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FOREWORD

THIS SOCIAL STRATEGY' was prepared to guide the operational and analytical work of the
Inter-American Development Bank in supporting the overarching goals of reducing pov-
erty and inequality, and achieving sustainable growth as expressed in the Ninth General
Capital Increase. The objective of the Strategy is to improve the effectiveness of the Bank
in promoting social policies that enhance equity and productivity in the Region. This will
be done by capitalizing on the Bank’'s comparative advantages and deep sector expertise,
and by focusing its resources in areas of high value-added in a manner consistent with its
institutional goals.

This Strategy focuses on investments in people, in particular on those investments that
increase their human capital, ensure that families attain acceptable levels of consumption,
education, health, and nutrition, and help poor households manage risks. It does so by taking
a lifecycle approach. Thus, it is not an exhaustive inventory of programs and policies that can
reduce inequality and increase productivity. Nor is the Strategy intended to serve as a “one-
size-fits-all” approach across the Region. Investments in the identified priority areas are likely
to have high returns in many countries—but they will not be a perfect fit for any single coun-
try. In some countries, interventions outside the priority areas will be particularly important.
While this Strategy provides a framework to prioritize social policy, the implementation of the
recommendations should reflect the particular conditions and needs of individual countries
in the Region. Consultations were held at different stages in developing the Strategy to seek
feedback from civil society, government officials, and academic experts in Latin America and
the Caribbean.

This report was coordinated under the leadership of Norbert Schady and reflects the
key contributions of Marcelo Cabrol, Suzanne Duryea, Andrew Morrison, Carmen Pages,
and Ferdinando Regalia. Many individuals throughout the Bank provided inputs but par-
ticularly critical inputs were made by the sector specialists in the divisions of Gender and
Diversity, Education, Labor Markets, and Social Protection and Health. This integrated vision
for the social sector was achieved through a process in which coordination occurred across
the various divisions and departments in the Bank, producing strategic lines of action to

1 The bureaucratic language has been removed from this report such that the reader can focus on the diagnostics and
strategic actions. The version approved by the board in March 2011 is available at http://www.iadb.org/en/about-us/
strategies,6185.html.




improve the effectiveness of the Bank in promoting social policies that enhance equity and
productivity in the Region.

Kei Kawabata
Manager, Social Sector
Inter-American Development Bank
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EXECUTIVE SUMMARY

THE OBJECTIVE OF THIS STRATEGY is to identify social policies that improve equity and reduce
poverty in the region, in large part through enhancing productivity. The priority areas identified
will help countries in the Region meet the Millennium Development Goals (MDGs).

This Strategy focuses on investments in people, in particular on those investments that
increase their human capital, ensure that families attain acceptable levels of consumption,
education, health, and nutrition, and help poor households manage risks. It does so by tak-
ing a lifecycle approach. Thus, it is not an exhaustive inventory of programs and policies that
can reduce inequality and poverty but rather a strategic focus on high priority investments
in people. The Strategy stresses that the macroeconomic context, the policymaking environ-
ment, and interactions across sectors are important determinants of the effects of policies on
equity and productivity.

In the last decade, countries in Latin America and the Caribbean have made remarkable
progress in social outcomes. Between 2003 and 2008, the fraction of people living on less
than US $ 2.5 per capita per day in the Region fell from 27 percent to 18 percent. The Gini
coefficient, a measure of income inequality, improved in 13 out of 16 countries for which
data are available. In the Region as a whole, fewer than 60 percent of people born in 1950
completed primary school, and fewer than 30 percent completed secondary school; among
those born in 1985, more than 80 percent completed primary school, and more than 50 per-
cent completed secondary school. Infant mortality for the 1980-85 period for the Region as a
whole was 55 per 1,000 children born; by 2005-10, this value had declined to 20.

Despite this progress, two striking features of Latin American and Caribbean economies
are the continuing and very high levels of inequality, and the low levels of productivity. Latin
America and the Caribbean is the most unequal region in the world, bar none. Inequality
has very serious social and economic costs—it results in higher levels of crime, lower levels
of growth, and less poverty reduction. The Region also has very low levels of Total Factor
Productivity (TFP)—between 1960 and 2005 TFP grew by approximately twice as much in the
typical East Asian country as it did in the typical country in Latin America and the Caribbean.
Productivity is a social issue because it is the key to long-term increases in real wages, as well
as to increases in incomes for households outside the wage-earning sector.

To meet the twin challenges of high inequality and low productivity, the focus is on interven-
tions that are meant to build human capital throughout the life cycle; facilitate the insertion of
workers in the labor market; and help households manage risk, including the risk of ill health,
old age, loss of employment, and destitution; and ensure that all households can attain accept-
able levels of consumption, education, health, and nutrition. The highest returns to investments




occur when policy-makers carefully consider the dynamic complementarities between invest-

ments at different stages of the life cycle. The Strategy identifies seven areas that appear to be
particularly important for the Region as a whole.

Investments in early childhood development (ECD): Investments in early childhood have
very high returns, yet access to high-quality ECD services in the Region is low and highly
unequal. Many children arrive at the threshold of formal schooling with deep deficits in
cognitive and non-cognitive development.

Improving school quality: Latin America and the Caribbean has seen substantial expansions
in school enrollment, and in the mean years of schooling attained. However, there is
ample evidence that learning achievement among students in the Region is very poor.
Low teacher quality appears to be a serious problem.

Addressing youth-at-risk: One out of every four individuals in Latin America and the
Caribbean is between the ages of 15-29 years of age. Young people in the Region face a
number of challenges, including low levels of skills, a difficult labor market environment,
and unusually high rates of homicide and teenage pregnancy.

Improving the functioning of labor markets and extending the coverage of social security:
Labor markets in Latin American and the Caribbean function poorly in a number of ways.
One striking feature is the high levels of informality. There are a variety of reasons for
informality, including rigid labor regulations, and high transaction costs. The way in which
social insurance is designed and financed is also a contributing factor.

Addressing the double burden of the health transition: Countries in Latin America and
the Caribbean face a double burden of disease: a predominance of chronic, lifestyle-
related, noncommunicable diseases, conditions, and injury, and a backlog of reproductive
and communicable diseases, child malnutrition and anemia which continue to dispropor-
tionally affect the poor.

Addressing structural poverty: Conditional cash transfers (CCTs) have been the most
important revolution in social assistance in the Region in the last decade. CCTs have an
impressive track record, but they face important challenges moving forward, including
improving the coordination with the supply of health and education services, and ensuring
that the CCT package does not discourage adult labor supply. Other programs are nec-
essary for the transient poor and for poor households without children.

Fostering social inclusion: In many countries in the Region, indigenous peoples and Afro-
descendants continue to attain lower levels of education, have worse health and nutrition
outcomes, and higher poverty levels than the rest of the population. Women in Latin
America and the Caribbean have improved their schooling levels to match or surpass
those of men, but they are at a significant disadvantage in the labor market.

The Strategy discusses policy priorities in these seven areas, as well as a number of cross-

cutting issues that are important to take into account in designing effective policies for reduc-
ing poverty and inequality in the Region. In the design and implementation of social programs
the heterogeneity of the Latin America and the Caribbean is a critical dimension for consider-
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ation. There are important differences across countries as varied as Barbados and Brazil, Haiti
and Chile. Investments in the identified priority areas are likely to have high returns in many
countries—but they will not be a perfect fit for any single country. In some countries, inter-
ventions outside the priority areas will be particularly important. While this Strategy provides
a framework to prioritize social policy, the implementation of the recommendations should
reflect the particular conditions and needs of individual countries in the Region.
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BACKGROUND

Latin America: A Region of Profound Inequalities...

TWO STRIKING FEATURES of Latin American and Caribbean economies are the very high levels
of inequality, and the low levels of productivity that are inextricably linked to poverty. Pro-
ductivity is a social issue because it is the key to long-term increases in real wages, as well as
to increases in incomes for households outside the wage-earning sector. Increases in wages
and other sources of income, in turn, are the essential ingredient for sustained reductions in
poverty in the Region.

Latin America is the most unequal region in the world, bar none (see Figure A1). The very
high and persistent levels of inequality are related to historical patterns of colonization and the
emergence of institutions that favored elites (Engerman and Sokoloff 2002; de Ferranti et al.
2003). One simple and intuitive measure of inequality is the ratio of the income or consump-
tion of households at the 90™ percentile of the distribution to those at the 10™ percentile.
Using data around 2000, and ranking countries by this ratio, 14 of the 15 countries in the
world with the highest levels of inequality are found in Latin America. (South Africa is the only
other country, developed or developing, that makes this list.) Differences in this ratio are very
large indeed—it is 12 in Mexico, 17 in Guatemala, 6 in both the United Sates and Thailand,
and 3 in both Taiwan and Finland (World Bank 2005).2 Inequality in Caribbean countries is
also high, although generally somewhat lower than that found in countries in Latin America
(see Figure A1).

Inequality has serious social costs for Latin America and the Caribbean. Inequality, for
example, increases violent crime (Fajnzylber, Lederman, and Loayza 2002). This is particularly
a concern in Latin America because homicide rates in some countries are extremely high: The
homicide rate among young males (aged 15-24) per 100,000 population is 176 in El Salvador,
119 in Colombia, and 113 in Venezuela. In Bulgaria, Hungary, and Romania the comparable
values are 3.6, 2.3, and 0.3, respectively (World Health Organization 2006a).

2 The year 2000 is the latest year for which data on the 90/10 ratio are readily available for a large number of devel-
oped and developing countries—see World Bank (2005). As we discuss below, there have been declines in inequality
since 2000 in a number of countries in Latin America. SEDLAC has calculated the 90/10 ratio for countries in Latin
America in 2000 and 2009—see SEDLAC (2010). These calculations show reductions in the 90/10 ratio in a number
of countries (including Brazil, where the ratio declined from 16 to 12; Panama, where it declined from 20 to 16; and
Ecuador, where it declined from 22 to 15), but by no means all (in Colombia, the 90/10 ratio increased from 13 to 15,
and in Honduras from 17 to 20). Despite some improvement, it is clear that most countries in the Region continue to
be highly unequal in comparison with other developed and developing countries.




Much of inequality in the Region is associated with inequality of opportunities, not just
outcomes. That is, a substantial fraction of the inequality in incomes that is observed is deter-
mined by characteristics such as race, place of birth, or the education levels of one’s parents.
Deep inequalities in wellbeing that are essentially determined at birth are an affront to basic
conceptions of fairness. Inequalities of opportunities may also make it less likely that poor
people will expend effort to improve their lot if they believe that the scales are heavily tipped
against them—no matter what they do. The correlation between a parent’s and child’s school-
ing can be seen as an inverse measure of intergenerational mobility. Studies consistently show
that countries in Latin America have the lowest rates of intergenerational educational mobility,
with the highest correlations across parent’s and children’s education (Hertz et. al. 2007).2

Inequality also has serious economic costs for the Region. Mechanically, a worse distribu-
tion of resources means that there are more poor people than would otherwise be the case,
and implies that a relatively small fraction of distributionally-neutral growth translates into
higher incomes for the poor (see Figure A2).4

Modern growth theory and empirical evidence suggest that higher levels of income
inequality may lead to lower levels of economic growth. This primarily happens through
two channels. First, when power is concentrated in the hands of a narrow group or elite,
the institutions that develop will themselves be weak and will tend to favor elites, rath-
er than the majority of people. A poor institutional environment is a drag on economic
growth. Second, higher levels of inequality mean that many people are unable to invest in
critical dimensions of human capital, which in turn depresses growth rates (Galor 2009).

...and Low Levels of Productivity

The second striking characteristic of Latin America and the Caribbean is the low level of pro-
ductivity in the region. The most recent Development in the Americas (DIA) flagship publica-
tion of the IDB, The Age of Productivity: Transforming Economies from the Bottom Up (IDB
2010) shows that between 1960 and 2005 Total Factor Productivity (TFP) grew by approxi-
mately twice as much in the typical East Asian country as it did in the typical country in Latin
America and the Caribbean (see Figure A3).> This stylized fact holds for virtually all countries
in the Region: Between 1960 and 2000, relative to the United States, TFP grew by more than
200 percent in China, and by more than 120 percent in Hong Kong. By contrast, most coun-

3 Whereas for Finland, Great Britain, Malaysia and Denmark the correlation is 0.33, 0.31, 0.31 and 0.3 respectively
the correlations for Peru, Panama, Colombia and Nicaragua are almost double at .66, .61, .59, and .55.

4 4 A simple illustration makes this point. Imagine a situation in which Brazil had its current average per capita GDP
level, but a distribution of income similar to that found in Uruguay, a country in Latin America with relatively low levels
of inequality by Latin American standards. Under this situation, there would be 2.4 million fewer people in Brazil living
on less than US $ 2.5 per capita per day than is currently the case (IDB staff calculations, using household survey data).
5 Total Factor Productivity (TFP) measures the fraction of total output in an economy that cannot be explained by
physical capital (machines, buildings) or labor, where labor is weighted by mean years of schooling. It is a measure of
how well inputs are allocated and combined in production and of the quality of the inputs (e.g., while years of school-
ing is accounted for by the measure of labor, the quality of the education is not, and is therefore an element of TFP).
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tries in Latin America and the Caribbean, including Argentina, Brazil, Colombia, Costa Rica,
Jamaica and Mexico, among others, lost ground in productivity relative to the United States.

There are many reasons for the poor productivity (and growth) performance of Latin
America and the Caribbean. But low levels of accumulation of critical dimensions of human
capital are an important part of the story. The DIA makes this point clear: It decomposes the
reasons why incomes in the Region lag behind those in the United States and concludes
as follows: “A development agenda exclusively focused on physical-capital investments that
eases impediments such as undue spreads in the financial system, high taxation, and uncertain
property rights would be circumscribed to a margin of 12 percent (of the income gap between
LAC and the US)". To close the remaining 88 percent of the gap primarily involves making
investments that allow countries to have a workforce that is more productive.
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PROGRESS OVER THE LAST DECADE

OVER THE LAST DECADE or so, Latin America and the Caribbean has made progress reducing
poverty and improving social outcomes, including measures of schooling, health and nutri-
tional status. More recently, there is also evidence of some reductions in inequality.

Progress Reducing Poverty...

Between 2003 and 2008, the fraction of people living on less than US$ 2.5 per capita per day
in the Region fell from 27 percent to 18 percent (see Figure A4). This pattern of lower poverty
in 2008 than in 2003 is not confined to a particular measure of poverty: no matter what pov-
erty measure is selected—the number of people in poverty, the poverty gap, or the severity of
poverty—and no matter where the poverty line is set, poverty was lower in 2008 than in 2003
(see Figure A5).° Table A1 shows that the reduction in poverty affected virtually all countries
in Latin America, as well as Jamaica, the only country in the Caribbean where time series data
on poverty can be calculated.”

Poverty in the Region is substantially higher in rural than in urban areas (Table A2),® and
among children than among working-age adults or the elderly (Table A3).° Also, as we discuss
below, the indigenous and Afro-descendants are over-represented among the poor in most
countries.’® Although there is some variation across countries, the reductions in poverty in the

6 The headcount index, the poverty gap, and the severity of poverty are commonly used measures of poverty. All
are drawn from the Foster-Greer-Thorbecke family of poverty measures (see Foster, Greer and Thorbecke 1984; and
Ravallion 1994). The headcount index is the number of people living below the poverty line. The poverty gap is the
average distance a poor household is below the poverty line, divided by the poverty line itself. The severity of poverty,
or squared poverty gap, is sensitive to inequality among the poor. It is defined as the square of the average distance
a poor household is below the poverty line, divided by the poverty line.

7 Table A1a shows poverty rates calculated from international poverty lines and Table A1b from national poverty lines.
8 These calculations, taken from SEDLAC, do not adjust for possible cost-of-living differences between urban and rural
areas. Insofar as these are important, the comparison may underestimate the extent of urban relative to rural poverty.
However, there is no accepted spatial, cost-of-living adjustment in most countries in the Region.

9 It is often believed that there are economies of scale in household consumption. Because the elderly generally live in
smaller households than do children, as shown in Table A3, these calculations may underestimate the extent of poverty
among the elderly relative to children. However, there is no widely accepted method to adjust for economies of scale,
or for the possibly lower consumption needs of children relative to adults (see Deaton 1997, especially pp. 262-69).
Moreover, the differences in household size between children and elderly in the Region are small.

10 The Strategy recognizes that the situation of Afro-descendants may be different in the Caribbean.




last decade in the Region were broad—affecting urban and rural areas, men and women, and
whites, indigenous and Afro-descendants.

In Latin America and the Caribbean, as elsewhere, periods of positive economic growth
tend to be associated with reductions in poverty. Growth of GDP between 1995 and 2002
was modest, an average of 2.3 percent per year, and poverty was essentially unchanged.
Starting in 2003, growth accelerated, with annual growth rates in the region averaging 4.8
percent per year until 2008, and poverty declined substantially.

However, the higher rates of growth in the second half of the last decade explain only a part
of the reduction in poverty. In many countries in the Region, the incomes of the poor grew by
more than average incomes."" As a result, inequality declined. The Gini coefficient for the Region
fell by approximately 3 points between 2003 and 2008, and improved in 13 out of 16 countries
for which data are available (see Figure A6).'> Other measures of inequality show a similar pattern.

A variety of reasons explain the declines in inequality in the Region in the 2003-08
period, but the increase in expenditures on social assistance appears to have been par-
ticularly important. Figure A7 shows that, between 1990 and 2008, expenditures on social
assistance in the region increased by two-and-a-half times in real terms. Analysis of the
1987-2004 period in Brazil concludes that the entire decline in poverty in Brazil over the
period can be accounted for by the taming of inflation and by the sharp increase in social
assistance expenditures, in particular, increases in expenditures on the nationwide condi-
tional cash transfer (CCT) program, Bolsa Familia, and the non-contributory pension pro-
gram, the Beneficio de Prestacdo Continuada, or BPC (Ferreira, Leite and Ravallion 2010)
(see Figure A8). A review by Fiszbein and Schady (2009) concludes that expenditures by
conditional cash transfer (CCT) programs have reduced the poverty gap in Brazil, Ecuador,
Jamaica and Mexico by between 8 and 19 percent—a sizeable reduction, by any measure.
The generalized increase in schooling levels in the Region also appears to have contributed
to the reduction in inequality (Lopez-Calva and Lustig 2010).

... and Progress in Indicators of Schooling, Health and Nutritional
Status

In addition to improving indicators of poverty and inequality, Latin America and the Caribbean
has also made substantial progress in terms of education, health, and nutrition outcomes. In the

" This can be shown by calculating “growth incidence curves”, which measure the rates of growth of per capita
income or consumption at different points in the distribution. Between 2003 and 2008, in Brazil the income of
households at the 10th percentile of the distribution (in 1993) grew by 5.6 percent, while that of households at the
90th percentile of the distribution grew by 2.0 percent per year. In both Chile and Mexico similar patterns are appar-
ent, although both the average growth rates and the differences in growth rates between very poor and better-off
households are more modest (IDB staff calculations, based on data from SEDLAS 2010).

12 The Gini coefficient is a widely-used measure of income inequality. The index is constructed on the basis of the
Lorenz curve, which plots the proportion of the total income of the population (y axis) that is cumulatively earned by
the bottom x% of the population. The Gini coefficient can range from 0 to 1. A low Gini coefficient indicates a more
equal distribution, with 0 corresponding to complete equality and 1 corresponding to complete inequality.
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Region as a whole, fewer than 60 percent of people born in 1950 completed primary school,
and fewer than 30 percent completed secondary school; among those born in 1985, more than
80 percent completed primary school, and more than 50 percent completed secondary school
(see Figure A9). Latin America and the Caribbean countries now generally have primary school
enrollment rates that are in line with those of other countries with similar income levels, although
some countries still lag behind in terms of secondary school enroliment levels (see Figure A10). In
most countries, disadvantaged groups such as indigenous peoples continue to have particularly
low levels of educational attainment.

Much as with schooling, indicators of child health and nutrition have improved noticeably.
Infant mortality for the 1980-85 period for the Region as a whole was 55 per 1,000 children
born; by 2005-10, this value had declined to 20. Most countries in the Region now have
values of infant mortality and child height-for-age, a measure of long-run nutritional status,
which are on par with or better-than-expected for their levels of income per capita (see Figures
A11 and A12). As with educational attainment, however, there are groups, including the poor
and in some countries the indigenous and Afro-descendants, which have much worse health
and nutritional status than others.

Latin America and the Caribbean has made substantial progress towards meeting some
of the targets within the Millennium Development Goals (MDGs). According to the 2010 UN
report “Achieving the Millennium Development Goals with Equality in Latin America and the
Caribbean. Progress and Challenges,” the region is on track to reach the targets related to
extreme poverty, underweight, child mortality and access to safe drinking water and basic san-
itation services. However, progress has been insufficient for four of the nine targets assessed,
including the targets related to undernourishment (Goal 1), completion of primary education
(Goal 2), gender parity in the national parliaments (Goal 3) as a principal indicator of gender
equality and female empowerment, and maternal mortality (Goal 5)—see Table A4.

In sum, then, countries in Latin America and the Caribbean have much to be proud of for
their accomplishments in poverty reduction, education, health, and nutrition in the past 15
years. But important challenges for social policy remain—challenges that, if not addressed with
effective policies, will negatively impact the prospects for growth and equity in the Region.

PROGRESS OVER THE LAST DECADE






PRIORITY AREAS FOR INTERVENTION

LATIN AMERICA AND THE CARIBBEAN has made progress reducing poverty in the last decade.
But these achievements, valuable as they are, are fragile. To have a sustained impact on equity
and productivity, Governments in the Region will have to address a number of important
policy challenges. Table 1 identifies seven areas which represent particularly important chal-
lenges for many countries. Important gender and diversity issues are integrated throughout
the priority areas, but given their central importance to a more equitable Region, they are also
highlighted in the section on fostering social inclusion. Given the important differences across
the heterogeneous region of LAC these areas will not be a perfect fit for any single country. In
some countries, interventions outside these seven areas will be particularly important.

TABLE 1
1. Investing in early childhood
2. Improving school quality
3. Addressing youth-at-risk
4. Improving the functioning of labor markets and extending the coverage of social security
5. Addressing the double burden of the health transition

6. Addressing structural poverty

7. Fostering social inclusion with identity

We have prioritized interventions that are meant to build human capital throughout the
life cycle; facilitate the insertion of workers in the labor market; help households manage risk,
including the risk of ill health, old age, loss of employment, and destitution; and ensure that
all households can attain acceptable levels of consumption, education, health, and nutrition.

Human capital is arguably the most important determinant of economic growth. Paul
Romer, one of the world’s leading thinkers on the topic, makes this point in a chapter in The
Concise Encyclopedia of Economics: “It is ideas, not objects, that poor countries lack”.” And

13 “A traditional explanation for the persistent poverty of many less developed countries is that they lack objects such
as natural resources or capital goods. But Taiwan started with little of either and still grew rapidly. Something else must
be involved. Increasingly, emphasis is shifting to the notion that it is ideas, not objects, that poor countries lack... If a
poor nation invests in education and does not destroy the incentives for its citizens to acquire ideas from the rest of the
world, it can rapidly take advantage of the publicly available part of the worldwide stock of knowledge.” (Romer 2008).
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FIGURE 1
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Oded Galor, another leading authority on the subject, writes of “the replacement of physi-
cal capital accumulation by human capital accumulation as the prime engine of economic
growth” (Galor 2009). As demonstrated in Figure 1, human capital accumulation is a process
that needs to happen over the course of the life cycle—from appropriate nutrition in utero, to
stimulation in early childhood, to high-quality schooling, to programs that facilitate the inser-
tion of young people into the labor market, to regular training of workers. The highest returns
to investments occur when policy-makers carefully consider the dynamic complementarities
between investments at different stages of the life cycle.

Investing in Early Childhood

It is widely recognized that development in early childhood, approximately between 0 and 6
years of age, has critical importance for success in adulthood. Nobel-prize winning economist
James Heckman, among others, has argued that these investments will generally have higher
returns than any investments made later in the life cycle (Heckman 2006; Knudsen et al. 2006).

Outcomes in early childhood are shaped by genetic endowments and by the environment,
including the prenatal period. The role of the family in shaping developmental outcomes is
particularly important. Biology is not destiny. Development in early childhood is malleable, but
the window for interventions to have large effects is short. Remediation at later stages in the
life cycle is very costly, and may not be possible in some dimensions. A series of papers pub-
lished in the Lancet medical journal in 2008 notes that the damage done by undernutrition
in early life not only leads to permanent impairment but may also affect future generations
(Victora et al. 2008).

There are important knowledge gaps in the Region about development in early child-
hood, but partial evidence suggests there are deep deficits in some domains. In Bolivia,
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Ecuador, El Salvador, Haiti, Honduras, and Peru, one-quarter to one-third of children are
chronically malnourished, and in Guatemala, the proportion exceeds one-half.' In Ecuador,
5-year old children in the lowest decile of the distribution of wealth are, on average, more
than one-and-a-half years behind the norm on a test of vocabulary that is highly predictive
of school performance (Paxson and Schady 2007) (see Figure A13)

Comprehensive interventions in early childhood generally include parental education,
nutrition, and early stimulation. They can loosely be grouped into two categories: Center-
based care, including daycare and preschool; and interventions that seek to affect the home
environment, including parenting interventions and home stimulation programs.

Many countries in Latin America and the Caribbean have substantially increased access to
center-based care in the last two decades. In Chile, the number of children aged 0-23 months
in public “Salas Cuna” increased from about 15,000 to 85,000 between 2006 and 2010, and
the number of children aged 24-47 months in public “Jardines Infantiles” increased from
80,000 to 130,000 over the same period (Ortiz 2010) (see Figure A14). Despite these increases
in access, there continue to be large differences in the fraction of children who attend daycare
or preschool by income level, and by the education levels of parents (see Figure A15 for an
example from Guatemala).

Center-based care can have substantial benefits for children. For example, careful analysis
of the expansion of pre-school programs in Argentina and Uruguay shows substantial benefits
to children in terms of school progression, learning and behavior (Berlinski et al. 2008; Berlinski
et al. 2009). However, these benefits will only materialize if the services have acceptable quality.
Low-quality services are obviously worse than high-quality services in every dimension of human
development. However, quality considerations are particularly important in the case of ECD
programs because low-quality services are likely to be worse for children than no services at all.

Home-based interventions are an alternative to center-based care. In these interventions, a
social worker, health provider, or community member who has received some instruction visits
parents at home and discusses topics such as child nutrition and early stimulation. Jamaica has
been at the forefront of piloting home-based interventions, producing evidence that has been
used worldwide. In one renowned pilot project in Jamaica, stunted children assigned to a home-
based stimulation intervention saw dramatic improvements in cognitive development, school
performance, and labor market outcomes in adulthood (Grantham-McGregor et al. and Walker
et al., various years) (see Figure A16). However, home-based programs often suffer from high
dropout rates. Costs are also an issue because of the one-on-one nature of the intervention.

Policy Priorities: Investing Effectively in Early Childhood Development

There are deep knowledge gaps about the extent to which there are deficits in different
dimensions of development in early childhood (language, cognitive, socio-emotional, and
motor) in the Region, who is affected by these deficits, at what ages, and what interventions
can effectively improve outcomes among vulnerable children.

14 Chronic malnutrition, or stunting, is defined as height-for-age more than 2 standard deviations below that of a
reference population of well-nourished children. Stunted children, and children with micronutrient deficiencies, have
lower levels of cognitive development, perform less well in school, and eventually earn lower wages in adulthood.
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Among young children, ages 0-3, the main policy challenge is the design of policies and
interventions that support parents and care-givers in improving the quality of the care and
the parenting practices that children receive. Among older children, age 4-6, the main policy
challenge is the expansion of access to preschool with quality and equity.

Specific priorities include:

1. ensuring that poor children have access to comprehensive ECD services that include
essential nutrition, early stimulation, and parental education components;

2. identifying modalities of service that are high-quality, cost-effective, and do not suffer
from high attrition. Delivering quality services is critical, but costs are an important con-
straint. Deluxe models are often too expensive to be sustainable and replicable;

3. revising and, in many countries reforming, the selection, certification, and training
required for preschool teachers and others involved in the delivery of ECD services; and

4. strengthening initiatives that articulate preschool with the primary cycle, starting with a
sharper focus on basic competencies in language and math in preschool, and ensuring
that this focus is carried forward and better articulated through the first grades of primary.

Improving School Quality

Development in early childhood is an important determinant of school readiness. In turn, the
returns to investments in early childhood will only fully materialize if children attend school,
and if the quality of the education they receive is high.

Latin America and the Caribbean has seen dramatic expansions in school enrollment, and
in the mean years of schooling attained.'® Higher average years of schooling confer important
benefits. Under most circumstances, more schooling results in workers who are more produc-
tive, are better able to access and use new technologies, and earn higher wages; children of
mothers with higher levels of schooling are less likely to be malnourished or to die in infancy,
and will have more stimulating home environments. However, the effects of schooling on all
of these outcomes will be blunted and may be negligible if the amount of learning that takes
place in schools is low.'®

There is ample evidence that learning achievement among Latin American students is
very poor. Argentina, Brazil, Chile, Colombia, Mexico, Peru and Uruguay all participated in
the international Programme for International Student Assessment (PISA) exams, which test-
ed competencies in language, mathematics, and science for 15-year olds. In all three areas
tested, Latin American students had scores that placed them among the worst performers

15 This can be seen in comparisons across cohorts: On average, for the region as a whole, the mean years of educa-
tional attainment for people born in 1950 is 6.5, and that for people born in 1980 is 9.7 (Staff calculations based on
household survey data).

16 A quote from a paper on the “Global Challenge of the Lack of Education” written for the Copenhagen Consensus
effectively makes this point: “Getting and keeping children ‘in school’ is merely a means to the more fundamental
objectives ... (of) creating competencies and learning achievement” (Pritchett 2004).
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of the 57 participating countries (see Figures A17 and A18)."” Although among Caribbean
countries only Trinidad and Tobago participated in the PISA exams, Caribbean countries have
seen the fraction of graduating secondary-school students who pass the Caribbean Examina-
tion Council (CXC) test fall from 62 percent in 2004 to 55 percent in 2009.'®

Low levels of cognitive skills, as measured by performance on standardized tests like PISA,
have important implications for economic performance. One recent study (Hanushek and
Woessman 2009) argues that the puzzle of low growth rates in Latin America can be fully
explained by the low levels of cognitive skills in the Region. While the methodology used by
the authors is not uncontroversial, the basic message—that the low levels of learning of Latin
American students have serious implications for economic growth rates—is widely accepted.

In addition, students in Latin America appear to lack non-cognitive skills that are highly
valued in the labor market. Surveys in Argentina, Brazil and Chile show that large fractions of
employers report difficulties finding workers with language and communication skills, critical
thinking skills, good attitude, and responsibility and commitment. (Bassi and Urztia 2010).

There are a variety of reasons for the low cognitive and non-cognitive skills of Latin Ameri-
can students. One reason is the inequality of opportunities for children in the Region. Poor
children frequently arrive at the threshold of formal schooling with serious nutritional deficien-
cies, and inadequate levels of cognitive and socio-emotional development. The disadvantages
associated with low socioeconomic status carry over into the school age. In 12 out of 15 Latin
American countries that participated in the Second Regional Comparative and Explanatory
Study (SERCE) international test, fewer than a quarter of students in the lowest wealth quintile
had a satisfactory performance in both reading and writing and mathematics in third grade
(Duarte, Bos, and Moreno 2010a). Performance among children from less poor backgrounds
is substantially better, although it is also low (see Figure A19).

Although inequalities in Latin America unquestionably affect student performance, so
does the poor quality of the education that is provided. Critical inputs for students and teach-
ers, including infrastructure, textbooks and other learning material, are often missing. Only 10
percent of elementary school students are in full-day schools while two-thirds spend less than
20 hours a week in school; accounting for the hours lost to teacher absenteeism and other
activities would bring these numbers down further (Duarte, Bos and Moreno 2010b).

Another critical challenge is low teacher quality. Aside from student background, teacher
quality is widely believed to be the most important input into student learning. And yet, teacher
quality appears to be very low in many settings. In Peru, almost half (47 percent) of primary
school teachers could not “perform basic arithmetical computations and reproduce routine and

17" The poor performance of Latin American students is also apparent in comparisons with countries of similar income
levels: Students in Argentina scored below those in Turkey, those in Mexico had substantially lower scores than those
in Hungary and Estonia, and those in Brazil had scores on par with their counterparts in Indonesia—even though the
income levels of Indonesia are roughly a third of those in Brazil. PISA tests are applied to 15-year old children who
are in school, and are enrolled in 7™ grade or higher. Because school dropout and repetition is more common in Latin
America than in the OECD, East Asia or former Soviet Union and Eastern Europe, Latin America lags even further
behind in terms of the skills among the population at large.

18 This includes test data from students in Antigua and Barbuda, Anguila, Barbados, Belize, Dominica, Grenada, Guy-
ana, Jamaica, Montserrat, St. Kitts and Nevis, Saint Lucia, Trinidad & Tobago, and Turks & Caicos (CXC 2010).
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short procedures” on a test of mathematical competencies, and one-third (33 percent) could
not find “concrete and evident data and identify the text’s main theme” in a test of reading
comprehension (Ministry of Education Peru 2007) (see Figure A20). Problems of low teacher
quality are also apparent in other countries.

Policy Priorities: Improving school quality

Equipping students with adequate cognitive and non-cognitive skills requires teachers that
possess these skills to be able to teach them. Improving teacher quality starts with increasing
the content, pedagogical knowledge, and non-cognitive skills of teachers, through a better
selection of candidates, and more rigorous pre- and in-service training. The periodical evalua-
tion of teachers, including assessing how well teachers teach, and the introduction of incen-
tives for improved performance are also promising. Teacher assignment policies that place the
best teachers in the most vulnerable schools are needed. Simultaneously, curriculum, stan-
dards and student assessments should be aligned with the relevant cognitive and non cogni-
tive skills. Some countries are using Private-Public-Partnerships (PPPs) to address challenges
with respect to the quality of education, with programs such as Ensefia Chile showing prom-
ising results for student learning outcomes.

More and better distributed key educational inputs—infrastructure, learning resources
and instructional time—should be supplied through the public or private sector to create the
conditions for better learning and better quality of education. Additional resources should
especially be allocated to schools serving disadvantaged students—poor, rural, and ethnic
minorities—in order to compensate for the shortcomings that they come to school with.

The process by which the different schooling inputs are combined to produce learning in
the classroom is also important. There is a need to deepen knowledge of these processes, in
particular to understand why children from different socioeconomic environments appear to
learn well under some circumstances but not others.

Addressing Youth-at-Risk

Latin America and the Caribbean is very much a young Region: one out of every four indi-
viduals is between the ages of 15-29 years of age (2009 World Population Prospects). Young
people in the Region, including those graduating from secondary school, face a number of
challenges, including low levels of skills, a difficult labor market environment, and very high
rates of risky behavior.

Youth with secondary education comprise the biggest share of the new workforce in Latin
America and the Caribbean, but they suffer from sharply declining relative wages, for two rea-
sons: the increase in the supply of workers with secondary education, and skill-biased demand
shifts favoring workers with tertiary education (Manacorda et al. 2010) (see Figures A21 and
A22). Some evidence also suggests that younger generations are entering the market with a
lower quality of education than older generations, further creating downward pressure on their
wages (Auguste et al. 2007). As is the case in most countries, youth in the Region suffer from
much higher unemployment rates than do adults (see Figure A23). For example, in Guyana,
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youth unemployment is more than two-and-a-half times higher than unemployment among
older adults. In many countries, youth unemployment has been rising over time (see Figure A24).

Although tertiary education is well-remunerated relative to secondary, the Region has
made few gains in building these skills in younger generations. The share of the cohort com-
pleting at least 4 years of tertiary education has increased by only 1 percentage point over the
last 15 years, in comparison to 10 percentage points for the share completing secondary school
(Figure A9). In large measure, this is a result of very high dropout rates among those who begin
university education. The poor overall quality of secondary schooling appears to be a contrib-
uting factor to the low completion rates in university. In addition, credit constraints faced by
poor households and, in some countries, an insufficient supply of high-quality options are
challenges to the expansion of tertiary education in the Region. Facilitating the successful entry
and completion of tertiary education is likely to become increasingly important in the future.

Concerns about the skills that young people in the Region bring to the labor market go
beyond the educational system. Many training programs available for youth in the Region are
poorly linked to the demand of employers (although the generation of “Jévenes” programs
in Argentina, Chile and Peru are a notable exception). Training programs mostly take the
form of classroom-based vocational training, with little follow-up on whether the trainee has
been placed in a job.

The labor market is not the only domain where young people in the Region fare poorly.
Youth in Latin America and the Caribbean have unusually high rates of risky behavior, includ-
ing violence, drug abuse, and unprotected sex. Many countries are notable outliers in terms
of their youth homicide rates (which are largely driven by homicides among young males—
see Figures A26 and A27). For example, Brazil and Bulgaria have similar levels of income yet
the youth homicide rate in Brazil for males ages 15-24 is 20 times higher than in Bulgaria.®
Within the Region, Jamaica and El Salvador exhibit the highest levels of youth homicide. The
high levels of violence surrounding youth in their communities, schools, and homes have
wide implications. Soares and Naritomi (2010) estimate that the excessive rates of violence in
Latin America depress GDP by an average of 13 percent, including direct costs to health and
mortality as well as costs to the business climate.

Latin America and the Caribbean is also an outlier in terms of adolescent pregnancy,
particularly if income levels are taken into consideration (see Figure A28). For example, in
Argentina the adolescent fertility rate is 57 births per 100,000 among girls ages 15-19, 67
percent above the level predicted for its income. Although fertility rates for adolescents are
generally lower in the Caribbean, certain countries including Barbados, Jamaica and Trini-
dad and Tobago also have higher rates than expected given their income levels. Adolescent
pregnancy and teen motherhood present major social and health challenges for the Region,
with lifetime consequences for teens themselves, their children and their communities. The
maternal mortality rate is higher for births to adolescents than for women in their 20s and

19 The broader concept of “social ills” extends beyond the youth population; some issues such as domestic violence
are examined in later sections. As vehicles of behavioral change social programs can contribute to the prevention of
social ills.
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30s. Early childbearing is also associated with lower schooling attainment and ultimately lower
remuneration in the labor market.

Policy Priorities: Youth-at-risk

Addressing the challenges faced by youth is critical to increasing productivity, reducing poverty,
and reducing the unusually high levels of violence and lack of citizen security in Latin America
and the Caribbean. School retention is an important priority in light of the higher costs for reme-
dial educational activities, regardless whether these occur in the education sector or in other
sectors as through training. Extending the school day has shown promising results in reducing
youth crime and adolescent fertility in Chile (Berthelon and Kruger 2010). In countries with par-
ticularly high drop-out rates for males, measures beyond quality schools are needed, including
providing adult, same-sex role models (Younger et al., 2005).

A prerequisite for successful labor market insertion is the provision of relevant skills
through quality education and training programs. Links between private sector employers and
training programs should be expanded. Apprenticeships and on-the job training better pre-
pare youth for the workplace than learning in abstract settings. While results vary by country,
impact evaluations suggest that programs that favor on-the-job training in addition to in-class
instruction can yield positive results in terms of job insertion, quality of employment and
wages (Ibarraran and Rosas Shady 2009).

Specific parts of the brain continue to develop through the early 20s, particularly the
pre-frontal cortex, which is responsible for impulse control and planning processes. This
provides a window of opportunity for strengthening the non-cognitive skills of youth. Pro-
gram evaluations can explore which types of interventions—sports, music, arts, etc.—are
best suited for building these non-cognitive skills and bringing the associated declines in
risky-behavior and gains in long-run labor outcomes. Better articulation across youth pro-
gramming activities is also needed, so that complementarities are fostered and potential
distortions avoided.

Strengthening country capabilities for policy design and implementation is critical. Youth
has typically been a “residual” sector in the social portfolio, giving rise to weak institutional
arrangements. It is therefore necessary to:

1. strengthen governance and institutional settings, which are complex given the inter-sec-
toral nature of interventions;

2. identify modalities to deliver interventions that are cost-effective; and

3. set adequate standards of quality for service provision, including the training of human
resources to focus specifically on youth.

Building human capital, especially among the poor, is critical for the twin goals of achiev-
ing higher productivity and greater equity in the Region. However, the increase in wages that
will result from more and better education will only materialize if workers can find productive
jobs. We now turn to a discussion of the challenges countries in Latin America and the Carib-
bean face in improving the functioning of labor markets, extending the coverage of social
security, and effectively delivering health services.
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Improving the Functioning of Labor Markets and Extending the
Coverage of Social Security

Labor markets in Latin American and the Caribbean function poorly in a number of ways.
Active labor policies to help workers find jobs remain at an incipient stage, and suffer from
low coverage and poor quality. Training services are frequently provided by National Training
Institutes, and financed by an earmarked tax on wages. The training delivered is sporadic,
and curricula are not well-linked with the skills demanded by firms or with the educational
background of workers. Employment agencies and other labor market intermediation services
do not function well. This has potentially serious costs: Nobel-prize winning economists Peter
Diamond, Dale Mortensen, and Christopher Pissarides have shown that policies that reduce
frictions in the labor market, and improve the matches between employers looking for work-
ers and workers looking for jobs can increase employment and productivity.2°

Countries in Latin America and the Caribbean have unusually high levels of informality.
Informal firms tend to have less access to credit and technology, and to be less productive.
Because productivity is the main driver of long-term increases in incomes, informality also has
serious costs for poverty reduction.

There are a variety of reasons for the high levels of informality in Latin America and the
Caribbean and various definitions and measurements. These reasons include high costs of
registration, low access to finance, high firm taxes, rigid labor regulations, and high transac-
tion costs. Facing up to the high levels of informality requires improving access to finance
as well as improving and simplifying the business environment for all firms, large and small.
However, the way in which social insurance is financed also contributes to the high levels of
informality (Levy 2008).

From a social point of view, what matters is whether workers are protected against risks,
which are usually covered by social security. Historically, access to social insurance in the
Region has been tied to salaried employment. Salaried workers receive a bundle of benefits,
including pensions, health care and unemployment benefits (or severance payments), with
family members also receiving health care and survival benefits, all of which are financed from
payroll contributions. The non-wage labor costs associated with these benefits are modest in
some countries—in both Jamaica and Trinidad and Tobago they are less than 20 percent of
wages—but very large in others—in Argentina, Brazil, Colombia, Nicaragua, and Peru they
are more than 50 percent (IDB 2010). For a variety of reasons, including liquidity constraints,
myopia, inadequate information, the bundling of benefits, and the low quality of some of the
programs that are offered, workers assign a lower utility to social security coverage than to the
current compensation they forego to pay for their contributions.

Because of the large size of the informal sector, social security covers only a modest
fraction of workers in the Region—see Figure 29. Figure 30 shows that coverage rates are

20 Active labor market policies in the Region function especially poorly during economic crises, as unemployment rises.
In response, countries resort to creating ad-hoc programs in a rush. Temporary employment programs often arrive late,
lack the institutional capability to perform in critical times, and are difficult to shrink once the crisis is over.
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particularly low among the poor. Moreover, due to high rotation between covered (formal)
and uncovered (informal) jobs, particularly for low skilled workers, protection against health
shocks, work accidents and unemployment is erratic and inconsistent.

This situation is compounded by insufficient savings: most workers, particularly the poor-
est, save little, and therefore cannot self-insure against risks. A shock like ill health or job loss
can easily lead to the family falling into poverty, or turning an already bad situation into a criti-
cal one. Uncovered workers in need may engage in actions that conspire against their long-
run interests—such as taking children out of school, selling productive assets, or not seeking
health care when needed.

In response to the low coverage rates of social security, many countries in the Region have
created free health insurance and non-contributory pension programs. Spending on these
programs ranges from 0.2 to 1.8 percent of GDP, and has increased considerably in a number
of countries (IDB 2010).

Free health insurance and non-contributory pensions reduce poverty, and provide some
welcome risk protection to those not covered by the formal system. However, because non-
contributory systems are paid out of general revenues, at no cost to workers who receive
them, they reduce the incentives to participate in contributory ones.

In sum, the low valuation of social insurance by workers in the formal sector creates a tax
on formal work, while the creation of non-contributory pension and health care programs for
those in the informal sector is a subsidy to informal work. This can distort the choices made
by firms and workers—and the costs of these distortions may be far from trivial. Even without
accounting for the effects arising from the limited willingness or ability of informal firms to
train, innovate or obtain credit, estimates of output loses range between 0.4 percent and 5.2
percent of GDP (IDB 2010). In addition, most workers are not well covered against risks.

The implications of this situation for pension systems are that low contribution rates and
high mobility between formal and informal jobs result in low contribution densities, defined as
the fraction of time that workers contribute towards a pension during their active work lives.?’
For a large proportion of workers, particularly for the least skilled, contribution densities are
below the threshold needed to qualify for a retirement pension in defined benefit models, or
will result in very low pensions in individual capitalization systems.

Pension systems have undergone a number of reforms—often involving a transition from
unfunded, publicly managed “pay-as-you-go” systems to privately managed, fully funded
defined-contribution systems of individual accounts for beneficiaries—which has increased their
fiscal sustainability.?? However, these reforms have not addressed the implicit liabilities associ-
ated with low coverage and low savings, which will rise as life expectancy increases and fertility

21 In Peru, for example, salaried workers in the lowest income quintile will have contributed only 8 percent of their
active lives, while this figure rises, but only to 50 percent, for salaried workers in the highest quintile (Social Protection
Survey, IDB 2008). Similar results apply for most countries in the Region.

22 Reforms have reduced the fiscal costs associated with pensions (Mesa-Lago 2000; Zviniene and Packard 2004).
However, in many countries pension liabilities remain high. The fiscal costs associated with pensions have averaged
4.3 percent of GDP per year in the period 1981-2004 in Chile (Tapia 2010) and 5.3 percent of GDP for the period
2005-2010 in Mexico (Banco Bilbao Vizcaya 2007).
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rates decline, or with the fact that in contexts with high mobility of workers between the formal
and informal sectors contribution densities and replacement rates will be low—typically, less
than 50 percent of wages, compared to more than 75 percent in most OEC D countries.

The implications of this situation for health systems are inefficiencies associated with multi-
ple, small risk pools which rarely complement each other; lack of portability of benefits for indi-
viduals when they transit from one insurer to another; potential adverse selection as people try
to move between risk pools depending on their health status; lack of transparency in the allo-
cation of public subsides; reduced capacity of the systems to effectively and efficiently provide
quality services because of duplications in the allocation of human resources and infrastructure;
lack of accountability—(including in the context of decentralization of services delivery, if the
national/sub-national interface does not work smoothly); and low financial protection for the
individuals. In countries such as Guatemala, Jamaica, Mexico, Peru, for example, out-of-pocket
expenditures still account between a third and a half of total expenditure in health.

In terms of unemployment protection, workers in the Region are ill-equipped to face
the risk of job loss. Most countries mandate firms to pay severance in case of dismissal, and
12 countries in the Region have either unemployment insurance or unemployment saving
accounts. But severance pay and unemployment insurance cover formal workers only, and
even in the formal sector coverage is low.?*> Severance pay may also have potentially large cost
in terms of employment creation (IDB 2003; Addison and Teixeira 2003). Moreover, because
poor workers are over-represented among informal workers, they are less protected than
others against the risk of employment loss.

Policy Priorities: Improving the Functioning of Labor Markets and Extending
the Coverage of Social Security

The functioning of various aspects of the labor market in the Region needs to be improved,
including by:

—_

improving intermediation services and other systems that allow workers to transit from

job to job and from unemployment to employment in a more effective way;

2. improving the articulation between CCTs and intermediation and training programs to
better leverage the earlier investments in human capital in the labor market;

3. improving systems that smooth the consumption of the unemployed, and reduce the risk
of their families falling into poverty, while preserving job search incentives;

4. increasing human capital, as more skilled workers tend to be less exposed to unemploy-
ment than less skilled ones;

5. improving the quality of training systems in the Region by addressing financing problems,

giving incentives for firms and workers to acquire training, and raising the quality and

pertinence of the training provided.

2 |n Argentina, only 32.4 percent of dismissed workers report having received severance pay (Gonzélez-Rosada et
al. 2010). Only 12.4 percent of the unemployed receive unemployment insurance in Argentina, 6.5 percent in Brazil,
19.5 percent in Chile, and 17 percent in Uruguay.
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This, in turn, requires assessing skill gaps, updating training contents to better match
the needs of firms, introducing standardized measurements of attainment (as is beginning
to be done in formal education), and creating an evaluation culture to assess the impacts of
different training policies and programs on the skills, employment prospects and productivity
of workers. Governments also need to address the many shortcomings of social insurance
systems in Latin America and the Caribbean in order to expand coverage, keep systems on a
sound fiscal footing, and avoid costly distortions. The current dual, or “truncated” systems
reduce employment creation in the formal sector, have substantial productivity costs, result in
duplication, and provide unequal and sporadic coverage against risks, particularly for the poor.

A comprehensive reform of social security systems would deliver most social benefits to
all workers regardless of their labor market status (formal or informal), financed from general
revenues. These reforms must clearly consider the particular institutions of each country, the
appropriate level of benefits, the provider of those benefits, and the alternatives for sound
financing.?* There may also be other reforms that help to increase coverage against risks in an
incentive-compatible way. Interventions that improve the quality of the benefits provided by
social security, more explicitly link contributions to benefits, and increase financial literacy, all
have potential. Improving the effectiveness of administration, monitoring and evaluation of
social security policies and programs by improving data collection and tracking systems is also
a priority.

Various efforts are underway to understand how different financing schemes for social
security affect coverage, the choices made by firms and workers, employment creation, infor-
mality, and productivity. Nevertheless, there is a need to further deepen knowledge in this area.

Addressing the Double Burden of the Health Transition

The problems that Latin America and the Caribbean faces in the delivery of health services are
not limited to concerns about the financing of health insurance, as discussed above. The Region
faces a double burden of the health transition: a backlog of reproductive and communicable
diseases, child malnutrition and anemia, which still disproportionally affect the poor; and a steep
rise in the predominance of lifestyle-related, chronic, non-communicable diseases and injuries.
Coverage of the most basic interventions to tackle reproductive and communicable dis-
eases remains highly unequal, even in some of the wealthiest countries, and represents a chal-
lenge in the Regional progress towards achieving the MDGs in child malnutrition, maternal
mortality and access to reproductive health. In Guatemala, only 10 percent of the poorest

24 |n the case of pensions, the recent Chilean reform (2008) suggests an example of how to create a non-contributory
pillar that provides a minimum level of coverage to all workers and yet preserves incentives to participate in the con-
tributory system. In the case of health insurance, the Region has seen important reforms that seek to reduce fragmen-
tation and segmentation of risk pooling arrangements in an incentive compatible way—for example, in Brazil, with
the creation of the Unified Health System in the 1980s, in Costa Rica, with the merging of the Ministry of Health and
Social Security in the mid 1990s, and in Chile with the merging of the Social Security and the National Health Service
in the 1980s, the creation of FONASA, and the subsequent stages of the reform in the 1990s and 2000s.
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women giving birth are attended by skilled professionals, while 90 percent of wealthiest wom-
en receive this service (Tristao 2010). In the Mesoamerica region, for example, 2.5 million
children under five years of age are still affected by chronic malnutrition. Poor communities
continue to suffer from totally preventable infectious diseases. Nine million people are chroni-
cally infected with Chagas disease and 30 percent of the total population is estimated to carry
intestinal worms (Hotez 2009)—a major contributor to childhood anemia and malnutrition.

A rapid demographic and epidemiological transition has led to high levels of non-
communicable disease (NCD), particularly cardiovascular disease (CVD), stroke, cancers and
depression. Communicable diseases such as TB, malaria, and HIV/AIDS now account for
only 10 percent of deaths in the Region, although in the Caribbean the rate of HIV infection
is well above the Regional average. In contrast, CVD is the leading cause of disability and
death in Latin America and the Caribbean, responsible for 35 percent of all deaths in 2004
and 68 percent of the total disease burden (WHO 2006b) (see Figure A31, which focuses on
Mexico). Caribbean and Southern Cone countries are most advanced in the epidemiologi-
cal transition. Diabetes is an emerging epidemic for many countries in the Region but, in
particular, for Mexico, where it is the leading cause of mortality in women and the second
cause in men (see Figure A32). Although the shift in burden of disease is expected given the
aging demographic profile, the levels of NCD risk factors in the Region are particularly high.
Among risk factors for CVD, tobacco-use and increased obesity loom largest (see Figure
A33). Poor populations within countries are dramatically affected by the steep increase in
the incidence of these risk factors (PAHO, 2009).

The rise in the burden of chronic diseases requires a health systems response over a con-
tinuum of care. Although there are few comparative studies of quality of care in the Region,
health systems seem to perform poorly on measures of effectiveness, quality of care and financial
protection. Small-scale studies suggest that there are major differences between standard clinical
protocols and care actually delivered to patients. Of those diagnosed with hypertension in a state
in Brazil, half were unaware of their condition, and only 10 percent were being adequately treat-
ed (Gus et al. 2004). In Costa Rica—where the public health system is thought to be accessible
to 98 percent of the population—a quarter of the population over 20 years old has hypertension
(Cerdas 2006). Avoidable chronic disease hospitalizations in Brazil accounted for 20 percent of all
public sector hospitalizations in 2007 for adults ages 20-79 (Macinko et al. 2010).

Addressing chronic diseases requires an effective response by the health sector. However,
because changing behavioral risk factors are at the core of the issue, an inter-sectoral response
that can engage public and private partners outside the health sector is important. Population-
level prevention policies (including food labeling, educational efforts, exercise promotion, salt
restrictions, price interventions, among others) can be very effective.?> Studies suggest that
worksite-based interventions aimed at improving healthy behaviors have cost-effective results
in Brazil and Mexico (Cecchini et. al, 2010). Combining interventions yields greater returns
than the sum of individual interventions.

25 A series in the medical journal The Lancet identifies three highly cost-effective interventions for chronic diseases:
tobacco control and salt reduction, and combined drug treatment for people at high absolute risk of cardiovascular
disease (see Asaria et al. 2007, and Lim et al. 2007).
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With the current standard of care biased towards curative care, and with little emphasis on
health promotion and preventive strategies that address risk factors, direct and indirect costs
of chronic conditions will likely pose important fiscal and economic challenges for the Region.
In Mexico, for example, if current trends in diabetes and hypertension increase unchecked, an
increase of 5-7 percent of the health budget would be required annually (Arredondo et al.
2005). Limited financial protection combined with the long-term nature of chronic conditions
puts patients and their families at especially high risk of incurring catastrophic health care costs,
especially those who are already poor. The prospect of impoverishment might also act as a disin-
centive to health-seeking behaviors and to poor treatment adherence with profound economic
and productivity consequences of chronic disease-related death and disability (Samb et al. 2010).

Priorities: Addressing the Double Burden of the Health Transition
National health systems in the Region need strengthening if they are to meet the double bur-
den of the health transition. A renewed emphasis on comprehensive primary health care, with
community-based interventions that promote early detection for noncommunicable diseases and
empower service users to take responsibility for their own care through self-management pro-
grams, is seen as a promising strategy. It could simultaneously address the unfinished agenda in
maternal and child health and nutrition, make progress towards the MDGs, and help manage risk
factors and chronic diseases in a resource-constrained environment. Comprehensive, community-
oriented primary care packages have been associated with improvements in both child health
(Macinko et al. 2006) and adult health status (Guanais et al. 2009). The adoption of proven
cost-effective interventions would also represent progress—examples include the use of proven
screening algorithms to identify highest risk patients and combined drug therapy to reduce blood
pressure and cholesterol (Gaziano 2010; Bautista et al. 2010). Aligning incentives can induce
changes in the performance of providers and induce change in individual behaviors associated
with risk factors for chronic disease (exercise, diet, smoking cessation). Experiences in developed
countries suggest that, both on the demand- and supply-side, incentives may promote healthier
behaviors and stimulate providers’ emphasis on prevention (Nugent et al. 2010). Several coun-
tries in the Region are already implementing pay for performance schemes, especially for mater-
nal and child care, as means of modifying incentives in the sector in favor of health results.?
Systemic constraints to improving the availability and quality of care need to be addressed.
These include the structure of incentives for improving productivity and quality of care, within-
sector allocation of human and financial resources, the integration among different levels of
care, the quality of the health workforce whose education and training should provide the
skills required to serve the emerging health needs of the population it serves, procurement sys-
tems and supply chains for medicines and other inputs, outdated protocols and health infor-
mation systems that are not designed to address emerging diseases, as well as infrastructure
and equipment. Technology and innovation in the delivery of health services are important,
but careful piloting and evaluation should be pursued.

26 Such Pay for Performance schemes are currently being implemented in Argentina with Plan Nacer, and in Panama
and Honduras for the provision of a basic package of maternal and child care service.
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Given resource constraints and growing needs, governments will increasingly need to
strengthen explicit priority-setting mechanisms. The latter should be based on cost-effective-
ness, financial protection and responsiveness criteria, and include public consultation pro-
cesses. The model for these efforts has been the UK’s National Institute of Clinical Excellence
(NICE), which has successfully established a scientifically rigorous and societally-validated pri-
ority-setting process for that country’s National Health Service. The data and decision-making
requirements to support a continuous process of priority-setting are severely lacking in the
Region, and this is an important challenge going forward. In the medium term, the costs for
the health systems in the Region are likely to rise even if effective clinical and population-level
prevention policies for non-communicable diseases are rolled out, as more cases are detected
in strengthened screening and primary care programs, and treatment lengthens the lives of
those with chronic conditions (Allotey et al., 2010). Achievement of an effective, efficient and
equitable system to finance these additional costs in an incentive-compatible way is a priority
if greater rationing in the form of low quality of care, exclusion of the poor and a high burden
of preventable mortality is to be avoided.

Efficiency gains need to be pursued. The fragmentation of health systems has led to a
lack of accountability for results as well as redundant facilities and functions that have little
scope to adjust to changing demand patterns—all of which contribute to increasing the costs
of health care. A frequent phenomenon is the placement of a social security institute hospital
across the street from a public sector hospital, while both operate at half capacity and receive
subsidies from the state. Schemes that allow the public sector to make use of all available
providers in the system may improve efficiency; some early experiences in allowing patient
choice and cross-billing are in place in Peru and elsewhere. The private sector can also play a
role in addressing supply challenges; for example some countries are using Private-Public-Part-
nerships (PPPs) to deliver primary health services as well as to construct and manage hospitals.

The rapidly-changing health environment in the Region means there will continue to be
important knowledge gaps that need to be addressed by collecting data on outcomes, the
quality of services, and the evidence of successful policies and programs aiming, for example,
at changing behaviors of both providers and individuals, from impact evaluations with credible
counterfactuals.

Addressing Structural Poverty

Building the human capital of the poor, facilitating their entry into the labor market, and ensur-
ing that there are effective mechanisms that help households manage risks are all important
to increasing productivity and equity. Given the very high levels of inequality in the Region,
however, there is also a role for redistribution. Cash transfer and other social assistance pro-
grams have been a critical reason behind the sharp reductions in poverty and inequality in
many countries in Latin America and the Caribbean, as discussed above.

Conditional cash transfers (CCTs) combine a direct cash transfer—which is meant to allevi-
ate current consumption poverty—with a requirement that households carry out certain behav-
iors, like enrolling children in school or taking them for preventive health check-ups—which is
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meant to build up their human capital and break, or at least attenuate, the inter-generational
transmission of poverty.

CCTs began on a small-scale in Mexico and Brazil in the mid-1990s, and became increas-
ingly popular after the creation of the PROGRESA program in Mexico in 1997. Today, most
countries in the Region have a CCT (or more than one) in place. In many countries, CCTs have
become the most important social assistance program—including in (among others) Brazil (Bol-
sa Familia), Colombia (Familias en Accion), Ecuador (Bono de Desarrollo Humano), and Mexico
(Oportunidades). They cover a large fraction of the population—often about 20 percent of all
households in a country—and the transfers they make can be large relative to household bud-
gets—for example, in both Colombia and Mexico, transfers account for more than 15 percent
of the income of the average recipient household. In countries with the largest programs, CCTs
account for approximately half a percentage point of GDP.

CCTs have an impressive track record—see Fiszbein and Schady (2009) for a review.
Because they are well targeted to the poor, and because they often make substantial trans-
fers, they have had a sizeable effect on poverty. CCTs have also increased school enrollment
and school progression, in particular in those age groups (or grades) in which enrollment
rates were low in the absence of the program, and they have resulted in increases in the use
of preventive health services (including vaccination rates and growth controls for children).
Moreover, because of their emphasis on transparent and verifiable mechanisms to assign
benefits, and the importance they have given to careful, credible impact evaluation, CCTs
have set a new standard for public sector management.

Despite these notable successes, CCTs face a number of important challenges moving
forward. First, it is important to ensure that CCTs do not discourage adult labor supply. Impact
evaluations conducted when programs were young showed that the transfers generally did
not have this undesired effect. Since then, however, programs have matured, and a number
of changes have taken place that make it more likely that CCTs could discourage labor supply
of adults in some settings.?’

The second area of concern for CCTs is that, despite the large increase in the utilization of
services (school enroliment, use of preventive health services), CCT impacts on final outcomes
in education (for example, learning) and health (for example, child height-for-age) are less clear.
The reasons for the mixed results on final outcomes in health and education are many, but two
are most important: the low quality of education and health services, and the fact that the
combination of cash and conditions, as currently conceived by most CCT programs, may not
be enough to promote long-term, sustainable changes in household behaviors.

The third area of concern for CCTs is how to address issues of long-term sustainability
and the “graduation” of individuals and families. CCTs take a life-cycle approach to invest-
ments in human capital—from the earliest ages, to the school cycle. However, as children

27 Two factors are particularly important. First, is the increase in the size of the transfer in many programs. For ex-
ample, the BDH program in Ecuador doubled the magnitude of the transfer in 2007; in Mexico, the average transfer
increased by 25 percent in real terms between 2006 and 2008. Second, is the process of “recertifying” households
for eligibility; these recertification processes may have the perverse incentive of encouraging households to stay poor
(or at least appear to be poor).
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age out of programs, families generally stop receiving the cash transfer. This raises two chal-
lenges. The first is whether families that have received generous cash transfers for a sustained
period of time will have invested these resources in a way that ensures that they can escape
poverty; the evidence on this is mixed (Gertler et al. 2006 on Mexico, and Maluccio 2010
on Nicaragua). The second is whether young people, who have higher schooling levels as
a result of the program, will be able to find more productive jobs and earn higher wages.
These outcomes depend critically on how well the labor market functions, and are therefore
intimately linked with the capacity of the labor market to generate jobs, the level of informal-
ity, and how well vocational education, training and intermediation systems function. The
design of CCTs can therefore not be done in isolation, but should be consistent with other
social programs.

Policy Priorities: Poverty-alleviation programs
CCTs can be improved by focusing on:

e strengthening synergies with the supply of high-quality services, including the promotion
of complementarities with ECD;

e strengthening inter-sectoral planning and accountability mechanisms to ensure that addi-
tional resources devoted to improve the supply of services reach CCT beneficiaries;

e designing the structure of payments and the selection of beneficiaries in ways that mini-
mize perverse incentives for households to reduce their labor market participation; and

e experimenting with conditions that aim not only at boosting service utilization, but also
promote sustainable improvements in key outcomes through behavioral changes. For
example, it may be useful to make payments that are conditional on performance in
school (not just enrollment), perhaps as a “bonus” payment. Alternatively, or in addition,
incentivizing providers with Pay for Performance schemes may hold promise;

e strengthening coordination with programs that seek to help young people make the tran-
sition from school to the labor market, and with programs that seek to increase produc-
tive investments by poor households.

CCTs were implemented in many countries to replace a variety of programs that directly
transfer food or other commodities, or subsidize the prices of food and energy (electricity
or kerosene subsidies). However, this has not always happened.?® Price subsidies and food
transfers will generally be inferior to a properly designed and implemented CCT for a variety
of reasons, including:

28 |n Mexico, PROGRESA replaced subsidies for bread, tortillas, and energy—see Levy and Rodriguez (2004) and
Levy (2006) for a discussion. In the Dominican Republic, the introduction of a large-scale CCT was used as a tool to
reduce large fuel subsidies. In Ecuador, the CCT was introduced as a way of phasing out kerosene subsidies, but these
subsidies have not been phased out (or reduced). In Peru, the budget of programs that make in-kind food transfers,
including the municipal Vaso de Leche milk distribution program and the school feeding programs, is almost double
that of the CCT. The various feeding programs accounted for 0.27 percent of GDP in 2008, and the CCT program
Juntos for 0.14 percent (Ministry of Finance, Peru, 2010).
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e they are often regressive, so that, contrary to their stated aims, the non-poor often cap-
ture the bulk of the benefits;

e they tend to be administratively expensive (for example, in terms of the cost of food trans-
port and storage),

e they give households fewer choices than cash transfers of a similar value, which generally
reduces welfare; and

e they can introduce inefficiencies and increase the scope for corruption on the producer
side of the market.

Phasing out the remaining in-kind transfers and price subsidies, unless a compelling case
can be made why they are superior to equivalently-valued cash transfers, is an important
policy priority in some countries.

Policies to Foster Social Inclusion with Identity

As detailed previously, Latin America is the most unequal Region in the world. This inequality
is a result, among other factors, of inequality in access to opportunities—some of which are
determined at birth by race, ethnicity, and gender (Paes de Barros et al. 2009). Race, ethnicity
and gender-based inequalities have potentially large productivity costs. For example, micro-
simulations done for Chile show that if the female labor participation rate were close to the
Regional average, about 15 percent of total poverty and 20 percent of extreme poverty would
be eliminated, and average per capita income would increase by 10 percent (IDB, World Bank,
SERNAM 2007). The costs of inequalities by race are likely even higher in many countries.

Indigenous and Afro-Descendants
Indigenous peoples and Afro-descendants continue to be substantially more likely to live in
poverty than the overall population in many countries in the Region. In Panama, for example,
80 percent of indigenous peoples are poor, while among the non-indigenous population only
25 percent are poor (see Figure A34). In Brazil, there is still a significant gap between the pov-
erty rates for blacks and whites at 18.3 percent and 8.4 percent, respectively (see Table A5).?°
The wage gaps between Afro-descendant and indigenous individuals, on the one hand,
and other ethnic groups, on the other hand, are very large for the seven countries of the
Region with household data disaggregated by race and ethnicity. On average, Afro-descen-
dants and indigenous individuals earn 62 percent of the wages of other ethnic groups. In
part, this is explained by the much lower education levels of indigenous and Afro-descendants
(Atal, Nopo and Winder 2009). In Bolivia, for example, non-indigenous adults age 25-29 have
an average of 10.9 years of school, compared to 5.9 years for indigenous adults in this age
group, and in Panama the difference in education levels between indigenous and others is
more than 6 years. Moreover, as Figure A35 shows, the gap in education levels between the

29 Censuses and household surveys in Brazil have traditionally collected self-reported information on color and race.
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indigenous and others has not been falling over time in most countries. (Chile is an important
exception).*® And even when indigenous peoples attend schools, their academic performance
is lower than the population as a whole in most counties (SERCE 2010). Another important
determinant of the wage gap is the segregation of Afro-descendants and indigenous into low-
paying occupations (Atal, Nopo and Winder 2009).

Non-monetary measures of well-being such as health status—critically important because
of the increasing emphasis among indigenous peoples on sustainable welfare measures
such as “living well” (buen vivir)—also paint a disturbing picture for indigenous and Afro-
descendant populations:

e recent evidence suggests that indigenous Mexicans receive lower quality care than the
population as a whole, regardless of income (Barber, Bertozzi and Gertler 2005) (see
Figure A36);

¢ indigenous women have maternal mortality rates (MMRs) that are three times the regional
average, with particularly large gaps in Ecuador, Peru, Bolivia, and Guatemala (UN 2009);
and

e Afro-Brazilian women are three times more likely to die in childbirth than their white
counterparts due in part to low-quality pre-natal care (Ministry of Health Brazil 2004).

Policy Priorities

Reducing poverty for indigenous and Afro-descendant populations requires a continued
emphasis on poverty alleviation programs such as CCTs, among others, but with greater focus
on the quality of services provided in the regions where large indigenous and Afro-descendant
communities are found. However, CCTs should not be the sole approach used. Several coun-
tries of the Region, including Bolivia, Colombia and Panama, are experimenting with transfers
to local indigenous governments rather than (or in addition to) transfers to individuals, in an
attempt to preserve social capital.

Improving educational outcomes for indigenous and Afro-descendant populations
reguires concrete measures to improve retention of students over time, along with concerted
efforts to improve quality and access to educational services. Inter-cultural, bilingual education
is an important tool for closing educational performance gaps and for cultural preservation.
Parental and community involvement in schools, including the creation of parent associations,
is another important element.

Closing educational gaps is necessary but not sufficient to close wage gaps. Increasing
the earnings potential for indigenous people and Afro-descendants can be promoted through
better intermediation strategies for job-seekers to more stable and better paid formal sec-
tor positions. Especially in urban areas, employers should be seen as partners in this effort

30 |t should be noted that common constructs such as “Afro-descendant” or “non-indigenous” may be inadequate
to capture the diversity of demographic conditions in the Caribbean. For example, the bivariate categorization of
ethnicity used in Figure A36 would not adequately capture the diversity of race and ethnicity in Guyana. However,
the Amerindian population in Guyana has the lowest educational attainment of all demographic groups (IDB staff
calculations based on the 2005 household survey).

PRIORITY AREAS FOR INTERVENTION

31



and should receive training in workforce diversity, existing national employment legislation to
promote diversity, and specific measures to decrease workplace discrimination and increase
equality of opportunity. In rural areas, income earning opportunities can be generated by the
sustainable management of renewable natural resources in ways that are consistent with
cultural identity.

Improving indigenous and Afro-descendant health entails addressing the social, economic
and geographical barriers that hinder equitable access to quality health services. A specific
cultural perspective (“inter-cultural health”) is essential to improve the quality of care for
indigenous and Afro-descendant patients receiving care through national health systems.

Gender

Women in Latin America and the Caribbean have improved their schooling levels to match or
surpass those of men in most countries (Duryea et al. 2007). However, they are at significant
disadvantage vis-a-vis men in the labor market, where they continue to have lower earnings,
higher unemployment rates and higher rates of informality:

e for cohorts born between 1940 and 1980, schooling attainment increased by 4.6 years
among women, and 3.5 years among men (Duryea et al. 2007). On average, men earn
10 percent more than women, but when the comparison is made between male and
females of the same age and education level, the female earning gap actually increases
to 17 percent, a reflection of women’s higher educational achievement (Atal, Nopo and
Winder, 2009);

e the remaining gender wage gaps can be explained by women'’s care responsibilities, ver-
tical and horizontal segregation, and wage discrimination. In 16 of 17 countries in the
Region, women are significantly overrepresented in the informal sector of the economy,
forgoing wages and benefits in search of flexibility to accommodate their family and
household responsibilities.

Women in Latin America and the Caribbean have made progress in terms of reproduc-
tive health outcomes, but maternal mortality and adolescent pregnancy are above those
observed in other countries of similar income levels. Violence against women continues to
be endemic in the Region: numerous studies report lifetime prevalence of physical violence
between intimate partners between 20 and 50 percent of women (Morrison, Ellsberg and
Bott 2004).

Male gender issues are increasingly important in the Region. In the more populous Carib-
bean countries (Jamaica, Trinidad and Tobago), for example, girls’ gross enrollment rates in
secondary schools exceeded boys’ rates by 4 percent and 7 percent in 2009, respectively
(UNESCO 2011). As noted in the section on youth-at-risk, youth homicide rates in the Region
far exceed those found elsewhere—and the vast majority of these homicides are committed
by young males against other young males. (Policy responses to these male gender issues are
discussed in the youth-at-risk section.)
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Policy Priorities

To improve female labor market outcomes, policies should promote women’s access to higher
productivity, higher paying jobs, encouraging flexibility at the workplace, promoting gender
equality in companies through certification systems, improving the quality of labor policies,
employment services and training, and enforcing antidiscrimination laws (Pages and Piras
2010). Some countries in the Region are investing in the expansion of childcare services, but
there is still much to be done in this area both in terms of improving access and quality. Elderly
care is an increasing problem for a Region that is undergoing a demographic transition, with
significant implications for women’s labor market participation.

In terms of reproductive health there are challenges related to access, which are particu-
larly important in the case of indigenous women. This requires explicitly addressing geograph-
ic, economic and cultural barriers that hinder equitable access of indigenous women to good
quality services (IDB 2010). Policies to address violence against women must balance their
services to survivors with prevention efforts, employing a multi-sectoral approach and working
at the individual, community and institutional levels (Morrison, Ellsberg and Bott 2004).

Promoting gender equality is approached transversally with the understanding that some
of the priority areas for action identified here—such as violence against women—may be best
tackled by stand-alone investments in violence prevention and treatment services (also known
as “direct investment”). Labor market insertion issues, child and elderly care, and access to
reproductive and other health services, on the other hand, probably are best tackled by ensur-
ing that these gender issues are addressed effectively in the context of labor, social protection
and health projects. In either case, development effectiveness is enhanced by recognizing the
strong links between gender equality, human capital and productivity.

PRIORITY AREAS FOR INTERVENTION
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CONCLUSIONS

THIS STRATEGY IDENTIFIES seven strategic areas for action as well as policy recommendations
with the objective of reducing poverty and inequality in Latin America and the Caribbean. The
Strategy focuses on increasing productivity through investments in people, taking a lifecycle
approach. Rather than being an exhaustive inventory of programs and policies the focus is
on strategic areas with high returns. The priority areas are i) investing in early childhood;
ii) improving school quality; iii) addressing youth-at-risk; iv) improving the functioning of labor
markets and extending the coverage of social security; v) addressing the double burden of
the health transition; vi) addressing structural poverty; and vii) fostering social inclusion with
identity.

This Strategy will guide the Bank’s policy dialogue, economic and sector work, technical
assistance and operational engagement with client countries in the Region over the medium-
term. This in turn will enable the Bank to better assist governments to strategically identify the
investments that would maximize equity and the productivity of its human capital.

The Strategy recognizes the challenges associated with the governance and operation-
alization of policies and investments across the life-cycle. The Bank, nevertheless, is commit-
ted to support the design, financing and evaluation of interventions that respond to client
countries’ needs within the Strategy’s priority areas. In light of the heterogeneity of situations
observed across the Region, country-specific conditions should be taken under consideration
to achieve appropriate implementation of the Strategy’s recommendations.

Finally, the Strategy acknowledges that in a number of the priority areas there are impor-
tant knowledge gaps. Addressing knowledge gaps will require important investments by
governments and partners in the Region, and is a critical part of implementation. Careful
monitoring and impact evaluation are important to ensure that resources are spent effec-
tively, and to help ensure the sustainability—including the political sustainability—of effective
programs.
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TABLES AND FIGURES

FIGURE A1
Latin America and the Caribbean is the most unequal region in the world
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FIGURE A2
High levels of inequality mean that there are many more poor people in the Region

than would otherwise be the case
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FIGURE A3
Productivity in Latin America and the Caribbean is low, and has been falling relative to

comparator countries

TFP relative to the United States
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FIGURE A4
Poverty in Latin America and the Caribbean fell during most of the last decade
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FIGURE A5
There was less poverty in Latin America and the Caribbean in 2008 than in 2003, no

matter what poverty line or poverty measure is used to make this comparison
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FIGURE A6
Inequality in Latin America and the Caribbean has also decreased since 2001, but

continues to be very high
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Poverty in Latin America and the Caribbean

(USD-2.5-a-day poverty line)

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Argentina 12.1 14.2 18.7 234 22.2 17.2 13.4 10.4 9.0 8.4 8.1

Bolivia 395 435 386  40.1 350 335 335

Brazil 27.3 274 261 267 249 229 19.5 18.2 15.7 15.1
Chile 9.1 8.1 5.2 43
Colombia 246 269 286 277 319 29.2 282 255 246
CostaRica  14.0 14.7 15.1 14.9 14.3 13.6 12.2 11.6 8.2 8.4 8.1
Dom. Rep. 15.8 15.9 17.6 21.8 27.8 26.1 18.7 17.9 18.4 16.4
Ecuador 46.8 31.5 288 256 200 202 19.6 19.4
El Salvador ~ 29.0 29.7 29.4 30.1 28.4 26.0 27.1 19.9 18.8 21.1
Guatemala 34.6 47.7 41.3 46.7

Honduras 47.2 418 452 491 428 421 339 349 39.4
Mexico 20.2 17.4 15.1 15.4 12.2 14.0
Nicaragua 47.5 42.7

Panama 286 252 239 225 225 222 16.1
Paraguay 27.1 25.2 35.1 28.4 24.6 22.5 25.9 21.2 19.4 20.6
Peru 357 309 352 316 303 269 288 @ 25.1 244 204 200
Uruguay 3.3 4.2 5.2 6.0 8.5 7.3 4.8

Venezuela 313 306 285 386 444 382 303 19.8

Bahamas 3.9

Barbados

Belice 38.1

Guyana

Haiti 78.8

Jamaica 32.1 48.3 43.1

Suriname 45.1

Trinidad &

Tobago

Source: SEDLAC — Socio-Economic Database for Latin America and the Caribbean (http://sedlac.econo.unlp.edu.ar/eng/statistics.php)
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Alb
Poverty in Latin America and the Caribbean

(% of people whose income is below the National Poverty Lines)
Total
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Argentina 26.7 28.9 38.3 57.5 54.7 44.3 389 31.4 23.4 17.8 13.9

Bolivia 63.5 664  63.1 63.3 63.1 59.6 599  60.1

Brazil 35.3 352 344 358 337 308 268 242 226 214
Chile 20.2 18.7 13.7 15.1
Colombia 54.9 53.7 51.2 51.0 50.3 46.0 45.5
CostaRica 237  23.1 229 2352 14 239 238 228 19.0 207 217
Dom. Rep. 27.2 28.1 27.6 353 42.5 40.9 37.6 358 35.2 335
Ecuador 52.2 383 367 351 36.0
El Salvador ~ 49.8 48.9 47.5 40.1 46.4
Guatemala 56.2 51.0

Honduras 659 644 639 635 643 658 621 60.2 596 588  60.0
Mexico 53.6 50.0 47.2 47.0 42.6 47.4
Nicaragua 45.8 48.3

Panama 36.8 32.7
Paraguay 37.3 36.8 49.7 44.0 41.3 38.6 43.7 41.2 37.9 35.1
Peru 475 484 548 543 522 486 487 445 393 362 3438

Uruguay 15.3 17.8 18.8 24.3 31.3 31.9 29.2 34.4 30.5 22.4 20.9
Venezuela ~ 48.7 463 454 554 621 539 437 363 336 326 285
Bahamas 9.3

Barbados

Belice 33.5

Guyana

Haiti 48 77

Jamaica 16.9 18.7 16.9 19.7 19.1 16.9 14.8 14.3 99

Suriname

Trinidad &
Tobago

Source: SEDLAC (2011).

TABLES AND FIGURES 47



TABLE A2
Poverty by geographic location

(USD-2.5-a-day poverty line)

Country Urban Rural
Argentina 8.4 —
Bolivia 215 56.8
Brazil 12.7 30.8
Chile 49 7.6
Colombia 30.8 57.3
Costa Rica 53 11.9
Dom. Rep. 17.7 40.9
Ecuador 10.8 33.1
El Salvador 8.5 36.2
Guatemala 29.6 61.0
Honduras 21.2 52.2
Mexico 8.8 32.2
Nicaragua 253 64.6
Panama 9.9 43.8
Paraguay 10.2 32,5
Peru 6.5 459
Uruguay 3.7 1.9
Venezuela 19.8 —

Source: SEDLAC based on most recent household survey.

FIGURE A7
Expenditure on education, health, and social insurance and assistance in LAC, between

1990 and 2008
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A3
Poverty and household size for youth and elderly

% youth % elderly household household % of households
in bottom in bottom size for size for with a member
Country quintile* quintile** youth* elderly* older than 60
Brazil 32.6% 3.9% 4.7 4.0 28.3%
Argentina 32.6% 5.9% 5.1 3.7 34.8%
Uruguay 30.9% 6.3% 4.6 3.1 40.9%
Panama 29.6% 10.7% 5.8 53 30.1%
Peru 26.1% 12.2% 5.6 5.0 33.4%
Chile 24.2% 12.5% 4.9 4.2 38.1%
Guyana 26.6% 14.5% 5.6 5.2 19.5%
El Salvador 22.5% 14.7% 5.5 5.1 31.4%
Costa Rica 28.7% 15.3% 49 4.2 27.4%
Venezuela 24.6% 15.5% 5.8 5.7 26.8%
Jamaica 16.3% 15.6% 5.7 4.6 34.0%
Honduras 24.0% 16.0% 6.1 5.8 29.0%
Guatemala 24.4% 17.3% 6.5 5.9 24.2%
Paraguay 23.2% 19.2% 5.9 5.3 29.5%
Ecuador 25.5% 19.3% 5.5 4.8 30.3%
Colombia 24.6% 19.6% 5.1 4.7 26.8%
Mexico 26.2% 19.7% 5.5 5.0 28.5%
Dom. Rep. 26.7% 21.5% 5.0 4.6 26.9%
Bolivia 20.0% 23.1% 5.5 4.8 23.4%

Source: IDB staff calculations based on the Sociometro database for LAC (IDB).
Note: *Youth are household members aged < = 18.

** Elderly are household members aged > = 65.

Income quintile is based on per capita household income.
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FIGURE A8
Poverty reduction in Brazil between 1987 and 2004 is fully accounted for by the taming

of inflation and the increase in social expenditures
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FIGURE A9
The percentage of people who have completed primary and secondary school has gone

up dramatically in the Region
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FIGURE A10
School enrollment rates in Latin America and the Caribbean are approximately what

would be expected given income levels
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FIGURE A11
Infant Mortality in Latin America and the Caribbean is approximately what would be

expected given income levels
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FIGURE A12
Stunting (low height-for-age for children age 0-5) in Latin America and the Caribbean

is approximately what would be expected given income levels.
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A4

Progress of Millennium Development Goals in Latin America and the Caribbean

Goals and Targets
GOAL 1:

Eradicate extreme poverty and hunger
Reduce extreme poverty by half’

Productive and decent employment?

Reduce hunger by half?
GOAL 2:

Achieve universal primary education

Universal primary schooling*
GOAL 3:

Advances

10.5 (1990)—6.0 (2010)

12.7 (1991)—-8.5 (2009)

12 (1990)-9 (2007)

85.8 (1991)-94.9 (2008)

Promote gender equality and empower women

Equal girls" enrolment in primary school®
Women's share of paid employment®

Women's equal representation in

parliaments’

GOAL 4:
Reduce child mortality

Reduce child mortality by two thirds®

Measles immunization®

GOAL 5:
Improve maternal health

Reduce maternal mortality by three

quarters'®
Access to reproductive health!
GOAL 6:

0.98 (1991)—0.97 (2008)
36.3 (1990)—42.4 (2008)
11.9(1990)-22.7 (2010)

52 (1990)—23 (2009)
76 (1990)-93 (2008)

140 (1990)-85 (2008)

62.0 (1990)—72 (2007)

Combat HIV/AIDS, malaria and other diseases

Halt and reverse spread of HIV/AIDS™

0.3 (1990)—-0.6 (2008)

Present degree of

Progress towards the

compliance with the target if prevailing

target

Moderate poverty

Moderate deficit in

decent work

Moderate hunger

High enrolment

Parity
High share

Moderate
representation

Low mortality

High coverage

Moderate mortality

High access

Moderate prevalence

trends persist

Sufficient

Insufficient

Insufficient

Insufficient

Already or very close
Sufficient

Insufficient

Sufficient

Already or very close

Insufficient

Insufficient

Insufficient

"% of people living on less than $1.25 purchasing power parity (2005 PPP) per day (updated using trends ECLAC estimates)
2 Employed people living below $1.25 (PPP) per day, percentage of total employment.

3 % of undernourished in total population.

* Net enrolment ratio in primary education: Primary- and secondary-level enrollees per 100 children of primary-education enrolment age.
> Ratio of girls to boys gross enrolment ratios in primary.
® % of employees in non-agricultural wage employment who are women.

7 % of parliamentary seats occupied by women (Single or Lower House only).

8 Deaths of children before reaching the age of five per 1,000 live births.
% % of children 12-23 months who received at least one dose of measles vaccine.

12 Maternal deaths per 100,000 live births.

' % using contraception among women aged 15-49 who are married or in union.

12 Estimated adult (15-49) HIV prevalence (%).

(continues on next page)
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TABLE A4 (continued)

Progress of Millennium Development Goals in Latin America and the Caribbean

Present degree of  Progress towards the
compliance with the target if prevailing

Goals and Targets Advances target trends persist
Halt and reverse spread of tuberculosis™ 17 (1990)—5 (2008) Low mortality Already or very close
GOAL 7:
Ensure environmental sustainability
Reverse loss of forests' 52 (1990)—47 (2010) High forest cover Insufficient
Halve proportion without improved 85 (1990)—93 (2008) High coverage Already or very close
drinking water'
Halve proportion without sanitation'® 69 (1990)—80 (2008) Moderate coverage Insufficient
Improve the lives of slum-dwellers'’ 37.7 (1990)—23.5(2010)  Moderate % of slum- Insufficient
dwellers
GOAL 8:
Develop a global partnership for development
Internet users'® 0.1(1995)—28.8 (2008) High usage Already or very close

Source: Based on UN “MDG Report 2010“, UN “MDG Report Statistical Annex 2010", and UN “MDG Progress Chart 2010"
'3 Number of deaths per 100,000 population (excluding HIV infected).

' % of land area covered by forest.

15 % of population using an improved drinking water source.

1% of population using an improved sanitation facility.

7% of urban population living in slums.

'8 Number of Internet users per 100 population.

FIGURE A13
By the time they are about to begin formal schooling, the poorest children in

Ecuador are very far behind in terms of their cognitive development

110
100
90

80

Standardized TVIP score

38 40 42 44 46 48 50 52 54 56 58 60 62 64 66 68 70

Age in months
/ st (richest) quartile 2nd quartile / 3rd quartile / 4th (poorest) quartile

Source: Paxson and Schady (2007).

Note: TVIP = Test de Vocabulario en Imagenes Peabody. Each line corresponds to one decile from the national distribution of wealth,
from the first (poorest) decile, to the fourth. The test is coded so that a score of 100 corresponds to the average performance in a
reference population, and the standard deviation is 15.
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FIGURE A14

Chile has dramatically expanded the number of children 1-23 months, in “Salas Cuna”...
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Source: Ortiz (2010).
Note: Number of children, aged 1-23 months, in “Salas Cuna”.

... and the number of children, aged 24-47 months, in “Jardines Infantiles”
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Source: Ortiz (2010).
Note: Number of children, aged 24-47 months, in “Jardines Infantiles”.

FIGURE A15

In Guatemala, children age 4-6 are much more likely to be enrolled in preschool if their
mothers have higher education levels

No education Primary Lower secondary Upper secondary University

Source: IDB staff calculations, based on ENCOVI (2006).
Note: Access to preschool for children aged 4-6, by maternal education.
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FIGURE A16
A home-based parenting and stimulation intervention in Jamaica had large effects on

the development of malnourished children, although it did not fully close the gap with
children who were not malnourished at baseline
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Source: Grantham-McGregor et al. (1994).
Note: Developmental levels of severely malnourished Jamaican children until adolescence.
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FIGURE A17

Latin American students have very low scores on the PISA standardized test

PISA test score vs. log GDP
Mean performance in the Mathematics scale
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Source: PISA-OECD and World Bank Database.
Note: GDP per capita PPP adjusted, constant 2005 US$.
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FIGURE A18
Less than 5 percent of students in Latin America have PISA scores above the mean

score of students in the East Asian “tigers”

PISA test score probability density function

0.005
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0.001
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Score in Sciences

/ East Asian countries  / LAC

Source: PISA-OECD, IDB staff calculations using data for Argentina, Brazil, Colombia, Chile, Mexico and Uruguay versus South Korea,
Hong-Kong, Taipei China.
Note: Average test score in science.

FIGURE A19
Poorer students in the Region have much worse performance than less poor students

on the SERCE regional exam

80 ;
70 0 66
60 56
°0 - e 4
40
28 29
30 23 26
?8 12 10
. 1l
Reading Mathematics Reading Mathematics
Third grade Sixth grade
H Quintile 1 Average I Quintile 5

Source: Duarte, Bos, and Moreno (2010a).

Notes: Averages for 15 countries in Latin America and the Caribbean (México, Guatemala, El Salvador, Nicaragua, Costa Rica, Panama,
Ecuador, Peru, Chile, Argentina, Paraguay, Uruguay, Brazil, Dominican Republic, Cuba). Quintiles are based on a composite measure

of SES, constructed from measures of parental education, housing conditions, access to public services, and availability of educational
material in the household. Satisfactory achievement means attaining level Il and IV in the SERCE 2006 tests. The reported probability is
adjusted for gender, age, and enrollment condition in the appropriate age.
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FIGURE A20
A substantial fraction of teachers in Peru have alarmingly low levels of performance in

reading and mathematics

50%
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Level 3 Level 2 Level 1 Level 0

W Mathematical-Logical reasoning [l Reading comprehension

Source: Ministry of Education Peru (2007).

Notes: Performance Levels in Reading Comprehension: Level 0: can only answer some of the level 1 questions. Level 1: can find concrete
and evident data and identify the text's main theme. Level 2: can make basic inferences from the text's ideas. Level 3: can contrast

and integrate the text's ideas, and can make complex inferences. Performance Levels in Mathematical-Logical Reasoning: Level 0: can
only answer some level 1 questions. Level 1: can perform basic arithmetical computations and reproduce routine and short procedures.
Level 2: can establish mathematical relations and adapt routine and simple procedures and strategies. Level 3: can solve problems of
different stages elaborating adequate strategies.
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FIGURE A21

The relative wages of workers with secondary education deteriorated dramatically

relative to both those with university education and those with primary education in

the 1980s and 1990s in the Region

Argentina Brazil
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Source: Manacorda, Sanchez and Schady (2010).
Notes: the Figure reports the wage returns to tertiary versus secondary school workers (dashed line) and secondary versus primary school
workers (solid line) by year, for male full-time employees in each country. The series are obtained from year-and country-specific regressions
of log wages on a constant, a dummy equal one if the individual has at least completed secondary education, a dummy equal one if

the individual has at least completed tertiary education, age and age squared. The series in the figure are the coefficients on the two
educational dummies. All series are standardized to the first year of observation and are smoothed using a three year moving average.
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FIGURE A22
The returns to secondary education did not recover in the last decade, and continue to

be low—especially for males

a. Males
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b. Females
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\
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/ Primary / Secondary University

Source: IDB staff calculations based on data from the Sociometro (IDB).
Note: Population weighted Mincerian returns to education by each level for Latin American countries (Argentina, Bolivia, Brazil, Chile,
Colombia, Costa Rica, Mexico, Panama, Peru, Paraguay Uruguay and Venezuela).
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FIGURE A23
Average unemployment rate for youth (15-24 years-old) are three times as high as

those for non-youth (ages 25-65) in the Region
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Source: |DB staff calculations based on data from SEDLAC.
Note: Ratio unemployment rate for youth 15-24 years-old/unemployment rate for youth 25-65 years-old.
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FIGURE A24

In many countries in the region, youth unemployment has been increasing sharply
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FIGURE A24 (continued)
In many countries in the region, youth unemployment has been increasing sharply
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Source: IDB staff calculations based on data from SEDLAC.
Note: dashed line corresponds to females, solid line to males. Three year moving average of the unemployment rate.

FIGURE A26
Latin America and the Caribbean has very high youth-male homicide rates for its
income level
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Source: WHO (WHOSIS data circa 2005) and UN (2007) for JAM and TTO. Gdp per capita from WDI (2008).
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FIGURE A27
Youth homicide rates are substantially higher among males
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Source: WHO (2002).
Note: Data refer to most recent year available (1993-1996).

FIGURE A28
The Region also has very high levels of teenage pregnancy for its income level
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FIGURE A29
Most workers in Latin American and the Caribbean are not covered by formal pensions,

health insurance and unemployment insurance, and the levels of coverage are very low
given the Region's income levels
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Source: IDB (2010).

Notes: Self-employment is measured as the percentage of self-employed workers with respect to total active population. Lack of
pensions corresponds to the share of the labor force not covered by a pension scheme. LAC countries included are: Jamaica, Nicaragua,
Ecuador, Venezuela, Uruguay, Costa Rica, Mexico, Dominican Republic, El Salvador, Honduras, Peru, Guatemala, Panama, Argentina,
Paraguay, Brazil, Colombia, Chile and Bolivia.

FIGURE A30

The coverage of contributory old-age pensions is particularly low among the poor
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Source: Robalino, Ribe and Walker (2010).
Note: Each bar within a country represents 20 percent of the working age-population, from the poorest (Q1) to the richest (Q5).
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FIGURE A31
In Mexico, chronic (rather than communicable, reproductive and nutrition-related)

diseases account for the largest share of the disease burden—and this share has been

increasing over time
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FIGURE A32

In Mexico, mortality from diabetes has been rising sharply

(Diabetes mellitus)

Age-adjusted male death rate from diabetes
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Source: WHO 2006a.
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FIGURE A33

In Latin America and the Caribbean obesity rates have increased dramatically
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68 SOCIAL STRATEGY FOR EQUITY AND PRODUCTIVITY IN LATIN AMERICA AND THE CARIBBEAN



FIGURE A34
Poverty in Latin America 2007
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Source: ECLAC.
Note: Poverty measured using ECLAC's methodology. Indigenous includes Afro-descendants.

TABLE A5
Total Male Female Indigenous  Branca Pretaor Parda Amarela
1999 29.8 29.5 30.0 48.6 19.5 42.2 12.5
2002 25.1 253 24.9 343 16.0 35.7 13.2
2003 23.2 23.4 23.0 36.0 14.7 33.6 12.0
2004 22.0 22.0 21.9 314 13.8 31.0 11.8
2005 20.2 20.2 20.2 32.0 12.5 28.2 8.4
2006 16.9 17.0 16.8 23.7 10.2 23.7 9.2
2007 15.8 15.9 15.7 243 9.6 21.8 12.6
2008 13.5 13.4 13.5 24.6 8.4 18.3 8.9

Source: IDB staff calculations based on household surveys.

Note: Percent of population below $2.5 a day.

Categories as reported by Brazilian household survey instrument which has traditionally inquired about color and race in one question.
The categories include: indigena (indigenous). branca (white), parda (brown), preta (black), and amarela (yellow). The category
negra above combines parda and preta.
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FIGURE A35
The indigenous have much lower schooling levels than the non-indigenous, and in

many countries this gap has not been shrinking over time (across birth cohorts)
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Source: DB staff calculations, based on household survey data.
Note: Each bar represents the difference in mean years of schooling between indigenous and non-indigenous, by country and birth cohort.

FIGURE A36
The indigenous receive lower quality care than non-indigenous in Mexico—even after

controlling for difference in income
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Source: Barber, Bertozzi, and Gertler (2005).
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