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“A Crisis Like No Other”

COVID-19 pandemic hit LAC hard...

Total COVID-19 Deaths
(Per million)
700

600 -
500 -
400 -

300 F European
Union

200 r Latin America and

100 F the Caribbean

Feb  Mar Apr May Jun Jul Aug Sep

0

New COVID-19 Deaths
(Per million; 7-day moving average)

European
[ Union . . .
United Latin America and

the Caribbean

o =~ N W » O O N 00 ©
T

Feb Mar Apr May Jun Jul Aug Sep

Sources: Johns Hopkins University; and IMF staff calculations.
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... together with strong external shock...

LA7: Trading Partners Real GDP Growth
(Year-over-year percent change; weighted by exports)
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... leads to policy response ‘“like no other”
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Recovery from historic economic contraction in 2020 is
expected to be partial and uneven

Latin America and the Caribbean: Real GDP Growth

(Percent, year-over-year)
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Sources: IMF, World Economic Outlook database; and IMF staff calculations.

Note: PPP GDP-weighted average. South America excludes Guyana and Suriname. Green/red denotes
upward/downward revision compared with the April 2020 World Economic Outlook forecasts.
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GDP not expected to reach pre-crisis levels until 2023, due to
withdrawal of support and scarring
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Risks and Policy Challenges

\/

< “Pandemic persistence clouds the recovery”, high uncertainty
» Testing and tracing
» Pandemic fatigue

< Higher public debt:
» Space to extend support
» Sustainability”? Financing pressures?

< Higher corporate leverage:
» Who’s viable, solvent?
» Scarring
» Financial Stability



COVID-19 in Latin America and the Caribbean
A High Toll on Lives and Livelihoods
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Key Questions

“» Has the evolution of the COVID-19 pandemic been different in
LAC compared to other regions?

“* What factors contributed to the partial ineffectiveness of
lockdowns in LAC?

“* What impact has the pandemic had on growth?



High toll on lives and livelihoods in LAC
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Despite early and stringentlockdowns, LAC countries have some
of the highest case and death counts in the world

The lockdowns in LAC were implemented early in the pandemic Nonetheless, LAC countries have some of the highest case and
and have been more stringent than elsewhere death counts to date in the world
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Source: Our World in Data database. Sources: Johns Hopkins University; and IMF staff calculations.

Note: Data are as of September 28, 2020. Note: Data are as of September 28, 2020.



Early lockdowns in LAC helped prevent “forest fires” but
COVID-19-related deaths were nevertheless very high

... but not fully effective in containing the total number of cases

The early and stringent lockdowns in LAC were successful in
and deaths, resulting in a “slow burn”

preventing an explosion of daily cases and deaths...
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Sources: Sources: Johns Hopkins University; and IMF staff calculations.
Note: Data as of September 28, 2020. calculations.
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Labor market structure, government effectiveness and
“confinement fatigue” help explain the high death toll

These charts plot the response in cases growth to a shock in the Oxford stringency index for separate subsets of the sample

High degree of informality ... ... and low government effectiveness
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Both the lockdowns and the fear of contagion contributed to a
significant economic contraction
(but the importance of these factors has diminished over time)

Growth and Pandemics
(Dependent variable is year-over-year growth rate of monthly activity in the first six months of 2020)

Stringency -0.264" -0.2317 -0.348™ -0.336"
-0.026 -0.032 -0.057 -0.065
New Deaths -18.881" -16.586 " -16.884"
-4.5 -4.349 -4.46
New Deaths*T 3.2917 2.7917 2.835
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Stringency*Tourism -0.001
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Source: IMF staff calculations. Sample: ARG, BRA, CHL, COL, CRI, DOM, ECU, SLV, GTM, HND, MEX, NIC, PAN, PRY, PER, URY.
Note: Includes data for 17 countries in the region. *p < 0.1; **p < 0.05; ***p < 0.01
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Reopening remains risky given low preparedness
(few and scattered improvements in testing)
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and Beatriz Kira (2020). Oxford COVID-19 Government Response
Tracker, Blavatnik School of Government.

However, expanding testing capacity in LAC
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has proven challenging

Tests over 100,000 People
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IMF staff calculations.
Note: Data as of September 28, 2020.
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Latin American Labor Markets
during COVID-19
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Key Questions

“* How did labor markets in LAC fare compared to other
countries?

“* Who suffered most from LAC’s labor market adjustments?

“<* How many Latin Americans were at risk due to the pandemic?

14



LAC employment fell more steeply than

Employment declined sharply in April, and
started recovering in June
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Source: Haver Analytics; national authorities; and IMF staff calculations.

Note: Data for Brazil, Chile, and Peru (Lima) have been transformed to
reflect monthly employment.

LAC’s employment decline was larger than the
one observed in AEs and in other EMs
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Sources: Haver Analytics; national authorities; and IMF staff
calculations.

in AEs, other EMs

Those who remained employed experienced
large contractions in effective hours worked

Reduction in Hours Worked
(Percent change; February to June 2020)
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Sources: National statistics agencies; and IMF staff calculations.



The burden of COVID-19 fell disproportionately on specific

Employment losses were larger among

informal workers...

m Formal

m Informal

Employment Changes by Formality
(February to June 2020; percent)
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Sources: National authorities; and IMF staff calculations.
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Structural factors made LAC labor markets ex-ante
vulnerable to the COVID-19 shock

Share of contact-intensive sectors is larger in
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Sources: Dingel and Neimann (2020) except for Peru and Colombia; International Labour Organization (ILOSTAT) database; National Labor Surveys and

LAC than ROW...
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Informal workers were substantially more
exposed to potential lockdowns
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Teleworkability by Informality
(Percent of employed pre-COVID)
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Sources: Dingel and Neimann (2020); International Labour Organization
(ILOSTAT) database; and IMF staff calculations.
Note: Teleworkability is based on Dingel and Neiman (2020
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Combining these factors to compute employment at risk
fundamental equations of the accounting framework

L)

*

Follow an adapted version of the framework proposed by Alfaro et al. 2020, which
combines sectoral, occupational, and firm characteristics to compute employment at
risk.

L)

*

Probability that worker i loses her job: ;e = min{1, (SShock;; + DShocks) x AD}

L)

*

Supply shock: SShock; = S;; * min{1, (1 — T;) * Highcontact;} » min{1, Locks + Lup,; + Ldown,}

L)

*

L)

inalsales urchases;. .
Demand shock: Dshock, = Dloss, * f >+ E Dloss; * P ot
grossout grossout

JEN

B 1
 1—MPC

L)

*

Aggregate demand shock: AD

L)
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A large number of Latin American jobs were at risk due to

Employment at risk in LAS during the
lockdown was close to 75 million, mostly

informal workers
100

Employment at Risk in LA5 Countries:
By Formality Status

80 - mFormal m®Informal :

2020:Q2 Selective
reopening

Advanced
reopening

Source: IMF staff calculations.
Note: LA5 = Brazil, Chile, Colombia, Mexico, Peru.

the pandemic...

Small firms are most vulnerable to the shock,
but medium-sized firms take longer to recover

100
Employment at Risk in LA5 Countries:
By Firm Size
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Source: IMF staff calculations.
Note: LA5 = Brazil, Chile, Colombia, Mexico, Peru.

Inter-sectoral links play an important role,
especially during the lockdown phase

100

Contribution of Supply and Demand Shocks
and Input-Output Linkages

80 B
m Full effect

m Demand only m Supply only

m Direct effect

2020:Q2 Selective
reopening

Advanced
reopening

Source: IMF staff calculations.
Note: LA5 = Brazil, Chile, Colombia, Mexico, Peru.



... more so than value added, a fact that is consistent with
2020:Q2 data

Employment at risk is larger than value added Employment fell more steeply than GDP, another break from the past
at risk, especially in the early phases

45 101 105
Employment and Value Added at Risk in LA5 Previous Recessions COVID-19 Recession
40 - Countries (percent of pre-COVID levels) (Index: Peak quarter = 100) (Index: 2019:Q4 = 100)
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Sources: Haver Analytics; Sources: Haver Analytics; national authorities; and IMF staff Sources: Haver Analytics; national authorities; and IMF staff

Note: Simple average of LA5 (Brazil, Chile, Colombia, Mexico, Peru). calculations. calculations.



Fiscal Policy during COVID-19
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Key Questions

“* What was the size and composition of announced fiscal policy
packages to respond to COVID-19 in Latin America and the
Caribbean?

“* What were the implications of these policy packages for growth
and public finances?

“* What are the appropriate fiscal strategies to follow as
economies partially reopen and over the medium-term?
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Fiscal support included a broad range of measures, which
varied Iin size and composition across countries

Announced Above-the-line Discretionary Fiscal Measures

(Percent of GDP)
10
m Other measures®
m Direct support for households
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m Support for the health system
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Sources: National authorities; and IMF staff calculations.

Note: Does not include tax deferrals and anticipation of benefits, which typically have small effects
on an annual basis.

1In Peru, this includes mostly capital spending, while in Brazil it mostly includes support to local governments.

Announced Below-the-line and
Off-Budget Discretionary Measures
(Percent of GDP)
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Sources: National authorities; and IMF staff calculations.

Note: Below-the-line measures include loans, equity injections, asset purchases or debt

assumptions. Off-budget measures refer to the incurrence of contingent liabilities including

guarantees and quasi-fiscal operations. For most countries, the loan guarantees include the total

potential amount of loans covered by the guarantees; for Chile and Colombia, the amount

corresponds to the capital committed for such purposes. 23



Announced measures are estimated to have prevented a
more severe downturn

WHDMOD Model Simulations of Above-the-line Measures Effects of Below-the-line and Off-budget Measures
(Percent deviation from baseline) on Real GDP
(Percent deviation from baseline)
6 2.5
——Real GDP level (percent difference)
—— Government debt (percent of GDP difference) ® Min-max range
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1.0 -
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2019 2020 2021 2022 2023 2024 2025 Total Off-budget Below the line
Sources: IMF, World Economic Outlook database and IMF staff calculations. Sources: National authorities; and IMF staff calculations.
Note: Includes Argentina, Bolivia, Brazil, Chile, Colombia, Dominican Republic, Guatemala, Note: Below-the-line measures include loans, equity injections, asset purchases or debt
Jamaica, Mexico, Peru, Uruguay. assumptions. Off-budget measures refer to the incurrence of contingent liabilities including

guarantees and quasi-fiscal operations.
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Source: : IMF, World Economic Outlook database.

Legacies of the pandemic: high debt levels as a resulit of
large deficits and growth collapse

General Government Debt
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Source: : IMF, World Economic Outlook database ad IMF staff
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Note: Simple average of Brazil, Chile, Colombia, Mexico, Peru.




Fiscal policy after the “Great Lockdown” will hinge on
available fiscal space

Fiscal Policy at Different Stages of the Pandemic

f—

Healthcare Response
Containment and mitigation measures

Ernergency Lifelines
Supportfor affected people and firms
|
Existing Ao matic Stahilizers:
Frogressive taxes, unemployment benefils, S5H=

Fisz= Stirmalus, i fiscal space awailable

Euild Euffers;
Structural R=forms

Tirne

Sources: October 2020 Fiscal Monitor; and IMF staff calculations.
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Corporate and Financial Risks
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Key Questions

“* How has the performance of nonfinancial corporations in Latin
America been affected so far?

“» What could happen to corporate debt-at-risk in an adverse
scenario?

“* What is the expected impact on the capital positions of the
major banks in Latin America under the WEO baseline
scenario... adverse?

28



Corporate performance has weakened, especially in 2020Q2, and
could worsen further in 2021 in an adverse scenario

Profitability has continued to decline... ... while corporate leverage has increased The share of debt at risk has doubled in 2020,
and could increase further in 2021

12 50 60
Corporate Profitability in Latin America Corporate Leverage in Latin America Share of Corporate Debt at Risk in LA
(Return on assets; percent) 45 | (Debt to assets; percent) (Percent; share of corporate debt with an ICR < 1)
10 -
40 |
8 L.
35 ¢
6 M 30 L
4 - 25
5 | 20 -
15 +
0
10 |
2 2
_4 0 | | | | | | | | | | | | | |
200607 08 09 10 11 12 13 14 15 16 17 18 19 20 200607 08 09 10 11 12 13 14 15 16 17 18 19 20 2019 2020 2021
Sources: Bloomberg Finance L.P.; and IMF staff calculations. Sources: Bloomberg Finance L.P.; and IMF staff calculations. Source: IMF staff calculations.
Note: Median of the nonfinancial corporations of Argentina, Brazil, Chile, Note: Median of the nonfinancial corporations of Argentina, Brazil, Chile, Note: 2021 refers to the adverse scenario. ICR = interest coverage ratio.
Colombia, Mexico, and Peru. Shaded area refers to the 25th/75th Colombia, Mexico, and Peru. Shaded area refers to the 25th/75th
percentile range. percentile range.
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Despite these trends, banks remain resilient as they
entered the pandemic in a relatively strong footing

Banks’ capital levels were adequate at end-2019...

Capital Adequacy Ratio
(Percent)

EM median, 2019

m 2008 mDecember 2019

Brazil Chile

Colombia

Mexico Peru

Uruguay

Sources: IMF, Financial Soundness Indicators database; national authorities; and IMF staff
calculations.
Note: Total regulatory capital to risk-weighted assets.

... and have remained adequate in 2020:H1, but provisioning
has increased, while profitability has declined

Financial Soundness Indicators

(Percent)

Capitalization
Regulatory capital to
risk-weighted assets

Loan Loss

Loan loss provision to non-
performing loan ratio

Profitability

Return on equity

Percentage point
change since

Percentage point
change since

Percentage point
change since

December 2019 December 2019 December 2019

Latest (decrease = red) Latest (decrease = red) Latest (decrease = red)
Brazil 16.3 -0.8 205.1 26.3 14.7 -3.3
Chile 134 0.6 9.4 -6.8
Colombia 16.6 -1.0 152.9 10.5 15.3 -2.0
Mexico 16.5 0.5 164.7 17.7 12.8 -7.8
Peru 15.5 0.9 184.5 354 10.8 -7.0
Uruguay 18.6 1.5 64.7 4.6 26 3.1

Sources: IMF Financial Soundness Indicators; national authorities
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Banks’ capital positions would deteriorate under adverse
scenario, with heterogeneous effects

Under the WEQ baseline scenario, bank In an adverse scenario, banks’ capital ... but about 75 percent of banks (by assets)
capital ratios would decline but remain above positions deteriorate significantly... would be able to maintain the CET1 ratio
regulatory minima above 4.5 percent
CET1 Capital Ratio (ROA Model, Baseline Scenario) CET1 Capital Ratio (ROA Model, Adverse Scenario) Distribution of Bank Assets by CET1 Ratio under the Adverse
(Percent) (Percent) Scenario (Percentage share of sample banks in each jurisdiction)
20 20 120
m < 4.5 percent < 8 percent m> 8 percent
18 18
16 16 100 -
14 14
80 -
12 12
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8 8
6 6 40 | 21 banks
41" (4.5%) l J_ 4" (4.5%)
2 2 20 -
0 0 18 banks
-2 ) 0 anks
2019 2020 2021 2019 2020 2021 2019 2021
Source: IMF staff calculations. Source: IMF staff calculations. Sources: IMF staff calculations.
Note: Excludes outliers. CET1 = common equity tier one; ROA = return Note: Excludes outliers. CET1 = common equity tier one; ROA = return Note: CET1 = common equity tier one.

on assets. on assets.




Thank You

https:/www.imf.org/en/Publications/REO/WH/Issues/2020/10/13/regional-
economic-outlook-western-hemisphere
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