LATIN AMERICA and

THE CARIBBEAN

COVID-19 has sharply worsened economic conditions in Latin America and the Caribbean (LAC). The
regional economy is projected to contract by 7.2 percent in 2020, a much steeper decline than during the global
financial crisis, reflecting the impact of the measures necessary to slow the spread of the pandemic, significant
deterioration in financing conditions and commodity prices, and spillovers from a global recession. As
mitigation measures are scaled back and financing, commodity price, and external demand conditions become
more supportive, regional growth is projected to recover to 2.8 percent in 2021. However, the near-term outlook
is subject to significant downside risks. These include a resurgence of last year’s wave of social unrest,
increasingly adverse market reactions to rising public debt, weaker-than-expected commodity prices, and
persistent pandemic-related uncertainty slowing the recovery of the services sector.

Recent developments

Economic conditions in Latin America and the
Caribbean (LAC) have worsened dramatically as
the effects of the COVID-19 pandemic ripple
through the region. LAC initially accounted for a
small share of global COVID-19 cases, but
outbreaks in the region have recenty spread
rapidly (Figure 2.3.1.A). Moreover, cases may be
significantly underreported in some countries. The
authorities across the region have implemented a
range of mitigation measures to slow the spread.
Nearly all countries have closed schools and
partially or completely shut their borders.
Numerous countries have imposed nationwide
mandatory business closures and large-scale
mobility restrictions for multiple weeks. Emissions
data and sentiment indicators suggest that the
economic impacts of these measures have been
sudden and severe (Figures 2.3.1.B, 2.3.1.C).

The sharp fall in global commodity prices is a
headwind for much of the region, and particularly
for oil and gas producers given the plunge in
global energy prices. The abrupt slowdown in the
U.S. and China disrupted supply chains for

Note: This section was prepared by Dana Vorisck. Research
assistance was provided by Heqing Zhao.

Mexico and Brazil and caused a sharp drop in
exports from commodity-producing economies
such as Chile and Peru. The severe contraction in
the United States in the second quarter has
affected Central America through trade and
remittance  channels. Tourism, on  which
numerous Caribbean countries and Mexico rely
heavily, plummeted in the first half of the year.

Amid intensified global risk aversion, LAC has
experienced a sudden reversal of capital flows
more severe than during the global financial crisis
(Figure 2.3.1.D). In many countries, equity
market valuations have plunged and currencies
have depreciated sharply. Risk premia in sovereign
bond markets have risen across the region, with

investors differentiating according to credit risk
(Figure 2.3.1.E).

A range of policy measures have been
implemented to counter deteriorating economic
and financing conditions. The monetary policy
response has been multipronged, including
liquidity provision; temporary loosening of reserve
requirements for banks; policy interest rate cuts;
establishment of temporary swap lines with the
U.S. Federal Reserve to provide U.S. dollar
liquidity (Brazil and Mexico); and foreign ex-
change market intervention. Chile and Colombia
have launched asset purchasing programs modeled
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FIGURE 2.3.1 LAC: Recent developments

As the COVID-19 pandemic began to impact Latin America and the
Caribbean (LAC), stringent, multipronged mitigation policies were
implemented. Emissions and sentiment data suggest that the economic
impacts of the pandemic have been sudden and severe. Financial
conditions in the region have tightened substantially amid flight-to-safety
sentiment among investors. Policymakers have responded to the abrupt
shift in the economic environment with a range of monetary and fiscal
support.
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Source: Air Quality Open Data Platform; Haver Analytics; Institute of International Finance; Interna-
tional Monetary Fund; Johns Hopkins University Coronavirus Resource Center; national sources;
Standard and Poor’s; World Bank.

A. Lines show 14-day moving averages. Last obsetvation is May 29, 2020.

B. Data reflects conditions in Buenos Aires, Bogota, and Mexico City. Last observation is May 29,
2020.

C. For Mexico, business confidence pertains to the manufacturing sector. Last observation is May
2020 for Brazil and April 2020 for Mexico and Chile.

D. LAC capital flows are proxied by the sum of equity flows for Brazil and debt flows for Mexico.
COVID-19 line shows cumulative capital outflows beginning the week of January 24, 2020 and
ending the week of May 22, 2020; global financial crisis line shows outflows beginning the week of
September 5, 2008.

E. Lines show medians of the two country groups. Sample includes 7 investment-grade economies
and 10 non-investment-grade economies. Last observation is May 29, 2020.

F. Measures are the total amount announced, including discretionary spending, loan guarantees, and
other credit measures. Data are as of May 29, 2020 and are subject to change.

Click here to download charts and data.

on quantitative easing in advanced economies, the
first in the region.

Fiscal stimulus plans have been announced in
numerous countries (e.g., Chile, Colombia, Costa
Rica, Panama, Peru, Uruguay, and across the
Caribbean), including some where public finances
are already strained (Argentina, Brazil, El
Salvador; Figure 2.3.1.F). These packages include
social assistance measures, support for small
businesses, and additional health sector spending.
In some countries, tax deadlines have been delayed
and loan and utility payments temporarily
suspended.

Outlook

The multiple domestic and external shocks
stemming from the pandemic will have a severe
impact on regional growth in 2020. Activity is
projected to contract by 7.2 percent, much more
steeply than during the global financial crisis or
the 1980s Latin American debt crisis (Figure
2.3.2.A; Tables 2.3.1.A and 2.3.1.B). The outlook
is exceptionally uncertain, however, and highly
dependent on the magnitude and duration of the
pandemic.

The baseline forecast assumes that domestic
mitigation measures will be relaxed by the
beginning of the second half of the year, ushering
in a recovery in activity, and that commodity
prices will firm as global demand stabilizes. A
normalization of domestic and global conditions is
envisaged to allow growth to recover to a
moderate 2.8 percent in 2021. The baseline
outlook is for a contraction in 2020 in all except
one economy in the region, a notably worse
outcome than for the broader group of EMDEs
(Figure 2.3.2.B).

Regional domestic demand is projected to slow
dramatically in 2020, despite increased
government spending, as shuttered businesses
result in lower wages and private consumption.
Fixed investment will be particularly hard hit by
tighter financing conditions and deep uncertainty
about the trajectory of the COVID-19 pandemic.
Exports will be sharply curtailed with the global

economy in recession.
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In Brazil, the economy is projected to contract by
8.0 percent in 2020, owing to mitigation meas-
ures, plunging investment, and soft global
commodity prices. An expected recovery to 2.2
percent growth in 2021 is based on the
assumption of a steady fading of the factors that
weighed on activity in 2020, as well as a restarting
of the tax and business environment reform
agenda that had been put on hold in order to
prioritize the COVID-19 response.

Mexico’s economy will be hit hard from multiple
angles in 2020, including slumping exports,
significantly tighter financing conditions, a sharp
drop in oil prices, a halt in tourism, and mobility
restrictions imposed to slow the spread of the
pandemic. The fiscal support announced thus far
has been limited. The economy is expected to
contract by 7.5 percent in 2020 but to rebound to
3 percent in 2021, supported by a recovery in
private consumption and a normalization of
exports—but still weighed down by modest fixed
investment, which has been a drag on growth in
recent years.

In Argentina, stringent COVID-19 mitigation
measures, together with lower export demand and
the impacts of uncertainty related to ongoing debt
negotiations, will contribute to a projected GDP
contraction of 7.3 percent in 2020. A recovery to
2.1 percent growth in 2021 hinges on a bounce-
back in domestic demand (consumption and
investment), which would result from the
restoration of confidence following the successful
completion of debt negotiations.

Colombia, together with Ecuador and Bolivia, are
highly exposed to the plunge in oil and gas prices
(Chapter 4). However, Colombia, with more
robust economic momentum in the leadup to the
pandemic and much more policy space, is
projected to contract by 4.9 percent in 2020,
while Ecuador’s economy is envisaged to contract
by 7.4 percent and Bolivia’s by 5.9 percent.

In Chile and Peru, weak export demand in the
context of a global recession, falling copper prices,
and domestic measures to contain the spread of
COVID-19 (particularly stringent in Peru) will
result in deeply negative growth in both
countries—of 4.3 and 12.0 percent, respectively—

FIGURE 2.3.2 LAC: Outlook and risks

Activity in Latin America and the Caribbean (LAC) is expected to contract
in 2020 by far more than it did during either the global financial crisis or the
1980s Latin American debt crisis. Downside risks to the outlook are
substantial and include a resurgence of social unrest, adverse market
reactions to a rise in already high debt levels, a recovery in commodity
prices less robust than expected, and medium-term adverse impacts of the
COVID-19 pandemic on services sectors through prolonged uncertainty

and changes in consumer behavior.

A. Growth

Percent

10 —LAC LAC downside —World

1980
1984
1988
1992
1996
2000
2004
2008
2012
2016
2020 ¢

C. Inequality
0.4

® LAC economies °

® Other economies
+< 0.3
c L]
k) LI
(%}
b= ®e
g02 .,
Z 3 .
Oo.1 f'* .

na :'

0.2 0.3 0.4 0.5 0.6 0.7
Index of inequality of opportunity

E. Commodity prices

Percent

o 202
10 m2014 =2020

Natural Iron ore

gas

Crude oil Copper

B. Share of economies contracting
during global recessions

Percent
100 mLAC mEMDEs =World

1982 1991 2009 2020

D. Government debt

Percent
0 2019 —2016-18 —2020
80
70
60
50
40
30
20
o g [ O a
2 =
[}
F. Tourism
Percent of GDP
60
50
40
30
20
10
0
TEC8 8N NVNRTHO O O Q& © 4
§59 BE3ERCE S S5 5 &8
SEZ ©6.2ZEx38 @ 2 E § ¢
20 £ 06”2885 8 8> %8
c 0 £ £
<<
o E
= 8

Source: Equalchances.org; World Bank; World Tourism Organization.
A. Grey bars coincide with the year of strongest contraction during the Latin American debt crisis and
the global financial crisis, respectively. Last observation is 2021.

B. Horizontal line shows 50 percent.

C. Inequality of opportunity is the Gini coefficient of the distribution of predicted equivalized
household disposable income based on parental education, parental occupation, and origin. All
observations are for latest available year. Sample contains 46 economies.

D. 2016-18 observations are a simple average.

E. Crude oil prices are the average of Brent, Dubai, and WTI. Natural gas prices are for U.S. natural
gas. 2014 bars show change from June to September 2014. 2020 bars show change from January to

April 2020.
F. Bars show 2014-18 average.
Click here to download charts and data.
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despite plans for significant fiscal stimulus. In the
short term, growth in Chile is also expected to be
adversely impacted by high uncertainty related to
the constitutional reform process that began after
social unrest in 2019.

Central America’s economy is projected to shrink
by 3.6 percent in 2020, constrained by stringent
COVID-19 mitigation measures in most countries
during the first half of the year, together with a
sharp fall in remittances, a halt in tourism, and
lower agricultural prices relative to 2019.

Growth in the Caribbean is projected to
experience a 1.8 percent contraction in 2020, or a
3.1 percent contraction if excluding Guyana,
where the offshore oil sector is being developed
rapidly, albeit somewhat more slowly than
previously envisaged. Falling tourism activity and
remittance inflows will be a severe drag on growth
in a large swath of economies in the subregion.

Risks

Risks to the growth outlook for LAC are firmly to
the downside, many of them stemming from the
COVID-19 pandemic. A continued acceleration
of COVID-19 cases in the second half of the year
would further stress domestic health systems, with
the risk of high fatality rates in countries with low
capacity to manage a large outbreak. It is also
possible that outbreaks in large regional economies
will generate intra-regional economic spillovers in
addition to those from advanced economies—for
Central America through trade and remittance
channels with Mexico; for Argentina and Paraguay
through trade channels with Brazil; and for Brazil,
Bolivia, Paraguay, and Uruguay through trade and
remittance channels with Argentina. Moreover, a
renewed wave of COVID-19 outbreaks in major
global economies could prolong the negative
global spillovers the region has experienced in
recent months.

Although social assistance measures are expected
to partially soften the economic impacts of the
pandemic, widespread informality in the region
will limit their reach (World Bank 2019¢).
Moreover, the poorest members of society have
lictle capacity to manage negative income shocks

and are particularly vulnerable to growing food
security risks. The region’s recent progress on
reducing poverty and inequality could be lost
(Cord, Genoni, and Rodriguez-Castelin 2015).
Although income inequality has fallen in LAC, it
remains very high relative to the rest of the world,
as does inequality of opportunity (Figure 2.3.2.C).
The income shocks related to COVID-19, or
reactions to the authorities’ management of the
pandemic, could reignite the wave of social unrest
that LAC experienced last year and weigh on
confidence and economic conditions.

Fiscal balances will deteriorate in 2020 through a
combination of lower government revenue from
commodities and taxes, greater spending needs,
and higher borrowing costs, pushing debt levels
higher (Figure 2.3.2.D). This is occurring at a
particularly precarious time for Argentina, which
is seeking to restructure its foreign-currency-
denominated government debt, and for Ecuador,
which was already struggling to make interest
payments on its debt before the pandemic began.
Rising  government debt levels  heighten
vulnerability to financial sector stress and could
result in debt servicing challenges as interest rates
rise in the context of recovering activity. Many
economies in the region entered the pandemic
with worse fiscal indicators than they had prior to
the global financial crisis (Chapter 1; World Bank
2020m).

Corporate debt in the region is broadly at more
manageable levels than government debt
(notwithstanding ~ pockets ~ of  significant
vulnerabilities, such as Pemex in Mexico), and
banking sectors are broadly sound. However, this
situation could deteriorate in the near term if
financing conditions remain tight and a protracted
period of pandemic-related business interruptions
weakens cashflows materially and leaves companies
unable to service their debt. Small and medium
enterprises, which represent the vast majority of
companies in the region, already faced worse
financing conditions than large companies prior to
the pandemic (OECD 2020).

In the baseline outlook, oil prices are expected to
recover in 2021 as the shock of pandemic to the
global economy fades. However, the path of oil
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prices is also contingent on policy decisions by
OPEC+ countries. Unexpected policy develop-
ments could postpone a recovery in oil prices, with
growth implications for some countries (Figure
2.3.2.E).

Downside risks also emanate from long-lasting
pandemic impacts, such as the possibility that
consumer demand does not recover fully after the
pandemic fades (Chapter 3; Smith et al. 2014).
Demand for tourism, personal services, and
entertainment, for instance, may be slow to
recover if pandemic-related fears or concerns of a
second wave of the outbreak persist, with

TABLE 2.3.1 Latin America and the Caribbean forecast summary

(Real GDP growth at market prices in percent, unless indicated otherwise)

particularly elevated risks for countries where these
sectors represent a large share of the economy
(Figure 2.3.2.F). Prolonged school closures during
the pandemic could have adverse effects on human
capital accumulation and potential growth
(Chapter 3; Wang et al. 2020).

Finally, LAC faces persistent risks related to
natural disasters and weather-related
including the upcoming hurricane season in the
Caribbean. A major natural disaster on the heels of
the COVID-19 pandemic would be economically
devastating for some countries in the region.

events,

from January 2020

projections

Percentage point differences

EMDE LAC, GDP! 1.9 1.7 0.8 -7.2 2.8 -9.0
GDP per capita (U.S. dollars) 0.7 0.6 -0.3 -8.1 1.9 -8.9
(Average including countries with full national accounts and balance of payments data only)2
EMDE LAC, GDP2 1.9 1.7 0.8 -7.2 2.8 -9.0
PPP GDP 2.0 1.7 0.8 -7.1 2.9 -8.9
Private consumption 2.7 2.0 1.1 -8.3 2.9 -10.4
Public consumption 0.7 1.3 -0.1 1.8 0.1 0.9
Fixed investment -0.2 22 -1.0 -11.1 4.7 -13.7
Exports, GNFS3 3.8 4.2 0.6 -12.5 6.4 -15.3
Imports, GNFS3 6.3 5.1 -0.9 -13.2 5.9 -16.5
Net exports, contribution to growth -0.5 -0.2 0.3 0.2 0.1 0.3
Memo items: GDP
South America4 1.6 1.3 1.0 -7.4 2.7 -9.3
Central Americas 4.0 2.7 2.4 -3.6 3.6 -6.6
Caribbeans 3.2 5.0 3.6 -1.8 3.3 -7.4
Brazil 1.3 1.3 1.1 -8.0 22 -10.0
Mexico 2.1 22 -0.3 -7.5 3.0 -8.7
Argentina 2.7 -2.5 -2.2 -7.3 2.1 -6.0

0.4
0.4

0.4
0.4
0.2
-0.9
0.7
3.3
2.1

0.3

0.1

0.3
-0.6
-0.3
1.2
0.7

Source: World Bank.

Note: e = estimate; f = forecast. EMDE = emerging market and developing economies. World Bank forecasts are frequently updated based on new information and changing (global)

circumstances. Consequently, projections presented here may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not differ at any

given moment in time. Due to the lack of reliable data of adequate quality, the World Bank is currently not publishing economic output, income, or growth data for Venezuela, and Venezuela

is excluded from cross-country macroeconomic aggregates.

2. Aggregate includes all countries in Table 2.3.2 except Dominica, Grenada, Guyana, Haiti, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, and Suriname.

3. Exports and imports of goods and non-factor services (GNFS).

4. Includes Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, and Uruguay.

5. Includes Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama.
6. Includes Antigua and Barbuda, The Bahamas, Barbados, Belize, Dominica, Dominican Republic, Grenada, Guyana, Haiti, Jamaica, St. Kitts and Nevis, St. Lucia, St. Vincent and the

Grenadines, and Suriname.
Click here to download data.
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TABLE 2.3.2 Latin America and the Caribbean country forecasts! Percentage point differences
from January 2020

(Real GDP growth at market prices in percent, unless indicated otherwise) projections

Argentina 2.7 -2.5 2.2 -7.3 2.1 -6.0 0.7
Belize 1.9 2.1 0.3 -13.5 6.7 -15.6 4.9
Bolivia 4.2 4.2 2.7 -5.9 2.2 -8.9 -1.0
Brazil 1.3 1.3 1.1 -8.0 22 -10.0 -0.3
Chile 1.2 3.9 1.1 -4.3 3.1 -6.8 0.1
Colombia 1.4 25 3.3 -4.9 3.6 -8.5 -0.3
Costa Rica 3.9 2.7 2.1 -3.3 3.0 -5.8 0.0
Dominica2 -9.5 0.5 9.6 -4.0 4.0 -8.9 -0.1
Dominican Republic 4.7 7.0 5.1 -0.8 2.5 -5.8 -2.5
Ecuador 2.4 1.3 0.1 -7.4 4.1 -7.6 3.3
El Salvador 2.3 2.4 2.4 -5.4 3.8 -7.9 1.3
Grenada 4.4 4.2 3.1 -9.6 6.5 -12.5 3.6
Guatemala 3.0 3.1 3.6 -3.0 4.1 -6.0 0.9
Guyana 2.1 41 4.7 51.1 8.1 -35.6 2.4
Haitis 1.2 1.5 -0.9 -3.5 1.0 -2.1 1.5
Honduras 4.8 3.7 2.7 -5.8 3.7 -9.3 0.2
Jamaica 1.0 1.9 0.7 -6.2 2.7 -7.3 1.5
Mexico 2.1 2.2 -0.3 -7.5 3.0 -8.7 1.2
Nicaragua 4.6 -4.0 -3.9 -6.3 0.7 -5.8 0.1
Panama 5.6 3.7 3.0 -2.0 4.2 -6.2 -0.4
Paraguay 5.0 3.4 0.0 -2.8 4.2 -5.9 0.3
Peru 25 4.0 2.2 -12.0 7.0 -15.2 3.5
St. Lucia 2.2 1.4 1.4 -8.8 8.3 -12.0 5.3
St. Vincent and the Grenadines 1.0 2.0 0.4 -5.5 4.0 -7.8 1.7
Suriname 1.8 2.6 2.3 -5.0 3.0 -7.5 0.9
Uruguay 2.6 1.6 0.2 -3.7 4.6 -6.2 1.1

Source: World Bank.

Note: e = estimate; f = forecast. World Bank forecasts are frequently updated based on new information and changing (global) circumstances. Consequently, projections presented here
may differ from those contained in other Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given moment in time.

1. GDP and expenditure components are measured in 2010 prices and market exchange rates.

2. Percentage point differences are relative to the World Bank’s October 2019 forecast. The January 2020 Global Economic Prospects did not include a forecast for Dominica.

3. GDP is based on fiscal year, which runs from October to September of next year.

Click here to download data.
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