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The Ongoing Challenge of
COVID-19



LAC is among the Most Affected

Regions in the World

Figure 11: LAC Leads the World on Cumulative Confirmed Covid-19 Deaths
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Much
Progress on
Vaccination,

But Still Much
To Do.

Figure 1.5: Progress in Vaccination Rates Varies Across the Region
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The Devastating Human
Costs



Employment Losses Were Vast and

Have Not Been Fully Recovered

Figure 1.7: Employment Remains Below Pre-Pandemic Levels
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Human Welfare Has Worsened Across the

Region

Figure 1.8: Without Brazil, Poverty

Figure 1.9: The Human Development Index Recorded lts Largest Drop Increased Sharply Throughout the Region
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The Loss of 1.5 Years of Schooling Will

Impede Both Mobility and Productivity
Growth

Figure 1.10: The Region Suffered Large Losses in Learning-Adjusted Years of Schooling

Learning-Adjusted Years of Schooling (LAYS)
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Recovering Without Take
Olii



Growth Has Surpassed Previous

Forecasts....and some new sectors
emerging..

Figure 1.11: GDP Growth Rates Have Been Robust
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..But Not Enough to Recover 2020

Losses

... and below what tailwinds would

dictate.

Figure 112: Most Countries Have Not Regained their 2019 Levels of Income
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The Paradoxical Recovery:
A Return to Anemic

Growth Despite Favorable
Tailwinds




Business Expectations Are

Recovering

Figure 1.13: Machine Learning Estimates of Business Sentiment from Quarterly Earnings
Calls Investors Are Shaking Off Concerns About Progress on COVID-19.
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Figure 1.14: Tailwinds in Key External Factors
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But the Region is Underperforming

Figures 115: Given Favorable Tailwinds, LAC Should Have Grown Faster in 2021
a: Observed vs. Predicted Growth by External Factors b: Gap between Observed and Predicted Growth
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...And Poised to Return to Low

Growth Rates of the 2010s

Figure 1.6: From Low Growth to the Worst Recession
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Challenges to the
Recovery



A New Variant Would Slow

Recovery, Even Without Lockdowns

Figures 1.16: Much of the Slowdown in Activity Was Due to Voluntary Self Distancing

a. Decline in Restaurant Reservations vs.
COVID-19 cases
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Global Inflation Pressures Will Put

Pressure on International Borrowing
Costs

Figure 1.17: Steeper Yield Curve in the US May Indicate Higher Inflation in the Horizon

U.5. Treasury Yield Curve: 2020 to present
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Domestic Inflation is Largely Demand

Driven Which May Require Higher
Interest Rates

Figures 1.18: Inflation in LAC is Nudging Upward and is Largely Demand Driven
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An Indebted Private Sector Will Show Sluggish

Investment and May Undermine Financial
Sectors.

Figure 1.19: Much of the Private Sector is in Arrears

Share of firms that answered yes to: Is it expected that this establishment will
fall in arrears in any of its outstanding liabilities in the next &€ months?
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And We Need to Facilitate Debt

Restructuring and Terminate Zombie Firms

Figure 1.20: LAC’s Debt Resolution Mechanisms Need to Be Streamlined

Ease of Doing Business - "Resolving insolvency" scores
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Disappearing Fiscal Space



The Extraordinary Efforts During the Crisis Have Led to

High Deficits, Rising Debt, Rising Sovereign Spreads

Rise in 15pp since 2019!

Figure 1.21: Widespread Overall and Primary Fiscal Deficits Figure 1.23: Public Debt is on the Rise
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And Weaker Sovereign Ratings... All

of Which Reduce Fiscal Space and
Limit Gov’t Action.

Figure 1.24: As Debt Grows Sovereign Credit Ratings Slide
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The Fiscal Challenge to Growth and
Inequality

Growth Neutral Revenue Mobilization

Gains in Spending Efficiency

Rethinking Spending Priorities




Figure 2.1: Advancing Growth, Equity and Sustainability under Fiscal Constraints

Advancing Growth and Equity under Fiscal Constraints
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There is Room for Growth-Neutral

Revenue Mobilization

Figure 2.2: LAC Taxes are Substantially Less than the OECD
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But Different Sources Have Different

Impacts on Growth

Figure 2.5: Latin America Taxes Property Less than Comparable Countries

Property tax revenues as percent of GDP
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lC_SAI‘JCPTaX revenues are 23% vs 34% of

VAT-impact depends on current level..
At high levels increases have negative
impact on GDP.

Income taxes- more negative impact
in LAC than in advanced countries.

ProBerty taxes- low and probably less
problematic

Carbon taxes, Sin taxes.

See forthcoming flagship on Fiscal
Policy
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Big Agenda on Efficiency of Gov’'t Spending

Figure 2.6: LAC Suffers Large Waste and Inefficiency in Public Expenditure
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Figure 213: Social transfers have three times the impact on output in LAC as in advanced
countries
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1. Energy Subsidies Are Costly,

Regressive, and ...

Figure 217: Energy Subsidies are High and Rise with Oil Prices
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. And Impede Reductions in Energy

Intensity

Figure 218: LAC Lags in Reducing Energy Intensity

Historical average annual change in energy intensity improvement and in the IEA Sustainable Development Scenario
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2. Smarter Spending On Education

May Raise Productivity and Equity

 LAC 15 year olds are 3 years behind

Figure 2.8: Wide Gaps in Education Outcomes Reveal Regressive Patterns of Access and OECD in Reading Math and Science
Quality !
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Source: World Bank (2021).




LAC Spends Massively on Higher

Education.. And the Private Sector
Still Can’t Get the Skills it Needs

e 30% of employers in LAC report an inadequately
educated workforce as a major constraint; 20 %
globally.

Table 2.1: Higher education spending and distribution of students across fields

* Yet higher education gross enroliment rate in LAC is

high and LAC countries spend more resources in

higher education than comparable ECA or EAP

LAC 1.04 13 38 .
countries.

ECA 069 20 34 * Reallocating to Short Cycle Programs and applied
fields

EAP 049 2 28 e 1-3years

e World 25% of higher education in SCPs, LAC 9%
* SCPs produce missing tecnicos y tecnologicos

* Lower cost, more equitable, and better labor
outcomes for poorer students. Public subsidy to
Bachelors is 2-3X to SCP

* Shift incentives to invest in scientific and applied
fields.

Sources: UNESCO, World Bank Enterprise Surveys.



3. Infrastructure: Will Need more Public

Effort, But We Can Spend Better

Figure 2.15: Private Sector Investment Has Not Offset the Fall in Public Infrastructure
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4. Spending on Innovation is Too Low and Badly

Directed

Figure 2:12: Subjective firm opinion of the quality of scientific research institutions and

Figure 2.11: LAC lags in Firm Management Practices Necessary to Innovate
the degree of collaboration of firms with universities
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