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BOX 4.4   �How Exposed Are Latin American and Caribbean Banking Systems 
to Russia?

Foreign banks active in Russia and Latin America and the Caribbean could represent a channel of 
instability for the region. If these banks face significant losses in Russia, or if their assets are tied 
up and they are unable to transact, they may have to contract their operations in different parts 
of the world to offset the related capital loss. This could cause further instability. However, this risk 
appears to be contained. Lending by foreign banks to Russian counterparts has contracted sharply 
since the first decade of the 21st century (Figure 4.4.1) and now accounts for about half of what 
it was at the end of the first decade of the century. Currently it represents around US$120 billion, 
less than 12% of total lending to the private sector by the Russian banking sector. The countries 
with the greatest exposure to Russia are Austria, the United States, France, Italy, and Japan.

Although high, these exposures are not systemically relevant for most countries. Banking 
systems’ exposure to Russia is only significant in the case of Austria, where it is equivalent to al-
most 20% of the capital of Austrian banks. In the case of French, Italian, American, and Japanese 
banks, the figures are 3.9%, 8.5%, 0.6%, and 2.3%, respectively. Although these proportions are not 
significant at the aggregate level, they could be relevant for individual banks.

With the exception of the United States, foreign banks that are highly exposed to Russia 
have low exposure to Latin America and the Caribbean (see Figure 4.4.2). Consequently, shocks 
to the Russian banking market are not expected to impact the countries of the region. More in-
direct impacts are possible through the cross-exposure of Spanish banks—which have a strong 

FIGURE 4.4.1   � Loans from International Banks to Russia, by Origin
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(continued on next page)
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BOX 4.4   �How Exposed Are Latin American and Caribbean Banking Systems 
to Russia?

FIGURE 4.4.2   � Lending from Foreign Banks to Latin America and the Caribbean
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(continued)

presence in Latin America and the Caribbean—to countries with significant exposure to Russia, 
such as Austria. However, even these effects are only second order.

In any case, financial volatility can be transmitted via multiple channels. This is just one of 
them, which is why monetary and financial authorities must remain vigilant.



CHAPTER 5

Opportunities for a Great 
Transformation of Labor Markets

The COVID-19 crisis and the current conflict between Russia and Ukraine pose chal-

lenges and opportunities for labor market transformation in Latin America and 

the Caribbean. The region was hard hit by the COVID shock; employment rates 

fell dramatically and unemployment rates spiked. Importantly, the effects on the labor 

market have differed from previous crises, with informal workers bearing the brunt of 

the shock. Women and youth have been severely impacted while some sectors suffered 

more than others.

While employment has risen with the recovery from the COVID crisis, it has still 

not reached pre-pandemic levels. The Russia-Ukraine war brings more uncertainty to 

the recovery of the region and its labor markets. Given the potential impacts, acceler-

ating job growth is a priority. At the same time, the region still faces the longstanding 

challenges of high informality, low productivity, and low wages. And digitalization 

and automation may have additional profound effects on labor markets in the coming 

years. This chapter presents key elements to build a new labor market architecture, 

complementing the fiscal reforms discussed in Chapter 2, to reduce informality, stimu-

late more and better jobs, and take advantage of new technologies. Latin America 

and the Caribbean has an opportunity to not only recover from the COVID shock to 

employment, but correct the labor market distortions of the past and prepare for a 

more efficient, productive future benefitting workers, in particular women and those 

in the informal sector.

The Impact of COVID-19 on Labor Markets

In 2020, Latin America and the Caribbean suffered the most significant contraction 

in GDP and employment of any region—advanced or developing—in the world (see 

Chapter 1). Employment and underemployment rates were significantly harder hit in 

Latin America and the Caribbean than in a group of OECD countries (see Figure 5.1). 

In Chile, Colombia, Mexico, and Peru, employment contracted by an unprecedented 

14.5% in the first and second quarters of 2020, and unemployment rates rose to 
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historically high levels.1 After peaking in July 2020, unemployment began a slow 

descent that was relatively uniform across the region (see Figure 5.2). Critically, the 

COVID-19 crisis led to a significant contraction in labor force participation rates, a 

dramatic rise in closures of micro and small businesses, and a remarkable reduction 

in informal employment.2

The impacts on labor markets differed substantially from previous crises in many 

ways. The deeper contraction in informal employment was unique to the COVID-19 re-

cession. Typically, informal employment has reacted countercyclically and risen during 

previous downturns in the region.3 With the COVID crisis, however, total employment 

(including formal and informal employment from household surveys) fell more than 

formal employment (as measured by administrative records on pension contributors) 

(see Figure 5.3).

The contraction in informal employment is particularly relevant since informal 

workers—both salaried and self-employed—tend to have more volatile incomes. Average 

1  Unemployment rates vary depending on the selected period, the choice of countries, simple or regional aver-
age and whether it is a moving quarterly average or an estimated monthly change.
2  See ECLAC (2020a) and Azuara et al. (2020).
3  See Leyva and Urrutía (2021) and Álvarez et al. (2021).

FIGURE 5.1   � Average Employment and Underemployment in Latin America and the 
Caribbean and Selected OECD Countries
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Source: IDB staff calculations based on data from COVID-19 Labor Market Observatory and OECD Employment and Labor 
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Note: The figure contains the average annual difference in employment and underemployment rates for each country. For 
Latin American and Caribbean countries, underemployment is defined as the employed workers who work for 30 hours a 
week or less and are willing to work longer. For OECD countries, underemployment is defined as the share of persons who 
declared they worked part-time because they could not find a full-time job. The sample of OECD countries inludes Greece, 
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FIGURE 5.2   � Unemployment Rate
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Source: IDB staff calculations based on data from COVID-19 Labor Market Observatory.
Note: Southern Cone countries include Argentina, Brazil, Chile, Paraguay, and Uruguay; Andean countries include Bolivia, 
Colombia, Ecuador, and Peru.

FIGURE 5.3    The Decline in Total and Formal Employment from February to June 2020
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Source: IDB staff calculations based on data from COVID-19 Labor Market Observatory.
Note: The figure plots the percentage change in the two variables. The data on total employment is sourced from household 
surveys while the data on workers that contribute to pensions (proxy for formal employment) come from administrative 
records. When data on total employment were unavailable from February, March data were used.

monthly income fell in 2020 with significant variations across countries. Peru, for example, 

registered a 24.5% decrease in the average income of employed individuals. The COVID 

shock, coupled with extended lockdowns, also reduced incomes in Colombia and Ecuador 
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by 13.1% and 11.1%, respectively. However, average monthly income increased for Chile and 

El Salvador 13% and 9%, respectively.4

The number of hours worked among the employed population also declined. The 

average time worked per week fell by 1.6 hours in Latin America and the Caribbean be-

tween 2019 and 2020. Chile, Mexico, and Ecuador recorded the most significant declines 

with 4.1, 4, and 2.5 hours, respectively (see Figure 5.4). In general, the declines have been 

greater among informal workers. For example, in Ecuador, informal workers lost 1.2 hours 

per work more than formal workers, on par with Peru (1 hour) and Costa Rica (0.9 hours). 

However, in some countries, the formal sector suffered larger adjustments; in Argentina, 

formal workers lost 1.2 hours more than informal workers, as they did in Uruguay (0.4 

hours) and Paraguay (0.3 hours).

Countries in the region have not yet fully recovered from the initial impact of COVID-19. 
Labor markets continue to show significant problems despite the rebound in economic 

activity. Informal employment has picked up faster (Figure 5.5). The percentage change in 

employment from September 2020 to September 2021 was nearly identical for formal and 

informal work. Nevertheless, informality rates may increase in the medium term as people 

return to the workforce but are unable to find formal jobs.5 The recovery might also be 

jeopardized by the uncertainty in economic activity prompted by the Russia-Ukraine war.

FIGURE 5.4    Hours Lost per Week: Formal versus Informal Sector, 2019–2020
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4  Data sourced from IDB Harmonized Household Surveys 2019, 2020.
5  See Acevedo, Castellani, Lotti et al. (2021).
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The total number of jobs lost and recovered underestimates the magnitude of the 

pandemic’s effect on employment. Under normal conditions, total employment should 

increase over time due to population growth. To better estimate the loss, the rate of job 

growth is extrapolated from the previous year for each country. Figure 5.6 compares 

the evolution of employment after the start of the pandemic with pre-existing trends. 

Average employment decreased from February 2020 through September 2021 by 1%. 

However, considering the pre-crisis employment trends by country, the estimated em-

ployment deficit was 3% in September 2021 (see Figure 5.6). This employment deficit 

varies considerably across countries ranging from 11.6% in Costa Rica to near zero in 

Argentina, Bolivia, Paraguay, and Ecuador where employment had fully recovered to its 

pre-pandemic levels.

The negative impact of the crisis on employment is almost entirely due to a reduction 

in female employment. The crisis erased many of the gains achieved in recent decades 

in narrowing gender gaps. Between February 2018 and February 2020, the percentage 

increase in female employment outstripped that in male employment: On average, employ-

ment rose 5% among women compared to 2% among men. However, between February 

2020 and September 2021, female employment fell 3% while male employment did not 

change. The average deficit of female employment (the difference between actual em-

ployment in September 2021 and projected employment based on the pre-crisis trends) 

was 6% while it was only 1% for male employment (see Figure 5.6). In other words, female 

unemployment rates reinforce the message that women have suffered disproportionately 

during the crisis.

FIGURE 5.5    Evolution of Formal and Informal Employment, 2020–2021
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FIGURE 5.6    Total and Projected Employment by Gender
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FIGURE 5.7   � Change in the Unemployment Rate by Gender
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The change in female and male unemployment rates also illustrates the dispropor-

tionately large effect of the crisis on women. From December 2019 to September 2021, 

male unemployment rates were basically unchanged, while female unemployment rates 

increased 0.7 percentage points (see Figure 5.7). The change in the unemployment rate 

was larger for women in 9 of the 11 countries analyzed.

The crisis also affected young people more, even though they already had the worst 

employment indicators before the pandemic. The most striking statistic is youth unem-

ployment, which increased from 16.2% in 2019 to 21.8% in 2020 (see Figure 5.8). Reasons 

explaining this variation include tenure in the job, experience, human capital investments, 

and firing costs.6

Policies to Reshape the Labor Market

The pandemic profoundly impacted labor markets. When the crisis hit, labor markets in 

the region suffered from high levels of informality, low wages reflecting low productiv-

ity, and volatility characterized by high turnover and limited incentives for workers to 

gain better skills. The shock of the pandemic further exposed the vulnerability of a large 

FIGURE 5.8    Labor Outcomes by Age
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6  See Becker (1993), Autor et al. (2014), and Autor, Katz, and Kearney (2006).



FROM RECOVERY TO RENAISSANCE: TURNING CRISIS INTO OPPORTUNITY

80

portion of the labor force and eroded the small gains achieved in previous decades. 

Against this backdrop, the pandemic provides an opportunity to consider interventions 

that promote a new structure for labor markets in the region with better quality, higher 

productivity jobs.

Chapter 2 discussed fiscal policies that countries can implement to reduce labor 

informality. To complement them, this chapter focuses on labor market policies aimed at 

(i) reactivating labor markets, (ii) improving workers’ skills, and (iii) correcting structural 

problems in labor markets that predate the pandemic. Governments in the region face 

the triple challenge of designing policies to recover from the shock, improving the quality 

of labor, and dealing with the traditional deficiencies of the region’s labor markets. Not 

surprisingly, the policies are all intertwined.7 Faster and inclusive recovery of labor markets 

will depend partly on the combination of policies and their results.

Accelerating the Recovery of Employment

Policies to protect income and employment (such as transfers to workers or providing 

liquidity to firms) will remain relevant during the recovery. They should be complemented 

with new measures to stimulate employment creation. The region should facilitate the 

transition of workers and firms to emerging sectors that are creating jobs, provide 

incentives for effective training that can be used in multiple industries, and support 

firms’ innovation and digital transformation to take advantage of opportunities in a 

post-war world.

In terms of support to workers, informal employees and their families have benefited 

during COVID lockdowns from emergency social assistance programs, but these have 

had limited effect. The programs partially mitigated consumption losses and prevented 

increases in extreme poverty, but did not reach the majority of informal workers who were 

not poor, many of whom became unemployed or left the labor force due to the crisis.8 

Countries are opting for Temporary Work Programs (TWP) because they can help mitigate 

the shock’s effects, support income and consumption levels, and act as unemployment 

insurance for informal workers. However, evidence for both developed countries and the 

region suggests that these programs do not improve workers’ employability at the end of 

the intervention.9 Therefore, countries face intertemporal trade-offs as short-term mitiga-

tion policies are unlikely to address long-term structural needs. In the future, programs 

7  The combination of policies is not unique, and their effect depends on each country’s specific characteris-
tics—demographic, economic, fiscal, institutional, and political.
8  The coverage and replacement rates of labor income are high among the first quintile of the population but 
low in the second and third quintiles (Busso and Messina, 2020).
9  See Gasparini, Haimovich, and Olivieri (2007), Hernani-Limarino, Villegas, and Yáñez (2011), Kluve (2006), 
and Del Ninno, Subbarao, and Milazzo (2009).
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should combine transfers with Active Labor Market Policies (ALMPs) that can help work-

ers’ future employability.10

To support firms, short-time work (STW) schemes (subsidies for reducing the hours 

worked in firms affected by temporary shocks) are especially helpful. The cost of these 

programs, however, is high.11 Chile used financial resources from its unemployment insur-

ance accounts to finance temporary layoffs or reduced work hours to prevent permanent 

job losses. However, for many Latin American and Caribbean countries, coverage is limited 

by high informality. The costs may be beyond the reach of many nations given current 

fiscal constraints (see Chapter 2 and Box 5.1).

BOX 5.1   Policies to Promote Labor Market Recovery: Quantifying the Costs

Multiple policies aimed to revamp labor markets after the COVID-19 crisis. A particular focus was 
on creating formal jobs that will likely be lacking in the near future. The cost-effectiveness of each 
policy depends on the coverage, benefits, and strategic behavior of firms and individuals. In ad-
dition, the initial conditions of informality, sectoral composition, and institutional capacity should 
shape their implementation in each country.

The maximum and minimum cost of three selected policies was estimated as follows:

i.	 Combining transfers with Active Labor Market Policies (ALMPs). Transfers to formal workers 
equivalent to 25% or 75% of a minimum wage in a period of 12 months.

ii.	 Short-time work (STW) schemes. Reducing the working time of formal workers between 12% 
and 40% (from 5 hours to 2 days per week) in order to bring more people into the labor force. 
The estimate was made holding constant their average income per hour. The reduction in ef-
fective hours was compensated by hiring additional workers, assuming unitary elasticity, zero 
searching costs, and zero transaction costs.

iii.	 Hiring Credits. A subsidy between 20% and 50% of social security contributions per formal 
worker for 12 months is assumed.

The estimates are annualized and expressed in percentage points of GDP for a sample of 
countries.a In the case of ALMPs, the average cost is estimated between 1.6% and 4.8% of GDP. In 

10  A meta-analysis of ALMPs found labor intermediation programs to be cost-effective (Card, Kluve, and Weber, 
2010). For example, labor intermediation shortens the duration of unemployment and increases the rate of 
rehiring (Davis et al., 2013; Forslund, Fredriksson, and Vikström, 2011). In the region, an evaluation of Colombia 
found that intermediation was beneficial for finding formal work (Pignatti Morano, 2016). Evidence from Bolivia 
shows that the PAE (Programa de Apoyo al Empleo), a job intermediation and wage subsidy program, sub-
stantially increases employment, formality, and earnings (Novella and Valencia, 2019).
11  STW schemes help employers with economic difficulties retain formal employment (Giupponi and Landais, 
2020). They also limit losses of intangible capital between workers and companies, allowing economic recovery 
to accelerate (Cahuc, Kramarz, and Nevoux, 2018; Kopp and Siegenthaler, 2021; Giupponi and Landais, 2018; 
Bruhn, 2020). These schemes also help preserve workers’ health insurance, their experience, and firm-specific 
human capital (Davis and von Wachter, 2011; Schmieder, von Wachter, and Heining, 2018).

(continued on next page)
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BOX 5.1   �Policies to Promote Labor Market Recovery: Quantifying  
the Costs

the case of reducing working hours, the average cost is between 1.2% and 3.9% of GDP. This cost 
varies by the level of informality: in less formal countries, the average cost is between 1.2% and 
3.2% of GDP, while in more formal ones the cost is between 1.8% and 4.7% of GDP. Finally, the credit 
policy of social security contributions has an average cost between 0.6% and 1.5% of GDP. Similarly, 
this policy costs between 0.8% and 1.9% of GDP for countries with the highest formality rates, and 
between 0.4% and 1% of GDP in countries with the lowest formality rates. Besides considering their 
costs, a complete evaluation of these policies requires that their benefits be quantified as well.

a These countries are Argentina, Bolivia, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, 
Mexico, Paraguay, and Peru.

TABLE 5.1.1   � Cost of Policies to Reactivate Labor Markets by Level of Formality 
(% GDP)

Combining transfers with active 
labor market policies

Short-time work  
schemes Hiring credits

Minimum Maximum Minimum Maximum Minimum Maximum
High 
informality

2.9 4.4 1.2 3.2 0.4 1.0

Low 
informality

3.4 5.2 1.8 4.7 0.8 1.9

Average 1.6 4.8 1.2 3.9 0.6 1.5

Source: IDB staff calculations based on IMF (2021b), the IDB Labor Markets and Social Security Information System, 
and Alaimo et al. (2017).

FIGURE 5.1.1    Cost of Policies to Reactivate Labor Markets
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12  See Izquierdo et al. (2020).
13  See Neumark and Grijalva (2013).
14  See Novella and Valencia (2019) and Galasso, Ravallion, and Salvia (2004).
15  See Pagés (2017).
16  See Neumark and Grijalva (2013).
17  See Cockx, Goebel, and Robin (2013) and Gerfin, Lechner, and Steiger (2002).
18  See Pastor et al. (2020).

Credit guarantees are a less expensive option than STW programs.12 Hiring credits, 

in the form of reduced labor costs (i.e., wages, payroll taxes, and training), can also spur 

employment creation and would complement fiscal measures like the Negative Income Tax 

(see Chapter 2). Evidence from the United States suggests that hiring credits are more ef-

fective in recessions when applied broadly, rather than just to disadvantaged groups.13 In 

the region, they can improve the employability and formality of workers,14 particularly where 

high minimum wages or other pressures prevent wages from adjusting downward when 

labor demand sinks.15 Evidence from the United States indicates that these credits could 

be more cost-effective per net job created than a general stimulus measure16 and can help 

beneficiaries improve their job opportunities in the medium term.17 However, although they 

cost less than other options, hiring credits are still expensive. Subsidizing half of the non-

salaried costs for minimum wage workers making up 10% of the employed population for one 

year could cost an estimated 0.2% of GDP in Latin America and the Caribbean, on average.

Firms may also require support to help make the digital transformation. Firms in 

the region need to adapt to the post-pandemic era—an adjustment that includes digital 

transformation and incorporating remote and hybrid types of work into management 

practices. Policies that promote greater digital adoption among firms improve their pro-

ductivity profiles, which bolsters GDP, labor income, and the share of formal employment. 

By improving the investment climate, thereby encouraging the entry of more firms in the 

economy, these policies also exert downward pressure on the unemployment rate, despite 

a decline in total employment (see Box 5.2).

Finally, labor-market policies are not the only policies that affect employment. 

Countercyclical macroeconomic policies that accelerate economic recovery also translate 

into a quicker labor-market recovery. For example, expenditure switching policies (see 

Chapter 2) allocate a higher share of spending to public investment. By investing US$1 

billion in water and sanitation, energy, and transportation infrastructure, the region can 

create at least 35,000 new direct jobs plus another 64,000 indirect jobs, for a total of 

close to 100,000 jobs.18

Improving the Skills of the Labor Force

The second set of labor policies aims to design and implement upskilling and reskilling 

programs—public or private—that help update workers’ skills. These policies are designed 
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BOX 5.2   �Digital Adoption, Automation, and Labor Market Recovery: 
New Firm Entry and Job Creation

Prior to the pandemic, both firms and households across the region steadily increased their use of 
digital systems; roughly 70 percent of the population in the region used the internet and a growing 
share of the population was making and receiving digital payments. The pace of digital adoption 
and usage by businesses rose dramatically with the pandemic, partly as a response to the economic 
contraction in high-contact sectors.a

The pandemic accelerated the adoption of new forms of work. Many people engaged in 
teleworking for the first time during the last two years. Whether people work remotely largely 
depends on the economic sector and individual characteristics including gender and skills. An 
estimated 10% to 35% of the labor force teleworked during the pandemic (Azuara et al., 2020). 
At the peak of the pandemic, between 20% and 40% of the employed were teleworkers in Chile, 
Mexico, and Uruguay.b

Governments across the region either adopted, or have considered adopting, specific poli-
cies aimed at further bolstering digital use as a way to counteract the recession.c These policies 
have numerous objectives, principally to reduce firms’ entry barriers and to expand their ability to 
adopt digital technologies in order to support economic activity, employment, and productivity 
growth.d The COVID crisis offers a unique opportunity to reshape the productivity profile of firms 
in the region.

Economic models are useful to gauge the impact of policies to promote digitalization. Fin-
kelstein Shapiro and Mandelman (2021) adopt such a model, which incorporates key features of 
labor markets in the region. Firms can choose to adopt information and communication technolo-
gies (ICT), which have a differential effect on various labor market segments—formal and informal 
workers, those with fixed salaries and those with variable-pay etc. The model is calibrated to Mexico 
and explains key features of the labor market including the collapse in employment in the second 

(continued on next page)

TABLE 5.2.1    Long-Run Response to a 1% of GDP Digitalization Subsidy

Variable Percent change relative
Total output 0.58

Consumption 0.39

Total employment –1.62

Formal wages 3.29

Informal wages 2.48

Total labor income 0.23

Salaried firms using ICT 35.74

Number of salaried firms 32.5

Average firm productivity 0.13

Percentage–pt. change

Unemployment rate –0.10

Formal employment share 0.66

Share of firms using ICT 1.01

Note: The figures in the table refer to changes in the steady state of the model and are expressed in real terms relative 
to the baseline.
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quarter of 2020 and the subsequent recovery. The model also indicates that firms should have 
accelerated their use of ICT, which was indeed the case.e

Suppose the government provides a one-time subsidy for the cost of digital adoption.f This 
can be thought of as an investment in digital infrastructure that lowers the cost of adoption for 
any firm wishing to digitalize. The fiscal cost of the policy is assumed to be about 1% of GDP. In 
terms of long-run effects, as shown in Table 5.2.1, this policy increases the share of firms that use 

(continued on next page)

FIGURE 5.2.1   � Short-Run Policy Impact of a Subsidy to Digitalization Relative to 
the Baseline
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Note: The figures show the short-run response to a 1% of GDP subsidy to adopt ICT technoliogy in each variable relative 
to the baseline. The latest available datapoint for Mexico is 2021-Q3. Therefore, the results after 2021-Q3 should be 
interpreted as model predictions conditional on the absence of additional shocks after 2021-Q3.

(continued)
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ICT an additional 1 percentage point, and raises GDP, real wages (both formal and informal), total 
labor income, and average firm productivity, although total employment contracts in the long 
run (because overall labor force participation contracts). The policy increases the share of formal 
employment by two-thirds of a percentage point because greater digital adoption improves the 
average productivity profile of firms and, thus, expands the share of formal employment. The 
change in the composition of total employment, coupled with the positive effects of the policy 
on real wages, result in greater overall labor income.

In addition to the long-run response, the model also captures short-run dynamics; the impacts 
on key variables in each quarter after the policy is implemented are plotted in Figures 5.2.1A and 
6.2.1B. The digitalization subsidy mitigates the contraction in GDP. Interestingly, total employment 
increases strongly in the short run, in contrast to the long-run effect, and the composition of total 
employment shifts towards formal employment. As shown in Figure 5.2.1B, the policy buttresses a 
sharp expansion in the share of firms that use ICT, which then demand more labor. The digitaliza-
tion adoption rate, however, converges swiftly to the long-run trend after the shock (Table 5.2.1). 
Finally, the policy induces an initial increase in unemployment, as it takes time for the larger share 
of firms using ICT to absorb the individuals who lost their jobs at the onset of the COVID-19 shock. 
Over time, however, this changes and employment expands.

These results should also consider other phenomena occurring in the world before and 
during the pandemic. The adoption of robots in different industries across regions is changing 
the production and delivery of many goods and services (McKinsey, 2021). International trade is 
a channel through which automation affects labor markets in general as companies are vertically 
and horizontally integrated (Ripani et al., 2020). Automation affects all production and logistics 
processes around the world. Once the transitory effects of the pandemic are resolved, industries 
will have incentives to adjust their production processes. The adoption and use of technology will 
be an important factor in this reconfiguration. Previous trends indicate that the balance favors 
robots over workers, given that they cannot be infected with viruses. Automation favors those 
who are best prepared to adopt technology in the production process (Acemoglu and Restrepo, 
2018). People who perform the most routine and easily “codable” tasks are the ones who suffer 
most directly from automation-related job loss.

a As documented in Díaz de Astarloa et al. (2021) and others, e-commerce expansion and penetration ac-
celerated dramatically during 2020. This was reflected in a sharp increase in the registration of new sellers in 
Mercado Libre—the largest online marketplace in the region—as well as an expansion in online sales and new 
business websites.
b From the report “What is the effect of COVID-19 on employment” of the COVID-19 Labor Market Observatory.
c These policies included, among others, assistance to improve small and medium enterprises’ digital presence, 
payments, and sales; free access to online marketplaces, as well as government-backed partnerships between 
banks and businesses to facilitate online interactions and transactions.
d For the purposes of transparency, all shocks (aggregate productivity, labor force participation, job destruction 
and the salaried labor market matching process, and the productivity of the ICT composite) take place once, in 
the first period, with no additional shocks thereafter. The post-shock evolution of the economy is determined 
by the persistence of a subset of shocks but, more importantly, the economy’s firm and employment structure 
(that is, the frictions that permeate the labor market and the firm entry-exit process).
e For example, of 18 Latin American and Caribbean countries, at least half had updated or implemented strategies 
to bolster e-commerce and telecom accessibility and affordability (ECLAC, 2020b; Díaz de Astarloa et al., 2021).
f When considering the post-pandemic dynamics as shocks subside and the economy recovers, it is assumed 
that this policy is put in place, in full, during the quarter when the shocks first hit.

(continued)
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for individuals who have lost their jobs or were forced to change jobs because the pandemic 

transformed their working sector. Therefore, upskilling and reskilling programs should seek 

to provide the skills relevant to the most demanded jobs in the economy, including skills 

for the green and digital economies. They should also provide advice and information for 

employers and job seekers to meet so as to ensure that placements are in quality jobs.

Combining skills-development interventions with demand-side interventions, such 

as technical assistance or extension services, multiplies productivity and employment. 

Technical assistance (TA) to small and medium-sized enterprises (SME) provides high-

quality information to companies on how to improve management practices, increase 

sales, lower costs, and structure products or services. This, in turn, creates needs for 

skills development.19 Estimates indicate that investing in TA to SMEs has a present value 

of 5.4 times program costs through higher-productivity growth and more employment 

creation.20 Evidence for the region shows that TA creates a significant number of jobs in 

Argentina, Brazil, and Mexico and can improve the performance of small businesses.21,22 

Workforce development interventions in companies can achieve even better results when 

they target both managers and workers.23

A lesson from the COVID-19 pandemic is that the income-protection mechanisms were 

insufficient to help all workers smooth their consumption despite the region’s best efforts. 

Some countries authorized extensive withdrawals from pension accounts, which may have 

a substantial long-term impact on the sustainability of pension systems. The lesson, then, 

is that trying to institute mechanisms to protect people who lose their jobs when the cri-

sis hits is not feasible. The region should begin to construct safety nets, including robust 

unemployment insurance schemes, so they are already in place when the next crisis hits.

Towards a New Architecture for Labor Markets

Before the COVID-19 crisis, job creation in Latin America and the Caribbean was sluggish. 

More than half of workers had informal jobs and pension systems suffered from numerous 

problems: low coverage and high rotation in and out of jobs that contribute to pensions 

(low contribution densities); large gender gaps, and; workers lacking the information and 

skills needed to find and maintain good jobs.24

19  See Bloom et al. (2013) and McKenzie and Woodruff (2015).
20  See Bartik (2018), Jarmin (1999), and Bloom et al. (2013) for the effects on higher-productivity growth and 
Piza et al. (2016) for the effects on employment creation.
21  See Castillo et al. (2010), Cravo, Becker, and Gourlay (2015), and Bruhn, Karlan, and Schoar (2018) for evi-
dence for Argentina, Brazil, and Mexico, respectively.
22  See Calderón, Cunha, and De Giorgi (2020).
23  See Prada, Rucci, and Urzúa (2019).
24  This section contains a summary of some of the key issues in the Labor Sector Framework Document of the 
Inter-American Development Bank (IDB, 2021b).
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As the world faces new challenges that may continue shocking labor markets, 

countries in the region should also address pre-existing issues. To confront the problem 

of high informality and low coverage of pension systems, social security reforms could 

make certain benefits universal and independent of an individual’s labor-market status and 

finance these benefits with general taxation instead of labor taxes. These reforms would 

promote formal work by reducing its cost.25 The 2012 Colombian tax reform, which reduced 

the extent to which labor taxes are used to finance health care and increased corporate 

taxes to ensure that total financing was not reduced, is an example of how a change in the 

financing of social security benefits can promote formal employment. Countries should 

also strengthen their capacity to enforce social security obligations.

Gender gaps could be reduced by making sure that girls and women acquire the 

skills demanded by growing sectors. Simlarly, universal systems to care for children, elderly 

people, and others in need of care can help women enter the labor market because the 

burden of caregiving disproportionately falls on women.26

To provide information and skills to people searching for jobs, labor intermediation 

programs are a cost-effective mechanism that shortens the duration of unemployment 

and/or promotes formal work, especially for those with weaker job-market prospects. In 

this regard, public employment services (PES) play a crucial role in returning the unem-

ployed to work and helping firms find the right talent. Strengthening the capacity of PES 

to perform their primary functions is critical.

A well-functioning skills-development system, combined with policies to promote 

employee training in firms, are critical levers for increasing productivity and formal em-

ployment. Because skills accumulate over the life cycle, prosperous countries invest in 

improving skills acquisition at each stage of life by strengthening the capacity of crucial 

skills development institutions. Adapting the skills of the labor force is particularly relevant 

to transition rapidly to remote or hybrid work, adapt to potential changes in the business 

environment, and adjust to new modalities of work in the region. The critical elements for 

effective skills-development systems include:

i.	 Developing continuous feedback loops among stakeholders at all levels to identify 

productive sector needs and align training to the demand for socioemotional, 

digital, and advanced cognitive skills.

25  Levy and Cruces (2021) document the distortions created by social security systems in which benefits for 
formal workers are financed by labor taxes while similar benefits are offered to informal workers and financed 
through general taxation. Offering these benefits to everyone irrespective of their labor status and financing 
them through general taxation would lower the cost of hiring formal workers, increase productivity, and reduce 
informality.
26  Significant gender gaps existed before the pandemic: women in the region devoted more than twice the 
number of hours to nonremunerated domestic and caregiving responsibilities than their male peers (Bustelo, 
Suaya, and Vezza, 2021).
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ii.	 Developing effective curricula and instruction while investing in high quality 

teachers and instructors.

iii.	Establishing performance-based quality and relevance standards that allow for 

rapid adaptation to a fast-changing environment.

iv.	 Supporting adequate financing including incentives to employers to invest in 

training.

Taking Advantage of the Moment

The pandemic caused turmoil in the world’s labor markets, particularly in Latin America 

and the Caribbean. While the informal labor market served as a buffer in previous crises, 

this time informal employment fell more than formal employment. Labor incomes also 

suffered during the crisis and pre-pandemic gains in terms of reducing gender gaps were 

lost. Women and young people suffered disproportionately during the crisis, particularly 

in terms of unemployment. However, the most important result is that even though labor 

markets have been improving since the worst of the pandemic, they are still far from full 

employment. The labor-market effects of the pandemic are likely to last for many years.

The region’s labor markets suffered from significant structural problems prior to 

the crisis. To achieve well-functioning labor markets in the medium term, countercyclical 

policies must be implemented for years to come—ideally until labor markets fully recover 

from the crisis.

Governments will also face challenges in the recovery due to the high inflation 

expected over the coming months because of the war in Ukraine. On the one hand, com-

modity importers will face a slower economic recovery as they race to implement the 

necessary changes in their labor markets. On the other hand, commodity exporters will 

see economic activity recovering faster than expected. However, this should be no rea-

son to delay labor markets reforms. Economic recovery from commodity exports will be 

temporary, while reforms can bring long-lasting benefits. 

Countries should address pre-existing structural issues by changing the basic struc-

ture of social security systems and modernizing labor codes to allow for greater employee 

flexibility. Latin America and the Caribbean has an opportunity to transform labor markets, 

modernize labor market institutions, improve labor intermediation, and prepare the human 

capital of the region. The shock of the pandemic and looming challenges related to the 

Russia-Ukraine war call for urgent and concerted action to carry out this transformation 

for the benefit of current and future generations. Reforming labor markets will strengthen 

the region's ability to deal with future shocks by avoiding their devastating impact on the 

most vulnerable.





CHAPTER 6

Conclusions and  
Policy Suggestions

The worst part of the COVID-19 pandemic may already be in the rearview window 

as vaccines have become more widely available, better information about how the 

virus is transmitted has emerged, and countries have begun to adapt to living with 

the virus. However, the global economy now faces new challenges stemming from the 

Russia-Ukraine war with its multiple implications.

Latin America and the Caribbean was the hardest hit region in 2020, with GDP 

growth declining by 7%—the largest one-year decline on record since the struggles for 

independence in the XIX century. Poverty and inequality increased significantly, erasing 

some of the hard-fought gains of the preceding decades. Fiscal deficits and debt levels 

rose as countries responded to the unprecedented challenges with fiscal support to families 

and firms that was smaller in size compared to advanced economies but larger than the 

stimulus provided during previous crises. Many countries now face the triple challenge of 

continuing to provide support where needed, while at the same time maintaining fiscal 

sustainability and price stability.

Governments and central banks worked closely together to provide liquidity and 

support credit during the worst part of the pandemic. Central banks reduced policy in-

terest rates to an effective zero lower bound, brought down reserve requirements, and 

expanded their balance sheets, thereby providing resources to banks and governments 

as their restrictive charters allowed. As the crisis recedes, the challenge now is to reverse 

these exceptional interventions, support the recovery process, and closely coordinate 

fiscal and monetary policies.

Countries were able to access external financing from private and multilateral sources 

and thus, largely avoided sudden stops in capital flows. Governments and corporates in 

most countries were able to tap international markets at reasonable rates to help finance 

the fiscal support measures and face the unprecedented demands for liquidity. The inter-

national community supported countries through lending and via the allocation of IMF’s 

Special Drawing Rights (SDRs), which enlarged international reserves. However, countries 

depleted other buffers—especially fiscal—and thus increased vulnerability to a reversal of 

capital flows in the future.
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During 2021, the recovery phase gained strength. GDP in the region rebounded by 

6.8%. Fiscal deficits declined from 7.5% of GDP in 2020 to 5.8% of GDP as countries pared 

down (but did not eliminate) fiscal expansion. Debt service, which includes interest pay-

ments and debt amortizations, reached an estimated 5% of GDP in 2021 and is expected 

to remain close to 4% of GDP in 2022 and 2023. Despite the still high fiscal deficits, aver-

age debt-to-GDP ratios stabilized and declined marginally from 72.6% in 2020 to 71.6% 

of GDP in 2021 due to stronger than expected growth.

Still, the recovery and the Russia-Ukraine war have brought new challenges. Resurgent 

demand combined with higher commodity prices and supply disruptions have increased 

inflationary pressures. Central banks have reacted by raising policy interest rates to en-

sure that inflation expectations remain anchored, and some have started to reverse the 

expansions of their balance sheets. Higher demand also resulted in widening current ac-

count deficits that require additional external financing at a time when external financing 

conditions could become tighter.

The pandemic led to large job losses that have not fully recovered despite the 

rebound in economic growth. As of September 2021, employment remained 3.3% be-

low the levels projected if the crisis had not occurred but with a wide variation across 

countries. In four countries analyzed, that deficit remained above 8%. Notably, female 

employment explains most of the persistent loss in jobs. While in previous crises, the 

informal sector acted as a buffer, during the pandemic, informal employment suffered 

comparatively more given the prevalence of informality in high-contact sectors impacted 

by lockdowns and behavioral responses. The recovery has prompted a strong come-back 

for the informal sector in many countries and preexisting structural problems in labor 

markets have returned to the fore.

The Russia-Ukraine conflict is having significant effects on the global economy and, 

in turn, Latin America and the Caribbean. Pre-war growth projections for the region were 

2.4% for 2022. The war has increased uncertainty and will have competing impacts. On the 

one hand, higher commodity prices will be positive for growth and for fiscal revenues in 

commodity exporters. On the other hand, lower world growth, in particular in Europe and 

the United States, will dampen growth projections. In a war scenario outlined in Chapter 

1, growth in 2022 may be somewhat below the pre-war projections. In addition, if mon-

etary policy normalization in the United States proves to be complicated and the Federal 

Reserve needs to raise interest rates or sell assets more aggressively than anticipated to 

bring down inflation, then the region could suffer yet lower growth and even be pushed 

into recession.

Sometimes, economists frame policies as being either short-term or medium-term. 

This approach is frequently misguided. The medium-term or structural issues hang over 

the region and are impacting economic prospects this year. The longer-term and the 

shorter-term challenges are intertwined. This report provides recommendations to help 
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policymakers navigate through the challenges. In particular, the report calls for meaning-

ful reforms to develop new architectures for both fiscal and labor markets. Substantial 

improvements in these areas could have significant effects on growth and equality this 

year and beyond. Moreover, the health crisis and the war may provide a window of op-

portunity to pursue such reforms.

Fiscal frameworks remain inefficient in many countries, as policy changes could 

enhance growth and reduce inequality. In the past, piecemeal actions have led to dys-

functional structures. Substantial and well-crafted changes to eliminate waste, reduce 

inefficient spending, lower tax evasion, expand the tax base, and boost public investment 

could yield significant benefits. As countries’ starting positions vary widely, the right pack-

age and sequence of reforms will be country-dependent and will need to consider the 

relevant political economy constraints. Still, a new fiscal architecture could lead to both 

lower inequality and higher growth.

Most countries are pursuing some type of fiscal consolidation to reduce fiscal defi-

cits, prevent the cost of servicing debts from rising, and lower debt levels. The temporary 

windfall from higher commodity prices for some countries may assist in this process and is 

not a reason to delay. However, the form of that consolidation may be as important as the 

headline deficit reduction. Expenditure switching policies that protect productive public 

investments, for example in infrastructure, and investments in health and skills building 

can reduce the negative impacts of fiscal consolidation on output and reduce income 

inequality. They can even be expansionary a few years out as they stimulate complemen-

tary productive private investments. More generally, credible fiscal institutions are vital to 

guarantee medium-term fiscal planning and instill high confidence in fiscal sustainability. 

Critical to those efforts is to reduce labor informality, which is behind the high tax eva-

sion that plagues the region and, in turn, both limits the effectiveness of fiscal policies 

and undermines reforms.

Labor markets were hit hard during the pandemic. The region now faces both chal-

lenges and opportunities. First, active policies are needed to accelerate the recovery of 

employment and include: (i) programs that combine transfers to unemployed workers with 

other interventions that increase workers’ future employability (e.g., labor intermediation 

policies that improve the quality and efficiency of matching workers to jobs and training); 

(ii) hiring credits in the form of reduced labor costs (e.g., wages, payroll taxes, and train-

ing), that help spur employment creation while improving employability and encouraging 

formalization, and; (iii) policies that encourage firms to adopt digital systems to support 

transactions such as targeted subsidies.

Second, given the resurgence in informality, policies to address this problem are 

needed now more than ever. Informality provides only low-paid, insecure, and unproductive 

jobs. In addition, it shrinks the tax base and explains much of the poor coverage of pen-

sion systems in the region. Addressing informality requires a concerted effort on several 
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fronts. Reforms to social security systems to make benefits universal and independent of 

an individual’s labor-market status with financing from general taxation rather than labor 

taxes would promote formal work. High labor taxes provide strong disincentives for firms 

to formalize or for formal firms to hire formal workers.

Fiscal policies should complement labor market interventions to boost more pro-

ductive, higher-wage formal jobs. For example, digitalizing tax records and transactions 

would help tackle the problem of incomplete, asymmetric, and obsolete information, 

which breeds tax evasion and informality. A negative income tax (NIT), or tax credits 

akin to the Earned Income Tax Credit (EITC) in the United States, would reward formality 

by ensuring that the payoff for working formally (formal net salary plus any additional 

transfers) is always greater than working informally. And refunding value-added taxes 

(VAT) to poorer households, instead of exempting food or other essential products that 

all households consume, would improve the progressivity of tax systems while creating 

incentives to reduce evasion and informality.

Third, the gender gap, now accentuated by the crisis, demands a serious policy 

response. Girls and women should be given opportunities to acquire the skills demanded 

by the most dynamic sectors. In addition, since the burden of caregiving falls dispropor-

tionately on women, universal systems to care for children, the elderly, and others in need 

of care would help more women enter the labor market.

Fourth, in many countries in the region, there are significant opportunities to improve 

information systems to make job search and skill matching more efficient. Labor inter-

mediation programs have been shown to be cost effective by shortening the duration of 

unemployment and/or promoting formal work, especially for those with weaker job pros-

pects. Moreover, harnessing the information gathered may help both the public and private 

sectors see which skills are most in demand to then create appropriate training programs.

Fifth, the crisis has accelerated the trend towards digitalization and automation, 

which may have profound impacts on labor markets. Evidence is already emerging that 

in the recovery, job losses are continuing in professions most vulnerable to automation. 

Outsourcing may become more and more common and fundamentally impact the orga-

nization of firms. While these trends present a challenge, they also create opportunities. 

Policymakers will need to stay abreast of how rapid technological changes affect the 

labor market. Regulations in different areas may need to adapt for countries to take full 

advantage of the opportunities. Tax authorities may find that firms remit less in taxes, but 

authorities can also harness the digital tools to monitor transactions. Digitalization and 

automation will both create and destroy jobs. The net impacts remain controversial and 

may depend on the type of innovation and government policies. As these are global and 

fundamental trends, simply attempting to resist technological change is likely to be a losing 

strategy. The challenge is to craft policies that maximize the creation of new, productive 

jobs and help those who may lose out to gain skills and transition to the new economy.
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Accelerating job growth, reducing informality, addressing the gender gap, and find-

ing paths to benefit from digitalization and automation could significantly improve labor 

market outcomes in the region. In turn, since unemployment and low wages are strongly 

associated with poverty and inequality, higher employment and wages could serve to 

markedly improve these social indicators. While reducing poverty and inequality is a top 

priority, it may also help promote social cohesion and diminish the risk of unrest.

Fiscal and monetary policy must also be closely coordinated. A critical question for 

those countries fortunate enough to export and tax commodities is, what to do with the 

temporary windfall revenues? The additional income provides an excellent opportunity to 

reduce debt ratios and minimize the interest cost of carrying higher debts. As inflation has 

risen and is well above inflation targets in many cases, additional spending, which might 

prompt central banks to raise policy interest rates even further, could be highly inefficient. 

Any additional spending should be specific and well-targeted to address higher poverty 

or boost supply through, for example, high quality and well-chosen infrastructure invest-

ments. Oil importers will have the additional burden of the cost of oil imports and the 

higher costs of energy subsidies, which may also impact exporters by reducing or even 

eliminating the additional revenues in net terms. Refining energy subsidy policies to ensure 

they are targeted to assist only poorer households or key sectors for specific purposes 

would be valuable in this context. More generally, close coordination and consistency 

between fiscal and monetary policies will be critical in the months ahead.

A danger in countries that face the need for fiscal consolidation and are not enjoying 

additional revenues is that central banks might be pressured towards monetary financing 

of deficits which would weaken the credibility of monetary regimes and threaten central 

bank independence. This road would lead to higher inflation and weaker economic perfor-

mance, which would be counterproductive in terms of delivering better living standards, 

especially for the most vulnerable. Instead, fiscal and monetary policy should work to-

gether to sustain the recovery but also ensure the credibility of the monetary regime. This 

requires independent central banks that can take the action necessary to anchor inflation 

expectations. If inflation expectations become de-anchored, the costs of reducing inflation 

and restoring credibility tend to be greater than the cost of maintaining credibility ex-ante.

One remarkable achievement during the pandemic was that the region was able to 

avoid balance of payment crises. Despite the initial volatility in financial markets, most 

countries were able to access financing from international capital markets and multi-

lateral sources. A key question is how the rise in global monetary policy interest rates 

may impact capital flows and access to, or the cost of, financing. The muted impact on 

emerging market spreads in recent weeks, despite the advent of the Russia-Ukraine war, 

and as the policy interest rate in the United States was raised in March, indicates some 

cautious optimism may be in order. However, if unanticipated additional action on inter-

est rates is required, or asset sales become necessary (quantitative tightening), to bring 
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down inflation and ensure inflation expectations are anchored, then emerging market 

spreads and domestic interest rates in the region may rise further. It is also hoped that if 

Russia or Ukraine fall into arrears with creditors or need to restructure their debts, then 

the market would differentiate such cases from general emerging economy debt and 

financial contagion can be averted. Still, countries in the region should maintain strong 

macroeconomic fundamentals to ensure continued access to capital markets at reason-

able cost during this period. Countries should work to rebuild fiscal buffers and ensure 

consistent macroeconomic policy frameworks.

The pandemic has also disrupted global supply chains, presenting the region with 

significant opportunities. Shortages and bottlenecks have induced firms in advanced 

economies to reconfigure their suppliers in favor of sources closer to their operations 

and create supplier-redundancy to hedge against disruptions in supply chains. This 

trend is likely to increase as the Russia-Ukraine conflict unfolds, given that Russia is a 

significant exporter of oil, gas, grains, and fertilizers, so, at a minimum, these markets 

are likely to be affected during the conflict. While supply bottlenecks and demand shifts 

may be temporary, global trade links are persistent, which means the region may be able 

to increase its share in global trade. As prices for some key products that the region 

already exports have soared and pushed global inflation higher, Latin America and the 

Caribbean may be well-placed to limit the volatility in these markets and help the world 

contain global inflationary pressures. If the region could increase exports of oil and gas, 

certain minerals, and grains (products exported by Russia and/or Ukraine), this could 

limit the price movements in these important global markets. Still, a careful analysis of 

the required investments and time horizons would be required. Current futures price 

curves suggest prices will stay elevated for many months but any early resolution to the 

war would likely cause prices to fall sharply. Hedging techniques to lock in prices would 

be valuable in this context. Multilateral development banks, such as the IDB, are able to 

advise and assist countries in these types of operations. More generally, trade policies 

going forward should seek to strengthen export networks through better infrastructure 

and logistics, and fortify institutions that can promote trade and provide useful informa-

tion to exporters. In addition, much work remains to be done to ensure that the many 

trade agreements already signed are consistent with each other, and to finish construct-

ing the web of trade agreements across the region and with the rest of the world where 

there are missing links.1

The region benefitted from a strong financial sector as the pandemic hit. Moreover, 

early evidence suggests that the direct and even indirect links between banking systems 

in the region and Russia and Ukraine are limited. Financial policies adopted in many coun-

tries to contain the pandemic were useful to avoid costly loan defaults. Some policies, 

1  See Powell (2017) and Mesquita Moreira and Stein (2019) for a discussion.
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however, may be hiding higher than reported levels of credit risk. Given loan moratoria 

and associated reporting standards, traditional balance sheet indicators of risk may not 

reflect the actual situation of banks. Moreover, bank balance sheets have shifted in favor 

of public sector assets that attract very low risk ratings. As these policies are phased out, 

and as credit to the private sector grows, regulators and supervisors should work with 

banks to ensure traditional balance-sheet indicators properly reflect the risks. A useful 

additional tool in this environment would be regular stress-testing exercises that reveal the 

risks associated with individual banks and indicate the need, if any, for greater capital over 

time as economies recover. While many countries employ stress tests as a tool to analyze 

systemic financial stability, given the uncertainty and the issues with traditional balance 

sheet indicators, using this additional tool for supervisory purposes may be valuable.

The pandemic has posed many serious challenges for the region. They may now be 

compounded by the conflict between Russia and Ukraine given its implications for the 

global economy. Still, the region’s resilience in the face of adversity creates reasons for 

optimism. The crisis provides a window of opportunity to work towards new policy archi-

tectures in critical areas to improve both equity and efficiency. Greater equity would help 

reduce social tensions and facilitate the implementation of growth enhancing reforms. 

Greater efficiency would improve fiscal outlooks, help reduce debt levels, and cement the 

basis for faster, more equitable post-pandemic growth.
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