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LAC: INEQUALITY AND
LOW GROWTH AS
STRUCTURAL ISSUES




Economic growth in LAC has been

mediocre and highly volatile..
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FOUR ECONOMIES
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GLOBAL GDP
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Behind this is a growth model based primarily on

factor accumulation rather than productivity

Decomposition of per capita output growth,
LAC, 1062-2017, annualized, 7%
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Inequality levels remain persistently high, with LAC

countries among the most unequal in the world

Gini coefficient of household consumption by region
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While inequality declined in the early 2000s (driven

largely by growth & social spending)..
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Conditional wage gaps by skill in Latin America
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DISTORTIVE ELEMENTS
IN DESIGN OF SOCIAL
VIOLENCE PROTECTION SYSTEMS
AND LABOR MARKET
REGULATIONS

CONCENTRATION OF
POWER




THE FUTURE
IS NOT WHAT
IT USED TO BE




While LAC represents 9% of the world population, 27% of

deaths globally

Total confirmed cases of COVID-19 by region Total COVID-19 deaths by region
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Source: Own elaboration using Our World in Data



Recovery is not growth

Real GDP (Percent change from previous year)
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In 2022, LAC Is expected to grow at 2.4%,

but across countries high variance in growth
projections
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In 2021, many
LAC countries
experienced

inflation rates
significantly
above targets

LAC, price pressures
(Interannual inflation rates)
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Source: Own elaboration, based on central bank data.
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80 %

LAC's Debt/GDP
ratio has been

70 %
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ADDRESSING INEQUALITY
REQUIRES RETHINKING
THE SOCIAL CONTRACT




Three characteristics for a social
contract to be stable

BE PERCEIVED
AS FAIR
BY ALL ACTORS

BE SUSTAINABLE
(ECONOMICALLY,
SOCIALLY,
ENVIRONMENTALLY)

BE SUCH THAT IT INDUCES
VOLUNTARY COMPLIANCE
(PEOPLE WILLINGLY ABIDE BY
THE RULES, IT IS AN
“EQUILIBRIUM")



One bul
soclal conr

ding block of a renewed

tract, which helps manage
risk collectively is social protection




There is little redistribution through the fiscal system in LAC
Gini indices before and after taxes and transfers, circa 2014
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Today, fiscal
systems in LAC

redistribute very -
little
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The region’'s current social
protection policies do not
do enough to protect
iInformal workers or low-
Income households

against risks, redistribute
Income toward the poor,
or incentivize productivity
growth.

Population legally excluded from contributive social
security systems, employment stability and minimum wage.

Share of labour force de facto excluded
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Social insurance and social assistance are complements and

not substitutes in a working social protection system

Social insurance
(division by labour status; laws and enforcement)

. Income transfers
Social Non'poor I I through unbundled
assistance in-kind or in-cash
(division by T programmes,

. . financed from
income level, \L general revenues
targeting and at times
methods) m m Vi conditioned on
some behaviour.
Bundled CSI programmes, Unbundled NCSI programmes,
in turn bundled with minimum sometimes conditioned on
wage and regulations on income level. Financed from
job stability. Benefits tied to general revenues, with benefits
Source: Levy (2021). Background Paper - IRDH wage-based contributions. untied from contributions.

PNUD LAC 2021.



Social protection as a fundamental entry

point to collectively manage risk

Given political incentives for short-term solutions, policy responses tend to be
fragmented and ineffective—and in some cases, can even end up deepening
existing distortions.

Only by addressing the complexity of the interactions between the core variables
that underlie the trap's perpetuation will the region ultimately be able to break this
cycle.

While there are many different possible entry points, universal social protection
systems are a key solution for to jointly addressing many of these different
elements.



L AC needs to move towards social

protection systems that are:

This requires that:

« All the population exposed to a given
risk needs to be covered through the
same program.

« The source of financing should be the
same for each program, based on the
type of risk covered.

« When programs provide In-kind

FISCALLY benefits, quality should be the same for
SUSTAINABLE L




s it possible?: it depends on the quality
of governance: An infinity loop
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Channels for change
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