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• The Ongoing Challenge of COVID-
19

• The Devastating Human Costs

• Recovering, without Taking Off

• The Paradoxical Recovery

• Challenges to Recovery
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The Ongoing Challenge of 
COVID-19
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LAC is among the Most Affected 
Regions in the World
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Much 
Progress on 
Vaccination, 
But Still Much 
To Do. 
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The Devastating Human 
Costs
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Employment Losses Were Vast and 
Have Not Been Fully Recovered

Possible permanent 
2%  increase in 
informality
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Human Welfare Has Worsened Across the 
Region
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The Loss of 1.5 Years of Schooling Will 
Impede Both Mobility and Productivity 
Growth
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Recovering Without Take 
Off
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Growth Has Surpassed Previous 
Forecasts….and some new sectors 
emerging.. 
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..But Not Enough to Recover 2020 
Losses… and below what tailwinds would 
dictate.

2020:   - 6.7%
2021f:    6.3%
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The Paradoxical Recovery: 
A Return  to Anemic 
Growth Despite Favorable 
Tailwinds
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Business Expectations Are 
Recovering 

Rapid 
progress on 
vaccinations
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Global 
Factors Have 
Been 
Favorable

Evergrande?
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But the Region is Underperforming 
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…And Poised to Return to Low 
Growth Rates of the 2010s

World LAC
2010-2019     3.1%            2.2%

Forecasts are low...
2022:  2.8%
2023:  2.6%

…And similar to low rates of 
2010s
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Challenges to the 
Recovery
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A New Variant Would Slow 
Recovery, Even Without Lockdowns

a.  Decline in Restaurant Reservations vs. 
COVID-19 cases

b.  Workplace Mobility vs. COVID-19 Cases 
by Country Income Level
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Global Inflation Pressures Will Put 
Pressure on International Borrowing 
Costs 
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Domestic Inflation is Largely Demand 
Driven Which May Require Higher 
Interest Rates 
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An Indebted Private Sector Will Show Sluggish 
Investment and May Undermine Financial 
Sectors.  

Detransparentization of 
banking sector-can’t see 
NPLs

WB Stress Tests: The 
median LAC country can 
handle 10PP more in 
NPLs before bottom 20% 
exhaust buffers
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And We Need to Facilitate Debt 
Restructuring and Terminate Zombie Firms 
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Disappearing Fiscal Space
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The Extraordinary Efforts During the Crisis Have Led to 
High Deficits, Rising Debt, Rising Sovereign Spreads

Rise in 15pp since 2019!
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And Weaker Sovereign Ratings…  All 
of Which Reduce Fiscal Space and 
Limit Gov’t Action.
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• The Fiscal Challenge to Growth and 
Inequality

• Growth Neutral Revenue Mobilization

• Gains in Spending Efficiency

• Rethinking Spending Priorities
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Growth Neutral Revenue 
Mobilization
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There is Room for Growth-Neutral 
Revenue Mobilization
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But Different Sources Have Different 
Impacts on Growth 

• LAC Tax revenues are 23% vs 34% of 
GDP

• 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.

• Property taxes- low and probably less 
problematic

• Carbon taxes, Sin taxes.

• See forthcoming flagship on Fiscal 
Policy
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Gains in Spending 
Efficiency
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Big Agenda on Efficiency of Gov’t Spending

Procurement reforms could save 
16-22% on purchases: ~1% of 
GDP

Inefficiencies in transfers 
(including energy subsidies and 
poorly targeted:  1.7% of GDP 

Wages inefficiencies: 1.2% of 
GDP 
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Social 
Transfers Tend 
to be Growth 
Promoting… 
But Should  
Affect Supply 
Side, Too
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Rethinking Spending 
Priorities: 4 examples



Official Use

1. Energy Subsidies Are Costly, 
Regressive, and …

Hyper Regressive: 10-20% of Gasoline 
and Diesel subsidies benefit bottom 
40% of population

Little progress made… fall in oil prices 
drove most of decline as share of GDP. 
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… And Impede Reductions in Energy 
Intensity
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2. Smarter Spending On Education 
May Raise Productivity and Equity

• LAC 15 year olds are 3 years behind 
OECD in Reading, Math and Science

• But wide disparities across income 
levels

• Need to recoup lost year

• Prioritize hardest hit schools

• Use technology better for teaching 
And allocation of resources

• Work on raising educational 
leadership and accountability over 
medium term
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LAC Spends Massively on Higher 
Education.. And the Private Sector 
Still Can’t Get the Skills it Needs

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

• Yet higher education gross enrollment rate in LAC is 
high and LAC countries spend more resources in 
higher education than comparable ECA or EAP 
countries. 

• Reallocating to Short Cycle Programs and applied 
fields
• 1-3 years
• 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. 
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3. Infrastructure:  Will Need more Public 
Effort, But We Can Spend Better

• High rates of return to infra 
when stock is low.

• Performance Based Contracts 
save ~30%

• Digital connectivity is cheap, 
builds resilience, and 
contributes to growth
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4. Spending on Innovation is Too Low  and Badly 
Directed



World Bank Productivity Project

The Productivity Project: www.worldbank.org/productivity

Soon in Spanish UNIANDES Press!!
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“Fortune favors the prepared…” Pasteur (1854)
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Thank you


