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Chapter 1: Continued f

Resilience, Sluggish
Wage Growth, Low
Dynamism




Economic Performance: External
Headwinds and Internal Adjustiment




Income is above pre-pandemic levels, but growth
has been lower than all other regions

Real GDP levels by region
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Sub-regions are converging in distinct ways

Figure 1.2. LAC Countries Are Catching Up with Pre-pandemic Trends in GDP Growth
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Regional forecasts

CAN YOU MOSTLY I RELY ON THE FACT|:
REALLY PREDICT THAT NOBOPY KEEPS TRACK |:
THE FUTURE? OF WHAT 1 SAID. :

Aug 09, 2023
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Regional forecasts have been upgraded as in
ROW...

Figure 1.8. LAC Growth Expectations Are Rising After A Year Long Decline
GDP consensus forecasts for 2023
a. World regions b. LAC countries
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...But external headwinds remain adverse

a. G7 growth b. China growth
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El Nino: Uneven impact across region

December-February

— —
g _p—

» High likelihood of impact early 2024 "x G

» Significant negative impacts on growth in
several countries.
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Long run performance is weak. What reforms are
we missing?

Figure 1.9. Low Rates of Capital Investment and Productivity are Impeding Growth in LAC
Compared to Emerging Market and Developing Economies

Percent
8

| . l
2 .

2000-21 2000-10 2011-21 2022-30 ‘ 2000-21
LAC

TFP M Capital Labor

2000-10 20Mm-21 2022-30
EMDEs

@ Potential growth

Latin America and the Caribbean Economic Review | Fall 2023 @



Is There Light at the End of the Tunnel for:. .
Inflation? e




While headline inflation is starting to recede, core
inflation remains more persistent

Figure 1.10. Headline and Core Inflation Are Abating

a. Annual headline inflation
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External inflationary pressures are receding,
decreasing the volatile component of inflation

Figure 1.11. Energy and Food Prices Are High but Have Fallen from Their 2022 Peaks
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Global supply chains disruptions have declined,
contributing to reducing the inflation

Figure 1.12. Supply Chain Disruptions Have Declined

Global Supply Chain Pressure Index (standard deviations from average value)
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Swift and early rate hikes are paying off: In
defense of central bank independence

a. Nominal central bank policy rates
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This "hawkish” monetary stance has anchored
inflation expectations

Figure 1.14. Inflation Expectations Are Anchored

Inflation forecasts and central bank targets
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Persistent expenditure, higher interest rates have made
fiscal consolidation difficult- still no fiscal space

Figure 1.18. LAC Countries Are Running Significant Deficits
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Debt has not returned to pre-pandemic levels

Figure 1.20. The Stock of General Government Debt is High
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Jobs Have Recovered, Although Wages:.
and Household Income Have Not




Employment rates are back to their 2019 levels

Figure 1.21. Employment Rates Have Recovered
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Greatest Employment Gains: Women, Educated,
Young

Figure 1.21. Employment Rates Have Recovered

b. Employment rate by demographic groups
Index, 2019 =100
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Labor incomes remain depressed- Trade off of
wage and employment gains

Figure 1.24. Redal Individual Labor Income and Wages Have Stagnated since 2019
Real individual labor income and real wages, by demographic groups
(Index, 2019 = 100)
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Fast growth in remittances comparable to FDI
flows; mostly to poorer sectors

Figure 1.26. Remifttances to LAC Have Surged
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CA and Caribbean receive largest % of GDP

Figure 1.27. Remittances by LAC Country (Top 10 Recipients, 2022)
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Remittances are lifeline to especially poor

Figure 1.28. The Average Share of Remittances in Total Household Income is Highest in the
Lowest-Income Households
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Putting the pieces together: Incomes still lag from 2019
levels, although less so for the poor. Gini and poverty
down.

Figure 1.29. Overall Household Incomes are Decreasing Relative to their Pre-pandemic Levels

Growth rate of real per capita income between selected years, per decile of the income
distribution (percent)
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Chapter 2: Wiring Latin
America and the
Caribbean for

Growth and Inclusion-The
Necessary Big Push




The Promise of digital connectivity

1. Digital technologies can help with challenges from ch 1
1. Stimulate and green growth
2. Relax fiscal constraints
3. Enhance citizen satisfaction with governance and inclusiveness

2. Butitisn’t a magic bullet. Countries need to
Increase access

Understand usage gap

Ensure necessary complementary investments
Monitor results and readjust to ensure efficacy.

el N

3. Otherwise, digital technologies can underperform and exacerbate inequality.
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Digital for Growth

* Firm productivity Figure B2.4.1. The Value of Venture Capital Funding
. E-commerce and platforms and Number of Deals Spiked in 2021
° Complemen-l-orn-les: Educoﬂon Gﬂd E Panjls?J:OAmountspercapita ::l;elB:Gruwthrates,percentage
commerce
« Complementarities Unicorns: Digital + #0
Venture Capital o 200

150

« Agriculture productivity

 Extension 100

US Dollars per capita

« Women Agri-preneurs in Guatemala 00 “
« Digital fechnologies for farm management for ; l I J
low-carbon agriculture practices
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Digital for fiscal space

1. Improve efficiency of government expenditures
* E-procurement
« Better targeting of social programs (Fenochieto and Pessino)

2. Helping Raise more Revenues
 Pre-filling tax forms reduces tax compliance costs and evasion
« Data-rich intelligent fiscal ecosystems: Argentina ($134m), Chile

S
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Digital for Better and more Inclusive Government
Services

 Digital provision of public services is cheaper and faster to deliver;
reduces interaction and opportunities for bribes. (Banerjee et al. 2020).

« Bolivia ID card renewal: applicants to the computerized ID renewal process
were 23 percentage points more likely to complete the transaction; 40%

faster
« Guatemala electronic business registration (1999) registrations jumped 40%
« Dominican Republic digital one-stop shop raises firm registration from 5% to 33%

« Gains in accessibility and efficiency of health system.
« Gains in guality of education.

S
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Experimental nature of exploiting new
technologies requires feedback loop-Education

« Experimental evidence:

. CorefuIIY designed and implemented technology interventions in education proc}groms enerate benefits,
espe.céloéy wheén teachers and students are given clear guidance on how to use the technological resources
provide

« Problems of One Laptop per Child program in LAC: Providing hardware and technology is not going to solve the
educational problems in our schools.

« Adaptive Learning

* DR: Prpgroma’re (Program Yourself) uses adaptive learning tfechnology to improve math learning for students in
the third year of secondary school.

« Ecuador: RCT shows adaptive technology is a scalable cost-effective solution to increase math scores.

« Early Warning Systems for School Dropouts

« Peru: EWS show no reduction in school dropouts- shows importance building in monitoring and evaluation
mechanism to learn about what works and what doesn’t.

« Guatemala, Honduras: Beftter ’rorge’ri[%g of EWS using models rather than poor districts or schools reduces
misallocation of resources by 30 t6 80% (Adelman ef al., 2018).

Critical role for the Knowledge Bank!

N
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Three challenges to exploiting digital
connectivity for growth and inclusion




» Schooling during COVID
« 1.5 years of schooling lost during COVID with 10% loss in lifetime earnings.
« But these losses unevenly spread across the population
» Rich/poor division with increase over time.

« Rural areas may fall further behind urban

« Women lag in digital skills- Will miss out on new and better jobs.

Need to follow impact of infroduction of new technologies and respond accordingly.
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1. Hard to reach locations still lack basic coverage;
quality remains low in the less profitable segments.

Figure 2.2. Access to Broadband Internet
Varies across LAC Countries

Figure 2.3. Large Rural-Urban Gaps Persist in
Fixed Internet Penetration

Percent of households with fixed internet connection
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2. Usage gap: high cost, lack of interest, lack of
digital literacy?

Figure 2.1. Gaps in Internet Coverage and Figure 2.5. Costs of Cellular and Fixed
Use Persist in LAC Connectivity are Higher for Many LAC
Countries than Comparators in Other Regions

b. Mobile cellular high-usage basket
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3. “Hardware”, requires investments in software-
capabilities; governance, etc. Broadband is not a silver
bullet in itself.

Figure B2.3.1. Many Firms in Developing Countries Still Do Not Use Advanced Digital
Technologies
a. Business administration processes conditional on b. Business administration processes conditional on having internet
having computers services
100 100
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Complementary capabilities: developing digital

skills

Figure 2.8. LAC Lags OECD Averages in Digital Skills

Percent of population

70

64.3
60
50

429
40 39.8
3":' 32.4
30 281 285 288
243 235 244 245
13
20 179 173 179
16 13
10 7 6.8
: - 5.8
> 31 35 4.6 I 30
0
Average OECD  Average LAC Peru Mexico Ecuador Cuba Colombia Chile Brazil

Basic M Intermediate M Advanced

OJO: Women lag in digital skills-
37% gaps in rural areas.

o
S

Latin America and the Caribbean Economic Review | Fall 2023



Digital technologies can increase growth and inclusion, but can also exacerbate inequalities.

Infrastructure coverage is good but uneven: rural/urban; quality. Addressing these disparities requires a mix of
technological and institutional innovations to facllitate internet access.

...and Usage gaﬁs are large: 38% of the ﬁoloulo’rion with infernet coverage choose not to connect.
Combination of high cost Tor poor households, and unfamiliarity.

Beyond access: Investing in complementary areaqs is essential to ensure inclusivity.

. People need the tools and capabilities to seize the opportunities of the digital economy: strengthening
digifal and traditional human capital;

. Ensuring the availability of financing; facilitating efficient government protocols and a supportive
regulatory structure.

Improving Governance: Digital tools can make governments more responsive and efficient .
. Eoslmg {r{onsoc’rlons with citizens, improving the efficiency and quality of service provision, and promoting
inclusivity.. _
. Reduce costs, corruption.

Experimentation with Evaluation: Ensuring the positive impact of any new technology requires an ongoing and
deliberate process of experimentation, evaluation and then course correction. Role for the Knowledge Bank
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