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Editorial note

As the first year of the third decade of the twenty-first century draws to a close, it is certain to go down
in the annals of world history as the year of the health emergency caused by the coronavirus disease
(COVID-19) pandemic. During these past 12 months, the world has faced moments of tremendous
uncertainty and pain as a result of the lethal disease caused by this virus, which, after emerging
in the Chinese city of Wuhan in January, quickly developed into a global pandemic. At the time of
writing, world health agencies estimate the number of cases of coronavirus infection to be in excess of
60 million people worldwide, and that nearly 1.4 million human beings have died from the disease. As
a result of the human progress achieved over the past century, thanks to scientific advances and the
steady, albeit unequal, progress in humankind’s material conditions, together with the improvement
and universalization of health systems, the world had become unaccustomed to pandemic crises of
such huge proportions as it faces today. The most recent forebear of the coronavirus crisis occurred
a century ago, in 1918, when “Spanish flu” engulfed the world, claiming between 20 million and
40 million lives, according to historical estimates.

Predictably, the COVID-19 pandemic soon triggered a global economic and social crisis. Owing
to health lockdown measures of varying degrees of stringency, such as physical distancing, the
closure of production units, the collapse of world trade and the lack of a safe and effective vaccine to
neutralize the infections (notwithstanding strenuous efforts by the scientific communities and global
pharmaceutical industries), the world’s economies are experiencing a brutal contraction in output,
surging unemployment, lost incomes and, hence, rising poverty levels and major setbacks in terms
of income distribution. In this regard, the pandemic has merely deepened the recessionary gaps that
have persisted in the global economy since the economic crisis of 2008 and 2009. Set against the
cyclical economic crises that have afflicted capitalism throughout its history, this one is the most severe
since the Great Depression of the 1930s.

In this sombre scenario, international health statistics show Latin America and the Caribbean to
be the region of the world hardest hit by the scourge of coronavirus. Over 11 million people infected
and close to half a million deaths are the sad figures that we have to lament thus far. Our region has
also been the hardest hit in economic and social terms. Various studies by the Economic Commission
for Latin America and the Caribbean (ECLAC) show that, by the year’s end, the crisis will have caused a
GDP contraction on the order of 9.1%, the closure of 2.7 million firms, 44.1 million people unemployed
and 231 million in poverty, of whom 96 million in extreme poverty. The fact that it will also have fuelled
significant increases in the Gini coefficient reflects how the scourge of coronavirus is aggravating
regional inequality, which was already structurally high before the crisis. The greater virulence with
which the pandemic and the economic crisis have affected Latin America and the Caribbean is
explained by our region’s lacklustre growth since 2014, and the structural features of production and
distribution that have historically characterized its dysfunctional pattern of economic, social, political
and environmental development.

As a contribution to broadening and deepening discussions on the global crisis and its
effects and on the prospects for recovery in Latin America and the Caribbean, this special edition of
CEPAL Review presents a special issue on the COVID-19 pandemic —guest edited by Alicia Barcena,
Executive Secretary of ECLAC, and Mario Cimoli, Deputy Executive Secretary of ECLAC. Our guest



8 CEPAL Review N° 132 e December 2020

editors have prepared an introduction, which analyses and reviews the 15 articles written for this special
issue by regionally and internationally renowned personalities from the field of social sciences. With this
edition, CEPAL Review adds to the intellectual output that this United Nations regional commission
has produced since the onset of the health emergency in early 2020. It seeks to contribute, from
the domain of ideas, to overcoming the crisis and to making real and effective progress towards a
new development model, based on production transformation, social inclusion and environmental
sustainability —the permanent guiding themes of ECLAC thinking.

Miguel Torres
Editor of CEPAL Review
December 2020



Introduction

The global economy and
development in times of
pandemic: the challenges
for Latin America and
the Caribbean

Alicia Barcena and Mario Cimoli
Guest editors

I. A special edition for complex times

This special edition of CEPAL Review has been prepared in the context of the health crisis caused by
the global spread of coronavirus disease (COVID-19) in 2020. The pandemic has been accompanied
by the most acute economic crisis for global capitalism since the Great Depression of the 1930s.
More broadly, it has brought a severe humanitarian crisis in which millions of human lives have been
cut short by the virus, while the loss of production and employment has translated into worsening
conditions of material well-being for vast segments of the world’s population (especially in respect
of health, education and nutrition) and hence severe reversals on poverty and income distribution. In
this sombre global landscape, Latin America has proved to be one of the regions most affected by
the pandemic. This is no accident, given the internal and external asymmetries that characterize its
dysfunctional development style, a pattern described by numerous publications in the structuralist and
neostructuralist literature analysing the socioeconomic and environmental dynamics of the region at
different stages in its history.’

Guest editors

Alicia Barcena is the Executive Secretary of the Economic Commission for
Latin America and the Caribbean (ECLAC). Email: alicia.barcena@un.org.

Mario Cimoli is the Deputy Executive Secretary of the Economic Commission for
Latin America and the Caribbean (ECLAC). Email: mario.cimoli@un.org.

1 See Prebisch (1962), Bielschowsky (1998), Ffrench-Davis and Torres (2021) and ECLAC (2020), to mention just a few.
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In the context of global health history, the pandemic is an ongoing phenomenon whose effects
are difficult to determine and measure qualitatively and quantitatively. Prior to this health crisis, other
pandemic diseases had resulted in high levels of mortality year after year in recent decades (Zizek,
2020). The question then arises as to what differentiates this pandemic from similar scourges. A
plausible answer may be found in the speed of transmission and the mortality that this virus has
caused in its first year of circulation. Because of this, the pandemic had an immediate effect on the
labour force and thus on effective demand, production and trade. It has also shown that inequality
within developing countries is a significant obstacle to the deployment of containment policies.

A variety of analysts have set out to study the impact of this global health phenomenon and offer
different perspectives on the future of the economy in the aftermath of the pandemic. One example is
the thinking of Chena and Pérez Caldentey (2020), who raise the question of whether the pandemic
will reinforce prevailing trends in the organization and coordination of global production and finance
or whether, conversely, it will be a factor for disruption and creative destruction. While this question
may elicit different answers, it is clear that the health crisis will have ineluctable effects on the region’s
productive structure and on the prospects of advancing a process of structural and distributional
change. Mitigating its negative short-term impacts with urgent measures that also take account
of the long term is the way to ensure that these effects contribute to a resolution of the structural
problems facing the region, particularly its technological and productive shortcomings and its high
level of inequality.

II. The contents of this edition

With these considerations in mind, this special edition of CEPAL Review offers different perspectives
on the effects of COVID-19 in the region and puts forward a variety of policy proposals aimed at
dealing with the health, social and economic crisis caused by the spread of the virus, in accordance
with each author’s particular approach.

The material presented here can be classified by the different analytical perspectives in the
14 articles the issue contains. First, there are articles that address the subject of COVID-19 from a
global standpoint. These include the pieces by Ha-Joon Chang, Giovanni Dosi, Maria Savona, and
Nora Lustig and Mariano Tommasi. This special edition includes another set of articles exploring
the effects of the pandemic from a regional perspective, comprising essays by Alicia Barcena and
Mario Cimoli; José Antonio Ocampo; Martin Abeles, Esteban Pérez Caldentey and Gabriel Porcile;
Nicole Bidegain, Lucia Scuro and lliana Vaca Trigo; and Juan Carlos Moreno Brid and Rodrigo Morales.
This group of essays is complemented by a pair of articles that analyse pandemic-related topics
from a combination of global, regional and national perspectives. In this category are the essays by
Benedicte Bull and Francisco Robles and by José Gabriel Paima, which also highlight the political
economy challenges posed by the pandemic. The collection of articles in this edition is completed by
three papers analysing the situations of individual countries, with Leonardo Lomeli writing on Mexico,
Luiz Carlos Bresser-Pereira on Brazil, and Ramén Lopez and Gino Sturla on Chile.

Of the articles with a global perspective, Chang’s addresses a central and recurring theme in
development debates: multilateralism. The author analyses the factors leading to the deterioration
of the world trading system in the context of the neoliberal economic order that has held sway in
the governance of the global economy since the 1980s. He argues that this deterioration may be
opening the way to a “new” new international economic order, stemming not only from the collapse of
world trade and the ongoing effects of the 2008 economic crisis, but also from changes in the global
economy and in prevailing ideas, as well as other factors such as the emergence of China as a global
economic power, climate change and the health crisis caused by the spread of COVID-19.

Introduction: The global economy and development in times of pandemic...
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Dosi’s article analyses some trends in global capitalism prior to the pandemic and certain
aspects of the latter that would seem to require a choice to be made between maintaining countries’
current mode of governance (characterized by what the author calls techno-authoritarianism) or
moving towards new forms of social organization. The author further argues that the health crisis has
occurred in a context of increasing technologization and socioeconomic fragility. In this context, there
have been very clear trends involving the worsening of functional income distribution to the detriment
of wages, the widening of gaps between productivity and wages, and the explosive growth of profits
(financial and non-financial).

In a similar vein, Savona examines the effects of COVID-19 in the context of the current digital
transformations and employment structures in the global economy, describing some of the new policy
challenges posed by the pandemic. In her analysis, she argues that the “new normal” that will emerge
must recognize a “new essential” in relation to the world of work and sectors of economic activity. The
set of essays with a global perspective is completed by Lustig and Tommasi’s study, in which these
authors analyse the link between the effects of COVID-19 and the social protection required by the
most vulnerable sections of the population.

Regarding the articles with aregional perspective, this issue offers readers a variety of approaches,
data and policy implications serving to provide a broader understanding of this health phenomenon
in our region. The essay by Barcena and Cimoli, setting out from the observation that Latin America
and the Caribbean has been one of the regions most affected by the pandemic, analyses structural
asymmetries prior to the health crisis, which revealed the dysfunctionality of the growth process in the
region’s countries, and argues for the need to move towards a new pattern of development.

In a similar line of analysis, Abeles, Pérez Caldentey and Porcile examine the effects of COVID-19
in the region, arguing that recovery will require large-scale fiscal policies designed to stimulate effective
demand. The composition of these fiscal efforts should, according to the authors, be heavily weighted
towards investment aimed at generating technological capabilities, economic diversification and
increased linkages in the productive matrix.

Ocampo’s essay offers a historical analysis of the impacts of COVID-19, comparing the
current health crisis with the Great Depression of the 1930s, the Asian crisis of 1997 and the crisis of
2008-2009, which he calls the North Atlantic crisis. The author notes that all shocks associated with
external financing, terms of trade, trade volumes and remittance levels have had less severe impacts
than the current health contingency. Ocampo identifies insufficient international financial cooperation
as being at the heart of these findings. From this perspective, he argues that the pandemic has hit
Latin America and the Caribbean so hard mainly because of the internal structural factors that caused
the economic stagnation observed in the region before the crisis, in line with the analyses in the articles
by Barcena and Cimoli and by Abeles, Pérez Caldentey and Porcile.

The set of essays written from a regional standpoint is completed with the study by Bidegain,
Scuro and Vaca Trigo, who analyse the impact of the pandemic from a gender perspective, highlighting
the way it has affected the economic autonomy of women in the region, and the article by Moreno
Brid and Morales, who offer a subregional perspective on the effects of COVID-19 in Central America.

Turning to the articles that combine different perspectives, mention may first be made of Bull
and Robles, who conduct a thorough literature review in order to explore how pandemics affect
inequality in income distribution. The authors argue that the economic literature provides significant
evidence that pandemics increase distributional inequality, while historiographical and political science
studies suggest that they can lead to institutional crises which, in a context of mutations within elites
and pressure from popular demands, can result in inequality levels being maintained. After contrasting
these theoretical theses with a set of empirical data presented for the region, the authors suggest
that in the COVID-19 pandemic, although there have been income transfers to the wealthier sectors

Alicia Barcena and Mario Cimoli
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and some changes in the composition of elites, there is little evidence that the region is witnessing
an institutional crisis, given that it is these elites that have provided the political leadership during the
health emergency.

In a similar line of analysis, Palma addresses the issues surrounding inequality in the region,
emphasizing the case of Chile. Drawing on the theory of political economy of David Ricardo, income
distribution is understood as the materialization of a conflict in which multiple stakeholders are
engaged in a struggle over different interests that takes place within a particular historical, political
and institutional setting as relevant as the purely economic “fundamentals”. Starting from this
analytical framework, Palma argues that, regardless of events over the region’s history, the rich in Latin
America have remained rich by virtue of the iron law of oligarchies, i.e. through a mechanism whereby
dysfunctional institutions rebuild to ensure a distributive pattern that benefits the oligarchic sectors
of society.

Lastly, the special issue is rounded off with three articles exploring the effects of the COVID-19
pandemic on specific countries. Lomeli offers an analysis of the health-care economy in Mexico,
Bresser-Pereira examines the impact of the pandemic on the Brazilian economy, and Lopez and Sturla
present an essay on the taxation of large fortunes, focusing their analysis on Chile.

III. Reflections arising from these essays

The articles in this special edition address issues that go beyond the health emergency caused by
COVID-19. While dealing with the effects of the pandemic, as outlined in the previous section, they
also address global and regional structural aspects that predate the crisis. Thus, the health crisis is
highlighting certain questions about the world economy that have arisen every time it has been faced
with global shocks of a similar magnitude.

Over the last four decades, as the globalization of technology, finance and trade has intensified,
the global economy has been repeatedly struck by economic crises that have exacerbated gaps
between developed and developing countries, inequality within and between countries, political
tensions and the real threats of environmental destruction.

These occurrences, accentuated particularly by the 2008 economic crisis, have highlighted the
multiple failures of globalization in terms of its governance and the dysfunctional patterns of development
that it has generated within countries. Rodrik (2011) has addressed these issues, analysing the tensions
between globalization, democratic progress and national development policies. In this context, the
role played by institutions is crucial in striking a proper balance between the three variables involved,
something that is inherently complex, given the diversity and heterogeneity of the arrangements arrived
at by different countries in accordance with their social peculiarities and preferences. Often these
national arrangements diverge from the institutional forms of regulation, stability and legitimization that
markets require. The deregulation of financial markets has led the global economy into sharper cycles
of boom and bust and, ultimately, into new financial crises, which have worsened socioeconomic
conditions within countries while fuelling anti-globalization social movements.

Where centre-periphery relations are concerned, the supremacy of deregulated financial markets
over the real sectors of the world economy has had profound effects on the capability of countries,
especially developing ones, to implement productive and trade policies that might enable them to
close the internal and external gaps affecting them. The problems of global financial governance are
paralleled in the way the multilateral trading system is organized, with restrictions that undermine the
capabilities of the global South to implement national industrial policies of a developmentalist cast
(Chang, 2002).

Introduction: The global economy and development in times of pandemic...
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In the face of these recurrent economic crises stemming from a globalization that has been
dysfunctional in its governance and effects, a year after Rodrik published The Globalization Paradox,
Paul Krugman released a manifesto whose central demand was to “end this depression now!”. In this
work, he argues that the recessionary bias present in global capitalism since 2008, which has now
become not only an economic crisis but a humanitarian one in the fullest sense as a consequence of
COVID-19, is rooted in the persistence of the austerity policies adopted by technocracies, which inhibit
the fiscal and monetary stimuli necessary, in the opinion of Krugman and other Keynesian economists,
to boost the drivers of aggregate demand that are required to reactivate global aggregate demand
(Krugman, 2012). Various studies published over the past 10 years by the Economic Commission for
Latin America and the Caribbean (ECLAC) have addressed the recessionary bias prior to the pandemic,
one of whose fundamental determinants is the inadequacy of effective demand both globally and
regionally. ECLAC (2016) is an example, with its idea of promoting Keynesian efficiency within the
context of the multilateral system.

During these years in which the contradictions evinced by the current global economic system
grew more acute, ECLAC refined its proposals for economic, social and environmental progress
through a development strategy grounded in a rights-based approach. Time for Equality: Closing Gaps,
Opening Trails (ECLAC, 2010) laid down the foundations for this strategy, in many instances anticipating
criticisms of the world’s current globalization model by globally prominent heterodox economists.

Onthebasis of the positions set outin that document, the contents of this strategy for development
and the pursuit of equality were expanded and detailed in areas that have been a permanent part of
the Commission’s developmentalist messages: structural change for inclusive development (ECLAC,
2012) and the need for wide-ranging development compacts relating to taxation, production policy,
the advancement of women, social cohesion and environmentally sustainable development, among
other things (ECLAC, 2014). This strategy links strongly with the 2030 Agenda for Sustainable
Development and the Sustainable Development Goals (ECLAC, 2016) and with the documents The
Inefficiency of Inequality (ECLAC, 2018), which makes a solid case for the invalidity of the “big trade-off”
between equality and efficiency posited by Okun (1975), and Building a New Future: Transformative
Recovery with Equality and Sustainability (ECLAC, 2020), which presents the Commission’s most
recent proposal, one that, in the context of the pandemic, engages with the economic, social and
environmental gaps that affect the region to produce a set of policy guidelines designed to create the
conditions for a recovery accompanied by structural change and social inclusion.

Thus, while ECLAC has offered these perspectives, which address the key structural asymmetries
holding back development in the region, including the technological and production gaps that limit its
growth and the culture of privilege (an original take on the political economy puzzle explaining why it is
impossible to reduce inequality in a broad sense and apply a progressive tax policy), other voices in the
world have drawn attention to the harmful effects of the current pattern of globalization. They include
the extensive output of Thomas Piketty and his interpretation of capitalism in the twenty-first century,
drawing attention to data on the long-standing concentration of wealth in the developed economies
and bringing the analysis of income distribution in the highest percentiles, particularly the top 1%
(Piketty, 2014), into the debate and into the realm of economic research. Milanovic (2016) introduced
the concept of global inequality, i.e. the average income differential between the world’s inhabitants,
into the discussion on distribution. According to Milanovic, inequality in global terms follows the
Kuznets cycles of distributional dynamics within countries and income convergence between them.
Although this is a contribution to research on the subject, Milanovic’s theses have generated some
controversy among analysts, some of whom argue that the way institutions are constructed and
the pro-elite asymmetrical distribution of power within societies play a stronger role than the factors
posited by Milanovic. The papers by Palma and by Bull and Robles included in this issue offer a view
along these lines.

Alicia Barcena and Mario Cimoli
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In addition to the new debates on distribution presented in this special issue, the articles
included here also open up a reflection on other crucial topics. One is the need for the State to
recover its development policy role, given that markets alone, when left to their own devices in the
spirit of the liberal philosophy of laissez-faire, have not succeeded in operating effectively to meet the
requirements of vigorous growth with an appropriate distribution of its benefits among the different
social actors, especially in the developing world. ECLAC (2020) addresses the role the State should
play as an agent that generates compacts for the implementation of macroeconomic, industrial, social
and environmental policies that can support sustainable structural change and social inclusion.

In line with these ideas, a number of economists have argued for the need to expand the role
of the State in economic and development policies. Very notably, Mariana Mazzucato has advocated
for the entrepreneurial role of the public sector in these policies. Specifically, she has pointed out
that the State has been a key actor in investment and that its role in this has been obscured by
the high-technology private sector, a segment that has been the subject of myth-making which
overshadows the role of the public sector (Mazzucato, 2013). Setting out from this premise, she has
linked the role of the State to the importance of technological innovation, revisiting a central aspect of
classical political economy: the theory of value. Mazzucato’s (2018) central question here is what wealth
is and where value comes from. Moreover, she rightly asks what value really is and how much of what is
presented as such is not rather appropriation or extraction of existing value. These questions are very
important for the development prospects of the region, since the extractivist nature of its economies’
productive matrices often concentrates value and does not necessarily create or increase wealth.

Consequently, the need to advance with the creation of new sectors or industries that generate
genuine value gives the State a preponderant role in this objective, on the understanding that industrial
policy and structural change are missions whose purpose is to meet strategic needs for societies
(Mazzucato, 2021), such as food and health security, and other essential sectors. These approaches
are certainly convergent with what ECLAC (2020) has proposed in relation to productive sectors with
strong potential for the deployment of a new development strategy (renewable energies, sustainable
mobility and urban spaces, health-care manufacturing and the bioeconomy, among others). The
papers by Dosi and Savona included in this edition provide material for reflection on these topics.

Returning to the question of what will become of the world economy after the pandemic, there
are various reflections on the subject, many of them just preceding the outbreak of the pandemic,
which highlight the malaise being caused by the dynamics of global capitalism. Several of these have
been alluded to in this section, and 2019 was a very prolific year for writing on the subject. First,
mention may be made of Capital and Ideology by Thomas Piketty, who argues that the real essence
of inequality is not purely economic or technological, but political and ideological. In an approach
closer to Gramsci’s than to Marx’s, he argues that the driving force of history is not the class struggle,
but hegemonic disputes over ideology. An important reflection of Piketty’s is that it is possible to
move on from capitalism to fairer societies in systems of participatory socialism or social federalism
(Piketty, 2020).

On the other hand, the perspectives of Milanovic (2019) and Stiglitz (2019) are more oriented
towards correcting the asymmetries of the current pattern of capitalism, i.e. moving beyond
neoliberalism. Milanovic argues that capitalism, the one system prevailing in the world economy
since the 1990s, has major flaws, such as inequality and corruption, but also advantages in terms
of satisfying the autonomy of individuals, although he warns that it carries the moral cost of “material
success” being exalted as their ultimate goal (individualism). Nonetheless, he is optimistic about the
future of this system and argues that there are ways to reduce its excesses and inequities, something
akin to what Stiglitz (2019) conceptualizes as a “progressive capitalism” that can emerge following the
correction of aspects such as global corporate concentration, the failures of the financial industry, the
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capture of nation-States by business groups and the concentration of data arising from the activities
of the new digital technology conglomerates. Action in these areas, Stiglitz believes, can help rebuild
the foundations of a fairer and more inclusive capitalism.

A point of view that is more nuanced and perhaps more pessimistic than those of Piketty,
Stiglitz and Milanovic is that expressed by Rodrik in 2020, at the height of the pandemic. He succeeds
in interweaving his critique of the handling of the health crisis with the problems already affecting
the world economy, systematized in his globalization-democracy-State triad, within the framework of
neoliberal hegemony. Rodrik argues:

In short, COVID-19 may well not alter — much less reverse — tendencies evident before the
crisis. Neoliberalism will continue its slow death. Populist autocrats will become even more
authoritarian. Hyper-globalization will remain on the defensive as nation-states reclaim
policy space. China and the US will continue on their collision course. And the battle
within nation-states among oligarchs, authoritarian populists, and liberal internationalists
will intensify, while the left struggles to devise a program that appeals to a majority of
voters (Rodrik, 2020).

In these sentences, Rodrik evidently reaffirms the decline of the neoliberal phase of capitalism,
but realistically points out that the recessionary biases which it generated over the past decade
and which the pandemic exacerbated will continue to operate in the years to come and will persist
strongly. Notwithstanding Rodrik’s points, what is clear is the growing need to persevere with the idea
of putting all intellectual, political and civic efforts at the service of a more balanced, fair and inclusive
globalization, while putting those same efforts into a region, Latin America and the Caribbean, that is
making progress in overcoming its structural obstacles to development and equality.

Seen in that light, the articles presented in this special edition of CEPAL Review bring readers a
wealth of perspectives and reflections that we hope will enable them to broaden their understanding
of the global and regional phenomena which will need addressing as a result of the new global shock
brought by COVID-19.
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I. Introduction

The spread of the coronavirus disease (COVID-19) in Latin America and the Caribbean since March 2020
has not only triggered an extremely serious health emergency that has taken a heavy toll in human lives
and has had serious economic and social repercussions. These effects have, in turn, deepened the
recessionary bias that the region’s economies were displaying even before the outbreak of the health
crisis. This bias translates into slow growth, sluggish exports, lower levels of productive investment
and higher employment and has, in a number of cases, led to economic stagnation and concomitant
setbacks in social areas that are reflected in rising poverty and worsening patterns of factor and personal
income distribution. In some countries, the social and economic crises associated with this dynamic
have engendered severe political crises that pose a threat to democracy and to the broad social inclusion
that is a necessary condition for any virtuous development process.

In response to the outbreak of COVID-19 and the impacts that it has had and is still having,
since March 2020 the Economic Commission for Latin America and the Caribbean (ECLAC) has been
deploying a major analytical effort to explore the health, social and economic implications of this crisis
and to offer policy proposals to its member countries that will help them to reboot the region’s economy
and set out on a new sustainable development and growth path.

In this article we will analyse the structural factors that explain why this pandemic has had a greater
health-related and socioeconomic impact in Latin America and the Caribbean than it has in other regions
of the world and will review the studies on this health crisis that have been conducted by ECLAC. We
will argue that, because of these structural factors, the region’s pre-pandemic development style was
unsustainable from a social (inequality), economic (persistent productive and technological asymmetries
between the region and more advanced countries) and environmental (use of natural resources and
the biosphere in excess of planetary boundaries) standpoint. An integrated approach needs to be
taken to the examination of these three factors in order to encompass their multiple interactions. This
approach is based on the analytical model of these three (economic, social and environmental) gaps
which was proposed by ECLAC at its thirty-eighth session (ECLAC 2020i). This model describes the
region’s existing growth pattern and its prospects for moving towards a more virtuous growth path.

This article is divided into six sections. Section Il offers an analysis of the global scope of the
pandemic in terms of its health and economic impacts. Section Ill delves into the stylized facts associated
with the economic dynamics of the region prior to the outbreak of the present health emergency. Section
IV presents the three-gap model along with a discussion of the challenges involved in narrowing those
gaps under differing sets of political conditions. Section V surveys the social and economic fallout from
the crisis, while section VI concludes the analysis with a series of macro-, meso- and microeconomic
policy proposals for finding a viable way forward that will set the region on a new development path:
a path that will entail changing production patterns and greater social inclusion and environmental
sustainability as the region leaves its current dysfunctional development model behind.

II. The global scope of the pandemic

1. Health impacts

With the rapid spread of COVID-19 around the globe, today our civilization finds itself confronted with a
health, social and economic crisis of staggering proportions (ECLAC, 2020a). While the world and the
region were able to cope with the outbreaks of human avian influenza (“bird flu”) in 2003 and of swine
fluin 2009 (transmitted by the H5N1 and H1N1 viruses, respectively), the COVID-19 health emergency
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has necessitated much greater containment efforts and has resulted in more cases and more deaths than
any other epidemic since the Spanish flu did a century ago. Data compiled by the World Health Organization
(WHO) for the period up to 25 February 2021 indicate that COVID-19 has killed 2,486,679 persons.?
By comparison, historical estimates presented by Murillo (2011) indicate that the Spanish flu claimed
between 20 million and 40 million lives, while the Hong Kong flu (1968) caused slightly fewer deaths
than COVID-19 had up to the cut-off date for this analysis (see table 1).

Table 1
Worldwide deaths caused by flu pandemics in the twentieth and twenty-first centuries
(Number of persons)

Years Disease Deaths Virus
1918-1919 Spanish flu 20 000 000 — 40 000 000 H1N1
1957-1959 Asian flu 2000 000 H2N2
1968 Hong Kong flu 1000 000 H3N2
20032 Bird flu 455 H5N1
2009° Swine flu 18449 HIN1
2019 - Coronavirus disease 2 486 679 SARS-CoV2

Source: G. Murillo, “Recordando la gripe espafiola”, Medicina Interna de México, vol. 27, No. 5, Mexico City, 2011 and World
Health Organization (WHO).
Figures up to 10 July 2020.
b Figures up to 1 August 2010.

Table 2 provides data on the global impact of COVID-19. These figures indicate that, with over
111 million cases on record to date in the world, the regions where the incidence of the disease has
been the lowest are Oceania, with somewhat more than 58,000 cases (0.1% of the world total), Africa,
with 3,697,776 cases (3.3%), and the Middle East, with 5,523,592 cases (4.9%), while the regions
where the pandemic has hit the hardest are Europe, with 36,794,659 cases (32.9%), North America,
with 28,807,637 cases (25.7%), Latin America and the Caribbean, with 21,066,155 cases (18.8%),
and Asia, with 16,051.119 (14.3%). The trends in the number of deaths more or less mirror the trends
in the number of cases, as, here too, Oceania, Africa and the Middle East have registered the fewest
COVID-19 deaths, with 0.05%, 3.7% and 4.5% of the world total, respectively (columns 1 through 4).

Table 2
World regions: COVID-19 cases and deaths as of 25 February 2021
(Numbers of persons and percentages)

o Tl Cases Deaths Casqs_ Deathsf Deaths as
Region (number) (number) (percentages  (percentages  (per million (per million a percentage
() @ of the total)  of the total) persons) persons) of all casgs
(©)) “ ©) ©6) (7) = (6)/(5)*100

Africa 3697 776 91928 3.3 3.7 3056 76 2.5
North America 28 807 637 520779 25.7 20.9 78734 1423 1.8
;ﬁg"ﬂﬁmg'rfgbean 21066 155 667 308 188 26.8 32453 1028 3.2
Asia 16 051 119 254 807 14.3 10.2 3842 61 1.6
Europe 36 794 659 837 638 329 337 43399 988 2.3
Middle East 5523 592 112 987 49 45 15 668 320 2.0
Oceania 58 271 1219 0.1 0.0 1382 29 2.1
World 111999 954 2486 679 100 100 14 649 325 2.2

Source: Prepared by the authors, on the basis of figures provided by the World Health Organization (WHO) [online] https://
worldhealthorg.shinyapps.io/covid/ and World Bank.

2 Data on the pandemic are updated regularly on the WHO website ([online] https://worldhealthorg.shinyapps.io/covid/) but,
for the purposes of this article, 25 February 2021 is used as a cut-off date. The data compiled by the Coronavirus Resource
Center of John Hopkins University ([online] https://coronavirus.jhu.edu/map.html) exhibit similar trends to those reflected by the
WHO figures.
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While Asia has one of the highest incidence rates, its COVID-19 death toll (10.2% of the world total)
is lower than those of other hard-hit regions owing in part to its sound health policies. In North America,
with 520,779 deaths (20.9% of the world total), the United States outpaces Canada in percentage
terms in both the number of cases and the number of deaths. Europe, with 837,638 COVID-19 deaths,
or 32.9% of the total, is one of the first regions where the virus began to spread on a large scale after
it was detected in China in early 2020 and where it has been the most lethal. Italy and Spain saw the
largest number of cases and deaths in the early months of the outbreak while, towards the end of 2020,
the Russian Federation, France and the United Kingdom were experiencing high case rates. Although
the European countries initially managed to curb the crisis with the help of large-scale health and fiscal
support measures and were thus able to relax their lockdowns and travel restrictions, many of these
countries have since been hit by further waves that have obliged them to reintroduce the types of
measures used during the initial outbreak.

The Latin American and Caribbean region is not only one of the world regions with the most
COVID-19 cases, after Europe and North America, but it also has the second-highest COVID-19 death
rate in the world, with 667,308 deaths, or 26.8% of the world total. Columns 5 and 6 of table 2 show
the numbers of cases and deaths per million inhabitants in each region. The regions with the most cases
per million persons are North America and Europe, followed by Latin America and the Caribbean. In
terms of the number of deaths, the order changes, however. North America still heads up the list, with
1,423 deaths per million population, but it is followed by Latin America and the Caribbean (1,028) and
then by Europe (988). Above and beyond these differences in adjusted regional totals, however, as
may be seen in column 7 of table 2, which shows the number of deaths as a percentage of the total
number of cases, the rate for Latin America and the Caribbean, at 3.2%, is the highest of any world
region. This more informative measurement of the spread and impact of the virus reflects the greater
fragility of the region’s health-care systems owing to their fragmentation and insufficient coverage as
compared to those of the world’s more developed regions.

2. Economic impacts

The outbreak of coronavirus disease in the Chinese city of Wuhan in January 2020 soon spread to the
rest of the world, reaching pandemic proportions. Governments around the world were forced to order
lockdowns and impose social distancing measures in an effort to curb the spread of the virus (ECLAC,
2020a and 2020h). These measures, many of which are still in place, have nearly paralysed the global
economy. The lockdown introduced early on in China sent shockwaves through many economies that
rely on trade with that country, including those whose pattern of specialization rests on commaodities,
since both the demand for these products and their prices have fallen, although they were expected to
rebound towards the end of the year in some cases. In addition, because of China’s dominant position
in global value chains, production patterns have undergone changes that have swiftly propagated and
affected all the countries involved in those chains (ECLAC, 2020a).

The health crisis has thus turned into an economic crisis of an enormous magnitude, one that is
comparable to the severe cyclical crises that overtook capitalism in the twentieth century. As noted by
ECLAC in its Economic Survey of Latin America and the Caribbean, 2020, “the COVID-19 pandemic
has pushed the global economy into the worst recession since the Second World War” (ECLAC, 2020h,
p. 16). In fact, ECLAC (2020j) projects that the global economy will have contracted by 4.4% in 2020.
This trend is illustrated in figure 1, which tracks GDP growth in the major regions and in certain countries
that have a strong influence on the world economy. GDP growth in the developed economies, which had
already been slowing since 2018, is expected to have plunged by 5.8% in 2020. Within this group, even
steeper drops of 8.0% in the euro area economies and of 10.0% in the United Kingdom are projected,
while the United States and Japan are expected to see their GDP shrink by 4.1% and 5.6%, respectively.
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Figure 1
Selected regions and countries: GDP growth rates in 2018 and 2019
and projections for 2020 and 2021
(Percentages)
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Source: Prepared by the authors on the basis of figures from Economic Commission for Latin America and the Caribbean (ECLAC);
World Bank, Global Economic Monitor (GEM) [online database] https://datacatalog.worldbank.org/dataset/global-economic-
monitor [accessed on: June 2020]; Organization for Economic Cooperation and Development (OECD), OECD Economic
Outlook, Paris, OECD Publishing, June 2020: European Central Bank(ECB), “Eurosystem staff macroeconomic projections”,
June 2020 [online] https://www.ecb.europa.eu/pub/projections/html/index.en.html; and United Nations, World Economic
Situation and Prospects as of mid-2020, New York, 2020.

@ The figures for India are for the fiscal year, which begins in April and ends in March of the following calendar year.

Emerging and developing economies are expected to register a smaller contraction (of around -3.3%),
but this will stand in sharp contrast to the growth trend observed in 2018 and 2019. Within this group,
the economies of East Asia and the Pacific are estimated to have grown by 1.7%. China’s economy
will continue to expand, but at a projected rate of only 1.9%, after having buoyed world economic
growth in 2018 and 2019 with rates of 6.7% and 6.1%, respectively. India, meanwhile, is likely to see a
contraction of 10.3%, and the economies of the Middle East and North Africa are expected to experience
a sizeable drop (-4.1%) in their GDP as well.

Among the developing economies, those of Latin America and the Caribbean have not only been
the most severely affected in terms of the health of the population (see table 2) but have also been the
hit the hardest in economic terms (see figure 1), with their GDP plummeting by around -7.7%. This
nosedive in regional production, as will be explained below, is being brought about on the one hand, by
the collapse of world trade and weakening international prices for the region’s export products and, on
the other, by the slump in demand within the economies of the region, which has, in conjunction with
widespread lockdowns, driven up unemployment levels and caused many production units to close
their doors. As will be discussed later on in this article, these developments are also having a strong
impact on society in terms of poverty, extreme poverty and inequality.

Recent ECLAC projections (2020j) point to a resumption of growth both in the world as a whole and
in all the regions and countries for which trends have been analysed, however. Nevertheless, a recovery
clearly hinges on more effective efforts to contain the pandemic and particularly on the advancement
of the national inoculation strategies made possible by international laboratories’ swift development of
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COVID-19 vaccines. The prompt roll-out of these strategies could do a great deal to reduce worldwide
levels of uncertainty and thus re-energize the production sector, spur economic growth, revive trade
and contribute to the recovery of employment levels and capital formation.

World trade has collapsed during the pandemic. The World Trade Organization (WTO) has
projected a drop of between 13% and 32% in world trade in goods (based on data up to May) (see
figure 2). According to figures compiled by ECLAC (2020h), unlike what has occurred in earlier crises,
trade in services has been hurt even more than trade in goods. Transport services, in particular, have
been badly hurt by the sharp downturn in merchandise trade. In addition, health-related restrictions
on international passenger travel have had a massive impact on tourism. Based on data compiled by
WTO, ECLAC (2020h) has calculated that activity in the tourism industry plunged by 56% between

January and May 2020, and it is projecting a contraction of between 60% and 80% in this sector for
the year as a whole.

Figure 2
Year-on-year variations in the volume of world trade in goods, January 2003 to May 2020
(Percentages based on a seasonally adjusted index)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Netherlands Bureau of Economic
Policy Analysis (CPB), World Trade Monitor [online database] https://www.cpb.nl/en/worldtrademonitor; World Trade

Organization (WTO), “Trade forecast press conference”, 8 April 2020 [online] https://www.wto.org/english/news_e/spra_e/
spra303_e.htm.

With global export demand shrinking, according to initial projections for 2020, it was estimated
that commodity prices would be sharply lower than they had been in 2019. This would have a negative
impact on the terms of trade for commodity-exporting countries. Oil prices were expected to slump by
36% in 2020. The prices of agricultural products, on the other hand, were forecast to be hurt much less
by the crisis, for falling almost 2%. Metal and mineral prices were projected to have dropped by a scant
0.1% overall, but with sharply differing price trends for individual metals and minerals. Thus, the prices
of industrial metals, including copper, were estimated to fall by 5%, but this would be almost completely

offset by the rise in the prices of precious metals such as gold, which, at least as of 24 July 2020, had
jumped by 28% (see table 3).
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Table 3
Year-on-year variations in annual average commodity prices, 2016-2020
(Percentages)
2016 2017 2018 2019 2020?
Agricultural products 49 0.5 0.5 -3.0 -1.7
Food, tropical beverages and oilseeds 6.8 -0.6 -2.8 -3.7 -15
Food 1.5 -0.2 -4.3 -0.6 -2.5
Tropical beverages 0.6 -1.7 -10.1 -5.0 6.5
Oilseeds and oils 2.4 -1.0 1.4 -7.7 -2.0
Forestry and agricultural raw materials -2.3 49 13.4 -0.7 -2.4
Minerals and metals -0.8 23.3 4.2 -1.0 -0.1
Energy” -16.3 235 25.6 -9.1 -29.6
Crude petroleum -15.7 14.5 294 -10.2 -35.6
Commodities — total -4.0 14.5 9.8 -4.6 -10.9
Commodities other than energy — total 2.3 10.8 2.3 -2.0 -0.9

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of World Bank, “World Bank Commaodities
Price Data (The Pink Sheet)”, 2 June 2020 [online] http://pubdocs.worldbank.org/en/774651591120179792/CMO-Pink-
Sheet-June-2020.pdf; United States Energy Information Administration (EIA), Short Term Energy Outlook, 7 July 2020,
and data from Bloomberg and Capital Economics.

@ The figures for 2020 are projections.

b This category includes petroleum, natural gas and coal.

Governments have adopted a variety of special macroeconomic policy measures, including
downward revisions of central bank interest rates, in both developed and emerging economies. The
authorities in both of these types of economies have also deployed fiscal stimulus packages of various
sizes in an effort to soften the blow for employment and household income. These packages have
included, for example, transfer payments to households and businesses, extended grace periods for
the payment of taxes and other levies, payroll subsidies, tax cuts and government guarantees for loans
and other types of credit.

While conditions have not deteriorated in the financial sector, the level of uncertainty about the
health-related, social and economic knock-on effects of the pandemic remains high, and that uncertainty
is reflected in the financial market volatility illustrated in figure 3. As measured by the VIX index, market
volatility reached an all-time high in mid-March 2020, triggering massive capital outflows from emerging
markets and driving up sovereign risk ratings, particularly in emerging markets. Most currencies have
depreciated sharply against the United States dollar, given the globally countercyclical nature of that
currency, as it tends to strengthen during recessions and to weaken in the face of expectations of
reactivations and boom times (see figure 4).
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Figure 4
Dollar exchange rate for major currencies, 1 January 2019-16 July 2020
(DXY index; January 2013 = 100)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Bloomberg.
Note: The Bloomberg Dollar Spot Index (DXY) tracks the trend in the value of the United States dollar against a basket of
10 leading global currencies.

III. Latin America and the Caribbean
and the health crisis

Information was provided in section Il which indicates that the pandemic has had a greater health-related
and economic impact on Latin America and the Caribbean than on any other world region. In this
section, we will show how these impacts are the consequence of recessionary factors that were already
in evidence in 2014-2019, when the region’s average annual growth rate was a paltry 0.4%. Those
six years were marked by the continued impact of the recessionary shocks experienced by the world
economy as a result of the 2008-2009 global financial crash (what Ocampo (2020) refers to as the
“North Atlantic crisis”) and the euro area crisis of 2011, the elevated level of financial volatility in global
markets, the end of the commodity boom, and recent geopolitical and economic developments such
as the worsening trade tensions between China and the United States.

This external environment has exacerbated persistent structural factors that are characteristic
of the economies of the region, such as structural heterogeneity or domestic production gaps;
balance-of-payments growth constraints; the contraction of effective demand, especially in relation to
productive investment; the shift in the composition of the export basket back towards commodities and
the lack of complexity in the sectoral production matrix in terms of knowledge, innovation, and research
and development (R&D); limited fiscal space for social and production policies; the deterioration of
employment conditions as the informal sector once again expands; and the long-standing shift in factor
income distribution away from wages. Even before the crisis, all these elements were translating into
social reversals in terms of poverty, extreme poverty and personal (and household) income distribution
(see ECLAC, 2020a, 2020b and 2020i, and, in this special edition, Abeles, Pérez Caldentey and
Porcile, 2020). A number of stylized facts will be examined in the following discussion that illustrate
the internal and external structural features of regional economic dynamics that predate the crisis
occasioned by the pandemic.
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1. Unstable, volatile growth

Over the long term, GDP growth rates in Latin America and the Caribbean have been lower than those
of developed economies and of other peripheral and emerging regions. An even more characteristic
feature of the region’s lagging development in relative terms is the difficulty it has had in sustaining
strong growth rates during economic booms and the relative persistence of slack growth during
recessions and reactivations, which signals the presence of real volatility. Figure 5 depicts growth trends
in Latin America from 1950 to 2019. A cursory look at the figure shows up two things very clearly: (i) the
highest rates registered by the region occurred between 1950 and 1980, which was a period marked by
developmentalist policies and State-guided industrialization; and (i) following the Latin American external
debt crisis, which the region began to recover from in 1983, its growth rates regained positive territory
and then remained there except in 1990, 2009, 2016 and, as noted in the preceding section, 2020.

Figure 5
Latin America: real GDP growth rates, 1950-2019
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Source:Prepared by the authors, on the basis of figures provided by the Economic Commission for Latin America and
the Caribbean (ECLAC).

In the years from 1983 to 2020, the region reverted to a production pattern based on static
comparative advantages against the backdrop of a hyperglobalization of the world economy, and growth
was slower than in the years leading up to that period. When the Hodrick-Prescott filter is applied to the
data on this trend, the persistent variability affecting the region’s economies becomes evident, along
with the downward trend in growth from the 1980s onward.

A more direct measurement of the volatility of the region’s economic growth pattern is presented in
figure 6, which plots average effective GDP growth rates in different periods (horizontal axis) and shows
their corresponding standard deviations (vertical axis). As the reader will see, the region’s growth rates
were higher and less volatile in 1950-1979, while they were lower and more volatile in 1980-2020. A
reduction in external vulnerability and an increase in the accumulation of domestic production capacities
associated with the production policies characteristic of the period of developmentalism may be at the
root of the explanation for this turnaround in the region’s historical growth patterns.
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Figure 6
Latin America: volatility of growth, 1950-2019
(Percentages and standard deviations)
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Source:Prepared by the authors, on the basis of figures provided by the Economic Commission for Latin America and
the Caribbean (ECLAC).

2. Growth under external constraints

Externally constrained growth is one of the most typical stylized facts associated with the region’s
dysfunctional development pattern. The core component of this concept has to do with peripheral
economies’ inability to grow at a pace that will allow them to absorb the entire workforce. This gives rise to
the high levels of underemployment in low-productivity occupations that is characteristic of development
dynamics on the periphery (structural heterogeneity) owing to these economies’ very limited potential
for generating foreign exchange. Raul Prebisch’s analysis of this issue led him to argue that its cause
lay in the fact that the periphery’s commodity exports are less income-elastic than are imports of the
manufactures produced by the world’s central economies are (Prebisch, 1962). Over the long term, this
results in a divergence of these two types of economies’ growth patterns owing to their productive and
technological asymmetries and the external debt pressure exerted on the periphery due to its structural
foreign exchange shortages. Prebisch (1963) expanded upon these ideas in developing the concept of
external constraint, which he described as a succession of balance-of-payments disequilibria of such
a magnitude that shortages of foreign exchange first hindered and later blocked the process of import
substitution (Rodriguez, 2006, p. 143).

Seers (1962) and Rodriguez (1977) devised similar approaches to the issue of external constraints,
but it was Thirlwall (1979) who formalized the concept of growth rates that were compatible with external
equilibrium. In a global economy composed of two regions —a centre and a periphery— that rate is
expressed as: yE = % y°, where yF and y* represent, respectively, the periphery’s and the centre’s growth
rates; stands for the income elasticity of world demand for exports from the periphery and st denotes
the income elasticity of imports coming from the centre. These elasticities are determined, in turn, by
the ratio between the periphery’s and the centre’s technological capacities because these are what
determine the nature of a country’s participation in the markets where domestic and external demand
are growing the fastest. The periphery will grow more slowly than the centre and their growth rates will
diverge whenever % is less than 1. This divergence will continue as long as peripheral economies are
not able to modify that variable by introducing industrial, production and technology policies to increase
it and thus diminish the external constraint.
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The relationship between growth and the external sector is illustrated in figure 7, which plots
the trade balance as a percentage of GDP (horizontal axis) and GDP growth (vertical axis). Periods
during which the economies grew rapidly while registering a trade deficit are followed by periods of low
growth in which the region’s economies have had to grow and invest less in order to generate surpluses
that would allow them to pay their countries’ debts. They managed to grow while maintaining a trade
surplus only during the years of rapid industrialization in the 1970s and during the commodities boom,
although, in this latter case, growth was slower. The situation that began to take shape at the start of
the 2020s, with the outbreak of the pandemic, is an extremely complex one, however.

Figure 7
Latin America: the trade balance as a percentage of GDP and GDP growth rates, 1950-2019
(Percentages)
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Source:Prepared by the authors, on the basis of figures provided by the Economic Commission for Latin America and
the Caribbean (ECLAC).

3. Low labour productivity as an underlying factor
of spurious competitiveness

In the mid-1980s, Fernando Fajnzylber developed two opposing concepts to characterize the region’s
competitiveness and development patterns. He described the form of competitiveness based on prices,
overvalued exchange rates, depressed wages and static comparative advantages supported by the
extraction of natural resources as “spurious competitiveness” and differentiated it from competitiveness
based on the incorporation of technical progress into the production process and increasing training-induced
labour productivity, which he called “authentic competitiveness” (Fajnzylber, 1990).

Figure 8 provides a breakdown of GDP growth rates for the countries of Latin America and
the Caribbean along with other countries and regions in 2000-2019 based on the contributions of
employment and labour productivity to GDP growth.® The figure shows that, on average, 76% of the
region’s growth over the last two decades has been powered by employment and 24% by gains in

3 This is calculated using the following procedure: If Y represents the level of GDP and E the level of employment, then mean
labour productivity is defined by P, = xz Using these definitions, it becomes trivial to express GDP as Y = P;-E. By converting
this equation into a logarithm and then taking the total differential for time, we have Y = P, + E', where Y represents the GDP
growth rate, 15; the increase in mean labour productivity and E the growth of emBonment. Normalizing the equation by the
GDP growth rate, we then find that the contribution of mean labour productivity is i; and that of employment is %
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labour productivity. This pattern differs sharply from the pattern exhibited by the Asian economies,
as productivity accounted for 96% of GDP growth and employment for just 4% in China, while the
contributions of these two factors amounted to 80% and 20%, respectively, in India, 70% and 30%
in Japan, and 66% and 34% in the Republic of Korea. The differentials between these two factors are
smaller in Europe and the United States but in both of those cases the contribution made by labour
productivity is greater than it is in the region (46% and 64 %, respectively).

Figure 8
The Latin American and Caribbean region and other regions and countries: the contribution
of employment and labour productivity to GDP growth, 2000-2019 averages
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), Building a New Future: Transformative Recovery
with Equality and Sustainability (LC/SES.38/3-P/Rev.1), Santiago, 2020.

These results can be accounted for by the differing intensity of the technological effort made in
these individual economies, and this is reflected with particular clarity in the trend in the ratio of R&D to
GDP. The reversion to a more commodity-based export mix in Latin America and the Caribbean during
the commodity boom phase of the business cycle, combined with the weakness of the institutional
framework for industrial policy in the region, has clearly militated against the development of a process
of structural change that would increase the contribution of labour productivity to economic growth by
improving the conditions for authentic competitiveness in the region’s economies.

4. Learning patterns in the presence of
backward paths and hysteresis

In their theoretical and empirical analysis of the persistently high unemployment levels found in the
economies of Western Europe starting in the 1980s, Blanchard and Summers (1986) characterized this
situation as the outcome of a process of “unemployment hysteresis” whereby a short-term increase
in unemployment rates brought about by a recessionary shock may then be prolonged and eventually
turn into a structural form of unemployment. According to Setterfield (2009), hysteresis is a special
kind of path dependency in which the effects of a past shock on a variable u —for example, the rate
of unemployment in a given economy— may influence the present value of that variable; put another
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way: u, = f(u,.;) and f"(u,.,) >0, that is, that the present rate of unemployment depends on its previous
values and that an increase in those values generates an increase in their present value.*

A pivotal factor in this analysis is the determination of whether or not, in the aftermath of a past
unemployment shock (as a consequence of a global economic crisis, for instance), unemployment
then follows a process akin to a random walk (the dynamic exhibits a unit root). This is tantamount to
maintaining that the unemployment shock is permanent or extremely long-lasting, or that it is stationary
with drift. Not all of the econometric evidence for the world at large or for the region in particular
points in the same direction, but it is clear that, in the wake of the North Atlantic crisis of 2008-2011,
unemployment trends in some developed economies and in Latin America suggest that a process of
hysteresis is at work.

Figure 9 provides a comparison of the creation of value added and labour productivity in China,
the United States and Latin America. The curves for the Chinese and United States economies indicate
that when increases in value added are coupled with increases in labour productivity, employment levels
also rise. Especially in China’s case, the confluence of steady increases in productivity and in employment
has driven up GDP. In Latin America, this interaction has been much weaker. After 2009, GDP climbed
while productivity slipped (suggesting that output was raised by increasing lower-productivity forms
of employment) and, starting in 2014, both productivity and employment —and, along with them,
GDP — began to fall.

Figure 9
Latin America, United States and China: labour productivity and value added
(Dollars and billions of dollars)
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4 The concept of hysteresis describes a situation in which an economy’s parameters are altered by a shock in such a way that the
economy cannot revert to its original state even after the shock wanes. Consequently, periods in which a currency appreciates
sharply or unemployment rises steeply may have a long-lasting effect rather than simply generating short-run fluctuations.
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Figure 9 (concluded)
B. United States, 1990-2018
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Source: Prepared by the author on the basis of statistics provided by Economic Commission for Latin America and the Caribbean
(ECLAC); System of National Accounts of the United Nations; ECLAC/ International Labour Organization (ILO), “Work in
times of pandemic: the challenges of the coronavirus disease (COVID-19))”, Employment Situation in Latin America and
the Caribbean, No. 22 (LC/TS.2020/46), Santiago, July 2020.

a8 Figures for 2019 are estimates.

5. Secular deterioration in factor income distribution

A stylized fact of global capitalism over the last 70 years is that factor income distribution has been
deteriorating in a way that works to the detriment of labour (Torres, 2019). This has been a cross-cutting
trend encompassing both developed countries and developing economies. Since the 1950s —when
developmentalism was in full swing— and until the recent period of hyperglobalization, the share of
wages in GDP has been steadily shrinking in the Latin America economies and in those of the member
States of the Organization for Economic Cooperation and Development (OECD). In Latin America, the
share of wages slipped from 41% in 1950 to 35% in 2014, while in the OECD countries it fell from 65%
to less than 59% during that same period (see figure 10). As of 2014 —the most recent year for which
information is available— this long-standing decline in the share of wages was the net effect of some
sharply contrasting shifts in both the OECD and the Latin American economies, however.®

5 For an analysis of the cases of 15 Latin American countries, see Alarco (2014) and, for information on the member States of
the Organization for Economic Cooperation and Development (OECD), see the Penn World Table database [online] at: https://
www.rug.nl/ggdc/productivity/pwt/.
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Figure 10
Latin America and the Organization for Economic Cooperation and Development (OECD):
trends in the share of wages in GDP, 1950-2014
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), “Wage share and economic growth in Latin America,
1950-2011", CEPAL Review, No. 113 (LC/G.2614-P), Santiago, Economic Commission for Latin America and
the Caribbean (ECLAC), 2014 and University of Groningen, Penn World Table [online database] https://www.rug.nl/ggdc/
productivity/pwt/.

For example, the share of wages in countries such as Belgium, Canada, Denmark, Finland and
France is over 60%, whereas, in the economies in which the share of wages in GDP is the smallest
(ltaly, Japan and the United Kingdom), the figure ranges from 43% to 48%. In Latin America, Costa Rica
is the country where wages account for the largest share, at 50%, followed by Brazil and Honduras,
where the corresponding figure is around 45%. In contrast, the share of wages in GDP in the Bolivarian
Republic of Venezuela, Peru and Mexico is between 20% and 29%. To some extent, the values of this
indicator in Latin America are reflecting structural problems in the region’s labour markets, such as a
lack of labour flexibility, domestic production gaps, the nature of the production sector’s patterns of
specialization and the workforce’s weakened ability to unionize, to say nothing of these economies’
high levels of informality. The asymmetrical nature of factor income distribution is a fundamental factor
in the regressive nature of personal income distribution. Furthermore, it is reasonable to assume that,
given the economic stagnation seen in 2014-2019 and the serious setbacks in terms of employment
and wages caused by the health crisis, both of these distributions will deteriorate further in the future.

6. A widening external gap

Given this state of affairs, the Latin American and Caribbean region is not narrowing the external
productivity gap separating it from the developed world. Figure 11 illustrates how, even though per
capita GDP in both Latin America and the Caribbean has been on the rise relative to that of the
OECD countries and the United States since 1990 (after the “lost decade” of the 1980s), it has not
regained the levels of the period 1950-1989. And, in line with points made in the first part of this
section, the gap in this indicator between the region and developed economies began to widen again
in the 2010s.
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Figure 11

Latin America and the Caribbean: divergence in production expressed as per capita GDP
of the region as a percentage of per capita GDP of the Organization for Economic Cooperation
and Development (OECD) and the United States, 1900-2018
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(member countries up to 1973) from 1950 on.

of Bolivia, Puerto Rico, Saint Lucia, Trinidad and Tobago and Uruguay.
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The gap with OECD was calculated using data for 20 countries for the period 1900-1949 and using data for 24 countries
Argentina, Bolivarian Republic of Venezuela, Brazil, Chile, Colombia, Ecuador, Mexico, Peru, Plurinational State of Bolivia

and Uruguay.

Argentina, Bolivarian Republic of Venezuela, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras,
Mexico, Nicaragua, Panama, Paraguay, Peru, Plurinational State of Bolivia and Uruguay.
Barbados, Cuba, Dominica, Dominican Republic, Haiti, Jamaica, Puerto Rico, Saint Lucia, and Trinidad and Tobago.
Argentina, Barbados, Bolivarian Republic of Venezuela, Brazil, Chile, Colombia, Costa Rica, Cuba, Dominica, Dominican Republic,
Ecuador, El Salvador, Guatemala, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Plurinational State
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IV. The three gaps

As discussed in the previous section, the pandemic’s impact on the region is framed by three structural
crises: a social crisis that is reflected in high levels of inequality; an economic crisis that is reflected in low
growth and a technological lag relative to advanced countries and (increasingly) some Asian economies;
and an environmental crisis that is reflected in the loss of biodiversity, forests and water resources and
in an upward trend in greenhouse gas emissions. As these three crises and the policies required to
overcome them all interact with one another, an effort to change the region’s development style will have
to be based on a coordinated approach to all three of them. ECLAC (2020i) has proposed an integrated
three-gap model for addressing the interactions among the relevant variables and the corresponding policy
tools. This model is constructed on the basis of the three different growth rates that will be outlined here.

1. A growth rate consistent with the maintenance
of external equilibrium (y£)

The first of these rates is a growth rate that is compatible with a basic component of the balance of

payments (current account plus long-term capital movements) that is in equilibrium. For the sake of

simplicity, the equation for a balanced trade growth model known as Thirlwall’s law, as discussed in the

second part of section lll, can be used to describe this type of externally constrained growth:

C

yE= (M

In this expression, y £ is the growth rate of the periphery for which the net trade balance is

zero.% Equation (1) defines the external equiliorium curve EE (shown in diagram 1), which represents all
combinations of y £ and y ¢ that satisfy balanced trade.

2. The minimum rate required to reduce inequality (y°)

This is the rate required, on the one hand, to reduce structural heterogeneity by placing unemployed
and underemployed workers in formal sector jobs in which productivity is on the rise and, on the other,
to finance social policies and policies for transferring income from the highest-income deciles to the
lowest-income deciles. While a great deal of the necessary reduction in inequality can be achieved by
means of purely redistributive policies, formal sector job creation —made possible by growth and by
the diversification of production— is a necessary complement to those policies.

3. The maximum rate compatible with
environmental constraints (y4)

This is the highest rate that is compatible with respect for the Earth and the protection of our planet
for the enjoyment of future generations. From an operational standpoint, it can be measured in terms
of greenhouse gas reduction targets, although conceptually it should be consistent with the necessary
limitation of a variety of the environmental impacts of human activity, rather than solely climate change.
This rate falls as the centre grows because that growth leaves less room for emissions from the periphery,
since the total carbon budget must be shared by the two types of regions. The centre-periphery
environmental frontier represents all possible combinations of growth in the periphery and the centre

6 For further information, see Blecker and Setterfield (2019), chapter 9.
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that are compatible with the existing carbon budget given the decarbonization rate associated with
environmental innovations and their diffusion in the global economic system. Technical progress towards
the decarbonization of production will reduce emissions per unit of GDP and boost y 4 relative to each
increment of the centre’s growth rate. As cleaner energy sources are used and as energy efficiency
increases, the same carbon budget will become compatible with more growth.

4. The interaction of the three rates

The y“ rate is the point at the crossover of two dimensions of inequality: (i intergenerational inequality,
based on the idea that future generations have the right to have access to the same environmental services
for their development as current generations do; and (ji) intragenerational inequality, based on the idea
that the poorer countries (and the poorest people in each country) have the right to raise their levels of
income and well-being more quickly that the richer countries (and the richest people in each country) do.

Diagram 2 plots the following three gaps based on the assumption that the centre’s growth rate
is exogenous y : the social gap, which is the difference between the growth rate required to support
equality and the rate that is compatible with an external equilibrium (the difference between y S and y £,
segment A-B); the environmental gap, which is the difference between the external equilibrium rate
and the sustainability frontier (the difference between y £ and y 4, segment B-C); and the sustainability
gap, which is the difference between the equality growth rate and the environmental balance rate (the
difference between y S and y £, segment A-C).

Diagram 1
The three sustainable development gaps
yP“ y°
A
yS

Source: Economic Commission for Latin America and the Caribbean (ECLAC).

Note:

y growth rate of the periphery.

y growth rate of the centre (exogenous and equal to y ©).

yE: growth rate of the periphery that is compatible with the external constraint, which increases as the growth (and demand for
imports) of the centre does and as the periphery’s technological capacities do (authentic competitiveness).

yS: minimum growth rate for equality; the greater the initial level of inequality and the less of a redistributive effort that the country
makes, the higher this rate will be.

y 4 maximum growth rate for the periphery that is compatible with a global environmental balance, which falls as the centre grows and
climbs with an increase in technical progress, particularly progress in the innovation and diffusion of environmental technologies.

Social gap: the distance between points A and B.

Environmental gap: the distance between points B and C.

Sustainability gap (three dimensions): the distance between points A and C.

EE: growth rate of the periphery that is compatible with external equilibrium.

CPEF: centre-periphery environmental frontier.
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Sustainable development, broadly defined, is achieved only when y £ = yS = y4, that is, when
all three (social, economic and environmental) dimensions of the required sustainability conditions are
fulfiled. ECLAC estimates (2020) for Latin America and the Caribbean indicate that: yS> y £ > y4.

Of the three rates, the one that tends to prevail in an open economy is the growth rate that is
compatible with external equilibrium, as growth in excess of that rate requires taking on debt, and there
is a limit to how much borrowing a country can finance on international markets. As a function of external
pressures, the economy will move tovvardsyE. To achieve a sustainable form of development, a policy
package is needed that will set the stage for the convergence of these rates. This kind of package can
act as a driver of sustainability by raising investment levels in the various sectors of the economy on
a coordinated basis so that sweeping social, productive and technological changes will reinforce one
another. The rate on which the economy needs to converge is the equality growth rate, which is the
highest of the three; thus, social, technological and environmental policies need to merge at IeverS.

On the one hand, social policies can lower the minimum rate required to support equality. This
rate will be lower if the initial degree of inequality is low and if redistributive policies are ambitious ones.
Growth and an increase in formal sector employment will invariably be essential mechanisms for reducing
inequality, but they will be relatively less important (at least in the short run) in a welfare state.

On the other hand, industrial and technological policies can further the diffusion of technology
and structural change in the periphery that will promote authentic competitiveness (and, along with it,
the &/x ratio and external equilibrium growth rate, y £,) (see Cimoli and Porcile, 2014; Cimoli, Pereima
and Porcile, 2019).

Finally, in order for y £ and y4 to converge, technical progress must move in certain prescribed
directions, i.e. towards raising the efficiency of energy use, reducing greenhouse gas emissions and
promoting sustainable forms of production. Innovation and technology diffusion policies should not only
bolster authentic competitiveness but also steer the economy towards low-carbon development paths
based on the use of renewable energy.

In order for this approach to be viable, cross-policy complementarities need to be explored.
Policies for promoting investment in renewable energy sources can lower the cost of energy and, in so
doing, support international competitiveness; policies for supporting education and encouraging people
to adopt sustainable consumption patterns will help to ensure that environmental innovations are also
supportive of competitiveness (since the goods being offered will fit in with emerging demand patterns);
industrial policies that spur the domestic production of electric vehicles or vehicle parts will reduce
external deficits and emissions; social policies aimed at achieving universal health care and education
will contribute not only to equality but also to productivity, technological learning and competitiveness.
Diagram 2 provides an overview of cross-policy complementarities and illustrates the need for their
coordination in order to build momentum for a major effort in this regard.

The minimum growth rate for equality could be lowered from y ST to y 52 (from point A to point B)
by means of more extensive social and welfare policies. At the same time, industrial and technology
policies could be pushing up the centre-periphery environmental frontier and the rate that would be
compatible with protection of the environment (from point C to point B) by, among other things, promoting
investment in renewable energy or sustainable forms of farming and tourism. Technological and structural
changes can alter curve EE (whose slope is given by &/x), shifting the external equilibrium growth rate
from point A (initial position) to point B (following a change in the pattern of specialization). It is essential
for these policy tools to be brought to bear on these three curves in a carefully coordinated manner.
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Diagram 2
Policies that promote both equality and technical progress

y57

y52

Source: Economic Commission for Latin America and the Caribbean (ECLAC).

Note:

y P growth rate of the periphery.

y ¢ growth rate of the centre (exogenous and equal to y ©).

yS: minimum growth rate for equality; the greater the initial level of inequality and the less of a redistributive effort that the country
makes, the higher this rate will be.

Social gap: the distance between points A and B.

Environmental gap: the distance between points B and C.

Sustainability gap (three dimensions): the distance between points A and C.

EE: growth rate of the periphery that is compatible with external equilibrium.

CPEF: centre-periphery environmental frontier.

V. Economic and social impacts
during the pandemic

The pandemic has had a huge impact on aggregate supply and demand in the region. The intensity
and persistence of these effects will be directly related to the conditions existing within each economy;,
as well as global trade dynamics, the duration of the health crisis, and the health, economic and social
policies adopted to mitigate those effects.

ECLAC (2020a) has classified the costs of the pandemic according to its direct effects on the
region’s health-care systems and its indirect effects on production and consumption. The direct effects
include the greater pressure being exerted on the region’s highly fragmented health-care facilities, which
will heighten the pre-existing inequality in access to health-care services for people of different income
levels and areas of residence. The indirect effects on aggregate supply and demand stem from the fact
that lockdowns and social distancing requirements have led to the suspension of production activities
in the areas of education, commerce, tourism, transport and natural resource development.
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1. Economic impacts’

(@) The macroeconomic scale of the crisis

In the short run, the crisis is expected to lead to higher unemployment, lower wages and income
levels, and increased poverty, extreme poverty and inequality. In the medium and long terms, its
greatest repercussions are likely to be the bankruptcy of numerous businesses, a downturn in private
investment, a decline in growth rates, a reduction in the degree of integration of global value chains and
a deterioration in production capacity and human capital. ECLAC has argued that the reactivation of the
region’s economy calls for an appropriate contextualization and understanding of the true proportions of
these effects. In fact, when the crisis triggered by the COVID-19 pandemic is viewed within its historical
context, it becomes clear, as ECLAC (2020b and 2020h) has pointed out, that this is the most severe
crisis to be experienced since the years following the Second World War (see figure 12).

Figure 12
Latin America and the Caribbean: real GDP growth rates, 1951-2019
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.

ECLAC has calculated that the region’s per capita GDP will shrink by 8.5%, thus falling back to
around 2010 levels. This means that the end result of the pandemic and the recessionary period that
preceded it will be another “lost decade”.

As this stark retrogression takes hold, the productive fabric will thin out and the region’s already
problematic structural heterogeneity will be amplified. In more concrete terms, it is estimated that the
pandemic will force the closure of some 2.7 million formal sector businesses in the region (ECLAC, 2020d)
and that 44 million people will be unemployed, or 18 million more than in 2019. This will be the biggest
jump in joblessness since the global financial crisis, when the unemployment rate climbed from 6.7%
in 2008 to 7.3% in 2009. According to the indicators shown in table 4, the year-on-year unemployment
rate will reach 13.5% of the economically active population (EAP) (ECLAC, 2020e and 2020h).

7 For a complementary analysis of this topic, see Barcena (2020).
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Table 4
Latin America and the Caribbean: employment indicators, 20202
(Millions of persons and percentages)

Indicator 2020
Economically active population (EAP) 326.9
Number of unemployed 441
Change in number of unemployed 18.0
Unemployment rate (percentage) 13.5

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the
basis of official figures.
2 Projections.

As for the adverse effects of the crisis on aggregate demand, ECLAC (2020h) projects that the
contractions in all of the main components (investment, consumption and exports) will overshadow
those observed during the international financial crisis of 2008 and 2009. While real investment fell
by 11.2% in 2009, it is estimated that it will have plunged by 20.4% in 2020. Projections also indicate
that consumption will have diminished by 9.5% in 2020 (compared to a contraction of just 0.2% during
the earlier crisis) and that exports will be down by 11.5% (compared to a drop of 9.1% in 2008-2009)
(see figure 13).

Figure 13
Latin America and the Caribbean: year-on-year variation in the components
of aggregate demand, 2008-2009 and 2019-20202
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.
a8 Projections.

(b) Impact of the crisis on regional trade

As noted earlier, the contraction of the region’s GDP is associated with the external effects of the
pandemic on international trade and the widespread decline in the prices of the region’s commodity
exports. As ECLAC (2020f) has observed, “The COVID-19 outbreak occurred in a context of sluggish
global trade that has been dragging on since the 2008-2009 financial crisis”. ECLAC estimates that,
between January and May 2020, the value of the region’s exports and imports of goods was down by
17% from its level during the same period in 2019. Both exports and imports plummeted towards the
end of this five-month period, registering year-on-year drops of 37% in May.
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The year-on-year reduction in the volume of trade in Apri-May 2020 (a drop of 20% for exports
and one of 25% for imports) was much sharper than it had been in the corresponding period of 2009
(see figure 14). The downturn in exports is attributable to both the supply shock generated by the partial
shutdown of production activities and the demand shock sparked by the economic downswing in the
main markets for the region’s exports. In the case of imports, the contraction is mainly a result of the deep
recession that has overtaken the region, where output is expected to shrink by 9.1% (ECLAC, 2020e).

Figure 14
Latin America and the Caribbean: year-on-year variation in exports and imports of goods,
by volume, price and value, January 2007 to May 2020
(Percentages)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of information from the countries’
central banks, customs services and statistical offices.
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(c) Effects of the crisis on productive development
and entrepreneurship

ECLAC (2020d) has classified the different branches of production activity, based on the strength
of the crisis’ impact on output and employment, as follows: (i) heavily affected sectors: tourism; traditional
cultural industries; repair services; hotels and restaurants; transport; fashion; and motor vehicles;
(i) significantly affected sectors: mining; electricity, gas and water; construction and building materials;
business services; financial activities; beverages; furniture and lumber; chemicals; and electronics,
machinery and equipment; and (i) moderately affected sectors: crop farming, stock raising and fisheries;
food production for the domestic market; medical inputs and equipment; medicines; telecommunications;
and packaging. On the basis of this classification, it is estimated that 34.2% of formal sector employment
and 24.6% of the region’s GDP correspond to sectors that are being heavily affected by the crisis; less
than 20% of formal sector employment and GDP is being generated in moderately affected sectors,
and 61.3% of GDP and 47.6% of formal sector employment are generated in sectors that are being
affected to a significant extent (see figure 15).

Figure 15
Latin America and the Caribbean (27 countries): GDP and employment in different sectors,
by strength of the expected impact of the crisis, 2020
(Percentages)

Heavily affected sectors Significantly affected sectors Moderately affected sectors
™ GDP W Employment

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures.

Out of all the businesses that will close their doors, the greatest impact is likely to be felt by
micro-, small and medium-sized enterprises (MSMES), given the share of production and employment
that they account for. Studies conducted by various chambers of commerce in the region estimate
that 2,650,528 microenterprises will go out of business because of the health crisis (20.7% of the
total), along with 98,708 small enterprises (7.1%), 5,943 medium-sized business ventures (2.8%) and
406 large companies (0.6%) (ECLAC, 2020d). The job losses that will be caused by these closures are
estimated at 6,383,958 jobs (21.5% of the total) in microenterprises, 1,512,655 jobs (7.3%) in small
businesses, 390,155 jobs (2.7%) in medium-sized ones and 231,724 jobs (0.6%) in large companies.

Finally, as observed in an earlier study by ECLAC (2020g), the digital economy has partially offset
the adverse effects seen in brick-and-mortar production and financial sectors. In fact, the solutions
provided in the areas of health, education, commerce and employment by remote communications
applications have played a pivotal role in the struggle to curb the health and economic impacts of the
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pandemic. That same study also sounds a warning, however, about the potential widening of the digital
divide as the demand for broadband connections swells, since the social sectors that have the least
access to these connections are lower-income groups, older age cohorts and residents of rural areas.

2. Social effects

The economic effects analysed in the preceding section will have social repercussions. The region
is expected to lose some of the ground gained in the 2000s and 2010s in its bid to reduce poverty
and inequality.

(2) Poverty and extreme poverty

As a consequence of the pandemic, poverty rates in the region will climb back to the levels seen
some 15 years ago. ECLAC estimates based on the results of household surveys indicate that the size
of the poor population in Latin America will be the same in 2020 as it was in 2005 (231 million people),
and 96 million people will be below the extreme poverty line, which is comparable to the figure for 1990.
In percentage terms, the poverty rate will climb by 7.0 percentage points relative to the 2019 rate, while
the extreme poverty rate will be 4.4 percentage points higher (see figure 16).

Figure 16
Latin America (18 countries): poverty projections, 2019 and 2020
(Percentages)

Poverty Extreme poverty
W 2019 W 2020

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Household Survey Data
Bank (BADEHOG).

(b) Effects on income distribution

ECLAC (2020c) has projected that the job losses and wage cuts occasioned by the pandemic will
lead to a reversal in all the countries of Latin America of some of the progress made in improving income
distribution. Figure 17 illustrates the deterioration in income distribution in the region in 2014-2019 as
compared to the situation during the commaodity price boom of 2003-2014. During that boom period,
rapid economic growth (especially in South America) enabled governments to boost social spending
aimed at reducing poverty at the same time that companies were hiring more workers. The resulting
shrinkage of the informal sector and increase in labour income translated into improvements in distribution
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which, although they were just a first step, nonetheless represented a significant advance for many
countries. The end of the commodity boom in 2014 triggered an about-face in all these social and
economic trends as the demand for raw materials waned and the production matrix rapidly reverted
to an emphasis on primary sector activities. This had the effect of exacerbating the region’s structural
heterogeneity and rolling back distributive gains.

Figure 17
Latin America (17 countries): personal income distribution, 2003-2014 and 2014-2019
(Gini coefficient on a scale from 0 to 1)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Household Survey Data
Bank (BADEHOG).

Table 5 shows the projected increases in the Gini coefficient for 2020, classified by percentage
ranges. These increases, as observed earlier, will be widespread and will vary markedly from one country
to another. Guatemala, Nicaragua and Paraguay will see their coefficients rise by between 1.0% and 2.9%,
while countries such as the Plurinational State of Bolivia, Costa Rica, Panama and the Dominican Republic
will have increases of between 3.0% and 4.9%. Most of the countries of the region, including Brazil,
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Chile, Colombia, El Salvador, Mexico and Uruguay, will experience even greater setbacks in income
distribution, with their Gini coefficients jumping by between 5.0% and 6.9%. Argentina, Ecuador and Peru
will lose the most ground of all in terms of distribution as their Gini coefficients will be over 7.0% higher.

Table 5
Latin America (17 countries): projected increases in the Gini coefficient in 2020
(Percentage ranges relative to 2019)

1.0%—2.9% 3.0%—4.9% 5.0%—6.9% Over 7.0%
Guatemala Costa Rica Brazil Argentina
Honduras Dominican Republic Chile Ecuador
Nicaragua Panama Colombia Peru
Paraguay Plurinational State of Bolivia El Salvador

Mexico
Uruguay

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of Household Survey Data
Bank (BADEHOG).

[tis important to remember that the impacts of the health crisis will not be spread evenly over the
various segments of the population. As pointed out by ECLAC: “The different socioeconomic impacts
reflect the social inequality matrix in the region, which is built around the axes of socioeconomic stratum
or social class, gender, life-cycle stage, ethnicity or race and territory, along with other factors such as
disability, migratory status and homelessness. These inequalities accumulate, strengthen and interact,
causing multiple forms of discrimination that lead to differences in the exercise of rights” (2020c, p. 5).

VI. Concluding observations: from the crisis
to a new development pattern

In this article we have analysed the situation in Latin America and the Caribbean in the light of the
COVID-19 health crisis and have shown that it is the region in which the health and socioeconomic
impacts of the pandemic have been the most severe. We have also shown that this outcome is directly
related to the pre-pandemic situation in the region. The structural asymmetries that account for the
intensity of the crisis in this region include its pattern of specialization, divergent trends in productivity
and employment, and the deterioration in its functional distribution of income in conjunction with a
range of more far-reaching inequalities.

This analysis of the pandemic’s economic and social effects in the region underscores the enormous
challenge to be met by the region if it is to deploy the macroeconomic, social and production policies
needed to reactivate the economy once the crisis has passed. ECLAC contends that this recovery
must go hand in hand with a structural transformation that will narrow and then close the three gaps
associated with the region’s dysfunctional economic model. ECLAC has referred to this strategy as a
transformative recovery for advancing towards a sustainable form of development because it combines
economic recovery with an effort to supersede the region’s current development style (ECLAC, 2020i).

ECLAC has proposed four lines of action for addressing the most pressing impacts of the pandemic.
The first is the provision of a basic income as an emergency social protection measure. The second
is the distribution of an anti-hunger grant. The third is a policy package designed to support business
networks and segments of the workforce that are at risk of swelling the ranks of the unemployed. The
fourth is a set of measures to strengthen the role of international financial institutions in helping to meet
global borrowing requirements.
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From a medium- and long-term standpoint, ECLAC has espoused the view that a socially,
economically and environmentally sustainable development process is not something that unregulated
markets can achieve on their own. Public policies need to be introduced in a range of different areas
at the same time in order to advance innovation in the region and bring its technology up to date,
help to shape a welfare state that will support learning and equality, redesign economic incentives to
underpin environmental protection, and apply macroprudential policies to provide stability and promote
competitiveness, progressive fiscal policies that will promote equality while providing financing for public
investments and sectoral policies that will help the sectors that are the main drivers of sustainability to
grow. These policies need to be interconnected and based on complementarities and synergies that
will leverage what ECLAC has described as a “big push for sustainability”.

The sectoral dimension of these policies is of crucial importance. The transition towards sustainable
development will call for efforts to enable strategic sectors to make a greater contribution to GDP
while strongly discouraging others, whether for environmental reasons, considerations of equality or
on technological grounds.

ECLAC has identified seven sectors that are of strategic importance for the transition to
sustainable development because of their attributes in the areas of competitiveness, employment,
equality, decarbonization and/or environmental sustainability:

e Atransition to non-conventional renewable energy sources in order to establish a sustainable
energy matrix

e  Sustainable mobility in urban areas
e Aninclusive and innovative digital economy as a driver of growth and sustainability
e The health-care manufacturing industry

e The bioeconomy for sustainable development based on biological resources and
natural ecosystems

e Acircular economy to promote recycling
e  Sustainable tourism

These activities should be the focus of industrial and technology policies. Policy incentives
should be configured to promote these sectors, and public investment should play an important role
in attracting private investment and supporting effective demand during the crisis.

Finally, this transformative transition will call for political compacts that provide for expansionary,
progressive, effective and efficient fiscal policies. Leadership cadres are needed that will provide greater
certainty, that know how to build partnerships, reshape politics and promote well-being, foster solidarity
among nations, strengthen regional integration, fulfil international agendas (including the 2030 Agenda
for Sustainable Development) and transmute emergency measures into drivers of the recovery.
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I. Introduction

The COVID-19 crisis will go down as the worst in Latin American economic history. Besides the drastic
contraction of production activity, it will represent a setback of at least a decade in the fight against
poverty and inequality. Since it was also preceded by one of the region’s worst ever half-decades for
economic growth and the prospects for recovery are beset with uncertainties, 2015-2024 will turn out
to be another lost decade, one that may actually be worse and slightly more prolonged than the debt
crisis of the 1980s.2

In this essay, | compare the current crisis with earlier episodes in Latin American history. | analyse
both the evolution of production activity and the impacts of the external context —foreign trade, external
financing and international economic cooperation. | also discuss some of the policies adopted to deal
with the crisis. Given the length of the essay, | only include aggregate indicators for the region, although
| do touch on the experiences of some individual countries in the body of the text.

The essay is divided into six sections. Following this introduction, section Il reviews the evolution
of Latin America’s gross domestic product (GDP) since the beginning of the twentieth century in order
to identify the crises that are analysed in the following sections. Section Ill examines the long-term
evolution of commodity prices and the terms of trade in the region, one of the key determinants of the
regional booms and busts discussed in section IV. Section V looks in detail at the crisis caused by the
COVID-19 epidemic. Section VI concludes by summarizing its determinants from a historical perspective.

II. The main crises in Latin American
economic history

Figure 1 provides an overview of economic growth in Latin America since the early twentieth century. As
can be seen, there are five episodes during which Latin American GDP has fallen substantially: in 1914,
1930-1932, 1982-1983, 2009 and 2020. If half-decades of low growth are included, two additional
episodes can be identified: the one that followed the Asian crisis of 1997, with growth of only 1.3% per
year between 1999 and 2003, and the five-year period before the current crisis, 2015-2019, during
which the Latin American economy grew at a rate of only 0.1% per year, with slightly negative figures
in 2015 and 2016.

These crises have differed in their intensity and duration and the degree to which they have
spread through the region, and in the international context in which they took place. The first crisis, that
of 1914, was very much centred on the Southern Cone, especially Argentina, which only regained its
1913 level of GDP in 1922, while Chile and Uruguay did so much faster. The combination of external
financing and the outbreak of the First World War explains this outcome. Mexico’s economy was
already relatively stagnant as a result of its revolution. Other countries were partially affected in 1914,
but generally continued to grow, albeit very unevenly in the cases of Cuba and Venezuela.® Because it
was so concentrated in a particular subregion, this crisis will not be analysed in this essay.

2 The decades referred to throughout the essay correspond to the decades of the twentieth century.

3 The name “Venezuela” was changed to “Bolivarian Republic of Venezuela” on 15 December 1999, and this essay accordingly
uses one or the other form depending on the year.
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Figure 1
Latin America: gross domestic product (GDP) growth, 1900-20202
(Percentages)
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Source: Prepared by the author, on the basis of L. Bértola and J. A. Ocampo, The Economic Development of Latin America
since Independence, Oxford, Oxford University Press, 2012 (for the period 1900-1949), and data from the Economic
Commission for Latin America and the Caribbean (ECLAC) (for the period 1950-2020).

a  Data for 1900-1949 refer to Latin America as a whole and those for 1950-2020 to a group of 10 Latin American economies:

Argentina, the Bolivarian Republic of Venezuela, Brazil, Colombia, Cuba, Chile, Ecuador, Mexico, Peru and Uruguay.

The other crises spread to a larger set of countries in the region. Two of them were long-lasting:
the one caused by the Great Depression of the 1930s and the Latin American debt crisis and the lost
decade to which it gave rise. The most recent ones, namely those following the Asian crisis of 1997
and the North Atlantic crisis of 2008-2009, were shorter-lived.* All of them generated external shocks
related to international trade and the availability and cost of external finance, with flows of remittances
from Latin American migrants also involved in the more recent ones. With the exception of the debt
crisis, whose epicentre was in the region, they all derived from episodes of external origin.

Shocks associated with capital flows have been present in all the crises, albeit with different
characteristics and support mechanisms to deal with them. For example, the interruption in external
financing was more prolonged during the long-lasting crises than in the more recent ones, but action
was also taken to reduce the amount of external debt in the former. Declines in international trade have
actually occurred in certain crises but not in all of them. In particular, trade experienced a prolonged crisis
during the Great Depression and short but sharp interruptions in the North Atlantic and current crises,
but did not do so during the Latin American debt crisis. These issues should therefore be analysed on
a case by case basis.

The evolution of commodity prices and their effects on the region’s terms of trade do admit of a
long-run analysis. Figure 2 shows the evolution of non-oil commaodity prices and oil prices since 1900,
both deflated by an index of manufacturing prices in international trade. From 1950, the Latin American
goods and services terms of trade series is also presented.

4 | use this term rather than “global economic crisis” because, although its effects were global, its epicentre was in the United States
and Western Europe.
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Figure 2
Real commodity prices (index 2015=100) and Latin American terms of trade
(index 2010=100), 1900-2019
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— Excluding oil Terms of trade = Qil

Source: Prepared by the author, on the basis of B. Erten and J. A. Ocampo, “Super cycles of commodity prices since the
mid-nineteenth century”, World Development, vol. 44, Amsterdam, Elsevier, 2013 (for commodity prices updated and
deflated by the Manufacturing Unit Value Index (MUV)) and data from the Economic Commission for Latin America and
the Caribbean (ECLAC) (for terms of trade for goods and services since 1950).

The evolution of the series shows that these prices experienced a deep deterioration during the
two long-lasting crises. In the Great Depression, in fact, this deterioration followed on from the major
collapse in commodity prices that had taken place in 1920-1921 and not been completely reversed
during the international boom of the 1920s. Non-oil commodity prices fell to less than half their level
prior to the collapse of 1920-1921, although oil prices fell by less than 10%. The first of these declines
was far greater than that which took place during the debt crisis, when non-oil commodity prices fell
by 38% between 1980 and 1987; ail fell by much more, but remained well above its levels of before
the first oil shock in 1973. The terms of trade fell by slightly less, but the decline was still 28% between
1980 and 1986.

[tis interesting to note that there was another sharp fall in commaodity prices and Latin America’s
terms of trade in the 1960s and 1970s, exceeding that seen during the debt crisis, albeit more gradual,
but its effects on economic activity were limited because of ongoing industrialization, a topic to which
| will return in the next section. Lastly, the combination of the three declines referred to explains the
strong long-term downward trend in commodity prices between the 1920s and the late 20th century,
which corroborated Prebisch’s (1973) thesis. However, this trend did not occur in the nineteenth and
early twentieth centuries, nor has it recurred (so far) in the twenty-first.5

By contrast with the long-lasting crises, the shorter ones were not characterized by such adverse
commodity price or terms of trade dynamics and, most importantly, these indicators recovered rapidly.
During the North Atlantic crisis, moreover, there was only a temporary interruption to an upward
commodity price cycle that had begun in 2003-2004 and would last until 2012-2013.

5 |t is interesting to note that it was World Bank researchers (Grilli and Yang, 1988) who revived the thesis of commodity price
decline in the twentieth century. See Erten and Ocampo (2013) on long-term commaodity price dynamics and cycles.
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III. The long-lasting crises

As this analysis indicates, collapsing commaodity prices were a common element in the long-lasting crises,
but there was a fundamental difference: the Great Depression was a global crisis, while Latin America
was the epicentre of the 1980s crisis. A comparison of the evolution of international trade and financial
markets reflects these differences.

The system of world trade collapsed during the Great Depression, not only because of the
direct effects of the decline in economic activity, but also because of the extensive use of protection
as an adjustment mechanism. The trading system would be rebuilt gradually after the Second World
War (a stage | shall refer to simply as “postwar” in the rest of this essay), using as a framework the
General Agreement on Tariffs and Trade (GATT), signed in 1947, but centring initially on trade between
developed countries. It should be added that the European economies had been unable to recover
their economic dynamism after the First World War, and this affected the exports of the countries
most dependent on them, especially Argentina. By contrast with these trends, exports supported the
recovery during the debt crisis.

As is well known, the event that triggered the Great Depression was the collapse of the New York
financial market, which had been at the centre of the financial boom of the 1920s and from which a
number of Latin American countries had benefited. The reconstruction of an international private sector
capital market would begin with the development of the so-called Eurodollar market in London in the
late 1950s and would expand strongly in the 1970s thanks to the entry of more international banks
into this business and to the financial surpluses of the oil-exporting countries. As figure 3 shows, the
net transfer of resources to Latin America through the capital account only began to be significant in
the late 1960s and peaked at about 2% of GDP in the 1970s.

Figure 3
Net transfers of resources to Latin America through the financial account, 1950-20192
(Percentages of GDP)

— Financial flows FDI

Source: Prepared by the author, on the basis of data from the Economic Commission for Latin America and the Caribbean (ECLAC).
@  Net transfers are estimated as the net balance of financial income minus the net balance of financial services.
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The collapse that took place, especially after the Mexican moratorium of August 1982, and that
led to the debt crisis, was monumental, representing a transfer of resources abroad of some 6% of
GDP between 1983 and 1989. This means that the reversal of capital flows acted as a massive shock,
equivalent to 8% of regional GDP. In contrast to the Great Depression, however, the capital outflow
was specific to the region and not a global phenomenon.

One point of great interest is that in both cases measures were taken to reduce external debt.
During the Great Depression, the suspension of debt service by Latin American countries was part
of an international process, supported even by successive United States governments. A total or
partial moratorium for Latin America began in 1931 and covered all countries except Argentina, which
had to agree to continue paying its debt to British creditors as part of its trade commitments to the
United Kingdom, and Venezuela, which had paid off all its external debt by the early 1930s (Bértola
and Ocampo, 2012, chapter IV).6

For its part, as one element of the policies adopted to secure the support of the Latin American
countries for the allies during the Second World War, the United States Government pursued what proved
to be a generous foreign debt renegotiation. The best settlement was that of Mexico in 1941, when
it obtained a 90% reduction in the value of its debt, including that resulting from the nationalization of
American investments in oil and railways. The debts owed by the other countries were not reduced, but
interest payments were, and unpaid interest was not capitalized. Eichengreen and Portes (1989, table 2.1)
have estimated that the region ultimately paid an effective interest rate of just over 3% on debts taken
out in the 1920s, between 4 and 5 percentage points lower than the terms under which they were
contracted. This meant that, as a region, they had the best outcome of all countries that had had capital
market access in the 1920s.”

Measures were also taken to assist Latin American countries during the debt crisis of the 1980s,
but they were modest and belated, basically because of the risk of bankruptcy for international banks,
and especially those of the United States.® There were, of course, many “silent moratoriums” in the form
of temporary arrears on commercial and bilateral debt service payments, but strong pressure from the
industrialized countries and multilateral agencies led Latin American countries to renegotiated agreements
favourable to commercial banks (Altimir and Devlin, 1994; Devlin, 1989). At the same time, the United
States and other industrialized countries put pressure on the International Monetary Fund (IMF) and
the multilateral development banks to provide more financing. This was particularly important in the
Baker plans of 1985 and 1987, but the amounts they provided were modest compared to the massive
reversal of private capital flows and came with unprecedented “structural” conditionality (market reforms
and fiscal adjustments that were often draconian).® The final phase came in March 1989 (i.e., almost
seven years after the start of the crisis) with the Brady Plan, which included a modest reduction in
debt balances, and whose main effect was to renew access to private external financing (see figure 3).

The combined impact of the collapse of international trade and commaodity prices and the reversal
of capital flows was devastating in terms of access to foreign exchange during the 1930s. Despite the
export revival which began in 1933 (although it was curbed by the macroeconomic adjustment measures
adopted by the United States in 1937), the purchasing power of exports and imports was still between
30% and 40% below 1929 levels when the decade ended, and more than 20% below that level at the

6 By 1935, 97.7% of all dollar bonds issued by Latin America were in default, if Argentina’s are excluded. Even by 1945, when
some countries had renegotiated their obligations, 65.0% of non-Argentine debt remained in that situation (United Nations,
1955, table XII).

7 See also the estimates by Jorgensen and Sachs (1989) for the reduction in the present value of external debt as a result of
these renegotiations.

8 At the beginning of the crisis, Latin American debt was equivalent to 180% of the capital of the nine largest United States banks.

9 In addition to increased funding, the second Baker Plan included a policy of debt buybacks and swaps, as well as exit bonds
with low interest rates.
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end of the Second World War. In contrast, the purchasing power of exports did not decrease during the
1980s and in fact started to increase in the second half of the decade. The greatest adverse effect was
the need to generate large and persistent trade surpluses to repay external debt, in accordance with
the programmes agreed with the commercial banks (Bértola and Ocampo, 2012, figures 4.1 and 5.5).

Even more importantly, the combination of macroeconomic policy measures and structural
reforms was much more favourable in the 1930s.'° The definitive abandonment of the gold standard
in the region and worldwide made it possible to adopt expansionary fiscal and monetary policies in
the 1930s, after an initial period of firm adjustment under the rules associated with the maintenance
of parity between national currencies and gold. In contrast, the fiscal adjustment to deal with the large
deficits that had built up before the debt crisis, the explosion of inflation in many countries because of
currency depreciation and the adjustment programmes agreed with the IMF led rather to the adoption
of austerity policies during the debt crisis.

From a structural point of view, the Latin American countries were forced to refocus on their
domestic markets during the 1930s, carrying out both manufacturing and agricultural import substitution.
This reorientation towards domestic markets resulted in a strong economic recovery from 1933 onward
that was partly arrested at the end of the decade and in the early years of the Second World War but
accelerated again at the end of the War and in the early postwar years, now supported by a commodity
price boom (see figures 1 and 2). Although economic growth was not very rapid during the 1930s (2.2%
per annum in 1929-1939), it was among the best in the world.™ If the Second World War years are
included, Brazil, Colombia, Mexico and Venezuela had the best growth performance.

Industrialization, which had already taken off in some countries in the late nineteenth and early
twentieth centuries, put down deep roots, now with firm support from the State, and led after the
Second World War to average annual growth of 5.6% in the period 1945-1980, the highest and most
stable in Latin American history. Not all countries benefited alike; in particular, those of the Southern Cone
lagged behind the other countries of the region.?

The debt crisis led to a very different pattern of development, characterized by economic
liberalization and more vigorous integration into the world economy. Average growth between 1980 and
1990 was just 1.4% a year, much lower than in the 1930s. Colombia, which entered the crisis with low
levels of foreign debt, was the best performer, along with Chile in the second half of the decade, after
its severe contraction at the start of the crisis. Some countries, including Argentina and Peru, actually
ended the decade with a lower level of economic activity than in 1980.

Although export performance was generally good, economic growth in 1990-2019 averaged
just 2.6% a year, i.e., a little under half that achieved during the era of State-led industrialization. It was
also the worst performance of any developing region (excluding the Caribbean).’® Only a handful of
Latin American countries have grown more since 1990 than during the previous period, essentially
those that performed most poorly during the industrialization era (Bolivia,'* Chile and Uruguay, with
Argentina performing slightly less well in the recent period than it did historically). Brazil and Mexico
experienced a sharp slowdown from one period to the next, even though their policies for integration
into the world economy differed.

10 0On the 1930s and 1980s, see the study edited by Thorp (1988) and ECLAC (1996), as well as Bértola and Ocampo (2012,
chaps. IV and V).

1 As a reference, according to Maddison’s (2010) historical data, Western Europe grew by 1.5% per year on average in 1929-1940
and the United States by 0.9%.

12 See the study edited by Cardenas, Ocampo and Thorp (2000).

13 According to United Nations data, excluding the Caribbean, which grew by 2.1% per year, the only other region to perform so
poorly was sub-Saharan Africa, which grew at 2.8% per year.

14 The name “Bolivia” changed to “Plurinational State of Bolivia” on 7 February 2009, so this essay uses one or the other form
depending on the year.
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One of the basic reasons for the weaker performance was the “premature deindustrialization” of
the region’s countries, as this began at a much lower level of per capita income than in the industrialized
countries when they entered a similar process (Palma, 2005). Another factor has undoubtedly been
greater susceptibility to economic crises, reflected in the volatility of economic growth over recent
decades, which has been higher than it was during the industrialization period and even somewhat
higher than was typical in the early decades of the twentisth century.’® We shall turn our attention to
recent crises in the following sections.

IV. The two recent crises

The two recent crises had very different origins. The first was the result of the Asian crisis of 1997, which
spread to other emerging economies following Russia’s moratorium on its foreign debt in August 1998.
This crisis strongly affected Latin America and especially several South American countries. Mexico had
already been affected by a homegrown crisis at the end of 1994, although this was short-lived thanks
to direct support from the United States. The North Atlantic crisis had its epicentre in the United States
and Western Europe, and resulted from the difficulties faced by several banking institutions, especially
the investment bank Lehman Brothers, which went bankrupt in September 2008.

The international support provided to address the first crisis was of the traditional variety: financing
for the affected countries through IMF and muiltilateral development banks. The intense controversy
that arose around the IMF adjustment programmes led to a major reform of conditionality in 2002,
centring it on macroeconomic variables (IMF, 2002). In addition, the Group of 20 (G20) was established
so that finance ministers and central bank governors could cooperate to promote international financial
stability. In 2001-2002, an attempt was made to negotiate the creation of a mechanism for renegotiating
sovereign debts within IMF, but the process failed because of opposition from the United States (which
had originally proposed the negotiations) and from Brazil and Mexico, among other debtor countries,
because they considered that it could lead to an increase in the cost of external financing. What was
agreed instead was the inclusion of collective action clauses in bond issues to facilitate debt renegotiations
with private creditors.®

By contrast, the North Atlantic crisis gave rise to one of the most ambitious packages of
international economic cooperation in history, adopted by the G20 now at the heads of State level. In
particular, the G20 Global Plan for Recovery and Reform agreed by the G20 and adopted in London on
2 April 2009 (G20, 2009) led to the most significant reform of IMF credit lines in the organization’s history,
to the largest ever issue of IMF special drawing rights (SDRs), to the capitalization of the multilateral
development banks and a massive increase in their lending, to an ambitious reform of financial regulation
and to a commitment not to use trade protectionism as an adjustment measure, in order to avoid the
deepening of the crisis that had taken place during the Great Depression. More belatedly, the G20 also
embarked on efforts to strengthen international tax cooperation (a task it entrusted to the Organization
for Economic Cooperation and Development (OECD)), the adoption (in 2012) of the so-called IMF
“institutional vision” regarding capital flows (IMF, 2012) and the expansion and redistribution of IMF
quotas; this last unfortunately took five years owing to the delay by the United States Congress in
approving the necessary resources.'”

51n 1901-1929, average annual growth was 3.9%, the standard deviation was 3.2% and the coefficient of variation was 0.82.
In 1945-1980, the first two figures were 5.6% and 1.8% and the coefficient of variation was 0.32. The equivalent estimates for
1990-2019 are growth of 2.6%, a standard deviation of 2.2% and a coefficient of variation of 0.87.

16 |n parallel, but not associated with the crisis, there were two initiatives for the reduction of poor countries’ debt: the 1996 Heavily
Indebted Poor Countries Initiative and the 2005 Multilateral Debt Relief Initiative. Bolivia, Honduras and Nicaragua benefited
from the latter (as did Haiti, which is not included in the analysis of this essay).

17 See Ocampo (2017) for a detailed analysis of these topics.
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The United States Federal Reserve also launched a currency swap programme, primarily with the
central banks of other developed countries, but also including four emerging economies (Brazil, Mexico,
the Republic of Korea and Singapore), although only temporarily. This was in addition to the expansionary
monetary and fiscal policies adopted by developed countries and the very aggressive policies of China.

For Latin America, the successive Asian and Russian crises of 1997-1998 triggered a new wave
of portfolio capital outflows that was almost as prolonged as the one that took place during the debt
crisis, but somewhat less severe, with net resource transfers abroad that fluctuated between 2% and
4% of GDP, as compared to the 6% seen during the 1980s (see figure 3). This was partly offset by a
boom in foreign direct investment in the region during the early years of the crisis, largely associated
with privatization processes. At the same time, the cost of financing rose sharply, especially after the
Russian moratorium of August 1998, reaching levels of 12% to 14% for about five years, as reflected
in J.P. Morgan’s Emerging Market Bond Index (EMBI), whose evolution since 1998 is shown in figure 4.
Furthermore, the problems encountered by the adjustments in Argentina and Brazil meant that these
costs remained high for a longer period than in other emerging economies.

Figure 4
Yields of Latin America bonds compared with those of emerging economies, 1998-2020
(Percentages)
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Source: Prepared by the author, on the basis of data from J.P. Morgan.
Note: Daily data from 31 March 1998 to 9 November 2020.

Neither foreign trade nor the terms of trade were significantly affected during this crisis. The net
result was five years of slow growth rather than a recession, with just one year of zero growth in 1999
(see figure 1). Argentina, the Bolivarian Republic of Venezuela and Uruguay did face a contraction during
this five-year period, and a larger set of countries went into recession in 1999, including Colombia for
the first time since the Second World War.

The North Atlantic crisis, like the long-lasting ones, did involve shocks in both financial and
trade flows, combined with a sharp contraction in remittances from Latin American migrants. Thanks
to the aggressive measures taken by the G20, however, the interruption to external financing was very
moderate and short-lived for Latin America (see figure 3), and bond yields, which rose sharply after the
collapse of Lehman Brothers as bond prices fell, had already normalized by the end of 2009. Moreover,
the low interest rates that began to prevail in developed countries generated capital flows to emerging
economies, including those of Latin America, especially between 2010 and 2014. Capital outflows from
China interrupted this boom in 2015.
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International trade initially underwent a sharp contraction during the North Atlantic crisis, in fact
the worst of the postwar period, with world exports falling by nearly 20% in volume and 30% in value
compared to the first half of 2008 (see figure 5). This contraction dragged down the corresponding
indicators for Latin America, although with value falling by more than volume, owing to the drop in
commodity prices. Once again, the G20 measures helped to bring about a rapid recovery and initiate a
period of growth in international trade, albeit at the lowest rates since the end of the Second World War:
3.1% per annum in volume terms in 2007-2019, as compared to 7.3% in 1986-2007."8 Latin America’s
export recovery was much stronger than the world average, supported by the renewal of the commodity
price boom which, as seen at the end of section I, had begun in 2003-2004 and would last until
2012-2013, as well as by strong growth in sales of goods from several countries of the region to China.

Grafico 5
International trade indices
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18 Estimates based on data from IMF and the United Nations, respectively.
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Interestingly, the most lasting impact of this crisis was on the remittances of Latin American
migrants. These stagnated in 2008 and fell by 14% in 2009, according to ECLAC data, and only in
2015 did they return to and slightly exceed the levels of 2007-2008.

The impact of this crisis on Latin America was significant in 2009, when GDP fell by 1.8%. Half
the region’s countries went into recession that year, with particularly severe downturns in the Bolivarian
Republic of Venezuela and Mexico. However, recovery was rapid and strong, and in 2010 the region
grew by 6.2%; only in the Bolivarian Republic of Venezuela did output continue to contract that year.
However, the region’s growth rate slowed substantially from 2011, even though external financing
conditions and terms of trade became favourable. Moreover, as noted in section Il, 2015 saw the start
of one of the worst five-year periods in Latin American economic history.

V. The COVID-19 crisis

The coronavirus (COVID-19) crisis is unique in history, because it combines the worst pandemic since the
so-called Spanish flu of 1918 with a highly integrated world economy. lts direct effects have been a virtual
shutdown worldwide of some economic activities (tourism, air passenger traffic, live cultural activities)
and a sharp contraction in others (retail, restaurants and various other services) because of confinement
measures and cautious behaviour adopted to avoid contracting the virus. These effects, which are
impacting supply in a number of sectors, have also had repercussions on aggregate demand via reduced
employment, lower household incomes and households’ cautious approach to spending because of income
uncertainty. While macroeconomic policies have been expansionary, especially in developed countries, the
combination of these supply and demand effects in an integrated world has had dramatic consequences.

According to the latest projections available at the time of writing, IMF (2020c) estimates a decline
in global GDP at market exchange rates of 4.7% in 2020.1° The deep recession experienced by China
in the first quarter of 2020 and the steeper recessions in a large set of countries in the second quarter
reflect the devastating effects of confinement on economic activity.

The crisis is truly global and will be much severer than the North Atlantic crisis (a 2.0% contraction
of the world economy in 2009 at market exchange rates, according to IMF), as the current one has
affected all countries, while that of 2008-2009 did not have such a strong impact on a large group of
emerging and developing economies. The contraction has been faster than during the Great Depression,
but may be shallower and, above all, much less prolonged.2% The baseline forecast by IMF is for
4.8% growth in 2021, but this would not fully compensate for the 2020 recession in most economies.
This projection assumes, in any event, that the effects of the pandemic will gradually dissipate, but
there is clearly uncertainty about the consequences of further outbreaks, which have already begun to
occur in the European countries and the United States.

Given the magnitude of the crisis, developed countries have been adopting policies that include
increasing public spending, reducing or postponing tax payments and providing businesses with
liquidity, financing and credit guarantees. In both fiscal and monetary terms, IMF estimates that the
policy packages are more aggressive than those adopted to deal with the North Atlantic crisis, although
with differences between countries (IMF, 2020a, 2020b and 2020c¢). In contrast, China’s reactivation
measures have been less substantial than those adopted then, owing to the reduced fiscal leeway
and higher levels of debt that it has today, two issues that affect many other emerging and developing
economies. In the case of the Latin American economies, this is due both to the fiscal policies adopted

9 The IMF estimates -4.4% at purchasing power parity, but this is not comparable with the estimates at market exchange rates
of the United Nations, the World Bank and most private analysts.

20 This is particularly true for the United States, where the economy contracted for three consecutive years during the Great
Depression —with a cumulative fall of 27% according to historical figures presented by Maddison (2010)— and only returned
to 1929 levels a decade later. In Western Europe, it took six years for GDP to return to 1929 levels.
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to cope with the North Atlantic crisis and to the less restrictive attitudes in this respect since then and
the effects of slow economic growth during the five years preceding the current crisis.

The international debate has highlighted the fact that, while the pandemic affected Western
Europe and the United States early on and was slower to reach developing countries, the latter are
more socially vulnerable. There are many reasons for this: health systems are of poorer quality and
do not cover the entire population; informal working is rife and implies that confinement leaves a large
group of workers without income; poor households live in small spaces and sometimes without proper
access to water; and support mechanisms for the poor are non-existent or limited. On top of all this,
there is less fiscal leeway and governments’ access to credit is more restricted. For this reason, there
is agreement on the need to adopt ambitious policies to support emerging and developing economies.
The resource needs of these countries were estimated at US$ 2.5 trillion at the beginning of the crisis
by both IMF (2020d) and UNCTAD (2020a).

In view of the magnitude of the international crisis and the financial needs of emerging and
developing economies, G20 leaders committed at the end of March to “do whatever it takes” and use
all available policy tools to minimize the economic and social damage generated by the pandemic,
restore global growth and maintain market stability (G20, 2020a). The finance ministers and central
bank governors of the G20 member countries said much the same in their statement at the meetings
of the Bretton Woods institutions (G20, 2020b). However, the international cooperation agreed so far
has been very limited, in terms of both the measures taken and the resources to which emerging and
developing economies will have access.

The contrast with the ambitious agenda agreed by the G20 in 2009, which was referred to in the
previous section, is striking (Ocampo, 2020b). As regards IMF, resources have been secured through loans
by countries to the Fund, but not through increased quotas; the expansion and reallocation of quotas was
postponed in 2019 until 2023, and no decision has been made to accelerate the process. The United States
vetoed the allocation of SDRs during the meetings of the Bretton Woods institutions. The only major reform
of IMF has been the speeding up of approval for emergency loans to a wide range of countries, but for a
small amount (about 80 countries and US$ 30 billion), as the maximum authorized is the amount of each
country’s quota. It should be added that the Federal Reserve renewed its currency swap line, including
the same emerging economies as had had access to it during the previous crisis, and added to this a
repo mechanism allowing the Federal Reserve to buy any Treasury bonds that countries wish to sell it.

In contrast to 2009, there has been no call to capitalize the multilateral development banks.
Fortunately, two of them, the World Bank and the African Development Bank (ADB), were capitalized in
2018 and 2019, respectively. Where debt is concerned, although there have been calls for far-reaching
action,?! the only significant measure has been the agreement to postpone poor countries’ debt service
payments until mid-2021,22 so far without the participation of private creditors. There has also been a
call to refrain from using trade protection as an adjustment mechanism, although the tensions of the
so-called “trade war” between the United States and China continue.

It should be noted that cooperation measures have been particularly limited in relation to middle-income
countries, a classification that includes almost all the Latin American countries. Financial cooperation
with the countries of the region has indeed been very restricted (Ocampo, 2020a). On a positive note,
Chile and Peru have been granted access to the IMF flexible credit line and Colombia’s credit line has
been renewed and increased (Mexico’s was renewed at the end of 2019).23 This contingency line is
intended to supplement international reserves and not necessarily to be disbursed; Colombia was the

21 For the proposals on debt, see in particular Bolton and others (2020), Reinhart and Rogoff (2020) and UNCTAD (2020b).

22 This initially covered only 2020. In October, the G20 announced an extension until June 2021 and a programme that could
reduce the debt of these countries, to be implemented on a case by case basis (G20, 2020c).

23 With the increase in the line for Colombia, Chile has resources equivalent to 10 times its quota, Colombia and Peru 6 times and
Mexico 5 times.
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first country to announce the possibility of using some of these resources. Also worth noting are the
successful renegotiations of Argentina and Ecuador’s debts with implicit IMF support, the new credit
granted to Ecuador, and the ongoing negotiations between Argentina and IMF to modify the country’s
financing line. It should be added that no resources have been requested from the Latin American
Reserve Fund (FLAR, according to its Spanish acronym) and that its board opposes their use for fiscal
purposes, something that is possible with IMF resources.

In addition, several Latin American economies have had access to IMF emergency lines, but for
limited amounts. Lending by multilateral banks has increased, but the two that provide the most funding
to countries in the region, the Inter-American Development Bank (IDB) and the Development Bank of
Latin America (CAF), need to be capitalized to play as active a role as they did in the recovery from the
North Atlantic crisis. The Central American Bank for Economic Integration (CABEI) was recently capitalized.

The limitations of international cooperation contrast with the ambitious domestic policies adopted
by developed countries. This is particularly true of the United States, whose policies have been much
more aggressive than those it adopted in response to the North Atlantic crisis. Its limited support for
international cooperation also contrasts with the leadership it exercised then. European countries have
also adopted markedly countercyclical policies, but have been more open to multilateral cooperation.
The contrast between the aggressive domestic economic policies of the developed countries and limited
international cooperation is undoubtedly the most striking feature of the current crisis (Ocampo, 2020b).

As in the previous crisis, the effects on financial markets were initially devastating. However, the
magnitude of the intervention by developed country central banks, and especially the Federal Reserve,
meant that the falls were not as severe as in 2008-2009 and that financial markets were able to recover
from late March onward, albeit with high levels of volatility (IMF, 2020b). One of the initial effects was the
worst outflow of portfolio capital from emerging economies in history, exceeding US$ 100 billion (Brooks
and Fortun, 2020; IMF, 2020b). However, as shown in figure 6, after the massive capital outflow during
March, bond markets in hard currencies (particularly dollars) opened for emerging economies again in
April 2020, especially from the middle of that month. As a result, 12 Latin American countries, a number
of public companies and the multilateral banks based in the region have been able to access this market.
Capital outflows from local currency bond markets also began to decline in April, and flows turned positive
in June. The outflow of equity capital also began to decline in June, and the flow turned positive in October.

Figure 6
Capital flows into emerging economies
(Billions of dollars)

B Hard currency bonds M Other bonds Equity

Source: Prepared by the author, on the basis of data from J.P. Morgan.
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In addition, the collapse of emerging market bond prices in secondary markets drove yields sharply
upward at the beginning of the crisis, but the growing demand for such securities caused yields to fall
from the end of March 2020, so that by August they were back to levels similar to those prior to the
crisis. This also meant that conditions for new issues were very favourable; indeed, several countries in
the region have been able to issue bonds under the best conditions ever. The normalization of access
to bond markets for Latin American countries has therefore been much faster than in previous crises:
some 2 months, as compared to 12 months after the North Atlantic crisis and 5 and 8 years after the
Asian and debt crises respectively.

The crisis also led to a sharp contraction in international trade, intensifying the fall in volume and
value terms that had begun in late 2019 as a result of the “trade war” and expectations of a global
economic slowdown.?* The World Trade Organization (WTO, 2020) estimated in April that the fall in
trade volumes would be between 13% in the baseline scenario and 32% in the worst case scenario.
The fall in May was 18% in relation to the average volume for 2019, in the mid-range of the WTO
estimates, but there has been a strong recovery, a much faster one indeed than was experienced after
the North Atlantic crisis (see figure 5). In the case of Latin America, the initial fall was steeper, but the
subsequent recovery has been too. In any case, the slowdown in trade growth since the North Atlantic
crisis is likely to worsen. The main uncertainty relates to the destruction or contraction of international
value chains. However, to the extent that the companies involved in such chains move closer to
consumers, this trend could benefit Latin America.?® As regards commodities, the crisis has led to a
sharp reduction in the prices of oil and other energy products, an effect which, as we have seen, is
detrimental to some Latin American countries but beneficial to others. There was also a decline in base
metal prices in the early months, although this was less pronounced and was subsequently reversed,
and a mixed trend in the case of agricultural commodities. Overall, then, the only commodity prices to
have fallen substantially have been those of energy products.26

On top of these adverse shocks, a drop in remittances was initially expected. The available data
indicate, however, that although there has been a decline for countries whose migrants are in South American
countries, remittances received by the region as a whole were up by 9.6% in January-August 2020
compared to the same months in 2019.27 This increase compares very favourably with the sharp fall
they experienced during the North Atlantic crisis.

Projections by IMF (2020e) and ECLAC (2020b) indicate that the region will experience a severe
recession in 2020; indeed, that it will be the worst among developing countries, along with India’s,
and one of the worst in the world along with that of Western Europe. The data in figure 1 suggest that
this will be the worst recession in Latin America’s history. All the projections also indicate that recovery
in 2021 will be only partial. Brazil and Chile are expected to be the least affected of the medium-sized
and large countries in the region, but several smaller economies are expected to experience more
limited contractions in economic activity.

On the social front, the problems have been considerable (ECLAC, 2020a). Inadequate investment
is reflected in weak and fragmented health-care systems that have not ensured universal access for
the population in many countries. Because of the large digital divide, students from poor backgrounds
cannot benefit from virtual education. Meanwhile, the prevalence of informal working has meant that
a high proportion of households, especially those that are not poor but are vulnerable to falling into

24 Data from the Netherlands Bureau for Economic Policy Analysis (CPB), on which figure 5 is based, indicate that growth in the
12-month moving average of the volume of global exports was negative from October 2019, while that of global export values
has been negative since August 2019.

25 See the analysis by The Economist Intelligence Unit (2020).

26 See the data in International Monetary Fund (IMF), “IMF primary commodity prices”, undated [online] https://www.imf.org/en/
Research/commodity-prices. World Bank (2020) projections for the whole year follow this pattern.

27 The data refer to 13 Latin American countries for which ECLAC has information: Brazil, Colombia, Costa Rica, Dominican
Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Paraguay, Peru and the Plurinational State of Bolivia.
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poverty, have been left without income and have not necessarily been reached by assistance in the form
of conditional transfers. Some countries have introduced forms of limited support for these households.
Many micro, small and medium-sized enterprises are failing, which is of great concern, as they generate
a high proportion of employment in the region.

Overall, ECLAC estimates, as reported by the United Nations (2020), indicate that the poor
population will increase by 45 million people, representing the loss of a decade and a half’s progress in
this area. This will coincide with likewise considerable increases in unemployment and informal jobs. These
adverse trends are occurring, moreover, in a context where social conditions have been deteriorating
since 2014 as a result of poor economic performance during the five years preceding the crisis.

[t should be stressed that, in economic terms, the response of the countries of the region has
been in line with international trends, but the scale of support has generally been much more modest
than in developed countries. Central banks have provided liquidity (with obvious restrictions in countries
that have dollarized economies). Governments have adopted fiscal prograsmmes, most particularly to
provide support to the health-care sector and to poor and vulnerable households, and measures to
reduce or defer payment of some taxes, but the size of the packages has been variable. According to
IDB estimates, the largest ones as a percentage of GDP have been those of Brazil, Chile, El Salvador
and Peru (Pineda, Pessino and Rasteletti, 2020). Some countries have launched credit lines or credit
guarantees on a large scale, most notably Chile, Colombia, Peru and Uruguay.

The greatest constraint has been the limited fiscal space available to the countries of the region.
The contrast with their situation in the previous crisis is striking. On average, according to ECLAC data,
countries had primary central government deficits of between 0.5% and 1% of GDP in the last five
years compared to a surplus of more than 2% before the 2008 crisis, and national government debt
of 46% of GDP compared to 29% in 2008. Differences in fiscal space have also been highlighted by
several IDB analysts (see, for example, Izquierdo and Ardanaz, 2020).

VI. In conclusion: the current crisis in perspective

The external shocks experienced by Latin America have been sharp and have taken place in a
context of limited international financial cooperation, especially by comparison with the North Atlantic
crisis. However, they have been less severe than in previous crises, particularly in the cases of private
external sector financing and the terms of trade. In the latter case, the sharp fall in oil prices has
obviously affected oil-exporting countries but has benefited a larger set of oil-importing countries.
There was an initial contraction in the volume of international trade, although a less severe one than
during the North Atlantic crisis (or the Great Depression, which is not an appropriate comparison in
this case). It is possible that the limited trade dynamism which has characterized the world economy
since then will be accentuated, but there could be opportunities for some countries in the region
from the relocation of value chains. Remittances from migrant workers have also performed much
better than during the North Atlantic crisis. On the whole, then, external shocks have been less
adverse in the COVID-19 pandemic than during the two long-lasting crises and even than during the
shorter ones.

This means that the severity of the crisis has been due more to internal factors in the Latin American
countries. Among them should be included the fact that the region became the global epicentre of the
pandemic between June and August (at the time of writing, the regional trend was favourable and the
epicentre was shifting to other regions). Similarly, national policy constraints, characterised by inaction
or limited action in some cases, and more generally by weaknesses in health-care systems and an
inability to adopt more aggressive fiscal policies, also help explain the adverse outcome.
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Even more important is the fact that, as seen in previous sections, the crisis hit the region after
five years of poor performance. This helps explain why, instead of a two- or three-year crisis, the region
will experience a new lost decade in 2015-2024. Moreover, the crisis closes three decades of slow
economic growth, during which the region has been the worst-performing in the developing world.

This indicates that, looking beyond the current crisis, the region’s development patterns need
to be fundamentally changed, as has been pointed out by the United Nations (2020) on the basis of
ECLAC contributions, and by the Latin American Consensus 2020 (Casilda Béjar and others, 2020).
As these documents point out, the COVID-19 crisis should serve as a starting point for reformulating
the region’s development strategy, starting with seven basic objectives: (i) improve social policies and
boost decent employment, with the aim of reducing high levels of inequality; (i) to that end, increase
public expenditure, financing this with more progressive tax structures; (i) adopt more active production
development policies underpinned by an aggressive research and development strategy; (iv) pursue
stronger countercyclical policies that reduce the vulnerability of economies to crises; (v) implement
a strategy of deep regional integration that can help diversify production activity in a context of slow
growth in international trade; (vi) adopt an ambitious environmental policy conducive to compliance
with international agreements on combating climate change and protecting diversity; and (vii) most
importantly, firmly uphold democratic values and institutions.
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I. Introduction

The international economic order established after the Second World War, based on the so-called
Bretton Woods institutions, unravelled in the 1970s. In the 1980s and the 1990s, following the end
of developmentalism in the Third World through the structural adjustment programmes (SAPs) of the
International Monetary Fund and World Bank and the collapse of the socialist bloc, a new, “neocliberal”
international economic order came into being, based on exposure of the entire globe to unrestricted
market forces. Many expected this new world order to last into the foreseeable future, if not forever, as
summarized in the idea of “the end of history” coined by the (then) neoconservative American political
scientist, Francis Fukuyama (1989).

However, the new world order started to unravel aimost as soon as it was established. The euphoria
about globalization following the replacement of the General Agreement on Tariffs and Trade (GATT) with
the World Trade Organization (WTO) in 1995 was quickly dampened by discord between rich countries
and developing countries in the subsequent Ministerial Conferences and by anti-globalization protests
outside the conference venues, especially in Seattle (1999), Cancun (2003), and Hong Kong (2005). This
was followed by the global financial crisis of 2008, which undermined confidence in the neoliberal system
of open global financial markets. The rise of China, based on an economic order that is fundamentally
different from neoliberalism, although not totally incompatible with it, has also posed a serious challenge
to the neoliberal orthodoxy since the 2010s. The eruption of the coronavirus disease (COVID-19) crisis
in 2020 has exposed yet more weaknesses of the neoliberal system, forcing many countries to rethink
the way they organize their economies and societies.

This paper discusses whether the decline of the current neoliberal international economic order
is creating the right conditions for the emergence of an alternative order, which | name a “New” New
International Economic Order (NNIEO) after the New International Economic Order (NIEO), one of whose
leading proponents was Raul Prebisch. The paper is structured as follows. Section Il describes the
decline of the current multilateral order in international trade, represented by WTQO. Section Il traces
this decline to the limitations of the WTO system itself. Section IV discusses the factors that militate
against the emergence of an NNIEO as an alternative. While recognizing the importance of these
factors, the subsequent sections of this paper argue that many other factors make the emergence of
an NNIEO likely: changes in the structure of the world economy (see section V), changes in ideas (see
section VI), and contingent factors, such as climate change, the rise of China and the COVID-19 crisis
(see section VII). Section VIII provides some concluding remarks.

II. The decline of the multilateral order
in international trade

In the last few years, there has been particular concern over the future of the world trading system, given
the aggressive trade policy of the Trump Administration in the United States. In the name of punishing
what it sees as unfair competition from China, the Trump Administration has imposed extra tariffs on
Chinese imports. In the same spirit, the United States has renegotiated in its favour both the North
American Free Trade Agreement (NAFTA) and the free trade agreement with South Korea. It has even
tried to use tariffs as a tool to reduce migration flows from Mexico.

Such a blatant rejection of multilateralism by the United States, especially in the context of growing
racism and xenophobia in the rich world, has increased concern that the current world trading order
based on multilateralism —the WTO system— is under serious threat.
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This is particularly bad news for developing countries. It is abundantly clear that developing
countries fare better under multilateralism, because individually they have weak bargaining power
vis-a-vis the rich countries. The fact that multilateralism is the friend of the weak is reflected by rich
countries’ repeated attempts to undermine it whenever it does not work for them. The best example
of this is the evolution of the WTO system itself.

When WTO was launched in 1995, the rich countries professed a firm commitment to multilateralism,
going so far as to accept a “one country, one vote” system for the first time in any major international
organization. In contrast, the five permanent members of the United Nations Security Council retain
their veto powers, and decisions in the World Bank and the International Monetary Fund (IMF) are
made essentially (although not entirely) according to the share capital held by each country. However,
it became apparent that rich countries only supported the idea because they thought they could hold
sway over developing countries by controlling the negotiation agenda and by coaxing or threatening
individual developing countries through the strategic use of bilateral aid budgets, market access and
foreign direct investments.

To their surprise, the rich countries soon found that they could not bully developing countries
into agreeing to whatever they put on the table at WTO. During the Ministerial Conferences in Seattle
in 1999 and Cancun in 2003, the prevalence of the so-called Green Room meetings (to which only
the rich countries and a small number of developing countries that cannot be ignored were invited)
made developing countries realize that the multilateralism promised by the rich countries was just lip
service. As a result, developing countries have firmly resisted rich countries’ subsequent unreasonable
demands made through WTO, such as in the proposed Multilateral Agreement on Investment (MAI) or
in non-agricultural market access (NAMA) negotiations.

When rich countries realized that they could not have their way within WTO, they started to
shamelessly abandon their commitments to multilateralism. Even before President Trump took office,
the United States had effectively disengaged from the WTO system and had been focusing on reaching
bilateral and regional free trade agreements, such as the Trans-Pacific Partnership (TPP). The European
Union may not have rejected multilateralism to the same extent as the United States, but it has actively
engaged in “divide and rule” tactics in its trade negotiations with developing countries. In 1997, the
WTO dispute settlement panel found that the preferential trade arrangement between the European
Union and African, Caribbean and Pacific (ACP) countries (mostly former colonies of European Union
member States) —known as the Lomé waiver— was inconsistent with GATT, so the European Union
proposed replacing it with a trade-and-investment agreement, called the Economic Partnership
Agreement (EPA). However, when negotiating EPA, the European Union deliberately divided the ACP
countries into seven regional subgroups, instead of negotiating with all of them together, so that it could
weaken their bargaining power.

In short, the multilateral trading system started to fall apart well before the advent of the
Trump Administration in the United States and it is in the interest of developing countries to revive it.
However, in doing so, it is not enough to return to the WTO system, which has inherent biases against
developing countries and therefore needs radical reform if it is to be truly pro-development. In discussing
what these biases are, how they may be countered and how a more equitable international economic
order can be constructed, this paper draws on the ideas of Raul Prebisch, which were embodied in
the call for an NIEO, made by the United Nations in 1974.2

2 See United Nations (1974).
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III. The WTO system and its limitations

The WTO system is based on the principle that free trade is best for all countries under almost all
circumstances. However, economic theories and historical records show that free trade between
countries at different levels of economic development is harmful in the long run for economically less
developed countries. In the short run, free trade is likely to (although not certain to) allow all trading
partners to maximize their output and income, but in the long run it hampers the economic development
of the less developed trading partners, by making it impossible for them to create high-productivity,
high-technology industries, in the face of competition from superior producers based in economically
more developed countries. This means that, unless the governments of economically less developed
countries protect and nurture their nascent high-productivity industries through tariffs, subsidies and
other supportive measures, they cannot cultivate such industries and thereby develop their economies.

This is of course the “infant industry” argument, which was first theorized by none other than the first
United States Secretary of the Treasury, Alexander Hamilton, in his 1791 report to the United States Congress
(Hamilton, 2001). This theory formed the basis of economic development policy in virtually all today’s rich
countries, when they were developing countries themselves and trying to catch up with more economically
advanced countries. As shown by Bairoch (1993), Chang (2002 and 2007) and Reinert (2007), all today’s
rich countries, with the exception of the Netherlands and (up to the First World War) Switzerland, used
protectionism during most of the period when they were trying to catch up with more advanced economies.

The United Kingdom and the United States, which are assumed to have invented free trade (or
at least tell everyone that they did), were actually the most protectionist countries in their respective
catch-up periods, protecting their industries from the superior producers based in the Low Countries
(now Belgium and the Netherlands) in the case of the United Kingdom, and from the producers based
in the United Kingdom, France and other European countries in the case of the United States. For most
of these periods —from the mid-eighteenth to the mid-nineteenth century for the United Kingdom and
from the mid-nineteenth century to the mid-twentieth century for the United States— their average
industrial tariff rates were between 40% and 50% (see table 1).

Even when their average tariff rates were not so high, many of today’s rich countries provided
high tariff protection, in addition to other supportive measures, to selected strategic industries. For
example, Germany and Sweden may have had average industrial tariffs of between 15% and 20% in the
very late nineteenth and early twentieth centuries, but they applied much higher tariffs for the emerging
heavy and chemical industries, whose development allowed them to catch up with the United Kingdom.
Another example is Belgium, which in the late nineteenth century had an average industrial tariff rate
of just 10%, but applied tariffs of 30%—-60% to textiles and of 85% to iron. Even in the period following
the Second World War, protection was quite high until the 1960s. Only by the 1970s did today’s rich
countries have average industrial tariffs that were lower than those applied by developing countries
nowadays, which are around 10% (see table 2).

Table 1
Selected rich countries: average tariff rates on manufactured products during
their early stages of development
(Weighted averages, in percentages of value)?

1820P 1875° 1913 1925 1931 1950
Austria® R 15-20 18 16 24 18
Belgium? 6-8 9-10 9 15 14 11
Canada 5 15 n/a 23 28 17
Denmark 25-35 15-20 14 10 n/a 3
France R 12-15 20 21 30 18
Germany® 8-12 4-6 13 20 21 26
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Table 1 (concluded)

1820° 1875° 1913 1925 1931 1950
Italy n/a 8-10 18 22 46 25
Japan' R 5 30 n/a n/a n/a
Netherlands® 6-8 3-5 4 6 n/a 11
Russia R 15-20 84 R R R
Spain R 15-20 41 4 63 n/a
Sweden R 3-5 20 16 21 9
Switzerland 8-12 4-6 9 14 19 n/a
United Kingdom 45-55 0 0 5 n/a 23
United States 35-45 40-50 44 37 48 14

Source:Prepared by the author, on the basis of H. J. Chang, Kicking Away the Ladder: Development Strategy in Historical

Perspective, London, Anthem Press, 2002, P. Bairoch, Economics and World History: Myths and Paradoxes, Hemel
Hempstead, Harvester Wheatsheaf, 1993, and K. Taylor, “Tariffs”, Encyclopedia of Canada, Vol. VI, W. Stewart Wallace (ed.),
Toronto, University Associates of Canada, 1948.

Note: R=Numerous and important restrictions on manufactured imports existed, therefore average tariff rates are not meaningful.

a

World Bank, World Development Report 1991: The Challenge of Development, New York, Oxford University Press, 1991,
p. 97, box 5.2, provides a similar table, partly drawing on Bairoch’s studies that form the basis of the above table. However,
the World Bank figures, although in most cases very similar to Bairoch’s figures, are unweighted averages, which are obviously
less preferable to the weighted average figures that Bairoch provides.

b These are very approximate rates, and give a range of averages, not extremes.

¢ Austria-Hungary before 1925.

dIn 1820, Belgium and the Netherlands both formed part of the United Kingdom of the Netherlands.

¢ The 1820 figure is for the Kingdom of Prussia only.

f Before 1911, Japan was obliged to keep low tariff rates (up to 5%) through a series of “unequal treaties” with European countries
and the United States. The box cited in note @ above (World Bank, 1991) gives Japan’s unweighted average tariff rates for all
goods (and not just manufactured goods) for the years 1925, 1930, 1950 as 13%, 19% and 4%, respectively.

Table 2
Selected rich countries: average tariff rates on manufactured products in the early
post-Second World War period
(Percentages)
1950 1959 1962 1973 1979

Europe

Belgium 1 14

France 18 30

West Germany 26 7

Italy 25 18

Netherlands 1 7

European Economic Community (EEC) average? 15 13 8 6

Austria 18 20° 11 8

Denmark 3

Finland >20¢ 13 11

Sweden 9 8 6 5
Japan n/a 18 10 6
United Kingdom 23 16
United States 14 13 12 7

Source: Prepared by the author, on the basis of P. Bairoch, Economics and World History: Myths and Paradoxes, Hemel Hempstead,

a
b
c

Harvester Wheatsheaf, 1993; H. Grubel and H. Johnson “Nominal tariffs, indirect taxes and effective rates of protection:
the common market countries 1959, The Economic Journal, vol. 77, No. 308, 1967; B. Balassa, “Tariff protection in
industrial countries: an evaluation”, Journal of Political Economy, vol. 73, No. 6, 1965; P. Katzenstein, Small States in
World Markets: Industrial Policy in Europe, Ithaca, Cornell University Press, 1985; D. Greenaway, International Trade Policy:
from Tariffs to the New Protectionism, Basingstoke, Macmillan Press, 1983, and M. Panic, National Management of the
International Economy, Basingstoke, Macmillan Press, 1988.

EEC average after 1973 includes Denmark and the United Kingdom.

Data for 1960.

Estimate by the author. Data on Finland’s tariff rates are not readily available, but, according to the data reported in table 8.2 of

Panic (1988), in 1965 tariff revenue as a percentage of all imports in Finland was 9.97%, which was considerably higher than

that of Japan (7.55%), which had an 18% average industrial tariff rate, or that of Austria (8.57%), which had a 20% average

industrial tariff rate. Given these, it would not be unreasonable to estimate that Finland’s average industrial tariff rate in the

mid-1960s was well over 20%.
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Last but not least, today’s rich countries used numerous non-tariff barriers to trade, especially
in the post-Second World War period, such as import bans, import quotas (including the notorious
voluntary export restraints imposed on Japanese car manufacturers by the United States and European
countries in the 1970s and the 1980s) and product standards (such as sanitary and phytosanitary
standards for food items).

[t is not just in trade policy that rich countries did all the things they now tell developing countries not
to do under the WTO system. The same applies to areas such as subsidies, foreign direct investment (FDI)
and intellectual property rights (IPR).

Through the Agreement on Subsidies and Countervailing Measures (SCM Agreement), the Agreement
on Trade-Related Investment Measures (TRIMS Agreement), and the Agreement on Trade-Related
Aspects of Intellectual Property Rights (TRIPS Agreement), WTO restricts what countries can do in
terms of using subsidies, regulating FDI and reducing protection of IPRs, all of which are measures that
developing countries need more than rich countries. However, when today’s rich countries were trying
to develop their own economies, they made aggressive use of industrial subsidies, heavily regulated
FDI and deliberately did not protect foreigners’ IPRs (for further details, see chapter 2 in Chang (2002)
and Chang (2004)).

By showing that the history of development policy in today’s rich countries contradicts WTO rules,
| am not arguing that a pro-development international trading system necessarily needs to allow all the
policy measures that were used by rich countries in the past. For example, in the nineteenth century,
the United Kingdom, the Netherlands, the United States, France and Austria all allowed their citizens to
register patents on inventions designed by foreigners. Such a practice would not only be unacceptable
today, there are also better ways to help catching-up countries access advanced technologies, such
as suspending selected patents for inventions that are essential for economic development, reducing
licensing royalty rates for developing countries or applying active technology transfer policies.

What is important is not the particular policy measure but the principle behind such measures:
that a truly pro-development multilateral system needs to be based on the principle of asymmetric
protectionism. In such a system, economically weaker countries would be allowed to protect and
regulate more than stronger countries, in the expectation that they would then gradually withdraw
these extra policy measures as their economies develop and catch up with those of richer countries.

In response to this proposal, defenders of the WTO system say that there should be a level
playing field in a multilateral system, otherwise it would be unfair. However, this is a misleading argument.

A level playing field is like, as Americans say, motherhood and apple pie: since it is good by
definition it seems impossible to oppose it. However, it has to be disputed if we are to build an international
economic order that is truly pro-development.

Needless to say, a level playing field is the right principle to adopt when the players are equal. For
example, if the national football teams of Brazil and Argentina were to play each other in the World Cup,
it would be entirely unfair if the Brazilian team were allowed to attack downhill and the Argentinians
had to attack uphill.

However, when the players are unequal, a level playing field is the wrong principle to apply. If
the Brazilian national team were to play a team of ten-year old girls, it would be only fair for the girls to
attack downhill and for the Brazilians to do so uphill. Of course, in real life, football pitches are not tilted,
precisely because we do not allow unequal players to compete against each other.

[t is not just footballl. In all sports, competition between unequal players is structurally prohibited. In
boxing, wrestling, tackwondo, weightlifting and many other sports, there are weight classes, which can
be extremely narrow (the lighter weight classes of boxing have a range of just 3 Ib (1.5 kg) or 4 Ib (2 kg)).

Building pro-development multilateralism: towards a “New” New International Economic Order



CEPAL Review N° 132 e December 2020 71

In all sports, there are age classes: adult teams are not allowed to play against children or youth teams.
In golf, there is even an explicit system of handicaps, which allows weaker players to compete with
advantages in (inverse) proportion to their playing skills.

In response to these criticisms, defenders of the WTO system argue that there is already the
provision for special and differential treatment (SDT) for developing countries in the system, so there is
no need for further reform.

However, SDT makes only minimal allowances for developing countries. The least developed
countries receive some extra provisions, such as the use of export subsidies, but they are very few.
The only major provision for developing countries is that they have slightly longer to implement WTO
rules (usually an extra five to eight years), but ultimately they still have to implement the rules in the
same way as rich countries.

More importantly, | would argue that it is wrong to use the word “special” in SDT. Applying different
rules to developing countries should not be considered special treatment. It is just differential treatment
for different countries with diverse needs and capabilities, in the same way that ramps for wheelchair
users or braille writing for the blind are not called special treatments.

In short, a truly pro-development multilateralism needs to create the maximum possible amount
of policy space for countries to pursue policies according to their own capabilities and needs. In this
sense, an updated version of the NIEO advocated by Raul Prebisch is needed; one could call it a “New”
New International Economic Order, or NNIEO.

IV. Towards an NNIEO?

My call for an NNIEO will likely be dismissed as a doomed project, as the call for an NIEO was in the
1970s and the 1980s. Indeed, it may be argued that the prospects for reform of the international
economic order are even bleaker today.

First, the postcolonial guilt felt by many people in rich countries in the 1970s, which gave the call
for an NIEO some traction, has faded over the last half a century.

Second, there is no longer systemic competition between the Capitalist Bloc and the Socialist
Bloc, which gave some bargaining power to developing countries that were able to play both sides off
against each other, India being a notable example.

Third, the pushback against an NIEO in the neoliberal period has made some ideas contained
in the proposal very difficult to implement. For example, the TRIMS Agreement has made it difficult to
revive the idea of a code of conduct for transnational corporations (TNCs), which was an important
part of the NIEO proposal.

Last but not least, the dominance assumed by neoliberal ideology in recent decades, despite
being weakened by recent events such as the 2008 global financial crisis and the COVID-19 crisis,
has made developing countries more accepting of the current neoliberal international economic order.

However, there are countervailing factors, which can be divided into three groups: changes in
the structure of the world economy, changes in ideas and contingent factors. They are discussed in
greater detail below.
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V. Changes in the world economy

First of all, developing countries now have much more weight in the global economic system than they
did when the NIEO proposal was put forward, largely (although not exclusively) as a result of the rise of
China. In 1974, rich countries accounted for nearly four fifths of the world economy (US$ 4.189 trillion
out of US$ 5.312 trillion). By 2018, their share was less than two thirds (US$ 54.108 trillion out of
US$ 85.791 trillion).

The COVID-19 crisis will likely accelerate this shift in the relative weights of rich and developing
economies. According to IMF projections of late June 2020, advanced economies are set to contract
by 8% in 2020, in contrast to a 3% contraction for emerging markets and developing economies
(IMF, 2020a). Moreover, the latter are predicted to bounce back by 5.9% in 2021, whereas the projection
for the former is for growth of just 4.8%. However, at the time of writing, less than two months after
IMF published those projections, they are looking overly optimistic, especially for rich countries. Even
if they remain unchanged, this would mean that, at the end of 2021, the output of the developing
world would be 2.7% higher than in 2019, while that of the rich world would be 3.6% lower, implying a
noticeable shift in their relative shares in the world economy. As the deeper recessions in the rich world
are likely to have bigger hysteresis effects than those in the developing world, which are expected to
be shallower, the relative growth performance of the rich countries is likely to be even worse in the
coming years than it was before 2020.

Second, interactions among developing countries have become much more important than before.
South-South trade has increased substantially, as it accounted for an average of 41.8% of world trade
in the period 1995-1997) rising to an average of 57.4% for 2015-2017. Moreover, this was not entirely
driven by the rise of China, as some might think. South-South trade excluding China rose from 34.8% of
world trade in the period 1995-1997 to 42.1% for 2015-2017 (IMF, 2020b). Furthermore, China, India
and other developing countries are emerging as important financial actors in the international economy;,
in terms of lending, foreign aid and FDI. More recently, Southern-led multilateral financial institutions have
emerged, such as the New Development Bank and the Asian Infrastructure Investment Bank (AlIB).
Consequently, developing countries are becoming less dependent on rich countries and can be more
forceful in their demands for an NNIEO.

VI. Changes in ideas

In addition to the changes in the global economy, there have been changes in ideas over the last half
a century that will make realization of an NNIEO more likely. First of all, pro-development ideas that
were considered too radical in the days of the NIEO have become acceptable, precisely because
of the historical legacy of the NIEO, and have been realized, to a certain extent. For example, some
economically advanced countries have already met and surpassed the official development assistance
(ODA) target of 0.7% of GDP, which was considered very optimistic in 1970, when the commitment was
enshrined in United Nations General Assembly resolution 2626(XXV). Another example is the forgiveness
of developing countries’ debts, which many thought unrealistic but has become a reality thanks to the
enhanced Heavily Indebted Poor Countries Initiative of 2012. Most importantly, the adoption of a “one
country, one vote” system by a multilateral institution, which was considered a pipe dream 50 years
ago, has formed the basis for the WTO system, although it has not worked very well in practice, as
previously discussed.

Second, the 2008 global financial crisis fundamentally eroded trust in the efficacy of open,
deregulated financial markets, which is a lynchpin of the neoliberal international economic order. Even
though neoliberal financial systems have not been subject to far-reaching reform since 2008 at national
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or global levels, owing to strong resistance from the financial sector, the neoliberal ideas behind such
systems are now much less widely accepted than they used to be. Moreover, since the crisis, rich
countries have turned to monetary policies, such as extremely low interest rates and quantitative easing,
that fundamentally contradict neoliberal principles. Given that the monetarist principles of tight monetary
policy and high interest rates were seen as essential to providing the macroeconomic environment
needed for efficient deregulated financial markets, the adoption of such policies has further undermined
the theoretical justifications for the neoliberal financial system.

Last but not least, the COVID-19 crisis has invalidated much of the conventional neoliberal
wisdom regarding the role of the government. Despite the neoliberal advice against government
involvement in enterprise ownership and management, governments around the world have de jure
and de facto nationalized some key private sector enterprises and are directly or indirectly subsidizing
many more on a huge scale. In many rich countries, governments have been propping up employment
during the lockdowns imposed to curb the CPVID-19 pandemic by paying up to 80% of wages to
keep workers on company books even though they are not working or are only working part-time.
Many governments, even those that are ideologically opposed to public income support for the poor,
such as the Trump Administration in the United States, have increased unemployment benefits and
income subsidies, with various degrees of coverage. Governments around the world are running up
huge budget deficits, abandoning the doctrine of balanced budgets that they had clung to —at least
rhetorically if not in practice— since the 2008 financial crisis. One particularly prominent example is the
Government of Germany, known for its fiscal conservatism, which abolished the law that put a ceiling
on public debt, so that it could manage the COVID-19 crisis more effectively through budgetary means.
Thus, just about every orthodoxy in the neoliberal playbook has been abandoned or turned on its head,
opening the prospect of very different policy discourse in the coming years.

VIIL. Contingent factors

The third element that is conducive to the emergence of an NNIEO is contingent factors that work in
favour of developing countries, and by contingent | do not mean less important.

One factor is climate change, which is reaching a critical point. The urgency of the problem
is making humanity realize that we are bound together by a single fate, thereby putting increasing
pressure on rich countries to do more to help developing countries to tackle the crisis, especially through
large-scale transfers of technology for climate change mitigation and adaptation. In particular, the sheer
injustice of the fact that developing countries are more likely to suffer the worst consequences of climate
change —such as more frequent storms and droughts and rising sea levels—, despite having barely
contributed to the problem, means that adopting a more globally equitable approach to the matter is
a moral obligation, and not simply a technical necessity.

Another factor is the economic rise of China when it is in the unprecedented position of being
a major actor in the global economy while still being a developing country. This is going to affect the
way the international economic order evolves. In 1974, the Chinese economy accounted for just
2.7% of the global economy (US$ 144 billion out of US$ 5.312 trillion), but by 2018 it accounted for
16.0% (US$ 13.9 trillion out of US$ 86.4 trillion).2 Because the COVID-19 pandemic has affected the
Chinese economy much less severely than rich economies, China will become even more important
in the global economy.

8 Data from the World Bank.
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Although China is not necessarily a champion of the collective interests of developing countries,
and there is a degree of dependency between China, as a manufacturing nation, and other developing
countries, as raw material exporters, it is undeniable that China’s unique status —as a leading economy
and a developing country— causes it to behave rather differently to other major economies, as can be
seen in its approaches to aid, FDI and infrastructure development. Moreover, having China as a potential
lender, investor and trading partner gives developing countries greater bargaining power when dealing
with rich countries and the multilateral financial institutions they dominate.

Last but not least, two consequences of the COVID-19 crisis will affect how the global economy
is organized and run in the years to come. First, the pandemic has heightened awareness of humanity’s
common fate, which as mentioned above has been made increasingly obvious by climate change, as
we face the first genuinely global pandemic. Second, the COVID-19 crisis is changing how developing
countries see rich countries.

At the time of writing, the governments of some of the richest countries in the world have
mishandled the pandemic, resulting in hundreds of thousands of avoidable deaths, while some of the
poorest societies, such as Viet Nam, Ethiopia, Rwanda and the Indian state of Kerala have managed
it remarkably well, with minimal deaths, despite having meagre resources at their disposal. Meanwhile,
the COVID-19 death rates in the United States, the United Kingdom and France —countries that
prided themselves on being the guardians of civilization and that regularly lecture other countries on
the importance of good governance, effective (if small) government and human rights— have run into
the hundreds of thousands (and counting), owing to mismanagement, incompetence, social chaos
and, above all, a flagrant disregard for human rights (especially those of poorer, older and minority
population groups).

In light of this, many developing countries have begun to question their feeling of inferiority
compared to rich countries, in particular the European countries or those of predominantly European
extraction, accumulated over centuries characterized by colonialism, imperialism, economic domination
and cultural indoctrination. Once this change in perspective takes hold, developing countries will no
longer demur to rich countries in the same way they used to: with fear, awe and respect. This will
change the international political dynamic, helping developing countries to be more assertive in their
negotiations with rich countries.

VIII. Concluding remarks

Developing countries must fight attempts by rich countries to undermine multilateralism. But they
should not simply seek to restore the neoliberal version of multilateralism, as embodied in WTO. The
international economic order needs to be reformed along more pro-development lines. In other words,
an NNIEO is needed, based on recognition that the international economic system should maximize
policy space so that different countries with diverse needs and capabilities can adopt the economic
policies best suited to them.

Just as in the 1970s and 1980s when circumstances stymied the NIEO proposal, there are
factors that will hinder progress towards an NNIEO, such as the fading of post-colonial guilt in rich
countries, the disappearance of systemic competition between the capitalist bloc and the socialist bloc,
the mechanisms put in place as part of the push-back against an NIEO in the neoliberal period and the
dominance of the neoliberal ideology.

However, other factors could facilitate the emergence of an NNIEO. Firstly, there have been
changes in the structure of the world economy that make the emergence of an NNIEO more likely, such
as the growing importance of developing countries in the global economy and increased economic
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interactions among developing countries. Secondly, there have been changes in ideas that favour an
NNIEQ, including increasingly widespread acceptance of some of the pro-development ideas expounded
in the NIEO proposal (notably regarding foreign aid, debt forgiveness and the voting structure of global
bodies); a rejection of the idea that deregulated and open financial markets are more efficient following
the 2008 global financial crisis; and dismantling of the neoliberal orthodoxy on the role of the State
in general, in light of the COVID-19 crisis. Last but not least, there are contingent factors that could
facilitate the rise of an NNIEO, such as the growing awareness of humanity’s common fate in view of
climate change and the COVID-19 pandemic; the emergence of China as one of the world’s leading
economies while still a developing country; and the fact that developing countries are overcoming their
inferiority complex vis-a-vis rich countries, particularly in light of the mismanagement of the COVID-19
crisis by many rich countries.

Of course, an NNIEQ, if it ever emerges, will take time to become established. Therefore, in the
meantime, developing countries must learn to navigate a biased system. Despite the popular perception,
a lot can be done in this regard, but that is beyond the scope of this article (for further discussion, see
chapter 5 in ECA (2016)).
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I. Introduction

The debate on the effect of the coronavirus disease (COVID-19) on inequality has changed dramatically
over the last months. While COVID-19 was portrayed as “the great equalizer” in the early stages of
the spread of the infection and lockdown measures (Mein, 2020), evidence now abounds that the
pandemic will increase poverty and inequality (Busso and Messina, 2020). The Economic Commission
for Latin America and the Caribbean (ECLAC) reports that the pandemic could cause a variation in the
Gini inequality index of more than 3 percentage points in some countries, while the number of people
living in poverty will increase by 4.4 percentage points (28.7 million more people) to 34.7% of the
region’s population (ECLAC, 2020a). This is a result of many factors, including the widespread loss of
low-paying jobs and the fact that informal own-account workers have been prevented from conducting
their regular economic activities. At the same time, recent evidence suggests that the income of the
top earners has increased since March 2020 (Ruiz, 2020).

The literature on the impact of pandemics on inequality is inconclusive. Some studies show
that pandemics disproportionally affect the poor and produce overall increases in income inequality
(Cohn and Alfani, 2007; Karlsson, Nilsson and Pichler, 2014). Others show how pandemics and other
crises have created disruptions, leading to a redistribution of assets as well as the institutional changes
necessary for income redistribution (Piketty, 2017; Scheidel, 2018). This paper explores the argument
that the long-term outcome depends on the extent to which crises change elites’ resources and their
influence on institutions and policies (Solimano, 2014). If a crisis essentially transfers income upwards
without provoking an elite change, a deepening of inequality can be expected. If, on the other hand, a
crisis forces elites to be more attentive to the demands of non-privileged groups, it is possible that a
restructuring of institutions that perpetuate the culture of privilege will be required and that inequality will
be reduced in the long term. However, it is also conceivable that elite groups that are incurring losses
as a result of the pandemic could seek to maintain privileges through tighter control of institutions and
resistance to redistributive measures.

In this paper, we review the limited data available on income concentration among the top earners
since the start of the COVID-19 pandemic, as well as information on the distribution of resources
among different elite groups and the reactions of the elite to the measures implemented to control the
pandemic. On this basis, we seek to determine whether COVID-19 could result in a disruption, with the
potential for improved distribution of resources, or whether it will merely result in an upward transfer of
resources with the maintenance of the status quo.

The article is divided into seven sections, including this introduction. Section Il reviews the literature
on the relationship between pandemics and inequality and section Il presents a brief overview of economic
inequality in Latin America. Section IV analyses the upward transfer of income during the COVID-19
pandemic and section V examines whether the crisis is creating a shift in elites. Section VI presents a
discussion of elite influence on government measures to tackle the pandemic and section VIl concludes.

II. Pandemics, inequality and elites

There is conclusive evidence that inequality is a major determinant of the extent and impact of pandemics
throughout history. During the 1918 Spanish flu pandemic, mortality rates varied considerably by
income between and within countries, particularly in cities and towns with a high degree of social

1 Elites are defined as groups of individuals whose control over natural, economic, political, coercive, social, organizational and/or
symbolic (expertise or knowledge) resources give them a position of privilege to exert formal or informal influence on organizations
and institutional practices (see Bull, 2014).
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inequality (Mamelund, 2017). During the 2009 influenza A (H1N1) virus pandemic, the mortality rate
was 20 times higher in some South American countries than in Europe and three times higher in the
most socioeconmically deprived quintiles of England’s population than the most affluent quintile (Rutter
and others, 2012; Simonsen and others, 2013). In his analysis, Turchin (2018) found a strong statistical
association between levels of inequality and global connectedness and the impact of pandemics. There
is also an increasing body of evidence suggesting that COVID-19 infection rates and death rates are
likely to be higher among poor and marginalized groups (Galasso, 2020). While the leading cause of
higher infection and death rates among the poor during earlier pandemics was the deterioration of
health, sanitary and housing conditions, current digital and labour inequalities also result in disparities
in the ability to comply with physical distancing.

However, the evidence is less conclusive with regard to how pandemics in turn affect patterns
of inequality. The economic strand of the literature concludes that pandemics and large epidemics
have increased inequality. Focusing on five major events since 2000, Furceri and others (2020) find
that pandemics lead to a persistent increase in inequality, measured by the Gini coefficient. Their model
shows that five years after a pandemic, the Gini of market income and the Gini of net income increase
by 0.75% and 1.25%, respectively. Pandemics also raised the income share of the upper deciles
(Furceri and others, 2020). This is in line with other evidence that dramatic events such as wars or
financial crises generally increase inequality (De Haan and Sturm, 2017). Among the reasons for this
are that individuals with higher incomes are better able to adjust to changing labour markets and new
business opportunities.

The historical and political science strands reach different conclusions. Pandemics have been
among the great levellers of wealth and income through history, along with mass mobilization warfare,
revolutions and State collapse (Scheidel, 2018). For example, the redistributive changes of the
mid-twentieth century in Europe and the United States can be explained by a succession of global crises:
the First World War, the Second World War and the Great Depression (Piketty, 2017; Starr, 2019). One of
the reasons that pandemics have a positive effect on income distribution is that they hit the poor hardest,
lead to labour scarcity and create the conditions for an increase in wages. During periods of stability and
economic growth, elites focus on establishing laws and rules that allow for wealth concentration and
the intergenerational transfer of wealth (Fukuyama, 2011; Scheidel, 2018). This is determined by their
capacity to invest and generate employment (structural power) and their capacity to carry out political
actions (instrumental power) (Fairfield, 2015). In Latin America, the “a culture of privilege” that developed
over time is a system of values that perpetuates advantages to specific population groups based on
their socioeconomic position, membership in political and cultural elites or ancestry (Bielschowsky and
Torres, 2018). In contrast, in times of crisis, the focus is on short-term survival and overcoming threats.
These are times when ideas of social equality gain acceptance, as elites are pressured to cooperate
with and distribute income to lower classes, with a long-term impact on income distribution (Peacock
and Wiseman, 1961; Starr, 2019).2 While reductions in income inequality may also result from periods
of stability and growth —as seen in Latin America between 2003 and 2014 — without a redistribution
of assets and institutional change, such episodes may be short-lived (Rodriguez Weber, 2018).

However, the outcome of pandemics and other crises will not necessarily be homogenous.
Collier and Collier (1991) show how the incorporation of labour into political institutions during the
“critical junctures” of the 1930s shaped the paths to democracy and had very different outcomes in the
years that followed. In the same way, the institutional handling of the COVID-19 crisis will affect both
future inequality and democracy. The commonly held idea that inequality generally leads to the failure

2 This was the case with social conflicts of the 1930s in the Scandinavian countries, which saw the conclusion of agreements
between workers and employers that led to a decline in income inequality over the following seven decades. See Bull (2019).
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of democracy finds limited support in research.® However, high levels of income concentration affect
the quality of democracy and, in particular, the degree to which democratic institutions are capable of
enacting, implementing and sustaining distributive reforms, since powerful elites have more resources
to oppose redistributive policies (Acemoglu and Robinson, 2019; Moene, 2015). This is partly because
a higher concentration of wealth and resources weakens crucial democratic actors such as the media,
social movements and unions (Durand, 2019).

The conclusions of both strands of literature with regard to the inequality effects of pandemics are
not necessarily contradictory. The increase in inequality found in the economic literature, which focuses
on a limited period of time, is based on the observations of the direct effects of pandemics and other
crises. The conclusion from historical literature that the long-term outcome of a crisis is determined by
changes in elites’ sources of power and their support for institutions and redistributive measures means
that an upward transfer of income without pressure for institutional disruption will deepen inequality.
However, if the crisis generates redistribution of resources and creates pressure from below, elites
are more likely to enter into new social contracts that could reduce inequality in the longterm. The
persistence of the structural conditions that make Latin America the most unequal region in the world
is often explained by elites’ ability to maintain inequality-generating institutions even during democratic
periods with large-scale social mobilization (Rovira-Kaltwasser, 2018).

III. The starting point: wealth concentration
and structural inertia in Latin America

The reduction in poverty and inequality in Latin America between 2003 and 2014 can be attributed to a
combination of favourable global economic conditions, increases in education levels (leading to a lower
skill premium) and social and labour market policy (Busso and Messina, 2020).4

However, falling inequality in Latin America had little effect on the incomes of the top earners.
The limited data available indicate that the top 1% earn around 20% of total income, with few signs
that this figure has declined (Alvaredo and others, 2018). New evidence in Morgan (2017) showed that
in 2015 the richest 1% accounted for as much as 28.3% of the total income in Brazil and that the top
10% earned more than half (55.6%) of total income.® In the case of Chile, data for 2005-2010 show
the top 1% earning around 30.5% of total income and the richest 0.01% earning 10.1% (Lopez Vega,
Figueroa and Gutiérrez, 2013). The World Bank (2018b) estimates that on average in the region, the
top 10% hold one third of national income (see table 1).

In addition, there was no major redistribution of assets (Cornia, 2014). The Gini coefficient of
wealth in Latin America is much higher than the average Gini of income, but comparable historical data
are scarce (Amarante and Jiménez, 2015). Yet, there is little evidence of any major positive shift in asset
inequality or any other major structural changes.

3 There is little to support the claims that democracy leads to the equal distribution of wealth and that wealth inequality leads to
democratic failure. The widespread assertion that Latin America has always been more unequal, and thus less democratic, than
other regions has also been disproved on several counts. See Scheve and Stasavage (2017).

4 The main exception to this trend was Costa Rica, where inequality increased (Trejos and Oviedo, 2012).
5 Income here corresponds to pre-tax national income.
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Table 1
Latin America (17 countries): national income held by the richest 10%
and Gini index, by country, 2008-2018
(Percentages, average values for the period)

Income held by the richest 10% Gini index
Brazil 41.95 53.14
Colombia 41.45 52.30
Honduras 39.97 52.57
Panama 39.06 51.03
Paraguay 38.55 49.07
Guatemala 38.00 48.30
Mexico 37.98 47.70
Costa Rica 37.27 48.73
Chile 37.06 45.52
Dominican Republic 36.07 46.08
Nicaragua 35.70 45.05
Ecuador 35.50 46.52
Bolivia (Plurinational State of) 34.30 46.46
Peru 33.28 44.48
El Salvador 32.55 42.04
Uruguay 31.06 41.50
Argentina 30.58 42.53

Source: Prepared by the authors, on the basis of World Bank, “Gini Index (World Bank estimate)”,
2018 [online] https://data.worldbank.org/indicator/SI.POV.GINI, and “Income share held
by highest 10%”, 2018 [online] https://data.worldbank.org/indicator/SI.DST.10TH.10.

Note: Data for Guatemala correspond to 2014. Data for Nicaragua are from 2009 and 2014.

In the absence of structural changes leading to a transformation in the distribution of assets and
the elites controlling them, episodes of reduction of inequality may be short-lived. In Brazil, the pro-poor
agenda and equality-driven growth adopted by Workers’ Party (PT) governments in lieu of profound
redistribution arguably made the process unsustainable in the long term (Loureiro, 2020). In Colombia,
two main factors have played a role in inhibiting better income distribution: first, landed elites that have
historically shaped local policies and decision-making to their benefit (Faguet, Sdnchez and Villaveces,
2020); and second, powerful business groups that influence tax policies and whose focus has been
on indirect taxation and avoiding high income tax rates (Castafeda, 2018). The case of Honduras is
a particular one, as democratic institutions are extremely weak and elite networks have relied on their
control of money, power and the media, which, in turn, have further undermined any redistributive policy
attempts (Euraque, 2019; Sosa Iglesias, 2017). In Panama, the new institutional framework created in
1999 provided incentives for business elites to promote and develop an advantageous liberal regime
in the country (Kasahara, 2012; Pérez, 2011). Nevertheless, since 2009, infighting among elites over
the control of government and corruption scandals have shown that a small but powerful faction of the
business elite could wield considerable direct control of State administration to serve private interests
(Cardenas and Robles Rivera, 2020; Santos and Fraga, 2020). The main question now is how the
balance of power between elite interests is affected by the COVID-19 crisis.
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IV. Upward income transfers amid
the COVID-19 pandemic

Recent data suggest that the income and fortunes of the top earners and wealth holders have increased
during the COVID-19 pandemic, contradicting early estimates. While we lack comparable data on the
top 1% or the top 10% since the onset of the pandemic, we have used data on the income and wealth
of the top earners based, inter alia, on the financial statements of major companies.®

Using these data, Gneiting, Luisani and Tamir (2020) find that, at a global level, excessive
shareholder payouts prior to the onset of COVID-19 are a major reason for the financial trouble many
large companies currently face. Between 2010 and 2019, the companies listed in the S&P 500 index
spent US$ 9.1 trillion on payouts to their wealthy shareholders, equalling over 90% of their profits
over that same period. Since January 2020, many large companies have increased their payment to
shareholders. For example, since January, according to company reports, Microsoft and Google have
paid shareholders over US$ 21 billion and US$ 15 billion, respectively. This is not exclusive to technology
companies. The world’s six largest oil companies’ had a combined net loss of US$ 61.7 billion from
January to July 2020 but managed to pay out US$ 31 billion to shareholders during the same time
period (Gneiting, Lusiani and Tamir, 2020).

In an analysis of wealth trends in Latin America, calculated by comparing the net worth of the
region’s billionaires on 18 March 2020 and on 12 July 2020, Oxfam (2020) finds that during this period,
the combined net worth of billionaires in Argentina increased from US$ 8.8 billion to US$ 11.2 billion;
in Brazil from US$ 123.1 billion to US$ 157.1 billion; in Colombia from US$ 13.7 billion to $14.1 billion;
in Chile from US$ 21 billion to US$ 26.7 billion; in Peru from US$ 5.2 billion to US$ 5.5 billion; and in
the Bolivarian Republic of Venezuela from US$ 3.4 billion to US$ 3.5 billion.8

In total, the wealth of the 73 richest Latin Americans grew by US$ 48.200 billion, or 17% since
the beginning of the pandemic. Since the start of lockdown, the region has seen on average a new
billionaire every two weeks (Ruiz, 2020). It is too early to say how the pandemic will affect the somewhat
broader category referred to as high net-worth individuals (HNWI).° The World Wealth Report 2020 shows
that while the growth of global wealth stalled in 2018-2019, the number of HNWIs increased by 8.6%.
In the United States, the number of HNWIs shot up by a record 11%. The number of Latin American
HNWIs also increased in this low-growth period, although by only 2.7%. The report notes that despite
a dwindling global economy due to COVID-19, financial markets could prove resilient and boost the
global outlook for HNWIs (Capgemini, 2020). Thus, although the recovery of Latin American stock
markets has been slow and uneven since they plummeted in March-April 2020, the effect on the
highest incomes may not be severe.

At the same time, according to International Labour Organization (ILO) figures for June 2020,
unemployment had risen sharply due to COVID-19, leaving an unprecedented 41 million Latin Americans
unemployed (ILO, 2020a). While unemployment during previous crises in Latin America has affected the
middle classes, unemployment arising from COVID-19 has particularly harmed the poor owing to the
nature of their work (Busso and Messina, 2020). Less than 10% of the poorest 40% of Latin Americans
are able to work from home, either because they lack access to communication technologies or because
their jobs require physical presence (Delaporte and Pefa, 2020). Early research from Spain and the

6 Gneiting, Luisani and Tamir (2020) draw on the S&P Capital IQ platform: an investor-grade financial analysis database, corroborated
as necessary with a careful analysis of annual and quarterly financial reports of the companies.

7 The companies are Exxon Mobil, Total, Shell, Petrobras, Chevron and BP. See Coffey and others (2020).
8 See also Ruiz (2020).

9 These are defined as individuals having investable assets of US$ 1 million or more, excluding primary residence, collectibles,
consumables and consumer durables.
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United States that can be applied to Latin America shows two main trends (Aspachs and others,
2020; Béland, Brodeur and Wright, 2020). First, there was an increase in the unemployment rate and
a decrease in working hours and labour force participation. Second, the negative impact was greater
on younger workers, migrants and less educated workers. Both trends will heighten labour market
inequalities (Béland, Brodeur and Wright, 2020). In Latin America and the Caribbean, ILO estimates that
the loss of working hours in the third quarter of 2020, relative to the fourth quarter of 2019 is 25.6%.
This is accompanied by a steep drop in labour income for the first three quarters of 2020, with a loss
of 19.3% as a percentage of labour income and 10.1% as a percentage of gross domestic product
(GDP) (ILO, 2020b).

COVID-19 has also had a deleterious effect on small and medium-sized enterprises (SMEs) and
particularly microenterprises. Early data from ECLAC suggested that 7.1% of small businesses and
20.7% of microenterprises would close before the end of 2020 (ECLAC, 2020b). Later data from OECD
suggest that the number will be much higher. While 38% of SMEs in Latin America were closed during
the first half of 2020, 27% of these remained closed by end-June (OECD/Facebook, 2020).

In previous crises, the establishment of SMEs has been a “survival strategy” (Mungaray Lagarda
and others, 2015). SMEs in Latin America are also considered to be particularly capable of adapting to
adverse conditions, i.e. during crises (Bernal and Michel, 2016). However, strict lockdown measures
and plummeting demand for goods and services have prevented SMEs from overcoming their main
challenge in times of crisis, which is their generally low liquidity (OECD/Facebook, 2020).

While it is still too early to draw firm conclusions, the above data suggest that wealth is being
transferred upwards, from lower income segments to high income groups, and particularly to the very
top income earners and wealth holders. This will probably deepen inequality. However, it is also possible
that wealth will shift from one elite group to another.

V. Elite shifts as a result of COVID-19?

The upward transfer of wealth has not been even across sectors. The quarantining of millions of people
across the region and closure of hundreds of shops have benefited digital platforms. In Argentina,
two major companies —Mercado Libre and Globant— saw their stock prices increase. In the case of
Mercado Libre, the stock price soared from US$ 602 in August 2019 to US$ 1,277 in August 2020
(see table 2) and its sales were up by 45% compared with 2019 (Ventrici, Krepki and Palermo, 2020).
Globant’s stock price, for its part, aimost doubled year-on-year. Some of Brazil's major online-based
companies, such as PagSeguro Digital and StoneCo Ltd, also performed well, with share prices gaining
in value since the beginning of the pandemic (Kitchener, 2020).

Argentina and Brazil: variation in digi?g{eplzatforms’ stock prices, 2019 and 2020
(Dollars)
Company Stock price on 26 August 2019 Stock price on 23 March 2020 Stock price on 27 August 2020
StoneCo Ltd (BRA) 30.51 19.89 50.56
PagSeguro Digital Ltd (BRA) 50.30 14.95 4419
Mercado Libre (ARG) 602.62 457.65 1201.40
Globant (ARG) 92.892 73.50 177.00

Source: Prepared by the authors, on the basis of National Association of Securities Dealers Automated Quotations (NASDAQ),
“Stocks” [online] https://www.nasdag.com/market-activity/stocks, and New York Stock Exchange (NYSE), “Listings
Directory” [online] https://www.nyse.com/listings_directory/stock.

@ This value corresponds to 28 August 2019.
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The pandemic has also increased governments’ dependence on —and thus the potential
influence of — specific companies. From the outset, the Argentine Government worked hand in hand
with Big Tech companies such as Amazon, Microsoft and Google, as well as Globant and Mercado
Libre in order to use their data to try to control the nationwide spread of the virus (Ventrici, Krepki and
Palermo, 2020). Two of these initiatives include a digital dashboard to track available beds and respirators
in the country’s hospitals and a mobile health application called Cuidar that allows users to carry out
self-diagnosis, trace contacts and access movement permits. The dashboard was developed in record
time by Globant and the North American company, Salesforce, while the application was developed
through a multi-partner project led by the Secretariat of Public Innovation. However, the government
is completely dependent on the partner companies for the continued operation of the application
(Ventrici, Krepki and Palermo, 2020). Indeed, the increasing wealth of the tech companies, combined
with government dependence on these platforms, will reduce the chances of implementing a digital
tax as proposed by civil society and international organizations (ECLAC, 2019).

The digital economy is booming in the region on the back of the pandemic, with news reports
projecting that it will represent 40% of the regional GDP by 2022 (Mari, 2019). However, by their very
nature, these digital economies economies tend to concentrate resources in few companies. Early data
show that economic winners of the pandemic are biotechnology, pharmaceutical, medical and Internet
retail companies (Sokol and Pataccini, 2020).

On the other hand, economic shutdowns reduced exports, remittances and tourism —three key
sources of income and wealth in the region. First, according to data from the first quarter of 2020,
export values in Latin America fell by 3.2% as the economic contraction led to sharp declines in the
prices of oil (-32.0%) and copper (-11.9%), with soybean and coffee prices also down by 2.2% and
4.4% respectively (Giordano, 2020). Second, there has been a decline in remittances. Preliminary data
show that remittances were 17% lower in April 2020 than in the year-earlier period in countries that rely
heavily on remittances, such as Colombia, the Dominican Republic, El Salvador, Guatemala, Honduras
and Mexico (Noe-Bustamante, 2020). The impact on the relationship between elites could be severe
in Honduras and El Salvador, for example, where remittances accounted for approximately 20% of
GDP in 2019, and business groups have adapted their strategies to capture them (Bull, Castellacci
and Kasahara, 2014; Rocha, 2008). Third, the collapse in tourism may cause total GDP growth in
the Caribbean and Latin America to fall by 8 percentage points and 1 percentage point, respectively
(ECLAG, 2020c). This will weaken elites in the service sector.

An elite shift of a completely different nature could result from the strengthening of military elites
thanks to their role in maintaining control over the population during lockdown measures. Such a shift
has occurred in countries like Nicaragua and El Salvador, as well as in Colombia, the Plurinational
State of Bolivia, Chile and the Bolivarian Republic of Venezuela. In some cases, this may translate into
increased military control over the economy. For example, there has been an increase in extortion in
the Bolivarian Republic of Venezuela amid the COVID-19 pandemic (De Jesus, 2020). Acts of extortion,
whether committed by gangs or groups with military connections, are known to have led to the takeover
of small businesses by armed groups (Bull, 2020). Further strengthening of the economic role of military
elites is therefore possible.

In sum, the pandemic may cause a shift in the control of resources. Elite groups in technology,
the pharmaceutical and health care industries and the digital economy will gain, while those who own
shopping centers or benefit from exports, remittances and tourism —who traditionally were at the
top— may now need government support to keep their businesses in operation.
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VI. Elite and government reactions to redistribution
during the COVID-19 pandemic

As mentioned above, the historical literature suggests that the nature of the pandemic, the type of
institutions and income distribution determine whether elites accept or reject increased distribution of
resources and the establishment of new institutions. It is too early to ascertain the willingness of elite
groups to transform institutions amid the current pandemic. ECLAC data on the economic measures
implemented by governments in response to COVID-19 as of September 2020 show that one third of
these measures have been business-oriented policies (see figure 1). The emphasis on such policies
is particularly strong in countries with pro-business governments, such as Brazil, Chile and Colombia.

Figure 1
Latin America (18 countries): economic measures implemented to address the COVID-19
pandemic, by type of measure and country, March-September 2020
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However, it is likely that the content of these policies or the extent to which they result from
elite pressure, vary. In the following paragraphs, drawing on Bull and Aguilar-Steen (2019), Cardenas,
Robles Rivera and Martinez-Vallejo (2020), Robles Rivera (2014), Sanchez-Ancochea and Puig (2013)
and Segovia (2005), we explore elite reactions during COVID-19, focusing on Central America, a region
in which the elites have had recognized influence (see table 3). An early comparison of elite group’s
responses to policies to address the pandemic suggests a high correlation between the responses
and their access to government as well as ethnicity (Pérez-Sainz, 2016; Sanchez-Ancochea and
Martinez-Franzoni, 2020). In Guatemala and Honduras, elite networks and family-owned diversified business
groups have played a crucial role shaping the political agenda (Bull, Castellacci and Kasahara, 2014). In
these countries, elites have historically been severely opposed to tax reforms and any State expansion,
despite recent recognition of the importance of State institutions (Bull and Aguilar-Steen, 2019). As a
result, tax levels are still the lowest in Latin America (OECD and others, 2020). During the COVID-19
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crisis, rather than promote institutional changes, governments have relied on corporate philanthropy
to cope with the lack of medical supplies and food provision shortages (Cardenas, Robles Rivera and
Martinez-Vallejo, 2020). Examples include the opening in July of an early care and stabilization centre
for COVID-19 patients by the Honduran Council of Private Enterprise (COHEP), in association with the
Municipality of the Central District and the inauguration in September of the Hospital de Santa Lucia
Cotzumalguapa in Guatemala, with donations in kind (construction site and medical equipment) from
the Guatemalan Sugar Association (ASAZGUA) (Mutz, 2020). Similarly, in Mexico, business magnate
Carlos Slim offered to fund the production of the vaccine under development by the University of Oxford
and AstraZeneca for the Mexican market (El Heraldo de México, 2020). Instead of strengthening State
capacities, these urgent and necessary actions have increased elites’ bargaining power.

Table 3
Central America (5 countries): proposals and actions adopted by elites in response
to the COVID-19 pandemic

Country Type of relationship with government Key proposals and actions
El Salvador Detachment Corporate philanthropy
Tax reductions
Opposition to lockdown

Honduras Capture Corporate philanthropy
Tax reductions
Foreign funding

Costa Rica Collaboration Tax reductions

Restructuring of public employment

Reduction of social security contributions
Guatemala Capture Corporate philanthropy

Tax reductions

Foreign funding
Nicaragua Detachment Value added tax exemptions

Foreign funding

Humanitarian fund

Source: Prepared by the authors, on the basis of Cardenas, Robles Rivera and Martinez-Vallejo, “Elites empresariales y desigualdad
en tiempos de pandemia en América Latina”, Revista Espariola de Sociologia, vol. 29, No. 3, 2020.

In the neighbouring countries of El Salvador and Nicaragua, the pandemic may rather accelerate
ongoing elite shifts whose outcomes remain highly uncertain. The co-government pact between the
traditional Nicaraguan elite and the family of President Ortega (Spalding, 2017) was broken in 2018
when protests against a pension reform were met by mass repression and human rights violations.
Nicaraguan elites have sought new channels of communication with the Ortega family, including during
the pandemic, but without success. A similar scenario has shaped elite reactions to the pandemic in
El Salvador. While, historically, Salvadoran elites played a crucial political role (Robles Rivera, 2017;
Segovia, 2005), since the beginning of the crisis, President Nayib Bukele has publicly confronted the
elites, leading to a public outcry of business associations against the lockdown measures implemented
by the government (Cardenas, Robles Rivera and Martinez-Vallejo, 2020).

In Costa Rica, elites’ reactions have been shaped by their access to and collaboration with
the government and a centre-right congress.'® The Alvarado administration appointed prominent
businesspeople to oversee the economic sector (Cardenas, Robles Rivera and Martinez-Vallejo,
2020). From the very onset of the COVID-19 crisis, elites have actively promoted policies and change
through the national business association, the Costa Rican Union of Chambers and Associations of
Private Enterprise, and an influential philanthropic organization, Horizonte Positivo. They have sought
agreements to ease business regulation procedures (tramitologia) (Murillo, 2020), advocating austerity

10 According to data from the Parliamentary Elites of Latin America Project (PELA, 2018), on average the political parties elected
to congress in the period 2018-2022 can be described as “centre-right” based on their ideological self-placement and position.
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measures and smaller government, while rejecting new taxes (UCCAEP, 2020). This suggests that in
countries where elites are highly cohesive and have control over resources, they seek to supervise
public authorities rather than challenge them.

VII.Conclusions

It is now relatively clear that COVID-19 will be far from the “great equalizer” it was thought to be initially.
The pandemic will increase poverty and will strike the lower-income strata more harshly than the middle
classes owing to the different nature of their work. The big question now is how COVID-19 will affect
wealth and income inequality in the future.

Latin America is characterized by high inequality of income as well as wealth. The period between
2003 and 2014 saw an improvement in income distribution, but no improvement in the distribution of
wealth. The mechanisms that led to improvements in income distribution also proved unsustainable,
partly for economic, but mainly for political reasons. The means introduced failed to produce positive
feedback effects and long-term reforms and, in some cases, created strong opposition among elites
(Chiasson-LeBel and Larrabure, 2019).

The historical literature suggests that pandemics can create the conditions for improved distribution
if they serve as a “critical junct