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Execulive summary

or the last five years the economic performance of Latin America and the Caribbean has been disap-

pointing, with growth rates being barely positive on average. Supporting the trends in social spending

made possible by unusually high commodity prices was becoming increasingly difficult, which con-
fronted many countries with painful adjustments. Over 2019, social unrest erupted across the region, reflect-
ing a widening gap between popular expectations and economic and social realities. And then, in early 2020,
international oil prices collapsed. This is also when the Covid-19 outbreak unfolded.

Countries in Latin America and the Caribbean have a rich history of severe adverse shocks, including precip-
itous falls in commodity prices, dramatic tightening of financial conditions, and major natural disasters. The
current external environment of the region bears similarities with this history, which implies that previous ex-
perience will be very valuable. But the Covid-19 epidemic brings in a new dimension, as the measures needed
to contain the outbreak of the epidemic also result in a major supply shock.

The channels through which the adverse external shocks will affect domestic economies vary from country to
country. Demand from China and G7 countries will fall dramatically, but potentially to different extents, with
diverse implications for commodity exporters in South America and for exporters of manufactured goods
and services in Central America and the Caribbean. The decline of oil prices will have deleterious consequenc-
es for countries whose exports earnings and budget resources critically depend on oil, but it will bring relief
to net oil importers. Air traffic has fallen to a trickle as flights have been massively cancelled to prevent the
spread of the virus. The resulting collapse in tourism will severely impact countries in the Caribbean basin,
but others less so.

As for the supply shock, Latin America and the Caribbean is only in the initial stages of epidemic. While all
the G7 economies saw their first cases by the end of January 2020, the first deaths in the region happened
almost two months later, in mid-March. The onset of a pandemic is characterized by deep uncertainty, espe-
cially as the virus is new and its contagiousness and lethality are not well known. Because of this uncertainty,
most governments have sensibly chosen to err in the direction of saving lives, “at any cost” if needed. But
several months after the outbreak of the epidemic, the growing availability of epidemiological and economic
data allows assessing the impact of the measures adopted. For latecomers to the epidemic, this time lag pro-
vides an opportunity to adjust the policy response.

Countries across the region have been trying to manage the tradeoff between health costs and economic
costs. Getting that balance “right” requires assessing both the health impact and the economic impact of the
measures that may be adopted to contain the spread of the epidemic. These measures range from nation-
al-level quarantines and population lockdowns to social distancing initiatives targeted at vulnerable popula-
tion groups, such as the elderly, or to specific locations.

An estimation of the impact of general and targeted measures on the number of Covid-19 cases was con-
ducted for this report, building on daily data from 25 countries. The results show that general containment
measures always result in fewer Covid-19 cases over time than targeted measures. But both are considerably
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more effective if they are implemented shortly after the first case is registered. For example, targeted contain-
ment measures adopted 15 days after the outbreak of the epidemic do more to slow down its progress than
general measures adopted after 30 days.

Assessing the economic cost of containment measures on economic activity requires high-frequency data on
economic activity. Examples include nighttime light data from satellite imageries, electricity consumption,
or the number of daily commutes as assessed by shared ridership applications. For this report, the selected
high-frequency indicator was the volume of nitrogen dioxide, as measured through satellite imageries. These
emissions are highly correlated with active combustion by vehicles and other machinery. The results confirm
that general measures to contain the Covid-19 epidemic led to dramatic declines in economic activity.

In responding to the crisis, countries in Latin America and the Caribbean do not have the fiscal space enjoyed
by advanced countries. Some were facing crises even before the Covid-19 outbreak. Economies in the region
are also characterized by higher levels of informality, which makes many of their firms and households much
more difficult to reach through instruments such as tax deferrals and wage subsidies. With limited resources
and constrained instruments, a proper design of the policy response becomes crucially important.

The hardship from the crisis will be enormous for large segments of the population. Many households live
from hand to mouth and they do not have the resources to cope with the lockdowns and quarantines need-
ed to contain the spread of the epidemic. Many workers are self-employed, and informality is common even
among wage earners. Reaching these workers through transfers is more challenging than in formalized econ-
omies. Many households also depend on remittances, which are collapsing as activity shuts down in host
countries, with migrant workers among the most affected.

The policy response needs to squarely tackle this social dimension of the crisis. The first line of response in-
cludes existing social protection and social assistance programs that can rapidly be scaled up and whose cov-
erage can be extended. Such programs might be supplemented though mobile or digital payment channels.
Food distribution programs may be considered while strong social distancing measures are in place.

The standard advice in the presence of adverse shocks is to protect workers, not jobs. This advice is predicat-
ed on the grounds that most shocks affect specific firms, sectors, or locations, and allowing sectoral or spatial
restructuring is bound to increase efficiency. However, the standard advice does not hold when an economic
shock affects the entire economy. Employer-employee matches that took a long time to build and would re-
main profitable when the economy goes back to normal may be permanently dissolved due to this temporary
shock. Job-specific human capital may be lost and ramping up production later may become more difficult.

A dual approach to protecting jobs is worth considering. Strategically important firms and sectors may get
explicit support, in exchange to a commitment to keeping their workers. Smaller firms can be reached and
triaged by banks or other intermediaries. These financial institutions may be incentivized through risk shar-
ing and guarantees, so that they ensure the availability of liquidity in a context of mounting working capital
needs.

In past crises, when the financial sector experienced solvency problems, job losses were much more import-
ant, and the subsequent recovery was severely hampered. Unfortunately, the risk of a financial crisis cannot
be ruled out in the current context. The financial sector is generally in a relatively strong position. But the
magnitude of the shocks is extraordinary. At the international level, the region is seeing larger portfolio out-
flows than at the time of the Global Financial Crisis. At the domestic level, many debtors will be unable to
service their obligations and call for renegotiations, or simply default.

Protecting payment systems is essential in this context. But even with a well-functioning market infrastruc-
ture, governments have an important role to play as coordinators. Upfront blanket guarantees for bank
deposits may help maintain the confidence of the public. Out-of-court debt restructuring may need to be
simplified, guidance on regulatory relief measures be provided, and bank resolution be strengthened. More
radical coordination measures, such as moratoria or payment deferral schedules, may be considered as well,
depending on the severity of the crisis.



A key question is who in the end should bear the losses. From an economic point of view, the answer is sim-
ple: the losses should be centralized with the government to the extent possible. Confronted with an uninsur-
able shock like the Covid-19 epidemic, only governments can serve as an insurer of last resort. But given the
resource constraint, it is important to clearly communicate how the losses will be managed. A statement of
this sort would coordinate expectations and help economic agents adjust to the new environment, serving as
a social compact on how to manage the crisis. But the statement should also be realistic on what is feasible,
spelling out clear priorities.

To support jobs and firms, governments may need to take ownership stakes in strategically important firms.
To avert a financial crisis, they may need to recapitalize banks and absorb non-performing assets. If not ad-
equately managed, these moves could open the door to rent seeking and political patronage. The process
of acquiring and managing assets needs to be perceived as transparent and professional to maintain confi-
dence in the government. This may also allow decision makers to take urgently needed measures without
fearing prosecution in the future.

Strong arrangements need to be put in place to ensure that the acquisition and management of assets is
conducted at arms’ length from politicians, building on the best examples of sovereign wealth funds and as-
set management companies in countries at similar development levels.

A forward-looking response to the crisis should ideally go beyond addressing immediate needs and draw out
the path towards a vigorous and sustainable recovery. Well-designed emergency measures are a step in that
direction. Protecting strategic sources of employment, avoiding a financial crisis and managing assets profes-
sionally will help kickstart the economy. However, despite the urgent challenges, a long-term vision is needed.
Countries should seek to reclaim their long-term development agenda, with jobs and economic transforma-
tion at the center of it.
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or the last five years the economic performance of Latin America and the Caribbean has been disap-

pointing, with growth rates being barely positive on average. Supporting the trends in social spending

made possible by unusually high commodity prices was becoming increasingly difficult, which con-
fronted many countries with painful adjustments. Over 2019, social unrest erupted across the region, reflect-
ing a widening gap between popular expectations and economic and social realities. And then, in early 2020,
international oil prices collapsed, which is a boon for several countries in the region but creates enormous
stress for oil exporters. This is when the Covid-19 outbreak started.

Decelerating economic growth

The Golden Decade of rapid economic growth and steady progress on social indicators is increasingly looking
like a distant past. During that stellar phase, the region’s economic growth was strong enough to support a
gradual catch-up in living standards with advanced economies. Greater public spending on education, health
and the provision of services allowed for an improvement of social indicators. Higher labor earnings and grat-
er social spending brought poverty rates down across the region.

Figure 1. Sluggish economic growth after the end of the Golden Decade
Real GDP growth (percent)
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It was tempting to believe that this bonanza had come to stay. But in the absence of deep economic transfor-
mation, economic growth rates returned to their previous, rather uninspiring levels as the commaodity price
super-cycle came to an end (figure 1). Since then, the average economic growth of countries in Latin America
and the Caribbean has been similar, or even slower, than that of the much richer advanced economies, slash-
ing any hopes of long-term convergence.

There are of course important differences across countries, with the most extreme economic meltdown be-
ing that of Venezuela. Even setting this dramatic outlier aside, it appears that some countries in the region
have done better than others. Overall, countries in the Caribbean subregion held better, with their economies
gradually decelerating, but not collapsing. At the other end, the worst performance was associated with coun-
tries in the Atlantic subregion, with both Argentina and Brazil experiencing recessions over the last few years.
Countries in the Pacific subregion (the rest, including Mexico and the Andean countries of South America)
had a somewhat intermediate performance. However, the last couple of years have been characterized by a
steady slowdown, across all subregions (figure 2).

The growth rate of the region is heavily influenced by the three largest economies, namely Brazil, Mexico and
Argentina. In recent years, all three went through recessions or slowdowns. From this perspective, it may be
more meaningful to consider the median growth rate (the one splitting the countries in two), rather than
the average growth rate. But even by this metric, Latin America and the Caribbean grew by a disappointing
1.7 percent in 2019 (figure 3).



Figure 2. Growth had slowed down across all subregions
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Figure 3.0nly a handful of countries with strong growth rates
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Only three countries in the region — Dominica, Dominican Republic and Guyana — had growth rates in ex-
cess of 4 percent. Other traditionally strong performers are Panama and Colombia, which were once again
among the countries with highest growth rates. But decelerations were common across the region,and many
countries ended 2019 without any growth. Haiti, Argentina and Nicaragua experienced outright declines in
economic activity.
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Emerging social unrest

While slow growth had been one of the features of the region for several years, the emergence of social un-
rest was new. During 2019 a dozen countries in Latin America and the Caribbean saw the outburst of strikes,
demonstrations and riots resulting in considerable violence. The proximate causes varied substantially across
countries (box 1). Some were directly related to economic developments, while others were clearly political in
nature. But violence levels were high across the board, leading to large numbers of dead and injured, togeth-
er with significant material damage.

These almost simultaneous but essentially uncoordinated outbursts of social unrest have been interpreted as
manifestations of common, latent problems that affect most countries in Latin America and the Caribbean
at present. At the risk of caricaturing, three main explanations have been proposed, each one emphasizing
a different dimension.

In the economic explanation, years of slow economic growth and the need for painful fiscal adjustments are
straining the capacity of the population to cope. This interpretation calls for focusing on reviving economic
growth and mitigating the adverse social impacts of fiscal adjustment.

In the social explanation, Latin America and the Caribbean is the region with the highest levels of inequality,
with wide gaps in living standards breeding frustration. In this case the response is to aim for better econom-
ic opportunities for the worse-off, with a determined focus on service delivery and social protection.

Finally, in the institutional explanation, the ultimate cause of the unrest is the discontent with weak insti-
tutions unable to provide voice to the people and ensure the control of corruption. In this view, the region
needs to focus on transparency and accountability, strengthening public financial management and espe-
cially public procurement.

Box 1. Main episodes of social unrest in Latin America and the Caribbean in 2019

Bolivia. The former president of the country, who had favored redistribution policies, resigned after mas-
sive demonstrations against alleged election irregularities.

Chile. A students’ revolt against a modest increase in metro fares escalating into mass demonstrations
on a broad list of grievances, together with riots.

Colombia. Repeated student protests against proposed policy legislation, including episodes of street
violence and a major national strike.

Costa Rica. A protracted strike by public sector unions in the education and health sectors, together
with fishermen and other social groups, in reaction to fiscal adjustment policies.

Ecuador. Massive demonstrations, especially by indigenous groups, against the removal of a fuel subsidy
in the context on a fiscal adjustment program.

Haiti. Recurrent massive demonstrations and riots seeking the removal of the president given allega-

tions of flawed elections, corruption and mismanagement.

Honduras. Protests against elections irregularities, followed by protests by teachers and health workers
against proposed reforms in their sectors.

Paraguay. Massive protests following non-disclosed discussion on hydropower sales to Brazil, contribut-
ing to a cabinet reshuffle.

Peru. A Congress with little popular legitimacy dissolved by the president, while most other recent pres-
idents are in jail or awaiting trial on corruption charges.

Nicaragua. Violent showdown between the government and a broad coalition including civil society, the
church and the private sector.

Venezuela. Months of demonstrations against the government, amidst an economic meltdown that
pushed 4.6 million people to leave the country.




Figure 4. The intensity of social unrest versus economic performance
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Figure 5. The intensity of social unrest versus income inequality
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Figure 6. The intensity of social unrest versus institutional strength
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All three explanations sound plausible, and they are not mutually exclusive. But they are not necessarily sup-
ported by the available evidence. One way to assess the relative merit of the three explanations is to analyze
the correlation between the intensity of the social unrest and a set of economic, social and institutional in-
dicators across countries. Following the usual approach in the empirical analysis of conflict, the intensity of
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unrest can be measured through the number of people dead or injured in connection with the regardless of
specific cause, relative to the population. For completeness, the empirical analysis includes countries that did
not experience social unrest.

On the economic interpretation, there is no correlation between the intensity of social unrest and the growth
of income per capita over the last decade, and the same holds true for the magnitude of fiscal adjustment
over the same period (figure 4). On the social front, there has been more social unrest in countries with low-
er income inequality, and especially in countries that saw a more dramatic reduction in income inequality
(figure 5). And from an institutional point of view, social unrest was not significantly correlated with stronger
democratic institutions or better control of corruption (figure 6).

These simple correlations call for caution in attributing social unrest to single causes across the region. Coun-
try-specific circumstances may matter more than the three simple narratives discussed above would suggest.
The fact that unrest was stronger in countries where inequality fell the most, or where institutions are stron-
ger, may reflect higher aspirations, rather than failure to deliver. But regardless of the causes, the intensity of
the social unrest that shook the region in 2019 reveals an important fragility, all the more worrisome as the
performance of the region is bound to deteriorate further.

A new ol shock

Commodity prices play a disproportionately important role in Latin America and the Caribbean, given how
dependent the region is on natural resources. As of late, commodity prices had stabilized, and some of them
had even experienced mild recoveries (figure 7). The terms of trade had even improved for a few of the coun-
tries of the region (figure 8). International demand for products such as soybeans or beef had even increased.
The commodity price super-cycle was clearly over, but at least a “new normal” seemed to have settled in.

This relative stability was shattered in early March 2020, when members of the Organization of Petroleum
Exporting Countries (OPEC) and Russia failed to reach agreement on cutting oil supplies. Over the last few
years, advancements in shale oil recovery had resulted in skyrocketing production, especially by the US, which
became the world’s leading petroleum-producing country by 2015. Meanwhile the gradual slowdown of eco-
nomic growth in China and the freeze in economic activity from its Covid-19 outbreak, led to a dramatic de-
cline in demand.

Figure 7. Commodity prices were holding relatively well...
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Figure 8....and so were the terms of trade
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Sustaining high oil prices was bound to be difficult under such circumstances, but the lack of agreement be-
tween OPEC and Russia led to a precipitous decline (figure 9). At current price levels, oil extraction remains
profitable in Saudi Arabia, Iran and Iraq, and is still marginally profitable in Russia, Indonesia, the US and
Norway, but it becomes economically unviable mostly everywhere else, including in most of Latin America
and the Caribbean.

Figure 9. A dramatic drop in oil prices
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The Covid-19 outbreak

The first Covid-19 case was diagnosed in China on December 10, 2019, and the first death was recorded one
month later, on January 9, 2020. Since then, the number of registered cases has exceeded one million, and
the number of global deaths is increasing exponentially. As of April 7, 2020, more than 74 thousand people
had died from the disease (figure 10).

Latin America and the Caribbean is only in the initial stages of epidemic. While all the G7 economies saw
their first cases by the end of January 2020, the first cases in the region happened almost two months later, in
mid-March. Many advanced economies are already in advanced phases of the epidemic, and several of them
have already managed to flatten the curve. By contrast, no country in Latin America and the Caribbean had
suffered more than 300 deaths as of April 7,2020. By then, the median number of deaths across countries in
the region was three (map 1).

THE ECONOMY IN THE TIME OF COVID-19 | 1. FROM LACKLUSTER TO CALAMITOUS
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Figure 10. Covid-19 cases and deaths at the global level
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Map 1. Covid-19 cases and deaths in Latin America and the Caribbean
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It is still too early to tell how large the health costs will be for countries in the region. But there is little doubt
that the economic impact will be considerable. Buera et al. (2020) argue that developing countries will be
affected through three main channels. First is the direct effect of containment measures on the output of
many industries such as travel and entertainment, and restrictions on social contact force some people to
work from home or to not work at all. Second is a terms of trade effect, as many commodity producers will
experience a sharp fall in the price of their exports. And third, there will be a global liquidity shock as portfo-
lios will be restructured from riskier assets to safer, liquid assets. For developing countries this implies capital
outflows, an increase in their cost of funding, and a drop in the value of their currencies.

These direct and indirect effects of the Covid-19 epidemic could trigger severe recessions. In a social distanc-
ing environment, many firms have negative value added as the cost of inputs exceeds gross production. Firms
are unable to sell their goods and services, but they still have to pay the wage-bill, service their debts, pay
rents, and pay taxes. Many of them could go out of business and layoff their workers, which in turn will reduce
aggregate demand. Meanwhile, the fall in commodity prices could strain public finances, as natural resource
exports tend to be an important source of government revenue (Buera et al. 2020).

The growth performance of the region had become lackluster after the end of the Golden Decade, and the
year 2019 had not been an exception in this respect. But after months of social unrest in many of the coun-
tries and a new oil shock, the Covid-19 epidemic and its impact on the world economy raise the prospect of
a calamitous year for 2020.

1. FROM LACKLUSTER TO CALAMITOUS
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ountries in Latin America and the Caribbean have a rich history of severe adverse shocks, including

precipitous falls in commodity prices, dramatic tightening of financial conditions, and major natural

disasters. The current external environment of the region bears similarities with this history, which im-
plies that previous experience with the impact of these shocks on domestic economies can be very valuable.
But the Covid-19 epidemic brings in a new dimension, as the measures needed to contain the outbreak of
the epidemic also result in a major supply shock.

Put differently, economic activity is disrupted not only because of development abroad, but also because peo-
ple stop working and trading to reduce the risk of contagion. This combination of a demand shock, a financial
shock and a supply shock is unprecedented. And it makes it very difficult to forecast the exact magnitude of
the downturn ahead.

There is also a time dimension to the uncertainty. While a quick rebound cannot be ruled out, the magnitude
of the disruptions created by the Covid-19 epidemic is such that effects could also be long-lasting. It may be
tempting to think of containment measures as a forced, unpaid vacation of several weeks, with activity going
back to normal once they are lifted. But in the meantime, many firms will become insolvent as they continue
facing costs (rent, insurance, taxes, interest payments and the like) while their revenues collapse.

Once a chain of bankruptcies is unleashed, the economic consequences can be amplified. Financial institu-
tions may be at risk as the servicing of debts falters, households may lose confidence and increase their pre-
cautionary savings, even solvable firms may put their investments on hold. A temporary freeze of the econ-
omy to slow down the spread of the Covid-19 epidemic could thus become a permanent shock, and instead
of a quick rebound a protracted recession may settle in.

Growth forecasts by investment banks and consultancy firms across the region reflect both the growing pessi-
mism about economic performance in 2020, but also the increasing uncertainty as to how large the impacts
will be. Across the countries in Latin America and the Caribbean for which a sufficiently large number of
forecasts is available, forecasts have been revised down by several percentage points over barely a few weeks.
Only in the case of Argentina did the downward revision start much earlier, reflecting uncertainty over the
debt renegotiation process and its impact on the macroeconomic outlook. The dispersion of forecasts has
also widened substantially over the last few weeks (figure 11). These two trends are likely to continue as the
lockdown, at home and abroad, is extended and possibly strengthened.

The channels through which adverse external shocks will affect domestic economies vary from country to
country. The containment measures taken to slow down the spread of the epidemic have resulted in a sharp
deceleration of economic growth in China and among the G7 countries, two economic powerhouses whose
performance have a very direct impact on growth in Latin America and the Caribbean. But some countries in
the region are more dependent on China while others are more affected by the G7 economies.

Commodity prices can also be expected to decline sharply, with deleterious consequences for a region whose
exports depend heavily on natural resources. But some countries are oil exporters while others are importers,
and for them the collapse in oil prices may bring welcome relief. Air traffic has fallen to a trickle as flights
have been massively cancelled to prevent the spread of the virus. Tourism has collapsed as a result. This is
bound to have an adverse impact on countries in the Caribbean basin, less so on others.

One way to assess how these multiple external shocks will affect the economies of Latin America and the Ca-
ribbean is to compute the partial elasticities of economic growth in each country with respect to indicators
such as the growth of China and the G7 economies, commodity prices, energy prices, financing conditions
and air travel. Partial elasticities indicate by how many percentage points the domestic growth rate changes
in response to a one-percent change of each of these indicators. The exercise shows that the relative weight
of the various channels through which the economies of the region will be affected vary substantially from
country to country (table 1).



A more comprehensive forecasting effort requires integrating all these mechanisms into a model of the
economy, and to link the country-level forecasts into a coherent model of the global economy. Again, there is
considerable uncertainty in an exercise of this sort, as the relationship between key variables may not be the
same as before in the aftermath of the Covid-19 crisis. The numbers coming up from this more comprehen-
sive effort must therefore be interpreted with great caution. With this caveat in mind, the overall picture for

the Latin America and Caribbean region is sobering (table 2).

Figure 11. Growth forecasts are declining rapidly and their dispersion is increasing
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Note: All observations refer to growth forecasts made for the year 2020. Each point corresponds to the prediction of a forecaster.

Source: Consensus forecasts
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Table 1. Key transmission channels for external shocks by country

Republic.
El Salvador
Guatemala
Honduras
Jamaica
Mexico
Nicaragua
Paraguay
Uruguay

Colombia
Dominican

Argentina
Brazil
Chile
Costa Rica
Peru

G7 GDP growth

China GDP growth

US 10-year interest rate

Energy prices

Non-energy commodity prices

it lH BN B e

>1.00 0.5to1.0M 0.0t00.5 -0.5t00.0m <-0.5H Not significant

Note: The figures are partial elasiticites of real GDP growth to the corresponding variable.
Source: Own estimates.

Table 2. Real GDP growth at market prices

2017 2018 2019 2020f 2021f 2022f
Argentina 2.7 2.5 2.2 -5.2 2.2 23
Belize 1.9 21 0.3 249 1.0 1.5
Bolivia 4.2 4.2 2.7 3.4 3.7 3.4
Brazil 13 13 1.1 -5.0 15 23
Chile 1.2 3.9 1.1 o0 4.8 2.8
Colombia 1.4 25 33 2.0 3.4 39
g Costa Rica 39 27 21 33 45 35
; Dominica 95 0.5 9.6 -3.0 4.0 5.0
E Dominican Republic 4.7 7.0 5.1 0.0 2.5 4.0
S Ecuador 24 13 01 6.0 32 15
g El Salvador 23 25 23 -4.3 4.8 3.0
E Grenada 4.4 4.2 3.1 7.3 6.1 4.4
f Guatemala 3.0 3.1 3.6 -1.8 4.4 3.1
E Guyana 2.1 4.1 4.7 51.7 8.7 2.6
: Haiti 1.2 1.5 -0.9 -3.5 1.0 1.3
i Honduras 4.8 3.7 2.7 2.3 3.9 3.8
5 Jamaica 1.0 1.9 0.7 2.9 1.0 2.0
= Mexico 2.1 2.1 -0.1 -6.0 2.5 2.5
E Nicaragua 4.6 -4.0 3.9 -4.3 19 0.7
; Panama 5.6 3.7 3.0 2.0 4.2 4.0
Z Paraguay 5.0 3.4 0.0 -1.2 5.6 3.9
< Peru 25 40 22 4.7 6.6 35
i St. Lucia 2.2 1.4 14 .2 5.8 3.7
E St. Vincent and the Grenadines 1.0 2.0 0.4 -4.0 2.0 3.0
E Suriname 1.8 2.6 23 -0.7 13 2.0
Uruguay 2.6 1.6 0.2 2.7 5.5 3.0
Latin America and the Caribbean 1.4 1.0 -0.1 -4.6 2.6 2.6

o Note: Figures are in percent. “f” stands for forecast. The regional average does not include Venezuela.
2‘2 Source: World Bank.
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iven the unprecedented nature of the Covid-19 epidemic, forecasts of economic performance in 2020

need to be interpreted with great caution. However, the types of policy responses needed to rekindle

economic activity are very different in a sharp but temporary downturn and in a major and lasting
recession. Correctly assessing the situation is fundamental to operate under common assumptions about the
breadth and the depth of the crisis, to inform policy decisions, and to build consensus about them among
public opinion and key stakeholders. Unfortunately, at this point there is enormous uncertainty as to how
severe the global decline in output will be, and how domestic economies will be affected.

Regardless of what the year as a whole brings in, a very relevant question for policy makers refers to what is
happening on the ground now. Typically, the impacts of economic fluctuations on firms and households are
assessed using surveys and other traditional statistical instruments. But these take time to be implemented,
processed and interpreted. The unprecedented depth and characteristics of the current crisis call for a much
more immediate assessment.

Big data can be of help in this respect. At a time when the Earth is circled by huge numbers of satellites,
and everybody seems to be on their cell phones all the time, it has become increasingly possible possible
to get indirect indications on the level of economic activity through the traces people leave, knowingly or
unknowingly, in cyberspace.

For example, numerous mobile phone users allow their locations to be known by Google, a technology com-
pany. Based on this information, it is possible to generate aggregated, anonymized sets of data showing the
number of visits to categorized locations, such as shops, workplaces or parks. Visits to shops provide a mea-
sure of aggregate consumption spending, especially in countries where Internet-based retail is not widely
prevalent. Similarly, visits to workplaces give a indication of aggregate labor utilization, especially in countries
where only a fraction of the labor force teleworks.

By these two measures, the decline in economic activity in Latin America and the Caribbean was very sub-
stantial by the end of the first quarter of 2020, when many countries in the region already had stringent so-
cial distancing policies in place (map 2). This said, the results need to be interpreted with caution. Not every-
body has a cell phone allowing location tracing. And among those who do, not everybody allows Google to
know their locations.

Despite potential biases of this sort, attempts to capture short-term changes in economic activity through the
use of big data are becoming increasingly common. Some rely on the ridership of Internet-based mobility ser-
vice providers and others on the information systems of public transport networks. Nighttime light data from
satellite imagery and seismographic information are other potentially informative data sources. Technically
creative solutions are being found in many cases to retrieve and process the data, which is encouraging. But
the main challenge remains how to interpret it or, put differently, how to convert big data on human activity
into estimates of changes in GDP.

In an attempt to answer this question, big data on nitrogen dioxide (NO2) from all over the world was an-
alyzed for this report. Such emissions are measured by instruments aboard satellites in the form of tropo-
spheric vertical column densities of particles. The troposphere is the area of the atmosphere nearest human
activity—below 10 km, which is about the maximum cruising altitude of commercial aircraft. A column is
the area where the reading occurs, which can be as fine as 13 km of latitude by 25 km of longitude. The unit
of measurement is 1e15 molecules of NO2 per square cm.

The measurements used for this report come from two sources. The first one is the Global Ozone Monitoring
Experiment (GOME) instrument on-board the European Space Agency’s ERS-2 satellite. The second source is
the Ozone Monitoring Instrument (OMI) on-board NASA’s EOS-Aura satellite. In comparison, OMI offers high-
er resolution images than GOME, but the readings are similar.

NO, emissions have two properties that make them particularly relevant for the measurement of econom-
ic activity in real time. First, they are produced by human-made sources, mainly through combustion. They
come mainly from vehicle exhausts and industrial chimneys, so that they are directly related to commuting



and production. And second, observations on NO2 emissions are publicly available in real time for most of
the Earth’s habitable surface. The main exception is the sunless arctic in the winter, when spectrometers be-
come useless.

Several academic studies have analyzed the correlation between NO2 emissions and economic activity. For
example, Lin and McElroy (2011) showed that readings of NO2 over China resembled GDP estimates during
and after the Global Financial Crisis. Morris and Zhang (2019) exploited this finding to assess the reliability
of China’s GDP estimates at different points in time and created combined measures of economic growth
based on both reported GDP and NO2 emissions.

Map 2. A large decline in the number of visits to shops and workplaces
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Note: Based on number of visits to popular places by users who opted-in to Location History for their Google Account. The figures are for end-March 2020 relative to the
five-week period from January 3 to February 6,2020.
Source: Google.

Because data on NO2 emission is available daily, it can be used to assess short-term fluctuations in economic
activity more often and much faster than official statistics allow. However, the daily data is noisy, in the sense
that it fluctuates considerably, especially for small geographic areas. For this report data on NO2 emissions
was processed under the form of 30-days moving averages at the country level.

A crude assessment of the change in economic activity triggered by the Covid-19 epidemics is provided by a
comparison between NO2 emissions in the month preceding the closing date for this report and the average
emissions in the same month over the two previous years. The period of reference is advanced in the case
of China and Korea, because these two countries started their containment of the Covid-19 epidemic earlier
than the rest of the world. The results of this exercise are telling and match well anecdotal evidence across
countries (map 3).

A change in NO2 emissions cannot be mechanically converted into a change in GDP, however. The relation-
ship between the two variables is bound to be different in countries with different economic structures. For
example, other things equal more urban countries, or countries with a larger manufacturing sector, may gen-
erate more NO2 emissions than more rural or agricultural countries. The relationship between NO2 emissions
and GDP can therefore be expected to vary across countries, and even at sub-national levels within countries.
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Map 3. Change in emissions of nitrogen dioxide at the end of the first quarter of 2020
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Note: The figures are percentage changes in NO2 emissions for the period from March 7 to April 6, 2020, relative to the same period in 2019. Given their earlier implemen-
tation of containment measures, figures for China and Korea are for the period from February 1 to March 1, 2020.
Source: Own estimates based on real-time NO2 data from www.temis.nl.

This said, a crude approximation can be used to give a sense of what the observed changes in NO2 emissions
imply for the magnitude of the current economic downturn. A useful precedent in this respect is a methodol-
ogy developed to assess the relationship between nighttime light data from satellite imageries and the GDP
of developing countries (Henderson et al. 2012).

Applying the same methodology to NO2 emissions, instead of nighttime light data, yields informative results. On
average, NO2 emissions across countries increase by about 0.7 percent when GDP increases by 1 percent. The in-
ference from inverting this elasticity is that GDP might have increased by about 1.4 or 1.5 percent, when a 1 per-
cent increase in NO2 emissions is observed. The same logic can be applied to observed declines in NO2 emissions.

Producing more refined estimates of this elasticity at the country level is a priority at this point in time. Be-
cause of the unusual depth and unprecedented characteristics of the ongoing economic crisis, real-time
measures of economic activity are needed. Simulation exercises based on economic patterns observed in
“normal” times could be misleading at this point. Big data could support a more reliable and more frequent
assessment of the impact of the Covid-19 epidemic on economic activity. And data on NO2 emissions seems
particularly promising in this respect.

In addition to assessing trends in overall economic activity, three other areas may help understand and ad-
dress the shock. First, identifying the most urgent social challenges is essential to design policy responses that
protect the most vulnerable. Second are financial sector vulnerabilities. This is the time to ramp up supervi-
sion capacity and get a clear sense of the risks faced by banks, non-bank financial institutions, micro-credit
providers and the like. And third, special attention should be devoted to assessing the health of strategically
important firms and sectors of activity. Understanding the difficulties faced by firms whose behavior and per-
formance can ripple through the economy is key to protecting jobs.
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he onset of a pandemic is characterized by deep uncertainty, especially as the virus is new and its con-

tagiousness and lethality are not well known. Governments understand the need to take drastic mea-

sures to contain the disease, while they also realize that those measures are bound to have economic
costs. In the presence of deep uncertainty, most governments have sensibly chosen to err in the direction of
saving lives, “at any cost” if needed. But several months after the outbreak of the epidemic, the increasing
availability of epidemiological and economic data allows to review the impact of the measures adopted and,
potentially, to adjust the policy response.

How to think about the tradeoffs?

Trying to strike the “right balance” between health costs and economic costs may seem morally unaccept-
able. Many would question that a human cost could ever be compared to a material cost. But the reality is
that health costs and economic costs are both human costs, as they both affect people and families. There is
a tragic human loss when a dear relative or a friend dies, but there is also a severe human loss when people
end up without jobs, livelihoods are shattered, children have to cut their studies short, or youths have to start
their work careers in depressed labor markets.

The real question is not whether the economic costs of containing the Covid-19 epidemic should be consid-
ered: they certainly should. The question is whether better policy choices could lead to a lower overall cost to
societies, under the form of a less damaging mix of health costs and economic costs.

The initial response to this question was shaped by epidemiologists, who helped forecast how fast the vi-
rus could spread and how many deaths it would cause. An influential study by the Imperial College in Lon-
don used a microsimulation model to predict the outcome of two possible policy responses to the Covid-19
outbreak: suppression and mitigation. Suppression relies on measures such as quarantines and mandatory
social distancing to reduce the number of secondary cases each Covid-19 case generates. Mitigation relies
on similar measures targeted at the most vulnerable population groups (such as the elderly or those with
pre-existing conditions) but does not aim to interrupt transmission completely, supporting instead a gradual
buildup of population immunity.

The Imperial College study found that in the absence of containment measures the Covid-19 epidemic could
result in more than 0.5 million deaths in the UK and 2.2 million in the US. It also concluded that with miti-
gation alone the healthcare systems of the UK and the US would be overwhelmed by the number of Covid-19
cases to handle. According to the simulations, in both countries the demand for general ward beds and in-
tensive care beds would exceed the available capacity by a factor of eight or more. The study concluded that
suppression was the only viable strategy until a vaccine becomes available, which may not happen for an-
other 12-18 months or more. The economic cost of such a prolonged suppression was not considered by the
study, although ther