account the organizational and budgetary implications of all of the above. Such implications are
explored in the next section.

Asdiscussed above, many communities and groups of Latin Americans sufferfromalarge number of simultaneous
deprivations; in other words, they suffer from multidimensional poverty. These pre-existing situations are
worsened by the COVID-19 pandemic, which puts at risk not only their lives and livelihoods, but also their
human capital. Modern human development theory recognizes that over the life course of persons there are
critical events that might affect them forever — such as the burning of a home, the death of a family member,
inadequate health care during pregnancy, child malnutrition, traumatic experiences, teen pregnancy, domestic
violence, drug consumption, and school dropout. Given the existence of multiple reinforcing dimensions of
deprivation, and given the risks of such disruptive life events, it is of utmost importance that —in normal times
and even more so during the current emergency— public interventions be able to have the necessary focus in
order to assist this vulnerable population in their life situations. For the most vulnerable people, general, top-
down policies are not enough. They require to be accompanied by coordinated efforts, which pay attention
to the specific risks and needs faced by each community, each family, and each individual. Expressed in
public policy jargon, coordination across government sectors and focus on local and individual circumstances
are essential.®

How best to achieve such coordination and focus from an organizational point of view? There are two essential
institutional functions that need to be carried out for the effective design and implementation of policies towards
the chronic poor and most vulnerable. First, it is necessary to have enough physical and social proximity with
the vulnerable communities so as to have their trust, and to be able to act as an intermediary between the
specific needs of the community (family and individual) and the often large and disorganized supply of public
programs.'® Second, it is necessary to have enough coordinating or cajoling capacity with regards to central
agencies, ministries, and programs, so as to be able to have the particular needs of the community properly
addressed in a timely fashion.

While the logic developed here applies more directly to the case of vulnerable populations who share a common geographic location, it can, with some
adjustment, apply to vulnerable groups that share deprivations and risks in spite of not being close in space. Yet, even for such vulnerabilities, often agents who are
close geographically, are crucial for “big” policies to be effective on the ground. In the appendix of the longer version of the paper, the authors describe through
a particular case how networks on the ground can help address and prevent domestic violence. Without these proximate agents, even the best policies on paper
become futile.

The number of programs is large in some Latin American countries and smaller in others. In most cases, programs are not well-coordinated under a common
strategy.
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Different specific governmental structures might fulfill such institutional functions. Countries in Latin
America have governmental units which resemble this logic to various degrees or not at all. Space and time
considerations prevent us from giving full diagnostics and suggestions specific to each case, which among
other things would be conditional on the characteristics of the federal system of the country and the allocation
of functions across levels of government. In general terms, two steps are necessary: (1) identifying which of the
existent government structures are in a better position to fulfill the institutional functions and (2) empowering
the most suitable structures with both adequate resources and strong political backing from the highest level
authority (which in most Latin American countries is the Office of the Presidency).

The two essential institutional functions described above may not be simultaneously fulfilled by any single
particular government agency. In such cases, it may be necessary to elevate the rank of an agency with territorial
reach and put a high-profile figure in charge. An alternative could be the creation of an inter-ministerial group
with one ministry being the primus inter pares and in charge of leading and coordinating the rest. Under the
pandemic, for obvious reasons, the Health ministry has some leadership role at this point but —given the
complex set of trade-offs countries are facing— the mandate of such groups or task forces must go beyond
health considerations.

In broad terms, an appropriate structure includes three crucial layers: (i) an Agency in charge of assisting the
most vulnerable populations, (ii), a corresponding Territorial Units in each poor neighborhood and community,
and (iii) a set of local networks and organizations."

(i) Coordinating Agency.

It is desirable that the coordination of all State efforts aimed at providing social support to poor neighborhoods
and communities be coordinated by an agency in charge of this task. This agency should adjust all general
policies (dissemination of information, epidemic control, income transfers, food, health, security, and education)
to the particular needs of these communities. It should demand from the line ministries the complementary
measures needed in each case. For instance, how to implement preventive measures such as handwashing if
there is no running water; how to continue providing education to populations with little or no internet access;
how to observe stay-at-home measures in overcrowded settings or for the homeless; and so on. It should also
coordinate the Territorial Units in each neighborhood or community. It should gather, through the territorial
units, information regarding the general and specific needs of these populations.

(ii) Territorial Units

The Territorial Units should be located inside each poor neighborhood and community. They will have the main
tasks of:

Coordinating the implementation of all interventions from the national, provincial and local line sectors.
Involving neighborhood networks and local organizations (NGOs, churches, social movements) in identifying
specific urgencies and priorities.

Enhancing the networks of local social actors.

One natural question at this point is what role each level of government should play here. Space limitations
prevent us from going into details since these roles will be conditional on a number of country-specific
considerations, including the vertical allocation of governmental functions and resources, and the state
capabilities at each level. Suffice it to say that, in most of Latin America, the unit that can address the need
of the poor living in slums or of indigenous communities, for instance, is not the municipality. The latter tend
to cover larger geographic areas and must respond to a diverse and heterogeneous group of stakeholders.

In the longer version of the paper, we describe in detail actors, roles and recommendations at various layers from the highest level of government to the local.
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Political economy dynamics and bureaucratic logic make more convenient that these Territorial Units report to
the provincial or even national government and act in coordination with the municipality, but with a more direct
line to centralized resources that for most of the issues of greater urgency are only available at higher levels of
government.

(iii) Local networks and grassroots organizations

The engagement of local grassroots actors is crucial for ensuring that interventions are effective and
appropriately targeted. Cash transfers, regulations and public services are clearly the domain of the State. But
beyond money and public services there are a number of key actions by non-state actors that are a crucial part
of the daily lives of the poor and vulnerable. These include ensuring access to food and clothing, providing
medical and educational assistance and emotional support, and protecting the vulnerable from abuse and
violence, to name but a few. If this sounds as a rather heterogeneous list, that is exactly right! Many local
level organizations such as churches and NGOs as well as individual local social leaders do act as these
multidimensional providers (similar to parents with their children) for many vulnerable families and individuals
in these contexts. That is the case in normal times, and even more so during lockdowns and social distancing.
These local networks are the first point of contact for battered women, children who lack connectivity to access
homework assignments, and people who are stressed out by the current situation.”?

In order to distribute available resources effectively and efficiently, state agencies must rely on these local
actors, who are the only ones aware of the specific needs of each individual child, teenage mother, at-risk
youth, or battered woman, at the time in which essential help is needed.

These truly local networks on the ground in vulnerable neighbourhoods are one crucial example of a broader
principle that should be taken into consideration in this and similar situations: people to people social protection.

(iv) People to people social protection

Governments are implementing new, emergency programs of social protection, but the traditional approach
will =most likely— not be enough and cannot happen quickly enough in most countries for most people. The
pandemic calls for new thinking about social protection, beyond what governments can do. Large corporations,
large foundations and affluent individual philanthropists have an opportunity to show how they can make a
difference in ways unseen before.

But it is not just the richest of the world who can make a difference. The lockdowns throughout the world are
creating a new type of stark inequality: between those who continue to have a steady source of income and
those who do not. People-to-people social protection can also help finance the needs of the poorest and
most vulnerable and compensate the losers in the “lockdown divide.” Examples include, continuing to pay for
domestic service, even without using them. In nonprofits, small businesses, or cooperatives, managers can
negotiate transitional pay cuts or reductions in working hours to keep sources of work intact for everyone,
or at least for lower-income employees. Similarly, landlords who have tenants who lost their jobs might relax
repayment terms and even consider giving them an interest-free loan.

Help can come in ways different from just money. Young people could offer their help in making purchases for
the elderly. Those who have extra time on their hands could offer to virtually mentor other households’ children.
In cities, people might leave nonperishable foods at the door of their buildings for people living in the street.
Those who have extra protective gear can give it to people who deliver packages, to the postman and to those
who pick up the trash. And the list can go on.

The longer version of this paper narrates specific episodes and provides references on this point.
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Most of the actions to protect the poor and vulnerable that we suggest here have some budgetary implications.
Our view in terms of the resources to accomplish these objectives can be summarized in five points:

(1) We need to allocate more resources to protect the lives, livelihoods, and human capital of the poorest and
most vulnerable.

(2) The way money is spent should take into consideration the institutional recommendations described in the
previous section: that is,
» Allocating more resources to governmental units that focus on the most vulnerable.
» Channelling part of the distribution of support and services through NGOs and grassroots social organiza-
tions, and allocating the necessary budget to them.

(3) Part of the required resources are not financial.

Even though budgetary resources are needed, part of these objectives can be fulfilled with political decision
and institutional focus. Doing part of this well is less expensive than it looks. It requires determined political
action to change some bureaucratic incentives as well as intelligence in channelling the resources for better
focus.”

(4) The required additional resources should not come at the expense of cutting down on compensating the
losers whose income was affected by the policies designed to contain the pandemic (even if they are not the
chronic poor).

(5) The combination of sources to finance spending on the poor and vulnerable and compensating the losers
will depend on various aspects of the countries’ situation.

Regarding the last item, the financial resources needed to provide support to the poor and vulnerable (and on
those highly affected by the pandemic more generally) will need to come from a variety sources: international
financial organizations, bilateral aid, international and domestic credit, domestic government revenues and
reallocation of government spending.* The combination will depend on the countries’ specific situation.
Inevitably, part of the funding will need to come from the future: during the current crisis running debt-financed
fiscal deficits has become acceptable.®

However, part of the funding should also come from temporary as well as permanent changes in sources of
government revenues and the allocation of government budgets. The emergency created by the pandemic
calls for cutting down on waste; eliminating inefficient programs and investment projects; reducing spending
on items that benefit disproportionately the nonpoor;'® and aggressively fighting corruption. Whenever
appropriate, salaries of non-essential public servants could be temporarily cut. In countries with a small state
and low social spending, a permanent increase in taxes on wealthy individuals should be considered. Countries
should also consider a pandemic-relief wealth tax.

Admittedly, many of these suggestions, such as taxing the rich, reducing government waste, or reducing some
benefits to the upper middle classes, are likely to face strong political resistance. However, the extraordinary

The remark does not apply, obviously, to things such as cash transfers; but it does apply to various other interventions, such as protecting women from domes-
tic violence, or focalizing well to avoid child malnutrition.

As stated above, part of the relief might come from voluntary social protection across people. This might include voluntary agreements lead by the government
by which the richest individuals and companies finance specific initiatives necessary at this point.

Clearly, countries with a dire fiscal position previous to the shock or countries whose currency is the dollar, for example, will be more constrained.

These include subsidies to rich firms and individuals, but in some cases also spending favoring the middle and upper middle classes.
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circumstances created by the pandemic present us with a unique opportunity to work towards a fairer and more
efficient social contract.

In this section, we present a series of specific recommendations organized in two broad categories: 1) reducing
exposure to the epidemiological risk of getting sick and death and 2) protecting livelihoods, human capital, and
the provision of basic services. The list of measures is not meant to be exhaustive, but we hope they address a
wide range of the multidimensional deprivations and challenges faced by the poor and the vulnerable especially
during the pandemic.

We are aware that many of these measures are already being implemented in the region. An analysis of the
challenges that governments face and the success and effectiveness in accomplishing what these measures
are designed to attain is beyond the scope of this paper. A natural sequel to the framework presented in this
document should identify good and bad practices in shielding the poor and the vulnerable from the multiple
painful shocks that the pandemic befell them.

(i) Reducing exposure to the epidemiological risk of getting sick and death

During the state of emergency
Design suitable communication strategies. Information campaigns should be as transparent as possible and
match their audience’s realities. It is important to bear in mind that each community has a different compli-
ance level with regards to lockdown measures.
Plan strategies that involve marginalized groups in urban areas and indigenous communities. Authorities
should prevent the virus from spreading, while avoiding any sort of discrimination along the way.
Guarantee access to clean water, soap and other essential products —such as masks— that are needed for
prevention.
Guarantee access to income, food and first-necessity products. This is crucial for making the stay-at-home
restrictions viable.
Insure connectivity in marginalized areas. This is imperative to be able to communicate with support net-
works in real time, to report violence or crime, to provide alternative activities for children and youth, and,
in some cases, might facilitate some income generating activities. This might include providing some equip-
ment to key spokespersons within the community.
Utilize spaces other than hospitals, such as schools or hotels, in order to successfully isolate COVID-19 pa-
tients, or those exhibiting similar symptoms.
Design strategies to safely move patients who are in need of special medical care from one medical facility
to another. This means that additional funds should be invested in transport, such as ambulances, particu-
larly in rural areas.

After the state of emergency:

Give free access to COVID-19 tests to the poorest and most vulnerable groups of society.

Keep opening new isolation centers to allow people who may be infected to be secluded.

Guarantee access to safe drinking water.

Make sure that marginalised groups own technology devices that allow them to be tracked. This will help
avoid a new COVID-19 upsurge, as well as improve all-around communication through connectivity.
ICT-based financial inclusion. Granting access to bank services and debit cards will not only make transfer
deliveries more efficient but will also give authorities an inside view of the economic impact of the virus
outbreak.
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(ii) Protecting livelihoods, human capital, and the provision of basic services

Access to income, food, and services:

Transfers. We recommend providing monetary transfers that allow the poor to reach a minimum consump-
tion level, especially those not covered by previous programs. Another complementary alternative is the
use of food coupons (more recently, debit cards, to be used for purchasing food), an important challenge for
governments in the current circumstances is how to quickly expand coverage to include among beneficia-
ries the poor who were previously excluded as well as the new poor given that both groups are not part of
the administrative registries of existing cash transfers programs.

Temporary employment programs. We recommend hiring the currently unemployed workforce to do tasks
requiring similar skills in the sectors that have high demand today, such as sanitizing transport vehicles or
public spaces, guarding and providing various services to hospitals and doctors, or working on food distri-
bution.

Direct food distribution. Attention should be given to optimizing the protocols and materials to minimize hu-
man contact. This should be done by supporting existing grassroots organizations.

Tax cuts or deferrals. For instance: Taxes on international transfers or remittances (below a certain amount)
should be temporarily eliminated.

Prevent cutting of basic services like water, electricity and Wi-Fi to vulnerable households.

Mitigation of domestic violence: Additional policies to deal with domestic violence should be quickly
designed and executed. Standard procedures should be implemented to identify and stop violent episodes
from happening. For instance, victims must be guaranteed access to confidential spaces to alert authorities.
Here again, grassroots organizations and local networks should be key players, and local government officials
should be made accountable for implementing quick solutions.”

Keep on educating: Education must be continued through online courses whenever possible. Communication
companies should begin to offer special packages as part of their services in order to allow free or subsidized
Wi-Fi services for educational use. If internet-based education is not an option, using more “old-fashioned”
technology such as TV or even the radio should be explored. As part of the people-to-people social protection
initiatives described above, retired teachers and other individuals could volunteer their time to offer coaching
and mentoring to disadvantaged children and youth.

Insure access to health and medication beyond COVID-19: Healthcare services and medicines should continue
to be provided. Adequate protocols to “separate” patients with symptoms that might be related to COVID-19
are essential, but much of health care cannot be postponed, especially for these populations. These vital health
care services include vaccination, treatment of infectious diseases, care of sexual and reproductive issues
(including anticonception), dispensation of medicines for chronic and mental illness, emergency surgery, and
care for victims of violence and accidents. For these populations, and especially during quarantines, proximity
is of essence. The services offered by existing neighborhood primary health care units should be enhanced,
including the extension of operating hours.

Attention to especially vulnerable groups: The impact of crises such as this one are twice as devastating
for groups who, on top of being poor, suffer from special problems or risks, such as children, at-risk youth,
undocumented migrants, or transgender, homeless, or imprisoned people. In some of these cases, all around
Latin America, non-profit organizations play a key role in easing and addressing their difficulties. Those efforts
should be supported and promoted.

Case studies buttressing the last point are provided in the longer version.
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The COVID-19 pandemic is disproportionately affecting the poor and vulnerable in terms of their health
risks and life conditions.

These people suffer not only from income poverty, but from many other deprivations.

The utmost priority should be given to mitigating the impacts of COVID-19 on
i. the health and lives,
ii. the livelihoods,
iii. and the human capital of the poorer and most vulnerable members of society.

This should be a priority:
i. For ethical reasons
ii. Given the pandemic’s potentially irreversible effects on human capital
iii. Given the epidemiological externalities. During a pandemic, universal social protection becomes a
precondition to achieve success in combatting the spread of the disease.

This will require allocating adequate amounts of resources to fund income support and other key
interventions.

Not only budgetary, but also political and institutional priority should be given to these tasks to ensure their
energetic and resolute implementation.

A large part of this targeted and decisive interventions should take place at the local level.

Although governments are crucial actors on all of these fronts, they must collaborate with grassroots
organizations in the field in order to truly and effectively reach the poor and vulnerable.
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Lessons from COVID-19
for a Sustainability Agenda
in Latin America and

the Caribbean
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This document explores the challenges for the region in terms of a possible sustainability
agenda that could emerge as lessons from the COVID-19 pandemic. Economic recovery
after the ravages of the virus will be one of the greatest challenges that humanity has ever
faced. However, we have an opportunity in front of us of a throbbing economic recovery

in a more sustainable path. The document is divided into three sections.! The first section
includes a compilation of the immediate impacts that the pandemic and government
measures have had on household and firms behavior, and how they have been reflected

in some environmental indicators that are observable today. Building on that pre-pandemic
baseline, and reflecting on the lessons associated with these shocks, we focus on a series
of public policy recommendations that might be explored to take as much as possible
advantage of this sudden disruption. This window of opportunity for reconfiguring economic
and social activities might be supported by eventual changes in individual preferences and
by the ways in which production factors are organized to generate goods and services that
have had environmental impacts on the wellbeing of the population and ecosystems. This
is an opportunity to take advantage of this crisis, given that we have already had to endure
the costs of seeing the pandemic’s impact on economic activities affecting the environment,
by exploring the possibility of doing things differently when reactivating the economy. By
following a more sustainable path, we will be able to reap the social benefits of continuing
with better preferences, consumption patterns, and better technologies that can keep
environmental costs low.

This document is complemented by another one prepared by the authors, entitled “Latin America and the Caribbean: Natural Wealth and Environmental
Degradation in 21st Century”, where we examine recent history and the current state of the region’s principal indicators associated with its natural capital and its
environmental degradation processes.
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“Whatever it is, coronavirus has made the mighty kneel and brought the world to a halt like nothing else
could. Our minds are still racing back and forth, longing for a return to “normality”, trying to stitch our future
to our past and refusing to acknowledge the rupture. But the rupture exists. And in the midst of this terrible
despair, it offers us a chance to rethink the doomsday machine we have built for ourselves. Nothing could
be worse than a return to normality. Historically, pandemics have forced humans to break with the past and
imagine their world anew. This one is no different. It is a portal, a gateway between one world and the next.
We can choose to walk through it, dragging the carcasses of our prejudice and hatred, our avarice, our data
banks and dead ideas, our dead rivers and smoky skies behind us. Or we can walk through lightly, with little
luggage, ready to imagine another world. And ready to fight for it.”

Arundhati Roy, “The Pandemic is a Portal”. Financial Times, April 3, 2020.

The SARS-CoV-2 virus made its public debut in the province of Wuhan (China) in December 2019, and four
months later it had already spread across the globe (WHO, 2020). This pandemic has provoked unprecedented
economic and social costs in a very short time, including its obvious cost in human lives. The UNDP “COVID-19
Policy Documents Series — Proposals of solutions for the crisis” aims to contribute to the debate with proposals
to guide the region into taking a path of inclusive progress and wellbeing. The current document seeks to
propose a series of reflections and paths of action that also open up opportunities during the recovery phase
of the economies in Latin America and the Caribbean, taking into account the environmental sustainability of
such paths.

Part of the economic recovery after the pandemic will need to include strategies that take into account the
environmental threats that we have been facing, from the local aspects of life in urban and rural households to
the challenges of climate change that the region cannot avoid. In this document, we believe that, as the adage
goes, no crisis should go to waste, and we offer a light of careful optimism that we will be able to reorient our
path toward a new normality.

We can take advantage of this pandemic to take decisions with a structural response to the region’s sustainability
challengesinvarious aspects of the public sphere. Inthis document, we wantto go one step beyond any euphoria
or skepticism about what SARS-CoV-2 may be generating in the environmental dimension. The feeling that the
planet is taking a breather may lead us to stray from the central purpose of the public policy discussion on a
sustainability agenda. First of all, we must beware about over-interpreting anecdotal mentions of apparently
more frequent visits from wildlife in public areas and urban parks that were previously dominated by humans,
although these general perception have helped to remind us that we share urban and rural ecosystems with
a biodiversity that has undergone the pressures of transformations generated by material economic progress.
Secondly, we must also be cautious of this favorable conditions to environmental degradation process due
to the necessary redirection of public resources and governmental action towards health care because the
pandemic. lllegal mining and deforestation processes are threatening protected areas and valuable ecosystems
throughout many territories in the region, and especially in tropical forests. The FCDS estimates that, as of April
15, nearly 75,000 hectares had been lost in the Colombian Amazon, in contrast with a reduction in such loss
in 2019.' Legal mining also is threating the ecological integrity of some valuable ecosystems, especially in high
mountain territories with an important hydrological role in the tropical Andes or, in tropical rainforest areas
with adverse effects on indigenous populations and biodiversity with high levels of endemism. The sudden
reduction in eco-tourism activities in many protected areas creates a pressure on local communities in favor of
extractive activities in order to find some kind of sustenance and cope with the economic crisis. In the midst of
these extremes of euphoria (e.g., apparently bluer skies or wildlife visiting environments visible to humans) and

fcds.org.co/reporte-deforestacion-amazonia-colombiana-2020
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pessimism (e.g., increased deforestation and arson or extractive activities), we also observe clear processes of
the impacts reduction of economic activities over air or water quality, due to the sudden drop in transport and
industrial activities that have reduced emissions into the atmosphere and water bodies.

The decisions made during this third decade of the twenty-first century are critical for the future of the planet
(IPCC, 2018) and the pandemic should not postpone that urgency. If anything, it should speed up proactive
climate and environmental actions. Although many governments have made efforts to legislate policies in
line with the goals of the Paris agreement (Nachmany, 2019), we are still far away from the path that would
lead us to achieving them. However, the rapid spread of this new virus and its effects on health have led to
the implementation of prevention and containment policies that generate an unprecedented disruption that
is affecting behavior, economies as we know them, and our impact on the environment. We see a window of
opportunity as a result of this disruption, since it has allowed us time to reflect and also to see that changes in
behavior and technology can generate different positive impacts on ecosystems. We can achieve a planetary
impact to the extent that the recovery of the economy is redesigned with strategies to achieve changes in
consumption patterns and technological processes, that consume resources and energy, and generate impacts
on the environment. The International Monetary Fund itself is encouraging a greener economic recovery,
based on government actions to limit emissions, right carbon pricing schemes, and generate financing
mechanisms for infrastructure and relief for more sustainable activities.? The report of the Global Commission
on the Economy and Climate, entitled “The New Climate Economy”, calls for accelerating the pace of change
in the economy with substantive decisions about carbon pricing, investment in more sustainable infrastructure,
reducing pollution, and creating green jobs, continuing with the idea of generating sustained growth.3 A recent
study, with the participation of Cameron Hepburn, Nicholas Stern, and Joseph Stiglitz, asks whether fiscal
economic recovery strategies are going to slow down or speed up a possible change in economic models,
based on interviews with economic teams and central banks around the world, suggesting that investment
strategies in green infrastructure, technological transition, and investment in natural and human capital, with
education and training, will be essential for a sustainable recovery (Cameron et al., 2020). The most affluent
societies, and the most affluent groups in society inside emerging economies, have a responsibility to see the
effects of their consumption patterns on the rest of society. Such emulation, legitimized from the perspective
of people’s freedom to choose consumption patterns for their way of life, cannot be ignored the responsibility
of their market decisions’ impact on the rest of society and the spillover role of these patterns on other society
groups when their incomes grow. The great achievements in reducing poverty in the world, whose the Latin
American and Caribbean is a great example, bring with them this emulation process of those who lifted out
poverty to consumption patterns, and hence results in industrial production to supply those needs, with direct
environmental consequences. The consumption patterns of the most affluent not only have an impact of their
own, they also affect, through emulation and social norms, the consumption patterns of those who aspire to
these levels of material prosperity, adding to the pressure on ecosystems (Wiedmann et al., 2020).

This pandemic has brought a sudden halt to many of these consumption and production activities and it
is giving us time for reflection. Times of economic slowdown and recession usually result in a drop in CO2
global emissions (Peters, G; Marland, G; Lé Queré, C; et al, 2012) and a different pattern is not expected in this
pandemic. In fact, the Climate Action Tracker (2020) estimates a drop in CO2 emissions of 4%—11% for 2020
and 1%—9% for 2021, compared to emissions in 2019. However, the trends in previous post-crisis periods show
a rebound in GHG emissions and other environmental impacts can be a result of economic recovery (Jotzo et
al., 2012).

However, several aspects of the SARS-CoV-2 crisis are different from the last 21st century’s economic crises. In

particular, this pandemic has significant and unprecedented changes in society, opening up new opportunities
for structural change as part of recovery strategies that avoid a returning to the old model of economic growth.

For more, see IMF (2020)

For more, see New Climate Economy (2020)
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In other words, taking advantage of these changes and making them part of health and economic stabilization
measures in order to create a new, more sustainable normality can result in development paths for the region
that respond to the challenges of the new century. Goldberg (2020) suggests that this pandemic has already
generated technological and cultural disruptions due to isolation that we should take advantage of. Air and
land transportation, e-work, and e-learning have forced us to reevaluate how we will be able to operate in the
future. Some will adapt better than others, and public policy, as Goldberg suggests, will have to act to protect
those who most affected.

In the next section (Part ), we present the disruption’s changes caused by the pandemic in some environmental
indicators for which we have empirical evidence. In Part lll, we propose a serie of window of opportunity for
the region and, based on the current situation* and learning from this “natural experiment” with COVID-19 (Part
I), policies for cultural technological, and economic change might be implemented that make it possible to
redirect economies towards a more sustainable path.

Pandemic prevention and containment measures taken by governments have produced drastic changes in the
behavior of the world’s population. In particular, this is due to confinement and social distancing measures that
have paralyzed ‘non-essential’ activities, which represent up to 50% or more of economic activity (Ocampo,
2020). With the halt to these activities and compulsory social distance significant reductions in emissions have
been achieved in just a short period of time, especially from cities. With more than 80% of the Latin American
and the Caribbean population living in urban centers, the consequences of changes in economic and social
activities in the cities can have significant impacts on the consumption of certain goods, the use of private and
public transport, emissions to water bodies, energy consumption in commercial and industrial sectors, waste
production, air pollution, and greenhouse gases emissions.

Air quality has become one of the symbolic aspects of the “respite” that the COVID-19 has provided in people’s
daily lives. During this last century, the region’s demographic transition process has also implied an increase
in economic activities in these areas, which generates pressure on air quality and the need to provide public
services, such as drinking water and power, in the cities.

Air in downtown Bogota before and after the pandemic

February 6, 2020, am. i June 20, 2020, am

See Leon & Cardenas (2020) “Latin America and the Caribbean: Natural Weatlh and Environmental Degradation in XXI Century.” UNDP.
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This Bogota picture with its pollution strip on the horizon, days before the beginning of quarantine measures
in the city, is just an example of many other cities in the region, with an increased urbanization and use of
cargo and passenger transport (the main source of emissions), have seen a cleaner air views after lockdown
measures. On the right side, there is a picture of the same place in the city at the same time, but after almost a
hundred days of confinement. The data that we will show later on shows the changes in air quality in this and
other cities in the region.

Based on high-frequency data such as the Google mobility report and data from air quality sensor networks in
different cities, we have been able to estimate some sudden changes in activity in these cities and their effects
on some environmental indicators. We start with air quality data to get an initial idea of the measurements
that have been collected by public and citizen networks monitoring air quality in Latin American cities. We will
use the averages of the medians in the same weeks of the previous year as a counterfactual, but we will also
compare data for the weeks before and after the first cases of the virus were reported and the beginning of the
confinement measures.

The following figures show, for the cities capable of generating this data,® the measured daily median for
median daily concentration of PM2.5 and PM 10, as two of the most significant indicators of air quality and also
of health due to its serious consequences. In these cities, we compare the average of the weekly medians for
2020 compared to the same weeks in 2019. The colored areas represent the “gains” in air quality as long as
the blue line (2020) is below the area. If it is compared to the weeks prior to when the confinement measures
were decreed, it would reflect improvements in air quality attributable to a reduction in the polluting activities
being analyzed.

Weekly median of daily concentrations of PM2.5
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December 4, 2019, and December 5, 2019, respectively.

See Appendix 2

www.latinamerica.undp.org | United Nations Development Programme | 2020 89


http://www.latinamerica.undp.org

Weekly median of daily concentrations of PM10

Bogota Buenos Aires Lima
80—
T o0~ : : I
3 i i i
e A /2 = =
z 40~ N/ \\/ ol = 1 Z
/ 7/~ |\ L / A
5 AL N\ A E / AVASE- J
c \ = E / ~ z
s 20— = / \/ ~ = / =
3 E \ \ L/ BN \/\/\/; E
£ = = =
§ o- £ £ £
8
2 Mexico City Quito Santiago
g 80—
5
3 = = L
E = = = w/
5 e z z L E
5 A ~CSA N = AN ANYAS
% w0l N A2 A Nz L
£ z \ A \S =
> = \ = S
: : AVI :
2 20- = = =
£ / L
= = \ =
0- E E E
I | I I J I | I I | I | I I |
0 5 10 15 20 0 5 10 15 20 0 5 10 15 20
2019 weekly median — 2020 weekly median Difference between 2019 and 2020
First confirmed case of COVID-19in the country ~ —  Obligatory preventive isolation

Source: World Air Quality Index (2020). Weekly data from Monday to Sunday. There is no data available for Guatemala City, San Jose, San Juan, San Salvador, and
Willemstad.

From this data, we can see that the possible “gains” in air quality associated with confinement vary greatly from
city to city, most likely because there are atmospheric and geographic conditions in each city that affect the
possibility of changes in air quality due to changes in their citizens’ behavior. Similarly, other events than the
pandemic can alter air quality, such as in the case of Bogotd, where forest fires in the region to the east of the
city gave rise to the presence of particles in the city’s air, due to the wind direction.

Changes in citizens’ movement and transportation can be estimated from the information in the Google Mobility
Report (2020) by comparing it with the same reference period for the previous year. In the following figure
we show, on the vertical axis, the percentage change from the baseline.® Positive values represent a greater
frequency of citizen travel or reporting from locations in regard to these activities, and negative values mean
reductions in such reports. In general terms, there is an evident increase in the amount of time spent at home
and a decrease in trips to stores, public parks, workplaces, and transport stations, which is consistent with
confinement measures. These measurements are shown below for the capital cities in the region with available
information. For each one of these, we have included a dotted line that marks the day when the first positive
case of COVID-19 was reported in each country and a solid vertical line that marks the day the lockdown
measures ordered by the authorities started in each case.

Among the most interesting patterns that we can observe in the data is the shift in mobility towards residential
spaces and the reduction in the presence in shopping and public areas, even before the authorities decreed
confinement measures.

In the same figure we observe that the change in the air quality reports, based on the daily median concentrations

of PM2.5 and PM10, varies greatly from city to city. While in cases such as Bogotd, Buenos Aires, or Lima
there have been moderate reductions in pollution since the arrival of COVID in these countries, cases such

Google Mobility Report (2020) takes as baseline days before February 16th.
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as Santiago and Mexico City —cities with historically worrisome levels of air pollution— seem not to show any
changes attributable to the reduction of economic activities as a result of the pandemic.
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Retail sales and recreation — PM 2.5
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Retail sales and recreation — PM 10
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During 2019, Latin American cities topped the traffic and congestion rankings. Bogota is the city with the most
traffic congestion in the region and the third in the world. It is followed by Lima (7th in the world) and Mexico
City (13th worldwide). The confinement measures and the population’s fear of contagion have generated a
substantial change in the levels of congestion in terms of excess time dedicated to transportation when it is
compared to trips during non-congested off-peak hours. The following figures show this drop for all the cities
for which information is available.
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Traffic congestion’ levels in cities for an average day in 2019 compared to congestion during the week
of May 10 to May 16, 2020.
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The available data on changes in behavior and economic activities focuses on what has been observed in
the cities. We should remember that not only do a large percentage of people live in urban areas today, but
that is also where we find consumption and pollutant expulsion processes that affect the health of urban and
rural ecosystems. Having said this, we are not unaware that, associated with these times of the pandemic,
there are processes of environmental degradation in rural areas, where the region’s wealth of natural capital is
associated with activities oriented toward the expansion of the agricultural frontier by means of deforestation,
in addition to mining, which is illegal in many cases, taking advantage of the government’s attention being
concentrated on the health sector crisis.

What we can conclude from this data analysis is that, throughout the period marked by social isolation health
measures and people’s own fear of exposing themselves to infection, changes have occurred in activities that
are associated with processes having a negative environmental impact, including pollutant emissions from the
use of transportation, manufacturing production, and power consumption in general. These abrupt changes
in day-to-day activities have had an enormous economic impact on employment, production, and companies’
income and earnings, and have implied a change in households’ daily routine, especially for those who do not
have the option of working online or who, due to their degree of informal employment, have lost their means
to make a living. However, the reduction of these economic activities may also be having a positive impact on
important aspects of the economy, health in particular. Cicala et al. (2020) estimate certain reductions in deaths
and respiratory diseases. By making use of cell phone and mobility data, they estimated changes in ground
travel between February and April this year in the United States. For electrical power use, they used data
on changes in consumption per hour during the same period, and therefore of emissions derived from such
consumption. With these emission estimates they were able to calculate reductions in PM2.5 particulate matter
and then estimate certain reductions in respiratory diseases associated with these emissions and pollution.
With a reduction in mobility of about 40% and a 6% reduction in power consumption, they were able to estimate
a reduction of 360 deaths per month associated with exposure to PM2.5, compared to an average of 1,500

The level of congestion in a city determines the extra time that a journey takes due to congestion. For example, the average level of congestion in Bogota was
68% in 2019. This means that a 30-minute journey without congestion took an average of 50.4 minutes, due to the level of traffic congestion in the city.
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deaths a month in that country. Furthermore, their calculations suggest that the pandemic and associated
mobility restriction measures, either self-imposed or regulated by the authorities, might be contributing to a
19% reduction in CO2 emissions per month, just in relation to driving vehicles and consuming electricity.

Another factor that also influences city air quality is forest fires in rural areas. During the first days of confinement,
in countries like Colombia, the improvement in air quality was not immediate because forest fire that began to
go off.

Environmentalists have emphasized that preventive isolation and social distancing policies in the region have
not stopped deforestation there. Experts point out that the pandemic may halt, or even reverse, government
efforts to control deforestation (Open Democracy, 2020). The following map shows the hotspots® in the region
between May 13 and June 13 of this year. In particular, northern Colombia and Venezuela show a strong
presence of forest fires.

Fire hotspots between May 13 and June 13, 2020

Source: VIIRS — FIRMS (2020)

An analysis by Open Democracy (2020) indicates that forest fires have grown by more than 200% compared
to last year’s rates in the same period. The same report pointed out that deforestation in April 2020 increased
by 64% in the Brazilian Amazon. Given the season of the year, this growth in forest fires is alarming since the
Amazon region is currently experiencing its rainy season and river flooding, which helps prevent the spread
of such fires. However, when drought comes to the region, the impact of forest fires will become particularly
worrisome due to the spread of uncontrolled fires.

Because of the pandemic, much of the media’s attention has been diverted away from environmental issues.
As the COVID-19 pandemic continues and without media warnings about deforestation, the decisions made by
governments may be perverse® and especially harmful to the environment. Although the pandemic has slowed
many economic activities and generated a feeling of overall environmental wellbeing, this relief continues to
only be temporary. There are still sectors of the economy that have not shut down, but when the pandemic is
over, the lack of intervention during this period may exacerbate the climate crisis.

A fire “hotspot” is an area of 0.25 x 0.25 degrees where there have been more than 100 forest fires alerts in the previous month.

On April 22, 2020, a recording video where the Brazilian environmental minister pointed out to President Bolsonaro that he should take advantage of the fact that
the media is concerned about the pandemic to make changes to environmental laws that in a normal situation would be highly questioned in court (Globo, 2020).
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Land use, changes in land use, and forestry are areas of great importance for climate change mitigation.
In contrast to urban areas, extensive areas of forest are usually inhabited by ethnic communities and are
designated as protected areas. Such protection and conservation have blocked human access, in one way or
another, to such forest ecosystems. These measures have also represented protection for carbon stocks in the
forest biomass that, if exploited through deforestation, would accelerate the planet’s current climate change
process.

Latin America and the Caribbean have played an important role in generating sources of renewable energy.
Currently, more than a quarter of primary energy sources in the region are renewable, more than double the
world average. However, the halt to normal daily activities implies a slowdown in consumption, and although
household activities have increased, this does not compensate for the decline in energy consumption in other
sectors, such as transport and industry. The stricter the containment measures and the measures restricting
commercial and industrial activities, the greater the impact on energy. The following figure shows the impact
on electrical energy consumption in the region, which, although it does not contain information on other uses
of energy, may serve as an indicator of their expected behavior.

Declines in electrical consumption in the region
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Taken from La Republica (2020). Data from March 23 to April 26.

Before the COVID-19 outbreak, the IEA (2019) forecast a growth in renewable energy of about 3% in the
world, led mainly by the new biofuel policy in Brazil. However, during this pandemic, two of the largest biofuel
markets, Argentina and Brazil, have faced a drop in demand and therefore in prices in their domestic and
foreign markets. It affects this sector whose technology is relatively expensive. Also, fossil fuel prices have
fallen, making biofuels less competitive. It should be noted that this type of energy is a source of economic
growth and employment in rural areas. The crisis in the sector strongly affects the region, especially in terms of
energy security, emission reductions, and economic development and employment' in rural areas dependent
on this sector (Berkenwald & Le Feuvre, 2020).

We should not ignore the fact that, although the reduction in economic activities may be contributing to

lower environmental and health costs, this is not a stable or sustainable situation given the dependence of

According to the Brazilian sugar industry association (UNICA), this sector provides at least 2.3 million direct and indirect rural jobs.
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households on these activities to support their livelihood. However, this change in everyday life has also shown
that the relationship between economic activity and environmental impact invites us to reflect on the possibility
of generating changes in behavior and production functions that might open windows of opportunity. That will
be the purpose of the next and final section of this document.

The challenges ahead for the region are immense, but so are the opportunities for being able to go forward
in the right direction (See Ledn and Cardenas, 2020b). The 2019 Sustainable Development Goal (SDG) Index
for Latin America and the Caribbean (CODS, 2020) has just been published, making it possible to analyze
the current situation, trends, and progress in the 2015-2019 period for most of the region, wherever it was
possible to obtain data. In regard to several of these indicators directly associated with our central theme of an
environmental agenda, we see opportunities for reinforcing positive trends or altering negative ones. This is
the case with SDG 3 (Good Health and Wellbeing), SDG 6 (Clean Water and Sanitation), SDG 7 (Energy), SDG
11 (Sustainable Cities and Communities), SDG 12 (Responsible Consumption and Production), SDG 13 (Climate
Action), and SDG 15 (Life on Land).

Trend table by country for the 17 SDGs (Taken from CODS, 2020)
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When countries find ways of adapting to the pandemic by managing contagion, physical distancing, and economic
reactivation, many consumption, transport, production, and polluting activities will reappear. However, we
are learning important lessons from the pandemic. The most important one is that changes in daily behavior

www.latinamerica.undp.org | United Nations Development Programme | 2020 96


http://www.latinamerica.undp.org

at home, and changes in production or transportation technologies —to mention two examples of great relevance—
can generate changes in the impact on the environment that could produce social and economic benefits
with possibilities for changing the path of development. In addition, changes in public policies on the part of
the authorities will depend on the support they have among the citizenry in terms not only of consumption
preferences but also as voters.

In order to promote changes in consumer and voter behavior, citizens who are aware of environmental
problems are needed. The Center for Sustainable Development Goals for Latin America and the Caribbean
(CODS, the acronym in Spanish) carried out a survey in 2019 of more than four thousand inhabitants of twelve
cities in seven countries in the region. We find some clues in this survey about citizens’ feelings about the
environmental challenge. The data suggests that there is a correlation between the severity of the problem
and feelings regarding the severity of the problem that affords us some hope for a possible change in the path
of development if it is possible to achieve an alignment of several forces that we will discuss in this section.

To consider citizens’ preferences, the horizontal axis of the following figure represents the answers to the
question “Do you think that the government should give priority to preserving the environment or generating
more employment?”, expressed as a percentage in each city that answered in favor of the environment over
employment. Since it is a question with only two options for the answer, it is a reflection of priorities regarding
a clear dilemma between two very important objectives. On the vertical axis is the most recent measurement,
prior to COVID-19, of the air quality for the respective city.

PM2.5 pollution (pre COVID-19) and preference for preserving the environment over employment
(CODS Survey 2019)
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Source: World Air Quality Index (2020) and CODS survey (2019)

Given this scenario, we have the possibility of finding political support to implement effective policies to create
a more sustainable path for the region, thanks to learning from the shock that SARS-CoV-2 has generated in
so many dimensions of society. The lessons about the relationships between economic activity and the health
of urban and rural ecosystems and their effects on the quality of life for households are beginning to emerge.
Air quality can change in a very short time if the technologies involved in industrial activity and citizen mobility
change. Large city water systems are seeing a reduction in their wastewater treatment costs, which shows us
the economic benefits of a conversion in treatment technology and industry processing. Urban green areas
that have served as habitats for species that find it difficult to adapt to urban life send us signals that euphoric
citizens report on through their social networks, as proof of their appreciation for environmental services that
could generate wellbeing if significant investments are made in conservation and environmental education.
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To the extent that economic activities that have been abruptly halted, and which therefore have had a positive
impact on certain environmental indicators, can maintain their low environmental impacts, we will be able to
explore structural changes in consumption, technology, and their effects on the environment. The use of more
sustainable modes of transportation which may also afford a lower rate of contagion, such as cycling and
micro-transport modes (e.g. skateboards), are good examples of this proposal. The economic costs of curbing
these activities have been enormous. This unexpected experiment shows us that, with changes in behavior
and technology, we can generate a better relationship between economic activity and the environment, to the
benefit of society’s wellbeing and sustainability.

As more data emerges on changes associated with this natural pandemic experiment, we will learn more
about the relationships among the natural environment, individual preferences, and how different technologies
improve not only economic efficiency but also ecological effectiveness so as to maintain the capacity of natural
capital to sustain life and the economy. New data emerging from these pandemic months will make it possible
to calibrate models to estimate the benefits and costs of promoting changes in individual consumption or
promoting technological changes for a reconversion of technologies that affect water bodies, the atmosphere,
or the air that we breathe.

In this regard, we have identified a series of proposals that might be considered by policymakers at the local
and national levels in the countries of the region. Each one of these measures is going to have a different
political, legal, economic, cultural, and even geographical context and so we should not be led to infer that all
of these measures should be applied as a template for action without considering these particularities in each
case and time. We propose that they can be read as windows of opportunity to reflect on the possibilities of not
returning to a “normality” that was generating significant environmental and social costs.

An example of taking advantage of these windows of opportunity is the decision by cities like London to
encourage increased use of bicycles as a measure representing a combination of strategies to reduce
contagion, thanks to social distancing, and therefore reduce congestion in mass transport systems, which
in turn reduces emissions and pollution from traditional forms of mobility. With a planned investment of $2.5
million dollars for the UK’s post-COVID transport strategy based on walking and cycling as means of mobility,
resources and public areas and roads will be redirected so as to prioritize these forms of mobility, which may
also help to facilitate social distancing rules on public transport.

The windows of opportunity that we list below are part of the possibilities arising from the lessons of the
disruptions that COVID-19 provoked in both life at households and in firms.

Considering that there is a clear causal relationship between modes of transportation, air quality, and human
health, the possibility of generating changes in people’s daily transportation practices opens a window to
generating structural and sustainable changes over time. Such changes should be promoted through a
combination of monetary and non-monetary incentives that complement people’s different motivations
to satisfy their needs and in turn promote the common good. Changes in modes of transportation may be
accompanied by other urban planning measures where the routes between living place, work, social services,
and areas for commerce and recreation become shorter and healthier. An example of this idea is what Anne
Hidalgo, the Mayor of Paris, has called the “city of a quarter of an hour”.

The CODS survey (2019) collected data on modes of transportation from more than four thousand respondents
in twelve cities in the region, which we summarize in the following figure. Massive transportation in these cities
dominates Latin America’s preferred means of transportation," and this will be one of the risk areas for contagion

The CODS survey (2019) contains information on 12 cities in the continental (Latin American) region.
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that will require health measures and restrictions on the use of space in such means of transportation. Although
it varies from city to city, around 16.5% of those surveyed in the 12 cities report walking as their main means of
mobility, while 5.8% ride bicycles. Within the framework of this window of opportunity, cities can explore the
possibility of reactivating public transportation with a much larger electrification component, both in terms of
vehicle engines and the generation of power to drive them.

Answers to the question: “Which of the following is your primary form of transportation?”
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Source: CODS survey (2019). Median pre-COVID-19 concentration of PM2.5 per city in parentheses.

If we take into account the traffic problems in our cities (see the table below), congestion means that citizens
of several Latin American cities lose an average of 7 to 9 full days per year due high congestion at peak hours.
The contribution of a mobility strategy based on walking and riding bicycles, with maneuvering space in many
of the region’s cities, could generate social benefits by reducing excessive mobility times, reducing emissions,
and reducing morbidity and mortality due to respiratory diseases. The physical activity involved also provides
considerable improvements in people’s health. In addition, benefits for commerce have been documented as a
result of an increased flow of cyclists and pedestrians (Carmona et al., 2018; Forbes, 2018).

Traffic reports for 2019

Bogotéa 3 9 days, 14 hours.
Lima 7 8 days, 17 hours.
Mexico City 13 8 days, 3 hours.
Rio de Janeiro 20 7 days, 4 hours.
Sao Paulo 24 7 days, 9 hours.
Santiago 26 7 days, 16 hours.
Buenos Aires 66 7 days, 13 hours.

Source: Tomtom Traffic Index (2020)
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Planning car-free cities, or at least ones with fewer cars to free them up from congestion, also poses urban
challenges to improve the quality of life and lifestyle of their inhabitants. One of them is to guarantee 15-20
minute neighborhoods. That is to say, neighborhoods where all basic needs, except for work, can be found
within a quarter of an hour walk. For this, it is necessary to design neighborhood areas where people can
engage in social life in safe and clean areas, and encourage the growth of retail sales, entertainment, and other
services. Although this may seem utopian, this hyper-locality proposal has been implemented in places like
Barcelona, East London, and Portland, and other cities like Paris are putting it on the table for consideration.

Even in a hyperlocal setting, it is necessary to go places in a city that involve going beyond the 15-minute
radius. In particular, many jobs require traveling to a workplace on business days. Although 68% of trips in the
region’s cities are made on public transportation (Estupifian et al., 2018), the quality offered on these means of
transportation has not increased at the same rate as the demand for them (BID, 2013). Offering clean and safe
public transportation is necessary when returning to the usual pace of life in the region’s cities. This implies a
transformation of public transportation services, since they are responsible for a third of the region’s emissions
and will continue to pose a risk of contagion due to crowding, whenever and to the degree that this persists.
Even though the transition in the region seems to be a slow and expensive process, cities like Medellin, Cali,
Guayaquil, Santiago, San Jose, and Buenos Aires already have electric buses (NRDC, 2019). In fact, the Santiago
urban railway is the first in the world to operate with 60% solar and wind power (20 minutes, 2018).

The COVID-19 pandemic raised an alert about the prevention of contagion not only from the coronavirus
but also from other infectious diseases in the population. Along with the region’s accelerated urbanization,
these moment raise the need to rethink transportation in cities, from ‘self-sufficient’ neighborhoods to the
sustainability of public transportation. Although this transformation of public transportation systems seems to
respond more to the needs arising from growing demand than to taking care of their environmental impact,
the region has been showing great progress in improving the sustainability of its means of transportation.
Reducing pollution in cities also means improving the respiratory and mental health of their inhabitants and
alleviating this burden on the health system.

E-work possibilities may vary greatly from country to country, sector to sector, and for different income levels.
Saltiel (2020) calculates for several countries, including Bolivia and Colombia (see table), the proportion of
workers at different levels in organizational hierarchies who could access forms of e-working.

Proportion of e-workers by occupation and country

Managers 0.142 0.338
Professionals 0.283 0.325
Technicians and similar professionals 0.271 0.132
Cleric workers 0.438 0.376
Services and sales 0.044 0.103
Agriculture 0 0

Craft workers/Commerce 0.260 0.056
Machine operators 0.001 0.006
Unskilled labor 0.021 0.020

Source: Taken from Saltiel (2020)
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In addition, the following table with ILO data shows sections of workers by type of occupation, organizational
level, and salary level for the region.

Percentage of workers in each occupation in Latin America and the Caribbean, 2019

Managers 4.27% 3.8% 3.8% 2.4% 0.3%
Professionals 8.52% 12.4% 9.5% 6.1% 1.9%
Technicians and similar professionals 8.20% 10.4% 8% 5.3% 4.9%
Cleric workers 8.62% 9.3% 8.9% 3.1% 17%
Services and sales 20.22% 17.3% 22.9% 22.4% 23.8%
Craft workers/Commerce 12.64% 12.7% 12.6% 14.9% 1%
Machine operators 8.32% 8.7% 8.6% 7% 2%
Unskilled labor 29.21% 24.5% 25.6% 38.8% 54.4%

Source: ILO estimates.

These tables suggest that a significant fraction of employees who are in middle and higher positions in
organizations may find an opportunity for e-work to reduce their mobility between home and work. Although it
is a smaller fraction of the total number of workers in organizations, we must keep in mind that it may be a group
that makes greater use of private cars and individual forms of transport (their own car, taxi, or Uber), thereby
reducing the use of roads and the level of emissions from combustion engines in a proportionally greater way.
Industries where e-working may be an option for reducing environmental impacts might also consider reducing
their carbon footprint from traveling to meetings, conferences, and academic and occupational events that
constitute a considerable addition to mobility emissions and involve additional consumption during these
events. Industries that are able to promote e-work can find opportunities to redesign the use of office space
and the power and space consumption that this involves.

Certain non-priority occupations™ in Colombia may be more easily adapted to e-working, at least during
confinement (Ferndndez, 2020). These occupations include professionals, directors and managers, and
administrative support. All of these workers taken together make up 18.09% of the Colombian labor force
employed in 2019, but only a little less than half a million of them say that they do not need to travel to get to
their workplace. The following table shows the means of transportation used by potential e-workers to get to
their workplaces.

Principal means of transportation used by potential e-worker to get to their workplaces in Colombia, 2019

Walking 20.08%
Motorcycle 15.11%
Private automobile 14.98%

These occupations are based on the national classification of occupations and the GEIH report (2019).
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12.38%

Urban bus
Does not travel 12.05%
Interconnected transportation (Transmilenio rapid transit, etc.) 10.55%
Bicycle 3.05%
Intermunicipal bus 2.70%
Company transportation 2.36%
Motorcycle taxi 2.33%
Subway 1.98%
Taxi 1.76%
Other 0.53%
Boat, ferry, canoe 0.13%
0.01%

Horse

Source: Own calculations based on the GEIH 2019- DANE

According to Table 4, 27.62% of potential e-work occupations travel to work using public transport services and
32.44% use private means of transportation.

The number of private vehicles owned per inhabitant varies quite a bit in the region, as can be seen from the
following graph. Based on this data, priority could be given to the cities in the region that have the highest
proportion of private cars and work on these cases to explore the possibilities for e-working, along with the use
of cleaner means of transportation and less exposure to contagion.

Vehicles per thousand inhabitants and GDP per capita, 2014
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The pandemic has slowed consumption rates with retail sales establishments closing and people undergoing
confinement, even self-imposed confinement due to the fear of contagion. It is difficult to predict what
consumption patterns will be like once commerce reopens, and while some companies are already starting
to launch their marketing strategies to invite consumers to “come back” from confinement, other voices are
calling for reconsideration of whether it is necessary to return to the consumption patterns to which we used
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to be accustomed (Wiedmann, et al., (2020). In either case, confinement has forced people to engage in
patterns of consumption for certain products that, given that they are less friendly to the environment, may
become less necessary if consumer preferences change. Second, the vastly greater time spent at home has
sparked individuals’ curiosity about certain activities that can reduce the ecological footprint of their actions.
An example of this is composting, which has apparently aroused the curiosity of many people at home. Search
data for terms such as compost, reusing, and repurpose soared this year when compared to searches during
the same periods in recent years, while the word ‘shopping’ saw a decline in the same period. The graphic
shows Google search indexes from 0 to 100, with pink areas and lines for the average between 2016 and 2019,
and the same data with dotted lines for the current year, taking into account that the WHO declared COVID-19
to be a pandemic on March 11, when changes in searches for these terms are observed.

Google searches (2016—2019 average vs 2020)
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The data from the CODS survey (2019) can give us some clues about the behavior reported in the 12 cities in
the sample, which is summarized in the following figure. In general terms, it can be seen that there is a greater
frequency of practices such as limiting the use of water, turning off lights, disconnecting household appliances,
and using reusable bags for shopping, if we compare these with the lower levels for recycling, shopping, or
using products that reduce harm to the environment or certify environmental or social actions. Measures such as
taxes on plastic bags have had positive effects in many of these cases. In this regard, there are opportunities for
creating campaigns that promote more sustainable consumption, which could be combined with the concerns
that seem to be reflected by internet searches.

One of the aspects where changes in consumption behavior can occur with a lasting impact on sustainability
is in the demand for meat. When we analyze the case of Latin America and the Caribbean, we find that it is one
of the regions with the highest consumption of meat per capita, with increasing rates in recent decades, and it
is much more similar to industrialized countries than to regions with lower incomes (see table). We have already
described the direct relationship between meat consumption, the agricultural sector, and the particular role
that cattle play in deforestation, with 60% of greenhouse gas emissions coming from the agricultural sector.
Changes in individual consumption of bovine meat could have a considerable impact on the pressure for large
tracts of land for breeding and feeding livestock and also conserve forests.
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Meat consumption by region (kg/person/year, carcass weight equivalent)

World 24.2 274 307 34.6 36.4 4.3
Developing countries 10.2 1.4 15.5 227 255 316
Sub-Saharan Africa 9.9 9.6 10.2 9.3 9.4 10.9
Mideast and North Africa 1.9 13.8 20.4 197 21.2 28.6
Latin America and the Caribbean 317 35.6 397 50.1 53.8 65.3
South Asia 3.9 3.9 4.4 5.4 5.3 76

East Asia 87 10.0 16.9 317 377 50.0
Industrial countries 61.5 73.5 80.7 86.2 88.2 957
Countries in transition 42.5 60.0 65.8 50.5 46.2 53.8

Source: FAO (2012).
*Projections

If we look again at the data from the CODS Survey, we see bright lights of hope in a series of environmental
behaviors that are in line with the possibility of designing mechanisms to exploit this window of opportunity
based on more sustainable consumption patterns.

Green consumption attitudes of individuals in Latin American cities, 2019
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The high percentage of use of reusable bags may be linked to regulatory policies that seek to reduce pollution.
The pioneers of such policies in the region are the islands of Antigua and Barbuda in 2016. Soon after that,
countries like Colombia began to implement policies to tax plastic bags or to completely ban single-use plastics,
as has been done by the governments of the Bahamas, Belize, Bermuda, Chile, Uruguay, or as municipalities
of other countries in the region have done independently (UNEP, 2019). Although there are no regulations of
this kind to stimulate other green consumption attitudes, the cities of the region show a preference for paying
attention to water and energy consumption.

In the case of energy consumption, access to clean sources will be important for taking advantage of the room
for improvement in the case of the countries at the lowest levels, as shown in the following graph. Several
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countries in Central and South America have the opportunity to seek out cleaner energies that can reduce
emissions caused by the use of charcoal and firewood and, incidentally, have fewer health impacts given the
respiratory consequences of these cooking fuels.

Access to fuel sources and clean cooking technologies, 2016
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Nature-based tourism and conservation-oriented employment represent another possibility for new forms of
consumption and for fair and green production chains in the context of this window of opportunity. When the
pandemic has been controlled and opportunities for tourism based on non-material consumption to enjoy
landscapes have reopened, the potential for Latin America and the Caribbean will be immense, for all the
reasons described in the document accompanying this one (Leén and Cardenas, 2020b). Protected-area
systems in these countries will be able to reactivate and promote tourist services that could absorb a significant
amount of young labor that, with adequate training, could participate in this way in linking cities and rural areas
where there is great tourism potential for bird watching and hiking. These enjoyment-based tourism industries
will also require jobs to respond to the conservation needs of these ecosystems.

In the face of the pandemic and the closing of conventional establishments, digital commerce and electronic
payments have found an opportunity to expand their presence among consumers and firms that are beginning
to explore the possibility of digital transactions in order to provide home services. Participation in digital
banking on the part of a significant number of people from the most vulnerable groups in order to access to
government aid through unconditional transfers is also expanding the possibilities of creating the means for
growing direct trade between producers and final consumers, reducing the need for intermediation. Through
these strategies for encouraging banking participation on the part of lower income groups, it will not only
be possible to provide support through government transfers, but it will also be easier to access more agile
credit markets for recovery after the pandemic and facilitate saving mechanisms to soften consumption against
shocks. The financial system and the regulators will have a major challenge here in maintaining the potential
for these strategies among the most vulnerable groups.

In this area of conditional transfers, there is an important opportunity to pay for environmental services or to
condition transfers on supporting sustainable consumption activities that in turn meet basic needs. Orienting
conditional transfers to populations that directly contribute to conservation, or in order to avoid activities
that provoke environmental damage that are carried out due to urgent needs (illegal miners, land settlers,
etc.) could help to increase interest in tackling poverty and also contribute to sustainability objectives at the
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same time. UNDP has had experience supporting conditional transfer programs to indigenous populations,
including the Socio-Bosque program in Ecuador, Floresta+ in Brazil, and a PES program in Costa Rica. Ferraro
and Simorangkir (2020) have evaluated a conditional transfer program in Indonesia that, without intending to,
generated a reduction in deforestation of between 10 and 50% in different areas with direct impact on reducing
emissions.

Many producers of green-label consumer goods or farm products who saw their conventional intermediation
channels evaporate because of the pandemic began to search through social networks for ways to reach end
consumers who appreciate more sustainable forms of production and fairer trade. As a result of the pandemic,
there has also been a greater interest in accessing goods that directly support the needs of vulnerable groups
that have been hit by the crisis. With the expansion of digital payment platforms for consumers and companies,
the market for green products and fair trade could expand to also address the possible change in preferences
and awareness for more responsible consumption.

The changes in consumption associated with agricultural-food chains will play an important role in the coming
months. Sanitary control measures will greatly reduce import and export of agricultural products, creating a
more closed economy, at least in the short term, which will provide us with opportunities to rethink the role that
the agricultural sector can play in serving the domestic markets of the countries in the region. With such great
agricultural potential, and with consumers who might reflect the possibility of preferences more associated with
green consumption, very interesting opportunities open up for sustainable product chains and fair trade in the
region. At this point, it will be important to ensure that this fair and sustainable trade meets both the supply and
demand needs of the most vulnerable groups. These chains can take advantage of integrating small agricultural
producers whose production has a smaller ecological footprint and who can benefit from these innovations.

COVID-19 is forcing many governments to accelerate electronic banking and mobile payments in particular,
opening up enormous opportunities for facilitating financial flows and aligning them with more sustainable
production and consumption objectives.

It is possible to explore mechanisms for generating behavioral changes and at the same time raise fiscal
resources for environmental action through taxes on activities that cause environmental damage. In the
CODS survey (2019), data was collected in this regard that could shed light on these possibilities. In one of the
questions, the respondents’ willingness to pay more for coffee that guarantees better care of the environment
is asked. Out of the total sample, 24% of those surveyed stated that they were not interested in paying extra for
such a product, but the remaining 76% said that they were willing to do so, and 10.3% were even willing to pay
more than a 15% surcharge. These numbers vary from city to city as shown in the following table.

Willingness to pay a premium for coffee to guarantee better care for the environment

Bogota 15.4% 72.8% 1.7%
Medellin 20.5% 65.9% 137%
Buenos Aires 22.3% 64.5% 13.2%
Cérdoba 20.9% 66.1% 13.0%
Sao Paulo 23.8% 66.3% 9.9%
Rio de Janeiro 26.3% 55.6% 18.1%
Mexico City 28.7% 64.2% 7.2%
Guadalajara 31.3% 62.9% 5.8%
San Jose 22.8% 65.8% 11.4%
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Santiago de Chile 377% 57.2% 51%

Concepcién 30.7% 62.5% 6.8%
Lima 15.9% 741% 10.0%
Arequipa 17.9% 74.7% 7.4%
Total 24.0% 65.6% 10.3%

Source: CODS survey (2019)

Another question of a similar situation was asked, but in this case, in regard to a gasoline tax that would be
used to reduce pollution, with the same response options. In this case, the percentage of those surveyed rises
considerably, to 44.5%. The variation from city to city also reveals interesting patterns: Santiago is once again
the city with the least willingness to pay this green surcharge, and Lima is among the most willing to contribute.

Willingness to pay a green gas tax to reduce pollution

Bogoté 52.2% 43.8% 4.0%
Medellin 42.7% 50.8% 6.4%
Buenos Aires 36.0% 53.4% 10.6%
Cérdoba 35.2% 55.4% 9.4%
Sao Paulo 441% 48.5% 7.4%
Rio de Janeiro 48.5% 40.8% 10.7%
Mexico City 50.8% 441% 5.1%
Guadalajara 58.0% 36.5% 5.5%
San Jose 39.4% 50.7% 9.9%
Santiago de Chile 60.1% 35.9% 4.0%
Concepcidén 50.0% 476% 2.4%
Lima 29.8% 62.9% 7.3%
Arequipa 36.9% 58.9% 4.2%
Total 44.5% 48.6% 6.9%

Source: CODS survey (2019)

This difference in terms of willingness to pay a surcharge to support environmental causes give us clues about
how incentives can be generated for changes in the supply of and demand for more sustainable goods or
those related to fairer trade. Either way, a majority of people express a willingness to pay a premium to support
sustainable production or preserve the environment. Concrete examples to explore may include taxes on
tobacco, sugary beverages, or bovine meat, all with considerable consequences for health and the environment.
Therefore, opportunities are opening up for local and national governments to continue delving into tax and
incentive strategies that capture these benefits for the common welfare, learning from experiences such as
taxes on plastic bags, always aiming to induce changes in technology and consumption while generating tax
revenue oriented toward supporting governmental actions on environmental matters.

Although some countries in Latin America and the Caribbean are beginning to use carbon price mechanisms,
the price is still too low to be able to meet climate goals. The IMF (2019) notes that the average global carbon
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price is $2 USD/tCO2 which is well below the estimated average price® that is needed to limit global warming
to below 2 degrees Celsius. One of the challenges that the region faces is to take measures to recover from
the pandemic without abandoning its climate pledges and goals and in some cases, increasing the firmness
of these pledges.” But, at the same time, governments are faced with a scenario where the efforts during
recent decades to alleviate poverty are going to be dissipated, which is not a favorable scenario to the use
of instruments that raise the prices of goods and services in the economy. One possible way of generating
income which can also reconcile the need to serve the population affected by the pandemic and the fulfillment
of environmental objectives is to increase taxes on sources of carbon such as fossil fuels.

The call from experts to start taxing fossil fuel activities is based on current low market prices of them. But it
is also important to highlight the impact that this instrument can have on stimulating clean technologies. In
comparison to the past, a huge progress has been made on the prices for clean and/or renewable technologies,
such as wind and solar energy, which have decreased while their efficiency and productivity have increased.
Taking advantage of the region’s advantage in energy efficiency from primary renewable sources and the
leadership of countries in the region in the production of biofuels, a push to achieve comparative advantages in
clean sectors could be decisive for ensuring, for example, the future of biofuels in the region, energy transition
and new cleaner growth path.

The global scale impact of SARS-CoV-2 is inviting humanity to build a more sustainable path, with greater
attention to the risks associated to a fragile and co-dependent relationship between the economy and nature.
The biological capacity of this microorganism to break into all the social and economic dynamics in the world,
that we believed to be “normal”, in such a short time invites us to look more humbly at our dependence on
nature. As we face the pandemic, we are more often realize that returning to the previous “normality” is an
increasingly less desirable scenario for a sustainable future for the planet. The new development path must
incorporate, on the one hand, a better understanding of the relationship between the economy and the natural
environment. This greater interdependence and fragility are the result of globalization and the expansion of
economic activities that, by generating greater pressure on natural capital and ecosystem services, have also
generated a greater impact on local and global risks, where extreme events such as pandemics or natural
disasters can proliferate and they will become more frequent in the immediate future (WEF, 2020).

To advance along a path toward an economic system that is better adapted to face these risks, it is necessary
to build governance and financial systems with better responses to science recommendations, as well as better
informed policies, where governments, companies, and investors can bias their resources to rebuilding the
economy’s interactions with natural capital where these risks are reduced and, medium and long-term resilience
is strengthened with better adaptation measures (Cardenas, Guzman, and Hernandez, 2020). Empirical
evidence of a positive relationship between more sustainable and inclusive practices and corporations’ financial
performance is found in a meta-analysis of more than 2,200 studies analyzed by Friede et al. (2015).

The role of civil society in general, either as voters, consumers, or investors, may complement the price
mechanisms of the market or the regulatory role of the state. Social networks, the media, and forums for
deliberation can play a fundamental role in changing behavior in a long-lasting way and contribute to this new
post-COVID path. The new bias of preferences and the social technologies that have been discussed in regard
to these windows of opportunity cannot arise from top-down public policies that sometimes ignore individuals’
ability to evade or adapt without achieving the objectives sought. It is essential to understand human behavior
in spheres of action in the household, the market, the polling place, or communities. The evidence we have

The IMF estimates that the average carbon price that would achieve the climate goals of the Paris agreement for a reduction of 1.5 degrees, would be around
$75 USD/tCO2

See more in Ledn and Cardenas (2020b).
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presented here suggests that citizens, upon entering these somewhat strange and uncomfortable times,
have also adapted their actions to this difficult situation, reducing their presence in commerce or at work
and increasing their activities at home, even before the confinement health measures began. These changes
in behavior led to a chain of economic consequences that have hit the most vulnerable and, at the same
time, these changes have generated positive effects on some variables such as congestion, pollution, and the
consumption of goods and services that usually affect the environment.

Some of these changes in economic activity will be only temporary, but some of them could also generate
a rethinking of preferences for some activities, for example, modes of transportation, or the consumption of
certain goods and services that might replace others, with more lasting consequences for the environment.

Robert Frank (2020) has just published his book “Under the Influence: Putting Peer Pressure to Work,” where
he tells the multiple cultural, social, and economic changes that have marked recent history, where social
pressure and the right mechanisms or signals have generated lasting changes in behavior. Examples such as
reduced smoking, support for same-sex marriage, or trust in the government and the luxury spending paths
are part of the phenomena where social pressure and available information can determine how individuals
evaluate and decide on their consumption or activity patterns.

An interesting example of lasting behavior change has occurred with taxes on plastic bags. In particular, the
example of the “PlasTax” in Ireland is in line with the proposals suggested in this document. The success of
this tax, which managed to reduce the consumption of plastic bags by 90% in a very short time and with an
operating cost of just 3% of the income generated, should not just be seen as a pecuniary mechanism, since, at
cost of 15 cents per bag. Its success cannot be explained simply by substitution effects and consumer income.
The Irish experience was accompanied by a process of consultation with the main actors involved, the creation
of new social norms, and peer pressure in supermarkets. The case of plastic bags shares much in common
with what Frank (2020) documents in the case of smoking, where the increase in taxes cannot fully explain
the lasting effects on consumption, if it is not understood within a context of cultural changes in social norms.

Understanding how humans use available information and how they interpret the framework within which
options are shown to them will be decisive for the success of programs or policies that seek to take advantage
of these windows of opportunity. We have already seen how the same price increase, framed as a tax or a
price premium, can generate different levels of support from the population. Better information can influence
people’s beliefs about the importance of taking action in favor of a laudable goal, such as sustainability. This
does not mean that providing information also does not have risks, as reported by Sustein et al (2016) on
people’s changing positions in response to information about climate change.

A possible next stage on these proposals would be to design pilot interventions, hopefully with experimental
methods, to explore how individuals’ behavior and preferences change as they go through the difficult times
of this pandemic and as economic activities retake their dynamism. The possibilities for not returning to
the same “normality” have been discussed throughout this document. A new, fairer, and more sustainable
normality in relation to ecosystems and the common goods depends on how much we take advantage of the
windows of opportunity that are open today, some of which we present in this document, with the aim of inviting
policymakers to adapt them to their particular contexts.

The natural sciences have been alerting humanity to the growing threat to the human race from infectious
diseases, mainly due to the way in which economic activity has brought pressure on different areas of nature
and regarding to the possibilities for the survival of the planet’s biological diversity. About 75% of the infectious
diseases that have affected humans have started in other organisms carrying them. The loss of biodiversity
and of the associated ecosystems greatly increases this threat. One example in our region is the case of the
transformation of Argentine’s pampa region in order to use large tracts of land to corn monoculture during the
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1950s, where nearly 777,000 km? were affected. This new form of land use favored a native mouse species
(Calomys musculinus) and substantially reduced the presence of other species of fauna that maintained a more
diverse balance of prey and predators. This mouse was the out breaker vector of Argentine hemorrhagic fever
(AHF) caused by the Junin virus, with case fatality rates close to 15% (Molyneux et al, 2008). The lost balance,
as a result of transforming an entire region to devote it to a monoculture with high financial profitability, created
the ecological conditions for the outbreak of the Junin virus, which had considerable human impact while
therapeutic measures and a vaccine were being developed to treat it.

The SARS-CoV-2 pandemic can be read as an invitation to recognize the fragile relationship between the
economy and nature, and the power that a small microorganism to affect humans by altering their health and
their means of making a living. The alteration of natural ecosystems and the ways in which agricultural and
industrial activities are carried out, as well as the growth of cities, are changing the way in which humanity is
exposed to risks where natural or geological cycles start different dynamics that we have very little knowledge
and very little power to control. This happens for epidemics as for natural disasters. More and more scientific
evidence is emerging that supports the idea that the frequency of these events will increase because planetary
changes that we generated. Preserving forms of lives’ diversity to have a more resilient economy will also
depends on consumption and production behaviors that are more compatible with such biological diversity.
This new global scale event is opening up several windows of opportunity for us to take a look, with greater
humility, better science, and through cultural change, we can rethink how we relate to the natural environment
that surrounds us.
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1. Source of information on air pollution.

Bogota Observatorio Ambiental de Bogota (OAB)

Buenos Aires Control and monitoring by the Autoridad de Cuenca Matanza Riachuelo (Acumar)
Mexico City Instituto Nacional de Ecologia y Cambio Climético (INECC)

Guatemala City US Embassy Air Quality Monitor, Guatemala City

El Salvador Ministerio de Medio Ambiente y Recursos Naturales (MARN)

San Jose US Embassy Air Quality Monitor, San Jose

Santiago Sistema Nacional de Calidad del Aire, Chile

Lima Sistema de Gestién de Calidad del Aire, Peru

Sao Paulo Instituto Estadual de Meio Ambiente e Recursos Hidricos

Willemstad US Embassy Air Quality Monitor, Curacao

2. Standards for particle concentrations in the air.

Good <27 <40
Moderate 27-62 40-80
Harmful 62-97 80-120
Very harmful 97-370 120-240
Dangerous more than 370 more than 240

Source: EPA (2020a) and EPA (2020b)
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The Latin American and Caribbean region has exceptional natural wealth compared to other
continents on the planet. At the same time, the social and economic processes of the region
have also brought about processes of degradation of that natural capital that may put at
risk, the possibility of a path of sustainable development for their countries. This document
reports the situation of the most relevant indicators in terms of the wealth of existing
ecosystems and their degradation processes. Alluding to the ancient taxonomy of the four
elements, our review will take a tour of the land, water, air and energy in the region. We

will compile the most up-to-date information to date on the state of terrestrial ecosystems
and land uses, inland and coastal water resources, and air quality. Next, we will analyze

the energy issue and its relationship with the emissions of gases associated with climate
change, given the relevance of the issue for the future of the region and its contribution to
global change. Finally, we conclude with a discussion on the possible ways forward in terms
of public policy.

114


http://www.latinamerica.undp.org

1. Land, Forests and Biodiversity

Latin America and the Caribbean host almost 60% of terrestrial life on the planet, along with a diverse marine
and freshwater flora and fauna (UNEP, 2016). Figure 1 shows this clear and disproportionate concentration of
natural coverage in this region, conformed by biomes ranging from wetlands and desert ecosystems to coastal,
to tropical forests, and savanna grasslands.

Vegetation

Source: Normalized Difference Vegetation Index—Terra/MODIS (mayo, 2020).

This first image shows the relatively high level of forest density in the region in Central and South America and
the Caribbean. The great Amazon basin is discernible, but this should not divert attention from the fact that
another important part of the region has forest cover that, in contrast to the rest of the planet, accounts for
green wealth and, therefore, of the multiple environmental services derived from it, in terms of water regulation,
biodiversity conservation, and carbon capture and storage, among others.

Although large areas of the region remain in their natural state, there are also habitats that have been transformed
in service to the needs of local, regional and global economies. A report from UNEP (2016) indicates that the
main challenges in the region regarding biodiversity and the pressures it faces are:

The decrease in species and the high risks of extinction.

Although the rate of loss of habitats in Latin America and the Caribbean has decreased, this degradation
continues to be high.

Accelerated economic growth and high rates of social inequality are putting pressure on the natural resourc-
es of the region.

Extensive livestock farming has been one of the most important drivers of this degradation.

The extraction of mineral and hydrocarbon resources has led to local devastation due to reduced coverage
of forests, and water and land pollution.

Air pollution, both local and transboundary, affect human and other species’ health.

The impacts of climate change such as ocean acidification accelerates the loss of life in coral reefs.

47.6% of the region’s forest cover is in Brazil, followed by Colombia (8.1%) and Mexico (6.5%). Although the
Amazon basin is of great importance in the forested area of the region, Paraguay, Chile and Argentina have
almost 10% of the forest cover. The Andean forest of Patagonia, is found in the latter two countries, mainly in
Chile.
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A look into the interior of the region also shows that a large part of the countries, both in the continental
and insular areas of the region, are mainly forest areas. The great protectors of the Amazon basin, Brazil,
Peru, Venezuela, Colombia, Bolivia, Ecuador, Suriname, Guyana and French Guiana, generally show a large
percentage of forest area within their territory. The islands of the Caribbean and Central America do not share
a large percentage of the forest area of the region relative to other countries, considering size. Even so, in
many of these countries, a great part of their territory is forested area, and therefore the importance of their
conservation, to provide ecosystem services in these smaller countries.

Figure 2. Distribution of forest cover in the region, 2017

Guyana

Source: FAOSTATS (2020).

Figure 3. Forest area as a proportion of the total area in each country of Latin America and the Caribbean, 2015
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Unfortunately, the trends in terms of the percentage change in forest area do not display the best news for the
region when compared to the rest of the world. Using 1990 as the base year, the strongest rate of forest-cover
loss in the negative range is in Latin America and the Caribbean, followed by Sub-Saharan Africa.’

1The Middle East and North Africa region stands out for its positive change in that period, but we are talking about a forest cover that would be equivalent to 2% of
the coverage of Latin America and the Caribbean. The countries of the Middle East and North African region have historically had very low forest cover.
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Changes in forest area between 1990 and 2016 by region

East Asia and the Pacific 6,280,253 2.24%
Europe and Central Asia 10,199,848 2.34%
Latin America and the Caribbean 10,242,342 -9.68%
Middle east and North Africa 199,293 16.47%
North America 6,507,240 1.02%
South Asia 789,187 5.84%
Sub-Saharan Africa 6,515,615 -6.14%

Source: Authors’ calculation based on World Bank (2020).
Uses and Land Cover

57% of the world’s primary forests are found in Latin America and the Caribbean, which play an important role
in the care of biodiversity and conservation. In countries like Ecuador, French Guiana and Venezuela, more
than 80% of its forest area is primary forests. In fact, the vast majority of forests in the region are primary and/
or have been naturally regenerated. As is well known, a significant fraction of greenhouse gas emissions in the
region come from activities associated with land use (deforestation, livestock, agriculture, and the production
and consumption of inputs to maintain them as fertilizers, agrochemicals, and fuels). According to FAO, the
region contributes 17% of the total greenhouse gas emissions produced worldwide by agriculture, mainly due
to emissions from the digestive systems of livestock (60%), manure (25%) and other chemical input activities
associated with production, in addition to reducing forest cover that operate as carbon sequestrators.

Within the post-Covid-19 scenarios, itis plausible to think that, in the face of short-term limitations to international
trade, due to greater sanitary controls and the reduction of different economic activities, the countries of the
region will resort to the domestic market to meet the demand for primary goods in agricultural chains and the
internal demand for food. In this sense, pressure on the agricultural frontier can threaten forested areas, unless
measures are taken in this regard.

Distribution of land uses in Latin America and the Caribbean, 2017

Source: FAOSTATS (2020).

Land use in the region is mainly agricultural. However, given the growth of the urban population in the region,
the expansion of cities can accelerate the change in land use and increase the climatic consequences mainly
due to deforestation. The following figures show the distribution of land uses in each of the countries, as well
as the distribution in each of the uses, both forest and agricultural, during 2017.
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Figure 5. Distribution of land uses in the region by country, 2017
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Figure 6. Distribution of agricultural land by country, 2017

Source: FAOSTATS (2020).

The importance of land use in forests derives from the ecosystem services that these offer by being the habitat
of species, regulators of water cycles, carbon sequestration and storage, generators of pollinating processes,
among others. Sustaining these services for the economy requires that the processes of recovery of forested
areas are aimed at planting and reforestation of native species, in addition to the protection and conservation of
existing primary forests. A significant part of these forest areas has had very low levels of human intervention,
which allows them to host one of the greatest biological riches in the world. As aforementioned, the region
has the most extensive primary forest on planet Earth, in the Amazon. However, only a fifth of this jungle still
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remains intact (Greenpeace, 2015). The following figures shows the distribution of forest area in each country
according to the type of forests they have.

Forest cover distribution by country, 2017
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The biological wealth of primary forests has been rapidly and irreversibly affected due to human intervention.
In Latin America and the Caribbean, almost 9.68% of forested area in the region was lost in 1990. This depletion
of forested area is linked to changes in land use, for activities related to the extractive industries, agriculture,
livestock and urbanization.

Forest fires represent one of the main causes of deforestation concern. Between 2001 and 2018, 92 million
hectares of forest cover were lost in the region. Of these, only 59% of deforestation occurred due to the
exploitation of raw materials (GFW, 2018). The following map shows the wildfire alerts for the past month before
the COVID-19 pandemic was declared. Unfortunately, the year 2020 has seen an increase in forest fires, mainly
in the Amazon, due to the pressure of expansion activities of agriculture and logging, as we can see in the most
recent sources of alerts on the following map.

Fire Hotspots,? between February 9 and March 11, 2020

Source: VIIRS 375m — FIRMS (2020).

Fire hotspots are points where more than 100 fire alerts have been filed in the last month.
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It is important to highlight that, during this first quarter of 2020, the region was in its wet season, which has
prevented the fires from spreading on a large scale. However, in August 2019, forest fires in the Brazilian
Amazon devastated an area equivalent to 4.2 million soccer stadiums (Semana Sostenible, 2019). These fires
increase greenhouse gas emissions and affect rainfall patterns, extending dry seasons, affecting biodiversity,
agriculture, and human health (Greenpeace, 2019). In particular, it has a high impact on ethnic communities,
mainly indigenous ones, who not only protect and subsist from forests, but have a cultural, religious and social
attachment to many of these spaces.

Emissions from Land Use

Land use, land use change and forestry is a sector of great importance for climate change mitigation. Given
the growth of the region and the land use discussed above, greenhouse gas (GHG) emissions from this sector
are a challenge for the region. In contrast to urbanization, broad forest areas are usually inhabited by ethnic
communities that protect the area to which access by humans has been limited beyond the borders of each
forested ecosystem. This care has also represented protection to carbon reserves within the forest biomass
that, if exploited through deforestation, would accelerate the current climate change process on the planet.
The following figure shows the carbon reserve stock in the forest biomass in each country, demonstrating the
uneven distribution of those carbon reserves in very few countries.

Carbon reserves in forest biomass by country, 2017
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Thanks to the fact that a large proportion of the primary forests of the Amazon jungle and other forest areas in
the region have remained intact, Latin America and the Caribbean have carbon sinks of global importance, in
addition to the regulation and supply of water, and the conservation of biodiversity.

The case of water, as a renewable resource and highly dependent on the state of conservation of ecosystems,
is one of the contrasts in the region. Once again, there is a natural wealth higher than the average for the rest
of the world, if we consider the water network in figure 10, and in turn, the most worrying trends associated with
the pressure of economic activities on natural resources and the increasing migration to cities.

120


http://www.latinamerica.undp.org

Map of the main rivers of the world

Source: Natural Earth Data
The following figure summarizes the estimates of freshwater stocks available in recent decades per inhabitant.
The rate of savings, substantially higher for the region compared to the rest of the planet, raises concerns,
taking into account the trend towards urbanization and the growing needs for drinking water for consumption,
industry and agriculture. It is not a coincidence that this accelerated reduction in freshwater stock is associated
with the accelerated growth of the population living in urban centers (see figure 14).

Renewable internal freshwater resources per capita (m3/person), 1962-2017.
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Source: Our World in Data.

The demand for water for different human activities is closely related to other factors that we have mentioned.
The case of agriculture and livestock is one of them. On the one hand, the production of meat and products
for fattening animals generate a significant demand for water, in a region with a high supply and demand for
these products.

The provision of potable water for the population is vital, in order to be able to attack the health challenges of
the most vulnerable populations. Paradoxically, the abundance of water available in the region contrasts with
challenges still to be resolved in terms of quality. Deaths from diseases associated with non-potable water,
although they have been decreasing worldwide, continue to be a challenge, especially in the Caribbean region
where high morbidity and mortality rates continue to occur due to lack of access to potable water.
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Deaths per 100,000 inhabitants attributed to non-potable water sources
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Coastal Systems

The oceans that surround the region provide great ecological benefits, but at the same time they represent
great economic gains either from food or eco-tourism (UNEP, 2018). Marine protected areas are one of the best
ways to protect the health of the oceans from overfishing, pollution and acidification, in addition to providing
sustenance to the human populations that live on the coasts. The region has a coastline along the Caribbean,
Atlantic, and Pacific that makes it privileged to benefit from the great marine currents. According to Guarderas
et.al (2008) the region has more than 700 marine protected areas that cover about 1.5% of the coastal waters
and coastal platform in more than 300,000 square kilometers. When evaluating the distribution of these, the
authors highlight a very low representativeness of the marine ecosystems of the Pacific and South Atlantic in
South America. According to goal 11-ACHI® (CBD, 2018), by 2020, 10% of coastal and marine areas must have
equitable and efficient conservation mechanisms in ecosystem terms. In particular, those of greater importance
for biodiversity and ecological services. In 2018, countries such as Brazil, Colombia, Mexico, and Peru had
already met their national goal, while other countries such as Suriname, Panama, Guatemala, and Saint Lucia
had insufficient conservation goals (CBD, 2018).

Coastal systems are experiencing the consequences of climate change. According to the IPCC (2007), the
main impacts of this phenomenon on the coasts are related to the acidification of the oceans, the increase in
sea temperature and sea level. The oceans are a source of food, they regulate the climate, they produce most
of the oxygen consumed on the planet and they absorb a third of the carbon dioxide that we generate (UNEP,
2018). Although several countries in the region are legislating the protection of these, it is still necessary that
several follow this path and that the restrictions and protection measures implemented are working effectively.

Some of these irreversible impacts can already be seen in the largest and most complex coral reefs on the
continent, the Abrolhos archipelagos in Brazil; the archipelagos of the Rosario Islands, San Bernando, San

Andrés, Providencia and Santa Marta in Colombia, and the archipelagos of Blanquilla Island, Los Roques
National Park, Morrocoy National Park and Mochima National Park in Venezuela (NOAA, 2005).

Goal 11— ACHI also includes that 17% of inland waters must have these protection mechanisms.
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Plastic Pollution

Although the mass production of plastic begins in the 1950s, today more than nine million tons of plastic waste
ends up in the oceans every year. The use of plastic has become normalized in the lifestyle of human beings,
which seems unrecognizable to a life before the Second World War where they were not so widely used. During
their production, chemical substances are added to plastics, to improve their functionality but at the same time
making them endure without being biodegraded for hundreds of years.

In 2010, countries such as Guyana, Saint Lucia, Saint Kitts and Nevis, Antigua and Barbuda and Barbados,
produced more than 0.5kg per capita of plastic waste per year. In that same year, Latin America and the
Caribbean produced a little more than 7.2% of the plastic that was not properly managed. A plastic management
policy, in particular for single-use plastic, is necessary for the region since the Caribbean Sea is the second
most plastic-contaminated sea in the world. Being pioneers in the region, the islands of Antigua and Barbuda
have set the standard for various countries such as Argentina, Barbados, Brazil, Chile, Colombia, Costa Rica,
the Dominican Republic, Ecuador, Granada, Guyana, Honduras, Panama, Peru, Santa Lucia and Uruguay to be
a part of the Clean Oceans strategy and have mechanisms to limit their plastic waste with policies that prohibit
them completely or tax their use (UNEP, 2018).

Air quality has become one of the symbolic aspects of the “respite” that the Covid-19 has given to people’s daily
lives. This image of Bogoté with its strip of pollution, days before the beginning of the quarantine in this city, is
just an example of many other cities in the region that, with the increase in urbanization and the use of cargo
and passenger transport — main source of emissions, have seen new images of cleaner air.

Air in downtown Bogota, February 5, 2020 at 10am

In this last century, the process of economic and demographic transition in the region led to 80% of the region’s
population moving to live in urban areas. This process has been much more accelerated in Latin America and
the Caribbean than in other regions of the world. This movement from the countryside to the city also implies
that economic activities in these areas also increase, creating pressure on air quality due to the need to provide
public services, such as mass transportation, drinking water and energy, in cities.
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Percentage of the population living in urban areas

Latin America and The Caribbean

Percentage of the population living in urban areas.

Source: Our World in Data

The air quality monitoring systems in these cities today allow measurements to be made day by day and
to assess what happens throughout the year, given that different climatic and geographical aspects make
each city have its own history and conditions that determine the presence of pollutants. One of the most
common indicators is the concentration of particulate matter (PM2.5 and PM 10). Based on these sources of
daily monitoring of PM2.5, we constructed these time series from the medians of all daily measurements for
capital cities where measurement systems exist and compared the time series between 2019 and 2020. We
see that, based on public health criteria, during an important part of the year these cities* present “harmful”
air quality conditions to sensitive groups and “very harmful” to the entire population according to parameters
of the Environmental Protection Agency® (EPA, 2020) and the WHO. This data, as can be seen in the following
figures, is especially worrying in the case of PM2.5, this being even more important to respiratory problems
than PM10. Thanks to the possibility of obtaining daily measurement data during the pandemic, in section lll we
will be able to analyze the changes in these levels of pollution attributable to the change in the activities of the
economy and citizens.

Median PM2.5 daily concentration during 2019 and early 2020
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The data for Guatemala City and San José are only available as of December 4 and 5, 2019 respectively. For Willemstad there is no information available as of
July 2019.

See appendix 2
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Air pollution is one of the challenges in the region. Regionally, the transportation of merchandise and urban
passengers are based on primary solutions. In addition, the growth of landfills in cities, absent from public
policies, are a source of methane emissions and large amounts of fine particles due to fires, accidental or
intentional. These two factors are the main sources of air pollution in urban areas. Together with the burning of
crops and forests in areas other than urban areas, that due to the winds ultimately reach the cities.

As aforementioned, transportation is one of the main causes of air pollution. Most countries in the region do
not have a regulation on fuel efficiency standards, vehicle emissions or fuel quality (NRDC, 2014), which is
necessary for a clean transportation sector. In a region with growth of urban areas and the automotive fleet, it
is necessary to control atmospheric pollution, both for the quality of life of city dwellers and to ease the burden
on the health system

Latin America and the Caribbean is the most efficient region in the world when it comes to the use of energy.
The vast majority of countries in the region have a low level of energy intensity® from primary sources. In the
region, 1.06 kWh is needed to produce one dollar of GDP. In fact, it has an advantage of 0.36 kWh/GDP” with
respect to the world average. As the following figure shows, most countries in the region have a low level of
energy intensity.

Energy intensity of primary sources in the countries of the region
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Puerto Rico is the world leader in energy efficiency and, along with 12 other countries in the region, needs
less than 1 kWh to produce a dollar of wealth. The region’s energy efficiency is such that just over 80% of
countries are below the world average in energy intensity. However, two of the countries at the extremes of the
distribution of per capita income in the region, Haiti and Trinidad and Tobago, manage to far exceed the energy
intensity rate of the region and the world.

On the other hand, the total energy supply in the region by primary sources has grown 94% between 1990
and 2015, largely driven by orientation strategies of these economies during the end of the last century and its
beginning towards primary sectors, while deindustrialization occurred.

Energy intensity is an indicator of energy efficiency. This indicator captures the amount of energy required to produce one dollar of GDP. The higher the indica-
tor, the more expensive the conversion of energy into wealth.

GDP is calculated at 2011 USD PPP.
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Energy intensity of primary sources in the countries of the region
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On the other hand, Latin America and the Caribbean have played an important role in the generation of
renewable energy sources. Currently, more than a quarter of its primary energy sources are renewable, more
than double the world average. According to the IRENA report (2019), more than 200 GWh are produced in the
region by renewable sources, mainly large-scale hydroelectric and biomass, and 10 GWh by solar, wind and
geothermal energy. Likewise, the report also indicates that the region has made large investments, especially
in the diversification of renewable® energy sources. This managed to position two countries in the region
among the ten largest renewable energy markets in the world.

Total energy consumption in the region by sector between 1990 and 2015
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The sector that uses energy the most in the region is transportation (34.61%), followed by industry (31.40%) and
residential (16.36%). These three sectors represent more than 80% of the region’s energy consumption and is
around 405 thousand Ktoe. While the commercial and public services sector represents only 5.91% of energy
consumption, in 2015 it is the sector whose consumption rate has grown the most, being 2.6 times larger than

8 Between 2010 and 2015, total investment in renewable energy generation in the region reached nearly USD 120 billion. Only in the latter, 6% of the world's
renewable energy investments was made in Latin America and the Caribbean (IRENA, 2019)
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in 1990. Likewise, the transport sector has duplicated, having a growth rate of almost 130% from the 1990s to
2015. In fact, energy consumption in the region grew at a rate of 175.8% while the population growth rate of the
region has been 45.35%.

According to IDB calculations (2013), the region’s energy potential is 22 times the estimated energy demand
for 2050. Though hydroelectric energy will continue to lead energy production, by 2050 16% would come from
wind energy, terrestrial and mainly marine; 46% of photovoltaic solar energy, and 21% of CSP solar energy.
Although the region has a high potential for renewable energy generation, wind, solar and water resources
are variable with natural and, above all, seasonal phenomena. In addition to water reservoirs, there are still
no technologies that store large amounts of solar heat or electricity at costs that justify the technological
transition.® This means that these renewable sources cannot supply the region’s demand throughout the year.
Sources such as bioenergy are a complementary alternative for the region’s energy supply. Countries like Brazil
have been pioneers in the production of biofuels for the transport sector, made from sugar cane. Bioenergy is
not only produced from sugarcane, but also from other agricultural products, such as soybeans and corn, and
from waste residues and crops. This sector could represent a profitable source of caloric energy and contribute
to leveling out other variable renewable sources as well as being a generation of employment in rural areas of
Latin America.

Emissions from Energy Consumption

During 2015, the energy consumption in the region produced 1208 Mt CO: (IEA, 2020). Of which 36.15% came
from the transport sector, 22.44% from industry and 20.46% from electricity and heating production. The
following figure shows the distribution of CO2 emissions in energy consumption by sector in Latin America and

the Caribbean.

CO2 emissions in energy consumption by sector, 2015

Electricity and Heat
20.46%

Other energy industries
9.407%
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Source: IEA (2020).

Emissions from energy consumption have grown by 107% compared to 1990. This growth has been led mainly
by the electricity and heating (224.5%) and transport (116.6%) sectors, which implies a huge challenge in the
transition of energy sources to achieve global goals related to climate change.

Currently, technological progress has meant that the prices of clean and/or renewable technologies, such as wind
and solar energy, have decreased while their efficiency and productivity have increased. As aforementioned,
the region has an advantage in energy efficiency from primary sources and, some countries are world-leaders
on the production of biofuels. This is why a push that achieves a comparative advantage over clean sectors
can be decisive, for example, to ensure the future of biofuels in the region and achieve the energy transition.”

Today there are energy accumulators or batteries that store chemical energy but their storage capacity was limited to small amounts of energy.

See more in Leén y Cérdenas (2020).
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Other Energy Alternatives

The world and the region are moving in search of clean energy, one of them being geothermal energy with high
potentials at lower emission levels. This type of energy is obtained through the heat of the interior of the earth
(IRENA, 2019) and can generate a reliable base load for 24 hours a day, seven days a week, during the twelve
months of the year (ESMAP, 2016). This is a more viable option for generating electricity at a lower cost than
fossil fuels, particularly if environmental impacts are taken into account. Furthermore, its production function
helps stabilize the cost of energy since it is not subject to the volatility of international prices of raw materials
such as oil and coal (ESMAP, 2016).

According to the Association for the Development of Geothermal Energy, Latin America and the Caribbean
has the potential to produce 70GW of this type of energy (IDB, 2014). Basically, every country on the Pacific
coast of the region, from Mexico to Chile, has enough potential resources to develop geothermal projects.
In fact, Mexico is in the top 5 producers of this type of energy worldwide (IRENA, 2019) and several Central
American countries, such as El Salvador and Costa Rica, cover a large part of their electricity demands thanks
to geothermal energy (ESMPA, 2016). Currently, the island of Guadalupe currently produces 1I5SMW and in South
America, there is only one project in Argentina that produces 0.67MW.

Despite its advantages, geothermal energy has encountered several obstacles, while trying to be implemented.
According to ESMAP (2016), only 15% of known global geothermal reserves are being exploited. One of the
reasons for this is the high risk perceived during the initial stages of development of these resources. Well,
during the exploration phase and the commencement of drilling, the uncertainty regarding the capacity of
the resource is very high, which is not very attractive for the mobilization of private capital (ESMAP, 2016).
In particular, the exploratory phase is even more delicate since most of the suitable areas for geothermal
development are Green Fields, that is, virgin fields that need more investment to be developed from scratch
(ESMAP, 2016).

Although geothermal energy appears to be a very attractive renewable energy source for Latin America and
the Caribbean, there are a few considerations to keep in mind. In particular, mega works such as hydroelectric
projects in the region have represented high environmental costs that are neither taken into account when
being formulated, nor are they compensated when they produce and drastically affect the environment and
its surrounding communities (Moran et al., 2018). Geothermal plants can represent a high environmental cost if
their management is not suitable. These costs include micro-earthquakes, sulfuric acid emission, contamination
of water sources, deterioration of the landscape and even an increase in the accidental emission of greenhouse
gases that are contained below the earth’s surface (UCUSA, 2013).

Another important alternative is nuclear energy. One percent of electricity consumption in Latin America and
the Caribbean is supplied by this type of energy (IDB, 2013). Despite the fact that this source presents an
opportunity to supply the growing consumption of electricity by reducing greenhouse gas emissions, there
is a controversy around the use or not of this energy source based on the safety of nuclear power plants, the
management of radioactive waste generated and the increase in nuclear weapons. These two production
alternatives in the region follow the recommendations of the IPCC (2007) on the need to use low-carbon
energy sources, such as renewable energy and nuclear energy.

Greenhouse Gas (GHG) Emissions and Climate Change
On April 16, 2020, the concentration of CO:2 in the atmosphere reached 413 particles per million. Exceeding
450 ppm can lead to a warming of the Earth’s surface of at least 2 degrees Celsius (Stern, 2005), an anomaly

that can trigger harmful and irreversible changes in the planet’s climate (IPCC, 2014). Faced with this threat,
the United Nations Framework Convention on Climate Change established the objective of “stabilizing GHG

129


http://www.latinamerica.undp.org

concentrations (...) to achieve a sufficient period of time for ecosystems to adapt naturally to climate change™
(UNFCC, 1994). In search of this time frame, 96 countries committed to reducing their GHG emissions to achieve
these global goals.

Global COz2 emissions by region, 2017

North America 5% 17% 19%
Europe 10% 16% 18%
Latin America and The Caribbean 9% 6% 6%
Asia 60% 56% 52%
Africa 16% 4% 3%
Oceania 0,50% 1,30% 1,30%

Source: Our World in Data.

The participation of Latin America and the Caribbean seems not to be very alarming compared to that of other
regions of the world, but given the growth processes and the sectors of the region, it is expected that the
growth of GHG emissions will increase in the coming years, especially with accelerated urbanization trends,
on the one hand, and pressure on forest reserves, especially in the Amazon. Although the participation of the
region is low, in order to achieve the climate goals, a drastic change is needed in the current path of emissions
of all the regions. Most of the region’s emissions come from the energy sector, followed by agriculture and land
use, and industrial processes. Figure 22 shows the distribution of GHG emissions in the region by sector.

Distribution of GHG emissions by sector in Latin America and the Caribbean, 2017

Source: FAOSTAT, 2017.

In contrast to the rest of the world, in Latin America and the Caribbean, GHG emissions are mainly produced by
the agricultural sector, land uses. Although COz2 is the most produced gas in the region, it is important to make
efforts to reduce methane emissions since its impact on global warming is greater. The following figure shows
the GHG emissions in each of the countries in the region where the greatest challenges in reducing emissions
are in countries such as Brazil, Mexico, Argentina, Venezuela and Paraguay.

11 Authors' translation.
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Emissions in Latin America and the Caribbean defined by gases and country, 2017

Source: FAOSTAT, 2020.
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Unless immediate drastic actions are taken, a global warming of 2°C seems inevitable following the current
trajectory. According to Vergara et al. (2013), this increase in the temperature of the Earth’s surface represents
physical risks that affect the region mainly in the following ways:

» Agricultural activities by affecting soil moisture and changes in rainfall patterns.

» The coastal and marine areas given the increase in sea levels, the warming of the surface temperature and
the increase in the frequency of extreme weather events.

» Areas with high exposure to tropical vector diseases given the increase in temperature and the increase in

the weather.

» The Andean glaciers given the warming.

» Hydrological basins due to changes in rainfall patterns.
» The rainforest.

» The integrity of ecosystems and biodiversity.

Without adaptation measures, these impacts will have a significant economic and social impact. By 2050, the
main impacts of global warming may cost between 1.8 and 2.4% of the region’s GDP. The following table shows
the estimated annual costs of the main damages and impacts of climate change in the region.
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Table 3. Estimated annual costs of major damages and impacts of climate change after 2050 for the region

Impact Region mainly impacted Estimated annual costs
(US $ trillion in 2005 prices)

Loss due to decrease in net exports of agricultural products. Latin America and the Caribbean 26-44

Sea level rise (1 meter) Latin America and the Caribbean 22

Coral bleaching The Caribbean 8-1
glvc(;enafsses in the intensity and frequency of extreme weather Gulf Coast of ﬁ:ﬁﬁ?(,\:ﬂentral America 5

and the Caribbean

Increases in the incidence of diarrhea and malnutrition Latin America and the Caribbean 1

Loss of the Amazon Latin America 4-8
Glacier retreat Peru 1

Water power generation Brazil 18

Estimated total annual costs a _8_283;/: :)(f)GDP)

Source: Vergara et al. (2013).

In 2019, the temperature of the Earth’s surface had reached 0.98°C above pre-industrial levels. Following
patterns, the average temperature on the land surface of all countries in the region during 2019 was above
pre-industrial levels. It is worth highlighting the case of countries such as Brazil, Belize, Cuba, Haiti, French
Guiana and, the Turks and Caicos are closer to the 2°C limit and, probably the closer you get, the faster the
aforementioned impacts will be felt. The following figure shows this change in temperature from pre-industrial
levels for each of the countries in the region in 1990 and 2019.

Figure 23. Change in land surface temperature above pre-industrial levels between 1961 and 2019
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The social and environmental costs of a 2°C rise in land surface temperature above pre-industrial levels will be
very high. Many countries in the region have already exceeded 1°C. Although several of the impacts of climate
change are already manifesting, preventing the temperature from continuing to rise is crucial for the region.
This is why Latin America and the Caribbean are part of the agreements that seek to limit this warming. The
following section outlines the region’s participation in the Paris Agreement and the current status of some of
the actions taken by countries to mitigate climate change.

Carbon pricing

In the Paris Agreement, the signatory parties committed to transform their growth and development paths in
order to reduce GHG emissions and thus limit global warming. This agreement asks countries to communicate
and outlines their contributions to the climate crisis. One of the instruments that was most emphasized during
the COP21was the price of carbon. This tool seeks to put a price on the externalities caused by GHG emissions.

The following figure shows the participation of each of the countries in the region, in terms of total global CO-2
emissions and their commitment to use a carbon price mechanism to reduce their impact.

Share of global CO2 emissions by country in Latin America and the Caribbean according to their
commitment to the price of carbon, 2017
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Source: Our World in Data (2017) and NDC Registry (2020).

In 2017, the region produced 5.047% of the world’s CO2 emissions. According to the Intended Nationally
Determined Contributions Register (INDC), 68.75% of the countries in the region had indicated their intention
to use a carbon price market instrument to decrease their GHG emissions. On the other hand, 10 countries in
the region did not commit to using a market instrument such as the carbon price to achieve a reduction in their
emissions. These countries include Argentina and Venezuela, which together sum up to just over 1% of global
emissions. However, five years after the Agreement was signed, only 4 countries in the region have a price
mechanism. The following is a brief description of the state of carbon prices in the region.
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Argentina:
» GHG emissions (2016): 482.08 MtCO:e.
» Policies implemented: Impuesto al dioxide de carbono (carbon dioxide tax)? on January 1, 2019 on most
fossil fuels
» Percentage of emissions covered by the jurisdiction: 20%.
» Price: 6 USD®/tCOs2.
» Others:

» As stated in its INDC (2015), Argentina had not committed to implement a carbon price instrument.

» The resources collected from this tax are not destined neither totally ,nor partially, to finance funds or
incentives that promote clean technologies or that counteract the negative environmental externalities of
the use of fossil fuels.

» The carbon tax rate is based on the local currency. At the time it was implemented it was equivalent to
USD 10/tCO.. Given the devaluation of the Argentine currency, the rate is equivalent to USD 6/tCO..

Chile:

» GHG emissions (2016): 3.74 MtCO:e.

» Policies implemented: Impuesto destinado a gravar las emisiones del aire de compuestos contaminantes
(tax intended to tax air emissions of polluting compounds)14 from 2017 on all fossil fuels mainly in the industry
and energy sectors.

» Percentage of emissions covered by the jurisdiction: 39%.
» Carbon price: USD 5/tCOa.

Colombia:

» GHG emissions (2016): 232 MtCO:ze.

» Policies implemented: Impuesto nacional al carbon (national carbon tax)15 on all fossil fuels in all sectors ex-
cept for natural gas consumers who are not in the petrochemicals and refineries sector, and carbon-neutral
fossil fuel consumers.

» Percentage of emissions covered by the jurisdiction: 24%.

» Carbon price: USD 5/tCOa.

Mexico:

» GHG emissions (2016): 688.38 MtCO:e.

» Policies implemented: (i) Tax16 on additional COz emissions from all fossil fuels on the production of natural
gas emissions.
» Percentage of emissions covered by the jurisdiction: 46%.
» Carbon price: 3% on the price of fossil fuels. So, the carbon price is between 0.38 and 3 USD/tCOa.

» Policies implemented: (ii) Pilot of the emissions trading system17 that began to operate from January 1, 2020.
This pilot covers the energy, industry, oil and gas sectors. Mexico expects its thorough application by 2023.
» Percentage of emissions covered by the jurisdiction: 37%.
» GHG limit: 271 MtCOze.

Comparably, French Guiana, Martinique, Guadeloupe and Saint Bartholomew are covered under the European
Union’s emissions trading system and carbon taxes. In addition to the aforementioned policies, Colombia is
developing the National Greenhouse Gas Emissions Transactional Quotas Program (PNCTE its abbreviation in

Official name according to Law 27430 of 2017 (Ministry of Justice of human rights in Argentina, 2017).
Price as of April 1, 2019 (World Bank, 2020).

Official name according to Law 20780 (Ministry of Finance of Chile, 2014).

Official name according to Law 1819 of 2016. (Congress of the Republic of Colombia, 2016).

See more Secretary of the Government of Mexico (2016).

See more in Secretary of the Government of Mexico (2019).
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spanish), and Chile and Brazil are considering implementing similar projects. Likewise, Brazil’s flagship policy,
RenovaBio, was developed to meet the country’s goals, in its NDC, of a 10% reduction in transportation GHG
emissions by 2028 and an 18% share of biofuels in the region’s energy matrix (IEA, 2020).

The Carbon Price

The price of carbon or pollution is one of the most efficient economic mechanisms to change the behavior and,
consumption and production patterns of households and firms. Although taxing pollution can have regressive
distributional impacts in several countries (IPCC, 2014), the tax collection of these taxes can be distributed in
such a way, as to reduce the economic inequality that exists in the countries of the region.

Fossil Fuel Subsidies in the Energy Sector

One of the central axes in the Paris Agreement is the reduction of GHG emissions, particularly those produced
by the exploitation and consumption of fossil fuels. Likewise, this exploitation and use also have a dangerous
impact on the health and well-being of the population since, air quality frequently exceeds the standards of the
World Health Organization, to a large extent because of fossil fuels.

For these reasons, there is a global need to reform fossil fuel prices, especially to make them more expensive
and less attractive than clean alternatives. One way to do this, is through carbon taxes, which are not only easy
to implement in an already implemented tax collection system, but also have a wide reach to the ‘taxable’ base
of polluting goods and services. However, in many countries there are subsidies on these fuels which can blur
the disincentive of the carbon tax. The following figure shows the total subsidies per capita on fossil fuels and
the percentage of GDP of each country that these subsidies represent.

Per capita subsidies to fossil fuels vs. Percentage of GDP per capita by country, 2019

X 20

o

[a)

g Venezuela
5 (]
[

g 15

<

7]

©

4]

©

n

3

e 10

[9]

Q.

X

[}

9]

Q0

hel

2 5

3

0 Ecuador

% BPM‘ i Ll Trinidad and Tobaqo.

=] El Salvad o\. [] Argentina

= México

2 0 Colombia

L 0 100 200 300 400 500
% Per capita subsidy (USD/per capita)
'_

With carbon tax ® Without carbon tax

Source: IEA (2020).

In the region, the total subsidies per capita is on average USD 151 per person. During 2019, the countries in
the figure, in total, spent a little more than USD 25.5 billion in subsidies for all fossil fuels. Led by Venezuela
that spends 16.7% of its GDP on these subsidies, the region spent a total of USD 25,520.7 million in fossil fuel
subsidies. Within each country the distribution of these is different and following the IEA classification (2020),
the following table shows the resources assigned by each country to each classification.
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Distribution of fossil fuel subsidies by subsector in the countries of the region during 2019, real prices
in millions of dollars

Argentina 3163.9 (74.24%) 133.6 (3.14%) 962.6 (22.59%) 1.4 (0.03%)
Bolivia 686.3 (93.54%) - 47.4 (6.46%) -
Colombia 661.7 (-100%) - - -
Ecuador 3003.3 (-100%) - - -
El Salvador 17.2 (5.2%) 313.2 (94.8%) - -
Mexico 21.0 (0.64%) 3262.8 (99.36%) - -
Trinidad and Tobago 3163.9 (74.24%) 671 (14.28%) - -
Venezuela 3163.9 (74.24%) 45331 (35.48%) 1136.3 (8.89%) =

Source: IEA (2020). In parentheses, the percentage of total fossil fuel subsidies by country.

With the exception of Mexico and El Salvador, the largest budget, of the countries of the region, in fossil fuel
subsidies is used in oil. In fact, in countries like Colombia and Ecuador it is the only fuel that is subsidized in the
energy sector, and for Argentina, Bolivia and Trinidad and Tobago it represents more than 70% of the subsidies.
In total, oil received subsidies of more than USD 15 billion in 2019. Two other energy sub-sectors whose fossil
fuels also received subsidies are, natural gas and coal, which took a total of just over USD 2 billion. Finally,
for the generation of electricity, only Venezuela and Mexico invested almost USD 8 billion to subsidize fossil
fuels. It is important to highlight this subsidy since it may be part of the interests of governments to guarantee
access to electricity by households and/or firms. However, instead of subsidizing the use of fossil fuels for the
production of this public service, these resources can be used in other sources of primary renewable or nuclear
energy, and in this way, encourage the use of these cleaner alternatives.

Within the energy sector, the oil subsidy in the transportation sector plays an important role. In fact, these
subsidies represent 55.36% of the oil subsidies in the region. At the beginning of the decade, the countries
managed to spend a total of more than USD 30 billion, led mainly by Venezuela and Mexico. Although, today,
the amount of subsidies is a little more than half that in 2012, they still have an important fraction for countries
like Venezuela and Ecuador. The following figure shows the total amount of oil subsidies in the transport sector
from 2010 to 2019 by country and the annual average of international prices per barrel of oil (axis 2).

Oil subsidies in the transportation sector by country
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The removal of fossil fuel subsidies can not only lead to reductions in GHG emissions in the region, but can
have fiscal and budgetary benefits for each country. In particular, there is the case of Venezuela where more
than 15% of its GDP is dedicated to these subsidies. Another benefit of this cut is that it can help the transition
to clean energy since fossil fuels will no longer be ‘cheap’ and the other alternatives will be more attractive. It
is important to keep in mind that the total amount subsidized in the transportation sector moves positively with
international prices per barrel of oil, which shows a bit of the degree of volatility dependence on these prices,
which can be transferred to the countries’ fiscal budgets.

Latin America and the Caribbean are home to great natural wealth, but population and economic growth are
putting biodiversity, the quality of life of its inhabitants and even the future of biomes on which the regulation
of CO2 and climate change affecting the planet depends on, at risk. Throughout this document, we touched on
some of the main environmental indicators in the region to outline the potential in environmental terms, but at
the same time show the tangent threats it faces with climate change.

The countries of the region are part of the most important international agreement for climate change mitigation,
the Paris Agreement. For this agreement, each of the countries of the region reported in their NDC goals
on the expected emissions and their mitigation and adaptation commitments. Although it continues to be a
growing region, the climate commitments of the signatory countries of Latin America and the Caribbean intend
that their participation in global emissions does not do so at the same rate. In fact, the region’s emissions will
grow by 26.2% between 2010 and 2030 according to INDC commitments, but will continue to be just over 7%
of global emissions. The following figure shows emissions in two scenarios: (i) low, which includes conditional
and unconditional environmental commitments, and (ii) high, which includes conditional and unconditional
commitments.

Emissions projections according to INDC commitments of the countries of the region'®
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LULUCFs are emissions produced by Land Use and Changes in Land and Soil Use.
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As figure 27 shows, in the region there will be growth in GHG emissions by 2030. But this growth will be
mainly linked to other sectors, other than land use. However, land use continues to play a significant role in the
emissions produced in the region, since they represent at least 12.5% of the emissions from other sectors. To
achieve these goals, the region’s natural and economic potential must be used by attacking different fronts,
including land.

The COVID-19 pandemic has been a natural experiment that has changed, at least temporarily, human behavior
and, above all, has highlighted our impact on the planet. Leén and Cardenas (2020) point out environmental
eruptions that the pandemic has generated in the region, as well as, a series of windows of opportunity that have
been opened during this crisis. Although attention to the pandemic has become the priority, climate change will
continue to be a threat to the future. The IPCC has repeatedly called for a drastic change in “business as usual”
in order to mitigate the climate crisis, and that we are at the right time to do so. Following the recommendations
of the IPCC (2014) and the windows of opportunity opened by the pandemic in the region (Leén and Cardenas,
2020), below, we outline some of the policy mechanisms that the region can use to change its path and thus,
achieve its climatic goals.

Economic instruments that seek to put a price on pollution are important to discourage polluting activities
in economies. One of the most commented on is, carbon taxes. Currently, only four countries in the region
have this tax, despite the fact that its operation and applicability are relatively easier than other mechanisms.
Likewise, the amounts of these taxes are still too low to meet climate goals. Among the recovery policies of the
impact of the COVID-19, these taxes should be taken into account, since they can represent a high margin of
tax collection, which can be used to reduce the impacts caused by the isolation policies and the drop in daily
activities. In this scenario, inconsistency and redundancy of policies should be avoided. For example, countries
should not tax pollution and, at the same time, subsidize fossil fuels. Dismantling fossil fuel subsidies would not
only alleviate government portfolio, but would result in a significant reduction in GHG emissions (Burniuax and
Chateau, 20M).

Another mechanism in the region to discuss, may include tradable emissions rights systems. Although their
operation and application are not as simple as creating a carbon tax within current tax regimes, several countries
have begun to implement these systems in the region since they face less economic and political interest than
the carbon tax. Finally, using subsidies to promote clean alternatives can speed up the change in households
and firms that is needed. A set of subsidies that includes a scheme of “Feed-in-tariffs” for renewable energies,
subsidies for biofuels, “feebates” programs, tax incentives for investments in their use, consumption and
modernization of clean technologies, and even lines of credit that stimulate sustainable agricultural practices.

Putting a price on pollution has not been used by many countries, but instead, policies that impose regulatory
approaches. However, according to air quality reports, there is still a lack of requirements in the standards
used. To begin with, environmental and efficiency standards must be imposed in the energy sector, including
renewable energy. Although the latter are cleaner alternatives than fossil fuels, it is important to monitor and
ensure that accidents, with the worst environmental consequences, do not occur.

Likewise, in the region there is a need for regulations on the transportation sector, in particular on fuel quality
standards. During 2019 and early 2020, Latin American cities had concentrations of articulated material much
higher than the standards imposed by the WHO. Although on some occasions this may be due to meteorological
phenomena, the vast majority of the year was related to pollution produced in cities or by forest fires. It is
necessary to increase transport regulations, both public and private, it can mean relief in the health system,
thanks to the impacts generated on the population, such as respiratory diseases. Air quality is also affected
by industry and land use sectors. This is why regulations and cross-cutting policies must be proposed, to all
sectors of Latin American economies, so as to promote the right to clean air and protect the region’s population.

138


http://www.latinamerica.undp.org

Taking advantage of the concern and attitudes in Latin American cities on environmental issues', one policy
mechanism that can be implemented is the information programs on the environmental impacts of goods and
services. These information programs can allow consumers to be aware of the emissions produced by their
demand. A set of policies for fuel labeling, vehicle efficiency, energy sector auditing and even certification
schemes for sustainable forest practices.

Particular attention should be paid to the land sector. This sector is not only the largest source of emissions in
the region, but it also needs transformation and conservation that protects the communities that live within and
subsist in rural areas. By adding credit lines under clean development schemes, taxes can also be used in the
land sector that reduce the use of nitrous oxide and other fertilizers that harm the soil and produce GHG, forest
laws that reduce deforestation. National policies are also necessary that guarantee monitoring, reporting and
verification of effective compliance with REDD+ goals and regulations on planning and governance of land use.

Government provision of goods and services is also crucial to mitigation goals. State investments in investment
and development are necessary, especially to improve the installed capacity of renewable energy production,
as well as investments in the renovation of infrastructure for transportation services and other fuel alternatives.
In this set of direct state actions, it is also necessary and important to include, the role of the state to manage
laws to protect local and national forest areas.

Achieving a sustainable recovery is one of the greatest challenges that current world governments will face.
Although much of the impact caused is irreversible, the call is to make policy decisions that do not produce a
rebound when returning to ‘normal’ the world was at before 2020. Latin America and the Caribbean have a set
of social, economic and natural characteristics that gives them a comparative advantage to reverse and change
current trends. All these advantages together with the appropriate policies, can generate a path of green
growth that allows the countries of the region to recover from the COVID-19 crisis and in turn strengthen their
ability to sustain the fundamental role that their natural wealth has to sustain life and the economy.
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Appendix.

1. Source of information on air pollution.

Bogoté El Observatorio Ambiental de Bogoté (OAB)

Buenos Aires Control y monitoreo de la autoridad de cuenca Matanza Riachuelo (acumar)
Mexico City Instituto Nacional de Ecologia y Cambio Climatico (INECC)

Guatemala City US Embassy Air Quality Monitor, Guatemala City

El Salvador Ministerio de Medio Ambiente y Recursos Naturales (MARN)

San José US Embassy Air Quality Monitor, San José

Santiago Sistema Nacional de Calidad del Aire en Chile

Lima Sistema de gestion de Calidad del Aire en Pert

S&o Paulo Instituto Estadual de Meio Ambiente e Recursos Hidricos

Willemstad US Embassy Air Quality Monitor, Curacao

2. Standards for the concentration of particles in the air.

Air quality category PM2.5 pug/m3 averaged over 1 hour PM10 pg/m?3 averaged over 1 hour

Good Less than 27 Less than 40
Moderate 27-62 40-80
Poor 62-97 80-120
Very poor 97-370 120-240
Hazardous More than 370 More than 240

Source: EPA (2020a) and EPA (2020b).
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The Coronavirus pandemic has spread throughout the world and Latin America has not
been able to escape from its health, economic and social impacts. The economic shutdown
as a result of a combination of stringent measures (self-quarantines, mandatory quarantines,
limited capacity of people in commercial stores, factories and offices, border closures, etc.),
is generating profound economic and social impacts. In the labor market this means shocks
to both supply and demand. Within households, this means an increase in the unpaid
workload that falls disproportionately on women, further limiting their availability of time

to carry out productive activities. The impacts and deepness of the crisis are different for
women and men, so generalized formulas must be avoided as they can widen gender gaps.
In this paper we explore the impacts of the crisis on employment in sixteen countries of the
region. Additionally, we analyze gender impacts with four lenses: young people, people
living in poverty, rural people and heads of household. We present a set of policy options
aimed at integrating the gender approach in all the cycle of the socio-economic response to
the pandemic and in the post-pandemic. Emphasizing that solutions must be cross-cutting,
we propose policies in three main areas: homes, work and the spaces between work and
home. Thus, socio-economic recovery policies will not only help to ease the impact in the
short term, but also to make progress in equal opportunities for women and men in the
medium and long term.
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The COVID-19 pandemic has already affected multiple dimensions of people’s lifestyle from theirincome levels,
accumulation of human capital, their consumption patterns, lifestyle, their mental health and their emotional
well-being. Without a doubt, among the most important is work, where three-quarters of the income of Latin
American households is generated (the rest comes from income and transfers) (ILO, 2019b). In this document
we will focus precisely on the labor dimensions of the impacts, emphasizing the links that these have with the
dynamics within households.

The current conditions of confinement of people in their homes, and closing conditions of multiple services,
including schools, place serious limitations on the possibility of working. Added to this are the structural barriers
that women constantly face, at home and in the labor market, accentuating the challenges due to this crisis.
Meanwhile, in household’s confinement impose an extra burden associated with unpaid care and domestic
work, which is unevenly distributed, especially overburdening women and girls. Special mention should be
made of domestic violence, that runs the risk of being exacerbated. Never before has the relationship between
work life and home life been so evident.

The productive fabric as a whole, due to the breakdown of the global supply chains, the closure of borders
and the operational closures of non-essential industries, has had a cross-cutting impact on all sectors. It is
estimated that two thirds of the companies in the world have already suffered a moderate impact and a quarter
of them a negative impact on labor productivity due to this crisis. For Latin America, the figures follow the same
trend (Mercer, 2020). By the end of the confinements, a good number of work centers will have had to close,
and others will have to cut staff, consequently impacting on household income.

Here we present some estimates of the immediate impacts of the COVID-19 pandemic on employment and
salaries, based on household surveys for the 2018-2019 period in 16 countries in the region.” We have found
that as a result of the voluntary and mandatory confinements, 33% of women and 30% of men, who worked
before the pandemic, were unable to go out to work. Some of these people went unemployed, others left the
economically active population. In the aggregate, this translated into a 22% loss of employment income for
women and 26% for men. We also find that intersectionality is very important to understand the differentiated
impacts of the crisis. Women in poverty, youth, heads of households with dependent minors and those living
in rural areas face shocks with stronger impacts than those of their male peers, both in terms of employment
and labor income.

Everything indicates that by the time these restrictions on mobility are lifted, economies will have entered
a recession such that the availability of jobs will have been significantly reduced. Estimates from various
multilateral organizations and international agencies reveal impacts that will transcend for a few years,
generating profound changes in the productive structure.

Indicators of female employment show greater vulnerability than male before the pandemic: higher informality,
higher incidence of part-time work, lower salaries, lower social protection and greater volatility in the face of
fluctuations in the economy. Several of these factors, in turn, are linked to the reduced availability of women’s
time due to the burdens of unpaid care work. This situation could exacerbate gender gaps in employment and
salaries if the necessary measures to protect the employment and income of women in greater vulnerability are
not taken. In this document we explore to what extent that could be the case, proposing a set of policies that
could alleviate and create conditions for the resilience and economic recovery of women in Latin America and
the Caribbean in the context of the pandemic and the post- pandemic.

Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Panama, Peru, Paraguay, Dominican Republic, and
Uruguay.

144


http://www.latinamerica.undp.org

The COVID-19 pandemic demands a lot of care work by households and this reduces the possibilities of working
and looking for work. As is well known, these care tasks are disproportionately overloaded in women. For this
reason, paying attention to care tasks and their distribution is key in the design and implementation of relief
policies for households. That is why we propose a set of policies that, in addition to generating equity in the
world of work, also do so outside of it.

In this document, we first present a brief overview of the conditions of female employment in the region prior
to the arrival of the pandemic. Then we present estimates of the short-term impacts, both on jobs and people’s
salaries. Third, we explore some intersectionalities, presenting the differentiated impacts for women and men
under four lenses (low-income, youth, rural, and heads of households with minors). Finally, the document
closes with a set of recommendations, and clues for the way forward, both for public policy, as well as for the
business sector and households. The estimates in the first sections of this document are based on household
or employment surveys of 16 Latin American countries with the most recent information available, between
2018 and 2019. See Appendix 1 for details of the corresponding year and period in each country.

Although in Latin America and the Caribbean female labor insertion has been increasing for several decades,
but with some heterogeneities, it is still lower than labor insertion of men (ILO, 2019b). About half of the women
are working, while this is the case with three out of four men. Added to this gender gap in employment is a very
important gap in the use of time and its consequent availability for paid work. In this sense, part-time work (30
hours or less of weekly work) is higher in women than in men. In the region one in four women who work, does
so part-time, while this happens only with one in eight men (Figure 1).

Latin America (16 countries): Employment rate by weekly working time according to countries — in
percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The Economically Active Population (EAP) is considered occupied from 15 years or more.

AR: Argentina, BO: Bolivia, BR: Brazil, CH: Chile, CO: Colombia, CR: Costa Rica, EC: Ecuador, SV: El Salvador, GT: Guatemala, HN: Honduras, MX: Mexico, PA:
Panama, PE: Peru, PY: Paraguay, DO: Dominican Republic and UY: Uruguay.

1/LA: Latin America. Weighted average. The weighting in household surveys corresponds to the local expansion factor in each

In the region, women spend most of their time in unpaid work and men in paid work (ILO, 2019a). Thus, the
gender gaps in the employment rate and the greater female dedication to part-time work are correlated with
decisions that take place within households, outside the labor markets (but with implications there). These
decisions are related with unpaid domestic and care work (particularly of minors, the elderly, and people with
disabilities, among others), which largely occurs in households.
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For this reason, for a better understanding of the possibilities of labor insertion of women it is essential to
pay attention to the composition of households. In Latin America and the Caribbean, 39% of households are
headed by a woman and 26% are single-parent households headed by women. In contrast, 12% of single-
parent households have a man as the head of the household. Therefore, the condition of women in the home,
and especially the presence of minors who require care, are key determinants of the active insertion and
permanence of women in the labor markets.

In Figure 1 we saw that the difference between the female and male employment rate is 24 percentage points.
This gap in all households in the region begins to widen as other variables related to the life cycle are added,
such as the presence of minors (6 years old or less) in the household. Households with at least one girl or boy
under 6 years old, the gap reaches 35 percentage points. This can be explained by several factors, but mainly
because the proportion of men in the employed labor force is increasing (Figure 2). In households where there
are no girls or boys, the gender gap in employment rates is smaller, reaching up to 20 percentage points
(Appendix 2). Such increase in the gaps in the employment rate associated with the presence of girls and boys
under 6 years old is greater in Central American countries, especially in Guatemala, El Salvador, Honduras and
Mexico.

Latin America (16 countries): Employment rate with the presence of girls and boys under 6 years of
age in the home by sex, by country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The occupied EAP from 15 years and older and young children from 6 to less years old are considered at home.

1/ Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the
simple average is considered to obtain annual data.

Looking at this deepness in the employment gaps that affect to a greater extent to women, it is worth asking
why and in what situation are women in the labor market.

Women in the employed labor force are mostly salaried in the private sector (40%), as self-employed (26%), in
the public sector (14%), as domestic workers (11%), unpaid family workers (6%) and as employers (3%) (Figure 3).
Men, in contrast, are employed mainly in the private sector (53%) and are in a higher proportion employer (5%)
but are employed less in the public sector (8%) and much less as domestic workers (1%). This already provides
initial structural barriers that women face in relation to the enjoyment of the benefits of health insurance or
social protection, which are part of formal employment in the private sector.

Salaried employment is predominant in half the countries of the region (Chile, Uruguay, Costa Rica, Argentina,
Brazil, Mexico, Panama and Dominican Republic). Independent work is the livelihood for 4 of 10 women in
Honduras, Colombia, Peru and El Salvador. While women with unpaid family work in Bolivia are a quarter of the
employed female population and a fifth in Ecuador (Figure 3).
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An important dimension of the quality of employment is access to social protection in old-age pensions. This
grants autonomy and economic security, so women have a decent income that reduce the risk of falling into
poverty (ILO, 2019a). In our estimates we find that only half of the women contribute to pension insurance. But
they also do not have access to other rights, such as maternity leave, unemployment insurance or in some
countries access to health, as they do not have a formal employment contract. We estimate that half of salaried
women in the private sector have a written contract. But even there, important differences can be found
between fixed-term and indefinite term contracts. In the context of this crisis, short-term fixed-term loans will
probably come to an end and will not be renewed. Therefore, the depth of the impacts of labor informality on
the quality of employment, particularly of women, are multiple and are closely linked to a greater exposure to
risk or greater vulnerability to the occurrence of a crisis, such as the one we are experiencing as a result of the
COVID-19 pandemic.

Latin America (16 countries): Female employed population by occupational category according to
countries — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years or more.

1/ Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the
simple average is considered to obtain annual data.

2 /Includes other categories not defined in Bolivia, Colombia, Honduras, Panama and Uruguay.

The degree of vulnerability increases when we incorporate other variables, such as the industry where female employment is concentrated. The health and
economic crisis associated with the stringent measures to control the spread of the outbreak have profoundly affected the commerce and services sectors, where
a very high proportion of women is concentrated, resulting in a high risk of losing their strength of work (ILO, 20204a; ILO, 2020b). This particularly affects women
in Latin America, where 8 out of 10 work in the service, commercial and hotel sectors (Figure 4). In Argentina, Dominican Republic and Uruguay 9 out of 10 women

work in these sectors, mainly in the service sector.

Latin America (16 countries): Female employed population in the service and trade sectors by country
—in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years or more.

1/ Includes activities: electricity, gas and water; transportation, storage and communications; financial services to companies; community, social and personal
services, and unspecified service activities.

2 /Includes restaurants activity.

3/ Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the
simple average is considered to obtain annual data.
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In this pandemic, occupational segregation also takes its toll. Two segments of the labor market in which the
demand for labor is notably increasing are health and paid domestic and care work. Both are predominantly for
female. Our estimates indicate that seven out of ten workers in the health and social care sector are women.
They are in the front line of pandemic care mainly as nurses, nursing assistants, reception staff and developing
other activities that expose them to a greater extent to a risk of contagion from exposure to fluids. However, this
segment only represents 4% of the Economically Active Population (EAP) employed. Something similar happens
with housework. In this case, nine out of ten employed persons are women, but this segment represents only
5% of the employed EAP in the countries of the region.

In addition to the marked gaps in full-time and part-time labor participation, as well as occupational segregation,
there are also persistent gaps in pay. Because women spend fewer hours per week in paid work, the gap in
hourly earnings is smaller than the gap in monthly earnings. While the first is around 5%, the second reaches
19% (Figure 5). It is important to note that these gaps do not take into account the job characteristics that
make people productive. When this is taken into consideration, the gaps are much higher. For a more detailed
analysis of this, see (ILO 2019a) which concludes that a part of the pending work is in households throughout
the entire income distribution.

Latin America (16 countries): Hourly labor income of the Employed Population by sex, according to
country —constant international dollars 2011— PPP (circa 2019)

10

8,9 9,2
9 . 83 *
8 7,3
6,8 N
5 7 - 6,5 <+ Men
2 5,7 N 60
Py )
g 6 . * * 5,0 3 Women
a 58 6,0 4,7
g 5 ' 42 o 4,2 . .
e
* 48 ]
4 4,5 y
3
*
) 2,6
@ @ N < S ) 2 &> A . A )
&‘Q o\\A\ Q,@x N ((.9\ < O ’bbo 2 b"k’b Q;\-\(' & QQ} QOQ@ Q@Q e‘}"’b ‘(’,b'»
& DRt I A R SHFCANI
v ¢ PO NSRS
& N
< NG

Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1); IMF; 2020a.

Notes: The EAP is considered occupied from 15 years or more. The monthly labor income by main activity of the employed EAP is considered excluding unpaid
family workers and the employed EAP without income. The PPP conversion factor and average inflation per country are considered.

1/ Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the
simple average is considered to obtain annual data.

The widest gaps are experienced by women in Chile, Paraguay and Brazil. In contrast, the smallest gender differences in hourly salaries are in Colombia, Mexico
and Panama. However, as explained above, gender pay gaps are largely explained by the lower dedication of time by women to paid work. This opens the
discussion of the importance of quantifying, recognizing and revaluing the unpaid care work that happens in households, since it is an enabler for both men and
women to go out into the world of paid work. Either way, if this social organization of care does not exist, someone has to pay for it.

This section on pre-existing conditions cannot close without mentioning a serious problem in the lives of Latin
American women: domestic violence. In regular times, in Latin America and the Caribbean, one in eight women
who have ever had a partner claims to have experienced physical or sexual violence in the last 12 months, these
are 19.2 million women between 15 and 49 years old. In 2019, more than 3,800 women were murdered simply
because they were women (UN Women, 2020b). Furthermore, one in twenty claims to have experienced sexual
violence by their current or former partner in the same period (UNDP, 2017). During quarantines, with confined
homes, this domestic violence already shows worrying signs of its exacerbation. Some preliminary statistics
account for this. For example, in Argentina the average number of inquiries to the hotline for gender violence
in March 2020 increased 39%, in Brazil a 50% increase in complaints was reported in Rio de Janeiro, in Bolivia
more than 1,200 cases of violence against women had been reported in April 2020, in Colombia 12 women
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were murdered in a period of only 16 days between March 20 and April 4, 2020, where complaints increased by
51% in the first days after the quarantine, while in Mexico only in the state of Nuevo Ledn there was an increase
of 30% in reports of cases of family violence (UN Women, 2020b). After the emergency, the magnitude of this
problem can be analyzed, but in the meantime, this requires concrete and urgent actions to preserve the lives
and well-being of women.

Impacts of confinement on people and households

Between mid-March and June 2020, the governments of the region adopted different confinement measures
with consequent restrictions on people’s mobility and social interaction, in order to slow down the spread of
COVID-19. These measures, which have varied from country to country, and which have been applied in a
differentiated way, combine voluntary quarantines, curfews, mandatory confinements, operational closures of
non-essential industries, shutdown of public works, among others.

In circumstances like this, temporary contracts are the firstto fade. The cost of dismissal is lower,and evenin some
cases, non-existent (ILO, 2019b), especially in the context of economic emergency decreed by governments. In
most countries, the continuity of the employment relationship has required salary adjustments. To compensate,
at least partially for the impacts of the loss of salaries, alternatives to labor income were established, such
as: i) access to unemployment insurance, in countries where such an instrument exists, ii) payment for early
vacations, iii ) expansion of cash transfer programs, iv) fiscal and financial relief such as deferred payments of
social security contributions or staggered tax payments, v) government cash transfers to pay formal workers
and SMEs, and vi) payment relief of essential public services such as freezing of electricity rates or subsidized
drinking water rate (UNDP, 2020).

Among the measures to contain the epidemic, governments urged citizens to stay at home and the business
sector to accompany these efforts, especially those in non-essential activities. Non-essential economic sectors
have slowed down their operations, since to a large extent many of them cannot operate with their workforce
from home, which has had a deep impact on the conformation of the labor structures associated with these
industries. Consequently, companies have been forced either to suspend contracts, grant paid or unpaid early
vacations, or lay off the workforce in the worst case.

The sectors most affected by the crisis in the region include i) wholesale and retail trade; repair of motor
vehicles and motorcycles; ii) manufacturing industries; iii) hotel and restaurant activities; iv) real estate activities;
v) arts, entertainment and recreation, and vi) transportation and storage and communication (ILO, 20204; ILO,
2020b). The details of the policies implemented until May 2020 can be reviewed in ILO (2020c), as well as in
the Global Tracker of Responsive Gender Socioeconomic Policies developed by UNDP with support from UN
Women.? In the regional aggregate, in these non-essential activities, just over 4 out of every 10 workers are
women (Appendix 3).

Given the adoption of these measures, the key question is how many jobs were lost and how much income from
work was lost during the pandemic? Based on the data between 2018 and 2019 for Latin America, we estimate
that in the various job categories, there is a lose of jobs, and consequently a loss of incomes. This happens both
with dependent work (with or without a contract), and with independent work.3

See www.undp.org/content/undp/en/home/covid-19-gender-dashboard.html

In Costa Rica and Honduras there is no information on the type of contract, so the entire workforce is considered in non-essential activities that are unable to
work. In Paraguay, in the absence of more detail on the sectors, the non-essential activities considered are: manufacturing industry; commerce, restaurants and
hotels; and transportation, storage and communications.
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Thus, in the aggregate, those who have lost the possibility of working during the pandemic are people employed
with a temporary written contract, people employed without a written contract in non-essential activities and
people who work on their own account and in non-family activities.

Our estimate based on household surveys in the countries of the region shows that 43 million men and 35
million women work in non-essential activities. This means that 33% of women and 30% of men in the pre-
pandemic busy EAP are either teleworking or unable to work during the pandemic. This increases the gender
gap in the employment rate in the regional aggregate by 6 percentage points. While in some countries the
depth of the impact of the crisis on women is greater, particularly in Peru, El Salvador, Guatemala, Bolivia and
Colombia, where half of the women are unable to work (Figure 6).

In total, 52 billion dollars constant of 2011 (PPP) were lost, of which 67% are generated by men (35 billion dollars)
and 33% by women (17 billion dollars). This means that women stopped generating 22% of what they were
getting before the pandemic and men 26%. These differences, as noted above, are partly due to the availability
of time for women and men for paid work, which is greater in the case of women. In some countries, women
stopped generating income in a higher proportion than men, such as in Bolivia, El Salvador, Guatemala, Mexico
and Peru (Figure 7).

Latin America (16 countries): Employed population unable to work due to the pandemic, by sex, by
country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years or more.

1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and in the
quarterly surveys the simple average is considered for the annual data.
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Latin America (16 countries): Loss of the wage
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Notes: The EAP is considered occupied from 15 years or more. The wage bill considers the monthly labor income by main activity of the EAP employed with income.
1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and
in the quarterly surveys the simple average is considered for the annual data. Income is converted into constant 2011 international dollars (PPP) of the year
corresponding to the information gathering.

After the confinement, we will return to work. But we will do it in a completely different job market than the
pre-pandemic. The pandemic with its impacts on health, the months of confinement and restricted mobility
will have wreaked havoc on all social and economic life, with lasting effects that are revolutionizing the world
of work. It is clear that in the face of a drop in economic activity, not all jobs will return to their activities and
the world of work will have to implement changes to adapt to the crisis, which could be permanent in the long
term. For example, the widespread use of time and workspace flexibility measures such as teleworking, the
acceleration and transformation of the digital economy and in particular platforms, or the use of new distributed
manufacturing methods, which could change for always the concept of large manufacturing factories, among
others. Therefore, it is essential to analyze in detail the differentiated impacts between women and men, since
changes in the productive matrices of the economies of the region could deepen the gender inequalities that
already existed before the pandemic.

Recognizing the heterogeneity of labor markets, below we present the differentiated effects according to four
intersectional views: i) low-income women and men, ii) young women and men aged 15 to 24, iii) women and
men heads of household with young boys and girls (6 years old or less), and iv) women and men located in rural
areas.

In each intersectional analysis we estimate the percentage of people who have lost their jobs and consequently
their income during the pandemic, adding data at the regional level and observing the differences between
countries. Then, we estimate post-pandemic job destruction in aggregate for Latin America.

Economic impacts of COVID-19 for low-income women

Before the pandemic, in Latin America and the Caribbean we estimated 10.7 million workers and 14 million
women workers in the first decile of labor income in each country. During the pandemic, 49% of low-income
women were unable to work compared to 31% of men, which translates into a gender gap of 18 percentage
points between the sexes, or 3% if we take as basis the loss of employment of men. In Mexico, El Salvador,
Colombia, Panama, Peru and Honduras, 6 out of 10 women living in poverty will have been unable to work, with
gaps between women and men that fluctuate between 7 (Argentina) and 48 percentage points (Guatemala)
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(Figure 8). It is worth noting that this measurement does not refer to workers living in households below some
poverty line (moderate or extreme). To facilitate comparison between countries, these are those that are in the
lowest decile of labor income in each country.

Latin America (16 countries). Employed population in income decile 1 unable to work due to the
pandemic by sex, according to country — in percentage (circa 2019)
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Notes: The EAP is considered occupied from 15 years or more. For the deciles, labor income by main activity is considered without considering workers without income.
1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and in the
quarterly surveys the simple average is considered for the annual data.

The impacts on income show the same heterogeneous behavior. The 46% of low-income women stopped
receiving their salaries as a result of the crisis, compared to 35% of men, which is equivalent to a gap of 11
percentage points or 2.86% if we take as reference the loss of income of men. In Mexico, Colombia, El Salvador,
Peru and Guatemala the figures are higher to the detriment of women with gaps that fluctuate between 44
(Guatemala) and 4 (Uruguay) percentage points (Figure 9).

Latin America (16 countries): Loss in the wage mass of the employed low-income EAP by sex, by
country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years or more. The wage bill considers the monthly labor income by main activity of the EAP employed with
income. For the deciles, labor income by main activity is considered without considering workers without income.

1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and in
the quarterly surveys the simple average is considered for the annual data. Income is converted into constant 2011 international dollars (PPP) of the year
corresponding to the information gathering.
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Economic Impacts of COVID-19 for Young Women

It is estimated that in the region we have 37 million young people (15 to 24 years old) who make up the Latin
American labor force, that is, 23 million men and 14 million women. During the COVID-19 crisis, 39% of young
women lost their jobs, compared to 34% of men. When observing the differences between countries, we see
that young women in Peru, Honduras, Colombia, El Salvador and Bolivia are the most affected in the region
(Figure 10), who experience gender gaps associated with job loss between 65% (Honduras) and 20% (Colombia),
when the loss of employment of young men in those countries is taken as a basis. This problem is particularly
relevant in the case of women of childbearing age, for whom labor insertion is more difficult (Tribin et al., 2019),
due to factors associated with the disruption of the labor trajectory, the burden of caring for minors, internal
biases in organizations where these women work, among others.

Latin America (16 countries): Youth employed population unable to work due to the pandemic, by
sex, by country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years or more.

1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and in the
quarterly surveys the simple average is considered for the annual data.

On the other hand, the impacts on income are less intense. During the pandemic, young women stopped
generating 30% of the income they obtained before the crisis and men 33%. Some relevant differences are
observed between countries, such as Guatemala and Bolivia, where the gender gaps in labor income widened,
reaching a gender salary gap of 45% in Guatemala and 21% in Bolivia, based on the loss of salaries of young
men (Figure 1).
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Latin America (16 countries): Loss in the wage bill of the employed youth EAP by sex, according to
country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1)

Notes: The EAP is considered employed from 15 years or more. The wage bill considers the monthly labor income by main activity of the EAP employed with income.
1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and
in the quarterly surveys the simple average is considered for the annual data. Income is converted into constant 2011 international dollars (PPP) of the year
corresponding to the information gathering.

Economic impacts of COVID-19 for women heads of households with minors at home

Being the head of the household with minors under 6 years old is an important characteristic that reveals the
structural barriers that women experience as a result of long working hours and the double workload and care
at home. It is likely that these women also face greater problems for their labor insertion and permanence
(Alon and others, 2020), among other factors due to less time availability, information asymmetries and the
inefficiency of their social support networks.

Itis estimated that in the region we have 34.3 million heads of households, of which 25.9 million are men and 8.4
million are women heads of households, with young children. Due to the effects of the pandemic it is estimated
that 34% of women heads of households lost their jobs, compared to 28% of men heads of households. In Peru,
El Salvador, Honduras and Bolivia the dimension of this problem is much deeper, more than half of women
heads of households with children under 6 years old have had their ability to work limited (Figure 12).

Latin America (16 countries): Employed population head of household and with young girls and boys
unable to work due to the pandemic, by sex, by country — in percentage (circa 2019)
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We estimate that women stopped generating 24% of labor income and men 27%, so we can observe a gender
pay gap in income loss of three percentage points or -11.11% to the detriment of men. The impacts on income
are greater in women in Peru, Bolivia, El Salvador and Honduras, since the gender gaps are between 34% and
36% (Figure 13).

Latin America (16 countries): Loss of the wage bill of the employed EAP as head of household and
with young girls and boys by sex, according to country — in percentage (circa 2019)
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Notes: The occupied EAP from 15 years old and older and young children from 6 to less years old are considered at home. The wage bill considers the monthly
labor income by main activity of the EAP employed with income.

1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and
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corresponding to the information gathering.

Economic impacts of COVID-19 for women in rural areas

Inrural areas ofthe region, before the pandemic there were an estimated of 40.9 million workers and 22.6 million
women workers. During confinement 38% of the women lost the possibility of going out to work compared to
20% of the men. In Central America (El Salvador, Guatemala, Honduras and Mexico) half of the women in rural
areas lost their source of employment (Figure 14). This is equivalent to a gender gap in employment of 90% to
the detriment of women, when the reference of the loss of employment of men is taken as a basis.

Latin America (15 countries): Rural employed population unable to work due to the pandemic by sex,
by country — in percentage (circa 2019)
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According to our estimates, women stopped generating 33% of their labor income before the pandemic and
men 23%. In Honduras, El Salvador and Guatemala, women stopped generating half of their labor income,
which is why urgent policy responses are required to protect income in rural areas (Figure 15). Under this lens,
the gender gap in income stands at 43% to the detriment of women, based on the decrease in salaries for men.

Latin America (15 countries): Loss of the wage bill of the rural employed population by sex, according
to country — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP from 15 years old and older and young children from 6 to less years old are considered at home. The wage bill considers the monthly labor income
by main activity of the EAP employed with income.

1/ Weighted average of the countries considered. The weighting in the household surveys corresponds to the local expansion factor in each country and
in the quarterly surveys the simple average is considered for the annual data. Income is converted into constant 2011 international dollars (PPP) of the year

corresponding to the information gathering.
Public policy challenges and recommendations

A profound impact of this pandemic is glimpsed on employment and consequently on household income, with
a greater depth in poor, rural, single-parent and young households. Although the short-term impacts do not
show many gender differences in employment and salaries, it is to be expected that the gaps will later widen
as a result of the unequal distribution of domestic responsibilities.

Governments already face various tradeoffs in decision making. In order to make an informed decision, it is
necessary to have data and evidence to carry out combining the different variables of the crisis: (i) health, (ii)
economic and (iii) social and care (UNDP, 2020). In addition, efforts must be coordinated between the different
levels of government (national, provincial and local) in an articulated manner, as well as creating coalitions
among all actors (public, private, union and social), to leverage the experiences, resources and capacities to
solve the crisis and build a sustainable, resilient and promising future.

The calculations indicate that some segments of women in situations of poverty and vulnerability will experience
more accentuated impacts due to the crisis. Firstly, this happens due to the lower availability of work for them
and secondly, to the lower availability of time to work. This second factor is linked to the disproportionate
burden of unpaid domestic responsibilities, which has increased considerably during the pandemic. This
increase occurs mainly for two reasons: (i) due to confinement measures that cause a high proportion of people
to work from home or are in suspension of their employment contract, and (ii) due to the impossibility of having
care services and of paid domestic workers, who are equally forced to stay at home. This brings with it some
challenges that are overlayed on those that already exist, so that the starting structural barriers of gender are
a factor that puts women at double or triple risk.
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Thus, we organize the challenges into three large groups, according to the area in which they operate: (i) at
home (ii) between home, study and work and (iii) at work. In all of them there is both a role and a responsibility for
the Governments, as well as for the private sector and trade unions, as well as for households and communities.
In this list of recommendations, we try to prioritize those that have some connection with the pandemic,
without neglecting some others that in these circumstances are worth continuing to promote, especially in
the framework of a new economic reality. In the same way, we have tried to prioritize those for which we have
quantitative evidence in the diagnosis of this note, but we have also added some that, experience tells us,
should not be neglected. To minimize the potential negative impacts that are envisioned, below we synthesize
a series of key recommendations for the design and implementation of public policies for the pandemic and
post-pandemic.

(i) In households

We are already spending more time in our homes as a result of mandatory and voluntary confinements, curfews
and other measures of physical distancing, with which we seek to contain the expansion of the of COVID-19.
This is already followed by a significant increase in the burden of domestic and care work, as well as domestic
and intra-family violence. Households now need more frequent cleaning and adaptation of the spaces for
new activities, girls and boys need more support with their school life, food purchases for the house (which
increased in volume and frequency) must now follow certain protocols health care providers, older people
need more care, and a long list of etcetera’s adds to the burden of unpaid care work.

In pre-pandemic times, according to ECLAC estimates (2020), women spent more than three times as much
time as men in unpaid domestic and care work. In fact, for women without their own income, unpaid work time
exceeds between 26% and 55% the unpaid work time dedicated by women who do have their own income.
The former dedicates an average of 46 hours per week to unpaid work, compared to the 33 hours on average
that the latter dedicate (UN Women, 2017). Although there is still no data that allows us to test the hypothesis
of an increase in the burden of unpaid care in times of pandemic, a significant increase is expected based
on the starting point and the amount of time that people now dedicate to telework. This could have gender-
differentiated impacts that could deepen the structural barriers associated with care that affect women.

In the absence of interventions aimed at promoting co-responsibility of care and a better gender balance in the
distribution of domestic tasks, this is most likely to result in more hours of unpaid work for women. The absence
of labor policies that make possible to balance family life with work, not only reduces the number of hours that
women can work, but it also undermines the productivity that they could have for each hour worked (ILO, 2019).

An increase of about 30% in cases of domestic and partner violence is also estimated, as recorded in some
countries, according to the report of cases in state hotlines for the protection of victims of violence compared
to the reporting statistics. in the pre-pandemic (UN, 2020). The confinement situation creates a perfect setting
for women to find it virtually impossible to break the cycles of violence, having to live with their aggressor 24
hours a day, without the daily life allowing to temporarily break the dynamics, coupled with a minor access to
public or private support networks as effects of sanitary measures. This has direct repercussions in many areas
ranging from physical and mental health to labor productivity, limiting the possibilities of preserving economic
autonomy.

Taking these considerations into account, we recommend a combination or basket of policies aimed at:

Promote cash transfer programs (CTP) and social protection policies to guarantee the availability of
household income. One of the main strategies to mitigate the impacts of the socio-economic crisis produced
by the COVID-19 Pandemic have been the Cash Transfer Programs. It should be noted that almost all the
countries in the region have implemented this type of policy. From a gender perspective, itis recommended:
(i) suspend all conditionalities of the cash transfer programs, (ii) ensure the inclusion of women in situations
of greater vulnerability as beneficiaries, (iii) ensure alternative mechanisms that minimize displacement
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and avoid agglomerations, (iv) promote complementary programs of income generation for women, and (v)
promote the participation of women’s organizations in the design and implementation of CTPs and other
measures (UN Women, 2020)4.

Promote co-responsibility for caregiving and the redistribution of roles at home with a view to achieving
a more equal balance of domestic responsibilities. This is a recommendation whose statement is simple,
but its content not so much. The unequal distribution of domestic and care tasks has a very long history.
To a large extent, it is rooted within the customs of the Latin American peoples, the social norms and
patriarchal patterns that still prevail in the region’s societies, and as such it will not be eradicated overnight.
In addition, to the tasks assigned almost automatically to women in pre-pandemic times, are added those
of the new normal within homes (such as caring for babies and toddlers, tutoring girls and boys who study
from home, the need to clean the house more frequently and a long list of etcetera’s). However, it would
be worth taking advantage of this opportunity in which people are confined to their homes to make visible,
quantify and revalue domestic and care work that is usually invisible. An essential first step to make this
possible is awareness of inequalities in the distribution of the burden of care. A massive communicational
and educational work that points to such awareness and that encourages changes in the in management
of the households could be very useful. Along the same lines as domestic and care tasks, it is important
not to fail to recognize the contributions of paid domestic workers, that in many countries they are mostly
migrants, many of them in an irregular situation, which is why they suffer greater precarious employment
conditions. Here it is necessary to advance in the regulation and protection of paid domestic work and care.

Provide households with sanitary tools to face care tasks more safely. Health care equipment and
medicines, for their part, have begun to become scarce and more expensive in some countries, so it makes
sense to propose a policy to supply basic health and cleaning equipment to treat people at home, especially
the sick, and thus prevent contagion for women who are more involved in care work during the crisis. A
longer-term task is to improve household infrastructure, since the overcrowded conditions of households,
especially those living in poverty and those in peri-urban and rural areas, make it virtually impossible to
meet the fundamentals of prevention, social distance and wash hands regularly.

Ensure access to essential basic services, especially for women, and particularly those in situations of
greater vulnerability. This includes various types of services. First, the guarantee of the supply of essential
services such as drinking water, energy and gas, necessary to ensure compliance with sanitary measures
and to ensure subsistence. Second, the delivery of food products to households, following the sanitary
protocols. Third, reliable access to the Internet, which is progressively becoming an essential enabling
service for the world of work and the search for relevant information to face the pandemic. Last but not least,
within the basic services must also be the products that allow the full exercise of sexual and reproductive
rights, such as pre and postnatal care, the supply of menstrual products, and contraceptives. For this, it is
necessary to strengthen public services and health insurance coverage that serve to the specific needs of
women. And particularly to women and men with HIV, for whom it is necessary to guarantee the supply in
safe conditions of health services and the supply of prophylactic kits that guarantee adequate protection
of their health.

Protect women, girls and boys and other high-risk groups from exposure to intimate partner and
domestic violence. On days of confinement at home, violence can be exacerbated, as seen above, so
LGBTI women, girls and boys, lesbians, gays, transsexuals and bisexuals are at high risk. For this, it is
necessary to redouble efforts to strengthen the surveillance, prevention and protection mechanisms, it
is recommended: (i) keep the telephone and online hotlines active, (ii) strengthen the care and protection

As the rate of new COVID-19 cases accelerates, it exposes the potentially devastating costs of job and income loss. Unconditional emergency cash transfers
can mitigate the immediate worst effects of the COVID-19 crisis on poor or vulnerable households with no access to social protection. UNDP produced the following
document and provides estimates for a Temporary Basic Income (TBI), a guaranteed minimum income above the poverty line for vulnerable people in 132 develop-
ing countries. UNDP: www.undp.org/content/undp/en/home/librarypage/transitions-series/temporary-basic-income--tbi--for-developing-countries.html
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centers to help victims of gender-based violence, (iii) keep police and medical personnel trained to deal
with situations appropriately, (iv) transmit safe reporting mechanisms and build clear service routes to which
victims can go, including articulation with services provided by social organizations, and (v) strengthening
community surveillance mechanisms in neighborhoods and remote rural areas, especially in foster homes
and hotels for migrant persons. Therefore, it is crucial to promote community approaches in the prevention
and detection of violence. This may include the strengthening of shelters and other care measures, such
as prioritizing cash transfers and active employment policies that promote the labor insertion of victims of
violence, as well as the provision of essential services, to the extent that women victims of violence require
a safe space and economic support outside the home. (UNDP 2020).

Make the protection of women, adolescents and girls a task for everyone. It is important to make the
safety of women, young people, adolescents and girls in risk of acts of violence a task for everyone.
To achieve this, it may be useful to increase access to information, communication campaigns and other
contact points of these services to improve their access and thus motivate victims of violence to report
their cases. But in addition to this, it is important to mobilize communities so that community surveillance
mechanisms generate early warnings with which the victim protection mechanisms can be more easily
activated. In cases where the victim is not in a position to report, the community should secure their
integrity and communicate to the authorities. It is also important to pay attention to signs of school drop-
out and changes in behavior, especially of girls, boys, adolescents and young people. At this time when
girls and adolescents dedicate more time to domestic tasks, it is possible that they neglect their school
responsibilities, which in the medium term could lead to dropouts.

Promote the integration of households in their communities, but always following health and safety
protocols. The activation of social and community mechanisms that alleviate the burden of care and, as
mentioned above, reinforce the protection of women, adolescents and girls in situations of risk of violence
is imperative. Social and care infrastructures, networks of community mothers, and early warning systems
for gender violence are all mechanisms that must be strengthened locally, both in urban and rural settings.
This brings a return to the neighborhood activities of a few decades ago. This, in addition to requiring
adjustments in the mobility policies of the cities, will require a broad promotion of community care and local
arrangements between public and private care service providers.

Make the invisible visible, with objective and verifiable evidence. To the extent that domestic work is
invisible, it is necessary that national statistical systems continue to contribute to making it visible. To do
this, it is necessary to continue collecting information and data disaggregated by sex on the situation of
women at home, collecting the diversity of existing family arrangements. Time use surveys and national
accounts with a gender perspective are increasingly necessary. In the short term, it is also necessary to
estimate the impacts of the pandemic on the distribution of tasks within households. This will help in the
design of interventions, both public and private, to address the differentiated impacts.

Quantify and integrate the value and dimension of the care economy in the national accounts. Unpaid
domestic work has been systematically made invisible from national accounts systems, because it seems
that there is a magic or invisible hand doing it. The pandemic creates a scenario in which now that we are
at home, women and men feel the burden of unpaid domestic work. This creates an opportunity to open a
dialogue with the statistical institutes and the ministries of production and economy, for the quantification,
revaluation and integration of its value in the national accounts. Because care work enables people to
integrate into the labor market, even if the contributions of housewives to the economy are not traditionally
perceived. It is clear that this work does have a value and that someone pays for it, so the revaluation of
it, accompanied by the appreciation of the experiences acquired by women when developing it, is also
an enabler for the productive and labor inclusion of women. Certification schemes of labor competencies
for time management, home economy management, cleaning and disinfection, cooking and gastronomy,
among others, are a highly valued package of experiences in various industries.
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(ii) Between home, study and work

Although the virtuality that is being imposed these days, allows workers an instantaneous transition from home
to work and vice versa, this condition is not the same for all people. As well as the reduction in transportation
times between home and work due to a reduction in the mass transport systems and particularly, due to
mobility restrictions. Furthermore, with the return to normality, there will be an increasing need to make use
of means of public and private transport, individual and mass, to go and return to the workplace. But in order
to be able to enter the working day, it is necessary to solve ecosystem problems that challenge permanence,
such as the care infrastructure, the availability of childcare facilities for minors, care services for the elderly, the
schedules of various providers of goods and services (public and private). All this, obviously, with the sanitary
measures that are required in the framework of this pandemic. For this reason, it is essential to activate the
availability of services that enable households and those who make them up, to better participate in labor
markets. For this to be possible we recommend:

A reliable and safe public transport in cities, transporting people but not the virus. The vast majority of
people in Latin America who live in cities move by public transport, especially women. This is the most cost-
efficient way to do it. But at the same time, the public transport network has also been a way of transmitting
the virus in the main cities of the world. For this reason, itis necessary to display logistical measures to reduce
the density of users of transport services and respect health protocols. It is worth realizing that the mobility
patterns of women are different from those of men, since they move between shorter distances, but take
longer on average since they use public transport to a greater extent, instead of means of transportation.
private transportation. Therefore, their itineraries are more complex and less direct because the part of
their mobility is aimed at solving care responsibilities (shopping for the home, dropping off / picking up
children at educational centers, medical visits, etc.). Therefore, it is crucial to incorporate gender analysis
in the design of transport, security and city management policies for the pandemic and post-pandemic.
A comprehensive list of policies and a combination of them that contribute to these objectives is beyond
the scope of this note, but the following considerations should certainly be taken into account: (i)improve
the predictability of arrival times at each bus stop, (ii)Jdesign smart policies to maintain social distances, (iii)
implement express trunk routes with higher frequencies, (iv)improve the integration of various means of
transport (not only subways, buses, and feeder cars; but also bicycles and other less congestive means),
and (v)promote and adapt infrastructure for the use of bicycles. Finally, mobility patterns have changed
significantly compared to those of the pre-pandemic, so it is crucial to work in coordination with the public
and private sectors to avoid congestion of transport systems in the cities during the economic reactivation
processes by phases or total, and take advantage of more efficiently the combination of blocks and entry
and exit times by zones, sectors (productive and educational), among others.

A transport network that allows better integration of all territories. Improving transport in cities is not
enough, integration with surrounding territories must also be improved. Let us remember that in our region,
more than a third of the households live outside the cities and the relationship that exists between the
urban and the rural is very fluid. To ensure access to health services or other services in the event of
emergencies, it is necessary for the entire network to function reliably.

Strengthen care services, both for boys and girls, as well as for adults and people with disabilities.
Effective female labor participation requires structural solutions to the problem of care. A first line of work
in this regard should be the equal distribution of care burdens within households. As we have previously
underlined, a more equitable distribution of tasks must take place there but recognizing that this cultural
change will not happen overnight, short-term solutions must also be provided outside the home. Therefore,
working simultaneously in the construction of a new and renewed model of masculinity, conscious, healthy
and positive, is an imperative that will allow progress towards the transformation of the social norms that
currently prevail based on patriarchal models, where masculinity and manhood are weakened when men do
housework. Additionally, the strengthening of care systems outside the home, which include infrastructure,
services, public, private and community providers is absolutely essential as enabling factors for women
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in the labor market. The services of nurseries and early childhood care centers, care for the elderly and
people with disabilities will be central in the redesign of the social organization of care. For this to be
possible, it is necessary, as far as sanitary is possible in the context of the pandemic, to extend the working
hours of the existing centers, making them compatible with the working hours of those who use the centers,
as well as increasing territorial coverage of the services. This can be done by combining the private and
public provision of such services through a Comprehensive Care System that integrates a Network of Care
Service Providers, which subsidizes access to their services to those with less income.

Advance in the reopening of the education system and its training centers to preserve and strengthen
the human capital required today and in the future. Measures of physical distancing to preserve health,
in combination with low internet connectivity in remote towns and cities and peri-urban areas, along with
limited access to computer equipment and tablets that adequately enable online training, plus weak ones
Digital abilities of certain population segments beyond the use of smart phones or social networks, are
generating a high risk of dis-accumulation of human capital in times of pandemic with lasting effects in the
post-pandemic. This dis-accumulation will be more marked in vulnerable groups, deepening the gaps®. The
public policy baskets must consider several aspects: (i) the necessary universality and democratization
of access to internet connectivity with cross-subsidies for the coverage of service rates and access to
equipment, (ii) the development of skills as a tool for the development of increased capacities, which must
be worked under the life cycle approach from early childhood® to advanced adulthood (iii) the development
of increased capacities, which allow the development of productive activities, among others. Beyond its
direct impacts on the benefit of children, adolescents and young people who will be able to continue
their academic growth, this will also facilitate the return to work for women, releasing part of their care
responsibilities at home. Along the same lines, it will be necessary to adapt school schedules or certain
extracurricular programs, and articulate face-to-face and virtual care services, appropriately balancing
educational and health objectives (see recommendation on urban public transport, lines above).

(iii) At work

Finally, and in the focus of what this note intends to discuss, in the world of work there are many policy options.
Here we list some that have the potential to facilitate a better participation of women in the world of work, taking
advantage, as much as possible, of their productive potential. In this sense, this list can be seen as a set of
enablers for the entry and permanence in the labor market of women. Not all the recommendations are relevant
to all economic sectors, nor to the companies that comprise them, nor to all sizes. Therefore, it is recommended
that governments and companies’ adopt these measures in an exploratory way in iterative cycles of human-
centered design (prototyping, testing, evaluation and scale), as policy baskets, gradually testing and expanding
them according to the successes and learning that they are obtaining. There are no universal recipes, or one-
size-fits-all dresses.

For the government:

Promote that employment policies for the formal sector extend to informal workers in general and
paid domestic workers in particular. In this sense, and as the document demonstrates, it is necessary
to recognize that the impacts of the COVID-19 crisis are based on a previous and unfair sexual division of
labor that deepened an over-representation of women in informality, in precarious and part-time jobs, and
in small companies (or self-employment) in most Latin American and Caribbean countries. The insertion
of women in this type of job allows them to reconcile paid work with care responsibilities, but it implies, in

See UNESCO Interactive Map (2020) of the impacts of COVID-19 on education en.unesco.org/covid19/educationresponse

See the Lego Robots for Kids Program at www.lego.com/en-gb/categories/robots-for-kids

To support the business sector in this transition, UNDP has developed a set of instruments leveraged on the Seals of Gender Equality in the Workplace.
See www.selloigualdadgenero.org and americalatinagenera.org/newsite/index.php/es/iniciativas-destacadas/empresas-por-la-igualdad.
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addition to a double working day, greater job insecurity and negative impacts on their work trajectories
and professional development. In turn, this results in the majority of women not having contributory
social security. The usual benefits of formal employment do not reach a high proportion of women. In the
emergency, the fundamental task is to protect those who need it most, ensuring that no woman is left
behind, primarily those who do not enjoy the benefits of formality.® In the medium term, it is necessary to
ensure a universal social protection floor (income, health, pensions and care), regardless of the type and
mode of labor insertion. Finally, promoting social protection within a framework of universality rather than
access to formal employment, will bring benefits to advance gender equality and the empowerment of
women. As well as adopting and implementing ILO Convention 189° for the regulation of domestic workers,
leading to the establishment of necessary measures for the health care of them and their employers.

»

v

Ensure the inclusion of women in policies for the reactivation of employment with the ultimate objective
of facing the crisis without leaving anyone behind. In the first place, as has already been documented,
and has also been happening in the framework of this pandemic, in periods of crisis female leaderships
are effective.’ In times like the ones we live in, women can be very effective in managing crises, facing
uncertainty and addressing a multiplicity of objectives. Second, this will be useful to better capture the
specific needs and strategic interests of women, making it possible to estimate gender gaps both in the
effects of the crisis, and in the depth of its impacts, as revealed in this paper. To include women effectively, it
is recommended to incorporate them in social dialogues with plural representation, as well as to implement
initiatives that promote gender equality in the labor market." Additionally, the government, companies and
trade unions can collaborate with women’s organizations to analyze the dimension of the impact on gender
and the search for solutions in their own environments.

»

v

Protect people, their income and their job, regardless of the contractual modality of the workforce. The
protection of workers and each job during the pandemic, including those derived from temporary closures
of operations is a priority. However, the stressful circumstances on the viability of companies varies from
industry to industry, and according to the size of the company. It is a time when the support of the private
sector is required to take employment protection measures combining those that can range from reduced
working hours, to temporary contract suspensions, to early paid vacations, among others. Several countries
in the region have adopted policies to support the private sector with the aim of protecting income with
temporary cash transfer schemes that include a gender analysis, as seen above, as a grant or loan to
protect households more exposed to the effects of the crisis, including cash transfers to women who are
in situations of domestic violence.

For the private sector:

» Develop a Corporate Inclusive and Gender Responsive Framework for Managing the COVID-19 Crisis.™
(i)Set up a Crisis Committee led by senior management and with the plural participation of staff (including
union members if possible), where it is guaranteed that women’s voices are incorporated. It can be a new
body or an existing one to which crisis management functions are assigned, (ii)Develop a policy framework
or strategy for managing the COVID-19 crisis, whose purpose is to adequately navigate the crisis, mitigate its

When disaggregating the data, the evidence indicates that the women in the higher situation of vulnerability are poor women and older adults, female heads of
households, young people, belonging to indigenous or Afro-descendant peoples, and migrant and refugee women.

Convention 189: www.ilo.org/dyn/normlex/es/f?p=NORMLEXPUB:12100:0::NO::P12100_INSTRUMENT_ID:2551460.

See Avivah Wittenberg-Cox (2020), What Do Countries With The Best Coronavirus Responses Have In Common? Women Leaders. Accessed June 29, 2020 at
www.forbes.com/sites/avivahwittenbergcox/2020/04/13/what-do-countries-with-the-best-coronavirus-reponses-have-in-common-women-leaders/#4d3146ed3dec.

The Seal of Gender Equality in the Workplace for the Private Sector supported by UNDP, the Principles of Women’s Empowerment promoted by UN Women and
the United Nations Global Compact # or the We Empower or Win-Win Program in America Latina developed in partnership between the European Union, the ILO
and UN Women). See www.empowerwomen.org/en.

See www.businessforsustainabledevelopment.org.
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effects especially on the most vulnerable segments linked to the business and its value chain, compensate
for the disadvantages suffered by specific segments, and build resilience to future shocks and crises. This
should address both impact actions in the workplace, impact actions in the value chain and solutions to
share with the community, (iii)Formulate a COVID-19 Crisis Management Action Plan with results, goals,
indicators and specific activities associated with each area, with responsible units, times, and assigned
budget. For this, it is essential to execute the action plan and implement improvements along the way as
required and measure its progress, identifying opportunities for improvement and planning continuous
improvement actions.

»

v

Ensure greater labor flexibility for all working people, not only women. In order to ensure that joint
responsibility for household chores, care work and increased domestic work does not disproportionately
burden women, they must adopt equal opportunities measures that benefit all staff. Likewise, working on
time with men on elements that shape a new, conscious and healthy masculinity, in which they begin to
assume their domestic responsibilities are crucial. This will hardly change in the short term, so successful
workplaces will be the ones that manage to adapt, and co-create measures focused on the strategic needs
and interests of their staff. Some of the recommended measures include the adoption of telework and
its regulation, flexibility of time and schedules, redesign and adaptation of workspaces with a biosafety
approach that includes the specific needs of women and men and results-oriented work schemes rather
than processes-oriented work™. The transformation of cultural patterns and social norms is a task that
must also concern the business sector, challenging traditional gender roles. Along with these measures, it
should take advantage of the opportunity to promote social co-responsibility for care.

»

v

Offertools forthe development of human capital unable towork from home during mandatory quarantines.
This includes the modalities of virtual training and digital skills that contribute to the qualification of the
occupational profile of workers who are forced to stay at home. For this, it is recommended to develop
alliances with training systems for work, as well as with content providers. For this, it is crucial to develop
new human capital development schemes based on training cycles and training for the new economic
normality. Beyond proposing training in areas that will have effective demand in the immediate future, it is
necessary to take into account, more and more, that jobs will incorporate digital tools in their daily lives, so
digital literacy must be central in any business strategy of development of labor competencies. Thus, the
need to update knowledge must be conceptualized across the different occupations of people.™

»

v

Offer care solutions in the workplace and adopt other measures to facilitate joint responsibility for
care. (i) Adopt paid and unpaid leave, both for mothers and fathers, and for various concepts, beyond
maternity, paternity and parental leave, (ii) Develop care solutions supported by workers,” directly or
through third parties, including special care solutions such as disability or sick leave, and (iii) Develop
processes for changing social norms by promoting joint responsibility among staff and conscious and
healthy masculinities.

In this regard, the Agile methodologies may be useful, the Agile Manifesto developed by elaborated by 17 critics of process-based production models, in
Utah in 2001, where the term “agile methods” was coined as an alternative to the development of software with formal or traditional methodologies. Consulted at
agilemanifesto.org/iso/es/manifesto.html and see OBS Business School (2020), Agile Methodology What are the 12 principles of your model ?, consulted on June
29, 2020 at obsbusiness.school/int/blog-project-management/agile-methodologies/agile-methodology-which-are-the-12-principles-of-your-model
UNDP has developed a series of alliances with great allies that offer digital content for the development of digital skills, socio-emotional and technical skills
(Coursera, HP Life, among others). See IFC (2020), Childcare in the COVID-19 Era: A Guide for Employers, Accessed June 30, 2020 at www.ifc.org/wps/wcm/
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UNDP has developed a series of alliances with great allies that offer digital content for the development of digital skills, socio-emotional and technical skills
(Coursera, HP Life, among others).

See IFC (2020), Childcare in the COVID-19 Era: A Guide for Employers, Accessed June 30, 2020 at www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_exter-
nal_corporate_site/gender+at+ifc/resources/childcare+and+covid+guidance+for+employers and IFC (2019)
Guide for Employer-Supported Childcare, developed in partnership with UNDP together with about 30 organizations, Accessed June 30, 2020 at www.ifc.org/wps/
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» Transformation of social norms and pay renewed attention to communication channels. The greater
flexibility required in the workplace must go hand in hand with a renewal of communication channels with
the person and with other central actors in the value chain, including suppliers of goods and services. As
has already been widely documented, women use less initiative than men to negotiate for themselves, in
fact there is evidence that they negotiate better for a third party than in favor of their own interests. For
this reason, it is essential to open multiple channels of communication with management, with the areas of
human resources and welfare and other institutional channels. This includes salaries and promotions, but
also other working conditions such as flexibility of time and workspace, presented in the previous point, as
well as opportunities for professional development, among others.

v

Have information and evidence for proper decision making. Markets work best with information, and labor
markets are no exception to this rule. Having greater availability of labor market data disaggregated by sex
and other demographic variables is essential. This includes not only information on the organizational
policies to guarantee the well-being of the staff in times of the pandemic, but also information on the effects
of the crisis on the staff and their family environment, geolocated job vacancies and the prospect of future
jobs. among others. It will also have more information on the economic effects, burden of differentiated
care, and barriers to accessing resources for work. This will help government workers in charge of designing
policies to more clearly identify the segments of the labor markets in which their action is a priority, and so
that decision making in the company is more accurate, facilitating the timely implementation of corrective
actions.
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El Salvador Encuesta de Hogares de Propésitos Mdltiples 2018, annual

Guatemala Encuesta Nacional de Empleo e Ingresos 2019, semesters |
Honduras Encuesta Permanente de Hogares de Propdsitos Mdltiples 2018, annual

Mexico Encuesta Nacional de Ocupacién y Empleo 2019, quarters I, I, 'y IV
Panama Encuesta del Mercado Laboral 2018, annual

Peru Encuesta Nacional de Hogares 2019, annual

Paraguay Encuesta Permanente de Hogares 2018, annual

Dominican Encuesta Nacional de Fuerza de Trabajo 2018, annual

Republic

Uruguay Encuesta Continua de Hogares 2019, quarters I, II, Iy IV

Source: Latin American Household and Employment Surveys.

Latin America (16 countries): Occupancy rate without the presence of young children in the home
by sex, according to countries — in percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The employed EAP from 15 years old and older and young children from 6 to less years old are considered at home.

1/ Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the simple
average is considered to obtain annual data.

Latin America (16 countries): EAP employed in non-essential activities by sex, by country —
percentage (circa 2019)
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Source: Latin American Household and Employment Surveys 2018 and 2019 (see Appendix 1).

Notes: The EAP is considered occupied from 15 years old or more.

1/In Paraguay, there is no greater detail by economic activities, therefore the manufacturing industry branches are considered; commerce, restaurants and hotels;
and transportation, storage and communications.

2 / Weighted average. The weighting in household surveys corresponds to the local expansion factor in each country. In countries with quarterly surveys, the simple
average is considered to obtain annual data.
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More than 144 million students in Latin America and the Caribbean have missed nearly five months
of school due to public health measures taken by governments in response to the COVID-19
pandemic. The health crisis has meant a triple shock for children and adolescents, with the
prolonged closure of schools, confinement due to lockdown measures and the loss of economic
security in households. This triple shock has both short- and long-term repercussions that put the
development of an entire generation at risk. Although governments throughout the region have
implemented distance learning strategies intended to maintain a degree of continuity in children’s
and adolescents’ learning and well-being, these solutions have been unevenly implemented and
may even further exacerbate the education gaps that existed in the region before the pandemic.
Addressing this educational emergency requires governments to focus on guaranteeing children’s
and adolescents’ learning and well-being, working on four priority areas: 1) planning for the urgent
reopening of schools; 2) developing a strategy to ensure learning for all students, in the new context
where not all instruction will be in person; 3) preserving school’s protective role and providing
services that have been disrupted; and 4) ensuring the emotional well-being of the educational
community (teachers, families and students). Implementing these measures promptly requires the
protection of education budgets in the region, promoting cooperation between countries, and
coordination between the education sector and other sectors. This crisis could be an opportunity to
rethink the current education system and build one that closes existing inequalities and enables all
children and adolescents in the region to reach their full potential. Achieving this will require a long-
term vision for managing the current emergency, with investment in rebuilding an education system
that ensures access to learning for all students, particularly the most vulnerable.



The COVID-19 pandemic has led governments to make drastic decisions on the operation of various economic
and social activities. One of the sectors that has been the most affected since the onset of the health emergency
has been pre-primary, primary and secondary education. While some economic activities have started to
recommence, at the time of writing most countries in Latin America and the Caribbean (hereafter LAC) have
their schools closed. With the exception of Nicaragua and Anguilla, all countries in the region announced
national school closures in March. By early August, only Uruguay had reopened schools at the national level,
after first reopening schools in rural areas. This means that over 144 million students' in the region completed
close to five months with no in-person instruction, facing radical changes in their learning process (see Table
Al, in annex).

The prolonged closure of schools and educational centres, combined with the shock to the economy and the
health of the population, has implications for children’s present and future development, particularly those
living in more vulnerable households. As a result of the crisis, children are at greater risk of dropping out of
school and of lagging behind in their studies, food insecurity, abuse, physical and emotional health problems,
and, not least, loss of learning, with potentially devastating consequences for an entire generation.?

Several countries in the region have implemented emergency measures to maintain some continuity in teaching
and learning processes while schools remain closed. These range from using radio and television channels to
deliver curricula to the use of mobile phones or virtual platforms. At the same time, countries are faced with
uncertainty around how the pandemic might develop, which will determine the timings and conditions for
reopening schools.

Countries in the region were already facing a learning crisis and large educational gaps before the pandemic.
Furthermore, the measures put in place so far to maintain distance learning are not necessarily suitable for all
age groups, as they do not adequately address the respective needs of specific groups. For example, younger
children require close supervision, which they do not necessarily receive at home. Moreover, these strategies
do not serve all students equally, as they depend on access to unevenly distributed resources for studying at
home, such as Internet connectivity, electronic devices, space and parental support. In light of this, and with the
prolonged closure of schools, it is feared that the gaps in educational continuity and achievement will widen
even further.

This document outlines a general diagnosis of the situation in pre-primary, primary and secondary education
in the region, the implications of the COVID-19 crisis for school-age children,® and the strategies that should
be considered going forward to address and overcome the crisis. The rest of the document is structured as
follows: the following section describes the educational gaps before the pandemic, section three summarizes
the potential impacts of the crisis on students and their families, as well as on teachers and education systems.
Section four then summarizes the emergency measures taken by governments in LAC to ensure educational

This figure corresponds to the total number of students affected by the school closures as of 10 August 2020 according to the global monitoring of school
closures due to COVID-19 conducted by UNESCO (see details in Annex Table A1). This figure differs from the one reported by Unicef as of 9 September (138 million
students) when some countries had reopened schools.

Kaffenberger, M. ‘Modeling the Long-Run Learning Impact of the COVID-19 Learning Shock: Actions to (More Than) Mitigate Loss’. RISE Insight, 2020.

This document focuses on pre-primary, primary and secondary levels, which corresponds to boys and girls between the ages of 4 and 17 years. Early childhood
services have also been affected by the pandemic and ensuring comprehensive care for children under four years of age is critical to their current and future
development. Additionally, childcare is essential for ensuring a labour supply, particularly in relation to women. However, an analysis of this age group is beyond
the scope of this document.
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continuity. Finally, the last section presents a roadmap that outlines the most relevant policy actions that
governments should consider to ensure educational provision, prevent the widening of gaps in learning, and
build a system that allows all children and young people to reach their full potential going forward.*

Before the pandemic, countries in the region were facing a learning crisis that disproportionately affected the
poorest.> On average, 50.8 percent of children under 10 years of age in LAC do not have the necessary reading
skills for understanding simple texts. As shown in Figure 1, the learning poverty rate varies between countries,
with levels below 36.8 percent in Chile and Costa Rica, but over 74.4 percent in the Dominican Republic,
Honduras and Paraguay. Moreover, when looking at levels of achievement within countries, there are marked
differences depending on students’ socio-economic status or place of residence. For example, data from the
Programme for International Student Assessment (PISA) consistently show that students from households in
the highest socio-economic quintile obtain higher grades in mathematics, reading and science compared to
students in the lowest quintile (see Figure A1, in annex).

The low level of achievement, as well as the gaps, are evident from the first years of preschool. For example,
while 83 percent of children aged between 3 and 4 years have an adequate level of cognitive, physical and
emotional development, 57 percent of the children with inadequate development come from the poorest
households.® On the other hand, only 27 percent of children aged between 3 and 4 years have basic literacy
and numeracy skills. This figure, which is already low, conceals a significant gap: it is 30 percent in urban areas
and 19 percent in rural areas.”

Learning Poverty in Latin America and the Caribbean (2018)
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The diagnosis presented in this document, as well as the potential impacts of the crisis and the summary of strategies implemented by the countries of the re-
gion, are based on the analysis of secondary databases, official information reported by the Ministries of Education of the countries in LAC, and existing bibliograph-
ic material. The sources used are cited throughout the document as appropriate. The roadmap presented in the last section was produced from the author’s own
reflections, drawing on the existing literature and discussions with other experts and policy makers who offered comments and suggestions.

World Bank. World Development Report 2018: Learning to Realize Education’s Promise. Washington, DC: World Bank, 2018.

UNICEF. ‘Identifying the Gap to Act: Early Childhood Development Outcomes and Determinants in Latin America and the Caribbean’. Panama: Latin America and
Caribbean Regional Office, 2017.

Ibid.
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Pre-primary education enrolment is fairly heterogeneous across the region. While in Brazil, Costa Rica and
Uruguay preschool enrolment is over 80 percent, in Guatemala, Honduras and Peru it is less than 50 percent
(see Figure A2, in annex). In contrast, most countries in the region have achieved primary school enrolment and
completion rates close to 100 percent. However, some countries continue to experience significant gaps in terms
of completion of primary education between urban and rural areas, as well as between socio-economic status.
This is the case, for example, in Guatemala, Honduras and Nicaragua, where the primary school enrolment gap
between the top and bottom quintiles is 40, 27 and 23 percentage points respectively (see Figure A3, in annex).

Regarding the transition from primary to secondary education, all countries in the region, were facing the
challenge of school dropout and of ensuring completion of lower and upper secondary education, particularly
among adolescents from rural areas and households in the poorest quintile, even before the pandemic. The
average completion rate in the region is 78.26 percent for lower secondary education and 62.16 percent for
upper secondary education. This average of course conceals sizeable differences, both among countries
and within countries, between levels of vulnerability. For example, while in Chile and Peru more than
85.75 percent of students complete upper secondary education, in Guatemala and Nicaragua the figure is
less than 40.92 percent. Furthermore, for all countries in the region, there are consistently sizable differences
in secondary school completion rates depending on students’ area of residence and socio-economic status.
As Figure 2 shows, the proportion of adolescents who complete secondary school is significantly higher in
urban areas and those from the highest socio-economic quintile. In terms of gender differences, the secondary
education completion rate is higher for girls than for boys in most countries in the region.

Secondary education completion by gender, area and socio-economic status, 2018
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In the face of school closures, most countries in the region have implemented distance learning strategies.
The implementation of these strategies depends heavily on children’s and adolescents’ access to specific
resources that allow them to learn at home: availability of books and educational materials at home, availability
of a place to study, access to electronic devices and connectivity, and parental support and involvement in the
learning process.® As shown below, LAC faces a strong inequity in the resources that are necessary for creating
conditions that are conducive to learning at home.

The PISA data makes it possible to examine the gaps in educational resources reported by students themselves
in some of the countries in the region. According to data from 2018, on average 76.1 percent of 15-year-old
students have a space to study at home and 67 percent have a desk. Figure 3 shows access to such spaces
according to households’ socio-economic status. As can be seen, less than 73.6 percent of adolescents from
households in the poorest quintile have a space to study at home (compared to more than 86.8 percent in
the top quintile), and, with the exception of Mexico and Peru, less than 57.6 percent have access to a desk
(compared with 76.6 percent or more in the top quintile).

Space at home by socio-economic status

Students with a desk at home Students with spaces to study at home
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90% 90%
80% 80%
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Note: Quintiles are based on an index which measures the possession of assets in students’ households. These assets include a private room, Internet connection,
television, car, en suite rooms, a mobile phone with Internet access, computer, tablet, digital books, and three wealth assets related to each country. Only

countries in LAC are taken into consideration when calculating the quintile to which each household belongs. Data source: PISA 2018.

With regard to access to electronic devices, 62 percent have a computer for study and 45.6 percent have a
tablet at home. As with the previous data, there is significant variation between countries, particularly in access
to computers: while in Chile, 83 percent of 15-year-old students have a computer for study, in Mexico, Panama
and Peru, this percentage is less than 54 percent, and in the Dominican Republic it is 40.5 percent. The socio-
economic differences with regards to access to a computer or tablet for home study are appalling: as shown
in Figure 4, for all Latin American countries with available data, the probability that a student belonging to a
household in the highest quintile will have a computer for study is 5.5 times greater (or more) than those in
the lowest quintile, and the differences in terms of tablet ownership are even greater (8 to 1). However, access
to a mobile phone with Internet at home is substantially greater, at over 81.9 percent in all countries, and
close to 100 percent in Argentina, Brazil and Uruguay. Although there are differences depending on socio-

8 Brossard, M. and others. ‘Parental Engagement in Children’s Learning: Insights for remote learning response during COVID-19". Innocenti Research Briefs, No.
2020-09. Florence: UNICEF Office of Research — Innocenti, 2020.
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economic status, these are less acute than those observed in access to a computer.® However, having a mobile
phone with data at home does not guarantee students’ access to the Internet for their academic activities.
The average Internet coverage in the region is 68 percent, again with high heterogeneity: from coverage of
less than 50 percent in Haiti, Honduras and Nicaragua (33 percent, 42 percent and 47 percent respectively),
to coverage of more than 80 percent in Saint Kitts and Nevis, Anguilla, Barbados, Chile, the Virgin Islands, and
the Bahamas.”® These figures include access via mobile devices. Bearing in mind that it is preferable to have
a computer or tablet to make adequate use of digital educational resources, the percentage of students with
Internet access from such devices is even lower (39 percent, on average), and is no higher than 55 percent in
any country in the region.

Finally, access to television is close to 100 percent in countries in the region, with the exception of Panama
and Peru, where 90.7 percent and 94.3 percent of students, respectively, report having a television at home.
Additionally, there are differences in television ownership according to socio-economic status, but these
are substantially smaller than those observed for other electronic devices. These inequalities contribute to
widening learning gaps, as it is the most vulnerable children and adolescents who have the fewest resources
to continue learning at home.

Figure 4. Access to electronic devices at home by socio-economic status

Students with at least one computer at home Students with at least one mobile phone with internet at home
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Note: Quintiles are based on an index which measures the possession of assets in students” households. These assets include electronic goods and the number
of rooms in the house, among other things. Only countries in LAC are taken into consideration when calculating the quintile to which each household belongs.
Data source: PISA 2018.

9 ltis important to clarify that this figure corresponds to students’ reports regarding access to a mobile phone with Internet at home. However, this does not factor
in the quality of Internet access, either in terms of the stability of the connection or access to a data plan.

10 Data Reportal
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An environment that facilitates learning at home involves support from caregivers, particularly for younger
children." Consolidated UNICEF data show that 75 percent of children aged 3 to 4 years can access some form
of learning activity by an adult in the household.” However, this is less common among children whose mothers
have low educational attainment (60 percent), children in poor households (62 percent) and children in rural
areas (65 percent). Furthermore, 48 percent of children in this age range do not have books at home. As for
older children, given that we do not have detailed information on parental involvement for all the countries in
the region, we can instead use parental level of education as a proxy for the quality of parental involvement
and support.® As with other learning resources, parental education is unequally distributed: children and
adolescents from the poorest households have parents with significantly lower levels of education than those
from households in the top quintile (see Figure A4, in annex). This suggests that there are gaps in the type of
support that parents can offer their children in their learning process.

The PISA data allow us to measure the gaps in parental involvement for 15-year-old students in some countries
in the region. Figure 5 shows the index of parental involvement for some countries in the region in relation to
the average for countries in the Organization for Economic Cooperation and Development (OECD) (according
to PISA data from 2018). This index measures how often parents enquire about their children’s school life, and
how much help they offer in the learning process. Two main findings stand out: firstly, in Brazil and Chile levels
of parental involvement are below the OECD average, while the Dominican Republic and Panama have above
average levels of parental involvement. Secondly, with the exception of Panama, differences in the level of
parental involvement according to the household’s socio-economic status are enormous: between 10.4 and
22.6 times lower for the poorest quintile compared with the top quintile.

Index of parental involvement in home learning, by gender and socio-economic status

0,30 0,40
0,30
= 020 -
o o
£ ] 0,20
g 2
5 0,10 s 010 I I
3 3
=] =}
= - £ 0,00 — — n --
42 0,00 - ‘2 zil Ilile .xico LAC Dominican ~ Panama
E Chile LAC Me). Dominican ~ Panama g -0,10 Republic
=% Republic o
5 -0,10 5 -0,20
g :
=] < -0,30
= 0,20 =
-0,40
-0,30 -0,50
= Women ®Men = Bottom Quintile ™ Top Quintile

Note: This index contains the frequency with which parents performed the following activities with the student: discussing how the student has done in school,
eating with the child at the table, taking time to talk, helping with science homework, asking how the student has performed in science classes, obtaining
materials for science classes, discussing how science is used in everyday life, and discussing science-related career pathways. Positive values for this index show
that they are above the average for OECD countries. Quintiles are based on an index which measures the possession of resources in students” households. These
assets include electronic goods and the number of rooms in the house, among other things. Only countries in LAC are taken into consideration when calculating

the quintile to which each household belongs. Data source: PISA 2018.

Castro, M. and others. Parental involvement on student academic achievement: A meta-analysis. Educational Research Review, vol. 14, 33-46 (February 2015).

UNICEF. ‘Identifying the Gap to Act: Early Childhood Development Outcomes and Determinants in Latin America and the Caribbean’. Panama: Latin America
and Caribbean Regional Office, 2017.

Boonk, L. and others. ‘A review of the relationship between parental involvement indicators and academic achievement’. Educational Research Review, vol.
24,10-30 (June 2018); Kohl, G. 0., L. J Lengua, and R. J. McMahon. ‘Parent involvement in school: Conceptualizing multiple dimensions and their relations with
family and demographic risk factors’. Journal of School Psychology, vol.38, N. 6, 501-523 (November 2000); Li, X., and others. ‘Family socioeconomic status and
home-based parental involvement: A mediation analysis of parental attitudes and expectations’. Children and Youth Services Review, vol. 116 (September 2020).
doi.org/10.1016/j.childyouth.2020.105111.
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Finally, the PISA data allow us to measure the level of parental emotional support for a wider group of countries.
This index measures to what extent parents support their children emotionally in their school activities. As shown
in Figure 6, while Chile, Mexico and Uruguay have above average levels for OECD countries, Argentina, Brazil,
Colombia, the Dominican Republic, Panama and Peru are below this average. Looking at gender differences,
there is a higher level of support for girls than for boys, and a significantly lower level for adolescents in
households belonging to the poorest quintile. In fact, in all the Latin American countries observed, the index
is below the OECD average for students in households from the lowest quintile and above the average for
students in households from the highest quintile, reflecting once again the profound inequities that children
and adolescents face in the region.

Index of parental emotional support, by gender and socio-economic status
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quintile to which each household belongs.

The COVID-19 pandemic has had three negative effects on children and adolescents: the abrupt closure of
schools, confinement due to the lockdown measures taken by most governments, and a global economic
recession. These negative effects have short- and long-term repercussions that directly impact children and
adolescents, as well as their families, teachers and education systems. As summarized below, these negative
effects have an even greater impact on the most vulnerable children and adolescents. It is therefore necessary
to take action to prevent the educational gaps that existed prior to the pandemic (as described in the previous
section) from becoming even wider.

The first direct impact on students is the disruption and possible learning loss due to prolonged school
closures. Prolonged interruptions of classes due to long school breaks or teachers’ strikes cause substantial
losses in learning, particularly for children and adolescents from more vulnerable households who do not
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have the resources to compensate for these interruptions.” Moreover, evidence from natural disasters and
epidemics has shown that school closures can have long-term negative effects on learning. For example, the
2005 earthquake in Pakistan caused schools to close for an average period of 14 weeks, leading to a learning
loss for students equivalent to approximately 1.5 years of schooling.” This loss was more severe among the
most vulnerable students whose mothers had not completed primary education.’ While in the current crisis
students have access to some form of distance learning, access to and the quality of this education depends on
the availability of learning resources at home. As shown in the previous section, these resources are unevenly
distributed throughout countries in the region, meaning that the most vulnerable children and adolescents are
at high risk of learning losses. This was the case in Sierra Leone during the Ebola epidemic, where children in
rural areas did not have access to television or radio and were therefore unable to access distance learning
strategies.” While there are still no estimates on the effect of school closures during the COVID-19 pandemic
in LAC, recent evidence from the United States has shown that, following school closures between March and
May, students in low-income households lost 36 percent in their math learning, while those in high-income
households improved learning by 45.5 percent.”® A possible explanation for this disparity is that low-income
students have lower levels of participation in online courses and receive lower levels of parental support for
academic work at home, as described in the previous section.

In addition to being spaces for learning, schools serve as protective spaces for many students. By being
in daily contact with students, teachers and school staff play a protective role against possible threats to
students’ physical and mental safety at home and can alert the authorities in the event of violence or abuse.
School closures, combined with children and adolescents being confined to their homes and the pressure
the deteriorating economic situation puts on parents, increase the risk of violence and maltreatment.” 2° This
was the case in Africa during the Ebola epidemic, where rates of child abuse and maltreatment increased
significantly. Also, recent evidence from China related to the COVID-19 pandemic showed that reports of
domestic violence tripled during quarantine.? For LAC, there is evidence that a third of young people between
13 and 17 years of age reported being the victims of physical assaults during the months following the hurricane
that hit Haiti in 2011.22 Additionally, in countries affected by conflict where armed groups are present, such as
Colombia,?® adolescents have been at greater risk of being recruited by these groups.

Evidence from previous humanitarian crises indicates that girls and female adolescents are at greater risk of
pregnancy during such crises. The health crisis in Africa caused by the Ebola epidemic increased teenage

Busso, M., and J. Camacho. ‘Pandemic and Inequality: How Much Human Capital Is Lost When Schools Close?” Ideas Matter. Inter-American Development Bank, 2020.

This loss was not due solely to school closures, but also to post-return dynamics, with affected students showing lower levels of learning progress in the years
following their return to school. The authors suggest that one possible explanation for this is that students were moved up a grade without having satisfied the
relevant learning outcomes, and that teaching at a level above students’ actual level may cause gaps to increase.

Andrabi, T., B. Daniels, and J. Das. ‘Human Capital Accumulation and Disasters: Evidence from the Pakistan Earthquake of 2005’. RISE Working Paper Series,
No. 20/039, 2020.

Risso-Gill, I., and L. Finnegan. ‘Children’s Ebola Recovery Assessment: Sierra Leone’. Save the Children, World Vision International, Plan International and UNICEF, 2015.

This finding, published by Opportunity Insights Economic Tracker, is based on a sample of schools in the United States that use Zearn Math as part of their
mathematics curriculum. While not a representative sample, it does give an indication of the potential differential effects the pandemic could have on learning.

Golberstein, E., H. Wen, and B.F. Miller. ‘Coronavirus Disease 2019 (COVID-19) and Mental Health for Children and Adolescents’. JAMA Pediatrics, vol. 174, No. 9
(April 2020).

Risso-Gill, I., and L. Finnegan. ‘Children’s Ebola Recovery Assessment: Sierra Leone’. Save the Children, World Vision International, Plan International and
UNICEF, 2015.

Lee, J. ‘Mental health effects of school closures during COVID-19". The Lancet Child & Adolescent Health, vol. 4, No. 6, 421 (April 2020).

Flynn-O’Brien, K.T., and others. ‘Prevalence of physical violence against children in Haiti: A national population-based cross-sectional survey’. Child abuse &
neglect, vol. 51, 154-162 (January 2016).

Bulletin 341 Procuraduria General de la Nacién (Attorney General’s Office), Bogotd.
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pregnancy rates. In Sierra Leone and Liberia, for example, pregnancy rates increased as the epidemic spread.? %
These studies suggest some explanations for this increase. On the one hand, mobility restrictions reduced the
use of contraceptives.?® It has also been suggested that, as schools served as safe spaces, school closures
exposed female adolescents to situations of risk.

Afourthimpactofthe pandemicon childrenandadolescentsisincreasedfoodinsecurity. The economicdownturn
is directly linked to a decrease in household consumption. This decrease puts children’s and adolescents’
nutritional needs at risk. Additionally, school closures frequently disrupt school feeding programmes. According
to FAO, 85 million children in LAC make use of school feeding programmes, and for 10 million of them, school
feeding is their main source of food.?”

Another negative effect of the current crisis on children and adolescents is the triggering of mental health
problems. Previous natural disasters in LAC, such as hurricanes or earthquakes, have affected children’s mental
health.?® In the context of the COVID-19 pandemic, a survey of secondary school students in Ecuador reported
that 16 percent of respondents had symptoms of depression.?® This is consistent with observations from large-
scale emergency or disaster situations, where significant increases in depression, stress, anxiety and substance
use are just some of the results that have been observed.3° This negative effect on mental health results from
various processes triggered by, for example, lockdown measures and school closures. Children can experience
stress and anxiety disorders when exposed to long periods of isolation.?! Simultaneously, lockdown measures
have distanced children from people who can offer them emotional support and from mental health services.*?
Additionally, children’s usual routines have changed during these school closures, affecting their psychosocial
stress levels.3® Many children have also lost access to care, given that schools are children’s main point of access
to mental health detection and care, especially for those belonging to the most vulnerable social groups.*

Finally, the pandemic has affected various dimensions of families’ well-being, which in turn impacts children’s
and adolescent’s development. The measures taken by governments have forced various economic activities

Rothe, D., and others. Ebola: beyond the health emergency. Plan International, 2015.
UNECA. ‘Socio-economic impacts of Ebola on Africa’. Addis Ababa: United Nations Economic Commission for Africa, 2015.

Denney, L., R. Gordon, and A. Ibrahim. ‘Teenage Pregnancy after Ebola in Sierra Leone’. Secure Livelihoods Research Consortium Working Paper, No. 39.
London: Overseas Development Institute, 2015.

FAO. ‘FAO Warns of the Impact of COVID-19 on School Feeding in Latin America and the Caribbean’. Rome: Food and Agricultural Organization of the United
Nations, 2020.

Carrefio, M. E., T. A. Zambrano Cobefia, and K. J. Joza Carrefio. ‘Comprehensive welfare of children who were exposed to the earthquake of April 16th 2016 in
Ecuador’. FACSALUD-UNEMI, vol. 3, No. 5, 23-30 (December 2019); Felix, E., and others. ‘Family influences on the long term post-disaster recovery of Puerto Rican
youth’. Journal of Abnormal Child Psychology, vol. 41, No. 1, 111-124 (January 2013); Santiesteban, Y., and others. ‘Impact of Gustav and Ike hurricanes crossing on
the psychological health of a group of affected schoolchildren’. Revista cubana de medicina general integral (Cuban Journal of General Comprehensive Medicine),
vol. 26, No. 3 (July—September 2010).

Asanov, |, and others. ‘Remote-learning, Time-Use, and Mental Health of Ecuadorian High-School Students during the COVID-19 Quarantine’. World Bank
Policy Research Working Paper, No. 9252. Ecuador: World Bank, 2020.

Neria, Y., A. Nandi, and S. Galea. ‘Post-traumatic stress disorder following disasters: a systematic review’. Psychological medicine, vol. 38, No. 4, 467-480
(April 2008); Papadatou, D., and others. ‘Adolescents’ reaction after a wildfire disaster in Greece’. Journal of Traumatic Stress, vol. 25, No. 1, 57-63 (February 2012);
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295, No. 5, 549-559 (August 2006).
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to cease, with job and income losses for millions of families. It is estimated that the poverty rate will increase by
atleast 14.5 percent in LAC, which would mean a further 28.7 million more people living in poverty.2® This abrupt
loss of household income will put pressure on children, especially adolescents, to abandon their studies — not
only because of the cost of education, but also due to the need to bring income into the household. In fact, it
is estimated that between 109,000 and 326,000 children and adolescents could enter the labour market as a
result of the pandemic.3®

In addition to the economic impact on households, there is the public health situation. As the COVID-19 case
curve drops,* families are exposed to the possible infection of a household member and face uncertainties
regarding their own health. The combination of these two factors (economic and health), added to the uncertainty
and lockdown, results in high levels of uncertainty and isolation among caregivers, which can have a negative
effect on their parenting practices. For example, parents have to focus their attentions on handling these
emergencies, meaning they have less time and mental resources to support their children in their academic
work or to offer the emotional support children need to cope with the change in their daily lives.®® Furthermore,
the high stress levels at home caused by economic difficulties can trigger levels of toxic stress that jeopardize
children’s and adolescents’ cognitive and emotional development.3®

To summarize, without immediate intervention, the triple combination of school closures, economic recession
and extended lockdown may have negative effects on children’s and adolescents’ physical, cognitive and
emotional development. These negative effects on learning, nutrition and emotional health may have medium-
and long-term consequences,* which could jeopardize a generation’s full development.

While the extent of the loss in human development, in all its dimensions, is still uncertain, recent estimates
suggest that there will be a significant decline not only in the cumulative years of education but also in learning
achievements. Simulations for LAC show that the percentage of secondary education students with reading
levels below the minimum proficiency could increase from 53 percent to 68 percent if schools remain closed
for seven months. If the risk of dropping out of school is added to the learning gap, it is estimated that, on
average, between 0.6 and 0.9 years of schooling (adjusted for quality) will be lost as a result of closures of five
or seven months respectively. This equates to a reduction in income of between US$9,750 and $15,229 per
student. Without strategies for catching up on missed learning and preventing dropouts, these losses equate
to between $0.8 trillion and $1 trillion for LAC.#

Unequal access to essential learning resources and to high-quality distance learning methods means thatlosses
in human capital are concentrated in the most vulnerable groups: children and young people in rural areas
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with low levels of connectivity and who therefore have access to less effective distance learning modalities;
children in poor households who struggle to have their basic nutritional needs met, do not necessarily have an
adequate study space, or those who live in areas with internet access yet do not have the electronic devices
necessary to access distance learning delivered via digital tools; children in single-parent households or
households with low parental educational attainment where parents cannot provide support or a favourable
environment for studying.*? Furthermore, children from indigenous populations and those with disabilities will
also be disproportionately affected, as distance learning solutions do not always support their language or
learning needs. There is, therefore, a need to focus efforts on ensuring continuity of learning for the most
vulnerable children and young people.

Teachers, like other adults and workers, have been emotionally affected by the lockdown and the public health
crisis in general.*® Furthermore, teachers in several countries have continued their work from home and, in
many cases, their workload has increased. This is partly because they do not have sufficient training to design
and implement remote learning strategies (which will be discussed below), and partly because of the additional
effort demanded by home working during an emergency situation in which they must also attend to their own
caring responsibilities.** 45 This poses a challenge to education systems in terms of ensuring that teachers
maintain the physical and mental well-being needed to continue their work from home or to collaborate in the
process of reopening schools.

Additionally, if schools reopen, it is uncertain whether the full teaching workforce will be available to work in a
classroom setting, given that a significant proportion of them are in the age range at greatest risk of developing
severe illness from COVID-19 infection.*® Furthermore, in several countries in the region, teachers have
expressed fears of returning to schools due to the possibility of infection. This poses a challenge to education
systems in regard to schools’ eventual reopening, in the sense that there may be a short-term shortage of
teachers and principals. There is also resistance from teachers’ unions, who have already expressed opposition
to a return to face-to-face instruction in some countries in the region.

The crisis will also jeopardize the funding of education systems, not only because of the economic recession
and the demand for resources from other sectors such as health and social protection,*” & but also because of
education systems’ need for additional resources. In this regard, we can predict at least five sources of pressure
forincreased funding, in a context where governments have reduced fiscal capacity due to economic recession.

While, as of yet, there is no available data on parental support during the pandemic, there is evidence from other situations that parents with higher education
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First, as discussed below, the eventual reopening of schools will require additional resources to ensure schools
are adapted and comply with health and safety protocols. Second, as school closures continue, many systems
will be forced to expand and strengthen distance learning strategies, which will require significant investment.
Third, faced with a bottleneck of teacher availability, systems need additional resources for hiring new teachers.
Fourth, the health crisis will affect teachers’ health, requiring more resources to cover medical disabilities and
physical and mental health care. Finally, in countries where a large degree of education coverage is provided
by private institutions, there may be an increased demand for places in public systems from parents who
decide to transfer their children from private to public schools for economic reasons.*® This increased demand
on the public system could be serious, given that a significant number of private institutions will be forced to
close due to the economic crisis.

Most countries in the region have implemented distance learning strategies to ensure that children and
adolescents can continue their learning process (see Table A2, in annex). These strategies range from online
education using digital technologies, educational radio and television broadcasts, to delivering study guides
and printed materials in combination with the use of mobile phones. By the beginning of May, 18 countries®°
in the region had set up some kind of digital platform through their ministries of education.®' In several cases,
these platforms include materials for both teachers and students, with curricular content organized according
to grade and subject. It should be noted that Uruguay leads the region in online education with the Basic
Computer Connectivity for Online Learning (CEIBAL) plan. Created in 2007, the CEIBAL plan guarantees
access to computers for all children and adolescents aged between 6 and 15 years, as well as providing digital
platforms that cover different areas of the curriculum and which allow teachers to interact with students and
monitor learning.52

One limitation of digital platforms is the difficulty of reaching children and adolescents living either in remote
areas where connectivity levels are low, or in vulnerable households without electronic devices or internet
access. To address this difficulty, some countries such as Cuba, the Dominican Republic, Haiti, Honduras,
Panama and Venezuela have implemented alternative strategies using social networks and WhatsApp, as well
as radio and television.®® Others, such as Guatemala and Brazil, have combined mass distribution of printed
materials with radio and television broadcasting in areas where there is no connectivity. On the other hand,
countries such as Peru have gone further and issued tablets with data plans to students in rural areas, so
that they can access the digital platforms designed for distance learning. Ecuador, meanwhile, has made
agreements with mobile phone operators to send mass text messages containing educational content, and in
Colombia operators have agreed not to apply charges for downloading content from the Ministry of Education.

According to data collected by UNICEF from 20 countries in the region,®* as of 27 May, 100 percent of these
countries have granted students and teachers access to government-supported digital platforms, 85 percent
were disseminating educational programmes on television while 70 percent are doing so on radio. Additionally,
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60 percent have provided educational materials for home study and 60 percent have developed strategies to
use mobile technology (WhatsApp, text messaging) or social networks to communicate with students.

Furthermore, some countries have implemented strategies to promote children’s and adolescents’ emotional
well-being aimed directly at teachers or parents and caregivers, in an attempt to prevent and address the
possible negative impacts of lockdown and school closures on children’s and adolescent’s emotional health.
In Argentina, Brazil, Chile, Ecuador, El Salvador, Mexico, Panama and Uruguay brochures have been made
available to teachers and parents containing recommendations on the support they should provide to children
to maintain their emotional stability. Furthermore, web portals have been created in Colombia, Ecuador and
Mexico, with advice on recognizing symptoms of depression, compiled recommendations for parents and
helplines operated by mental health professionals. Other countries such as Bolivia and Uruguay have also
implemented this helplines strategy. Information on children’s and adolescent’s socioemotional needs has
also been disseminated through videos on social networks and via radio and television in countries such as
Guatemala and Venezuela (see Table A3, in annex).

As previously explained, one of the consequences of school closures is the loss of access to school feeding
programmes. Some countries such as Argentina, Colombia, Costa Rica, Dominican Republic, Uruguay and
Venezuela have made efforts to continue school feeding programmes by providing vouchers or food directly to
families.®® However, there is no available data on how successful these efforts are in terms of coverage.

Countries in the region have made huge efforts and have implemented multiple strategies to continue with
distance learning, and in some cases to guarantee children’s and adolescent’s physical and emotional well-
being. However, these strategies are not reaching everyone equally. Students’ educational experiences via
distance learning differ widely across and within countries: from online education with access to educational
materials aligned with the curriculum and permanent communication between students and teachers, to
access to a radio or television programme without interaction with a teacher, to the delivery of study guides via
WhatsApp viewed on the screen of their mother’s or father’s mobile phone. Moreover, a significant number of
children and adolescents are not receiving any kind of distance learning modality. According to UNICEF, only
63 percent of countries in the region have alternative education systems to reach the most vulnerable groups.5®
This deficiency in coverage, combined with pre-existing structural barriers (differences in connectivity, access
to a home environment for studying, and parental involvement and support, as described in the first part of this
document), undoubtedly poses an imminent risk of widening education gaps in the region. It is therefore crucial
to take every m