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Preface

COVID-19 has reshaped the world and radically changed the way people, institutions
and systems function. Pre-existing economic, social and institutional vulnerabilities
have aggravated the impacts of the crisis, especially on less developed and emerging
economies and on their vulnerable populations.

Southern Voice has partnered with both member and non-member think tanks across
the Global South to generate evidence of the pandemic's impact in distinct contexts.
Through this research programme, teams have produced evidence-based analyses that
embody perspectives of the Global South.

Three core themes guided this research initiative: social impact, economic and fiscal
recovery, and accountable and inclusive institutions. It puts forth evidence-based policy
solutions and recommendations to mitigate the middle and long-term challenges of the
crisis and to inform a better and sustainable recovery.

The present study focuses on the estimated impacts of COVID-19 on poverty and
inequality in Guatemala, Honduras, and El Salvador. Using a microsimulation approach,
the paper explored the distributional impact of the health crisis on income losses, as well
as how efficient emergency response programs were in the three countries. We hope
that this joint publication by Southern Voice, FUSADES, and the Commitment to Equity
Institute (CEQI) will be useful in crafting appropriate responses to confront the medium-
to-long-term challenges presented by the pandemic.

Debapriya Bhattacharya, PhD

Chair, Southern Voice

and

Distinguished Fellow, Centre for Policy Dialogue (CPD)
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Abstract

This study used a microsimulation approach to examine the estimated impacts
of COVID-19 on poverty and inequality in Guatemala, Honduras, and El Salvador. The
analysis considered the entire household income distribution and contemplated among
all scenarios two possible extremes: “"concentrated losses" and "dispersed losses". Safety
net programmes implemented in the three countries were insufficient, even though they
helped to prevent greater losses. Findings suggest that El Salvador was the most affected
among the three countries. Evidence shows a deterioration from the pre-pandemic status
or baseline after comparing the situation before and after the new safety net measures
were implemented. Thus, it is possible to conclude that the programmes alone did not
substantially improve the conditions that existed prior to the COVID-19 crisis.
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The impact of the COVID-19 crisis, and its emergency
response programmes, on poverty and inequality in
Guatemala, El Salvador, and Honduras

Jose Andrés Oliva
Carolina Alas de Franco
Maynor Cabrera
Cristina Carrera
Patricio Larroulet

Introduction

This study estimates the poverty and inequality effects of COVID-19 in Guatemala,
El Salvador, and Honduras. It further examines how the new safety net programmes
implemented in response to the COVID crisis, have helped to mitigate the social impacts
of the pandemic.

Before COVID-19, the people living in these countries were already suffering some of
the worst conditions of social vulnerability, human development’, and violence? in Latin
America due to their weak public systems?. Subsequently, COVID-19 hit Latin America hard
on two fronts: the pandemic itself and the lockdowns put in place to contain the spread
of the virus. Together these shut down a significant portion of the region's economy,
substantially affecting the flow of commerce that is critical to these countries. The result
has been less domestic trade, falling exports, and declining tourism (Lustig & Mariscal,
2020). These conditions deserve special attention, given that the consequences for the
population affect its ability to achieve the 2030 Agenda adopted by the United Nations
(UN) and its Sustainable Development Goals (SDGs).

1 The Human Development Index rankings indicate that out of 189 countries El Salvador's position is 124,
Guatemala's is 126, and Honduras's is 132. See http://hdr.undp.org/en/content/2019-human-development-
index-ranking

2 The homicide rates per 100,000 habitants in El Salvador and Honduras have been among the highest
worldwide, and Guatemala and Honduras have experienced one of the highest rates of firearm-related
homicides. See https://igarape.org.br/en/apps/homicide-monitor/

3 All of the countries have bad performance records in terms of the World Bank Governance Indicators.
El Salvador is in the bottom third for corruption and the rule of law; Guatemala and Honduras are in the
bottom 20% among all countries included in that analysis. See https://datacatalog.worldbank.org/dataset/
worldwide-governance-indicators.
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Specifically, due to the pandemic, by 2030 this part of Central America may be
unable to achieve SDG 1 (no poverty), SDG 2 (zero hunger), SDG 10 (reduced inequalities),
and SDG 5 (gender equality). Hence, it is crucial to assess how the policy responses to
the crisis have helped to offset the negative effects of COVID on peoples' well-being.
The new social protection policies have
the potential to reduce poverty and
inequality. They have been quantitatively

analysed for each of the three countries, Central America
taking a comparative approach.
d P PP g may be unable

The key questions for each of the to achieve the
countries are as follows: 1) What is the 2030 Agenda and
potential impact of the COVID-19 crisis reduce differences

on poverty and inequality? 2) What is the .
poverty quatty between its rural and
potential impact on income movement

and inter-income group mobility? 3) urban areas due to

How heterogeneous is this shock in the pqndemic_

terms of region, gender, rural versus

urban, informality, and ethnicity? 4) Will

the emergency protection measures

implemented by the subject governments be enough to mitigate the impact on poverty
and inequality?

Social protection mechanisms have a role to play in mitigating catastrophes and
addressing macroeconomic shocks, such as those produced by natural disasters and
the aftermath of COVID-19. Properly implementing such mechanisms is especially crucial
when there are limited public resources and governments are unable to sustain their
spending (as in the cases of El Salvador and Honduras), or when tax collection levels are
low (e.g., Guatemala). This aspect is relevant because the COVID-19 crisis has materially
affected tax collection, and the forecasted recovery suggests that it will be slow and
uncertain.

This study used microsimulations to explore the distributional impact of COVID-19
on 2020 income loss. To do this, the impact of the economic recession on household
income was replicated. The results show the amount of income placed at risk due to the
lockdown regulations, identifying each sector that was closed by government decree.

Different income loss scenarios were adopted to assess COVID's impact on poverty

and inequality. Then governmental social safety nets were examined for their effects.
These effects were broken down by the entire population and then for vulnerable

12
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groups in El Salvador and Honduras, (e.g., female-heads of households), and indigenous
households in Guatemala.

According to the International Monetary Fund (IMF), in 2020 the world economy
experienced its worst recession since the Great Depression. In 2020, the Central American
region experienced a contraction of gross domestic product (GDP). The IMF (2020)
estimated that, collectively, the economies of the eight Central American countries would
shrink by 5.8%. Individually, El Salvador's GDP was projected to be -9.0%, Honduras's was
expected to be -6.5%, and Guatemala's was predicted to be -2%:*.

This would negatively affect employment, income, and poverty in these countries,
where the situation was already problematic before the crisis. Even before the pandemic,
these countries lacked the social protection networks needed to cope with the effects of
COVID-19. Further, they had, and continue to have, limited fiscal space within which to
mitigate or neutralise the economic effects of COVID-19.

The analysis performed in this study shows that the lockdown policies aimed at
containing COVID-19 also caused substantial income loss across the populations of these
Central American countries. In this regard, this work is one of the first to produce findings
for these countries, taking a microsimulation approach. The findings suggest that poverty
and inequality, in almost all cases, increased. In addition, in all three countries, most
households considered as vulnerable before the pandemic faced the highest losses.
Concurrently, they had lower income floors to mitigate the shock.

This study shows the estimated impacts of COVID-19 on poverty and inequality
in these countries using microsimulation. First, the assumption is relaxed that all
households experienced equal loss. Then distributional changes are incorporated
into the analysis, applying the methodology of Lustig et al. (2020). The simulation
scenarios show the economic consequences of COVID-19 induced income loss, the
lockdowns, and the restrictions on economic activities. Second, the findings describe the
distributional consequences of the governments' expanded social assistance in response
to the crisis, and the extent to which that assistance offset the effects on poverty.
Quantitative estimates suggest how effective the social safety nets have been, considering
the narrow fiscal margins in each country. Third, the impacts of both the lockdowns
and social assistance are estimated based on race and ethnicity (for Guatemala),
the rural-urban divide, the informal work sector, and gender.

4 The above projections are considered preliminary, while the macroeconomic figures are still subject to
revision.
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There are multiple combinations of possible scenarios. However, the analysis in this study
used two: the share of households losing income and the share of income lost by each
household (i.e., "concentrated losses" and "dispersed losses"). El Salvador experienced
the greatest increase in extreme poverty among the three countries. The concentrated
losses scenario suggested a 9.8% increase in extreme poverty; with 3.3% from among
the moderate poor; 5.6% from among the "vulnerable stratum”; and 0.8% from among
the middle class. In Honduras, there was a 5.5% increase in extreme poverty; with a
2.7% increase from among the moderate poor; 2.1% from among the vulnerable; and
0.7% from among the middle class. In Guatemala, there was a 2.1% increase in extreme
poverty; with 1.1% from among the moderate poor; 0.9% from among the vulnerable
and 0.1% from among the middle class.

Literature review

According to different 2020 estimates, COVID-19 was projected to cause a significant
decline in production in El Salvador, Honduras, and Guatemala (Anglade et al.,, 2020;
Economic Commission for Latin American and the Caribbean [ECLAC], 2020; IMF, 2020).
Among the three countries, El Salvador's economy was projected to experience the deepest
decline (-9%) (IMF, 2020). It currently has the lowest headcount ratio among the three
countries, (25.7% based on the international poverty line, i.e., USD 5.5 purchasing power
parity [PPP] per day), and has registered one of the lowest average rates of economic
growth in Latin America since 2000. The Honduran and Guatemalan economies are
projected to decline by close to -6.5% and -2.0% respectively.

The Inter-American Development Bank (2020) estimated that the number of poor
people in Central America, Panama, and the Dominican Republic will increase by 4.3
million from the effects of the COVID-19 lockdowns during the year 2020. A large share
of the population that is currently classified as vulnerable is likely to fall into poverty. For
example, according to these estimates, poverty in El Salvador will increase by 8% to 10%,
accompanied by deep and unfavourable social mobility. The lack of job opportunities
in the three countries is already leading to population emigration to the United States,
despite the recent harsh immigration policies.

The crisis is expected to affect the population with less access to social safety
nets, such as informal workers living in economic vulnerability or those who are poor
(Busto et. al., 2020). In El Salvador, only 30% of the economically active population
contribute to social security, and in Guatemala and Honduras it is less than 20% (ECLAC,
2020). According to the Organisation for Economic Co-operation and Development
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(20200), informal workers face particular
challenges. Pandemic-generated job loss
equates with lost income, no possibility
of receiving unemployment benefits, and
lack of access to official social protection
measures. Further, the lockdowns prevent
these workers from engaging in activities
that them with
income.

previously provided

Amajorchallenge hasbeen mitigating
the income lost from lockdowns by
identifying and prioritising the households
that are eligible for monetary transfers.

This is especially urgent for informal
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Pandemic
gg generated job

loss equates
with lost income, no
possibility of receiving
unemployment
benefits, and lack
of access to official
social protection
measures.

workers. As Busso and Messina (2020, p. 298) explained, "identifying and transferring
relief income to informal workers has been, and still is, one of the region’'s biggest fiscal
and social challenges in managing the COVID-19 pandemic.” If the transfers do not reach
those affected, even if the resources are available, their effectiveness is lost.
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New social safety net programmes in El Salvador, Guatemala, and
Honduras

Each of the three countries in this study took different social protection measures
to lessen the negative impact of COVID-19 on household income. The main features of
these programmes are summarised in Table 1.

Table 1. COVID-19 new and expanded safety net programmes by country

Country

El Salvador

Guatemala

Program

Monetary
transfer

program

Food aid
programme

Bono familia

Bono al
comercio
popular

Electric subsidy

Amount Amount Fiscal cost

Total
Target population (LCU Millions (USD PPP (% of

2020) 2011 Million) GDP)

Beneficiaries

Vulnerable

households

(mainly gas

subsidy

recipients;

households 300 665
whose electricity

1.4 1200000
-1.5 households

consumption is
lower than 300
KWh per month)
subsidy

Vulnerable 0.6 - 1700 000
35/50 76/110
households 1.2 households

Vulnerable

households

whose electricity

consumption is 2 475 707
1000 253 1.02

lower than 200 households

KWh by month,

or do not have

electricity

100 000
workers

Informal workers 1000 257 0.02

The amount
Households X
o of subsidy
whose electricity
o depends Not
consumption is - 0.05

on the available
lower than 300
KWh by month

household

consumption

16
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Honduras Poor households
Solidaria 3 in six 140 14 0.11 863 780
(food packages) municipalities

Suspended

workers

belonging to
the RAP (private
I Contribution
Aporte Solidario .
Honduras Up to 6 Regime), AHM 6 000 585 0.08 106 636

Temporal
(Honduran
Association of
Magquiladoras)
and the tourism

sector

Honduras Poor households
Solidaria 2 in 292 94 9 0.11 1532079
Descentralizada municipalities

Source: based on data from official information from electronic reports and public information portals

for Guatemala Government (Ministry of Finance, Ministry of Economy, Ministry of Labour), for Honduras
Government (Sefin and public information), and for El Salvador (Ministry of Finance, Ministry of Agriculture
and Livestock, The National Comptroller Institution).

El Salvador

By August 2020, El Salvador had implemented two social assistance programmes
to help the families whose income had been affected by COVID-19, named the “cash
transfer programme"” and the "food aid programme”. The monetary transfer (USD
300 per family) began on 28 March 2020 and ended (for the most part) in April 2020.
A total of USD 350 million® was distributed to 1,200,000 householdse®.

he families were initially selected from the Ministry of Economy's database for gas
subsidy beneficiaries’. Filters were then applied to this database to identify the households
with no regular salary, but a partial or complete loss of income. The Secretariat for

5 The controller institution report presented to the Legislative Assembly of El Salvador (3 May 2020) indicated
that USD 350 million was distributed to families; however, data from the Fund for Civil Protection, Prevention
and Mitigation of Disasters and from the Ministry of Treasury show that the cost of this programme was
USD375 million. The difference could be due to logistics costs. The Ministry of Agricultural and Livestock
report to the Finance and Special Budget Commission of the Legislative Assembly, 13 July 2020.

6 As a reference, according to the EHPM 2019 there were 1,938,530 Salvadoran households in that year.
7 The gas subsidy beneficiaries are intended for households where the electricity consumption is less than

200 kWh per month and its inhabitants are poor. This database has been enhanced over the years, but
there are still errors of exclusion and inclusion.
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Innovation of the Presidency selected the families, and the Ministry oversaw the delivery
of aid. Subsequently, another 1.5 million claims were identified, and 85,000 persons were
added to the list of beneficiaries. Field visits were later instituted to identify poor families
that were not in the gas subsidy database.

There were complaints over the selection and distribution process. In some cases,
more than one household member received a transfer. A report from the National
Comptroller Office identified 100,000 beneficiaries whose selection criteria were
unknown. In an updated report, the National Comptroller Office found 21 anomalies
(Magana, 2021).

The "food aid programme" started at the end of May; however, the government
of El Salvador did not disclose the selection criteria, products, package cost, or the
number of beneficiaries. The National Comptroller Office experienced difficulties
and delays in auditing this programme. In May 2020, the Ministry of Agriculture and
Livestock declared in reserve all documents and information related to the purchase of
food and its distribution.

Several factors made it difficult to obtain information, thereby obfuscating the process:
a) not all packages cost the same or had the same items; b) one family could receive
more than one package during the course of the programme; ¢) the aid was distributed
through different institutions, and the selection criteria were unclear or different; and d)
the programme was ongoing.

The aid was distributed to needy communities throughout the country, in both urban
and rural areas. However, it was also delivered to middle-class residential areas. At the
beginning, the authorities said that 1.7 million food aid would be delivered through this
programme. Later this was increased to 3.4 food baskets. The total cost was estimated
to be USD 300 million. According to the Ministry of Agriculture and Livestock, as of 9
July 2020, USD 136.3 million had been disbursed for the acquisition of the food basket
products. Later, the Ministry of Agriculture and Livestock work report for 2019-2020,
presented to the Legislative Assembly, showed that the cost of the first phase of food aid
deliveries amounted to USD 151.9 million (La Prensa Grdfica, 2020).

Guatemala

To mitigate the COVID-19 crisis in Guatemala, the cash transfer programmes “Bono
Familia,"” "Bono al Comercio Popular,” a temporary electricity subsidy, and “Fondo de
Proteccion al Empleo,” were created. These social programmes aimed to protect the
most vulnerable people from the adverse effects of the lockdowns.

18
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The Bono Familia programme had a budget of GTQ 6 billion, divided into monthly
transfers of GTQ 1,000. It focused on households that consumed less than 200 kWh
per month, prioritising people in poverty, single-parent households, the elderly,
the disabled, people with chronic or degenerative diseases, and families with children in
a state of malnutrition.

Bono al Comercio Popular was explicitly designed to help informal traders.
The budget established for this programme was GTQ 100 million, distributed in monthly
transfers of GTQ 1,000 to each beneficiary.

The "electricity subsidy," in effect before the pandemic, covered consumers whose
electricity consumption was in the range of 101 to 300 kWh per month. Due to the impact
of COVID-19, the original budget was expanded to GTQ 270 million. It was intended
to reach households living in poverty conditions that were not covered by the existing
electricity subsidy scheme. This subsidy was a compensatory measure to mitigate
economic effects of lockdowns.

Fondo de Proteccion al Empleo was designed to provide a temporary daily income of
GTQ 75 to formal workers that were furloughed during lockdown measures. It was aimed
to prevent that the employees were fired, by reducing costs assumed by companies. This
programme had a budget of GTQ 1,850 million. Due to lack of enough information about
this programme, it was not included in the simulations.

The public criticised the execution of the programmes. Some said that the
disbursements arrived too late. In addition, the government's information was insufficient,
and public records were insufficient to identify potential beneficiaries. The government
did not have the resources to execute its social policy or to plan and prioritise the use
of funds. Thus, it used electricity receipts to identify the beneficiaries. The result was
that poor households without electricity were excluded from the programmes and
opportunities were created for some non-poor to claim benefits. Further, programmes
targeting furloughed formal workers, and credits intended for small businesses, were too
bureaucratic and did not distribute all of their available funds.

Honduras

In March 2020, the Honduran government launched the transfer programmes
“"HondurasSolidaria," "Aporte SolidarioTemporal," and “Honduras Solidaria Descentralizada,”
to address the COVID-19 pandemic. This was part of a larger attempt to minimise the
adverse effects of long lockdowns and other measures taken to contain the spread of
the disease. All three programmes aimed to mitigate the decline in household income
through cash and near-cash transfers.
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Honduras Solidaria was established with a budget of HNL665 million and was divided
into three stages to provide food aid to vulnerable groups in six specific municipalities
(Distrito Central, San Pedro Sula, Choluteca, La Ceiba, Choloma y Villanueva). The food
aid consisted of four servings. They were delivered by the Honduran Armed Forces with
the help of other institutions.

Aporte Solidario Temporal started with a budget of HNL 500 million. It provided
a monthly cash transfer of HNL 6,000 granted by the government and employers to
suspended workers in both the maquila sector (duty and tariff-free factories) and the
tourism sector affiliated with the Private Contribution Regime. The period of suspended
employment contracts was extended to (a maximum of) 180 days, considering that
operations could not be immediately reactivated once the emergency period ended.

Honduras Solidaria Descentralizada also made cash transfers, but it focused on the
extremely poor. The budget established for the first two stages was HNL 705 million.
This contemplated that 292 municipalities would receive monetary transfers to be used
exclusively for the purchase of food and grooming kits.

Methodology

The information in this study was derived from secondary sources. The team
had access to publicly available household surveys in each country, macroeconomic
information, and the administrative records of programme beneficiaries. In the case of
household surveys, for El Salvador, we used the Multiple Purposes Household Survey
(EHPM) for 2019; for Guatemala we used the National Living Conditions (ENCOVI) survey
for 2014; and for Honduras we used the Multiple Purposes Survey for 2011 (EPMP).
All of the surveys are nationally representative and come from the national statistics
offices of each country®. The Guatemalan survey information is available on the National
Statistical Office's website. El Salvador's information is publicly available upon request.
The Honduras government does not provide free or on-demand access to their household
survey microdata; however, the Commitment to Equity (CEQ) Institute had access to the
Honduras EPMP 2011°, collected by the Honduran National Statistical Institute in June

8 General Directorate of Statistics and Census, El Salvador; National Statistics Institute, Guatemala; National
Statistics Institute, Honduras.

9 This is the latest survey publicly available and includes all of the variables relied on. It is nationally

representative information, and it was updated using Ravallion (2003) methodology to reflect the pre
COVID-19 scenario.
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and July 2011. For the macroeconomic estimations on the likely impact of the crisis,
we relied on the IMF World Economic Outlook, October 2020. Finally, to assess the
impact of safety nets, the publicly available administrative government records for each
country were used.

To produce the pre-COVID distribution of income, this study relied on the most recent
household survey available in each country. However, in Guatemala, there was a lack of
updated household surveys, and in Honduras there was a paucity of publicly available
household survey microdata. To overcome this, we adjusted the real value of the income
using the real per capita GDP growth between the base year of the last survey available
and 2019. The underlying assumption was that the original income distribution remained
unchanged from the survey's base yearw.

Information for the three countries was initially acquired from what was available
or estimated for 2019. Thereafter, simulations were carried out for 2020 to estimate the
impact of COVID-19, the lockdowns, and the economic crisis.

The model we used was based on Lustig et al. (2020), following the work of the
CEQ Institute. The household survey information was used to estimate the distributional
consequences of income lost from the COVID-19 lockdown policies.

First, we identified which sectors were restricted by the lockdown policies. To do this
we used the information published by each government on its lockdown regulations.
These reports specify which economic sectors are considered essential and which are
viewed as non-essential’. Then, these sectors were matched with the International
Standard Industrial Classification of All Economic Activities (ISIC) included in the
household survey information. With that, we identified which workers were affected by
the lockdown policies, considering all labour income for workers in the non-essential
sectors??2 as "income at risk”. In addition, we assumed that: (i) all labour income for those
who worked on the street was at-risk; and (ii) all managers had no income at risk even if
they worked in a sector that was under lockdown.

10 Even though this could be a strong assumption, one could assume that changes to income distribution
were not significant in Guatemala and Honduras over the course of ten years, given that those countries
had one of the lowest social mobility indicators in Latin America. The factor expansion was adjusted to
convert GDP growth into household gross income growth, as Ravallion (2003) suggested. See the income
distributions in Appendix 2.

11 We identified these sectors using the regulations imposed by each government.

12 See Appendix 2 for more detail.
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Thereafter, we aggregated the income at risk at the household level, and we
randomly selected households that lost their income at risk. We did not know in advance
how many households would lose their income or how much each household would lose.
To address this, we generated a set of scenarios varying the share of households with
income at risk that lost income and the share of income lost by each of those households.
We allowed these two parameters to range from zero to one, which yielded a ten-by-ten
matrix of potential losses and distributional impact. In the extreme case, all households
with income at risk lost all of their income. The maximum loss is expressed as follows:

Min{ Yiafter} — Yibefore _ Y&;«lax

Where:

Yatr is the income earned by individual “i" after the shock,

yPdere is the income earned by the same individual before the shock, and
Y meis the total at-risk income.

To focus our posterior analysis, we chose a subset of scenarios from the income
losses matrix (see Appendix 1). We selected those that yielded an overall loss of per capita
income similar to the decline estimated by the IMF in its World Economic Outlook, October
2020. We corrected the income losses from the survey using the approach Ravallion
(2003) suggested, and Lakner et al. (2020) applied. These two scenarios constitute two
extreme cases. In one, a smaller proportion of households lose relatively large amounts of
at-risk income; in the other many households lose a relatively smaller amount. Lustig et al.
(2020) called these scenarios "concentrated losses” and "dispersed losses," respectively.

In the remainder of the analysis, we used gross income as a welfare measure to
assess the distributional impacts of the lockdown:

Gross income = Labour income + Capital income + Private transfers + Pensions + Direct transfers

In addition to assessing the lockdown effects on income distribution, we constructed
another income distribution model simulating the new social programmes created to
help households cope with the effects of the COVID-19 lockdown policies.

Based on the foregoing, we could compute poverty and inequality indicators for

pre-COVID and post-COVID periods with and without the new social assistance
programmes. For each one, we computed the changes to the following indicators:
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the additional percentage of poor; the changes in the Gini coefficient; the changes in the
percentage of poor households headed by a woman; the change in the percentage of poor
households inruraland urban areas, and in the formal and informal labour sectors. We also
exploredtheeffectonindigenous populationsinthe case of Guatemala,and we analysedthe
efficiency of the new social programmes created, together with each safety net, using a
number of spending efficiency indicators (Beckerman, 1979; Immervoll et al., 2009).

The three countries' results were compared. For this purpose, the international
poverty lines used by the World Bank (USD 3.2 and USD 5.5 per day in PPP) were relied
on. To perform the measurements for social mobility, the following definitions were used:
lower-middle-income or vulnerable poverty class, between USD 5.50 and USD 11.50 per
day; and middle class, between USD 11.50 and USD 57.60 per day™.

Our results should be viewed with caution for four reasons. First, they do not
account for general equilibrium effects; our results yield first-order effects. Second, we
concentrated most of the macroeconomic downfall on the non-essential sector, which
could be more or less accurate in each country. Third, for comparison reasons, we used
the IMF (2020) forecasts; however, the effective per capita growth could be different
and, as a result, changes in poverty and inequality could be higher or lower than our
results indicate. Fourth, in our simulations, we did not include all of the new programmes
implemented in each country when such information was not available, or when benefits
could not be allocated to households. In addition, the impacts of disasters caused by
storms Eta and lota and rain were not considered, even though they would modify the
results. Importantly, the results of this study are not quite comparable with the headcount
poverty rates based on national poverty lines because the basis for this analysis, (i.e.,
estimated or simulated per capita gross income), is not comparable to the official income
or consumption aggregates used to measure poverty by national statistics offices.

13 Vertical expenditure efficiency (VEE) measures how much of the resources available to a programme or
new social protection network reach the poor; Spillover Index (SI), measures how much of what reaches the
poor is above what is necessary to reach the poverty line; Poverty Reduction Index (PRI), measures 100% of
the programme resources reaching the poor up to the poverty line; Poverty gap efficiency, measures how
much of the total resources dedicated to the programme that have effectively reached the poor, are related
to those necessary to fill the poverty gap. In other words, it measures the coverage of the gap.

14 The default poverty lines in USD PPP are USD 1.90, USD 3.20 and USD 5.50. Specifically, there are
three income class-specific poverty lines: USD 1.90 a day for low-income countries, USD 3.20 a day for
lower-middle-income countries and USD 5.50 a day for upper middle-income countries. The USD 11.50 and
USD 57.60 cut offs correspond to the vulnerable and middle-class populations suggested for the 2005-era
PPP conversion factors by Lépez-Calva and Ortiz-Judrez (2014). Those values were updated by the CEQ
Institute to PPP 2011.

23



Occasional Paper Series 71

Pre-composition of income: El Salvador, Guatemala, and Honduras

The lockdown measures resulted in a drastic shock to the economies of all three
countries. Inactivity and closed borders severely damaged economic activity. To account
for their influence on poverty and inequality, in this study, the situation before (ex-ante)
the crash was compared to the situation after the crash (ex-post). In the resulting income
distribution, the weights of the new mitigation programmes were established, starting
with the pre-income composition.

Figure 1 shows the average
composition of the household per-

capita income distribution based on The increqse
six categories: income at risk due to g .
In poverty

lockdown policies that come from

activities restricted by the government was higher in
during the lockdowns; income not at

risk; government salaries; social security EI SCI'VGCIOI' thCln
pensions; direct transfers; and private it was in either

transfers (including remittances).

Honduras or

There are several aspects to highlight Guqtemqlq_

in Figure 1. First, across countries, the

share of income at risk is not uniform,

going from the poorest to the richest.

The gradient of income at risk is positive in Guatemala. For Honduras the proportion
of income at risk increases until USD 5.5 PPP, from that threshold it begins to decrease.
Hence, in El Salvador the centiles with the highest share of income at risk are over USD 5.5
PPP and below USD 11.5 PPP on average 40% of income is at risk, whereas in Guatemala,
the biggest losers are located above USD 11.5 PPP.

Second, both the private transfers, and primarily the direct transfers, represent a
higher share of income for the poorest households, operating as an income floor. Direct
transfers