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Foreword

The world economy will experience a major economic downturn in 2020 as a result of the COVID-19
outbreak. This contraction will affect the countries of the region comprising Mexico, Central America, the
Dominican Republic, and Panama due to their high level of openness to trade and investment, as well as to
the considerable importance of the tourism sector in several of the countries in question. As a result, the
already high levels of poverty and inequality in the region will become even more pronounced. It is also
important to note that those on lower incomes are being disproportionately affected by this pandemic,
both in terms of their finances and their access to education and healthcare, both of which are reported
on in this document.

Given the urgent need for the government to support the most needy members of the population in
the most efficient way possible, it is vital for us to review the structure of fiscal policy as it relates to
redistribution in the region, by looking at aspects of both taxation and public spending that impact
household incomes. For this purpose, this report evaluates the extent to which public spending benefits
the population depending on their income level and their involvement in either the formal or informal
sector of the economy. The results show that people on lower incomes are net beneficiaries of the State
(i.e., they receive more than they pay in) because the State provides education and healthcare. However,
major challenges remain in the region with respect to quality and expansion. Furthermore, the report
shows how a significant proportion of informal workers are net beneficiaries of the State, even in the
highest income deciles, which suggests that there is considerable room for improvement as regards fiscal
fairness and tax revenue.

Inequality also leads to greater polarization between social groups, which in turn poses a risk to political
and social stability. In addition to providing estimates on the level of polarization, this publication offers
insights into issues of political and social inclusion that could help reduce the risks of polarization in the
countries of the region. This point is crucial in any economy where there are high levels of inequality,
though the COVID-19 crisis could make it even more relevant by widening socioeconomic divides.

The epidemic has brought about a change in the economic and social climate, which in turn has led to
changes in the social priorities and concerns of the region’s citizens. The report describes the changes
that have taken place in the various countries in order to enable political institutions to take prompt and
better focused actions.

Lastly, given the significant differences between the countries of the region, the report includes a
discussion on the issue of inequality on a country-by-country basis and proposes public policies aimed at
mitigating it.

In light of the major social challenges faced by the region as a result of the pandemic, | am in no doubt
that the first step in addressing these as a society is to encourage a discussion on these challenges, so
I am pleased to present this report as one more step towards ensuring a more socially inclusive region.

Verdnica Zavala
General Manager
Country Department Central America (CID), Haiti, Mexico, Panama, and the Dominican Republic
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CHAPTER 1

Poverty and Inequality
in the Face of the Pandemic

Arnoldo Lopez Marmolejo, Carlos Eggers Prieto and Juan Barrios Galvan

Over the last decade, the countries of the region comprising Mexico, Central America, Panama, and the
Dominican Republic have made substantial headway in the economic and social sphere. Per capita GDP
growth has remained stable in most of these countries, while the average for the subregion of Central
America, Panama, and the Dominican Republic (CAPARD) exceeded that of Latin America and the
Caribbean (LAC) as a whole, at 2.4% and 0.6%, respectively. Particularly notable in the region are the cases
of the Dominican Republic and Panama, which both recorded an average annual GDP growth rate of more
than 4% over the last nine years (see Figure 1.1). As a result, in virtually all the countries of the region, GDP
per capita in real terms was higher in 2018 than in 2010 (see Figure 1.2).

This economic growth has helped reduce poverty. Between 2010 and 2018, there was a significant
improvement in the proportion of households living below the US$5 a day poverty line in almost all
countries in the region. The experiences of El Salvador, which reduced its poverty rate from 48.0% to
31.3%, and the Dominican Republic, which reduced its poverty rate from 37.5% to 18.6%, are particularly
striking (see Figure 1.3)".

1 The poverty rate may not exactly match other official estimates or calculations due to differences in the value of the poverty line, how the latter is defined
(e.g., multidimensional or by income), or which components of household income are considered (i.e., monetary/non-monetary income). In this case,
country comparisons employ a standardized definition of indicators; specifically, the poverty line of US$5 a day (PPP 2011), based on monetary income alone.

Real per capita GDP growth Real per capita GDP 2010 and 2018

Average annual change 2010-2018 Dollars at 2010 prices
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Source: World Development Indicators
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POVERTY AND INEQUALITY IN THE FACE OF THE PANDEMIC

Figure 1.3. Poverty rate
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Notes: In the case of Mexico, the definition of income in the surveys was revised in 2016, for which reason the series is not comparable from 2014 on. The poverty estimate may differ
from other sources depending on where the poverty line is set. *PPP 2011 refers to Purchasing Power Parity (PPP) at 2011 prices.

36% of people in

Income inequality in the region also fell during the last decade. This reduction has been the CAPARD region are
. . living i ty (i.e.

modest partly due to the more marked improvements recorded in the early part of the I;\;lgng;:g:;/se; ga;' ;éron
decade, which subsequently stalled in a number of countries in the latter four years (see person), while a further
Figure 1.4). Moreover, it should be noted that the level of inequality in the countries of the 35% areina
region is still very high compared to the most developed economies, and even compared to vulnerable situation

. . . . . (i.e., living on between
certain others with a similar level of development to theirs (see Figure 1.5). US$5 and US$12.4 a day

per person)

Inequality as measured by the Gini index Inequality as measured by the Gini index and
GDP per capita: selected countries
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Source: Own calculations based on income surveys Source: World Development Indicators.
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The reduction in poverty has been one of the major

advances brought about by the economic stability  Itis worth remembering the great importance of
and growth of various countries in the region. remittances to the countries of Central America,

Unfortunately, the health and economic crisis as they constitute over and nearly
created by the COVID-19 epidemic has jeopardized

this significant progress. IMF (International Monetary  in EI Salvador and in Guatemala
Fund) estimates point to a 5.9% decrease in real Honduras and Nicaragua

GDP in CAPARD in 2020. In this scenario, the
projected 4.3% contraction of the U.S. economy is

. ) ) ) . D i h h
significant given its particular importance to exports %!E epending on the country, the
X

percentage of households that receive

and financial flows to the region, its being its main remittances ranges anywhere from

trading partner and source of foreign investment
and remittances.

With regard to the latter, unemployment in the U.S.
is a key factor, particularly Hispanic unemployment,
which remains well above the pre-crisis level despite
falling sharply as economic activity resumed (see

Households spend more than

they receive on basic goods

Figure 1.6).
As a result, the flow of remittances to the region has and the remainder
slowed down somewhat (see Figure 1.7). about OJEEL on

for their children E (IDB, 2019)

Total and Hispanic unemployment rate Cumulative remittances Jan-Sep each year

Unemployed population as a percentage of the total Year-on-year rate of change

El Salvador  Guatemala Honduras Dominican
Republic

§200 [ 2020

Source: Federal Reserve St. Louis. Source: Executive Secretariat of the Central American Monetary Council (SECMCA).
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POVERTY AND INEQUALITY IN THE FACE OF THE PANDEMIC

Figure 1.8 shows an estimate of the rise in

Through job losses, declining wages, and, in some countries, the poverty rate that the epidemic could
a drop in remittances, the pandemic

potentially cause in these countries. It
is worth noting that social assistance
programs implemented by governments
have helped mitigate the increase in
poverty, though this varies considerably
from country to country. The increase Poverty could

increase by
an average of

6 percentage

in poverty will depend fundamentally
on the extent to which the economy
eventually shrinks and on sectoral .
differences. However, a comparison with _pomts_
other estimates, such as those of Acevedo Iar;t:fersi?tlzr; CovID
et al. (2020) for LAC countries, shows the
calculations to be robust. The estimation
methodology is outlined in Box 1.1.

Meanwhile in

Mexico, a further

Pre- and post-covid-19 poverty rate

Percentage of population living on less than US$5 a day (PPP 2011)
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POVERTY AND INEQUALITY IN THE FACE OF THE PANDEMIC

Methodology for estimating poverty before and after
COVID-19 in the Central American Isthmus and the
Dominican Republic

The following are the steps involved in estimating the poverty caused by the COVID-19 epidemic
in each country:

First, weestimatetheeffectofthedownturnineconomicactivity accordingtotwo criteria: wages
and number of jobs. The employment ratio in each country is estimated econometrically
based on GDP, consumer prices, an unobserved component that captures cyclical
movements not explained by the variables of interest, and other control variables, such
as interest rates that were not statistically significant. Wages by country are estimated
based on employment, consumer prices (all variables in logarithms and differences), and
the unobserved component. In this last function, when the explanatory capacity of the
estimate improves, GDP is taken as an alternative to employment. In addition to the
estimation using the unobserved component, we also estimate by ordinary least squares
and obtain similar coefficients. On the basis of these estimates, we then take the average
of the two methodologies as a parameter. To incorporate the heterogeneous nature of
the change in income across sectors, we forecast the performance of each productive
sector in 2020, while maintaining the relationship between its year-on-year variation
and the variation in the aggregate, and applying this to the latest available data in the
year (typically June 2020, though this varies depending on the availability of data in
each country). In other words, the relationship between sectors is maintained over the
year with the same relationship as the most recent data available. In the absence of any
additional information, based on the latest available data it is assumed that the recovery
over the year is symmetrical across sectors. The performance of aggregate economic
activity is calculated in a manner consistent with the projections detailed below.

Second, in order to estimate the level of employment and wages in the year of the epidemic,
we consider a scenario of growth rates of real GDP and of consumer prices for 2020.
The GDP growth rate used is that projected for the year by the International Monetary
Fund; to be precise, -5.5%, -6.0%, -2.0%, -6.1%, -9.0%, -9.0%, and -9.0% for Costa Rica,
Dominican Republic, Guatemala, Honduras, Mexico, Panama, and El Salvador, respectively.
The projected inflation for 2020 is that of each country’s central bank. The calculation
of lost income described below also incorporates the expected performance of
remittances. Specifically, the variation in remittances takes the cumulative data to June as
the annual data.

Third, based on household income and expenditure surveys, income per person is adjusted
downwards in accordance with the sector worked in, based on the loss of jobs and wages
per sector estimated in the previous step. The loss of employment is simulated based on a
probability that depends on the decrease in activity in the sector in which each individual

10 | MACROECONOMIC REPORT 2020
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works and the parameters estimated for the ratio of employment to GDP. Thus, for example,
if an employment-to-GDP elasticity of 0.8 is determined and a sector shrinks by 20%, then a
16% probability of job losses is assumed, randomly distributed among the individuals in the
sector that were registered in the survey. The drop in income of those individuals who keep
their jobs is also calculated based on the elasticity derived from the estimates obtained. As
for the loss of income due to lower remittances, this is directly reflected under this item in
the survey data.

Fourth, financial assistance from government social programs implemented to mitigate the effects

Fifth,

of COVID on earnings is added to income. These support programs are listed in the appendix
to this chapter.

this simulation is repeated 200 times for each country and the average taken for the results.
The poverty rate is calculated as the percentage of people among the total who receive an
income below the poverty line of US$5 a day (PPP 2011), and the Gini coefficient is then
calculated. Furthermore, the drop in income is calculated for each percentile to see how
the crisis affects each income segment. The result would represent the average change in
poverty and inequality over the year.

Share of each quartile by productive
sector in the CAPARD subregion

The drop in income is not uniform
across the population and instead
depends on the sector in which
each person works and the
decline experienced in each. It
is important to remember that
lockdown measures taken as a
result of the pandemic disrupted
global value chains, travel, and
meetings, directly affecting the
trade and hospitality sectors,
social services, manufacturing,
and construction, all sectors in
which low- and middle-income
workers  (quartiles  1-3) are
concentrated in the CAPARD
subregion (see Figure 1.9).

Trade and
hospitality

Social services

Manufacturing

Construction

Finance

Transport y
storage

Quartile 1 .Quartile 2and 3 . Quartile 4

Source: Own calculations based on income surveys.

Note: Arranged in order from highest to lowe
each sector.

according to the percentage of workers in
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POVERTY AND INEQUALITY IN THE FACE OF THE PANDEMIC

In some countries of the region, the importance of tourism to employment income is particularly
significant, especially in middle-income segments. For example, in Costa Rica and the Dominican
Republic, employment income in the tourism sector accounts for around 8% of all national
employment income in the middle segments of the income distribution (quintiles 2 to 4 in Figure
110). These segments are at risk of falling into poverty if their income decreases, as may well
occur as a result of a critical event such as a pandemic.

In addition to the fact that the middle sectors of the population are concentrated in sectors
particularly affected by the crisis, most workers concerned work in small companies, which have
been more severely affected than large ones. Figure 111 shows the drop in company sales by size
of firm and, in parentheses on the horizontal axis, the percentage of employees employed by each
type of company for the average of the countries of the Northern Triangle of Central America
(Guatemala, Honduras, and El Salvador), where 70.4% of employees work in small companies.

As a result of the distribution of workers by sector and the economic downturn of specific sectors
in each country, the simulations show that, in general and in Costa Rica, the Dominican Republic,
Guatemala, Mexico and Panama in particular, the crisis affects the income of the vulnerable
middle class and the first percentiles of the non-vulnerable middle class to a greater extent.? This
result is consistent with the simulations of Lustig et a/. (2020) for other Latin American countries.
The effect of this is to push vulnerable households into poverty and non-vulnerable middle-class
households into a position of vulnerability, while the poorest and richest sectors are affected
to a lesser degree. Figure 112 shows the distribution of income loss per decile in the various
countries. We can see how income decreases in all deciles as a result of the pandemic, but that
the distribution varies from country to country. In the Dominican Republic, it is interesting to see
how government aid is helping to alleviate the shock felt among the lower-income population,
there being a sharp upturn due to the expansion of the conditional cash transfer program.

2 The brackets are classified as i) poor, having an income of less than US$5 a day per capita (dpc); ii) vulnerable middle class, having an income between
US$5 and US$12.4 a day per capita; and non-vulnerable, having an income of more than US$12.4 a day per capita

Tourism income as a percentage Year-on-year change in average monthly
of employment income. sales in 2020 by company size in the

Income quintile on the horizontal axis. Northern Triangle of Central America

Large

8.1
o 7.5 7 (15.6%)
5.7 ‘ | 5
| Il 1 1\ \' :

icr B oom

culations based on income surveys. § C a Enterprise Sur Follow-Up on COVID-19, World Bank
Note: Percentage of mployees in parentt
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Drop in income per percentile of income per capita (% of income before COVID 19)
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Furthermore, in all cases, the heterogeneous effect on income produces an increase in the Gini
income inequality index, except for Honduras, where the benefits extended by the state would
significantly increase the income of households at the bottom of the distribution, providing they
effectively reached the target beneficiaries. Figure 113 shows the estimated changes in inequality.
It should be noted that the main source of heterogeneity in the simulation is the relative degree of
contraction among the productive sectors, though it does not take into account the heterogeneity
within the latter, such as the level of educational qualification, the possibility of teleworking, and
so on. This implies that the estimated increase in inequality may be downwardly biased.

Pre- and post-covid-19 Gini Index

GTM HND

l Gini before ' Gini after

Source: Own calculations. Methodology as described in Box 1

In sum, in terms of their income level, low- and middle-income individuals are the most affected as
a result of the pandemic, largely because the sectors in which they are engaged have so far been
among the worst hit. However, it is important to bear in mind that the most vulnerable groups
are disproportionately affected, due to other factors specific to the sector in which they operate,
such as:

i) Concentration in the informal economy

This means that they are excluded from coverage by most components of the state’s social
protection network, such as access to the public health, pension, and disability and life insurance
systems, as well as to any of the aid transfer schemes that use any of the latter, and so on. In
several countries of the region, over 80% of workers in the lowest income quartile are engaged in
the informal sector (see Figure 114).

Furthermore, the experience of the 2009 crisis could provide clues as to what might happen
on this occasion. One example is the case of El Salvador: in 2009, the poorest suffered the
sharpest drop in income (see Figure 115), which also resulted in greater inequality. It is important
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POVERTY AND INEQUALITY IN THE FACE OF THE PANDEMIC

to remember that any possible government programs could mitigate this effect. For example,
Cox et al. (2020) show that while job losses in the United States have been greatest in those
sectors that employ the poorest individuals (which, as we have seen, is also true in CAPARD), and
therefore those in which the fall in income has been greatest, government transfers and aid have
enabled consumption to recover. This shows how targeted government measures can mitigate
the redistributive effect of the pandemic while stabilizing the economy as a whole.

In this regard, it should be noted that the governments of CAPARD have been implementing
measures to mitigate the effects of the crisis on the population (see summary in Appendix 1.1).
There have been support measures for formal workers and for companies that pay tax and
have access to credit, though others have been broader in scope in order to reach the informal
sector also.

ii) Lower likelihood of being able to work and study from home

The literature (see Brussevich et al., 2020 for a teleworkability index) shows the likelihood of
teleworking to be lower among young workers, the non-college educated, those with less secure
employment arrangements (i.e., temporary or self-employed workers), and those working for
small firms. Furthermore, it is also affected by the differences between countries in terms of
access to and use of technology, and the sector-specific structure of the economy.

In CAPARD, the level of qualifications of workers and the sector-specific economic structure
constitute a major impediment to teleworking. Highly skilled workers are scarce in the region
and only 7.5% have a college-level education (i.e., 16 years or more of schooling). Similarly, large
portions of the population are employed in sectors that do not lend themselves to teleworking,
such as the trade, hospitality, transport, and construction sectors. Based on the index calculated
for the country average in Brussevich et a/. (2020) and information from the household surveys
of each country, we estimate the teleworkability index in order to determine the relative gaps in
the countries of the region by income level. Specifically, Figure 116 shows the index calculated for
each country, based on the ability to telework according to the education level and age of the
population by income quintile. The results suggest that workers in the lowest income quintiles

Percentage of informal workers

by income quartile in 2018 Income growth by percentile in El Salvador

Percentage of all workers

2
[
=
o
H
©
£
o
=
o

vPercentage growth

Source: 0 survey Sourc alculation on incom
Note: ‘Inform >d as ) not pay into the social security system. Note re the income percentiles and the series shows the
percentage income growth for each.
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are less likely to telework because of the education divide. The same pattern is found when
workers are ranked according to the productive sector in which they are engaged, suggesting
both factors have an impact in the lower income quintiles of the population.

At the same time, the region’s limited digital infrastructure represents another obstacle to
people’s ability to work or study from home. For example, in several countries of the region,
households have limited access to the Internet, particularly among those on lower incomes
(see Figure 118); in some of them, fewer than 30% of households below the national median
income have the service.

Teleworkability index by income quintile, Teleworkability index by income quintile,
calculated based on education level and age calculated based on productive sector
30 k(o]
2 2
= 20 = 20
o o
g g
S S
= H
] ]
E Z
10 10
0 0
HND GTM SIAY CRI DOM PAN MEX GTM HND SLV PAN MEX DOM CRI
Own calculations based on income surveys and estimations of Brussevich et al. (2020). Source: Own calculations based on income surveys and estimations of Brussevich et al.
Note: each column groups 20% of the population, in ascending order of income. (2020).

Note: Each column corresponds to 20% of the population, in ascending order of income

Households with Internet access by quartile

100
The higher-income -
population of the region % 20
is twice as likely £
=
to be able to -
telework 3
as those on lower §
incomes 3 40
=
kS
g 2
[O=

SLV DOM MEX PAN CRI

Source: Own calculations based on income surveys
Note: Each column corresponds to 25% of the population, in ascending order of income.
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As a result of the epidemic, distance learning has become vital, so any lack of Internet access
also limits access to knowledge and education in lower-income households, thus further widening
existing learning gaps (see Figure 119). Standardized tests suggest that skill gaps emerge early in
life. In early childhood, children from high socioeconomic status families score better than their
low socioeconomic peers in social-emotional, cognitive, and language skills. In elementary school,
this gap persists in math and reading skills. For those in their teens, the gaps in math, reading, and
science become even wider.

It has also been shown that the performance of students from higher socioeconomic backgrounds
in reading and mathematics improves in the period between the end of one school year and
the beginning of the next, while that of their peers from lower socioeconomic backgrounds
deteriorates (see Figure 1.20). Given that students in various countries of the region have already
missed out on several months of face-to-face classes and the fact that access to distance learning
varies substantially among students due to their socioeconomic status, the performance gap is
likely to widen even further.

iii) Concentration in rural areas and areas with limited access to public services
such as healthcare

In several countries of the CAPARD subregion, around 40% of the population live in rural areas,
a figure that rises to over 70% for people in the bottom income quartile in Panama, El Salvador,
Honduras, and Guatemala (see Figure 1.21), but one that is also significant in other countries of
the region.

Despite the significant proportion of people living in the rural sector, health coverage in this
geographical region is very low. In countries such as Guatemala and Honduras, over 85% of the
population in rural areas have no health coverage (see Figure 1.22).

While the lack of health coverage is particularly marked in rural areas, it is also associated with
personal income and low levels of government aid. Figure 1.23 shows that the lower-income
population in several countries of the region have virtually no health coverage and that in a
number of them, even the proportion of people nationwide with no coverage is very high. Lack of
access to medical services could cause people to wait until they find themselves in the advanced
stages of an illness before seeking medical help.

Learning gaps by socioeconomic status: Change in test scores between the end

highest-lowest quintile in LAC of one school year and the beginning of the
e ——— next, by average socioeconomic status
(SES) from grades 1-4, measured in standard
deviations
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In the low-income In sum, given the limited resources and social infrastructure available in the region, living in the
countries of the region rural sector makes it difficult for people to access public services and government aid in order
over 80% of to deal with the current crisis.

the population
has no health
insurance

Therefore, economic recovery policies not only face the challenge of restoring pre-crisis levels
of investment, production, and employment, they also need to provide support for the most
hard-hit segments of the population. This will allow countries to recoup the gains made in
reducing poverty and inequality over the last decade as quickly as possible and to close the
human capital gap affecting the most vulnerable population.

Rural households by income quartile
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Support measures to address the
economic effects of COVID-19°

= T T T R

Belize * Introduction of teleworking * Reduction in water bills

* US$75 subsidy every two
weeks for 12 weeks for those
who have lost their jobs; those
who were already out of work
receive 50 dollars (75 million
US dollars in total)

« Two-month exemption from
employer contributions

* Reduction in electricity bills

Costa Rica * Tax deferment * Withdrawals from the Labor * Plan Proteger (“Protection Plan”). Benefit payable to formal
o Reduction iR texable Capitalization Fund permitted. sector employees who have been furloughed or seen their
income (lower Applicable to those who have hours reduced
contributions from been furloughed or have seen a ., 5pecial subsidy of 100,000 colones for 23,700 vulnerable

reduction in their earnings from
formal employment.

formal employees families
with salaries below

o * Food delivery: 49,667 parcels for the most vulnerable
the minimum tax

families
threshold)
Dominican + Exemption from *« Government pays 8,500 pesos * Delivery of three million food rations
Republic asset tax for micro- of the salary of furloughed . Quédate en Casa (“Stay at Home™) expanded coverage
and small-sized formal workers to reach 2.6 million beneficiaries to include those above
enterprises < One month later, this relief was the poverty line who are vulnerable, with the size of
* Special exemptions extended to a further 70,000 the subsidies increased to approximately US$90; some
for the hotel sector households to include the 450,000 households receive additional transfers of US$36
informal sector e The Pa’ Ti (“For You”) program launched in May delivers
US$90 a month to some 200,000 self-employed workers
who have been unable to work due to social/physical
distancing measures and who are not receiving any help
from any of the other programs.
* The Government provides between 5,000 and 8,500 pesos
through the FASE program, which helps approximately
1.2 million formal workers (around 400,000 of them
furloughed and the remainder still active)
Guatemala ¢ Speeding-up of * Introduction of teleworking » Direct transfer of food and vouchers for food, medicine,
infrastructure and supplies to help prevent infection

investment projects
(1.5 points of GDP)

Tax rebate totaling
500 million quetzales

for digitally registered . ) .
exporters * Increase of 100 quetzales in the non-contributory pension

scheme

» Allowance for vulnerable families (700 million quetzales)

* Family allowance of 1,000 quetzales a month for
two million recipients (targeted based on electricity
consumption)

* 200 million quetzales to extend the family allowance
scheme to informal workers

« Salary advance for public » Provision of food to 75 restaurants in local communities

servants and gua_ranteed 50% * US$29 subsidy for 143,477 people
of wages for textile workers

3 These include the support provided in the early months of the pandemic. They do not include those implemented during the recovery period after the economies opened up.
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Appendix 1.1.
o | e | emwome | e

Honduras - Deferral of tax and * 2,000-lempira transfer to informal workers
levy payments * 6,000-lempira transfer to workers in the private pension
* Exemption of import system
duties on staple
goods, medical
equipment, and
medicines
« Special tax deduction
for locked-down
employees
« Calculation of the
three 2020 income
tax installments to be
calculated based on
75% of the amount
declared in 2019
Mexico * Paid leave for employees who * Financial support for the elderly
require it
*« Mandatory paid leave for
employees over 60 years of
age
* Benefit for employees covered
by social security system
Nicaragua * Employment protection * Food distribution
measures in free-trade zones
by agreement between unions
and the Government
* Reduced work hours,
teleworking, and advance
payments
Panama » Deferral of tax * Introduction of teleworking * Direct aid and food vouchers. The Panama Solidario
payments for local (Supporting Panama) program provides USD$100 a
investors month to households in a state of multidimensional
« Restructuring of poverty, vulnerable families, difficult-to-access areas,
loams, witth no and to the self-employed. Public officials, active salaried
penal‘ties workers, pensioners, and taxpayers who earn more than
11,000 balboas are excluded.
El Salvador -« US$2 billion worth * Introduction of teleworking * US$300 cash transfer to 1.5 million families with no

of debt for recovery
measures

Pregnant women, people over
60 years old, and people with
terminal illnesses required to
stay at home (with pay)

2% increase in the
healthcare budget

Tourist operators
not being charged
5% special tax and
granted deferral of
income tax
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permanent jobs or income, or who have been financially
hit by COVID-19

Workers performing work directly related to the
pandemic receive US$150 in compensation

One million food parcels dispatched
Three-month deferral of utility payments
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CHAPTER 2

on Human Capital
as Tools for Redistribution

Arnoldo Lopez Marmolejo, Carlos Eggers Prieto and Marta Ruiz-Arranz

In recent years, the countries of the region comprising Central America, Panama, and the Dominican
Republic (CAPARD) have succeeded in reducing inequality; nevertheless, it remains high there compared
to other nations (see Figure 21) and indeed most CAPARD countries have a Gini inequality index
above the Latin America and the Caribbean (LAC) average of 45.5. Despite implementing public policy
measures similar to those seen elsewhere in LAC, CAPARD countries have failed to ensure any significant
redistribution of income due to the fact that the measures adopted there have not been sufficiently far-
reaching. The impact of government intervention in this regard can be calculated by estimating the Gini
coefficient of market income inequality (i.e., income before government intervention) and comparing it
to the Gini coefficient of disposable income (i.e., income after government intervention). Figure 2.2 shows
these two measures for the OECD/European Union average and selected LAC countries. Unlike the OECD
and European Union average, which shows a substantial reduction in the average Gini coefficient following
government intervention, the reduction in LAC countries is marginal, as is the case in the countries of the
CAPARD subregion.

Figure 2.1. Inequality measured by the Gini index Figure 2.2. Difference in income inequality before
and GDP per capita and after tax and cash transfers, 2012
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The factors underlying the low level of redistribution achieved through public policy in CAPARD revolve
around both tax and public spending policy. It should be noted that in advanced economies, an average of
two thirds of redistribution is achieved through spending (see Coady et a/., 2015). In countries where there
is a large informal economy, such as those of CAPARD, this relationship may even be exacerbated by low
levels of income tax collection. According to the International Labor Organization (ILO), the proportion of
informal workers in non-agricultural jobs averages 63% in the countries of the region. Furthermore, while
there is a relationship between informality and income (albeit a heterogeneous one), the proportion of the
region’s households that form part of the informal economy is substantial, even in the upper income tier.
For example, in the highest income quintile, 38% of workers in El Salvador work in the informal“ sector and
39% of workers in Mexico. Costa Rica is the country with the lowest level of informality in Central America,
registering a level of 8.8% in this tier (see Figure 2.3).

In terms of taxation, its limited redistributive effect is due to two factors: i) low levels of income tax
collection, and ii) the limited progressiveness of tax rates, particularly in the upper deciles. As an example
of the first, income tax revenue as a percentage of GDP in CAPARD stands at 5.7% and, therefore, the ratio
of VAT to income tax in the region is generally above 1.5 (see Figure 2.4), in contrast to European countries
where the ratio is close to or below 1. Consequently, CAPARD tax revenues rely more on consumption taxes
than on income taxes, which is partly to be expected given the high level of informality in the economy.

VAT can be regarded as either progressive or regressive depending on how it is apportioned among
products. It is also worth noting that the resources from a regressive tax could contribute to greater
equalization than would be the case otherwise through social spending alone. This is often referred to in
economic literature as ‘Lambert’s conundrum.

4 informal workers are defined as those that do not contribute to the social security system

Figure 2.3. Informal salaried workers
by income quintile Figure 2.4. Ratio of VAT to income tax
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With respect to public spending, two factors
explain its low redistributive effect: i) the
low level of social spending and ii) leakages
in social programs towards non-target
individuals, such as those in non-vulnerable
groups or those above the poverty line,
depending on the type of program.

SOCIAL SPENDING

In LAC, social whereas the OECD and
With respect to social program leakages, spending is estimated the European Union
these can be found in cash transfers, energy to be around average around

subsidies, non-contributory pensions, tax
expenditures (also called ‘tax exemptions’),
and so on.

. , As for social spending on education and
According to lzquierdo et al. (2018), leakages healthcare, in 2016 OECD countries allocated

in spending targeted at social programs,

energy subsidies, and tax expenditures in ﬁ
the countries of the CAPARD region average LAC %
1.4 percent of GDP, a level similar to the 1.7 and CAPARD

percent of GDP in Latin America and the

Caribbean. The estimated leakages per Figure 2.5 shows social spending on education
country are shown in Figure 2.6. and healthcare in the countries of the region

and a sample of OECD countries.

Figure 2.5. Public spending on education Figure 2.6. Leakages in targeted spending
and healthcare as a % of GDP, 2016 as a % of GDP, 2015
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Given the need to streamline tax and spending policies in order to foster redistribution, a crucial
first step is to understand how the benefits of public spending and the paying of taxes are
distributed among households according to their income level. Moreover, given the significant
degree of labor informality in the region and its relationship to fiscal fairness, special attention
has been paid to this aspect in the analysis. For this purpose, three exercises were performed.

In the first, the net benefit of public spending (i.e., what is received in spending
minus what is paid in) is calculated per household. This is divided up by
income level and classified according to the most important types of social
benefits, such as education, healthcare, and cash transfers. This allows us to
identify which households benefit from each service according to their income level. In
order to identify differences by income level, the net benefit of public spending
is also calculated based on whether or not a household is in the formal sector.

In the second exercise, we calculate how income tax revenues could be
redistributed if non-vulnerable households in the informal sector were to pay.

Lastly, in the third exercise, we look at the level of increase in income tax
that would be required to reduce inequality by 10% if this were paid by both
informal and formal households rather than just the latter.

In the first exercise, the net benefit of public spending is calculated by excluding the contribution
of education and healthcare spending because of their importance to reducing inequality,
something that is deeply linked to overcoming poverty and achieving growth. Reducing inequality
has been found to contribute to economic growth (Ostry et al., 2014) and among the possible
mechanisms for accomplishing this is education. Benabou (2002) suggests that having a low
level of education limits access to credit and, therefore, growth; hence, government support for
education lowers this barrier. Furthermore, EI-Shagi and Shao (2017) find that redistribution has a
positive effect on growth, though only in countries with low levels of education (i.e., those below
the median). Solon (2004) shows that investment in human capital improves intergenerational
mobility and thus reduces inequality in the medium and long term. At the same time, a direct
relationship between education and growth has also been reported (see Wilson and Briscoe,
2004), as well as a complementarity between education and both physical capital (Joffe, 2017)
and direct foreign investment (Baharumshah and Almasaied, 2009).

It is hardly surprising that government funding for investment in human capital for those most
in need generates greater returns and, as a result, a reduction in inequality, though its effects
are progressive and medium-term, and therefore difficult to measure. It is important to bear in
mind that human capital is not only something developed through education, but also something
dependent upon access to healthcare, which enables workers and students to return to the labor
market and to school promptly in the event they fall ill or suffer an accident, and to enjoy a longer
life. This in turn allows the fruits of investment in education and experience to be enjoyed for a
longer period.
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It is also worth remembering that inequality of both income and opportunity—besides impeding
poverty reduction and impairing growth among lower-income groups (see Van der Weide and
Milanovic, 2018, and Marrero et al., 2016)—increases the risk of social conflict, further hampering
the region’s development process (see Esteban and Ray, 2011, in the literature on polarization; and
Eggers and Lopez-Marmolejo, 2020, on the discussion of the case of CAPARD and Mexico).

In order to carry out the exercises described, and given the limited data, we have concentrated on
the cases of El Salvador, Mexico, and Costa Rica, which provide important insights into the region.

The second section contains an analysis of the distribution of tax paid and public spending
received, while the third calculates the counterfactual of reducing inequality through an income
tax, taking into account the issue of informality. The fourth section presents the conclusions of
this chapter.

This analysis draws on household income and expenditure surveys from the various countries along
with other supplementary sources. In all three countries, the VAT (General Sales Tax in the case
of Costa Rica), income tax, and business taxes (which account for a large share of total taxation)
paid by households were estimated based on information for each on consumption, income,
labor formality, and self-employment. In the case of Mexico and El Salvador, capital gains tax was
included, a tax that was not applicable in Costa Rica in 2018. Next, information on government
transfers (both in cash and in kind) was included and, in the case of El Salvador, electricity, light,
and water subsidies. Public school spending per student was included as education spending,
together with a proportional amount of healthcare spending for Costa Rica and El Salvador, which
have universal insurance schemes. In Mexico, public spending on healthcare was taken to be
that reported in the survey, as was the case with the property tax. Detailed information on the
methodology used for each country can be found in Appendix 2.1.

In order to obtain the right proportions for spending on healthcare and education (compared to
the tax paid by households), the information in the table below was used, which was compiled
using data for the year 2018 from the International Monetary Fund (IMF), the United Nations

Selected fiscal variables
[ cn | oon | s | om [ o | mex | we
Fiscal spending (% of GDP) 30.0 15.7 24.9 n.8 22.0 20.4 16.7

Employment in the public sector

(% of expenditure) 41.4 39.2 41.0 33.7 45.7 1.0 38.7
Interest (% of expenditure) 1.9 16.5 mna 12.5 8.2 13.4 6.6
Total revenue (% of GDP) 25.2 15.2 251 1.0 23.4 18.9 16.8
Total tax revenue (% of GDP) 13.7 13.0 17.8 10.4 17.3 13.1 15.6
(P;)Ticesgs;'di"g on healthcare 5.4 2.8 46 21 3.2 2.8 5.0
Public spending on education 70 20 26 29 6.1 49 43

(% of GDP)
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Educational, Scientific and Cultural Organization (UNESCO),
and the World Health Organization (WHO).

Figure 2.7 shows the net benefit by country that households
receive from the Treasury. The vertical axis of each graph shows the
difference between what they receive in public spending and what
they contribute in terms of taxes as a percentage of market income,
arranged in order of income per capita on the vertical axis from the
lowest to the highest decile. The vertical lines represent the cut-off
points between poor, vulnerable, and non-vulnerable households®.

In the countries analyzed, what makes households in the lower income
deciles net beneficiaries of the Treasury is the spending on education
and healthcare. If we exclude education and health spending, the net
beneficiaries of public spending clearly constitute a small fraction of
the population which, in the case of El Salvador, does not actually
include all poor households; specifically, only the poorest 10% are net
beneficiaries when education and health are excluded. Meanwhile in
Mexico, this figure rises to 28%, making all vulnerable households net
contributors. When spending on healthcare and education is included,
over half of the vulnerable households in both Mexico and El Salvador
are found to be receiving more than they pay in.

Comparedto the other two countries and spending on education,
Mexico channels significant resources to the poor through the
latter, though little through spending on healthcare, which is
consistent with the low level of public healthcare spending in
comparison to other countries in the region (see Figure 2.8).

There is a major difference in the case of Costa Rica, where
Treasury funding comes largely from the collection of social
security contributions, particularly from employers. The IMF
estimates that 45.6% of tax revenues in 2018 came from sources
other than taxes on earnings and value added tax. Furthermore,
if we also take into account the fact that Costa Rica has
maintained fiscal deficits in the last few years, this means that
with a low percentage of households that are net contributors,
it is possible to achieve a high percentage of net beneficiaries. In
terms of spending, the percentage allocated to employment in
the public sector and interest payments is particularly notable,
accounting for 41.4% and 11.9% of total spending, respectively;
therefore, it would be useful to evaluate potential spending that
could contribute to enhancing human capital.

Thanks to public education and
healthcare, around

60% of the population
are net beneficiaries of the State, which
means that it would be advisable to
work on developing and improving the
quality of both

5 The poverty line considered in this study is US$4.96 a day per capita and US$14.88 a day per
capita for vulnerable households

Figure 2.7. Distribution of tax paid and
public spending received by
spending component:
healthcare and education

Percentiles in order of per capita income
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In comparison to the rest of Latin America and the most advanced economies, there is a clear gap
in human capital formation within the region, both in education and in healthcare. This gap has
been documented by Manzano et al. (2018) on the basis of various indicators, such as years of
schooling and attendance at educational establishments; as regards health, it has been shown that
the countries of the region are lagging behind in infant mortality, nutrition, and health spending,
among other aspects. In the case of education, despite efforts to transfer significant resources to
the sector, these have oftentimes not been reflected in its quality. This can be seen, for example, in
the fact that the countries studied continue to rank among the lowest performing countries on the
PISA test. Public spending on health in the countries of the region is generally modest (see Figure
2.4). These gaps are not only evident between the region and other countries but also within the
countries themselves, with notable differences existing between access to education at different
socioeconomic levels and in different subregions, not to mention the significant challenges that
remain in terms of the quality and availability of services. As an example, Figure 2.9 shows the
availability of doctors. A similar result is obtained in the case of nurses and midwives.

Cash transfers have been one of the mechanisms most often employed in the region to transfer
resources to the population in the lower deciles. The analysis in Figure 210 shows that, in general,
these programs have been successful at targeting these deciles and considerably increasing their
income. For households in the first decile, cash transfers represent a net income benefit of 75% in
El Salvador; 25% in Mexico; and 40% in Costa Rica.

Meanwhile, the experience of other countries has shown that some of these resources actually go
to people outside the target group, such as the non-vulnerable population. According to lzquierdo
et al. (2018)8, inefficiencies in spending on payroll and targeted transfers in LAC countries amount
to around 3.2% of GDP.

6 Analysis available at https:/flagships.iadb.org/en/DIA2018/Better-Spending-for-Better-Lives

Figure 2.8. Public expenditure on health as a percentage _ . .
of GDP Figure 2.9. Doctors per 10,000 inhabitants
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Figure 2.10. Distribution of tax paid and public
spending received by spending
component: cash transfers
(in order: El Salvador, Costa Rica, and Mexico)

In some countries of the region, two thirds of workers are
employed in the informal economy, which represents a
challenge in terms of both tax collection and the provision
of government support within the framework of a negative
impact suffered by the population.
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Similarly, Figure 2.13 shows the high proportion of non-vulnerable informal households there are in
the countries of the region. For example, in El Salvador and Mexico around 40% of non-vulnerable
workers are informal. In Panama, the richest economy, close to 20% of non-vulnerable workers
are informal.

In order to expand the social protection network and encourage people to formalize their
employment status, it has been proposed (see Levy, 2008; and Antdn, Hernandez, and Levy, 2012)
that there be a shift from the current protection scheme linked to employment status towards one
that provides coverage for risks not associated with salaried work, financed through mechanisms
that apply generally rather than to formal employment alone. According to Levy (2020), a specific
example could be the risk of getting sick, which is a general risk among the population that is
not linked to a person’s status in the labor market (i.e., whether he or she is a formal employee,
informal employee or self-employed) and could therefore be financed by a general tax. On the
other hand, those risks inherent to holding a salaried job should be financed by charging an

30% of amount proportional to the employee’s salary. Consider, for example, the risk of dismissal, for
non-vulnerable which resources need to be found to pay for unemployment insurance. Furthermore, financing
workers in the mechanisms that generate positive externalities (such as taxes on pollution or on products with

CAPARD region are . . . .
employed ir?the associated health risks) could also be evaluated. According to this author, such a reform would

informal sector allow for a transition to a less distorted fiscal framework and would lead to a social security system
that is more universal in terms of population and risks (covering risks such as work incapacity,
death, illness, and so on), one which would reduce the burden on formal workers due to its being
financed from generalized sources rather than from worker-employer contributions associated
with employment. At the same time, it would also be vital to limit incentives to informality and to
ensure broader and more effective tax collection.

Next, a counterfactual exercise was carried out to determine how the tax paid on workers’ wages
and salaries would be distributed if informal workers also paid.” For this purpose, the gross labor
income of informal individuals was taken to be the income they declare directly in the surveys,
after which income tax was applied to the corresponding earnings according to their income

7 Remember that ‘informal worker’ is someone who describes themselves as a subordinate worker and who pays nothing into the
social security system.

Figure 2.12. Distribution of tax paid and public spending Figure 2.13. Percentage of non-vulnerable
received by sector (formal/informal) informal workers.
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level. On the basis of this exercise, we assess how much greater employee income tax revenue
would be if there were no informality. The results are presented by means of concentration curves,
where the cumulative income tax paid by the formal sector is shown for each percentile of income
distribution. Thus, the concentration curve of the formal sector of the economy reaches 100% in
the 100th percentile and the other curves reach the corresponding level as a proportion of this.
Case 1 is the tax revenue collected from formal workers only. Case 2 is the hypothetical revenue
that would be collected if informal workers paid tax. Lastly, Case 3 is the hypothetical tax revenue
collected assuming that non-vulnerable informal households pay income tax.

In the case of Mexico (Figure 214), if income tax were also levied on people in the informal

economy, income tax revenue would be 47% higher; however, if this were only applicable to those :Z\C/z?ueetfar);m
non-vulnerable individuals in the informal sector (practically the three highest income deciles of workers would
the entire population), income tax revenue would be around 25% higher, which would suggest increase by up to
that taxing the non-vulnerable informal sector offers significant revenue potential. In the case 30%

of El Salvador (Figure 2.15), if income tax were also collected from the entire informal economy, if non-vulnerable
revenue would be 40% higher, whereas if this only affected the non-vulnerable population, revenue ;:%r?:al workers

would be 35% higher. It should be noted that the difference between Case 2 and Case 3 is more
marked in Mexico than it is in El Salvador. This is due to the fact that in Mexico, at progressive
rates all income levels are eligible to pay income tax, which means that when those in the informal
economy are taxed, the Case 2 curve diverges from the Case 7 curve from the outset, which is not
the case in either El Salvador or Costa Rica, as will be shown later below.

Figure 2.14. Concentration curve of personal Figure 2.15. Concentration curve of personal
income tax in Mexico income tax in El Salvador
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In Costa Rica, a large share of tax revenues comes from social security contributions. Hence, the
effect that informality has on revenues is much greater when these contributions are considered
than when income tax is considered. Indeed, in Costa Rica, the threshold for paying income tax
is an amount that affects mostly households in the formal labor market, as they are the ones that
usually earn above it (see Appendix 2.1). According to the household survey data, individuals
who earn enough to pay income tax but do not pay it because they are employed in the informal
sector represent only about 1.5% of the total, so revenue remains practically unchanged when this
factor is taken into account (see Figure 2.16). In terms of contributions, it is clear that while Costa
Rica has achieved outstanding formality rates compared to the rest of the region, the informal
economy still provides considerable room for increasing revenues.

In particular,
contribution payments

if they were collected from This section calculates the counterfactual of how much the

those in the informal economy, marginal tax burden of non-vulnerable households would

and by a further have to be increased in order to lower the Gini index by 10% in

if they were collected two cases: (1) if the tax were levied on all households, i.e., both

_from the non-vulnerak_JIe formal and informal (see Figure 2.18), and (2) if it only applied
informal sector (see Figure 2.17). i )

to formal households (see Figure 2.19). The calculations follow

Figure 2.16. Concentration curve of personal Figure 2.17. Concentration curve of social security
income tax in Costa Rica contributions in Costa Rica
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the methodology proposed in Ravallion (2009) (see Appendix 2.2). As can be seen in
Figures 218 and 219, if only the formal sector rather than the entire economy were taxed,
the marginal tax rate would need to be three times higher to reduce the Gini index by 10%.
Charging only the formal sector to reduce inequality would severely punish it and create
major distortions in investment in human and physical capital, in addition to the associated
considerations regarding the fairness of the social contract. The resources thus obtained
could be channeled to the poorest through greater public investment in human capital, as
shown previously.

Meanwhile, these estimates are consistent with Ravallion (2009) in that the poorest countries
require much higher tax rates than the richest countries in order to achieve similar levels of
redistribution, due to the lower levels of per capita income.

In sum, the informal economy, particularly with regard to non-vulnerable households, poses
significant challenges to ensuring higher tax revenues, greater fiscal fairness, and improved

human capital in the lower income deciles. Formalizing the
non-vulnerable

At the same time, it is important to stress that this analysis does not seek to identify which would reduce
taxes are required, which groups they should be applied to or where there is more room for

, , , , 1€ , the rate of
increasing tax revenues, but instead provides an additional tool for assessing the challenge . .
. o . . , L . . . inequality
posed by informality, with special emphasis on informality in the higher income deciles.
by 10% by

increasing tax on
earnings by 10%

Figure 2.18. Percentage increase required in the marginal Figure 2.19. Percentage increase required in the marginal
tax burden of non-vulnerable households in tax burden of non-vulnerable formal
order to reduce the Gini by 10%. households in order to reduce the Gini by 10%.
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The results of measuring the net tax benefit of households in El Salvador, Mexico, and Costa
Rica show that before spending on education and healthcare is taken into account, all vulnerable
households in Mexico and El Salvador pay more in than they get back, which is also true for half of
El Salvador’s poor households. When spending on education and healthcare is included, we see
a substantial improvement in the effect fiscal policies have on vulnerable households. However, in
the case of Costa Rica, we find that since the tax authorities have additional sources of revenue,
all vulnerable households are net beneficiaries, even when education and healthcare are excluded.
The significant burden of employer contributions and income tax brackets play a role in this, and
their effects require further studly.

Meanwhile, cash transfers are the single most important spending item in terms of increasing the
net benefit in the lowest income decile.

While healthcare and education make vulnerable households net recipients on average, the
distinction between households that have formal sources of income and those that do not
needs to be taken into account. Once this distinction is made, the estimates reveal there to be a
disproportionate burden on the formal sector, particularly among the non-vulnerable population,
which may significantly affect the incentives to contribute to social protection systems and
thereby make it difficult to directly finance both education and health services and to collect tax
revenues in general, which are needed to meet all of the other obligations of the state.

The counterfactual of how much extra income tax revenue would be collected if the informal
sector were to pay it—as well as an alternative calculation estimating what would happen if only
the non-vulnerable informal sector did so—shows that an important source of tax revenue and
fiscal fairness exists.

Lastly, the results show that reducing inequality by increasing the income tax rate
means targeting the informal sector in a way that

The present analysis provides a number of important insights into public policy. On the one hand, in
terms of redistribution, using public spending on education and healthcare is an effective strategy.
However, it is important that the coverage of these systems goes hand in hand with improved
quality as there are lags in this regard. At the same time, it is important to implement policies to
encourage greater formalization of the economy, focusing particularly on fiscal fairness in the
non-vulnerable informal sector. To achieve this, changes to the social protection system aimed at
reducing the costs of formality and expanding the protection system could be considered (Levy,
2008), as well as efforts to make tax collection more efficient, placing particular emphasis on
the non-vulnerable informal sector. The use of technology and data intelligence could make a
substantial contribution to the latter.
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Details of methodology used
in the measurements of each country

Households are estimated to pay 13% of their current cash spending on VAT. Data on current cash
spending is explicitly reported in the 2018 Multipurpose Household Survey (EHPM, 2018).

Social security contributions are taken to be those paid by the employee. Based on the report
(OECD, IDB, and CIAT, 2016), these contributions are estimated to be 7.7% of an employee’s salary.
This calculation only applies to those employed in the formal sector.

With respect to income tax, the formally employed are deemed to pay taxes as per the table
below. For formal self-employed workers, a 25% tax is included as corporate income tax. The
percentage of self-employed persons paying taxes associated with each percentile is taken as the
formality rate among the self-employed. In other words, if a self-employed person is in the 80th
percentile, the likelihood of his or her being formal is assumed to be the percentage of formal
employers that employees in the 80th percentile report in the survey. Furthermore, an additional
10% capital gains tax (stock dividends and interest) is included.

Income bracket (dollars) Variable income tax amount

Less than 487.7 0 0
487.8 to 642.86 10% on income over 487.6 17.48
642.87 to 915.82 10% on income over 642.86 32.7
915.83 to 2,058.68 20% on income over 915.4 60.0
More than 2,058.68 30% on income over 2,058.68 288.57

Education spending was calculated based on UNESCO data, according to which the education
budget represents 3.6% of GDP, equivalent to 21.6% of all revenue from VAT and taxes on earnings.
Thus, the total amount spent on education is calculated to be 21.6% of all estimated taxes, which
is distributed among public school students as follows: 57% primary education, 34% secondary,
and 9% tertiary (UNESCO).

Spending on healthcare is calculated to be 27.6% of all revenue from VAT and taxes on earnings.
The figure of 27.6% is based on WHO data, according to which the government spends 4.6% of
GDP on healthcare. The distribution of this expenditure is determined based on the share of the
budget that each type of coverage represents. Specifically, according to the official budgets,
57.56% of healthcare spending is allocated to the ISSS (Salvadoran Institute of Social Security)
system, 3.3% to the Bienestar Magisterial (teachers’ welfare) system, and 3914% to those with
no health insurance. As categories such as “Hospital Militar” (Military Hospital), “Colectivo”
(Collective), and so on represent less than 0.5% of the sample, they are simply allocated
the ISSS budget.

MACROECONOMIC REPORT 2020



FORMALIZATION AND PUBLIC SPENDING

Government transfers include the cash transfers that households report having received and
non-contributory pensions. In addition, households state whether or not they receive water,
electricity, and gas subsidies. According to the report (Tornarolli and Vazquez, 2012), spending
on the water consumption subsidy is split 8.2%, 15.3%, 20%, 25.5%, and 31.1% among each quintile
in ascending order. This spending averages approximately US$4.5 per person. The electricity
subsidy is US$3-4 per household, depending on the household’s electricity usage. Since most
households’ electricity consumption qualifies them for the 4-dollar subsidy, we assume that only
the lowest quintile receives 3 dollars. Lastly, the gas subsidy is 6 dollars per household.

VAT is estimated to account for 16% of households’ current cash spending, excluding spending on
housing, food, and medicines. The information on current cash spending is explicitly reported in
the 2018 National Survey of Household Income and Expenditure (ENIGH, 2018).

Social security contributions are taken to be those paid by the employee. Based on the report
(OECD, IDB, and CIAT, 2016), these contributions are estimated to be 2% of an employee’s salary.
This calculation only applies to those employed in the formal sector.

With respect to income tax, the formally® employed are deemed to pay as per the table below.
For formal self-employed workers, a 30% tax is included as corporate income tax. The formality
rate of self-employed workers in each percentile is assumed to be the same as the formality
rate of employees in that percentile. Furthermore, an additional 10% tax on capital gains (stock
dividends and interest) is included. The latter are calculated based on information on the sale of
shares and withdrawal of funds by households, considering the real yield of the financial market
in Mexico in 2018 (2.81%).

Education spending was calculated based on UNESCO data, according to which the education
budget represents 4.9% of GDP, equivalent to 38.8% of all revenue from VAT and taxes on earnings.

Income bracket (pesos) Variable income tax amount

Less than 490.07 1.92% of income O
490.08 to 4,910.18 6.4% on income over 490.07 nn
4,910.19 to 8,629.2 10.88% on income over 4,910.18 288.33
8,629.3 to 10,031.07 16% on income over 8,629.2 692.96
10,031.08 to 12,009.94 17.92% on income over 10,031.07 917.26
12,009.95 to 24,222.31 21.36% on income over 12,009.94 1,271.87
24,222.32 to 38,177.69 23.52% on income over 24,222.31 3,880.44
38,177.70 to 72,887.50 30% on income over 38,177.69 7162.74
72,887.51to 97,183.33 32% on income over 72,887.50 17,575.69
97,183.34 to 291,550.00 34% on income over 97,183.33 25,350.35
More than 291,550.00 35% on income over 291,550.00 91,435.02

8 In the case of those individuals who charge on a fees-for-service basis, they may pay into the social security system yet not pay income tax. However,
according to data from the National Survey of Occupation and Employment (ENOE) for the first quarter of 2019, this corresponds to less than 1% of workers.
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Thus, the total amount spent on education is calculated to be 38.8% of all estimated taxes, which
is distributed among public school students. The share of resources allocated is based on the
report of the Ministry of Finance and Public Credit (SHCP, 2020), which includes a per-pupil
spending of 19,300, 17,600, 27,000, 36,900, and 82,700 for preschool, primary, secondary, high
school, and tertiary education, respectively.

Healthcare is reported in the survey by means of variables that indicate the amount received in
primary and hospital care.

Government transfers include the cash transfers that households report having received and non-
contributory pensions.

Households are deemed to pay 13% of their overall current cash spending in General Sales Tax,
and a rate of 5% is applied for electricity consumption. The tax is not payable on food and
medicine. The information on current cash spending is explicitly reported in the 2018 National
Survey of Household Income and Expenditure (ENIGH, 2018). As the data on income is taken from
the National Household Survey (ENAHO, 2018), average VAT is calculated for each decile in the
ENIGH and applied to each decile of the ENAHO.

Social security contributions are taken to be those paid by the employee. Based on the contribution
calculator of the Costa Rican Social Security Fund, we apply a rate of 10.5% for employee
contributions. However, those employees who earn less than the minimum contribution threshold
(275,000 colones) pay 10.5% of 275,000. This calculation only applies to those employed in the
formal sector.

With respect to income tax, the formally employed are deemed to pay taxes as per the table
below. For formal self-employed workers, a 25% tax is included as corporate income tax.

Education spending was calculated based on information from UNESCO, which indicates that
the education budget represents 7% of GDP, equivalent to 62.7% of all revenue from general

Income bracket (colones) Variable income tax amount

Less than 840,000 O 0
840,001t0 1,233,000 10% on income over 840,000 0
1,233,001 to 2,163,000 15% on income over 1,233,000 39,300
2,163,001 to 4,325,000 20% on income over 2,163,000 178,800
More than 4,325,000 25% on income over 4,325,000 611,200
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sales taxes and taxes on earnings. Thus, the total amount spent on education is calculated to be
62.7% of estimated taxes and is distributed among public school students as follows: 29% primary
education, 48% secondary, and 23% tertiary (UNESCO).

Total spending on healthcare is calculated to be 48% of the revenue from general sales taxes and
taxes on earnings. The figure of 48% is based on WHO data, according to which the government
spends 5.4% of GDP on healthcare. We use a uniform distribution of this expenditure, given Costa
Rica’s universal insurance scheme.

Government transfers include the cash transfers that households report having received and non-
contributory pensions.
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2.2 Calculation of tax required
based on Ravallion (2009)

We assume a hypothetical redistributive model in which a household’s per capita income over
and above the vulnerability threshold is taxed a percentage 7. The proceeds are redistributed
by means of a progressive transfer equal to a percentage R of the difference between the per
capita income of poor households and the poverty line. If the revenue is enough to close that gap
entirely, i.e., R >100%, R—100% of the gap between households and the vulnerability threshold
starts being transferred. The tax T required to finance Ris calculated according to the following
formula:

P v N -1
7=|min(R,1) » (¥p —y:i) + max(R —1,0) |p(y» = ¥p) + O = ¥i) [ i — yv)]

In the above formula, Y, is the income of an individual who is on the poverty line and y,, the
income of an individual who is at the threshold of vulnerability. Thus, income vector ¥ becomes V¥’
if R<100% or Y”otherwise. Note that R=7 eliminates poverty and R =2 eliminates vulnerability.

1 Y1+ R = 1) e ()
Y, Y2+ R(% = ¥5) Yo+ (R - ?)(yu )
Yp-1 Yp-1+ R(¥p = Yp-1) ¥p + (B =D =)
J Yo Yo+ R =13 = ¥p)
ol
Y = p& LY = yp§+1 Y= Vet + (R - %)(yv = Ypi1)
y B 8
;}vl y;—l Yo-1+ R =D — Yv-1)
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Yv+1 — — "
: Yv+1 T(:YU+1 y‘V) Yo+1 — T(yv+1 - yv)
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- YN-1 B TO’N—_l Yv) YN-1—T(Yn-1— W)
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In this exercise, we sought to find an R for each country that would reduce the Gini index by 10%
and reported the tax 7 required for this to occur.

If we assume that only formal households are taxed, and F; is the binary variable to indicate
whether household 7 is formal or not:

p

7 = | min(R, I)Z(yp — yi) + max(R —1,0) p(y,, — yp) + Z O — Y1)

=1

Y1
y'z
Yp-1
Yp
Yp+1
Yv-1
Yo
Yv+1

YN-1
YN
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1. Introduction

Recent events in various Latin American countries and around the world have shown that strong social
polarization on ideological, economic, or faith-based grounds can lead to conflict, in turn inhibiting
economic growth and development. In particular, a number of cases in South America have attracted
international attention, including those of Bolivia, Ecuador, Colombia, and Chile. These conflicts have
manifested themselves in the form of civil protest, which on many occasions has resulted in violent clashes,

property damage, and a general breakdown in public order.

The countries of the region that comprises Mexico and the Central American isthmus are no exception.
Unfortunately, there have been emerging signs of conflict in these countries in recent years. For example:

In 2019 Honduras saw violent
demonstrations against

a proposed reform of its
health and education systems,
demonstrations that were
eventually disbanded.

il

In 2015, a corruption scandal in
Guatemala triggered mass student
protests, which subsequently
abated after a number of
politicians were put in jail

and the election of a political
outsider as president.

In January 2017 in Mexico,
protests and looting of
businesses erupted in the
wake of a 20% hike in
gasoline prices.

Between 2016 and 2019, major
demonstrations took place in
Costa Rica in response to
proposed reforms to taxation
and employment in the
public sector.

Changes made to the pension
system in Nicaragua in 2018 led
to student protests that left many
dead and the opposition calling for
an early election, which

never materialized.
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Various studies have indicated that one of the most important factors underlying the existence of conflicts
within societies is the level of polarization (see Esteban and Ray, 2011, 2012; Reynal-Querol, 2002a).
Therefore, and given the emerging signs of conflict, it is important to assess the levels of polarization in
the countries of the region comprising Mexico, Central America, Panama, and the Dominican Republic
(henceforth referred to as MECAPARD). We are not aware of any polarization measurements for these
countries. ‘Polarization’ is understood to mean a situation where tensions exist between certain groups
within a society, thereby creating a potential for conflict that expresses itself to varying degrees in the
form of protests, unrest, and in the most extreme cases, civil war. Those who belong to these groups
identify with one another based on specific characteristics, such as social class, ideology, religion,
ethnicity, and so forth, while at the same time setting themselves apart from other groups. Polarization is
thought to be greater when the groups are relatively similar in size. Intuitively, this occurs because if one
group is much larger than the other, the difference between them diminishes the potential for conflict.
Similarly, polarization is thought to be greater when the gap between groups is more marked. If the gap
is calculated on the basis of each group’s income, we get a measure of what is commonly referred to as
“horizontal inequality.”.

Initially, the underlying factor in any conflict was thought to be the income inequality
between individuals; however, there is now evidence (Hillesund et al., 2018)
to show that the real driving force behind such conflict is the inequality
between different groups within a society (horizontal inequality).
Recent studies (Wang et al., 2017, 2018) have shown that, rather than inequality,
what has a greater negative impact on respect for private property, mental health,
and economic growth is polarization.

The literature (see Reynal-Querol, 2002a, 2002b, 2005) has shown that the ability to mitigate the risk of
conflict depends more on the level of inclusiveness and representativeness of a political system than on
the existence of democracy per se. The intuition of this is that in inclusive political systems the various
groups that comprise their populations manage to get at least some of their agenda incorporated into
public policy, thereby raising the opportunity cost of triggering a conflict in order to achieve their goals.
For this reason, the end of the chapter includes a discussion on institutional aspects of the inclusiveness
of the region’s political system.

Below we present a series of indicators of polarization both by income level and by geographical area of
residence (i.e., urban or rural) for the Dominican Republic, Mexico, Panama, and the countries of Central
America. These two facets of polarization are included because they represent two particularly relevant
features of the region:

. and the significant
the_ high Ie_vel o Q o proportion of the which and 45%
of mequallty m h‘l m population averages in the countries of the
(see Chapter 1 for residing in 0 Northern Triangle
an international g 37 /0 in the (El Salvador, Guatemala,
comparison) rural areas MECAPARD region and Honduras).
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The income polarization index is calculated using the methodology of Duclos et al. (2004). The calculations
are based on the available income surveys for the countries from 1995 on. This allows us to estimate a
series of historical data for each. The results also allow us to compare the level for any given year against
European countries for which estimates already exist.

To calculate the polarization index by area of residence (i.e., rural or urban), we
use the polarization index of Esteban and Ray (1994). Details on the methodology
used for calculating both measures of polarization can be found in Eggers and
Lopez-Marmolejo (2020), along with estimates based on other social characteristics
for the region.

Income polarization arises when a clustering or grouping of significant numbers of individuals with similar
income levels exists within the income distribution. The polarization is greater the larger the clusters
and the greater the distance between them. Figure 3.1 shows the evolution of the index by country. The
results indicate that countries of the MECAPARD region have experienced a slight decrease in income

Polarization in polarization. In the cases of El Salvador, the Dominican Republic, and to a lesser extent, Panama, Mexico

the region is and Guatemala, the trend is encouraging.

50%

higher Nevertheless, the levels in MECAPARD countries are still some way off those of OECD (Organization for
than in Europe Economic Co-operation and Development) countries, as can be seen in the graph below:

Figure 3.1. Polarization index by income level: Figure 3.2. Polarization index by income level:
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NOR SWE DEU FRA SPA LVA SLV DOM NIC CRI PAN GTM MEX HND

2017) for European countries and own calculations for Mexico,
Costa Rica . Guatemala . Honduras M. Mexico nd the Dominican Republic.
\ with an alpha of 0.5. tion for all countries
My Nicaragua . El Salvador Panama Dominican R. year 2 f the countries in the g b n, rmany,
, Latvia Sa Dominican Republic, Nic a, Co Rica, Panama
S n calculatio G exico, and Honduras.
Note: of Duclos et al. (2004) with an alpha of 0.5.
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The polarization between rural and urban groups presents a slight downward trend in some countries
of the region (though this is not uniform), while in others, there have been no significant changes in
this regard for the last ten years. Particularly notable is the reduction in El Salvador (see Figure 3.3).

It is important to bear in mind that the population of urban areas has increased while that of rural
areas has decreased. It is clear that the population in urban areas has come to constitute the majority
in all countries of the region, though by a narrow margin in some. If this pattern continues, the level
of polarization may well tend to decrease over time. However, the proportion of people living in rural
areas within the region remains high. Moreover, the income difference between these two groups is
substantial. These two factors contribute to ensuring a high level of polarization according to this index.
Table 3.1 shows the proportion of people in each country who live in urban areas. It is worth noting
that countries where the percentage of

people living in rural and urban areas

is similar (such as Honduras, Panama, Urban population as a

and Guatemala) have higher levels of percentage of the total
geographic polarization.
| country | 2006 [ 2018 _
Costa Rica 39.6 69.0
Dominican Rep. 68.5 73.6
Guatemala 38.4 59.5
Honduras 52.2 53.3
Mexico 61.4 60.5
Nicaragua* 477 80.3
Panama 54.3 53.2
El Salvador 48.9 51.6

Figure 3.3. Geographic polarization index:

urban and rural areas

Costa Rica M Guatemala M Honduras M\ Mexico

M\ Nicaragua M. El Salvador Panama Dominican R.

Source calculations.
Note: Estimation based on the index of Esteban and Ra
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Besides polarization itself, it is important to consider the institutional aspects that influence how this
translates into conflict. As mentioned in the introduction to this chapter, government institutions
that are more inclusive and representative of different social groups tend to mitigate the adverse
effects of polarization on political and social stability. Specifically, inclusive government institutions are
considered to be those that give a voice within the political system to groups and ideas that are not in
the majority. However, there is a gap between the region and more developed countries with respect
to the level of inclusiveness of public institutions. As regards equality of political power by social group,

T:e CO{”‘t”eS Ef the countries in the region are lagging behind compared to the rest of the world (ranking 55th or
fo;;f%'g; ran lower out of a total of 163 countries), with the exception of Costa Rica, which ranks tenth in the world.
50th in Several countries rank even lower than 120th (see Figure 3.4). An analysis of whether political power is
the world distributed according to people’s economic status also shows the region to be lagging behind: Mexico
in terms of equal isin 49th place, while several countries of the region rank lower than 110th (see Figure 3.5). The highest-
distribution of ranking country in Latin America is Uruguay.

political power,

with several

countries ranking

below 110th

Figure 3.4. World ranking in equality of political power by social group

Uruguay 0 al Pr s Index (o)}
of Democracy
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Figure 3.5. World ranking in equality of political power
by socioeconomic position
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With regard to the political inclusion of social
minority groups, the Othering and Belonging
Institute estimates that

One way to promote the inclusion of ethnic minorities in public
policy making is to introduce laws to facilitate their presence
in national legislatures. In this regard, Figure 3.6 shows that
the percentage of countries in the Americas (rather than just
the Central American isthmus, for which data are not publicly
available) that have such laws is very low, and far below the
worldwide average.

Similarly, we see that the presence of representatives of ethnic
minorities in the national legislatures of the region is very low,
their holding an average of barely 4% of the total number of seats
in those of Mexico and the countries of the Central American
isthmus. This is despite the fact that in several countries the
number of political parties in the national legislature is very
large, which would suggest that ethnic minorities are not gaining
access to public decision-making through that channel. The low
level of ethnic diversity within the national legislatures of the
region stands in stark contrast to the percentage that ethnic
minorities represent of the total population of Mexico and the
Central American isthmus, where they account for an average of
14% of the population. Figure 3.7 shows a comparison between
the percentage of national legislature seats held by members
of ethnic minorities and the percentage of the total population
that such groups comprise. The 45-degree line indicates perfect
representation, ie., the point where the percentage of seats
held by ethnic minorities in the national legislature is equal to
the proportion of the population they represent. Most countries
fall clearly below this line, meaning their ethnic minorities are
underrepresented.

The low participation rate of women in the region’s legislatures is
also notable. Only in Costa Rica, Nicaragua and Mexico do women
get anywhere close to holding 50% of the seats in the national
legislature, whereas in other countries of the region, the figure is
around 20% (see Figure 3.8), the MECAPARD average being 30%
and the Northern Triangle average being 24%.

According to the literature
(Reynal-Querol, 2002b), the most
inclusive and least conflictive ~ Inmost countries of the
region, women hold fewer than
30% of congressional seats.
The percentage of minorities in
national legislatures is 66%
below the percentage of the
population they represent.

Figure 3.6. Percentage of countries with legislation
to facilitate the presence of minorities
in national legislatures by region

The Americas Worldwide
BN I Yes

Source: UNDP 2010

Figure 3.7. Distribution of national legislature
seats held by ethnic minorities
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Figure 3.8. Distribution of national legislature
seats held by women
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Figure 3.9. Political system by region form of political organization is the parliamentary system, as opposed to
the predominant one in MECAPARD countries, the presidential system (see
Figure 3.9). The intuition of the above is that in parliamentary democracies,
groups unable to attain a majority enjoy a certain degree of representation
and influence that allows them to sway policy to such an extent that their
support is needed in order to form a government. However, in presidential
systems, groups unable to achieve a majority have less chance of seeing their
interests reflected in policy, and therefore have a greater incentive to pursue
their agenda outside the formal institutional system, which can ultimately
lead to riots and clashes. Some systems lie somewhere between the two, for
example those in which Congress exercises a significant role in the policy
implementation process;? and in which there is not only legislation in place
to increase the political representation of minorities but also mechanisms to
strengthen the institutionality and independence of political parties without
MECAPARD OECD restricting political involvement.

- Parliamentary - Presidential

In sum, the institutional structure of the region that is characterized by
limited inclusiveness in public policy decision-making could restrict the
region’s ability to avert any potential conflicts that might result from the
high level of polarization.

Source

9 However, no such classification is available for the countries of the region.

As has occurred in a number of Latin American countries, social protest can quickly degenerate into
violent acts that drastically undermine political and social stability. These conflicts are often associated
with high levels of polarization.

Compared to other countries around the world, particularly those of the OECD, income polarization
in the countries of the MECAPARD region is estimated to be high. At the same time, the polarization
between urban and rural populations has remained unchanged in several countries of the region for the
last decade.

The advent of the COVID-19 pandemic could increase polarization even further. As seen in Chapter 1,

It is also important to consider
the changes in the size of the various groups.

A number of studies have shown that one very important factor in mitigating the potential for conflict
that partly results from polarization is the degree of inclusiveness of the system of government. Several
of the indicators discussed in this chapter suggest that the level of inclusiveness in the MECAPARD
region is somewhat limited. There is an imbalance with respect to the equality of political power of the
various social groups and the representation of minorities within the legislature, which impairs their ability
to influence public policy decisions. The low levels of participation of ethnic minorities in the region’s
legislative systems are notable, and in several countries this is also true for women. It would therefore
be useful to explore how the system of government could be made more inclusive, and thereby help
further the development of the range of social groups and minorities, and thus reduce the threat of
social conflict.
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Appendix 3.1

Income polarization (0=0.5)

. Costa Dominican El . |
Republic mm

1995 0.264 0.303 0.297 . 0.308 . . 0.315

1996 0.27 0.288 0.329 . 0.315 0.303 . . 0.306
1997 0.272 0.28 0.287 . 0.308 . . 0.322

1998 0.269 . 0.292 . 0.298 0.307 0.307 0.316 0.311
1999 0.273 . 0.28 . 0.298 . . 0.316

2000 0.275 0.299 0.279 . . 0.293 . 0.318 0.3
2001 0.29 0.297 0.283 . 0.322 . 0.348 0.314

2002 0.289 0.294 0.28 0.316 0.347 0.288 . 0.316

2003 0.283 0.292 0.288 0.309 0.323 . . 0.314 0.307
2004 0.279 0.291 0.273 0.296 0.328 0.298 . 0.31

2005 0.271 0.292 0.273 . 0.331 . 0.304 0.309

2006 0.277 0.294 0.263 . 0.330 0.296 . 0.313 0.292
2007 0.281 0.281 0.265 . 0.312 . . 0.303

2008 0.278 0.276 0.265 . 0.306 0.299 . 0.298

2009 0.288 0.274 0.266 . 0.293 . 0.276 0.297 0.273
2010 0.288 0.271 0.259 0.309 0.304 0.288 0.267 0.291

201 0.294 0.271 0.251 0.306 0.31 . 0.264 0.288 0.292
2012 0.286 0.262 0.252 0.297 0.321 0.299 0.264 0.289

2013 0.289 0.265 0.257 0.289 0.305 . . 0.291 0.286
2014 0.288 0.264 0.255 0.292 . 0.291 0.279 0.282

2015 0.286 0.262 0.248 0.279 0.287 . . 0.284 0.279
2016 0.289 0.263 0.246 0.284 0.287 0.282 . 0.278

2017 0.286 0.252 0.243 0.281 0.294 . . 0.282 0.281
2018 . 0.248 0.241 0.280 0.298 0.272 . 0.286
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Polarization by geographic area: urban and rural

Costa Dominican
Republic Mm

1995 0.131 0.225 . 0.165 . . 0.299

1996 0.129 0 0.225 . 0.207 0.231 . . 0.159
1997 0.128 0.125 0.312 . 0.188 . . 0.264

1998 0.128 . 0.271 . 0.175 0.248 0.191 0.275 0.166
1999 0.123 . 0.274 . 0.188 . . 0.274

2000 0.15 0.144 0.282 . . 0.229 . 0.276 0.182
2001 0.139 0.127 0.261 . 0.269 . 0.245 0.282

2002 0.135 0.133 0.26 0.288 0.296 0.191

2003 0.147 0.103 0.224 0.247 0.273 . . 0.270 0.15

2004 0.15 0.136 0.2 0.123 0.243 0.163 . 0.264

2005 0.132 0.115 0.206 . 0.264 . 0.224 0.256

2006 0.13 on7z 0.205 . 0.196 0.189 . 0.258 0.114
2007 0.138 013 0.221 . 0.23 . . 0.240

2008 0.123 0.145 0.216 . 0.205 0.180 . 0.242

2009 0.141 0.14 0.226 . 0.227 . . 0.245 0.126
2010 0.137 0.126 0.215 0.214 0.223 0.175 0.151 0.255

2011 0.164 0.122 0.199 0.181 0.164 . 0.123 0.224 0.068
2012 0.157 0.128 0.200 0.18 0.19 0.200 0.123 0.247

2013 0.164 0.134 0.203 0.161 0.209 . . 0.230 0.077
2014 0.156 0.122 0.189 0.206 0.21 0.170 0.121 0.233

2015 0.115 0.122 0.163 0.153 0.179 . . 0.238 0.084
2016 0.133 0.107 0.173 0.186 0.199 0.188 . 0.232

2017 0.119 0.076 0.158 0.205 0.223 . . 0.218 0.066
2018 0.120 0.080 0.158 0.212 0.245 0.154 . 0.228
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CHAPTER 4

Public Perceptions
in the Context
of a Pandemic

Melanie Laloum and Jordi Prat

In addition to assessing the evolution of diverse inequality indicators, it is important to ascertain the
public’s perception in this regard; therefore, this chapter attempts to juxtapose these two elements. It also
describes how the COVID-19 outbreak has changed people’s perceptions and priorities in the CAPARD
region, a topic discussed in the second part of the chapter. More specifically, changes in public opinion are
measured on the basis of opinion polls and comments on social media in three different months in 2020:
January, May, and September. Monthly data can constitute an innovative tool with which to assess which
public policies might be most appreciated by a society, particularly in the context of a crisis.

Perceptionandreality inthe CAPARD region before the pandemic

Inequality

Despite relatively high Gini inequality coefficients in CAPARD, in most countries of the region people
have a relatively weaker feeling of inequality than they do in other Latin American countries. A
cross-country comparison (see Figure 4.1) reveals that a higher Gini index is not necessarily mirrored in a
stronger sense of injustice. In fact, the countries with the highest Gini coefficients (Guatemala, Nicaragua,
and Honduras) showed the weakest perception of injustice. Meanwhile El Salvador, which has the lowest
Gini coefficient in CAPARD, had the highest level of perceived inequality. In 2018, almost all countries in
the CAPARD region (except the Dominican Republic and El Salvador) had a Gini index above the regional
median (of 46.3), yet in those same countries the distribution of income is perceived as unfair according
to 55-80% of the respondents, which is lower than the LAC median of 80% of respondents. In Brazil and
Colombia, people had a much stronger sense of unfairness with respect to the distribution of income,
despite those countries’ similar or higher Gini coefficients. At the same time, in 2018 El Salvador had one
of the lowest Gini coefficients in LAC, yet one of the highest levels of perceived inequality (around 90%),
which is very similar to what was found in Argentina and Chile. The Dominican Republic, which lies right
in the middle, had a Gini index of 46.3 and 80% of respondents reporting a feeling of unfair distribution.

In recent years, the countries of the CAPARD region have experienced an improvement in the
distribution of income that has not been reflected in a reduction in perceived inequality. Figure 4.2
shows that between 2010 and 2018 almost all LAC countries experienced a fall in their inequality index
as measured by the Gini coefficient. Only in Brazil and Costa Rica did the Gini remain unchanged, while
in Nicaragua there was a significant improvement (+7.4 points). However, over time there have been a
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number of incongruities between the evolution of the Gini coefficient and the evolution of perceived
inequality. These contradictions are to be found in most LAC countries, but particularly in Panama and El
Salvador. The increase in the proportion of people who felt that the income distribution was unfair was
particularly marked in Panama (+16 percentage points) and El Salvador (+13 percentage points), even
though the Gini index of both countries fell (-2.1 and -71 points, respectively). Costa Rica’s Gini coefficient
remained stable, but perceived inequality increased by 7 points. The Dominican Republic and Guatemala
are the only CAPARD countries that experienced both an improvement in their income distribution (i.e., a
fall in the Gini coefficient) and a decrease in perceived inequality.

Unemployment

Concern over unemployment seems to be more closely linked to job insecurity than to the
unemployment rate. In 2018, Costa Rica and Honduras had one of the highest unemployment rates in
LAC, yet public concern over unemployment there was among the lowest (see Figure 4.3). Furthermore,
the unemployment rates among the citizens of El Salvador, the Dominican Republic, and Nicaragua were
below the regional median, yet the percentage of people concerned about unemployment was higher. This
incongruity between concern over unemployment and the unemployment rate seems to be associated
with the precariousness of the labor market and limited access to a social protection network, which
can perhaps be understood by taking a look at the rate of informality (see Figure 4.4). El Salvador, the
Dominican Republic, and Nicaragua had among the highest informality rates anywhere'® in the CAPARD
region (over 60% of the workforce), coupled with a very high rate of concern over unemployment..

10 Measured based on the percentage of the working population that does not pay into the social security system
11 As discussed in Chapter 1, economies with high levels of informality are more vulnerable to economic shocks, as a larger proportion of the population have
limited access to the social safety net.

Perceived unfair distribution vs. Gini index Change in perceived inequality and the Gini
in 2018 (or most recent date for which data index between 2010 and 2018 (or most recent
is available), % of respondents date for which data is available), % of respondents
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Unemployment rate vs. concern over Informality rate vs. concern over unemployment
unemployment in 2018 (or most recent date in 2018 (or most recent date for which data
for which data is available ) is available )
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Source: Latinobarémetro and national sources of unemployment statistics.
Question: “How concerned would you say you were about losing your job or being unemployed in the next twelve months?” Response: “Concerned”/“Very concerned.”

Food insecurity

There is a positive correlation between perceived food insecurity and the level of poverty. In
2018, nearly one in three people in the CAPARD region reported having gone without enough food to
eat either occasionally or often, a slightly higher proportion than the LAC median. This perceived food
insecurity is consistent with poverty rates calculated on the basis of a poverty line of US$5.5 a day
(see Figure 4.5). The countries with the highest poverty rates in the region (Guatemala, Honduras, and
Nicaragua) were also the ones that reported the greatest number of cases of food insecurity.

Besides the distribution of income, other factors impact upon the level of perceived inequality.
One way to get a better understanding of the relationship between inequality and people’s perception
that the distribution of income is unfair is to look at multi-dimensional inequality too. For example,
the UNDP’s Human Development Report (2019) states that while disparities in people’s most basic
needs (e.g., life expectancy at birth, access to primary education and basic technologies) have been
reduced, a new crop of inequalities is emerging. These new gaps can be found in things such as access
to advanced technologies, tertiary education, and the climate crisis, and reflect the new capabilities
people require in order to prosper in the 21st century. Similarly, gaps in income and wealth often
translate into political inequality, which can feed perceived inequality. Ridgeway (2013) emphasizes
the importance of inequalities of status as well as those based on resources and power. Inequality of
status creates differences between groups on the basis of factors such as gender, race, and lifestyle,
thereby creating long-lasting inequality.
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Relationship between the poverty rate and perceived food insecurity in 2018
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Source: World Bank and Latinobarémetro.
Question: “How often have you or your family gone without enough food to eat?”

Crime and violence

Public insecurity and violence are perceived as one of the country’s main problems®, a
perception that is linked to the region’s high crime rate. By 2018, approximately one in three
CAPARD citizens considered gang violence and crime to be either their country’s foremost or
second most important concern. This was higher than the LAC average (23.7% of citizens polled)
and was linked to gangs (El Salvador, Guatemala, Honduras), street violence (Costa Rica, Panama,
and the Dominican Republic), and domestic violence (Nicaragua and the Dominican Republic),
among others. This sense of public insecurity appears to be related to the high rates of homicide
and other crimes. El Salvador and Honduras had homicide rates of over 40 cases per 100,000 people
in 2018, higher than the LAC average of 18. In 2018, Costa Rica had the highest rate of holdups in
the entire LAC region, with 1,588 per 100,000 people. The number of home burglaries per 100,000
people in Guatemala, Panama, Costa Rica, and Honduras was over 100, though this was lower than
in Chile and Ecuador. Guatemala had the third-highest number of victims of human trafficking in
LAC after Mexico and Peru. Moreover, ECLAC’s Gender Equality Observatory for Latin America
and the Caribbean noted that in 2017 the Dominican Republic had the second-highest rate of
women’s deaths at the hands of their intimate partner or former partner in Latin America® (1.5 cases
per 100,000 women), second only to Belize (2.6 per 100,000 women). According to the UNDP’s
Regional Human Development Report 2013-2014, given that the security of citizens is a public good,
insecurity reinforces perceived inequality and erodes public confidence in institutions.

12 According to the annual Latinobarémetro survey, in which they were asked: “In your opinion, what is the most important problem facing the country?”
13 Does not include countries in the Caribbean.
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Public Services

There is dissatisfaction with public education and health services (see Figure 4.6). Around 30%
of the CAPARD population polled (excluding Costa Rica and the Dominican Republic) said they had
not used any of these public services; meanwhile, fewer than 30% of users said they were satisfied
(excluding Costa Rica and the Dominican Republic on the issue of education), which is below the
Latin American average of 33%. There is limited provision of public education and health services.
With the exception of Costa Rica, CAPARD countries have the lowest secondary-school enroliment
rates in Latin America. In Guatemala, Honduras, and Nicaragua, these rates fall below 50%. Public
health coverage is also low (see Chapter 1). At the same time, in some CAPARD countries a high
proportion of the rural population (between 10% and 30%) have no access to the electricity or drinking
water supply.

Institutions

There is a perception of inequality before the law that reinforces perceived inequality. Even if monetary
inequality is reduced, the discontent associated with inequality may persist if certain practices in the
public sector and business sector that are a reflection of the inequality before the law are not rectified.
The Corruption Perceptions Index (2019) shows that in most CAPARD countries (except for Costa Rica
and Panama) there is a higher level of perceived corruption than the Latin American average. According to
polls carried out by the Global Corruption Barometer (2019), nearly 20% of people surveyed in Honduras,
Guatemala, and the Dominican Republic reported having paid a bribe to obtain public services, a higher
percentage than the Latin American average (16%). However, this percentage doubles with respect to
bribes paid to the police. Indeed, in some countries of the region there is a relatively high tolerance for
such practices (see Figure 4.7).

Public services people are most satisfied Tolerance of corruption
with in 2018 (% of respondents) (% of respondents)
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Dominican Rep.
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Source: Latinobarémetro.
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Source: CID Gallup.
Reaction to the statement: “A certain degree of corruption is OK, as long as the
country’s problems get solved.”
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Meanwhile, confidence in the government is low. Over 80% of respondents in the 2019Global Corruption
Barometer poll claimed to have little or no confidence in the government. This is perhaps reflected in the
low levels of support for traditional political parties in recent years. According to CID Gallup, between 50%
and 80% (depending on the country) of voters in CAPARD countries are undecided as to which political
party to support (except for the Dominican Republic, where the figure is around 20%).

Effects of the health crisis on public perceptions

This section uses databases from: (i) polls conducted by CID Gallup™ and (ii) CivicLytics social network
monitoring, in order to assess how public perceptions change from month to month.

COVID-19 has intensified concerns over unemployment and corruption. According to the most recent
polls, unemployment continued (as at May 2020) to be the number one problem facing the country
according to the citizens of Guatemala, El Salvador, and Costa Rica, whereas in Panama and Honduras it
was corruption. These two issues are often those most frequently cited in CAPARD countries. In September,
corruption was considered the country’s main problem by Costa Ricans, while Nicaraguans felt that theirs
was unemployment. It should be noted that in May, health-related concerns (COVID-19 or lack of hospitals)
climbed to first place in Nicaragua and the Dominican Republic, and remained the public’s main concern
in the latter in September.

The topics of public health and insecurity predominate on social media (see Figure 4.8). According
to data collected by CiviclLytics, the main topics mentioned by those on social media were public health
(between 60% and 80% of the comments)—even before the health crisis—and crime and violence
(between 20% and 40%). The prevalence of public health concerns in social media comments since the
beginning of the year may be explained by the media coverage of COVID-19 in China in early January and
in Europe at the end of that same month. Though there was a decrease in September compared to May,
public health continued to be the main issue. The lesser frequency of comments on crime and violence in
May seems to have had something to do with the lockdown and the reduced likelihood of street crime.

Table 4.1 Main problem facing the country (% of responses)

Country Costa Rica Dominican Rep. | EIl Salvador Guatemala Nicaragua Panama

Unemployment 23 | 33 | 28 | 14 | 14 26 32 | 32 | 29 | 26 | 41 | 33| 27 | 26 | 21| 6 | 21 | 34 | 15| 19 | 24
Corruption/ 31| 23 | 34 | 15 | 17 9 10| 8 8 | 22| 20| 15 | 16 | 31 | 43| 28 | 14 | 17 | 46| 45 | 32
government

Covid-19 / lack 10 |10 | - | 40 31 -3 s - 32| - a7 | - |35 | - |- |mn
of hospitals

Cost of living a |18 | 13| - - 6 8 | 27| 22| 3 - 6 | 6 - 5 {20 n | 10| - 8 | m
Insecurity n| 7|4l s |17 16 B3| 9|8 |17 |28 |12]2 3 s | 2|16 |16 9|6

Source: CID Gallup. National Public Opinion Polls. January, May, and September 2020.
Question: “What is the main problem facing our country?”

14 At least 1,200 people in each country were polled. The social media study includes comments from Twitter and other Internet sources, such as Facebook,
and includes at least 23,000 comments for each country. The surveys include people from across the country and have a margin of error of +2.8 points
and confidence level of 95%.
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Figure 4.8. Main concerns expressed by people in social media conversations, 2020
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The number of people who have a negative view of the economic situation has risen, though there
was a marginal improvement in numbers in September (see Figure 4.9), except in Costa Rica and
Guatemala. The proportion of people who said the current situation is either better or the same as it
was a year ago was below 50% in all countries except El Salvador, which would imply that they are more

pessimistic than they were last year.

In keeping with the above, over half of the region’s households felt that their household finances had
worsened compared to last year. It is worth noting the relatively low percentage (25%) of Salvadorans who
believe that their situation has worsened, which may have something to do with the government support
provided to vulnerable households and the high popularity of the president, which could convey optimism.
On a similar note, the Dominican government implemented a cash transfer program to support workers
who had lost their jobs and a new president took office in August, both of which may be contributing
factors in the slightly more positive view Dominicans have compared to their neighbors.

Economic situation of the country compared to one year ago (%)

100%
80%
60%
40%
20%

(O

May-20 Sep-20 May-20 Sep-20

May-20 Sep-20 May-20 Sep-20 May-20 Sep-20 May-20 Sep-20
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Costa Rica El Salvador Guatemala Nicaragua

@ Much better/Better i Same/ DK 1 Much worse / Worse

Source: CID Gallup. National Public Opinion Polls. January, May, and September 2020.
Question: “How do you feel about the situation the country is in today compared to a year ago?”

Financial situation of households compared to last year (%)

Costa Rica Dominican El Salvador Guatemala Honduras Nicaragua Panama
Republic
@ Much better/Better i Same/ DK 1 Much worse / Worse

Source: CID Gallup. National Public Opinion Poll. September 2020.
Question: “How do you feel about the situation in your household today compared to a year ago?”
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The main concerns of households are unemployment and the cost of living. According to the
latest CID Gallup polls, the main issue for households in Costa Rica, Honduras, and Panama continues
to be unemployment. In the remaining countries (the Dominican Republic, Guatemala, El Salvador, and
Nicaragua), people’s greatest concern is the cost of living. Together, these two issues were cited by around
half the respondents, which can be explained by the job losses and/or loss of earnings experienced by
households in those countries. In Costa Rica, as a result of the coronavirus crisis the unemployment rate
reached an all-time high in August of 26.2%, while in Panama 280,000 employees were furloughed in late
July (affecting 22.2% of the formal population). The IMF forecasts an increase in Honduras’'s unemployment
rate from 4.1% in 2019 to 5.7% in 2020, while in the Dominican Republic, formal employment is expected
to drop by 13% between March and August.

Food security

The loss of earnings caused by the current crisis has led to changes in the household market basket,
indicating anincrease in food insecurity due to the pandemic (see Figure 4.11). Over 50% of all CAPARD
citizens feel that their basic market basket has changed as a result of their limited means or supermarket
shortages. However, this change in the basic market basket has been less significant in countries with
more advanced systems of social protection (e.g., Costa Rica) or which have provided substantial support
to their vulnerable populations in the form of cash transfers (e.g., El Salvador).

On social media, the highest volume of mentions about food insecurity (as measured based on
comments about food shortages, hunger, and starvation) was in May, which would seem to suggest
that the most critical point of the pandemic occurred at around that time (see Figure 4.12). The products
most often described as scarce (or overpriced) were beef and rice. For most countries, this concern
diminished as commerce resumed in those countries. It should be noted that Nicaragua, Guatemala, and
El Salvador all had high volumes of comments regarding food needs in May, though their food distribution
policy and unconditional transfer programs appear to have had a positive effect on food security
comments by September 2020.

Change in household consumption (%)

i DK/DNA
@ Not at all
8 Not much

1 A bit

1 Alot

Costa Rica Dominican El Salvador Guatemala Honduras Nicaragua Panama
Republic

Source: CID Gallup. National Public Opinion Poll. September 2020.
Question: “How much has your basic family shopping basket changed in the last four months as a result of money issues or shortages at the supermarket or other places where you buy food?”
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Evolution of the importance given to food insecurity in social media conversations (% of comments)
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Source: CivicLytics.

Emotional crises

The crisis appears to have caused greater stress among families, which has tested people’s emotional
stability even more (see Figure 4.13). Around 30% of respondents reported difficulty sleeping, while
significant numbers of people reported experiencing a lack of appetite and symptoms of depression. All
of this is consistent with higher levels of stress due to the lockdown and diminished earnings as a result of
the pandemic. It should be noted that an average of 40% of respondents reported that their mental health
had remained relatively stable.

The increased discussion on emotional stability was also evident on social media (see Figure 4.14).
Results from social media reflect similar behavior to that found in polls, albeit at a relatively low level.
In Costa Rica alone, over 4% of online discussions in May touched on the topic of mental health, while
in Nicaragua, such concerns have been diminishing over time. A lack of appetite and disagreements/
arguments are the most common topics in conversations on mental health issues. In the Dominican
Republic, there was a significant rise in the number of cases of insomnia in May, though by September it
had fallen back to levels comparable with those of the rest of the region.

Emotional stability of citizens (% of responses)

30

26

Costa Rica Dominican El Salvador Guatemala Honduras Nicaragua Panama
Republic
1 Insomnia, difficulty sleeping or excessive sleeping
i Feeling bad, depressed or hopeless i Increase in alcohol consumption
M Lack of appetite or overeating @ Smoking more
B Having more disagreements / arguments with those around me None

Source: CID Gallup
Question: “In the wake of the Coronavirus pandemic, can you please say which of the following (if any) you have experienced ALMOST EVERY DAY for the last 2 weeks.”
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Figure 4.14. Most common issues related to mental health
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Crime and violence

In the early months of the pandemic, there was a decline in the public’s perception of crime, though
this trend has been reversed as economies have begun to reopen. At the beginning of the year,
around 18% of respondents in Costa Rica, Honduras, and Nicaragua stated that at least one person in their
household had been the victim of a robbery or holdup in the previous four months; among the Dominicans
polled, the figure reached almost 31%. The lockdown triggered by the pandemic prompted a decrease in
numbers in all of these countries in May. The only countries where this declining trend continued through
to September were Costa Rica and Guatemala (see Figure 4.15). This sentiment also manifested itself on
social media: the proportion of comments relating to crime and delinquency fell by almost half in May,
before rising slightly in September. Similarly, there was a particular emphasis on crime issues in Nicaragua
in September, which is consistent with the results of the opinion polls (see Figure 4.16). According to the
Nicaraguan Observatory of Violence, the increase in criminal activity in the country has to do with the
illegal possession of weapons as a result of the social and political crisis of 2018, the worsening economic
crisis, unemployment, and the release of over five thousand prisoners.

Percentage of households in which one of the members has been the victim of a crime
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Source: CID Gallup. / Question: “Have you or has anyone in your family who lives at this address been the victim of a robbery or holdup in the last four months?”
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Satisfaction with public services

The people of the region are relatively dissatisfied with the provision of public services, the water
service being the worst rated. In El Salvador, Honduras, and Panama, 30% of respondents said they were
not satisfied with any of the public services. Around 30% of people in the CAPARD region are satisfied
with the public water service; in the case of public education services, fewer than 20% of respondents
reported being satisfied. Similarly, the region’s inhabitants (except for those in Costa Rica, Nicaragua, and
the Dominican Republic) expressed their discontent with public hospitals (see Figure 4.17).

Levels of satisfaction with public services are more mixed on social media. In most countries, the
level of satisfaction with water services decreased with the advent of COVID-19, probably due to the
fact that a lack of potable water increases the risk of infection. The only countries that have managed to
recover pre-pandemic satisfaction levels have been Guatemala, Nicaragua, and Panama. Meanwhile, levels
of satisfaction with the health system are more varied. Most countries experienced a significant increase
in satisfaction with respect to this service after May, except for El Salvador and Guatemala, where the level
fellin September. People’s level of satisfaction with public education rose in many countries in May (except
for in Costa Rica and Guatemala) but dropped off in September (see Figure 4.18).
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Source: CID Gallup. / Question: “Which of the following public services are you most satisfied with?” (More than one answer is acceptable).
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Institutions

The most important topic on social media with regard to trust in institutions is governance. According
to CiviclLytics, 64% of comments concerning trust in institutions relate to matters of governance. It is
an issue that involves all branches of government, but one that chiefly concerns the administration, the
president, and the forces of law and order (the police and the army). The next most important topic
based on social media comments on governance (with 10% of references) concerns public confidence
in health sector institutions, followed by institutions related to tourism, the economy, employment, and
infrastructure (with fewer than 5% of mentions).

In this context of increased turmoil, existing challenges have become more acute, thereby generating
pessimism regarding the direction the country is taking. The current situation of uncertainty, long
periods of quarantine, and limited opportunities to generate income has triggered fear and frustration
among the population. This climate of pessimism is compounded by the failure of governments to devise,
implement, and communicate any kind of clear strategy for mitigating its negative impact. Indeed, CID
Gallup polls show that the crisis has fueled pessimism with regard to the country’s future: more than 50%
of those polled by CID Gallup in September felt that their country was headed in the wrong direction (see
Figure 4.19). The case of Costa Rica is particularly striking given the obvious worsening of this sentiment
between May and September. In contrast, the most optimistic is El Salvador, where almost 70% believe
that their country is heading in the right direction, a reflection of the confidence Salvadorans have in
President Bukele as a result of his handling of the economic and health crisis.

Direction the country is headed (% of respondents)
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Source: CID Gallup.
Question: “In your opinion, taking into account everything that is going on in (country), how do you think the country is doing?”
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Meanwhile, the current economic and health crisis poses significant challenges to public institutions
and public confidence in them. Due to its exceptional nature, the health crisis has increased the
likelihood of governments rushing into policy decisions that could well have negative consequences. At
the same time, there is a risk that the level of impunity will increase as a result of increased pressures on
the institutions responsible for security and justice, and that there will be a rise in crime, cyber-fraud, and
corruption in government procurement, among others (Global Impunity Index, 2020). All these factors
impact on the degree of confidence people have in public institutions, and on the level of perceived
corruption in particular.

The health crisis has caused a rise in perceived corruption in a number of CAPARD countries. Over
50% of respondents in Costa Rica, Guatemala, Honduras, and Panama felt that corruption has increased
during the crisis (see Figure 4.20). In Costa Rica, Honduras, and Panama, scandals involving hospital
procurement and equipment purchases (e.g., facemasks), alleged payments to officials, and a general
lack of compliance have led to corruption once again being viewed as the country’s main problem. In the
Dominican Republic, fewer people (42%) named it as their country’s worst problem, which could have
something to do with the change of president. One case worth highlighting is that of El Salvador, where
only 14% of those polled believed that corruption had increased, probably a reflection of their approval of
President Bukele’s handling of the crisis.

Perceived levels of corruption, September 2020 (%)
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Question: “In your opinion, during the crisis corruption has...”
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Leadership approval rating (%)
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in the Dominican Republic and January in Guatemala, the change of governme ch may have affected people’s opinions from one measurement to the next

Question: “Overall, do you approve or disapprove of (name) as president?

Fluctuations over time in the approval ratings of leaders appear to be linked to people’s opinion
of their handling of the pandemic. In May, a number of governments, including those of Costa Rica,
Guatemala, and EI Salvador, appeared to have been successful in providing an effective response to the
health crisis, which resulted in better approval ratings. However, as infections rose, this popularity waned.
Meanwhile, in the Dominican Republic in May, people felt that the crisis had been well managed, and in
July the election of a new president was followed by a significant rise in the government’s approval ratings
(see Figure 4.21).

Despite the perceived increase in corruption or dissatisfaction with the government among some people in
the region, 3 out of 4 people in Costa Rica, El Salvador, and the Dominican Republic still believe democracy
to be the best kind of system. In the other countries of the region, the figure is slightly below 50%.

Outlook for the future

As the crisis continues to unfold, people have a relatively pessimistic outlook for the future, except in
El Salvador and the Dominican Republic. With an economic outlook index of less than 50 with respect
to one year from now, in September people’s expectations for the coming year were gloomy in Costa Rica,
Guatemala, Honduras, Nicaragua, and Panama (see Figure 4.22). The countries where people have the
grimmest expectations for the future of the economy are Honduras and Nicaragua, though it should be
noted that the political situation there before the pandemic was highly polarized. Once again, the recent
election won by Luis Abinader in the Dominican Republic has given people more hope for the future. This
feeling is also shared by the people of El Salvador, who rate their President Nayib Bukele very highly. It is
worth noting that several countries show marginal improvements in September compared to May in terms
of their outlook for how things will be in a year’s time.
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Family’s financial situation in a year’s time (percentage index)
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Source: CID Gallup.

In conclusion, despite advances in poverty and inequality, there has been no decrease in perceived injustice
in the region, indeed quite the contrary. This may have to do with multidimensional issues of governance,
corruption, inequality, and so on that impede any improvement in perceived justice.

The pandemic is clearly having both short- and long-term effects on the countries of the region. The
COVID-19 crisis has exposed major gaps in public service coverage, e.g., in healthcare, education, and the
penetration of digital technologies. The digital divide may contribute to widening others, such as that in
education; the digital divide also affects CiviclLytics’s reach due to people’s limited access to social media
platforms and the type of people who use Twitter. At the same time, there has been a deterioration in
terms of people’s feelings regarding the economy, a fact that often affects government approval ratings
and demands that a government not only implement effective policies, but also ensure transparency and
integrity in their execution.

The crisis has affected people’s views regarding the soundness of their institutions. Frequent news stories
on cases where there was a lack of transparency in health sector spending have led to increased concerns
over corruption, including constant comments regarding governance on social media. Another notable
feature is people’s distrust towards political parties, which has been growing since even before the crisis.

It is important to note that in some cases a president’s popularity has been reflected in optimism as to
their handling of the crisis. Therefore, the quality of a country’s institutions and the perception of its
government—something that has long since been a concern throughout the region—have taken on a
particular relevance during the crisis.

In sum, it is important to harness all available tools in order to better address the concerns and needs of
the people of the CAPARD countries. More frequent monitoring of public concerns and expectations via
opinion polls and social networks, particularly in times of crisis such as this, can help governments and
decision makers to be more effective in designing public policy.
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Analysis of Inequality

Belize /

Janelle Leslie and Lucia Martin

Evolution and determinants of poverty and inequality

According to two existing assessments, between 2002 and 2009, inequality in Belize remained
moderately high, while poverty increased significantly; however, no up-to-date information is
available. Income inequality remained fairly high in this period, with a Gini coefficient of 0.40 in 2002 and
0.42 in 2009 (Government of Belize, 2004; 2010). The national poverty rate increased substantially from
34.1% to 41.3%, while the extreme poverty rate rose from 10.8% to 15.8%. This is consistent with the rise in
poverty in five of Belize’s six districts during the same period.® The increase in poverty in the country is
in stark contrast to the progress made in the rest of Latin America during these years. The country was
to have carried out its Population and Housing Census between May and July 2020, but on account of
the decision taken by the National COVID-19 Incident Management Team, Belize’s Institute of Statistics
announced its postponement until 2021.

In 2009, poverty was mostly concentrated in rural areas and predominantly affected ethnic minorities.
With poverty rates of 56.2% and 60.4%, respectively, the poorest districts in 2009 were Corozal and Toledo,
both of which have significant rural and indigenous populations. More than half the country’s population
were living in rural areas, where poverty was approximately twice as high as in urban areas (i.e., 55% versus
28%). There are four main ethnic groups in Belize: mestizo (48% of the population), Creole (27%), Mayan

15 Belize is divided into the following six administrative districts (from north to south): Corozal, Orange Walk, Belize, Cayo, Stann Creek, and Toledo.

70 | MACROECONOMIC REPORT 2020



ANALYSIS OF INEQUALITY BY COUNTRY | BELIZE

(M%), and Garifuna (71%). The highest poverty rates were in Mayan communities, which accounted for
one-third of the country’s population and half of whom were classified as destitute.

The main cause of the rise in poverty in this period was the sluggish economy. Though the economy
grew rapidly between 2002 and 2004, income per capita subsequently remained virtually unchanged
due to the fact that the economy was growing at the same rate as the population. Despite major new
construction projects in San Pedro and Cayo, their overall impact on the wider economy was limited.
Meanwhile, key agricultural sectors (such as sugar, bananas, papayas and the fisheries industry)
experienced severe contractions. Job creation also fell, which is why the unemployment rate closed at
14% in 2009. Furthermore, in 2007 the Corozal and Orange Walk districts were hit by Hurricane Dean and
in 2008 large areas of the country were affected by flooding. Along with the global recession, in 2008 and
2009 food and fuel prices aggravated the social impact on the country.

The evolution of per capita income suggests that poverty has remained high since 2009. Between
2009 and 2019, the growth rate of both real GDP and the population have been the same at 21% a year,
which has resulted in GDP per capita stagnating. In contrast to the previous decade, GDP growth became
less volatile, whereas the population continued to grow rapidly, partly due to high levels of immigration
from El Salvador, Guatemala, and Honduras.

The COVID-19 pandemic is expected to have a severe social impact on Belize, with a rise in both the

poverty rate and inequality. The 2020 pandemic has rocked the foundations of the economy due to the

unprecedented impact on the tourism industry. Given the country’s dependence on tourism flows, the 114 economy
International Monetary Fund (IMF) estimates that its economy will shrink by 16% in 2020, thus pushing the  will contract by
economy back to the size it was in 2013. In light of the severe impact the pandemic has had on the tourism 16% in 2020,

sector, the IMF estimates that the unemployment rate will nearly triple from 9.1% in 2019 to 25% in 2020. thus pushing the
economy back

. L . . . . to the size it was
In response to a lack of social statistics, the IDB conducted an income-mapping exercise with the i 2013

aid of satellite images showing improvements in terms of income distribution before the pandemic
struck the country. The IDB study (Hersh et al., 2019) suggests that the poorest districts continue to be
Corozal in the north and Toledo in the south. Taking the 5th percentile of national income as the poverty
line, virtually all poverty is confined to these two areas. A comparison of the IDB assessment and the 2009
poverty map shows that poverty in the Orange Walk and Stann Creek districts has fallen.®

The pre-pandemic improvements in income distribution may be a reflection of the boom in the
tourism sector, so these gains could be wiped out by the slump in the latter in 2020. Apart from its
traditional tourist destinations such as San Pedro and the Cayes, a number of other tourist attractions
have become more popular in recent years, including Placencia and Daringa in Stan Creek, and the
archaeological sites of Orange Walk. Owing to the higher resolution of the IDB’s poverty maps—i.e., at
the enumeration-district (ED) level rather than just the ward level—, the people of Daringa appear to be
significantly less poor than those in the surrounding areas. Similarly, the town of Punta Gorda in the Toledo
district, a poor neighborhood, appears to be less so than the surrounding EDs.

The COVID-19 crisis will hit the income and consumption of the majority of the population, particularly
the poorest, who depend largely on informal activities and microenterprises. Two thirds (39,000) of
the approximately 60,000 people employed in tourism in Belize work in the informal sector; nonetheless,
informal workers are also at risk. Of the 81,000 Phase | applications to the COVID unemployment relief
program (representing 43% of the workforce) launched by the government in April 2020, 44% came

16 The resolution of the IDB’s poverty maps is at the enumeration-district level, whereas previous maps provide disaggregation at the ward level only, which
makes direct comparisons difficult.
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from employees in the formal sector, 28% from the informal sector, and the remaining 28% from people
out of work.

Vulnerable population groups (including children, ethnic communities, people with disabilities,
women, and migrants) are expected to be hardest hit due to their higher poverty rate and, therefore,
fewer resources available to them to mitigate the impact. Women are particularly vulnerable due to the
fact that they are three times more likely than men to be unemployed, and the fact that they work mainly in
the tourism sector. In 2019, approximately 14% of Belize’s population were immigrants, the influx of whom
has posed a severe challenge to the provision of social services such as social protection, education, and
healthcare.

COVID-19 is expected to further widen existing gaps in access to education and healthcare. School
closures have caused an unprecedented upheaval in the education system, with the government shifting
from school-based learning to home-based learning. This approach places the most vulnerable students
at a disadvantage due to unequal access to distance-learning resources, online-learning opportunities,
and computers. Fewer than half of all primary school students (46%) and just over half of all high school
students (58%) have Internet access at home, which tends to be more restricted in poor households and
rural areas. Only 44% of primary school students and 55% of secondary school students have access to a
computer at home. Moreover, students are probably not the only ones who use the computer, since only
one third of households have a member who owns one and only 32.4% of them have a tablet; in rural
areas, these numbers are even lower, i.e,, 28.5% and 26.1%, respectively. In terms of access to healthcare,
the country has approximately 700 public hospital beds and seven isolation units for COVID-19 patients.
Belize City, one of the richest cities in the country, is the best endowed with hospital facilities due to its
high population density.

Public policy proposals

Belize would benefit from having a consolidated social protection strategy in place. The current
system does have its strengths, such as a high level of domestic funding, a modern structure for classifying
expenditures, and versatile programs that could potentially become integrated. However, it also suffers
from certain weaknesses, such as a lack of information-sharing among social programs, low coverage,
negligible redistributive effects, and a lack of up-to-date data for evidence-based policymaking (United
Nations, 2016).

The social protection network is mainly made up of five programs, all of which have low coverage
and are loosely targeted: (i) the Unemployment Relief Program (URP), which was launched
and implemented in 2020 to provide direct cash transfers to those who lost their jobs as a result of
the COVID-19 crisis (Government of Belize, 2020); (ii) the Building Opportunities for Our Social
Transformation (BOOST) conditional transfer program, which targets poor households; (iii) the Food
Pantry program, which seeks to tackle malnutrition by providing a weekly subsidized food basket;
(iv) non-contributory pensions, provided to women over 65 and men over 67 who have little means of
support; and (v) the Roving Caregivers program, a parenting education and early stimulation program
for children under three.
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In 2011, an estimated 25% of social safety net benefits leaked to the nonpoor (Izquierdo et al., 2018).
Consequently, Belize should take this opportunity to consolidate data on all beneficiaries into a single social
registry and to improve targeting. The creation of the URP made it possible to gather information on over
80,000 vulnerable people. This provides a unique opportunity to build a broad social register that brings
together data from all the social and cash transfer programs. This information could be supplemented
by other administrative data sources. To gauge the quality of current targeting, Belize could examine the
overlap between the poorest areas identified through poverty mapping and the lists of beneficiaries of
existing safety net programs.

Alongside the implementation of a unified register of beneficiaries, initiatives need to be undertaken
to improve the systems for paying them. According to the National Financial Inclusion Strategy 2019
(NFIS, 2019), 97% of the beneficiaries of cash transfers from the Ministry of Human Development (e.g.,
BOOST transfers) received these funds through credit union accounts. While the payment system is not
interoperable, there are existing models that would allow interconnection between credit unions and local
banks through the use of prepaid debit cards at bank ATMs and in POS transactions, which would enable
greater coverage in the payment system.

In a post-COVID world, it is essential to rationalize safety net programs by implementing coordinated
targeting mechanisms and creating a comprehensive social protection system. The URP will also need
to be reduced and support provided to its beneficiaries in their process of rejoining the labor market.
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Priscilla Gutiérrez and Mauricio Monge

Evolution of inequality and poverty

Despite having grown an average of 4% a year in the last two decades, Costa Rica has seen little
change in its poverty rate during this time and experienced one of the biggest increases in income
inequality in LAC. Poverty, as measured according to Costa Rica’s official poverty lines, has remained at
around 20% and has particularly affected female-headed households (45%), indigenous people (70%) and
people of African descent (30%). Both the general poverty and extreme poverty rate are higher in rural
areas (24.2% and 6.9% in 2019, respectively), where 27% of the country’s population are concentrated.
Furthermore, in the last five years, Costa Rica has gone from being one of the least unequal countries in
LAC in 2000 to now being close to the median. Inequality began to rise in the period from 2001 to 2007,
when the country reached growth rates of 5% a year; its Gini index has remained at 48.5 on average since
the 2008-2009 crisis, during which time growth averaged 3.6% a year. By 2019, the income of the richest
10% of households was 25 times higher than that of the poorest.

Even though the various regions of the country have similar levels of inequality, their level of social
development is not. The Social Development Index (SDI)7 shows that only 13.4% of the country’s 483
districts have a level of social development that could be considered high, while 55.8% have a low or very
low level of development. Of the 100 districts with a high SDI, 97 are located in the Greater Metropolitan
Area® (GMA), while 92 of the 100 districts with the lowest are outside the GMA. The regions closest to

17 An administrative statistics-based tool that includes education, health, citizen participation, economics, and security in order to provide a better
understanding of the development situation from a territorial perspective.

18 The GAM comprises 31 cantons and 164 districts, and is where 85% of the urban population, 75% of employment, and 82% of the country’s sales are
concentrated
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the GMA are characterized by their higher density, superior urban services, and better sources of salaried
employment, in contrast to the more remote regions, which lack the proper infrastructure and have lower
levels of education, as well as more limited economic opportunities.

COVID-19 will have a negative impact on economic growth and a regressive social impact, with an
increase in unemployment, poverty, and inequality that affects women in particular. Due to the lower
worldwide growth projections and prolonged lockdown measures, the Central Bank of Costa Rica (BCCR)
has estimated that GDP will fall by 5% in 2020, while the IMF estimates a downturn of 5.5%. The drop in
growth has fueled an increase in unemployment, which was already on the rise before COVID-19 and could
double as a result of the pandemic, affecting women more than men. In October, the unemployment rate
stood at 22% (526,000 people), while the underemployment rate was at 24%.° The economic impact of
the crisis and its impact on employment are being disproportionately felt by women due to: (i) their lower
rate of participation in the economy compared to men (46% as opposed to 70.7% for men); (ii) the fact
that they dedicate more time to family-related and household chores (36 hours for women as opposed
to 14 hours for men); (iii) the fact that they are more involved in sectors that have been particularly
hard-hit by COVID-19 (51.4% of women work in retail, hotels, restaurants, and paid domestic services).
Unemployment will impact on poverty, which reached 26% in July 2020.

Determinants of inequality

Theincrease in inequality and the stagnation of poverty are linked to the dual nature of the productive

structure and to the lack of alignment between production and job creation. The country’s productive

apparatus is characterized by a combination of high-productivity firms (both domestic and multinational)

coexisting alongside small domestic companies with low, diffuse productivity. While this simple black-and-

white characterization is not entirely accurate, generally speaking those sectors with lower productivity

levels have a greater capacity to create jobs, though low-skill and less well-paid ones. In contrast, the

country’s most productive sectors—which are generally focused on non-traditional agriculture and new

services and located in free-trade zones—provide more-skilled jobs but have less capacity to create them. The wage gap
Moreover, the formal employment generated by private enterprises is highly concentrated in the top between the

income decile, which generates three quarters of the country’s formal jobs.20% p“_b”c and
private sectors

The structure of the labor market, which shows a marked disparity between public and private averages
wages and salaries, has also contributed to the increase in inequality and the stagnation of poverty. 39%
Earnings from employment account for over 80% of total household income.?2 Thirty percent of workers SngeZitiEihe
are in elementary occupations, while 8.8% of those in work are situated at the top of the employment  region
pyramid. At the same time, the main determinant of the rise in income inequality has been the level of

wages of skilled workers, primarily in the public sector. On average, public sector salaries are 39% higher

than those in the private sector, one of the widest wage gaps in the LAC region.?

19 Costa Rican National Institute of Statistics and Census (INEC)

20 Programa Estado de la Nacion en Desarrollo Humano Sostenible [“National Program for Sustainable Human Development”] (2019).
21 The informality rate in the country is somewhere between 40% and 60% (INEC).

22 Programa Estado de la Nacion en Desarrollo Humano Sostenible [“National Program for Sustainable Human Development”] (2015)
23 Updated calculations from the publication “Better Spending for Better Lives” (IDB, 2018).

MACROECONOMIC REPORT 2020 | 75



ANALYSIS OF INEQUALITY BY COUNTRY | COSTA RICA

Figure 5.1. Relative contribution to inequality of each source of income

Wages and salaries - Qualified public sector employees _
Wages and salaries - Qualified private company employees _
Capital income _
Business income - Employers _
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Contributory pensions -
Wages and salaries - Unqualified private company employees -
Wages and salaries - Unqualified public sector employees .
Other transfers (private and non-monetary) '
Wages and salaries - Other employees
State aid
-10 0 10 20 30 40

Source: OECD (2017).

Most young people who finish school and attempt to enter the labor market lack the skills they need
to succeed. Few youngsters obtain any kind of vocational qualifications and only 20% of those who go on
to higher education actually graduate. Sixty percent of those who get a college degree study humanities
or education-related subjects, while only 10 percent study engineering or basic sciences, both of which
are in high demand in high-growth sectors. This state of affairs is the result of the challenges faced by
students throughout their formative years: poor coverage and low quality in preschool education, high
dropout rates and limited quality in regular high schools, low completion rates in technical high schools
and at the tertiary level, and a lack of relevance of the school syllabus and of vocational training courses.

Unequal access to social services affects the most vulnerable members of the population. In poor
families, the head of household has an average of 6 years’ schooling; in vulnerable households it is 7 years;
in consolidated-middle-class households 10; and in upper-class households 15 years of schooling. In terms
of ethnicity, in 2011, the average schooling of indigenous and Afro-descendent people was estimated at
5.7 and 7.7 years, respectively, while the national average was 8.7 years. The proportion of people with
no formal education at all is 15% among adults and 34% among immigrants. At the same time, 79% of
households in the top income quintile have a computer at home, while in the bottom the figure is only
25%; furthermore, 40% of households have no cable, fiber-optic or dial-up access to the Internet. As for
access to the social security system, 151% of the population —mostly informal or temporary workers,
poor refugees, undocumented immigrants, indigenous people, and other non-specified poor—have no
coverage, a figure that rises to 21.8% in the North Huetar region.
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Public policy proposals

Consolidating a social authority and overcoming the fragmentation of social programs present a
number of challenges. Social spending represents 20.9% of GDP; however, it primarily benefits highly
qualified and formal workers, which constitutes an obstacle to reducing poverty. The social protection
and employment sector (SPE) accounts for the highest percentage of social spending (40%), one of the
highest levels in LAC. However, despite there being some 46 social assistance programs, coverage remains
low, particularly among the poor.? The social protection sector comprises more than 22 institutions, each
of which acts independently, with the result that the services provided are disjointed, duplicated, and
fragmented, and at the same time there are leakages in social spending.?®

Some social programs have achieved good results in the education sector. Though it has decreased, ~ Eight out
intra-annual desertion is higher in early education and in technical high schools. Eight out of every 100 of every
students drop out of the school system in the latter. The most affected level is evening high school (both 100

regular and technical). The reduction in intra-annual desertion may be associated with the work of public students_
programs such as Avancemos (“Let's go forward,” a conditional transfer program) and Yo me apunto sggzltliig
(“Count me in”), which focus on retaining students and bringing back those who have dropped out of the  aqucation

system, most of whom enroll in the evening program. drop out

Particularly for women, who bear the greatest burden as caregivers, the Child Care and Development
Network (REDCUDI) has been a valuable tool, though one whose coverage remains limited. Some
396,000 women are currently out of the labor market for reasons linked to caregiving. It is estimated
that total poverty would be reduced by half if women outside the labor force were to find jobs. While
REDCUDI coverage did grow by 156% from 2010 to 2016, it is still not enough to reach the potential
beneficiary population of 472572 people under the age of 7, only 10% of whom were covered in 2016.
The network reaches only 28% of the 184,000 potential beneficiaries living in poverty or a state of risk
and social vulnerability. The existing choice of care centers is limited, particularly in cantons outside the
Central Region.”’

The availability of programs aimed at helping people find employment and access training in order
to enhance their employability is limited, although there has been an effective response during the
pandemic. Currently, the main policies aimed at helping those who lose their jobs are: (i) mandatory
severance pay; and (i) the Labor Capitalization Fund (FCL), a savings fund amounting to 3% of the
employee’s salary that employers pay into and which forms part of an employee’s severance package. As a
result of COVID-19, Congress approved the delivery of all or part of the FCL to employees whose working
hours were cut or who were furloughed (previously, these resources could only be withdrawn when the
employment relationship was terminated as a result of resignation, dismissal or retirement). At the same

time, the government implemented the Bono Proteger subsidy, which provides those who either lose ngg:a?s?bgdies
their jobs, have their working hours cut or are furloughed with financial assistance for a period of three had been given out
months. By November 2020, 696,519 such subsidies had been paid out.

By November,
almost

While pensions are generous, the pension system faces a number of challenges in terms of
sustainability. Workers pay an average of 10% of their wages in contributions, but their replacement
ratio is 60% (as opposed to the 49% of OECD countries). Various actuarial studies have determined that
the reserves of the Costa Rican Social Security Fund for the Old-Age, Invalidity and Survivors Benefit—
the largest and most important fund of its kind in the country and into which 1.7 million people pay
contributions—will run out sometime between 2025 and 2041 unless reforms are implemented within the
next few years.

24 The school nutrition program has the highest coverage (33% of the entire population in 2013 and 53% of the poorest quintiles). The conditional cash
transfer program Avancemos is the second largest social assistance program. However, it is estimated that in 2013 it covered only 15.3% of the entire
population, 24.2% of the poor, and 11.4% of the nonpoor (Robles et al., 2015; World Bank, 2015).

25 Leakages in targeted spending amount to 1.9% of GDP “Better Spending for Better Lives” (IDB, 2018).

26 Students who failed to complete the school year in the same year in which they enrolled

27 Strategic Plan - National Child Care and Development Network (REDCUDI) 2018-2022, IMAS.
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Fanny Vargas and Joaquin Zentner

Evolution of inequality and poverty

In recent years, the Dominican Republic has made significant progress in terms of reducing both
poverty and, to a lesser extent, inequality. Between 2014 and 2018, the overall poverty rate fell from 31.3%
to 17.9%. This was facilitated by a significant improvement in people’s real incomes as a result of economic
growth, low inflation, and increased social spending.?® Cash transfers had little impact on reducing poverty
and income inequality.?® Meanwhile, there has been less progress in terms of inequality, and the Gini index,
calculated on the basis of per capita income, rose from 45.5 in 2014 to 43.9 in 2018.

These gains are now in jeopardy as a result of the COVID-19 pandemic. The pandemic and the efforts to
contain it brought much of the country’s economic activity to a halt during the period from March to May,
paralyzed international tourism between March and July, and reduced both exports and, to a lesser extent,
remittances.*® This situation is compounded by a labor market in which most workers are informal (55%

28 In 2018, social spending in the Dominican Republic accounted for nearly 50% of total public spending and 8% of GDP. It has increased in recent years
mainly due to increased spending on education (up to 4% of GDP), which accounts for more than 50% of all social spending, followed by health at 22%,
and social protection at 19% (MEPYD, 2018).

29 MEPYD (2019)

30 Although the inflow of remittances fell sharply in March (by 22%) and April (by 32%), they subsequently recovered and by July were up 5% compared to
January-July 2019 (Central Bank of the Dominican Republic)
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in 2019),*" hold unstable jobs or cannot work from home, which makes it difficult to enforce compliance
with health measures, implement employment protection schemes, and deliver social assistance. The level
of informality is even greater in those sectors most impacted by the pandemic, such as commerce and
transportation. Preliminary estimates indicate that unemployment will increase by between 6% and 9%*
and the poverty rate to 24.2% of the population, and that the Gini index could rise from 45.9 to 47.

The crisis may further intensify regional and gender inequalities. Regions with a high level of tourism

activity, such as Yuma and parts of the North Cibao and Northeast Cibao can be expected to be most

affected by the crisis, and their low or moderate levels of poverty and inequality can be expected to

increase to reach the national average. As a result of COVID’s impact on services, the urban and peri-urban

areas of Greater Santo Domingo and Santiago—where almost half the population is concentrated—are

likely to see a greater rise in poverty and inequality than rural areas. Women—who prior to the pandemic

had a higher poverty rate than men (19.6% versus 17.6% in 2017), lower labor force participation rate

(52.6% versus 78.4% in 2019), higher unemployment rate (9.3% versus 3.6%)* and lower wages**—

may be more severely impacted by the COVID crisis. They are mostly employed in the service sector

(90%), predominantly in health services (77%), education (67%), tourism (59%), and others (69%); a high

proportion of them are self-employed (25%) or work in domestic service (13%), sectors and occupations Z?nepllzsysmo;nffrmal
that have been harder hit by the pandemic. However, preliminary data suggest that as of August 2020 45 of August 2020
the loss of formal employment has been greater among men than women (16.9% versus 13.3%),**> which  has been
may be an indication that the impact of the pandemic has been greater in male-dominated activities, such  greater

as construction or industry; no data are yet available on the loss of informal employment. Meanwhile, the among men
suspension of face-to-face classes will affect the participation of many poor women in the workforce due  than women
to the lack of childcare options available to them. 16.9% versus

13.3%
Determinants of inequality

Deep inequalities that prevent the poorest from accessing the basic goods and services needed for
social mobility persist. Substantial income gaps can be found in education: at the primary school level,
there is a 72% difference between the gross enrollment ratio of nonpoor and extreme-poor students; for
secondary school students, the difference is 47%. Teenagers between 15 and 19 years of age in the highest
income quintile are 24 percent more likely to have completed primary school; people between 20 and 24 in
the richest quintile are 87 percent more likely to have completed secondary school than their counterparts
in the poorest quintile.*® Other services show a similar pattern: 9.2% of households in the poorest quintile
remain unconnected to the public electricity grid. Nationally, only 54% of households get water from the
public water supply for domestic use; in rural areas the figure drops to 32% and among very low-income
households it is 10%, in contrast to the 82% of the richest quintile. Only 29% of the poorest households
and 63% of those in the second poorest quintile have access to a private toilet, whereas among the richest
households everyone does. The richest households are 42% more likely than poorer households to receive
a municipal solid waste collection service.*”

31 Central Bank of the Dominican Republic (2020).

32 World Economic Outlook (IMF, April 2020).

33 Central Bank of the Dominican Republic (2020).

34 Women earned 9% less per hour on average than men, a gap that increases to 25% in the informal sector, where 40% of women are employed (SISDOM
2017).

35 IDB (2020).

36 SISDOM (2017).

37 National Bureau of Statistics (2019).
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Akey factor in determining social disparities is the inability of the public sector to effectively distribute
enough resources to provide quality public services. The level of public social spending has reached
a historic low (7.6% of GDP versus 10.9% in LAC),*® and the reforms needed to modernize and streamline
the state apparatus for providing quality social services based on principles of social equality have been
slow in coming. The low level of social spending is indicative of the fact that vulnerable groups have
little capacity to influence the distribution of public resources. Despite the high growth of recent years,
most people report being dissatisfied with the functioning of the economy (39% totally dissatisfied, 45%
somewhat dissatisfied); similarly, the perception of many is that the country is governed for the benefit of
a few (84% of those surveyed) and that the distribution of income is unfair (56%). Over half the population
(53%) want to emigrate.*® The popular perception is that public services are of poor quality, which is why
the more well-off have turned to private services for their education, healthcare, and transportation needs,
at a high cost to households.

Public policy proposals

The main redistribution policy aimed at the poor is the Progresando con Solidaridad (“Progress
through Solidarity” or PROSOLI) social intervention program, which comprises conditional cash
transfers, socio-educational support, and liaison with government programs and services. PROSOLI
includes two targeted subsidies and three conditional transfers, and reaches about 800,000 beneficiaries,
mostly women (67%).4° The low value of the transfers (around US$25) and the high rates of leakage and
undercoverage® have meant that PROSOLI's impact has been modest,* though it has had a medium-term
impact on multidimensional poverty and living conditions.** In response to the pandemic, PROSOLI was
temporarily expanded under the Quédate en Casa (“Stay at Home”) scheme, which expanded coverage to
reach 2.6 million beneficiaries to include those above the poverty line who are vulnerable, and increased
the size of the subsidies to approximately US$90; some 450,000 households now receive additional
transfers of US$36.

The country has no unemployment insurance scheme, which makes nonpoor groups even more
vulnerable. While Law No. 87-01 does provide for the introduction of unemployment insurance, it has yet
to come into effect. The only type of financial compensation available to workers in the formal sector is
severance pay, which is paid when an employer terminates a worker’s contract without good cause. The
crisis has shaken up this system, as many companies have reported that they are struggling to pay the
severance pay owed to those that have been laid off.44

In the absence of any kind of unemployment insurance system for workers, the government created
two cash transfer programs. The Fondo de Asistencia Solidaria @ Empleados (“Humanitarian Assistance
Fund for Workers” or FASE) is intended to prevent layoffs at companies with furloughed employees that
have temporarily ceased operations due to the downturn in economic activity (FASE 1) and manufacturing
companies and SMEs that are still operating and have kept on all their staff as usual (FASE 2). The value

382010-2018 average (CEPALSTAT, 2019).

39 The percentage of people wishing to emigrate was around 50% between 2011 and 2018 (Latinobarémetro, 2018).

40 Social Subsidies Administration Unit (Administradora de Subsidios Sociales or ADESS, 2019).

41 43% of nonpoor beneficiaries and 56% of extreme-poor beneficiaries are not covered by the program. SCL/CDR calculations based on the Central Bank of
the Dominican Republic’'s 2014 National Labor Force Survey.

42 It is estimated that without the targeted transfers, poverty and extreme poverty rates in 2014 would have been 6% and 24% higher, respectively. The Gini
coefficient would have been 0.464 instead of 0.453. The analysis includes conditional monetary transfers, SFS Subsidized Contributions, and PROSOLI's

43 Center for Effective Global Action (CEGA, 2019).

44 Bonilla (2020).
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of the transfers ranges from US$90 to US$157, which covers 70% of the employee’s salary, with the
employer covering the rest (FASE 1) or paying a flat-rate contribution of US$90 per worker (FASE 2). To
qualify, companies must keep on all of their workers and pay social security contributions, which means
that a large percentage of the workers are excluded.® The Pa’ 7i (“For You”) program launched in May
delivers US$90 a month to some 200,000 self-employed workers who have been unable to work due to
social/physical distancing measures and are not receiving any help from any of the other programs. The
beneficiaries of the Pa’ Ti program were identified using records from the formal credit system, which
resulted in a substantial share of vulnerable self-employed workers being left out, though some of these
may be covered by the Quédate en Casa program.*®

The other source of transfers, albeit one with significant gaps in coverage, is the Health and Social

Security System. In June, only 75.8% of Dominicans were covered by the Family Health Insurance (SFS),

(in 2019, the figure was 79%); of these, 51% were affiliated through their employer under the Contribution-

Based Scheme (CB), 47% are affiliated under the Subsidy-Based Scheme (SS), and 2% are pensioners.

Those not covered are primarily the self-employed (36% of the working population) and the unemployed.

With 1.2 million formal workers being furloughed during the emergency, a special extension of the CB

coverage was required, as it would have ended a few months after their employment contracts were

suspended;* unless additional measures are taken, the expected rise in unemployment will mean further

reductions in health coverage by the end of the year. In response, the government has been carrying out 92%_ of
mass registration in the SS of the non-affiliated population, as a result of which by October 2020 up to CDC?VrZ:Z'dcabr;sti;e
92% of the population were covered by the SFS. The coverage gap is wider in the pension system, which Family Health
only 44% of the EAP pay into due to the high level of labor informality.*® Insurance

In order to avoid sacrificing all the progress made in recent years, support for the most vulnerable
members of the population needs to continue, and the support programs themselves need to be
made more efficient. The Plan Quisqueya Empieza Contigo (“The Quisqueya Plan Starts with You”
or QEC), FASE, and Pa’ Ti cash transfer programs need to remain in place for as long as the emergency
continues, and with the help of additional tools designed to identify and register them in aid programs,
protection should be extended to include the vulnerable population in the informal sector.“® Furthermore,
all other social assistance spending needs to be rationalized by improving interinstitutional coordination
in order to promote the Sistema Unico de Beneficiarios (“Single Beneficiary System” or SIUBEN) as
the main targeting tool, giving priority to programs that complement PROSOLI/QEC and are based
on a life-cycle approach. Subsequently, the design of the benefits needs to be improved: the amounts
transferred should be increased and the benefits classified based on the quality-of-life index, whereby
greater resources would be allocated to poorer households to ensure they obtain a larger share of the
basic family food basket. As the economy recovers, strategies for removing nonpoor beneficiaries from
these programs will have to be devised.

Similarly, formal employment needs to be preserved and support provided for those wishing to
move out of the informal sector and into the formal. Job-sharing or reduced working hours schemes
are encouraged as a means of minimizing formal job losses, as well as measures aimed at maintaining

45 Approximately 50% of all workers work for informal businesses. Poor or vulnerable workers at these companies receive the Quédate en Casa allowance if
they are poor but lack the job protection provided by the FASE program.

46 According to the 2018 Continuous National Workforce Survey (ENCFT), almost all of the 1,741,133 self-employed workers were informal. Furthermore, 15%
were in poverty and 37% were poor or vulnerable (UNDP, 2019).

47 Resolution No 498-03 of the National Social Security Board.

48 National Social Security Board (CNSS, 2020).

49 The use of big data and artificial intelligence tools is recommended, tools based, for instance, on an analysis of electricity, water, or phone bills; mass text
messaging of potential applicants; and the use of collaborative economy platforms. For the purposes of this effort, it is also essential to ensure greater
database interoperability between the Social Security Treasury Office and the Single Beneficiary System (Sistema Unico de Beneficiarios or SIUBEN).
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the human capital of those out of work, including temporary employment, training, and job placement
programs. QEC beneficiaries can take advantage of the training available under the PROSOLI program,
while other informal workers who are registered under the social protection system can be given training
in order to reduce the negative impact on labor productivity and be enrolled in job placement schemes
in order to make it easier for them to rejoin the workforce. These programs need to be aligned to the key
sectors defined in a national strategy for economic reactivation and the creation of formal jobs.

In order to start growing again in @ more equitable way, the gaps in income and disparities in the
quality of social services must be overcome. Increased investment is needed to bolster the supply
of healthcare services, with an emphasis on equality, prevention, coverage, and quality. The integrated
healthcare services network model needs to be implemented in an effective manner and the budget
allocated to primary care and health promotion/prevention be increased. The minimum quality standards
and guidelines for healthcare facilities also need to be revised. Skill development should be encouraged
among healthcare professionals and service quality monitoring and assessment mechanisms be put in
place. As for education, the challenges created by COVID-19 make it more difficult to ensure coverage
for the poorest and most vulnerable and that they acquire skills through a combination of face-to-face
teaching and distance learning. Increased investment is recommended in order to provide low-income
students with greater connectivity and better access to technological platforms and tools during the
crisis, as well as to encourage online teacher training and to continue broadening the range of educational
content available in other formats (i.e., radio, television, and so on).

The most pressing challenge is to mitigate the negative effects of the pandemic and address the
challenges in an inclusive, robust, and sustainable manner. The State needs an overhaul in order to make
the institutional apparatus more modern, transparent, and efficient, and thereby enhance the provision
and quality of public goods and services and expand social protection networks. The priority should be
to improve the health, education, and public transportation services on which the poor and vulnerable
rely, and to facilitate their access to the formal labor market in order to provide equal opportunities
for all Dominicans. That way, a stock of human capital will be developed that will drive the economy’s
productivity and real wage growth, while social mobility increases.

82 | MACROECONOMIC REPORT 2020



Analysis of Inequality

El Salvador = .
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Evolution of inequality and poverty

Over the past twenty years, a significant reduction in poverty has been achieved. Despite the structural
issues of El Salvador’s economy and persistent development gaps, social indicators show a continuous
decrease in poverty in the period 2000-2019. Extreme poverty in the country fell by half, from 27% to 11.1%,
while general poverty nationwide decreased from 46% to 28.5%, a drop of 19 pp. As a result, in 2019, the
levels of both general and extreme poverty were close to the regional average, with the country achieving
a faster rate of poverty reduction than the Latin American average.

The dynamics of migration and remittances have been decisive in reducing poverty. In 2018,
remittances amounted to 21% of GDP, much higher than the LAC average of 1.5%. This inflow of funds is
received by 21.7% of the country’s households, making it an important source of income, primarily in rural
areas. Given that the changes in poverty and inequality indicators have occurred within a context of slow
economic growth, the evidence suggests that they are largely the result of patterns of emigration and
remittances (Acevedo and Cabrera, 2014) rather than structural changes in the economy.

Multidimensional poverty has also decreased, though disparities in the provision of basic services
and in access to education existed even before the 2020 crisis. The country has serious deficiencies
in terms of social infrastructure. More than 600,000 of the country’s inhabitants (27% of the rural
population) have no potable water supply. According to the Multipurpose Household Survey (EHPM), in
2019, 81% of households nationwide were connected to a piped water supply, compared to 67.3% in rural
areas. Moreover, 48% of the water supply has been classified as intermittent, while 50% of the population
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have reported issues with the quality of water supplied. Over 95% of domestic wastewater is discharged
untreated and in many cases the infrastructure is inadequate.

There has been no change in the consolidated middle class, despite an increase in income prior to
COVID-19. Though the median monthly household income rose from US$274 to US$500 between 1999
and 2019, the proportion of the population classified as middle class fluctuated between 17% and 24.6%.
The growth in income has been insufficient to close the gap with LAC countries, where the middle class
account for an average of 32% of the population. This same period saw a considerable increase in the
vulnerable population, defined as nonpoor households with incomes of between US$5 and US$12.4 a day.
This group went from being a third of the country’s total population to almost half, one that is exposed
to a multitude of risks, such as changes in the price of the market basket of consumer goods, economic
recessions, and external shocks. These households also constitute the income group most likely to emigrate
and that which receives the largest proportion of remittances from abroad (Duryea and Robles, 2016).

In terms of inequality, El Salvador has the second lowest Gini in Latin America behind Uruguay. In the
period 2000-2019, the Gini coefficient fell from 0.54 to 0.41, whereas the regional decrease was from 0.55
to 0.48. At the same time, if we consider the Palma index (which shows where inequality is most acute),
in 2000 the richest decile had four times more than the poorest 40 percent, while in 2018 this figure was
1.9 times more, suggesting a lower concentration of wealth in the upper part of the distribution among
Salvadoran households. The impact of the pandemic on income and employment could cause a significant
rise in income inequality, with an increase in the Gini index from 40 to around 42.

The fall in remittances and the job losses® associated with COVID-19 could lead to a significant
increase in poverty. More specifically, estimates suggest that the poverty rate could increase by around
7.4 pp, i.e., an additional 478,000 people with a daily income of less than US$5 a day. The consolidated
middle class, made up of people with incomes of between US$12.5 and US$62 a day, could shrink from
25% of the population to 19% in 2020.

Determinants of inequality

A person’s standard of living is largely determined by their rurality, formality, and education. El
Salvador is a more urban country than its neighbors; however, 62% of its 1.85 million poor live in rural
areas. The rise in income level has not been evenly distributed across the country and an analysis of
subnational data from 2000 to 2018 shows that poverty fell from 71% to 47% in rural areas, whereas in
urban areas the decrease was from 26% to 17%. At the same time, higher poverty rates are also strongly
associated with informality: 73% of the Economically Active Population (EAP) do not pay into the social
security system, but account for 94% of all those classified as poor. Furthermore, data disaggregated
at the regional level show that the highest rate of extreme poverty can be found in departments with
rural and border populations, such as Ahuachapan in the west (42%) and Morazan in the east (47%). The
urban areas where national economic activity is concentrated, such as San Salvador and La Libertad, have
much less poverty (14% and 25%, respectively) than the rest of the country. Moreover, the highest poverty
rate among people over 18 is in those with no schooling (41%). Among adults who have not completed
primary education, poverty levels reach over 35%, while only 25% and 9% of those with a secondary-level
or higher-level education, respectively, are poor. In terms of the overall number of poor (1.85 million) with
each level of schooling, 68% have a primary-level education or less, 25% a secondary-level education, and
7% a college-level education.

50 Itis estimated that up to 15% of formal jobs could be lost as a result of the pandemic.
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While income distribution indicators point towards sustained improvement, the disparities in
educational opportunities continue to fuel intergenerational immobility. As access to education in
poorer households is restricted by factors related to insecurity and poverty, education itself can create a
permanent source of intergenerational inequality. An analysis of household surveys and the relationship
between the educational level of parents and their children by Berhman et a/. (1999) shows that mobility in
El Salvador is not only low, but that its long-term evolution shows that it remained stagnant between 2000
and 2010, before starting on a downward trend lasting from 2010 to 2018. This apparent inconsistency
between the indicators of income ineguality and mobility, while not intuitive, does confirm the results of
previous research (see Torche, 2014). Factors related to social mobility and intergenerational inequality
explain, at least in part, the marked contrast between the progress made in terms of income inequality
and the public’s perception of the distribution of wealth. As described below, social discontent is quite
unrelated to the Gini and appears to be more closely linked to the perceived lack of opportunities and
poor quality of services among the public.

Despite being the country with the lowest income inequality in the region, El Salvador has the  The highest
highest level of dissatisfaction with regard to inequality. According to Latinobardmetro, between 1997 gggzrlteyofgf%mong
and 2001, the proportion of people who felt that income distribution in El Salvador was unfair rose from years of age is
60% to 87%, the highest in the region. In regard to the relationship between socio-political discontent,  in those with no
mobility, and inequality, Friedman (1972) argues that two societies with the same income distribution but schooling
differing degrees of mobility will produce different results, due to the fact that inequality will be viewed (41%)
differently. Meanwhile, Quah (2020) suggests that social mobility has played a greater role in explaining

the intensity of conflicts than the level of inequality per se. In the same vein, Protzer (2019) associates the

emergence of populist figures with a lack of social mobility.

According to the public, the country’s main problem by far before the crisis was citizen insecurity.
The proportion of people who ranked citizen insecurity, including violence and gangs, as the country’s
biggest problem almost tripled between 2008 and 2018, from 22% to 60%. When asked about the main
issue for each individual rather than for society, most people believed it was the economic situation,
with 55% choosing it in 2008 and 52% in 2018. Other possible triggers of discontent and dissatisfaction
include poor social security coverage, inadequate access to the water system, and problems with urban
transportation. Before the last presidential elections, only 1in 10 Salvadorans believed the country was
progressing and in 2018 confidence in public institutions and the political system reached an all-time low.
However, the 2019 electoral process may have provided a temporary escape valve for burgeoning social
discontent. The public’s strong confidence in the government may have reached a turning point, thus
decreasing the likelihood of civil unrest, at least in the short term. According to various local analysts, as
well as the findings of a number of recent local perception surveys, while the new government does enjoy
a high level of public acceptance, if the country’s structural problems (such as income and opportunity
inequality) are not addressed, social discontent could well set off on another upward course.
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Public policy proposals

A series of social programs have been implemented in line with the Sustainable Development Goals
(SDGs). Of the seventeen SDGs, El Salvador has prioritized six,* so a package of specific programs was
developed to address the issues of healthcare, nutrition, and social protection, including Comunidades
Solidarias Rurales (“Rural Supportive Communities”) the conditional transfer program for families in
extreme poverty in operation since 2009. The special program Salud de la Niriez, Mujer y Adolescencia
("Health for Children, Women, and Adolescents”), which seeks to provide excluded groups with greater
access to better quality healthcare. In operation since 1984, the Alimentacion y Salud Escolar (“School
Food and Health Program”) seeks to help improve the dietary condition of students through a series of
subprograms aimed at improving learning conditions, attendance rates, and retention in the school system.
One of the most important educational programs is the Dotacion de Paguetes Escolares (“Provision
of School Supplies”) program. Programs aimed at making it easier for people to enter the labor market
include Empresa Centro (“Central Enterprise”), a program for young people between the ages of 18 and
25 that offers a mixture of theoretical and practical training in partnership with the private sector.

The redistributive effect of social policy has had a modest effect on poverty reduction. Beneke et a/.
(2017) find evidence that direct transfers from government social programs have had a limited effect on
poverty and inequality. In particular, the authors explain that while direct transfers from social programs
do contribute to poverty reduction, when indirect taxes are taken into account the effect disappears,
as from the second income decile on people pay more in direct and indirect taxes than they receive in
transfers and subsidies.

The primary driver of the growth of the middle class has been formal job creation in the private
sector. The increase in the broader middle class (i.e., including vulnerable people) is associated with higher
incomes, mainly for formal workers (who pay into the social security system), and this explains over 50%
of the reduction in poverty. Disaggregating by sector reveals that what has driven this change is incomes
in the tertiary sector, including commerce, restaurants and services, which is to be expected given that
these comprise almost 80% of employment.

There is much room for improvement in the country’s social protection systems. Most subsidies fail
to reach the poorest households. The government has sought to improve the targeting of these subsidies
due to the importance of enhancing fiscal space. While efforts have been made as regards distribution,
the resources involved remain significant and there is room for improvement when it comes to targeting,
the sectors with the least distributive impact being water and transport. Considering the total amount
of subsidies, households in the two poorest quintiles receive a smaller share than the percentage of the
total population they represent. Households in the lowest quintile receive 13.8% of all subsidies, while
those in the second lowest receive 18.7%. This shows that there is room for improvement where targeting
is concerned, which would help ensure public resources are put to better use. In this regard, continued
efforts to develop a population information database, such as that which could be created from the Single
Registry of Participants (RUP), would enable the government to better identify those who should receive
subsidies and to improve accountability.

51(i) End poverty in all its forms everywhere; (ii) end hunger, achieve food security and improved nutrition; (iii) ensure healthy lives and promote well-being
for all at all ages; (iv) ensure inclusive and equitable quality education and promote lifelong learning opportunities for all; (v) achieve gender equality and
empower all women and girls; (vi) ensure availability and sustainable management of water and sanitation for all.
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Targeted programs have a limited reach. Those programs that have proven effective at targeting the most
vulnerable have had a modest impact due to limited coverage and reach. One example is Transferencias
Monetarias Condicionadas Familias Sostenibles (“the Conditional Cash Transfer Program for
Sustainable Families, formerly known as Comunidades Solidarias (“Supportive Communities”), the
most important income redistribution program, which in 2015 covered 100,000 families but whose reach
remains limited. Studies show that the direct transfers are well-targeted at the most vulnerable segment of
the population, but both the coverage and the value of the transfers are low (the amount a family receives
varies according to the number of children and ranges from US$15 to US$20 a month, which represents
10 percent of a family’s expenses). This has little impact on reducing poverty and inequality indicators.

El Salvador has no system of population registration that would enable its social protection system to
deal with the impact of the crisis at the household level more effectively. Having a register of the poor
and vulnerable population is extremely important in all types of emergencies. In El Salvador, such a system
could be used to achieve fiscal savings and to protect the population in the kind of emergency currently
unfolding. In 2010, the RUP was launched for the purpose of keeping a register of all the households and
individuals in ‘precarious urban settlements’ (or AUPs); however, only 145 such AUPs have been identified
in five of the country’s departments.

MACROECONOMIC REPORT 2020 |87



Analysis of Inequality

Guatemala

Jordi Prat and Gisele Teixeira

Evolution of inequality and poverty

Guatemala is characterized by a young and very ethnically and culturally diverse population. In
2018, Guatemala’s population was estimated to be 16.3 million people, of whom 34% were aged between
0 and 14 years old, 61% between 15 and 64, and the remaining 5% 65 or older. While the average annual
growth rate of the population has decreased in recent years, it remains high. Ladinos comprise 56% of
the population, with the remainder made up of Mayans (42%), Xincas (2%), and others (2%). It should be
noted that those classified as indigenous are divided into at least 22 linguistic communities (INE, 2019a).

Half the population is concentrated in five of the country’s 22 departments. These are: Guatemala,
Alta Verapaz, Huehuetenango, San Marcos, and Quiché. The department of Guatemala is home to more
than 20% of the population, while 46% of the population reside in rural areas.

Guatemala’s economic performance is largely dependent on agricultural products and remittances.
Guatemala is a small, open economy whose performance is linked to that of its trading partners. Its
economy is dependent upon the price of its main agricultural export products, which will remain relatively
low, though on a very slight upward trend. Moreover, the main generator of foreign exchange in the
country are remittances, which accounted for the equivalent of 13% of GDP in 2019 and help prop up
aggregate demand.
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As a result of the COVID-19 crisis, there is expected to be a downturn in economic activity in 2020,
though less so than in the rest of Latin America and the Caribbean. The country went from an average
annual growth rate of 1% between 1981 and 1990 to one of 3.5% between 1991 and 2019, which is very
similar to the CAPARD average and higher than the LAC average of 2.7% (IMF, 2019). The economy’s low
volatility is the result of macroeconomic stability and a relatively diversified export structure. However,
in light of the coronavirus crisis, the main multilateral institutions estimate that economic activity will
contract by between 1.5% and 4.1% in 2020, before returning to its former dynamism in 2021

The country has failed to close the gap in per capita GDP with its major trading partners.
GDP per capita grew by an average of 1.4% a year from 1998 to 2008, then slowed down between 2009
and 2018, when it averaged 1.0% a year, below the 2.8% a year CAPARD average of the same period. In
2018, Guatemala’s per capita GDP amounted to only 51% of that of LAC and 13% of that of the United
States, the result of high population growth and modest, low-volatility economic growth.

Given that Guatemala’s growth has not been pro-poor, poverty is expected to increase as a result
of the pandemic. In 2014, the poverty rate reached 59.3% of the population, i.e, 2.9 pp higher than
in 2000, whereas in the same period extreme poverty increased more sharply, rising from 15.7% to
23.4%. This is in contrast to what happened in LAC as a whole, where the poverty rate fell from 43.8%
to 29.6% on average over the last decade. In other words, for every percentage point of average annual
growth in LAC, the poverty rate fell by 5.3 pp, whereas in Guatemala the decrease in poverty with the
same growth was practically zero. Guatemala’s poverty and extreme poverty rates are expected to
increase by approximately 3.5 pp in 2020 as a result of the downturn in economic activity and lower
employment levels.

Poverty rates are higher in rural areas and in indigenous communities. In 2014, the poverty rates for
rural and indigenous people (who account for 50% and 39% of the total population, respectively) were
76.1% and 79.2%, higher than the national average. Of all those classified as impoverished, indigenous
people make up 52% of the general poor and 66% of the extreme poor. In the same year, extreme poverty
in rural areas reached 35.3%, more than three times the rate of urban areas, where it is 11.2%.

Figure 5.2. Poverty rate (% of population), 2014 Figure 5.3. Inequality indicators
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Despite the improvement of recent years, inequality as measured by the Gini coefficient is expected
to increase in 2020. Estimates based on household surveys show that the Gini inequality coefficient in
LAC (traditionally the most unequal region in the world) fell from 0.53 to 0.5 on average between 2006
and 2013. In Guatemala, the Gini coefficient also fell during this time from 0.56 to 0.53, although it remains
higher than the regional average and is expected to increase. Similarly, the Economic Commission for Latin
America and the Caribbean (ECLAC) predicts that inequality in the distribution of income will rise to 0.54
in 2020 as a result of the COVID-19 crisis.

Housing conditions and limited access to public services reflect other dimensions of poverty. Only
59% of households have indoor plumbing and in seven of the country’s 22 departments, the figure is less
than 50%. Eighty percent of the country’s households are connected to the electricity grid, but in the
predominantly rural, high-poverty department of Alta Verapaz, only half of all households are. At the same
time, 54% of households use firewood as the main source of heating for cooking. At the national level,
26% of homes have a dirt floor, a figure that rises to 64% in the department of Alta Verapaz (INE, 2019a).

Determinants of inequality

Despite the economic stability and low level of public debt, the low tax burden limits the State’s
capacity for social spending. Both fiscal and monetary policy have been prudent and kept public debt
at around 25% of GDP in recent years, and inflation at around 4% a year, which is within the Central Bank
target. Moreover, the debt level is lower than in other Central American countries and countries with
similar credit ratings. However, the country’s tax burden is among the lowest in the world. Between 2013
and 2019, annual public revenue averaged 11.5% of GDP. At the same time, in the same period the level of
public spending averaged only 13.2% of GDP, one of the country’s lowest levels of social spending. In 2018,
social spending in Guatemala totaled 7% of GDP, whereas the LAC average was 11.3% (ECLAC, 2020).

Low levels of public spending, with little opportunity for social progress, have limited the effectiveness
of the fight against inequality. In 2018, public spending on healthcare and education in Guatemala
amounted to 11% and 3% of GDP, respectively, compared to 2.2% and 4% of LAC's GDP. Nearly 30% of
young people did not take part in any educational or work activities in 2017 and in 2019 approximately
70% of the working population had no more than an incomplete secondary education. The stagnation
of per capita income has been affected by the existence of weak mechanisms for redistribution, which
have resulted in greater inequality of opportunities and have affected people’s ability to reap the benefits
of growth: the average monthly income of the richest quintile is 15 times higher than that of the poorest
quintile (INE, 2019b).

Shortfalls in human capital have hampered the inclusiveness of growth. According to the Human
Capital Index, in 2018 the country ranked 109 out of 157 countries, below most LAC countries that year
(except Haiti) and below its 2017 ranking (World Bank, 2018). As an example, the adult productivity of a
Guatemalan child who receives a full education and the services needed to enjoy good health is twice as
high as one who does not.
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Figure 5.4. Share of informal jobs in total Figure 5.5. Share of employed persons working
non-agricultural employment in the informal sector, by level of schooling, in 2015
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Informality in Guatemala is among the highest in LAC and affects its most vulnerable to varying
degrees. The employment rate in the informal sector has barely decreased at all in ten years and amounts
to nearly 70% of all those employed in the country; however, the informality rate is higher among
indigenous people (85%), rural workers (75%), and those with a very low level of schooling (82%). The
sectors of the economy that are the biggest employers, such as agriculture (32% of those employed) and
commerce (27%), have high rates of informality (90% and 74%, respectively) and lower productivity. The
average monthly income of those employed in the informal sector is 2.2 times less than that of those in
the formal sector. Furthermore, 20% of the working population do not earn enough to take them out of
extreme poverty (INE, 2019b).

Public policy proposals

Guatemala should implement a strategy of economic reactivation to improve the country’s medium-
term socio-economic dynamics. The COVID-19 crisis has had a severe impact on the socio-economic
conditions of Guatemalan society, so the country needs to implement a comprehensive strategy of
economic reactivation. Biosafety protocols should be implemented for all activities, investment in
productive and social infrastructure should be expanded, and the foundations be laid for expanding basic
services in order to build human capital.

Improving the labor market for young people can yield a multitude of benefits. For one of the youngest
countries in the region, the challenge is to ensure young people continue with their education until they
acquire the qualifications and skills that will allow them to earn a decent living, and to propose courses of
action aimed at encouraging the incorporation of young people into the formal labor market. Enhancing
human capital and mitigating the negative impact of the pandemic on opportunity gaps is critical.
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The COVID-19 crisis has shown that expanding the digital infrastructure is crucial for achieving further
development. The pandemic has highlighted what were already worrying social divides in Guatemala,
such as the differences between social classes in terms of digital access. Efforts by public institutions
to promote the development and deployment of telecommmunications and broadband will help put the
country on the path towards the adoption of digitalization as the linchpin of economic growth, social
inclusion, and equal access to opportunities.

Promoting public and private investment is key to reviving the economy. Public investment
contributes to a more competitive economy and helps boost private investment. The country shows
significant deficiencies in indicators related to the provision of water, electricity, telecommunications, and
road transport. At the same time, investing in infrastructure has a major impact in terms of reviving the
economy in the short term, and facilitating greater and more inclusive growth in the medium term. In this
regard, improving processes to expedite the design and implementation of public projects and make the
most of the opportunities provided by public-private partnerships should be a priority.

Strengthening institutionality and transparency. Guatemala needs to promote greater transparency and
accountability in its public institutions and reform its regulatory framework in order to create a favorable
business climate and reduce the obstacles to investment, competition, and adeqguate provision of public
goods, which would contribute to a more effective reduction in the high levels of poverty.
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Evolution of inequality and poverty

Income inequality is high in Haiti, where fewer than 3% of the country’s communes have a Gini below
0.50. According to the World Bank, in 2012 Haiti's Gini coefficient was 0.61, a figure that had remained
virtually unchanged since 2001.°? At 0.68, the Gini coefficient estimated by the Haitian Institute of Statistics
(IHSI) that same year was even higher than the World Bank estimate.®®* According to the IHSI, incomes
within each of Haiti’s ten departments vary considerably: in fact, 89% of household income inequality
in 2012 was intra-regional. This heterogeneity is confirmed by a 2020 IDB study that measured poverty
and inequality in 2012, 2014, and 2019 at even more disaggregated geographic levels (i.e., at the level of
commune and communal section), based on information gathered from satellite images and cellphone
metadata. The resulting inequality maps show a great deal of heterogeneity in terms of inequality within
each of Haiti’'s ten departments. The exercise also found that only three of the 140 communes®* analyzed
had Gini coefficients below 0.50, these being: Cité Soleil, Delmas, and Tabarre in the department of Ouest
(where the capital is located).>®

52 World Bank (2014). A similar trend can be seen when using the Standardized World Income Inequality Database (or Solt’'s SWIID, 2019). In the last ten
years, only one household survey (ECYMAS) has been conducted in Haiti (in 2012), while no population census has been carried out since 2003. Therefore,
measuring the evolution of income inequality over the last ten years on the basis of official data remains a challenge.

53 Note that these values differ significantly from the Gini coefficients reported by the World Bank and SWIID. In these databases, the Gini indices are
standardized in terms of the definition of well-being and the adult equivalence scale in order to allow for comparison with other countries.

54 Haiti has 145 communes

55 Itis important to remember that the fact that an area has a low level of income inequality (as in the case of Cité Soleil) is no indication of the level of wealth
of its households but instead merely provides an idea of the comparative differences in incomes between the households within it. Therefore, a fow Gini
coefficient could indicate that households within a given area have similarly low income levels
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Figure 5.6. Atkinson Inequality Index (%) An alternative measure of income inequality shows a decline in
the latter over the last decade. Even though the Gini coefficient
is a widely used measure of income inequality, it is important to
note that it is not consistent across subgroups; in other words, if
inequality decreases in one subgroup (e.g., a region) and remains

51

50 unchanged in the others, the Gini may not reflect this change
correctly. For this reason, the United Nations Development

49 Programme uses Atkinson’s measure of ineqguality, which, in
* >0 addition to demonstrating consistency across subgroups, is also

48 0—0—/ sensitive to inequality at the lower end of the distribution by
assigning greater weight to it (UNDP, 2019). This measure shows

47 that income inequality in Haiti has been increasing over the last
" decade, with the sharpest rise occurring in 2018 when the economy

entered into a sharp downturn. The persistent shocks that have hit
the Haitian economy over the past two years, including that of
COVID-19, could make this situation even worse.

2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: United Nations Development Programme (2019a).

Composition of Social Classes

Economic and demographic patterns vary considerably from one class to another. To determine the
composition of the various social classes in Haiti, Székely et al. (2020) use data from the 2012 household
survey and the World Bank definitions of poor, vulnerable, middle, and upper classes.*® According to this
method, 90.6% of the Haitian population are classified as “poor,” 6.9% as “vulnerable middle class,” 2.4%
as “consolidated middle class,” and only 0.2% as “upper class.” Access to basic services, ownership of
durable goods, and educational attainment vary considerably among these groups, as shown in Table 5.1.

Table 5.1 Economic and demographic characteristics in Haiti, by income level

Vulnerable Consolidated Upper

Indicator Poor . !
middle class middle class class

Electricity 26.1 50.8 491 100.0
Access to potable water 23.8 311 34.6 44.5
Permanent floor 59.4 82.0 84.1 100.0

Owns a refrigerator 59 17.4 23.6 75.7

Owns a vehicle 1.7 51 6.8 579

Percentage of adults over 25 with tertiary education 1.7 3.0 6.2 10.2
Percentage of households with at least 1 member who has access to 6.7 93 8.0 _
social security

Average years of schooling of people between 25 and 65 years old 6.9 8.0 8.4 10.2
Average years of schooling for the children in the household aged 6.4 77 9.4 _

between 15 and 17 years
Average years of schooling of the head of household 5.6 6.8 7.2 1.5
Source: Székely et al. (2020).
56 Those classified as poor have a daily per capita income of less than US$5. The vulnerable middle class earn between US$5 and US$12.40 a day. The consolidated middle class have

a daily income of between US$12.40 and US$62. Lastly, the upper class receive a daily per capita income of over US$62 in 2011 PPP dollars.
57 This differs from the percentages classified as poor based on the national income poverty rate (58.5%).
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Determinants of inequality

There are a number of factors underlying the high levels of income inequality in Haiti. According to Ghayad
et al. (2019), the persistence of inequality is associated in part with the dominance of major sectors of the Haitian
economy that date back to the Duvalier era, when monopoly rights were granted in key industries, along with
exclusive import licenses for key consumables. Moreover, the Haitian tax system tends to be regressive and relies
heavily on indirect taxes. In the 2019 financial year, taxes on earnings accounted for only 26% of all tax revenue,
whereas the TCA (sales tax) and customs duties accounted for 28% and 26.3%, respectively.

Furthermore, over 75% of Haiti’s rural population—the most vulnerable—works in the agricultural sector,
one that faces numerous challenges, including low productivity,*® a lack of transparency in land registration,
financing issues, and a high incidence of natural disasters. According to the World Bank (2014), half of the
rural population also reports agriculture as their only source of income, an activity that provides barely enough
sustenance for many rural households. Consequently, a large proportion of people in this sector suffer from
food insecurity. In fact, 1in 3 people in Haiti were food insecure before the onset of the pandemic (World Food
Programme, 2020) particularly in the country’s northwest region. This situation could get even worse in the wake
of the pandemic if humanitarian services are not deployed promptly in order to mitigate the impact of rising
inflation, disruptions to food value chains, and the lack of market access in these regions.

Public policy proposals

In recent months, the government has made significant progress in social issues thanks to the adoption of
the National Social Protection and Promotion Policy (PNPPS). The aim of this policy is to reduce the existing
fragmentation in current social programs and increase the coverage and effectiveness of social safety nets by
establishing a limited number of unconditional and quasi-universal cash transfer programs for vulnerable groups.
Cash transfer programs that are straightforward in design have proven effective in other low-income countries
and can potentially be implemented more quickly than conditional cash transfers. Furthermore, according to
Banerjee et al. (2019), more refined targeting programs tend to be less effective in countries that are unable to
identify beneficiaries or which lack the capacity to implement such programs; the authors also provide evidence
in favor of using simplified and unconditional cash transfers in countries like Haiti. Along with the significant food
deliveries and transfers the government is providing with the support of the IDB and other international agencies,
this policy will be essential to mitigate the effects of the pandemic.

Despite these advances, it is important to note that Haiti spends relatively little on healthcare and education.
According to Ghayad et a/. (2019), Haiti’'s spending on these two items amounted to less than 4 percent of GDP
in the 2018 financial year, well below the regional average of over 8 percent. With the advent of COVID-19, the
Haitian government increased the amount allocated to health spending by a factor of four, bringing the budget
allocated to the Ministry of Public Health and Population to 10.9% of the entire 2020 budget. It will be important
for the government to continue allocating substantial budget resources to the social sector after the pandemic
is over in order to ensure that the people of Haiti, particularly those in rural areas, have access to basic services.

Lastly, it will be important to make significant additional investments in infrastructure, particularly transport
infrastructure, in order to reduce the high cost of mobility for Haitians living in remote areas. This will be key
in the Nord-Ouest department, which is practically cut off from the rest of the country and suffers the most acute
levels of food insecurity. Investing in quality infrastructure will allow Haitians to connect with other productive
sectors and generate productivity gains.

58 Between 1991 and 2012, agricultural productivity decreased at a rate of 21% a year.
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Figure 5.7. GDP per capita, PPP (1990=100)

Analysis of Inequality

Honduras

Jordi Prat, Rosmery Zelaya y Samuel Jiménez

Evolution of inequality and poverty

Honduras has exhibited modest growth in recent years, as the economic framework has become
more consolidated. Between 2010 and 2019, the economy achieved an average annual growth rate of
3.5 percent, reaching a peak of 4.8 percent a year in 2017. However, the economy then slowed down to
a rate of 3% in 2019. One achievement of the Hernandez administration (2014-2019) was the recovery
of macroeconomic stability with the support of the IMF's Monetary Program. As a result, it managed to
consolidate public finances, as a result of which the central government’s deficit decreased from 8% of
GDPin2013t0 2.5% in 2019, in compliance with the Fiscal Responsibility Act (the Ley de Responsabilidad
Fiscal or LRF), which in turn helped bring about an improvement in the country’s ratings according to
international risk rating agencies. Meanwhile, as shown in Figure 5.7, growth per capita has been lower
than in the rest of the CAPARD region.

Figure 5.8. Inequality in Honduras (Gini coefficient)
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Labor-intensive sectors have been less dynamic, which has restricted social progress. The agriculture
and manufacturing sectors have poverty levels of 78.9% and 59%, respectively. Though the communications
and financial brokerage sectors have been more dynamic in recent times, they are not the most labor-
intensive, which means that they are of little benefit to the country’s poor given their limited access to
sources of employment, as well as their low value added.

The COVID-19 health crisis has had a major impact on Honduras and the region at large. The economy
has been severely hit by the health crisis and the social/physical distancing measures implemented to
prevent the spread of the coronavirus. By the end of June 2020, the projections of various national and
international bodies had worsened. At the end of 2019, the country’s Central Bank forecast GDP growth of
nearly 3% in 2020; however, in June it revised this estimate to an eventual contraction of between 7% and
8%. By July, most SMEs were already struggling to stay in operation and, according to various business
associations, around 40% of companies were close to shutting down. Tax revenues in June were 37% lower
than had been projected for the first semester, while at the same time the authorities increased social and
healthcare spending in an effort to mitigate the effects of the pandemic through measures that include
increased social transfers, opening new healthcare centers, and establishing medical crews, among others.

Over the past twenty years, the pattern of Honduran economic growth has been characterized

by factor accumulation and stagnant productivity. One growth accounting exercise showed that the

economy grew by 3.9% between 2000 and 2016, driven by factor accumulation, with capital accounting  Economic

for 2% and labor accounting for 1.7%, and an almost insignificant 0.2% share corresponding to total factor growth in recent
productivity (TFP), which can be understood to mean that there were no efficiency gains in the country’s ?/oevicrasr ?sgnb\?vir:ﬂd
productive infrastructure, deficiencies in its human capital, weaknesses in its institutions, and little  pe expected
innovation, among other issues. It should be noted that the economic growth recorded in recent years with an average
is lower than would be expected with an average total investment level of 22% of GDP. Consequently, It:\fz: 'onfveStment
international competitiveness as measured by the World Economic Forum'’s 2018 Global Competitiveness 22% of
Index (GCI) indicates low levels of productivity. Honduras ranks 101st out of 140 countries according to the GDP

ICG (having ranked 103rd out of 135 countries in 2017).

Honduras finds itself in a vicious circle of inequality: a high level of poverty and a limited middle
class. Between 2001 and 2018, the Gini coefficient fell slightly by 3 pp, from 0.56 to 0.53, though it was
very volatile. This is due to a combination of two effects: an increase in income in the lower deciles and
a decrease in income in the top decile, which is in turn associated with the dynamics of the agricultural
sector and the expansionary effects of remittances over the last twenty years. When the population is
distributed by income level, we see that the country has a small middle class and a high level of income
inequality: 30% of the population live on US$4-10 a day (vulnerable); 22% on US$2.5 a day (extreme poor);
20% on US$4 a day (poor); 16% on US$1.25 a day (overall extreme poor); 1% on US$10-50 a day (middle
class); and 1% live on US$50 or more a day (top 10%) and receive 37% of domestic income.*® The high
level of inequality between groups is reflected in the fact that the average per capita income of the richest
quintile is 20 times higher than that of the poorest. It should be noted that the coverage of the social
security system is very limited, with no more than 17% of the EAP paying into it.

59 Herndndez Oré et al. (2016)
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Inequality and poverty levels could rise as a result of the pandemic. Estimates suggest that the poverty
rate could increase by 5 pp in 2020.

One of the greatest achievements of the current administration has been the significant reduction
in the homicide rate; however, there are still challenges yet to be overcome in order to ensure
economic recovery and a good business environment. The homicide rate fell by half, from 86.5 per
100,000 inhabitants in 2011 to 41.4 in 2018. The progress made in terms of security is therefore noteworthy,
though challenges remain if the country is ever to find itself among the LAC countries with the lowest
homicide rate and thereby foster a better business climate, and at the same time boost investment and
economic growth. It should be noted that these economic developments have not been enough to stem
mass emigration.

Determinants of inequality

For more than thirty years, the performance of the Honduran economy has been volatile, characterized
by a crisis every ten years or so. Since the country’s return to democracy, the economy has grown at an
average rate of 3.5% a year, below the CAPARD average. Due to the high fertility rate, per capita growth
has been slow, averaging close to 1% a year. If this trend continues, it will take Honduras nearly thirty years
to reach Costa Rica’s current level of GDP per capita. This lag is largely attributable to the negative effects
of an unstable political cycle, internal macroeconomic imbalances (fiscal imbalances, debt crises, and so
on), and vulnerability to external shocks and natural disasters.

The high level of informality and underemployment constitute obstacles to the creation of high-
value-added opportunities. Between 2001 and 2019, the low level of education limited the demand for
highly specialized jobs. This has resulted in almost permanent levels of unemployment and high levels of
informality, with low-value-added jobs and limited possibilities to increase earnings. In 2019, the rate of
underemployment reached 60.6%, while the rate of informality reached 851%. Moreover, the most labor-
intensive sectors, such as agriculture and services, have the highest rates of informality (85% and 81%,
respectively in the examples cited) and the lowest labor productivity, which results in low wages.

The fact that the agricultural sector is highly vulnerable to shocks limits the possibility of lasting
poverty reduction. This is due to both external factors, such as the variability of raw material prices,
and internal factors, such as persistent droughts, which are also linked to climate change. According
to the Germanwatch Global Climate Risk Index Report (2014), Honduras, Myanmar, and Haiti were, in
that order, the countries most affected by natural disasters between 1993 and 2012. Consequently, the
negative effects of adverse natural weather events resulted in an estimated loss of 2.6% of GDP, which in
turn resulted in a drop in family incomes and reduced access to social services. According to the World
Food Program, nearly 60% of Hondurans suffer from food insecurity, while in the Dry Corridor, where
poverty is most acute, 58% of children under five suffer from chronic undernourishment. The impact
of all these elements on poverty is significant, as a high percentage of the population are involved in
the agricultural sector.
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The absence of any long-term strategy for reducing poverty and inequality meant that economic
growth was not very inclusive. According to Dollar and Kraay (2002), economic growth does not benefit
the poor if the most dynamic sectors of the economy have a small proportion of poor people. We have
seen that the least dynamic sectors in Honduras since 2000 have been those that are most labor intensive
and have limited value added. In fact, according to figures from the National Institute of Statistics (INE),
the sectors with the highest concentration of jobs among the economically active population in 2018 were
agriculture (30% of the EAP), commerce (17.3%), and manufacturing (12.7%). Meanwhile, coommunications
and financial services, which are relatively less labor-intensive, accounted for 0.8% and 1% of economic
growth, respectively. The sluggish reduction in the poverty rate puts Honduras among the poorest
countries of LAC.%° This is also down to the limited coverage of the social safety net.

The Honduran tax system is regressive and has a high dependency on consumption taxes. The
IDB study Recaudar para crecer found the Honduran tax system to be regressive from the first to the
fifth quintile of household income. Its analysis of taxes by type shows Honduras’s value added tax to be
regressive, as the bottom income quintile bears a higher tax burden than the top due to non-targeted
exemptions. The rest of the country’s taxes are highly regressive, with excise taxes accounting for more
than 60% of all tax revenue. At the same time, in 2018, the pre-tax Gini coefficient was 0.53, which is higher
than the tax concentration index of 0.47 and implies a negative differential or Kakwani index of 0.06. This
means that the distribution of relative burdens is regressive.

Low levels of human capital have stunted social progress. The intergenerational transmission of
poverty and inequality is largely due to chronic undernourishment and the fact that so many people drop
out of school. In particular, the most extreme consequence of hunger is child undernourishment, which There are still
has a decisive impact on school performance and, subsequently, on productive capacity, thus negatively  deficiencies that
affecting society’s potential for development. While Honduras has made progress in terms of educational ~ make Honduras the
) ) . ) ) ) . . country with
coverage, the quality of education remains low; at the same time, life expectancy has increased and infant
. . . L . o the second
and under-five mortality rates have fallen steadily. Despite improvements in health indicators, there are .
o . . . —highest rate
still deficiencies that place Honduras as the country with the second highest rate of undernourishment in of malnutrition in
children under 5 years old in CAPARD. The low level of education limits the capacity of young Hondurans  children under five

to generate income.

Violence and a lack of opportunities have resulted in high levels of emigration and a high dependency
on remittances. For decades, Hondurans have pursued new opportunities abroad and today more than
15% of the working-age population live abroad. This phenomenon became particularly noticeable in the
wake of the catastrophic impact of Hurricane Mitch in 1998. Added to this, violence entails an economic
cost that amounts to nearly 10% of GDP, while spending on security reduces private sector profits by
nearly 9%. In 2019, remittances represented more than 20% of GDP and have served as a source of income
for a significant portion of the population. It is clear that emigration has acted as an escape valve that
reduces the social tension inherent to an economic model that provides limited opportunities.

60 InMarch 2019, a technical committee set about revising and updating the monetary poverty measure. According to preliminary results based on the new
measurement, the percentage of poor households in 2018 was 48.3%, almost 20 percentage points below the previous poverty measurement of 61.9%.
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Public policy proposals

The COVID-19 crisis represents an opportunity to forge a new social contract. The health emergency
provides an opportunity to launch a discussion on a strategy to overcome Honduras'’s high levels of
poverty and inequality. At the very least, this should address the following issues: (i) the effectiveness
of public social spending; (ii) fiscal governance; (iii) informality; (iv) education and its relevance; (v)
violence prevention and law enforcement; (vi) the labor market for women and young people; and
(vii) the digital economy.

Work also needs to be done on creating productive opportunities. The crisis has laid bare the need to
diversify global value chains, so Honduras could take advantage of this new reality to expand its stake in
existing ones or into new sectors with a vision of integration and medium-term strategic planning, while
implementing financing schemes to facilitate the reactivation of SMEs in order to generate sustainable
jobs and income. The performance of emergency social programs needs to be evaluated and the quality of
human capital improved, both of which are key elements in providing the population with an opportunity
to generate more income.

In the short term, there should be investment in logistics and digital infrastructure in order to revive
. . the job market and generate employment. Connectivity is crucial to promoting development in a
:c?p(r:orn%(ti:wgl positive way. The deployment of telecommunications and broadband will help put the country on the
development in path towards making digitalization the linchpin of economic growth, social inclusion, and equal access to
a positive way opportunities. Investing in logistics infrastructure would create jobs in the short term and generate further
growth. Additionally, it would enable businesspeople in remote areas (i.e., rural and peri-urban areas) to
become more competitive.

Connectivity

Enhancing human capital is key to ensuring more inclusive growth. The working-age population as
a percentage of the total will increase over the next twenty years, which represents an opportunity for
the country. One of the challenges here is to ensure young people continue their education until they
get some qualifications and develop the skills required for them to earn a decent living, and another the
need to propose courses of action aimed at encouraging the incorporation of young people into the
formal labor market. Enhancing human capital and mitigating the negative impact of the pandemic on
opportunity gaps is crucial. Programs and projects aimed at reducing both poverty and extreme poverty
ought to consider early childhood development and nutrition as a primary and cross-cutting issue, given
that the lack of cognitive development in childhood can lead to delays in learning, as well as to poorer
school performance throughout life.

Improving the quality of social spending is vital. Honduras should seize the opportunity presented
by the pandemic to examine the effectiveness of social spending and improve transparency and
accountability. Fiscal institutions need to be strengthened and there needs to be a move towards results-
based budgeting that guarantees better use of public resources. This could improve the business climate
in Honduras by raising the quality of the human capital that may be demanded by higher-value-added
companies. Similarly, a holistic vision of the cycle of investment projects is required, so as to ensure better
provision of public goods. This would help bring about an effective decrease in informality and increase
the income of a large number of Hondurans.
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Mexico

Ana Karen Diaz and Agustin Filippo

Evolution of inequality and poverty

Mexico is one of the most diversified economies in the region and enjoys a considerable degree of
integration into the international arena. However, its socio-economic structure has for many years been
marked by stark disparities and serious social deficiencies. In 2018, inequality measured in terms of the
Gini coefficient was at 0.469.

In 2018, Mexico’s middle class of approximately 90 million people accounted for 71% of the population.
Within it, there was one band (26% of the population) with relatively higher incomes that constituted
the consolidated middle class and another with lower incomes (45% of the population) that constituted
the vulnerable middle class. It is important to stress that although this population group is classified as
middle class, this does not mean that their living conditions are either optimal or homogeneous. Their
average income is still relatively low and, more strikingly, approximately 40% of them suffer some form
of social deprivation.

Towards the bottom of the income distribution, we find a section of the population that includes those
living in poverty, a group that comprises approximately 34 million people or 27% of the population.
If we add those classified as poor and middle class together, we arrive at 99% of the population (the
rich being the remaining 1%). Obviously, these measurements differ depending on the criterion used and
according to CONEVAL (2019); for example, in 2018, 49% of the population were affected by income
poverty and 42% by multidimensional poverty. A subset of the most deprived numbering approximately
10 million people (or 7 percent of the population) were living in extreme poverty.®

61 CONEVAL's income line is US$8.5 (PPP 2011). The multidimensional approach requires someone to have an income below that line and also to be socially
deprived in some way in order to be considered poor.
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Incomes have increased slightly over the last ten years, especially in the lower part of the distribution.
This resulted in 4 percent of the population climbing above the poverty line to join the middle class. At the
same time, the income of the vulnerable middle class grew by an average of 0.6% a year, while that of the
consolidated middle class fell by an average of 0.3%.

Determinants of inequality

Mexico’s income inequality and unequal living conditions are the result of multiple factors and have
persisted over time. Firstly, it is important to highlight its slow economic growth: following the major
crisis of 1995, the Mexican economy grew by an average of 2.6% a year, which is certainly less than what
was required to raise the average standard of living of the population and reduce poverty. This situation
can be partly explained by the weakness of the country’s stock of human capital and its institutions which,
in turn, determine productivity increases and make the matter of “inclusive growth” largely a pending one
in Mexico.

Secondly, relevant factors include geography and, in particular, regional heterogeneity. Southern
states, for example, have lower human development indexes, lower public service coverage, and lower per
capita output. Moreover, there are also stark inequalities within any one region. In particular, the best paid
jobs tend to be found in the major urban centers, in all the country’s regions (see graph below).

In certain key areas of human development (e.g., health and education), Mexico invests very little, far
less than most OECD countries. This means that the redistributive impact of public policies is relatively
low. More specifically, fiscal policy in Mexico—direct taxes, contributory pensions, plus non-contributory
cash transfers—reduces inequality as measured by the Gini coefficient by just 4 pp, whereas in other LAC
countries (such as Uruguay) the reduction is 14 pp, and in OECD countries, 36 pp (Izquierdo et a/., 2018).

The COVID-19 pandemic will have a serious economic and social impact, and its effects are likely to
be long lasting. The IMF currently forecasts a 9.0 percent drop in Mexico’s GDP in 2020, followed by a 3.3
percent recovery in 2021 (IMF, 2020a). Due to the current crisis, someone in three out of every ten homes
has lost their job and in 65% of them household income has decreased (INEGI, 2020). Furthermore, from

Figure 5.9. Daily (median) labor income per worker by size of location in 2020.
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February to July 2020, more than 11 million formal jobs were lost. A substantial impoverishment of the
middle class is expected, particularly of its most vulnerable segments. Estimates suggest that 10 million
people will drop out of the middle class and join the poor. Despite the use of different methodologies

. . . . : . Between February
and certain assumptions that are today relatively benign given the recent evolution of the economy, and July 2020
CONEVAL's (2020) estimates are relatively similar, indicating a rise in income poverty of up to 9.8 million over
people (7.9 percentage points). 1.1 million

formal jobs
The current crisis will have an effect not only on incomes but also on education and, in general, on  were lost

the capacity to accumulate human capital, which will have a negative impact on the potential growth
rate of the economy and, therefore, mean a diminished capacity to combat inequality in the future.
As a result of the pandemic, the 2019-2020 school year was suspended. While there have been attempts
to continue classes online, there is unequal access to computers and the Internet for children to do their
homework at home, a fact that is inevitably related to household income and is something that further
widens the educational divide between rich and poor students, and has a consequent impact on human
capital. Furthermore, as a result of the decrease in household income, more people are likely to drop out
of school, as some less well-off students will need to work—albeit at the expense of their studies—in order
to help support their families. It is a similar story with access to healthcare. To begin with, the ability to
get to a healthcare facility was not uniform, either due to geographical or economic factors. The crisis has
exacerbated these differences, because while the effort to mitigate the pandemic has been nationwide,
not all income groups have the same access to prevention and treatment.

Public policy proposals

Mexico’s social policy affects approximately 22 million people. The coverage of its protection program

was maintained during the pandemic and in an effort to mitigate its impact on vulnerable groups, old-

age and disability pension payments were brought forward. Meanwhile, spending was reallocated for

the purpose of bolstering the healthcare system. The IMF (2020) estimates that the entire set of fiscal

measures announced in Mexico to contain the effects of the pandemic amount to 1.2% of GDP (the average

in other emerging economies is 5.1%). As the crisis will have a major impact on tax revenues, a bigger fiscal

deficit is expected in 2020: from an initially budgeted 2.6% of GDP to 5.4%. dAelfé;?};teirsﬂscal
. . . . . . expected in

Meanwhile, monetary policy has been actively used to mitigate the impact of the crisis. The measures 2020, rising from

included the Bank of Mexico cutting interest rates and several programs to keep the credit system operating 2.6%

in an orderly manner, which together amount to around 3% of GDP with approximately one third of it used of GDP

so far. The government has also introduced housing credit programs for state and private sector workers, initially

personal loans to encourage consumption, loans to SMEs that kept on their formal workers despite the budgeted for

lockdown, and loans to informal businesses (the Crédito a la Palabra” or “Word of Honor Loans”). This to 5.4%

will provide companies with a certain amount of liquidity—although according to INEGI (2020), only 8% of of GDP

companies in Mexico received any kind of support during the lockdown from March to May—and protect

the income of their owners and employees somewhat.

In sum, the policy strategy focuses on fiscal and macroeconomic stability, which includes a robust
external position, and also on ensuring the proper functioning of the financial system. It is hoped that
this will provide companies with financing during the reactivation phase.
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André Martinez and Fadel Ugarte

Evolution and determinants of inequality and poverty

The Nicaraguan economy grew at an average rate of 4.8% a year from 2013 to 2017, higher than
the LAC average for the same period of 1.1%. This economic growth was accompanied by a drop in the
poverty rate®? which, according to data from the National Institute of Development Information (INIDE),
fell from 42.5% in 2009 to 29.6% in 2014, while extreme poverty fell from 14.6% to 8.3%. Similarly, as a
measure of inequality, the Gini coefficient remained virtually unchanged at between 0.37 and 0.38 during
the same period; nevertheless, Nicaragua ranks among the countries with the lowest levels of inequality in
Central America, second only to El Salvador.

According to estimates by the Nicaraguan Foundation for Economic and Social Development (FUNIDES)®?,
the socio-political crisis that began in 2018 led to an increase in the poverty rate of up to 3.7 pp that
year and 4.2 points in 2019; at the same time, according to figures from the Central Bank of Nicaragua,
the country’s economy shrank by 4% in 2018 and 3.9% in 2019. In light of the new shock caused by the
COVID-19 pandemic, FUNIDES now estimates that the poverty rate could increase by 6.7 pp in 2020.

Despite the progress made in terms of poverty and inequality prior to the 2018-2019 crisis, differences
between geographical regions and places of residence persist. According to INIDE (2014), poverty in

62 The value of the general poverty line was set at US$655 a year per person in 2014, while extreme poverty was set at US$406.
63 No information from official sources is available from 2014 on. However, FUNIDES estimates that the poverty rate was 20.3% in 2017, 24% in 2018, and 28.2%
in 2019 (taken from FUNIDES’ Economic Situation Report for May 2020)
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rural areas reaches as high as 50.1%, three times the rate in urban areas (14.8%). Meanwhile, in 2014 the
poverty rate in the Pacific region was 18.5%, lower than in the Caribbean Coast and Central regions, where
it was 39% and 44.4%, respectively. As indigenous people and people of African descent reside mainly on
the Caribbean Coast, the poverty levels for those ethnic groups can be expected to be higher, a sign of
the inequality that exists within the country’s interior. Meanwhile, the extreme poverty rate is 2.4% in urban
areas, while in rural areas it reaches as high as 16.3%.

A significant percentage of the country’s population finds itself in a situation of vulnerability,®* i.e.,
at greater risk of falling below the poverty line. According to 2017 World Bank Development Indicators
data, the proportion of vulnerable people is 43.2%.5° In this regard, the International Foundation for Global
Economic Challenge (FIDEG) has estimated that a household that rose out of poverty between 2009 and
2010 has a 55.7% probability of being able to stay above the poverty line for the next year, and only 11.4%
for the next seven years, which shows the fragile state of poor households that have seen their quality of
life improve.

64 With a daily income of between US$5.5 and US$13 (2011 PPP).
65 In 2017, 34.8% of the population were below the poverty line (of US$5.5 a day at PPP 2011), 43.2% were considered vulnerable, 211% middle class, and only
0.9% of the population had incomes above US$70 a day (PPP 2011), i.e., were upper class, according to data from the World Bank’s Equity Laboratory.

Figure 5.10. Poverty in Nicaragua by place of residence and region (%)

60
50.1
50 44.4
39
40
29.6
30
18.5
“ .16.3 s 15 e 1.6
8.3 - = .
10 P 38
2.4 | 1.8
-
- —
0
Rural Urban Caribbean Coast Center Pacific Managua
National Place of residence Region
. General poverty T Extreme poverty

Source: Encuesta de Medicion de Nivel de Vida (“Living Standards Measurement Study,” INIDE, 2014).

MACROECONOMIC REPORT 2020 |105



ANALYSIS OF INEQUALITY BY COUNTRY | NICARAGUA

The complex health situation caused by the COVID-19 pandemic will lead to increased levels of
poverty and inequality. In this regard, ECLAC® forecasts an increase in the poverty rate in Nicaragua
of between 3.5 and 5.6 pp in 2020 with respect to 2019, while extreme poverty is expected to rise by
between 2.7 and 4.2 pp in the same period,®” placing it among the LAC countries with the biggest increase
in extreme poverty in 2020.%% The Gini index will increase by between 1.5% and 2.9%, meaning that the
increase in poverty will be accompanied by a more inequitable distribution of income.

Despite the achievements of recent years in terms of reducing poverty and inequality, efforts will need to
continue if Nicaragua is to overcome the social disparities that set it apart from its regional counterparts
in LAC. In fact, Nicaragua has the third lowest Human Development Index in the region, which shows that
there are areas of social and economic opportunity.®®

In a number of social and infrastructure indicators, asymmetries between the country’s rich and poor
households persist. For example, according to data from the Center for Distributive, Labor and Social
Studies (CEDLAS).”® in 2014, four out of every 10 households in the bottom quintile had access to drinking
water in their home (versus eight out of 10 in the top quintile); six percent had a drainage system (compared
to 46.0%), and 66% had electricity in their home (versus 921%). At the same time, the employment
conditions of the bottom quintiles are less favorable, as the ratio of income earners to household size is
3.6, twice that of the top quintile.

Meanwhile, educational gaps persist. The primary education completion rate among 15-24-year-olds is
70 percent for the bottom quintile and 92.4 percent for the top, which is reflected in the fact that only
half of young people of secondary-school age in the bottom quintile actually attend school. Similarly,
adults between 25 and 65 years of age in the average household in the bottom 20% have had 4.2 years
of schooling, 40% of what a typical household in the wealthiest quintile would have had. There are also
disparities with respect to health. The maternal mortality rate in the Caribbean region—the region with the
highest poverty rate—is 161 maternal deaths per 100,000 live births, compared to the national average of
38. Therefore, the efforts that brought about improvements in these indicators need to continue in order
to provide Nicaraguans with equal opportunities that will allow them to enjoy a better standard of living.

It should be noted that despite the improvement in traditional indicators of inequality, most
Nicaraguans feel that the distribution of income is unequal. According to the 2018 Latinobarémetro,”
69% of Nicaraguans believe that the distribution of income in the country is either unfair or very unfair,
while only 23% consider it to be fair or very fair.”? When asked to define what social class they belong to,”
54% of Nicaraguans describe themselves as poor or very poor, 37% consider themselves middle class, and
only 7% consider themselves rich.

66 Note that the ECLAC poverty data differ from the official INIDE data, due to the fact that the definition of poverty lines varies from institution to institution.

67 ECLAC (2020)

68 The increase will be the second highest in LAC after Mexico (6 pp).

69 For example, according to the statistical update to the 2018 Human Development Report, the proportion of children aged five or under in Nicaragua who
are malnourished is 40% higher than the LAC average, while life expectancy at birth is one year less. Moreover, the report shows that a Nicaraguan child
can be expected to complete 12.2 years of schooling, two years less than the regional average:

70 Socio-Economic Database for Latin America and the Caribbean (accessed August 17, 2020)

71 An organization that carries surveys of Latin American public opinion.

72 The remaining 8% either did not know or did not respond.

73 The question asked in the survey is: Imagine a ladder with ten steps on it, where the poorest people are on the bottom step and the richest people on the
top step; from 1to 10, which step would you be on?
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Public policy proposals

Inthisregard, the social policiesimplemented by the State are intended to help the most disadvantaged
groups. These programs have specific objectives that mainly focus on satisfying basic necessities such
as food, housing, and access to productive resources. However, there is currently no comprehensive
conditional cash transfer program in place, a fact that limits the ability to deliver subsistence support
to help provide the most vulnerable with the means to survive. This is key to reversing the dynamics
of inequality that the shock of the pandemic has produced, and at the same time to supporting the
development of human capital by linking these transfers to outcomes in terms of education, health and/
or child nutrition.”

There are currently two food delivery programs that stand out: the Paquete Alimentario Solidario
("Humanitarian Food Package”), which provides poor families with a basket of basic products to help
with their diet, and the Programa Integral de Nutricion Escolar (“Comprehensive School Nutrition
Program”),”®> which provides meals to preschool and primary school students, as well as snacks to students
in municipalities where nutritional levels are low. Meanwhile, the Programa Productivo Alimentario
(“Productive Food Program”) focuses on helping rural heads of family who are smallholders in a state of As a result of the

poverty by enhancing their capacity to produce for self-consumption and the marketing of their surpluses. hea_lth friSiS' )

Similarly, the CRISSOL loan program provides technical assistance and financing facilities to small and priority will

medium-scale producers of basic grains. Vulnerable groups also benefit from a variety of programs that n?ed to be
given to

help them purchase or improve their homes, and to register their ownership of property (Vivienda Digna,

Plan Techo, and Programa de Titulacicn de la Propiedad). attending to
the infected
and guaranteeing
the supply of

essential goods

As well as financial aid measures, the State must push forward social protection measures to offset
the regressive impact of the crisis, as well as to protect the income sources of the most vulnerable
groups, with particular focus on protecting jobs. As a result of the health crisis, in the short term it
will be necessary to prioritize the care of those infected and to guarantee the provision of the essential
goods needed to do so. In the medium term, the State will need to pursue the aim of strengthening the
country’s human capital by improving education, healthcare, and access to basic services, in order to
boost the country’s productivity and at the same time improve the standard of living of Nicaraguans,
thereby ensuring the sustainability of the progress made in terms of poverty and inequality.

74 Programs similar to the existing ones could be developed, such as the Amor para los mas chiquitos y chiquitas (“Love for the Tiniest Ones”) program, which
provides conditional transfers to parents in households living in extreme poverty, on the condition they attend educational enhancement workshops

75 This program has taken on a special importance in the wake of COVID-19, which has highlighted the need to ensure the nutrition of students who are
beneficiaries of this program, despite low school attendance.
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Analysis of Inequality

Panama LN

Jhonatan Astudillo and Carlos Garcimartin

Evolution of inequality and poverty

In recent years, the country has recorded one of the highest growth rates in the world, averaging 6.8% a year
since 2005. As a result, it has become, along with Chile, the country with the highest per capita income in LAC in
terms of purchasing power parity and is now classified as a high-income country. However, this dynamism has not been
accompanied by any kind of equally dynamic response in terms of social improvement. According to World Bank data,
Panama'’s poverty rate is lower than the LAC average (i.e., 221% vs. 29.9%), though between 2005 and 2018, for each
percentage point of GDP growth, poverty fell by 0.19 points, as opposed to the 0.25 points of LAC. In other words,
the impact of economic growth on poverty reduction in Panama is 30% weaker. Furthermore, while the urban-rural
divide has narrowed, the poverty rate of the rural population is twice as high (41.4%) as the national average (which
according to the Ministry of the Economy and Finance is 20.7%) and especially high in indigenous regions (79.6%). The
multidimensional poverty rate is 19% in the country as a whole, but 92% in indigenous regions.

There has been little progress in terms of inequality. Panama has one of the highest levels of inequality in the region:
the third highest according to World Bank data. According to this source, the Gini index was 50 in 2017, compared to
the LAC average of 46. Since 2005, it has dropped 5.5 points in LAC, compared to 3.9 in Panama; for every point of
GDP growth, inequality has fallen by 0.12 points in LAC, compared to 0.03 in Panama; i.e., at a four times lower rate
than that of the region. Furthermore, according to our own calculations based on the household survey, in 2018 the
trend was reversed and inequality increased by 0.2 points, at a time when GDP growth had fallen from 5.3 percent in
2017 to 3.7 percent in 2018.

In sum, inequality in Panama is characterized by being high and persistent, a fact reflected in the Human
Development Index, for which the country is ranked 67th in the world and fourth in LAC. However, when the
indicator is corrected for inequality, its score drops by 21% (13 places). Moreover, the country ranks 108th on the gender
inequality index, with the maternal mortality rate being particularly notable.

All of this will be further aggravated by the COVID-19 crisis, with estimates suggesting that poverty in Panama could
increase by around 7 pp due to the crisis.
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Determinants of inequality

Several factors underlie the high and persistent level of inequality in Panama. First, there are the

marked regional disparities, among the largest in LAC (Astudillo et al., 2019), which is striking given

Panama’s size and the fact that it has no major land features that might otherwise hamper economic ties

between its regions. In El Salvador and Uruguay for example, the regional inequalities in terms of GDP

per capita are a third of those of Panama; in Honduras and Guatemala, the figure is 40%. The marked

concentration of economic activity (particularly in the province of Panama) that already existed before Economic
the period of economic expansion has intensified even more since then. This is partly due to the growth 28:!3&2[‘;3“3/
model of this period. On the one hand, private investment in construction, the sector largely responsible in the '
for the dynamism of the economy, has been mainly confined to the province of Panama. On the other,  province of
public investment has also contributed to regional imbalances. In general, the higher the per capita income Panama in
of a province, the more public investment received. From 2013 to 2017, the richest province in the country,  Particular
Panama, enjoyed an average of 28% more investment per capita than the median.

The second major factor behind the high level of inequality in Panama is linked to the marked
change in the distribution of income among production factors that has occurred during these years
of strong economic dynamism. From 2007 to 2018, the operating surplus increased its share of GDP
from 44% to 56%, while that of workers’ wages fell from 32% to 26%, and that of mixed income from
17% to 13%. Moreover, during the same period, inflation hit the poorest households hardest (Astudillo
and Garcimartin, 2019).

Thirdly, it is worth noting the low level of social spending. According to ECLAC data (and with all due
reservation, as they refer only to the central government), social spending in Panama amounted to 8.8%
of GDP in 2017, compared to the LAC average of 11.5%, Chile’s 16.4%, and Uruguay’s 16.8% (the latter two
countries being the most comparable in the region to Panama in terms of per capita income). Moreover,
since 2005, social spending in Panama has increased by 1.9 GDP percentage points, well below the 2.9
points of LAC, 4 of Chile, and 8.1 of Uruguay. In all items of social spending, Panama’s figures are below
the region’s average, except for housing and community services (1.8% of GDP versus 0.7% in LAC), and
the difference is especially high in the case of social protection: 1.3% of GDP compared to 3.4% in LAC.
Meanwhile healthcare spending has dropped 0.1 points of GDP since 2005. The case of public education
is particularly noteworthy, as it accounts for 3.3% of GDP (4% in LAC, 51% in Chile, and 4.7% in Uruguay)
and has dropped 0.2 points since 2005 (whereas in LAC, it has increased by 0.8 points and in Chile and
Uruguay by 1.9 points).

The poor quality of the education system, which hinders the progress of the poorest members of the

population and indeed social mobility in general, is another reason for the high level of inequality 65.3% of
in Panama. There are considerable disparities in the access to and quality of early education, and the Stfuggﬁsarf-a?lléjd
performance of the system falls below what would be expected of a country with its level of income. In the to attain the
2009 PISA test, 65.3% of 15-year-old students failed to achieve the minimum level of language proficiency, (r;irlw;?guurzgivel
compared to the regional average of 46.8%. The most recent tests (PISA 2018) show that there has been ;) sficiency
no significant progress since then, as the figure in question has barely dropped, falling to just 64% (while

the regional average fell to 45.8%). Similarly, the results are very uneven: students from a strong socio-

economic background scored 20% higher on average than their peers from poorer backgrounds. In turn,

these disparities have consequences for the labor market, as there is a significant gap between the skills

possessed by workers and those required by the productive sector. According to the Talent Shortage

Survey (ManpowerGroup, 2018), 35% of employers in Panama struggle to hire workers with the required

skills. Furthermore, there is a gender gap in the labor market: the unemployment rate for women is three

points higher than that for men and the employment rate 24 points lower. In activities where women are

less represented, salaries are clearly higher than average.
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Another area in Panama where there is a perceived problem of inequality—understood in a broader sense
of social cohesion—is in the relatively low quality of its institutions, which undermines equal access to
only public services such as justice and reduces people’s trust in those institutions. According to the average
21% of of the World Bank’s Governance Indicators, Panama ranked 88th in the world in this area in 2005 (the
fourth highest-placing country in LAC). In 2018, it maintained the same position, despite strong economic
growth, ranking far below Uruguay and Chile, which scored eight and ten times higher than Panama,

Panamanians

have either
some or a respectively. During this time, this isthmus nation climbed 13 places up the world rankings of per capita
great deal of income, but not at all as far as institutional quality is concerned. One important aspect is the perception

confidence in

the judiciary of how corruption is being controlled, where in 2005 it ranked 111th in the world, but dropped to 138th in

2018. Another aspect of institutional quality concerns the judiciary. According to the Latinobarémetro, as
of 2018 (the most recent available date), only 21% of Panamanians have either a lot or some confidence
in the judiciary, which is lower than the regional average of 24%. It is a similar story with confidence
in the government, where 16% of the population say they have either a lot or some confidence in the
government, compared to 22% in LAC. It is striking just how much support for democracy as the
preferred system of government has fallen since 2005: from 52% to 42%, though not due to any greater
preference for authoritarian government, but rather greater indifference. A total of 34% of Panamanians
currently claim to have no preference between a democratic regime and an authoritarian one, compared
to 16% in 2005.

Public policy proposals

In spite of everything, social programs have played a significant role in reducing both extreme
poverty and overall poverty in rural areas. The main poverty alleviation strategy in Panama consists of
conditional cash transfer programs (CCTPs). The most important of these are: i) the Red de Oportunidades
The main poverty ("Opportunities Network”), which includes the Bono Alimentario Nutricional (“Nutritional Food
alleviation strategy  Allowance”) for the extreme poor; i) the 120 a los 65 (120 at 65”) program, a non-contributory pension
in Panama consists  program for seniors living in poverty and in a state of vulnerability; iii) the Angel Guardidn (“Guardian
of conditional Angel”) program, for the extreme poor with severe disabilities and who are dependent on others; and
cash transfer iy) the Beca Universal (“Universal Grant” or UG), which consists of a monthly allowance paid to parents
programs of school-age children and adolescents, 21.7% of whom live in extreme poverty and 39.2% in general
poverty. Spending on CCTPs and the UG has increased in recent years from 0.57% of GDP in 2014 to 0.7%
in 2018, most of this going to the 120 a los 65 and Beca Universal programs (0.29% and 0.34% of GDP,
respectively). According to the Ministry of the Economy and Finance, CCTPs help reduce general poverty
by 3.5 points and extreme poverty by 3.4 points.

Meanwhile, the new administration’s Strategic Government Plan 2020-2024 identifies the Col/mena
(“Beehive”) program as the core strategy for combating poverty and inequality. This program is designed
to provide basic services (based on a multidimensional poverty analysis) to the poorest communities and
will be implemented by various state agencies in collaboration with civil society. The Strategic Plan also
emphasizes the need for a better regional distribution of public investment, something unprecedented
until now.

In terms of support for social groups affected by the COVID-19 crisis, the authorities have implemented a
plan known as Panama Solidario (“Supporting Panama”), which consists of delivering food and subsidies
to vulnerable people who have lost their jobs, and allowing them to use their ID cards as digital vouchers.
Other relief measures have been introduced, such as a general reduction in electricity rates and a three-
month suspension on service cuts; a freeze on lease payments and suspension of eviction proceedings,
and a deferment of loan payments (i.e., mortgage loans, commercial loans, personal loans, credit card
loans, consumer loans, and so on).
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