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Foreword

Since first launched in November 2007, the Latin American Economic Outlook (LEO) has 
systematically analysed critical aspects related to sustainable and inclusive development 
in Latin America and the Caribbean (LAC) region. Each year, the report identifies key 
trends and associated opportunities and challenges. Across diverse topics, it compares 
LAC’s performance with that of other regions, analyses main development challenges 
and puts forward policy recommendations, experiences and good practices.

The LEO benefits from the expertise and inputs of multiple co-authors. Since 2011, 
it has been published in conjunction with the United Nations Economic Commission for 
Latin America and the Caribbean. In 2013, the Development Bank of Latin America joined 
the team of authors and, the European Commission joined as a main partner from the 
LEO 2018.

In a context of global economic and social crises, this 15th LEO, Towards a green and 
just transition, aims to analyse the challenges and opportunities of a green and just 
transition in LAC, ultimately to provide policy recommendations to ensure the well-
being of citizens and the region’s vast and rich ecosystems. The report explores policy 
actions to systemically advance the transition through the promotion of a new energy 
and production matrix and the creation of quality formal jobs. In turn, it stresses the need 
to pursue this transition as a way to accelerate the new social contract and reduce social 
disparities. Finally, the publication includes recommendations on how the international 
green agenda could benefit LAC via new partnerships and new tools to finance the green 
transition.
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Editorial

Latin American and Caribbean (LAC) countries are at a critical juncture. Just as the 
region was looking forward to a rebound in growth and a more sustainable development 
path after the pandemic, the current inflationary pressures and stark geopolitical 
tensions are throwing spanners in the regional recovery works. In parallel, LAC faces the 
challenge of implementing ambitious adaptation and mitigation strategies to address the 
climate emergency, while at the same time accelerating the pace of social, economic and 
institutional progress, all within narrowing fiscal space.

This 15th edition of the Latin American Economic Outlook (LEO 2022) argues that the green 
and just transition agenda is a unique opportunity for Latin America and the Caribbean 
to improve well-being for all, tackle inequalities, tap into new sources of employment and 
financing, and chart more sustainable and inclusive development pathways.

We need to act now. This ambitious agenda must protect and value the region’s unique 
natural and renewable energy capital. Innovative industrial policies and green, blue and 
circular economy approaches can transform LAC’s energy and production matrices, 
drive productivity growth and support the development of new economic sectors, while 
reducing greenhouse gas (GHG) emissions.

A green transition will not be possible, nor would it be desirable, unless it is just. 
A green and just transition should strengthen social protection systems, promote job 
formalisation and bridge existing gaps across socioeconomic groups, territories and 
generations. Active labour market policies are essential to provide people with the 
necessary skills and help them transition from brown to green industries, and from low-
quality to better jobs.

A transition to a low-carbon and inclusive economy requires the mobilisation of vast 
amounts of financial resources. Fiscal policy, national and multilateral development 
banks, and the private sector will have to play a stronger and more co-ordinated role to 
catalyse investment, develop market instruments and regulatory tools, and compensate 
the most affected and vulnerable populations.

A legitimate and politically viable transition requires a broad consensus on its 
objectives, and proceeds through reforms that result from a collaborative and inclusive 
dialogue. This is particularly important in a region where support for green policies is 
high, but where trust in public institutions has seen a sharp erosion. It is therefore an 
opportunity to renew the social contract in the region.

New forms of cross-border partnerships and co-operation will be crucial, as national 
efforts will not suffice. Addressing climate change and de-carbonising economies require 
co-ordinated global action. Boosting international partnerships, in particular with the 
European Union as part of the Global Gateway, can help LAC adapt to the “greening” of 
trade norms and regulations, attract greater investment, access new technologies and 
decisively contribute to shaping global norms and actions.

This is a challenge we cannot fail to address, an opportunity not to be missed. We 
stand ready to work together to support the region’s efforts, and trust that LEO 2022 
provides a solid basis for the ambitious and inclusive policy dialogue ahead of us.

José Manuel  
Salazar-Xirinachs 

Executive Secretary 
ECLAC

Sergio Díaz-Granados 
Executive President 
CAF – Development 

Bank of Latin America

Mathias Cormann 
Secretary-General 

OECD

Jutta Urpilainen 
European Commissioner 

for International 
Partnerships
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Executive summary

Countries in Latin America and the Caribbean (LAC) face an ambitious agenda to 
ensure that the green transition is an opportunity to enhance development in the region. 
The global impacts of the COVID-19 pandemic and of Russia’s war against Ukraine have 
been a reminder of LAC’s weak resilience to shocks. This stems from its structural 
challenges: fragile social protection systems; low productivity; weak institutions; and an 
environmentally unsustainable development model. A systemic green and just transition 
could help the region overcome its development “traps” and strengthen its resilience while 
improving Latin Americans’ well-being. LAC is highly exposed to the effects of climate 
change and, as such, governments should seize the recovery as a strategic opportunity to 
launch broad and deep transformation.

LAC faces a complex context, on both domestic and international scales

After a strong rebound from the impacts of COVID-19 in 2021, recovery in LAC 
has slowed. Domestically, this reflects low potential growth and diverse structural 
challenges. But fallout from Russia’s invasion of Ukraine and an economic slowdown in 
China confirm that LAC is also deeply connected to an increasingly complex international 
context. Across the LAC region, economies are experiencing increased inflationary 
pressures and uncertainty, as well as disruptions in trade with key economic partners. 
Reduced macroeconomic policy space – both monetary and fiscal – makes it harder for LAC 
economies to sustain international and environmental shocks, as they strive to support 
the economic recovery and protect the most vulnerable. Estimates suggest that by the 
end of 2022, 33.7% of the LAC population will be in poverty and 14.9% in extreme poverty, 
as rising prices have more profound effects on the most vulnerable population. In the first 
five months of 2022, in selected LAC countries, inflation rates for the extreme poor were 
3.6 percentage points higher than total inflation. Fiscal policy should promote growth 
and social inclusion, based on strategic pillars of environmental and fiscal sustainability, 
decarbonisation and resilience.

A green and just transition can make LAC societies more resilient to climate 
change while promoting better development

LAC is one of the regions most vulnerable to climate change; 13 of the 50 countries 
identified as most affected by the climate emergency are in LAC. Hence, the urgent need 
for a green and just transition. This high risk is disproportionate in that LAC’s share in total 
greenhouse gas (GHG) emissions (8.1%) is proportional to its share of total global population 
(8.4%) and slightly higher than its share in total gross domestic product (GDP) (6.4%). If 
implemented in a systemic way, active mitigation and adaptation policies can reduce the 
disproportionate consequences of climate change on inequalities across countries, socio-
economic groups, territories, generations and gender. A green and just transition must go 
beyond fighting climate change and put citizens’ well-being at its centre.

Transforming the energy and production matrix can help boost productivity, 
develop new and more sustainable economic sectors, and create more formal 
jobs

Transformation of the energy matrix is key to promoting greater well-being for citizens 
and fostering more resilient societies in LAC. The region is endowed with high potential 
for renewable energy resources; at present, renewables account for 33% of total energy 
supply in the region, compared to just 13% globally. Investing in renewable technologies 
can substantially reduce GHG emissions while also providing lower-cost power and, for 
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some LAC countries, reducing reliance on imported fossil fuel products. A successful 
transition to net zero emissions will be contingent on systemic decarbonisation through 
electrification across all sectors. In parallel, investments in green hydrogen and other 
low-carbon alternative fuels, including sustainable biofuels, will be key to decarbonising 
hard-to-abate sectors. A total of 17  million people still have no access to electricity, 
especially in rural areas. Ensuring universal access to energy is a crucial element of a 
green and just transition as it can help overcome inequalities in access to basic public 
services and stimulate local economic growth. Industrial, circular and blue policies 
should also be key elements of LAC’s sustainable productive transformation. Advancing a 
green transition can potentially add 10.5% more net jobs in LAC by 2030. To achieve this, 
it is necessary to secure additional public and private investments that contribute to an 
increase of 3 percentage points in the value added of green sectors. The transition to new 
green jobs implies development of active labour market policies and well-targeted social 
policies to support those workers and households who will be negatively impacted by the 
transition.

Financing the green transition requires environmentally sustainable fiscal 
policies and a scaling up of novel financial instruments

The LAC region needs to mobilise substantial resources to finance the green transition. 
A 2.5°C global warming scenario could cost the region between 1.5% and 5.0% of its GDP 
by 2050. Since the cost of inaction is high, governments have to gradually phase out 
subsidies and leverage the potential of environmentally related taxes while also scaling 
up novel financial instruments such as debt-for-nature swaps, natural disaster clauses, 
catastrophe bonds, and green, social, sustainability and sustainability-linked (GSSS) bonds. 
Between 2014 and 2021, LAC’s GSSS bonds issuance in international markets reached an 
accumulated USD 73 billion, of which USD 31 billion came from green bonds alone. Of the 
total GSSS issuance, 42% came from the corporate sector, 37% from the sovereign sector, 
12% from quasi-sovereign, and 5% from supranational issuers. Promoting active roles for 
sub-national, national and international development finance institutions can contribute 
to the necessary green financing, by mobilising and catalysing key investments for the 
transformation to a low-carbon economy. In the LAC context, facilitating participation 
of the private sector is fundamental. Finally, enhancing and developing regulatory tools, 
such as sustainability or green bond standards and taxonomies, is crucial.

Advancing the green transition demands institutional mechanisms to foster 
consensus and build a new sustainable social contract

To make the green transition viable over time, LAC governments should ensure 
participative and inclusive processes. The multiplicity of actors, sectors and constituencies 
affected by the green agenda requires a shared platform for negotiation and consensus 
building. The green agenda can be the binding element of a new sustainable social contract 
for the region, as 68% of LAC citizens recognise climate change as a very serious threat 
to their country in the next 20 years, above other regions. Public institutions will have 
to work strategically to balance economic, social and environmental objectives; move 
forward the objectives of Nationally Determined Contributions; and ensure consistent 
and progressive implementation of long-term strategies, such as those set out in National 
Development Plans. The active participation of the private sector, academia, civil society 
and local communities is essential in every aspect of the public policy cycle, to consider 
their voices and develop participatory and transparent policies.
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International partnerships are key to harnessing the potential of a green and just 
transition

Advancing a green transition and achieving the associated low-carbon development 
targets involves a series of challenges that cannot be addressed exclusively at the 
national level. Regional and international co-operation is necessary to ensure successful 
implementation of climate change mitigation and adaptation policies and a broader green 
agenda. Natural resource endowment and having 50% of the world’s biodiversity make 
many LAC countries key players in international climate negotiations. In the transition to 
a sustainable model of development, LAC governments will benefit from having a strong 
convening power and a single voice in multilateral environmental agendas. This will help 
to better showcase the region’s particularities while also better aligning national policies 
with internationally established environmental goals. LAC governments also have to 
face how green policies adopted in third countries will impact on trade. Co-operation 
with international actors, including private and multilateral institutions, will be key to 
leveraging the newly established international green norms and regulations.





Overview

Towards a green and just 
transition
Latin America and the Caribbean (LAC) faces an 

ambitious agenda to leverage the green transition as 

an opportunity to achieve a more just and sustainable 

development model. The recovery requires adopting 

a systemic approach to tackle the challenges and 

harness opportunities of the green transition to 

improve citizens’ well‑being. The green transition is a 

once‑in‑a‑generation social and economic opportunity. 

A green transition that is truly just should advance the 

transformation of LAC’s energy and productive matrices, 

and develop new and more sustainable economic 

sectors while also promoting quality jobs and supporting 

workers and households throughout the transition. 

Making this possible demands the mobilisation of high 

amounts of resources by rethinking fiscal systems 

and applying innovative financial solutions; reaching 

broad consensus across income groups, generations 

and territories by crafting a new sustainable social 

contract; and working to forge new active regional and 

international partnerships.
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OVERVIEW: TOWARDS A GREEN AND JUST TRANSITION

LAC is experiencing sluggish economic growth with a disproportionate 
impact on the vulnerable populations

Following a robust economic rebound in 2021, growth in LAC economies will slow in 
2022. This is driven by an increasingly adverse global backdrop, fiscal and monetary stimuli 
rollbacks, and low potential growth. Inflationary pressures are high, and most central 
banks in the region are reacting by raising policy interest rates. At the international level, 
the scenario is becoming more complex. Weaker global economic growth is expected due 
to Russia’s war of aggression against Ukraine and the zero‑COVID policy of the People’s 
Republic of China (hereafter “China”) (OECD, 2022[1]). How the complex international 
context will affect LAC overall remains uncertain but will be transmitted through terms 
of trade, as well as through volatility in international financial markets and the possible 
persistence of inflationary pressures. Modest growth rates also reflect low potential 
growth, a pre‑pandemic structural challenge. Potential gross domestic product (GDP) 
per‑capita growth in LAC remains stagnated at low levels (below 1% since 1980), and 
below that of advanced economies, hindering convergence (Figure 1).

Figure 1. Potential GDP per‑capita growth in LAC and advanced economies
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Note: AR stands for autoregressive model, which uses GDP per‑capita growth data. The number of lags (1 and 2) was 
determined by analysing autocorrelation function and by choosing the model that maximised the log‑likelihood. AR(1) 
Refers to an autoregressive model with one lag. To create a smoothed curve (lambda 100), the Hodrick‑Prescott (HP) filter 
was used as an alternative model due to its resilience to short‑term shocks. The LAC series refers to the 33  countries 
covered by the International Monetary Fund’s (IMF) World Economic Outlook database, October 2022.
Source: Authors’ elaboration based on (IMF, 2022[2]).

StatLink2 https://stat.link/4ofcsa

With restrictive monetary conditions, the management of fiscal policy is at the core of 
the LAC recovery. As in other regions, as a response to inflationary pressures, most central 
banks have reacted appropriately with interest rate increases to anchor expectations. In 
the case of fiscal policy, LAC economies must balance support for the economic recovery 
with protecting the most vulnerable households and preserving fiscal sustainability.

https://stat.link/4ofcsa
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The COVID‑19 pandemic aggravated social challenges in the region, leading to 
increased levels of poverty and inequality. These are projected to increase in 2022, due 
mainly to the economic slowdown and rising inflation, especially in food prices, which 
affect the most vulnerable. In the first five months of 2022, extremely poor households 
in LAC faced an average price increase of 3.6 percentage points more than the nationally 
representative household (Figure  2). Estimates suggest that, by the end of 2022, 33.7% 
of the population will be in poverty and 14.9% in extreme poverty. As a response to 
worsening social conditions, governments should complement monetary measures with 
fiscal policies, including targeted safety net interventions. In parallel, gradually advancing 
towards universal, comprehensive, resilient and sustainable social protection systems 
will be essential.

Figure 2. Impact of inflation on overall population and on the extreme poor in 2022 
in selected LAC countries
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Notes: Year‑to‑date average of year‑over‑year growth of national consumer price indexes (CPI) vs. growth of extreme poverty 
lines 2022. Extreme poverty lines are based on the cost of a basic food basket that covers basic food needs and provides the 
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Source: Authors’ elaboration based on data from national statistic offices on CPIs and poverty lines.

StatLink2 https://stat.link/navo20

A green and just transition can help the LAC region improve the development 
model and reduce its vulnerability to climate change

LAC is disproportionately affected by the consequences of climate change: 13 of the 
50 countries most affected by climate change worldwide are in the region. The average 
quantity of extreme climate‑related weather events in LAC increased in most countries 
between 2001 and 2022 compared to the previous two decades (Figure 3). In total, 17.1% 
of the 11  933  climate‑related extreme weather events registered worldwide between 
1970 and 2022 occurred in LAC. Warming temperatures, extreme precipitation events 
leading to floods, landslides and droughts, sea level rise, coastal erosion, ocean and lake 
acidification resulting in coral bleaching, and storm surges are expected to increase 
in frequency and severity, with adverse socio‑economic consequences on populations 
(IPCC, 2022[3]).

https://stat.link/navo20
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Figure 3. Frequency of climate‑related extreme weather events in LAC, 1980‑2022
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StatLink2 https://stat.link/x76f0u

Despite the increasing consequences of climate change, the region shows a steady 
increase of total greenhouse gas (GHG) emissions. From 1990 to 2019, the level of emissions 
rose by 1 223 million tonnes of carbon dioxide equivalent (Mt CO2e), representing a 61% 
increase. LAC’s share in total GHG emissions (8.1%) (Figure 4) is proportional to its share 
in total world population (8.4%), slightly higher than its share in global GDP (6.4%) but 
lower than the per‑capita emissions of other regions with similar development levels. 
These emissions levels, together with the high costs of inaction, highlight the benefits of 
urgently adopting adaptation and mitigation policies.

Figure 4. Regional shares of total GHG emissions, 2019

Notes: Emissions including land use change and forestry (LUCF) reported in gigatonnes (Gt) of CO2e. Total emissions 
do not include bunker fuels. The Climate Analysis Indicators Tool (CAIT) was used as the data source as it is the 
most comprehensive dataset on Climate Watch and includes all sectors and gases. Climate Watch Historical GHG 
Emissions data (previously published through CAIT Climate Data Explorer) are derived from several sources. 
The use of LUCF or agriculture data is cited as (FAO, 2022[9]). Fuel combustion data is cited as (OECD/IEA, 2021[10]).
Sources: (Climate Watch, 2022[11]); (FAO, 2022[9]); (OECD/IEA, 2021[10]).

StatLink2 https://stat.link/1i6y47

https://stat.link/x76f0u
https://stat.link/1i6y47
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The green transition should not, however, focus exclusively on fighting climate 
change. The recovery context is a timely opportunity to combine economic and social 
measures with green policies, advancing a just transition that could help achieve greater 
levels of well‑being. A systemic approach can help policy makers reprioritise climate 
action towards improving systems’ functioning and accelerate the transition to systems 
that are net zero emissions by design. If focused on effectively transforming the systems 
that underpin LAC’s economy and society, the green transition has potential to improve 
significantly every aspect of Latin Americans’ lives.

Towards a transformational change of the energy and productive matrices 
to reduce GHG emissions and promote quality jobs

A more sustainable and diversified energy matrix will support LAC in reducing 
emissions, harnessing the potential of its vast renewable energy resources and driving 
universal access to energy. The region is endowed with high potential renewable energy 
resources; at present, they represent 33% of total energy supply compared to 13% globally 
(Figure 5). Over the last two decades, many LAC countries have made substantial progress 
in building renewable energy markets and diversifying their energy mix. In 2020, 
renewable energy accounted for 61% (952 TWh) of regional electricity generation, broken 
down as 75% from hydroelectricity and 25% from solar, wind, biomass and geothermal. 
Significant variations exist across the region, however. While Brazil generates 84% of 
its electric power from renewables, Jamaica relies on imported oil derivatives for 87% of 
its electricity generation.

Figure 5. World and LAC total energy supply matrix, 2020
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Looking ahead, LAC countries producing electricity from renewables, given their 
abundance of low‑cost renewable energy and relatively clean electricity matrices, 
can position themselves as green hydrogen industrial hubs. This could help support 
decarbonisation of hard‑to‑abate sectors such as heavy industries and transportation – 
for which no viable alternatives to fossil fuels currently exist. Under certain conditions, 
natural gas can be considered as a transitional activity towards a net‑zero economy. The 
repurposing existing oil and gas infrastructure could help create a hydrogen industry 
(e.g. using pipelines for transport or depleted oil and gas reservoirs for carbon capture 
utilisation and storage projects). Moreover, sustainable hydrogen can promote vertical and 
horizontal linkages along its value chain, creating value added and promoting innovative 
industries. The region also has a strategic position to supply key minerals for the energy 
transition. In 2017, 61% of global lithium reserves, 39% of global copper, and 32% of global 
nickel and silver reserves were in LAC. Achieving universal access to electricity is crucial. 
Across LAC, a total of 17 million people have no access to electricity, especially in rural 
areas and among poorer households and indigenous and Afro‑descendant populations.

Industrial, circular and blue policies can transform LAC’s production structure 
and are key components of a green and just transition. Renewed industrial policies are 
needed to encourage and attract investments in green innovation. So far, the region’s 
gross domestic expenditure in research and development (GERD) has been only 0.3% of 
GDP in 2018 (vs. 2% of GDP in the OECD) and remains highly government‑driven (56.5% 
of the total). The transition to a circular economy is expected to have net positive effects 
on GDP growth and employment while reducing GHG emissions. Net effects expected 
for Chile, Colombia, Mexico and Peru are increased GDP (from 0.82% in Chile to 2.03% 
in Peru) and job creation (from 1.1% in Chile and Colombia to 1.9% in Peru). The blue 
economy can also contribute to LAC development, but its potential remains unexploited. 
In 2018, the total GDP contribution of ocean services was estimated at USD 25 billion for 
LAC and USD 7 billion for Caribbean countries alone. In terms of employment, fishery and 
aquaculture employed more than 2.5 million people.

A green transition is a good opportunity to create quality jobs for LAC citizens. While 
some jobs in brown sectors will most likely be lost as countries move towards a net zero 
carbon model, if effective policies are put in place, many others jobs can be created in 
green sectors by 2030 (Figure 6). These include policies to favour green investments as 
well as active labour market policies (ALMPs) to facilitate the transition from brown to 
green sectors and from informal to formal jobs. Net job creation will indeed depend on 
the magnitude of investments. In a high‑impact scenario in which additional public and 
private investments contribute to an increase of 3 percentage points in the value added 
of green sectors (compared to the business‑as‑usual scenario), the green transition could 
add 10.5% more net jobs of total employment in brown and green sectors.

Labour market and social protection policies play a crucial role, both in stimulating 
the creation of high‑quality new jobs and in cushioning the downside consequences 
of the transition towards cleaner economies. Well‑designed ALMPs, such as training 
programmes, hiring incentives or placement services, are crucial to promoting green 
jobs and boosting the skills of those workers who will lose their actual jobs. Life‑long 
learning will be central, although currently, only 15% of LAC workers receive some form 
of training, compared to 56% at the OECD. Well‑targeted social policies, such as income 
support measures or conditional cash transfer programmes, can play a positive role in 
minimising the temporary income losses of families with workers negatively impacted 
by green policies.
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Figure 6. Job creation in green sectors in LAC, 2020‑30
Change in employment in green sectors in LAC, under various green policy scenarios compared to the BAU, 

as percentage of 2020 baseline employment in green industries
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Notes: LAC countries included are Argentina, Bolivia, Brazil, Colombia, Ecuador, Guatemala, Mexico, Paraguay and Uruguay. 
The data refer to an unweighted average over the countries’ forecasts. Green sectors are defined in each country by 
first identifying the number of green tasks that workers perform in their occupations and then by examining the top 
ten industries across which those jobs are distributed. The baseline scenario assumes that, in each green sector, value 
added and employment will follow the same dynamic as in the past ten years. The counterfactual scenarios are defined 
according to the impact of a green policy that aims to boost investment in fixed and human capital, with a positive impact 
on value‑added growth in each green sector. The high‑impact scenario assumes that the value added in each sector will 
increase by 3 percentage points per year, adjusting to the new equilibrium. The medium‑impact scenario assumes that 
the value added will increase by 2 percentage points per year, while the low‑impact scenario assumes it will increase by 
1 percentage point per year. In all forecasts, total factor productivity will increase by 1 percentage point due to lower climate 
damages and new technology‑induced change. Employment change is forecast using the estimated short‑term elasticity to 
the value added, applying a panel dynamic model, defined by each sector and country, in the last ten years.
Sources: Authors’ estimates based on Labour Force Surveys, National Accounts data by industries, (Vona et al., 2018[13]) and 
(Hardy, Keister and Lewandowski, 2018[14]).

StatLink2 https://stat.link/hlceqd

Financing the transition requires environmentally sustainable fiscal policies 
and strategies to mobilise resources from both public and private sectors

The LAC region faces the challenge of financing the green transition under a tight 
fiscal space. A 2.5°C global warming scenario could cost the region between 1.5% and 
5.0% of its GDP by 2050. Since the cost of inaction is high, countries must develop 
environmentally sustainable fiscal policies. These include infrastructure plans with 
adaptation and mitigation goals. These policies also entail focusing on more and better 
spending on clean energy and energy efficiency, and on phasing‑out fossil fuel subsidies 
and support measures, particularly to the most affluent population.

In addition, the region needs to mobilise new ways to generate additional revenues, 
such as environmentally‑related taxes, emissions trading systems (ETS) and scaling up 
debt tools. On average in LAC, environment‑related tax revenues amounted to only 1% of 
GDP in 2020, just half of the estimated OECD average of 2% of GDP. Scaling up tools of debt, 
such as green, social, sustainable and sustainability‑Linked (GSSS) bonds, debt‑for‑nature 
swaps, catastrophe bonds, and natural disaster clauses, can also help raise additional 
revenues to ensure flows of resources target climate action. The GSSS market reached an 
accumulated USD 73 billion from 2014 to September 2021, of which green bond issuance 
accounted for USD 31 billion alone followed by social with USD 17 billion (Figure 7, Panel A). 

https://stat.link/hlceqd
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The role of the corporate sector has become increasingly significant in the region. Over 
the period December 2014 to September 2021, corporates led total GSSS bond volumes 
with a share of 42% of the total LAC GSSS bond issuance, while sovereigns represented 
37%, quasi‑sovereigns 12% and supranational issuers 5% (Figure 7, Panel B).

Financial strategies will have to enhance private and public sector resource mobilisation, 
in part by engaging key actors including subnational, national and international 
development finance institutions (DFIs). Enhancing green fiscal frameworks (e.g. through 
green golden rules) will be crucial as will expanding sustainable finance frameworks to 
ensure that public and private investments effectively reach environmentally sustainable 
projects. Since the private sector will account for most of the investment needed to 
undertake the transition, the public sector will have to create the necessary incentives 
to redirect these investments toward sustainable projects. To facilitate this, it will be 
necessary to improve and expand sustainable finance frameworks to ensure that the 
right regulatory tools are in place (e.g. sustainability standards and green, sustainable, or 
transition taxonomies). Mechanisms to avoid greenwashing will be critically important.

Developing compensation mechanisms (e.g. in‑kind transfers, ALMPs, self‑employment 
and entrepreneurship programmes) will be crucial for vulnerable households affected 
negatively by climate reform. Well‑targeted cash transfers and in‑kind transfers will 
continue to be essential, together with compensation policies to support the relocation 
and retraining of workers, promote decent work in rural areas, develop new business 
models, and provide support for displaced workers.

Figure 7. Total LAC GSSS bond issuance in international markets, 
by type of instrument and issuer, December 2014 to September 2021
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Source: (Núñez, Velloso and Da Silva, 2022[15]).

StatLink2 https://stat.link/5wluj3
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Advancing the green transition will require institutional mechanisms to foster 
consensus and build a long‑term vision underpinning a new social contract

LAC citizens are broadly concerned about the seriousness of climate change ‑ and 
relatively more so than other regions globally. This suggests that the recovery could 
represent a “critical juncture” for advancing towards a new, sustainable social contract. 
On average, 68% of citizens in LAC recognise that climate change is a very serious threat 
to their country in the next 20  years (Figure  8). In sharp contrast to some countries, 
such as the United States, concern about climate change in LAC is consistent across the 
political spectrum (Evans and Zeichmeister, 2018[16]). The importance LAC citizens place 
on the green agenda could make the green transition the cohesive element of a wider 
social contract for the region.

Figure 8. Share of citizens who agree that climate change is a very serious threat 
to the country in 20 years, 2019
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Notes: Question for Figure 8: “Do you think that climate change is a very serious threat, a somewhat serious threat, 
or not a threat at all to the people in this country in the next 20 years? If you don’t know, please just say so”.
Source: Authors’ elaboration based on (Lloyd’s Register Foundation, 2020[17]).

StatLink2 https://stat.link/i85nup

In practice, as the green transition may involve a shift of resources among economic 
sectors and political constituencies that could trigger the opposition of some interest 
groups, to build consensus it will be important to establish inclusive and shared 
platforms for reaching a negotiated stance. Encouraging the participation of citizens, civil 
society groups, women, indigenous and local communities throughout the policy‑making 
process can promote greater local ownership and generate more inclusive policies 
that appropriately consider local needs. Policy makers should also bring on board the 
private sector by raising awareness of responsible business conduct (RBC) practices and 
establishing stronger integrity policies to avert the risk of environmental policy capture 
by powerful groups. In addition, adapting the strategy to specific socio‑political contexts 
is vital, as is devising empowering and empathic communication strategies about the 
proposed green reform agenda. In turn, strategies must include specific compensation 
mechanisms for vulnerable groups that may be negatively affected in the short term.

As the green transition affects virtually every domain of public policy, policy makers 
should work more strategically and achieve better co‑ordination across sectors and levels 
of government to ensure a coherent green agenda. An integrated approach will be needed 
to balance economic, social and environmental trade‑offs while also leveraging policy 
spillovers among these fields.

Linking policy objectives with long‑term plans is also key to ensure consistent 
implementation over time, beyond short‑term political cycles. Governments need to 

https://stat.link/i85nup
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articulate a long‑term vision to align their actions. This can be done through frameworks 
such as national development plans (NDPs), nationally determined contributions (NDCs) 
coupled with climate strategies, and defined policies and regulations to underpin 
their pledges. NDCs establish concrete targets and policies, setting the basis for the 
contributions of various stakeholders in national efforts to achieve the long‑term goals 
of the Paris Agreement. While most LAC countries have already submitted an update to 
their NDCs, Costa Rica’s 2020 update is among the few that are rated 2°C compatible (CAT, 
2020[18]). Argentina, Brazil, Colombia, Costa Rica and Panama have set only unconditional 
targets. In contrast, the majority of LAC countries also set conditional targets, meaning 
that implementation of these commitments depends on the delivery of international 
financial and technical support. This highlights the critical importance of collective 
action and co‑operation at both national and international levels for achieving the goals 
of the Paris Agreement.

LAC should profit from an international green agenda that proposes 
new partnerships for the region’s development as well as new tools to foster 
the transition

Considering the global nature of the increasingly urgent need to reduce CO2 emissions, 
all countries are called to participate in individual and collective efforts. Decoupling 
economic development from CO2  emissions has proven possible, as illustrated by the 
recent trajectories of certain regions (Figure 9). At the same time, LAC countries should 
play a predominant role in this global agenda by sharing experiences of sustainable 
development with other regions and having a leading voice at climate negotiations. 
Climate change has shown that continuing a path of exponential growth of CO2 emissions 
is no longer an option. LAC countries can reach higher human development index (HDI) 
levels while meeting low emissions targets.

Figure 9. CO2 emissions per capita versus HDI, 1995‑2019
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To date, as each country negotiates within multiple climate‑related international 
coalitions, the LAC region has lacked a unified voice in the international arena (Figure 10). 
This is the result of both the existing fragmentation of LAC regional integration processes 
and subregional economic ties. Preventing further fragmentation of environmental 
policies and the politicisation of environmental instruments is crucial to harness the 
full potential of the green transition. In many ways, LAC’s fragmented voice in climate 
negotiations constitutes a missed opportunity, especially considering that the region 
hosts 50% of the planet’s biodiversity. Future efforts will need to prioritise enhanced 
policy dialogue and a regional environmental agenda.

Figure 10. LAC countries’ participation in climate‑related international coalitions
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Trade is one of the channels through which the green transition will impact the LAC 
region. It represents a challenge in that, over the last two decades, LAC has consistently 
posted a deficit in its trade in environmental goods (environmental specific services, 
environmental sole‑purpose products, adapted goods and environmental technologies). 
Three‑quarters of the region’s imports of environmental goods come from China, the 
United States and the European Union, while intraregional imports account for just 5% 
of total expenditure. Moreover, regional export capacity is highly concentrated: between 
2018 and 2020, just one country (Mexico) accounted for 84% of regional exports of 
environmental goods.

The European Green Deal may have implications for LAC countries, potentially affecting 
trade between the two regions. In particular, as the EU Green Deal increases demands for 
traceability, transparency, compliance and due diligence, as well as low‑carbon, organic 
and sustainable production and reinforcement of the circular economy, LAC countries 
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will need to adapt to these new international environmental standards and regulations. 
LAC countries that trade with Europe have the opportunity to align national climate 
change mitigation plans so as to use “the new rules of the game” to execute a productive 
transition.

Indeed, the trade channel holds opportunities as well. The transition to a circular 
economy requires LAC countries to design specific public policies for the entire life cycle 
of products, including production, consumption, waste management and recycling. Public 
and private investments and co‑operation are critical for increasing capacity building, 
innovation and technology transfer. Transitioning to the circular economy also depends 
on the co‑ordination of LAC’s national and international efforts. From reducing tariffs 
and non‑tariff barriers to enhancing the granularity of international trade classifications, 
harmonising standards for circular economy goods could help firms, countries and 
regional actors adopt sustainable practices.
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Chapter 1

Addressing the structural 
macro context to drive 
the green transition
The COVID‑19 recovery in Latin America and the 

Caribbean (LAC) is slowing down, reflecting low 

potential growth and an increasingly complex 

international context driven by Russia’s war against 

Ukraine and an economic slowdown in China. The 

socio‑economic consequences of COVID‑19 linger, 

with poverty and extreme poverty still high. With 

macroeconomic policy space being reduced, most LAC 

countries will face the multidimensional challenge 

of balancing recovery stimulus, financing the green 

transition, and protecting the most vulnerable, 

particularly from the impact of inflationary pressures. 

After analysing the global context, this chapter 

presents the economic performance and critical 

factors affecting the pace and shape of the recovery in 

LAC. The chapter then analyses the weight of climate 

change on fiscal accounts and explores some options 

to mobilise further resources to promote the green 

transition. Before concluding, the chapter discusses 

the deteriorated post‑COVID‑19 social conditions, 

particularly poverty and inequality, and the need to 

strengthen social protection systems.
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Addressing the macroeconomic challenges
of LAC to ensure a green and just transition 
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Introduction
Following a robust economic rebound in 2021, growth in LAC economies will slow down 

in 2022. This is driven by an increasingly adverse global backdrop, fiscal and monetary 
stimuli rollbacks, and low potential growth. Inflationary pressures are mounting, and 
most central banks in the region are raising policy rates.

Social challenges from the pandemic remain, with an expected increase in poverty 
in 2022. Even though there was a decrease in total poverty levels between 2020 and 2021, 
these are projected to increase in 2022 due to rising inflation, especially in food prices. 
Extreme poverty did not recede in 2021 and is expected to increase in 2022. It is estimated 
that, by 2022, 33.7% of the LAC population will be in poverty and 14.9% in extreme poverty 
(ECLAC, 2022[1]). This has translated into downward mobility in the socio‑economic 
stratum. The incidence of poverty is heterogeneous not only among countries in the 
region but also among population groups. For instance, women aged 25 to 39 have higher 
poverty rates than men of the same age in all countries. Inequality in income distribution 
has also increased in most countries, with current high inflation posing a risk of a further 
increase (ECLAC, 2022[2]).

With restrictive monetary conditions, fiscal policy management is at the recovery’s 
core. As in other regions, inflation rates have increased substantially; therefore, most 
central banks have responded appropriately with interest rate increases. Since the end of 
2021, many of the region’s economies have started to withdraw some fiscal stimulus, and 
tax revenues have increased thanks to the improvement in economic conditions, thus 
narrowing primary fiscal deficits. LAC economies must support economic conditions 
and fiscal sustainability, while protecting the most vulnerable through strengthening 
social protection systems. In the future, climate change and the green transition can 
weigh heavily on fiscal accounts as natural disasters, the phasing out of fossil fuels from 
the energy matrix, or stranded assets can diminish revenues. Therefore, the region will 
need to mobilise resources to compensate for shortfalls and to invest more, better and 
greener to reduce the adverse effects of climate change and finance the green transition. 
A green transition goes beyond fighting climate change. It also aims to advance a more 
sustainable and inclusive model of production and consumption that creates new, quality, 
green jobs, generates the conditions for workers to successfully navigate the transition, 
and supports firms to adopt more sustainable production schemes and citizens to change 
their consumption habits (Chapter 2).

Global economic prospects are weakening stemming from the invasion of Ukraine by 
the Russian Federation (hereafter “Russia”) and the lingering effects of the coronavirus 
(COVID‑19) pandemic and strategies to contain it. The impact of Russia’s invasion of 
Ukraine will vary across regions, depending on their commercial and financial exposure 
to Russia or Ukraine. Russia’s invasion of Ukraine has also pushed up commodity prices, 
fuelling inflation. Disruptions in global supply chains, high freight costs, and demand and 
supply imbalances have contributed to the build‑up of inflationary pressures not seen 
in decades and that go beyond food and energy. Similarly, the zero‑COVID policy of the 
People’s Republic of China (hereafter “China”) continues to weigh on the global outlook 
and trade flows (OECD, 2022[3]; OECD, 2022[4]).

This chapter first examines the global context, focusing on the consequences of 
Russia’s war against Ukraine and the growing inflationary pressures. It then presents 
the economic performance in LAC, highlighting the region’s heterogeneity, external 
accounts, growing inflationary pressures, and tight fiscal space, especially to finance 
the green transition and face the adverse effects of climate change. Last, the chapter 
examines the remaining social consequences of the COVID‑19 crisis, focusing on poverty 
and inequality, the nexus with inflation, and the importance of strengthening universal, 
comprehensive, sustainable and resilient social protection systems.
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An increasingly challenging global context

After the strong recession generated by the COVID‑19 pandemic in 2020, the global 
economy grew at a robust pace in 2021, supported by the advance of vaccination 
programmes and the massive fiscal and monetary stimulus packages applied by most 
countries. The economic rebound of 2021 was widespread, with an estimated global 
growth of 5.8%, much higher than the contraction of 3.4% reported in 2020 (IMF, 2022[5]; 
OECD, 2022[3]; OECD, 2022[4]).

In 2022, global economic growth has slowed due to deteriorating global conditions, 
fuelled by the war in Ukraine and the lingering effects of COVID‑19, mostly China’s 
zero‑COVID policy. Russia’s war against Ukraine impacted global recovery. Before the 
outbreak of the war, global growth was projected to return to rates similar to those 
prevailing before the pandemic, and inflation was seen as a temporary phenomenon. 
China’s zero‑COVID policy has similarly affected the global outlook by creating bottlenecks 
in international trade and adding to inflationary pressures. Estimates suggest that for 
2022 global growth could slow to around 3.0%, and 2.2% in 2023 (OECD, 2022[3]; OECD, 2022[4]).

The impact of the war will vary across regions, depending on their ties to Russia 
and Ukraine, their main trading partners, their export basket, and their financial 
exposure. In Emerging Asia, the impact will likely be less acute, as the economic ties 
with the countries involved in the war are not very strong. Africa also has relatively small 
investment ties with Russia and Ukraine. Still, Russia’s large‑scale aggression against 
Ukraine will significantly affect its major trade and investment partners, along with the 
inflationary pressures already causing a food crisis. In LAC, the war can have diverse and 
significant impacts, although mostly indirectly through higher commodity prices, slow 
global growth, disruptions in trade, and financial volatility.

For the global economy, Russia’s invasion of Ukraine and the slowdown in China 
have at least three relevant channels of transmission

The first channel is an increase in energy and food commodity prices. Considering 
the importance of Russia in the global energy commodity market, Russia’s war against 
Ukraine pushed up prices amid pre‑existing supply and demand imbalances (Figure 1.1). 

In the case of Russia’s war against Ukraine, geopolitical risk and uncertainty from 
the application of potential larger‑scale sanctions have fuelled volatility in global energy 
markets (Box 1.1). As a result of uncertainty, prices of oil, gas, coal and industrial metals 
soared in March 2022, and fluctuated around higher levels over the next few months. 
Energy prices have remained elevated, but a weaker demand from China has eased some 
of the pressures on metal prices (OECD, 2022[4]).

Beyond energy, the price of food raw materials has further risen due to the disruption 
of essential trading channels in the cereals and fertilisers segments. Ukraine and Russia 
contribute 30% of the wheat sold globally and are relevant corn, oats and sunflower 
producers. Belarus (Ukraine’s border country) and Russia are important exporters of 
potassium and phosphorus worldwide, minerals that are critical inputs to produce 
fertilisers used in multiple crops. The agreements that allowed some agricultural exports 
from Ukraine have helped to ease food price pressures (OECD, 2022[4]).

The increase in commodity prices will weaken the post‑pandemic economic recovery 
by accelerating inflation. Energy and food inflation directly affects the purchasing power 
of households, limiting private consumption spending, trade, and global growth as well 
as generating social tensions.
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Figure 1.1. Commodity prices
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Box 1.1. Could a total embargo on Russian oil shipments 
lead to a global economic crisis?

At the time of writing, the oil price had risen more than 20% since the Russian invasion of Ukraine, 
primarily driven by expectations of a drop in Russian crude availabilities rather than effective 
supply disruptions linked to sanctions. The current economic scenario is reminiscent of the oil 
crisis of 1973‑74 when the Organization of the Petroleum Exporting Countries (OPEC) decided 
to suspend the sale of crude oil to the United States for its military support to Israel during the 
Arab‑Israeli war. The price of oil quadrupled, causing inflation to rise sharply and central banks 
to raise interest rates sharply, giving way to a major global recession.

Although a Russian oil crash may have profound inflationary impacts, with severe effects on 
domestic demand on a global scale, it seems unlikely it will generate a global recession as the one 
observed almost half a century ago. This is due to the more efficient use of oil that the advanced 
economies of the West have developed, which translates into less dependence on this raw material.

The global industry has a much lower dependence on oil than in the 1970s. In 1973, for example, 
the world used about one barrel of oil to produce USD 1 000 of gross domestic product (GDP) 
(2015 prices) (Ruhl and Erker, 2021[6]). In 2019, before the COVID‑19 pandemic, the intensity of oil 
use had fallen to 0.43 barrels by the same magnitude of global GDP (‑56%). Additionally, today 
there is a more diversified matrix of energy sources, where oil generates about one‑third of the 
world’s energy compared to 53% at the beginning of the 1970s, having ceded space to biofuels and 
nuclear reactors.

Another no less important element is the development of the fracking industry in the United 
States in recent years, which has allowed it to improve its oil trade balance. Thus, while harming 
consumer spending, an oil price shock such as the current one also benefits domestic producers. 
An energy matrix less dependent on oil and a broader range of producers makes the global 
economy less vulnerable to abrupt disruptions in crude oil supply and energy price shocks.

https://stat.link/8dmqka
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The second channel is the disruption of world trade. While, in general, the share of 
Russia and Ukraine in global trade and production is relatively small, they are critical 
suppliers of inputs to certain industrial value chains. Russia is one of the world’s leading 
producers of palladium (26% of global imports) and rhodium (7% of global imports), which 
are inputs for producing catalytic converters for automobiles. Ukraine supplies more 
than 90% of the neon used in making lasers used to manufacture American micro‑chips. 
Possible disruptions in the supply of these raw materials could aggravate the supply of 
semiconductors for the electronic equipment and car industries, worsening the critical 
shortages observed in these sectors since the beginning of the pandemic. Similarly, 
Russia and Ukraine together account for about 30% of global exports of wheat, 15% of 
corn, 20% of both mineral fertilisers and natural gas, and 11% of oil. In the case of China, 
trade disruptions have arisen as a result of the impact of the strict zero‑COVID strategy. 
In Shanghai and other big cities, the policy has created labour shortages, which affects 
transport capacity, slows operations in ports and reduces air traffic (OECD, 2022[3]).

The third channel is an increase in financial volatility. Since Russia’s large‑scale 
aggression against Ukraine, global capital markets have experienced high volatility, 
with an initial plunge on 24 February 2022 and a rebound in the following weeks. The 
Chicago Board Options Exchange Volatility Index, a proxy of the standard market 
volatility in international capital markets, reached its highest peak of 2022 in March and 
has remained relatively high, although still considerably below the volatility seen in 2020 
due to the COVID‑19 outbreak. Overall, the impacts of Russia’s war against Ukraine and 
China’s economic slowdown on global capital markets have been more moderate than 
the pandemic’s. However, as central banks have responded to above target inflation 
rates, financial conditions have tightened and capital outflows from emerging‑market 
economies have intensified (OECD, 2022[4]).

Central banks are reacting to growing inflationary pressures not seen in decades

One of the main economic policy challenges of Russia’s war against Ukraine is 
soaring commodity prices, further fuelling inflation. Disruptions in global supply chains, 
high freight costs, and demand and supply imbalances contributed to the build‑up of 
inflationary pressures not seen in decades. China’s zero‑COVID policy can add to 
inflationary pressures via producer prices (OECD, 2022[3]; OECD, 2022[4]).

Central banks in major economies initially assessed this rise as transitory. However, 
it has persisted much longer than originally anticipated by authorities, leading to an 
unexpected global inflationary scenario. In the United States, inflation reached 8.6% year 
on year in March 2022 – a 40‑year high. For some advanced economies, May 2022 had the 
highest level of inflation. This was observed in the Eurozone, with inflation reaching 
around 8.0%, Canada (around 7.7%) and the United Kingdom (above 9.0%), where headline 
and core price growth has already far exceeded the respective official inflation targets.

The main risk of this prolonged deviation of inflation from the target is the de‑anchoring 
of medium‑ and long‑term inflation expectations. Central banks in developed economies 
are accelerating the speed of monetary policy normalisation by reducing asset purchases 
and increasing interest rates from historical minimum levels.

The first major central bank to move forward with interest rate normalisation was the 
Bank of England, raising its benchmark rate from 0.10% to 0.25% in December 2021 and it 
has since then increased it up to 1.75%. In March 2022, the US Federal Reserve began its 
cycle of interest rate hikes, applying the first increase of the Fed Funds Rate in four years, 
from 0.50% to 0.75%. Raising interest rates has continued. In June and September 2022, the 
US Federal Reserve approved hikes of 0.75 basis points up to 2.37, the largest since 1994 
(OECD, 2022[4]).
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The European Central Bank (ECB) has also been taking measures towards monetary 
normalisation, mostly as this region is more directly exposed to Russia’s war against 
Ukraine. In March 2022, the ECB announced that the pandemic emergency purchase 
program would come to an end and that it would gradually reduce its debt purchase until 
the end of June. In July 2022, the ECB raised its key interest rate by half a percentage point, 
the first increase in over a decade. Similarly, it implemented the Transmission Protection 
Instrument (TPI) to ensure that the monetary policy stance is transmitted smoothly 
across all euro area countries.

Although many emerging economies, particularly in Latin America, have advanced 
in the withdrawal of monetary COVID‑19 stimuli since last year, emerging markets will 
face challenges as interest rate hikes continue in advanced economies. Higher interest 
rates may pose risks to highly indebted households and companies, compromising the 
banking sector (IMF, 2022[5]). Moreover, following the pandemic‑related sharp increase in 
public debt, higher interest rates could threaten sustainability, particularly in countries 
experiencing lower growth.

The recovery in Latin America is slowing down, reflecting low potential 
growth

LAC had a strong rebound in 2021. GDP growth in LAC rebounded to above 6% in 2021, 
driven by fiscal stimulus, more favourable external conditions and the acceleration of the 
region’s vaccination campaigns, which allowed the economies to reopen. This happened 
after the region registered one of the most severe output contractions (6.9%) globally in 
2020, causing poverty and inequality to rise. However, the recovery was uneven. While 
several countries regained pre‑pandemic GDP levels, decreasing tourism flows and limited 
fiscal space for stimulus constrained a fuller comeback in the Caribbean and  Mexico 
(ECLAC, 2022[1]).

In 2022, a slowdown in LAC growth is expected as external conditions deteriorate, 
reopening effects dissipate, and local authorities roll back fiscal and monetary stimuli. 
The rapid convergence to modest expansion rates reflects low potential growth. Projected 
economic growth in the region will be insufficient to revert the increases in poverty and 
inequality accentuated by the pandemic. Inflationary pressures have prompted central 
banks to increase interest rates since 2021, and the tightening cycle will continue while 
inflation rates remain above central banks’ targets. Fiscal deficits will narrow in 2022 
as governments withdraw spending and activity stabilises. However, debt levels will 
remain high, and further consolidation efforts might be needed in the medium term to 
recover fiscal space and debt sustainability. Risks to this outlook stem from a steeper and 
faster‑than‑anticipated tightening of financial conditions, new waves of the pandemic, 
longer‑lasting disruptions in global supply chains, political uncertainty in the region, and 
the repercussions of both Russia’s invasion of Ukraine and China’s economic slowdown.

Potential growth, a pre‑pandemic structural challenge in LAC, remains stagnated at 
low levels. Moreover, regardless of how potential growth is calculated, it has weakened. 
Potential GDP per capita growth has been below 1% since 1980, slightly increasing 
following the commodity boom (between 2003 and 2013). Since then, per‑capita potential 
output growth has stagnated. Furthermore, potential GDP per capita growth remains 
below advanced economies, hindering convergence. Over the last decades, the per‑capita 
GDP gap between LAC and advanced economies has narrowed, but gains stopped after 
2015 as potential regional output faltered (Figure 1.2).
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Figure 1.2. Potential GDP per capita growth in LAC and advanced economies, 
estimated under different methods
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12 https://stat.link/y94d8a

Overall effects on LAC of Russia’s war against Ukraine and China’s slowdown 
remain uncertain and are transmitted through three main channels

The first channel is the effect of higher commodity prices on external accounts. The 
reduced exposure to Russia and Ukraine limits the direct impact on trade in the LAC 
region, which does not exceed 1% of the region’s total trade. Only Ecuador (4% of total 
trade) and Paraguay (8% of total trade) exhibit a more significant exposure to trade with 
Russia. From the point of view of investment flows, Russia’s involvement in the region is 
shallow, except for participation in some energy projects in Brazil and Mexico. Therefore, 
the main impact of the crisis on the LAC region is through the terms of trade because of 
increases in the prices of energy and some agricultural raw materials.

The outcome depends on whether countries are net exporters or importers of energy 
and food. Net exporters in South America benefit from more favourable terms of trade, 
improving current account balances, and generating additional fiscal revenues that 
may stimulate demand and, consequently, growth and employment. Nonetheless, the 
improvement in the terms of trade may not be significant because of the accumulated 
increases in imported input prices due to the disruptions in global supply chains. Central 
American and Caribbean countries experience the opposite effects (Figure 1.3, Panel A). 
Similarly, the economic slowdown experienced by China and globally affects the trade 
channel, particularly in economies such as Brazil, Chile, Peru and Uruguay, where 

https://stat.link/y94d8a
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China is a crucial trading partner. Negatively affected countries, such as Chile, Panama, 
Paraguay and Peru, have sufficient international reserves to face the transitory negative 
shock (Figure 1.3, Panel B) and maintain access to global financial markets at relatively 
low costs.

Figure 1.3. Current account deficits and international reserves
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Foreign direct investment (FDI) is essential to finance current account deficits and the 
green transition. FDI inflows experienced a 56% increase in 2021 (reaching USD 134 billion) 
after the substantial fall (45%, USD 86 billion) experienced in 2020 (UNCTAD, 2022[7]). Quality 
FDI can contribute to increasing productivity and deliver a more sustainable recovery and 
attain decarbonisation goals (OECD, 2019[8]; OECD, 2021[9]; OECD et al., 2021[10]). In terms 
of decarbonisation and similar to the OECD, FDI on renewable energy reached its peak 
(both in USD and number of projects) in 2019 and has not yet recovered. Nevertheless, it 
remains above the pre‑2019 levels. In LAC, FDI on renewables remains above the levels 
invested in oil coal and gas (both in USD and number of projects) (Figure 1.4).

https://stat.link/0apkcb
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Figure 1.4. LAC and OECD FDI investment in renewable energy 
and in coal, oil and gas, LAC
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12 https://stat.link/vkugip

The second channel of transmission is through international financial markets. In 
addition to the shock in markets generated by the Russian war against Ukraine, other 
factors including the normalisation of monetary policy in advanced economies, and 
specific domestic aspects within LAC countries affected capital markets’ behaviour. 
Between March 2022 and October 2022 risk premia increased, although they remain below 
the levels seen during the COVID‑19 pandemic. Similarly, during the same period, most 
local currencies have depreciated (Figure 1.5), with the exception of some economies such 
as Mexico where it has appreciated. Exchange rate depreciations in most LAC countries 
follow a trend that precedes the war, and recently is a combination of domestic and 
external factors, including increases in inflation rates.

https://stat.link/vkugip
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Figure 1.5. Nominal effective exchange rate and sovereign bond spreads
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The third channel is the intensification of inflationary pressures. First, the pandemic 
and its recovery disrupted trade and caused supply bottlenecks, input shortages and 
increases in transport costs and commodity prices (IMF, 2022[11]). In addition, the war has 
exacerbated the rise in commodity prices in most LAC countries. As a result, inflation in 
2022 has been above the policy target in LAC economies (Figure 1.6, Panel A). In Chile for 
instance, inflation has risen to a 30‑year high (OECD, 2022[12]). Before Russia’s war against 
Ukraine, the price rise (Figure 1.6, Panel B) had already prompted central banks across 
LAC to increase interest rates to anchor expectations. As inflationary pressures mount 
due to the increase in commodity prices, and the US Federal Reserve hikes rates, this 
process will be difficult to reverse. The marked rise in energy and food prices reduces 
the purchasing power of households, particularly the more vulnerable, still reeling from 
the effects of the pandemic. This does nothing to reverse the increase in poverty and 
inequality in the region, already hampered by the projected weaker economic growth.

Monetary policy should consider and align with climate goals and policies. Different 
climate policies have distinct implications for the price system, for instance a fixed 
carbon price can affect price fluctuations (Chen et al., 2021[13]). Similarly, incorporating 

https://stat.link/pg0cmo
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environmental, social and governance (ESG) factors into central bank mandates will be 
critical to efficiently safeguarding price and financial stability given the high‑level impact 
that climate risks could have on the traditional core responsibilities of this institution. 
Central banks in LAC can share and learn from experiences with other central banks. The 
ECB aims to monitor the financial system, including private banks, so that the risks from 
climate change are included (ECB, 2021[14]).

Figure 1.6. Inflation and policy rates in inflation targeting in selected LAC economies
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Low fiscal space to navigate the challenging context

To cope with the COVID‑19 crisis, public expenditure in LAC reached a historic high of 
13.6% of GDP in 2020 at the central government level, an increase of 2.3 percentage points 
compared to 2019. This level was even higher than that seen during the last economic 
crisis in 2008, when the increase was 1.1  percentage points (ECLAC, 2022[2]). Social 
spending is the main component of total public spending (ECLAC, 2022[2]). The countries 
that stand out for the largest increases in 2020 (with respect to 2019) are Brazil and 
El Salvador (5.3 percentage points of GDP) and Argentina, Barbados and the Dominican 
Republic (between 4.2 and 4.6 percentage points of GDP) (ECLAC, 2022[2]).

In 2021, LAC economies started to withdraw the fiscal stimulus and revenues 
increased with the economic recovery; therefore, primary fiscal deficits for the central 
government have been narrowing. On average, deficits reduced to 4.2% of GDP in 2021, an 
improvement of 2.7 percentage points from 2020. Tax revenues increased in 2021 thanks 
to strong GDP growth, while spending fell as LAC economies reduced emergency transfers 
(ECLAC, 2022[15]). This came after a drop in tax revenues of 0.8 percentage points in 2020 
relative to 2019. The COVID‑19 pandemic resulted in historic falls in both nominal tax 
revenues and nominal GDP, with taxes falling more sharply than nominal GDP. There is 
still some fiscal stimulus related to the pandemic, as current expenditure remains above 
2019 levels (IDB, 2022[16]; OECD et al., 2022[17]).

https://stat.link/kafhyg
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Even though the 2021 recovery helped relieve some of the pressure on fiscal accounts, 
structurally tight fiscal space in LAC still needs to be addressed. Public debt‑to‑tax ratios, 
a proxy indicator of countries’ financial capacity to pay for public debt, were higher in 
2019 than in 2013 and increased significantly in 2020 (Figure 1.7).

Tax revenues remain low in LAC. In 2020, the average tax‑to‑GDP ratio was 21.9% 
of GDP compared to 33.5% in the OECD. As a result, the gap between the LAC and OECD 
tax‑to‑GDP ratios widened to 11.6% of GDP in 2020 from 10.7% in 2019 (OECD et al., 2022[17]). 
The gap is mainly explained by the region’s low revenues from income taxes and social 
security contributions relative to the OECD average. The combined share of taxes on 
income and profits (especially personal income taxes) and social security contributions 
was much lower in the LAC region than in the OECD (44.1% versus 60.0% in 2019, on average).

Figure 1.7. Gross public debt‑to‑tax ratio in selected Latin American countries
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After a substantial increase in 2020, LAC debt declined in 2021. Debt stood at 53.7% of 
GDP in 2021, below the 56.5% registered in 2020 (ECLAC, 2022[15]). The economic recovery 
and rising inflation helped reduce debt, despite fiscal deficits. Notwithstanding, volatility 
in the financial markets, rising debt costs, and the need to finance the green transition 
highlight the necessity for adequate, proper fiscal frameworks (including fiscal rules) and 
globally co‑ordinated debt management under key guidelines (Chapter  4) (OECD et  al., 
2021[10]; Arreaza et al., 2022[19]).

Going forward, LAC economies must support economic conditions and fiscal 
sustainability, particularly in the face of rising food inflation, financing the green 
transition, while protecting the most vulnerable through strengthening social protection 
systems. The composition of the fiscal consolidation, the timing and the balance between 
capital and current expenditure will play important roles in the shape and inclusiveness 
of the recovery. If public investment is safeguarded, relative to current expenditure, it 
can neutralise the contractionary effects of fiscal adjustment in the short run and might 
stimulate growth in the medium term (Ardanaz et al., 2021[20]). In the short term, the focus 
should remain in protecting the most vulnerable against rising inflation.

With a tight fiscal space and with high debt levels, countries in the region will need 
to face the growing negative effects of climate change and finance the green transition. 
Fiscal efforts should develop comprehensive frameworks that combine decarbonisation 

https://stat.link/cr9yxn
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and resilience strategies with the promotion of growth and social inclusion (D’Arcangelo 
et al., 2022[21]).

Natural disasters weigh heavily on fiscal sustainability

Climate change is already challenging fiscal sustainability when natural disasters 
strike. The frequency of natural disasters in the region has increased over the last decades. 
An average of 17 hurricanes per year and 23 category‑5 hurricanes in total were recorded 
between 2000 and 2019, mostly affecting Caribbean and Central American countries 
(OCHA, 2020[22]).

Other natural disasters, such as floods, wildfires and droughts, are common in LAC. 
They have severely affected the whole region, with flooding and wildfires being the most 
common events in South America’s Southern Cone. Drought affects the largest number 
of people in the region, with crop yield reductions in 2018 of between 50% and 75% in 
eastern El Salvador, central and eastern Guatemala, southern Honduras, and parts of 
Nicaragua (OCHA, 2020[23]). In 2022, the Southern Cone, traditionally a global pantry for 
both grains and meat, continues to be hit by severe levels of drought. This has led to 
a decrease in agricultural productivity, as well as widespread food security concerns 
(Amaya, 2022[24]). In turn, this has negative effects on GDP of most countries in the region 
(Banerjee et al., 2021[25]), on their fiscal accounts, and on the most vulnerable (Chapter 2) 
(Bárcena et al., 2020[26]).

The economic cost of the impact of each natural disaster depends on the level of 
development of the country, which is also related to its level of preparedness and capacity to 
respond to natural disasters. On average, a natural disaster results in an increase in the fiscal 
deficit of 0.3% of GDP for upper‑middle‑income countries, 0.8% for lower‑middle‑income 
countries and 0.9% for low‑income countries. The main negative impact is concentrated 
in a drop in fiscal revenues as a result of the fall in GDP. For lower‑middle‑income and 
low‑income countries, this reduction in public revenues is equivalent to 0.8% and 1.1% of 
GDP, respectively (Alejos, 2021[27]). The size of the government’s reaction in the event of 
a disaster depends not only on the severity of the disaster but also on the government’s 
rate of compliance in meeting its liabilities – that is, its ability and willingness to meet 
or exceed its ex‑ante commitments to shoulder specific disaster‑related costs (OECD/The 
World Bank, 2019[28]).

The effects of fiscal deficits can be specifically harmful to economies with tight fiscal 
space and can leave long‑term scars on fiscal accounts. Natural disasters can lead to 
dramatic increases in public debt, the abandonment or postponement of new investment 
projects, and the procyclicality of fiscal policy, especially for countries that do not have 
adequate insurance mechanisms for natural disaster risks (such as catastrophe bonds or 
disaster insurance) (Chapter 4) (IDB, 2021[29]). It is also important to consider that similar 
negative fiscal effects can be caused by the concentration of multiple non‑extreme events 
in a short period, especially when there are conditions of high exposure and vulnerability 
in the country.

Some Caribbean economies present the highest levels of indebtedness: in 2020, nearly 
three‑quarters of small states with unsustainable debt levels were in the Caribbean. 
Natural disasters, alongside poor economic performance, insufficient fiscal restraint 
and high financing costs in capital markets, are the main reasons for these high debt 
levels. The cost of debt service for these economies greatly reduces their fiscal space 
and undermines their ability to react to further shocks and to fund the necessary public 
services and public investment to drive their development process (OECD et al., 2021[10]).
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LAC will need to diversify its tax revenue to compensate for the coming fall in 
public revenues from hydrocarbons in main producing economies

As the world transitions to clean energy sources, demand for non‑renewable 
resources will decline, entailing a drop in public revenues in a group of LAC countries 
that export hydrocarbons. As alternative technologies become cheaper, and measures to 
address climate change and implement the Paris Agreement are put in place, demand for 
oil is expected to fall (IDB, 2021[29]). Before Russia’s war against Ukraine, it was estimated 
that, in scenarios that meet the Paris Agreement targets, oil production in LAC needed 
to fall by 60% by 2035, which would entail losing about USD  3  trillion in tax revenue 
(Solano‑Rodríguez et al., 2019[30]; Vogt‑Schilb, Reyes‑Tagle and Edwards, 2021[31]). Similarly, 
the role that natural gas plays in the region’s economy will be progressively reduced, 
leaving half the reserves untapped and reducing associated tax revenues by up to 80% 
(Welsby et al., 2021[32]).

This phasing out among major hydrocarbon producers will have significant negative 
effects on fiscal revenues and on foreign exchange. Hydrocarbons are a major generator 
of foreign exchange, with its exports accounting for one‑third or more of total exports 
in several countries. Concerning fiscal revenues, the exploration and production of oil 
and gas account, on average, for around 3% of GDP (Figure 1.8, Panel A). This can reach 
above 15% of total revenues in Bolivia, Mexico, and Trinidad and Tobago and 24.2% in 
Ecuador (Titelman et al., 2022[33]). These revenues can excede, on average, 3% of GDP and 
in some cases more than 7%, as in Ecuador and Trinidad and Tobago (Figure 1.8, Panel B) 
(OECD et al., 2022[17]). If the decline in hydrocarbon revenues is not offset by an increase 
of those from other sources or economic diversification, these countries will experience 
large fiscal deficits (Titelman et al., 2022[33]).

Figure 1.8. General government fiscal revenues from non‑renewable natural resources 
in selected LAC economies
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Stranded assets can be an additional cost of inaction against climate change

As climate policies progress in the region and the phasing out of fossil fuels makes 
headway, hydrocarbon reserves and infrastructure are at risk of becoming stranded 
assets, resulting in financial losses for LAC economies.

Many economies in the region continue to develop new oil and gas projects that risk 
ending up as stranded assets. For instance, Argentina, Brazil and Mexico have ambitious 
plans to increase hydrocarbon production; others, such as Guyana, have plans to start 
exploiting it on a scale transformative for their economies (IEA, 2017[34]). If all planned fossil 
fuel power plants were built, there would be a 150% increase in the region’s “committed 
emissions” (IDB, 2021[29]). In addition, ten coal‑based power plants were inaugurated in 
the last decade, illustrating how, between 2009 and 2016, countries were still choosing 
coal‑based thermal power over other cleaner options, such as solar, wind or hydro 
(Bermúdez, 2020[35]).

Some types of stranded assets will represent higher costs. For instance, coal 
technologies are expected to make up a small percentage of the total capacity stranded in 
the LAC region. Still, the cost associated with the stranding of these assets is the highest. 
This is because they are more capital‑intensive than gas and oil plants and are assumed 
to have longer lifetimes (60  vs. 45  years) and thus a lower depreciation rate (Binsted 
et al., 2020[36]).

Economies in the region that are more advanced in their transition to low‑carbon 
energy production are already closing coal‑based plants. For instance, in Chile, since the 
Decarbonisation Plan was announced in 2019, 6 coal‑based thermoelectric plants have 
closed. Another 5 will close by the end of 2024, and the remaining 17 will close before 2040 
(Parra, 2021[37]).

Spending decisions should consider the effects of climate change and the green 
transition

LAC must close its investment gap by allocating more resources in infrastructure to 
increase resilience and achieve its decarbonisation goals. The region already falls behind 
in terms of investment. In 2021, it invested around 19.5% of GDP, below the 22% invested in 
advanced economies and the 39% invested in Emerging and Developing Asia (IMF, 2022[5]). 
To achieve the United Nations Sustainable Development Goals (including resilience and 
decarbonisation goals), the region will need to increase its investment in infrastructure 
by about 5% of GDP (Galindo, Hoffman and Vogt‑Schilb, 2022[38]). Despite the need for high 
investment, the region must continue to balance between capital and current spending, 
using the momentum to finance the green transition.

LAC must invest more to become more resilient against the negative effects of climate 
change. Climate change increases the frequency of natural disasters and causes changes 
in precipitation and temperature, along with coastal flooding. The current infrastructure 
of the region can be vulnerable to these events. New energy, transport, water or 
telecommunications projects must envisage the risk that these events pose. Moreover, 
existing infrastructure must be made resilient to these events, while new infrastructure 
must be created to reduce their effects (e.g. flood control dams, floodwalls or water dams 
to preserve and redistribute water to zones experiencing droughts). It is estimated that, 
for every USD 1 invested in making infrastructure and economies more resilient, USD 4 is 
avoided in impact costs (Galindo, Hoffman and Vogt‑Schilb, 2022[38]). Similarly, the region 
could explore the role of nature‑based solutions (NbS) in limiting and managing the 
current and future impacts of climate change. NbS are measures that protect, sustainably 
manage or restore nature, with the goal of maintaining or enhancing ecosystem services 
to address a variety of social, environmental and economic challenges (OECD, 2020[39]).
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Although the investment required to achieve resilience is high, spending reallocation 
and early planning can help reduce costs. Climate strategies are important for anticipating 
long‑term objectives in government planning, managing risks appropriately and greening 
public spending. To achieve carbon neutrality and climate resilience in 2050 a multi‑
sectoral climate strategy is needed, that aligns all sectoral strategies and incorporates 
decarbonisation and resilience criteria into public investment and budget systems 
(Galindo, Hoffman and Vogt‑Schilb, 2022[38]).

Alongside the correct infrastructure, financial frameworks that manage 
climate‑related risks and increase financial resilience are needed. LAC economies must 
develop frameworks that can manage national risks while promoting global climate 
financial resilience. As such, frameworks that identify risks and better understand them 
in terms of their components (hazards, exposure and vulnerability) and sources can play 
a key role, mitigating financial losses through risk reduction.

Despite best efforts, risk will always remain. Thus, coherent and integrated 
multipronged government financial strategies must be put in place (OECD, forthcoming[40]). 
Examples to minimise risk include improved building codes, better territorial and 
watershed planning, analysis of the budgetary impact of risk, and financial preparedness, 
including the use of insurance and reinsurance financial instruments (Galindo, Hoffman 
and Vogt‑Schilb, 2022[38]). It is also necessary to scale up investment towards financial 
instruments such as green, social, sustainable and sustainability‑linked bonds (GSSS 
Bonds) within internationally aligned frameworks that include green standards and 
sustainable taxonomies (Chapter  4). These will allow for increased and more effective 
redirection of spending towards sustainable projects that contribute to climate change 
mitigation and adaptation. Additionally, as some adaptation measures are costly, 
governments must carefully evaluate the ex‑post impacts and the probability of disasters 
occurring. Post‑disaster loss assessment can provide qualitative and quantitative 
information to help identify the strengths and weaknesses of risk assessment.

If fiscal policy is to be effective, it must be through co‑ordinated efforts

For any fiscal policy or reform to be effective, it must co‑ordinate tax, spending and 
debt policies, considering the socio‑economic and political context through well‑defined 
sequencing of actions. It also needs to be backed by a broad consensus, built through 
national dialogue and clear communication (Chapter 5). The political economy of fiscal 
policy is more important than ever (Nieto‑Parra, Orozco and Mora, 2021[41]).

Moreover, a fiscal sustainability framework focused on strengthening public revenues 
will be required to ensure the viability of a growing green expenditure trajectory. In the 
short term, the region will have to focus on reducing tax evasion (6.1% of GDP in 2018) and 
on reviewing tax expenditures (ECLAC, 2021[42]). It will also be key for countries to align 
their tax codes with new international best practices and to strengthen tax frameworks 
applied to the extractive sector (Titelman, 2022[43]). In the medium term, the region will 
have to focus on generating more progressive and greener fiscal pacts, with the aim 
of increasing tax collection and strengthening direct income and property revenues. 
It will also need a fully‑fledged redesign of hydrocarbon taxation and subsidy policies 
(Chapter  4) (Titelman et  al., 2022[33]). Additionally, to guarantee a just transition it will 
require public investments that attract green private investment (crowding‑in); generate 
direct tax incentives towards renewable energies and decarbonisation, digital inclusion, 
and research and development; and lay the foundations for universal social protection 
systems (Chapter 4) (Titelman, 2022[43]). In terms of green tax incentives, special attention 
must be given to their design in relation to policy objectives. If misused, they can reduce 
revenue‑raising capacity; create economic distortions; erode the principle of equity; 
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increase administrative and compliance costs; and potentially trigger harmful tax 
competition and windfall gains to investors for projects that would have taken place in 
the absence of the incentive (Celani, Dressler and Wermelinger, 2022[44]).

Social conditions remain worse than before COVID‑19

Poverty and extreme poverty in LAC remain above pre‑pandemic levels. By 2022, 
ECLAC estimated that 33% of the population would be in poverty, and 14.5% would live 
in extreme poverty as a consequence of limited economic performance and increasing 
inflation (ECLAC, 2022[1]). Poverty rates in 2022 are the highest since 2008, before the 
global financial crisis. After the strong increase in 2020 due to the COVID‑19 crisis, 
poverty slightly receded in 2021 due to the strong rebound (Figure  1.9). However, low 
economic growth and rising inflation in 2022 reversed these small gains. Extreme 
poverty has steadily increased every year since 2014 – even in 2021, despite the strong 
rebound (ECLAC, 2021[45]; ECLAC, 2022[1]). The rise of poverty and extreme poverty is a 
result of massive losses of jobs and livelihoods, low potential growth, high inflation rates, 
lack of sufficiently strong social protection systems and, in some countries, reduction in 
emergency income transfers that was not offset by the expected increase in employment 
income (ECLAC, 2021[45]; OECD et al., 2021[10]; OECD, 2022[12]).

Since the pandemic, there has also been a generalised impoverishment of much of the 
population in Latin America, which has translated into downward mobility. This means 
that, since 2020, the low and lower middle‑income strata’s share of the population has 
increased, to the detriment of that of the upper middle‑ and high‑income strata. With the 
recovery measures and economic upturn in 2021, there was a clear improvement in the 
middle classes, which regained some of their income. Still, the situation for low‑income 
and low‑middle‑income classes worsened, and extreme poverty increased (ECLAC, 2022[2]).

Figure 1.9. Poverty and extreme poverty rate evolution
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Emergency cash transfers are key to offsetting the negative effects of the pandemic 
and external shocks on employment income and, therefore, to addressing poverty. 
However, in most countries, these are not enough to curb the increase in poverty. For 

https://stat.link/ipegru
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instance, compared to the previous years in most countries in the region, the increase in 
the total income of households that received transfers in 2020 was smaller than the fall 
in their labour income. The notable exception was Brazil, where the fall in labour income 
represented a loss in the total income of about 4%, while transfers were equivalent to an 
increase in the total income of 7% (ECLAC, 2022[2]).

Poverty is heterogeneous not only among countries in the region but also among 
population groups. Across all countries, the trend shows that women aged 25 to 39 
have higher poverty rates than men of the same age. Likewise, poverty rates can be 1.3 
to 1.8 times higher for people under age 15 than for the next age group (ages 15 to 39). 
Additionally, the largest gaps are found in countries with low poverty rates, such as Brazil, 
Chile, the Dominican Republic and Uruguay. In countries where the incidence of poverty 
is higher, the gap between age groups tends to narrow (ECLAC, 2022[2]).

Informality remains a key challenge to tackling poverty and extreme poverty. In LAC, 
both informal and mixed households account for two‑thirds of the total population. On 
average, almost half (45.3%) of people in LAC countries live in a household that depends 
solely on informal employment, 21.7% live in households with formal and informal workers 
(mixed households), and the remaining 33.1% live in completely formal households. In 
Bolivia, Honduras and Nicaragua, more than 60% of households rely entirely on informal 
employment, making them especially vulnerable to shocks such as the COVID‑19 crisis 
(Figure 1.10) (OECD, forthcoming[46]).

Figure 1.10. Distribution of overall population, by degree of informality of households, 
2019 or latest
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Having a perspective on household informality is key to bringing about new policy 
insights, as the informality status of working members within a household has implications 
for its dependent members, and indicates the various vulnerabilities to which they are 
exposed. Such insight is also key to analysing the opportunities that the green agenda will 

https://stat.link/r6o9ix
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bring to create new high‑quality formal jobs in LAC (Chapter 3) (OECD et al., 2021[10]; OECD, 
forthcoming[46]). This is also the case for analysis that links informality with the structural 
axes of the social inequality matrix in the region, including a territorial perspective of 
informality, as this is not a phenomenon evenly distributed within countries (Abramo, 
2022[47]; Espejo, 2022[48]). It is crucial that strategies to reduce informality, including those 
connected to a green transition, take its diverse expressions into account.

Although the slow trend of inequality reduction was reversed in 2020, cash 
transfers prevented a larger increase than occurred

Inequality in income distribution has also increased in most countries in the LAC 
region. In 2020, the deterioration in distribution affected the poorest sectors the most, 
halting the trend of falling inequality that had been slowing down since 2002 and had lost 
pace since 2010. The Gini coefficient for the Latin American average went from 0.54 in 2002 
to 0.46 in 2020, with very slight reductions from 2010 onwards. Countries demonstrating 
among the highest inequality coefficients in 2020 included Brazil, Colombia and Panama, 
with averages above 0.50. The lowest coefficients occurred in countries including 
Argentina, the Dominican Republic and Uruguay, with an index of 0.40. A comparison 
of the situation in 2017 with that prevailing in 2019 and 2020 shows that inequality, as 
measured by the Gini coefficient, increased in nine countries and decreased in six (ECLAC, 
2022[2]). The distributional deterioration affected the poorest segments of the population 
the most (ECLAC, 2022[2]).

To better explain the evolution of changes in inequality among countries, it is 
necessary to refer to the evolution of average household income. Although there was 
a decrease in total average, the determining differential factor is the way in which the 
losses were distributed. In countries where inequality increased, the better‑off quintiles 
lost less than the poorest. In this sense, the fall in income for the poorest quintile was on 
average 3.2 times the reduction in total income for the richest quintile. Thus, the wage 
income of the poorest quintile collapsed on average by 39.4%, which represents 5.1 times 
the decline in wage income experienced by the richest quintile (‑7.8%). In contrast, in 
countries where inequality decreased, the richest quintile contracted the most. (ECLAC, 
2022[2]). Emergency cash transfers also contributed to the reduction of inequality. The 
transfers implemented by states specifically to respond to the drop in income caused by 
the COVID‑19 pandemic were essential in preventing a further increase in inequality. The 
Gini coefficient would have increased on average by 4% without them, compared to the 
actual increase of 1% in Bolivia, Costa Rica, Ecuador, Paraguay, Peru and the Dominican 
Republic. Similarly, in these countries the Atkinson index would have increased to 13.8% 
without them, compared to its actual growth of 5.1%. (ECLAC, 2022[2]). In other economies, 
such as Chile, inequality actually dropped from 0.45 in 2020 to 0.39 in 2021 thanks to the 
import support policies (OECD, 2022[12]).

Strengthening social protection systems will be key to protecting the population

The implementation of social protection measures in response to the pandemic 
have been central to the welfare of the population but has also highlighted areas for 
improvement. During the last 15 years, countries in Latin America and the Caribbean have 
expanded the coverage of both contributory (financed by wages) and non‑contributory 
(financed by taxes) social protection schemes (OECD et  al., 2021[10]; ECLAC,  2022[2]). 
While significant progress has been made in building social protection systems, many 
informal workers remain often excluded from it (OECD et al., 2021[10]; OECD/ILO, 2019[49]; 
ECLAC,  2022[2]). More than half of the workers in the region do not participate in any 
contributory social security system against risks related to illness, unemployment, and 
old age (ILO, 2018[50]). On average, in the LAC region, more than 60% of economically 
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vulnerable and informal workers do not benefit from labour‑based social protection or 
a social assistance programme (OECD et  al., 2021[10]). Despite their lower incomes and 
greater need for protection, informal workers often fall through the cracks of social 
protection systems, making many incomes insecure or vulnerable to income poverty 
affecting their families. Thus, it is fundamental that countries advance towards universal, 
comprehensive, sustainable and resilient social protection systems (ECLAC, 2022[2]).

Individuals and households in LAC, have a long tradition of informal networks 
of mutual support to cope with risks and uncertainty, especially in contexts where 
public options are absent or limited like in rural areas. Informal support is often 
organised around lifecycle or livelihood risk and vulnerability. Private transfers received 
from friends, relatives and other households are another element of this form of 
inter‑household informal protection. Around the mid‑2010s the share of private transfers 
in household income varies from 4% in Bolivia and Honduras to around 15% in Costa 
Rica (OECD/ILO, 2019[49]). However, relying on informal ties or mechanism for protection 
has several limitations and strong, public social protection systems are essential as part 
of a social contract to advance towards the exercise of economic and social rights. In 
the absence of universal access to social protection and social security policies, studies 
suggest that informal risk‑sharing mechanisms are close to efficiency when it protects 
from idiosyncratic shocks linked to individuals, households, or lifecycle events, such as 
illness or death. They may fall short when it comes to broader shocks that affect a wider 
geographical area, such as a neighbourhood or community, which is likely the case for 
health environmental risks and the broad changes brought by green agendas. This can 
particularly hurt poorer households, which are already financially constrained (Watson, 
2016[51]). It is therefore crucial to strengthen social protection systems that are universal, 
comprehensive, sustainable and resilient, and which can progressively expand coverage 
to informal workers, ensuring a green and just transition for all (OECD/The World Bank, 
2020[52]; ITF, forthcoming[53]; OECD, 2021[54]; ECLAC, 2021[59]).

Regarding the contributory scheme, some Latin American countries have extended 
its coverage to informal economy workers. Reasons for success include several measures, 
such as combining the support for the formalisation of enterprises with access to social 
protection schemes; extending statutory coverage to previously uncovered workers; 
adapting benefits, contributions and administrative procedures to reflect the needs of 
informal workers; and subsidising contributions for those with very low incomes. In 
addition, several countries expanded the fiscal space needed to scale up social protection 
programmes financed through general government revenues. These efforts have 
significantly contributed to building social protection floors that guarantee universal 
health coverage and at least basic income security throughout the lifecycle, for instance 
through tax‑financed pensions, disability benefits, child benefits, maternity benefits or 
employment guarantee schemes (OECD et al., 2021[10]) (Chapter 3).

Regarding the non‑contributory scheme, according to official information, between 
1  March 2020 and 31  October 2021, 33  countries in LAC adopted 468  non‑contributory 
emergency measures and other support measures. These included three types: 1) monetary 
transfers; 2)  in‑kind transfers (including the provision of food, medical and education 
materials, as well as support for labour and productive inclusion); and 3) securing and 
facilitating access to basic services (water, energy, telephone and Internet) (ECLAC, 2022[2]). 
There were also measures aimed at containing and reducing household expenses, through 
tax relief, price setting and control for basic goods, and rents and payment facilities 
(Brooks, Jambeck and Mozo‑Reyes, 2020[55]). While most of these measures were put in 
place in 2020, given the prolongation and depth of the economic and social consequences 
of the pandemic, it has been necessary to extend some measures or implement new ones 
(ECLAC, 2021[45]).



1. Addressing the structurAl mAcro context to drive the green trAnsition

62
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

63

Going forward, it will be necessary to strengthen social protection systems (not only by 
increasing coverage but also by improving co‑ordination and interoperability), make them 
more flexible against different types of shocks, ensure that they have positive long‑term 
effects and improve their functioning while guaranteeing that they are properly funded.

Social protection schemes or cash transfers should have long‑term development goals. 
Along with guaranteeing adequate levels of income, these goals could be promoting just, 
green education, labour or formalisation outcomes. For instance, there is evidence that 
targeted cash transfers, especially conditional, can spur investment in child schooling 
(OECD et al., 2021[10]; OECD, 2019[56]). Similarly, payments for environmental services can 
encourage a long‑term change in behaviour to prevent future ecosystem degradation 
(Porras and Asquith, 2018[57]). A good example is Peru. Between 2014 and 2018, the Ministry 
of Environment and the Deutsche Gesellschaft für Internationale Zusammenarbeit (GIZ) 
developed conditional cash transfers to stimulate community protection of tropical 
forests in the Amazon region. To date, 188 indigenous communities have been covered, 
and over 1 800 000 hectares (ha) of tropical forest have been placed under protection. 
The conditional cash transfers are benefiting indigenous families, which have been 
able to improve their income levels and livelihoods without endangering their forests. 
Sustainable development skills are also being developed, as beneficiaries are advised on 
how to use the conditional cash transfer to initiate and manage projects and to monitor 
forest conversion (deforestation) (GIZ, 2014[58]).

Governments must also improve the flexibility of non‑contributory programmes 
with strategies that provide protection against different types of shocks, for example 
natural disasters in some cases exacerbated by climate change. Such programmes should 
complement existing strategies and programmes that focus on structural poverty with 
others that ensure income support in the face of systemic (or idiosyncratic) shocks. Social 
protection must therefore articulate and co‑ordinate with disaster management, with a 
view to increasing social and institutional resilience in order to cope with the impacts 
of increasing disasters and allow for a transformative recovery that is equitable (ECLAC, 
2021[59]). Hence, responsive social assistance programmes should be promoted so that 
countries can adapt quickly to contingencies and find flexible ways to respond to the 
needs of individuals and households affected by shocks. These are also key in preventing 
shocks from systematically translating into persistently higher levels of poverty and 
inequality (Stampini et al., 2021[60]).

Countries must address the most pressing challenges affecting the functioning of their 
social protection systems. Efforts include, among others: enhancing information systems 
and digital platforms to better identify potential recipients and participants; increasing 
levels of coverage and updated information; improving the institutional framework, 
considering the various territorial levels working towards a unified social registry, and 
improving the level of interoperability; improving electronic payment systems; and 
making income support programmes more sustainable (Stampini et al., 2021[60]; Berner 
and Van Hemelryck, 2021[61]; Alvarez et al., 2021[62]). Additionally, the COVID‑19 crisis 
highlighted the need to improve co‑ordination and interoperability among the labour, 
health and education systems to enhance countries’ overall social protection systems 
(Cabutto, Nieto‑Parra and Vázquez‑Zamora, 2021[63]; IPCC, 2022[64]). It is important to build 
on the advances in sectoral co‑ordination that were consolidated during the pandemic, 
since they positively influenced the unequal distribution of the social determinants of 
health, such as poverty and unemployment (IPCC, 2022[64]).

In addition, it is important to take into account a comprehensive view of households 
when designing social protection systems. For instance, households with only informal 
workers face different vulnerabilities or in a different magnitude than mixed households, 
or those with household members working in the formal economy. These differences 
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present an opportunity to design differentiated public policies that address specific needs 
to effectively mitigate the vulnerabilities and negative consequences of informality on 
individuals’ and households’ well‑being.

Finally, it is essential that social protection systems have funding sources that will 
ensure their financial sustainability. This can be achieved, in part, by increasing tax 
revenues through the reduction of generalised subsidies and tax exemptions. For example, 
energy subsidies have negative externalities (Chapter 4). Among other measures to ensure 
their financial sustainability are: reducing tax evasion (ECLAC, 2017[65]); creating reserve 
funds, insurance and catastrophe bonds (Chapter 4); and developing regional risk‑sharing 
mechanisms. The social protection system becomes more resilient and responsive, 
contributing to the fight against climate change and supporting a just transition to net 
zero emissions societies (Stampini et  al., 2021[60]). This highlights the importance of 
comprehensive social protection policies that stimulate return on investment, a lever 
of structural change. It must be channelled in the right direction through public policy 
instruments –  including taxation, financial policy, technology policy and regulatory 
policy  – to increase relative returns for the benefit of the sectors that drive recovery 
(ECLAC, 2022[66]). However, a fiscal compact for equality and sustainability first requires a 
social compact to make this possible. The new social contract needs far‑reaching political 
agreement and consensus and a different balance among the state, the market, society 
and the environment (OECD et al., 2021[10]; ECLAC, 2022[67]).

Innovative tax mechanisms could help increase revenues, promote formalisation 
and reduce inequalities

Innovative income support policies could be worth exploring to increase progressivity 
and formalisation in tax systems, although further research is needed and so far it has 
only been used in advanced economies. In addition to promoting further progressivity in 
personal income taxes, possible useful policies in LAC include negative income tax (NIT), 
earned income tax credit (EITC) or personalised value‑added tax (P VAT). NIT or EITC 
programmes generate fewer distortions or disincentives to formalisation of employment 
than traditional non‑contributory welfare programmes (Pessino et al., 2021[68]). They also 
avoid generating more fiscal pressure while addressing the equity impact of indirect 
taxes and reducing poverty, in much the same way as cash transfer programmes. NIT 
guarantees the revenue of a traditional cash transfer – independent of whether a person 
is unemployed, employed in informality or employed in the formal sector. As such, when 
a person secures a formal job, income tax benefits are not eliminated (as in traditional 
welfare programmes); rather, the worker’s net income increases and, as they earn a higher 
wage, the refundable tax credit gradually reduces to the point they start paying. That 
the person continues to receive government aid along with a formal salary ensures that 
formal job wages are higher, more attractive and more affordable. It should be noted that 
NIT is targeted to a specific population, not all individuals (Pessino et al., 2021[68]).There is 
evidence that EITC programmes have many positive effects, including increased labour 
force participation and poverty reduction, as they reward employment. The difference 
between EITC and NIT is that, for low‑income wages, transfers increase proportionately 
to salary; once the salary is high enough, they gradually reduce to zero. Evidence has 
also shown that EITC helped to reduce informality in the United States, as it can be 
complemented by other measures, such as refundable tax credits (as long as a person is 
formally employed) or demand‑side subsidies to firms to incentivise formal employment 
demand (Pessino et  al., 2021[68]). In general, the proposed initiatives have so far been 
developed and evaluated only in developed countries. Before moving forward with such 
measures, further research and policies that establish the building blocks are needed, for 
instance the improvement of the registration/identification of informal workers.
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P VAT might be an option to explore to increase fiscal resources while addressing the 
equity impact of indirect taxes and informality. This strategy consists in applying the 
VAT to all products and services at a standardised rate and implementing a tax refund 
based on the incidence of VAT on consumption among the poorest deciles. Using these 
targeted instruments also addresses the high degree of informality, a feature of most 
developing countries. As informality makes individuals in the lower deciles invisible, this 
population rarely benefits from the provision of transfers and public social services. The P 
VAT is useful in overcoming this situation by including individuals in the informal sector 
(Barreix et al., 2022[69]).

Higher inflation rates hit low‑income households the hardest

One of the most concerning effects of the Russian invasion of Ukraine on LAC 
economies is the rise in global commodity prices. Inflation rates are putting pressure 
on households’ real incomes and savings, and middle‑ and low‑income households are 
the most vulnerable (Gill and Nagle, 2022[70]). It is estimated that a 1% rise in inflation 
increases the share of low‑income households by around 7%, while it reduces the share of 
high‑income households by only 1% (Nuguer and Powell, 2020[71]). Consequently, inflation 
could also exacerbate inequality, aggravating existing social tensions in one of the most 
unequal regions in the world (Jaramillo and O’Brien, 2022[72]).

There are three main channels through which inflation affects the poorest particularly 
hard. The first channel is the unprotected nature of their assets, which undermines their 
purchasing power during shocks. This results from poor access to financial products and 
financial assets other than cash, such as interest‑bearing accounts, that could protect 
their assets against inflation. The second channel is their income composition. In the 
formal sector, it depends on wages, pensions and social benefits, which are mostly rigid 
in the short term and respond more slowly to price volatility than the non‑wage income 
of richer households (Ha, Kose and Ohnsorge, 2019[73]). As 45.3% of the LAC population 
lives in a household that relies exclusively on informal employment, their incomes are 
often not indexed and are not protected by social protection systems (Nuguer and Powell, 
2020[71]). The third channel is the composition of each household’s consumption basket 
relative to patterns of price spikes. In emerging economies, 50% of lower‑income people’s 
spending is on food vs. 20% for the rich (Gill and Nagle, 2022[70]). These channels explain 
why the most vulnerable are suffering the most from current food prices, which are at 
historic highs, as is the FAO’s Food Price Index. The situation in the agricultural sector 
is pushing up prices further, as agricultural production is exposed to rising input costs, 
particularly from fertilisers and fuels (FAO, 2022[74]).

Recognising the heterogeneity in LAC, it is noteworthy that about one‑fifth of poor 
households in developing countries are net food producers; thus, this segment might 
be positively affected by higher food prices (Gill and Nagle, 2022[70]). However, the recent 
increase in fertiliser prices has been so steep that it has outpaced the gains from higher 
food prices, even for net food‑producing households (FAO, 2022[75]).

Inflation is affecting the extreme poor on a larger scale than for the national 
representative household in LAC countries and is pushing millions back into these 
conditions. There is evidence that the extreme poor face an average price increase 
3.55  percentage points higher than the total households in selected LAC countries 
(Figure 1.11). In Argentina, although year‑on‑year Consumer Price Index (CPI) growth was 
higher for the general population in the first four months of 2022, in April, year‑on‑year 
inflation was 1.41 percentage points higher for the extreme poor. Prices are driving more 
people below the poverty line, pushing millions into food and energy insecurity. It is 
estimated that in LAC, if prices rise by 2 percentage points above a baseline scenario, 
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extreme poverty would increase by 1.1 percentage points compared to 2021 levels, which 
translates into 7.8 million people joining the 86.4 million who are food insecure. This adds 
to the reversed trend of poverty reduction that started in 2020 compared to 2019, with 
poverty and extreme poverty increasing by 2.5 and 1.7 percentage points, respectively 
(ECLAC, 2022[1]).

Figure 1.11. Year‑on‑year inflation for the representative consumption basket vs. inflation 
for the extreme poverty basket, year‑to‑date average 2022, selected LAC countries
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Policy action is needed to reduce the negative effects of inflation rates on the most 
vulnerable. In the short run, non‑contributory social protection policies, such as cash 
transfers, school feeding programmes, and food and in‑kind transfers, could mitigate 
negative impacts on poor households, as they did for millions of Latin Americans during 
the pandemic (Jaramillo and O’Brien, 2022[72]). In the long term, governments should put 
in place reforms to tackle the structural channels through which poor households’ assets 
are more vulnerable to inflation. Promoting access to financial products and increasing 
labour formalisation would protect the value of poor households’ assets and shield them 
through social protection systems (Ha, Kose and Ohnsorge, 2019[73]). In addition, a more 
granular measurement of the asymmetric impacts of inflation on various income groups 
would better guide the design of social protection policies (Gill and Nagle, 2022[70]).

Food, energy and fertiliser security must be addressed. In the short term, governments 
should keep markets open, avoid trade restrictions and use instruments such reducing 
value‑added taxes on basic consumption baskets. In the long term, greater regional trade 
integration could generate positive effects on food security, and regional co‑ordination 
in fertiliser production could help achieve a long‑term goal of reducing dependence on 
fossil or mineral fertilisers (ECLAC, 2022[1]). Renewable energy mandates have already 
generated long‑term benefits and have the potential to mitigate the regressive effects 
of fossil energy price peaks (World Bank Group, 2022[76]). Building a favourable regional 
ecosystem for green transformation could enable countries to develop more inclusive 
green energy matrices (ECLAC, 2022[1]).

https://stat.link/ywso1e
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Box 1.2. Key policy messages

There is an intensification of inflationary pressures that does not appear to be temporary. 
Central banks across LAC have been increasing policy rates to anchor expectations. In 
some LAC countries, further increases in interest rates will be necessary to promote 
macroeconomic stability and limit the negative impact of price increases on the most 
vulnerable populations.

Unchecked inflation generates poverty traps and takes a particular toll on the most 
vulnerable, who see their purchasing power quickly erode. With macroeconomic policy 
space being reduced, most LAC countries will face the multi‑dimensional challenge of 
balancing recovery stimulus, financing the green transition, and protecting the most 
vulnerable, particularly from the impact of inflationary pressures. The composition 
of the fiscal consolidation that some economies will undertake plays a key role in the 
strength and inclusiveness of the recovery.

Key policy messages

Overall, the LAC region is expected to undergo a strong economic slowdown in 2022 
due to remaining structural challenges, such as low potential growth and a complicated 
international context. At the international level, Russia’s war against Ukraine and China’s 
economic slowdown are making the already challenging scenario of low potential growth 
and high social vulnerabilities in the LAC region even more challenging. In particular, 
main indirect channels of Russia’s war against Ukraine relate to lower global GDP growth, 
disruptions in trade, and higher volatility in both commodity prices and capital markets.

The spike in commodity prices affects the region’s economies in different ways, 
with net exporters in South America benefiting while Central American and Caribbean 
countries experience the opposite.

Volatility in capital markets and the normalisation of monetary policies in advanced 
economies could affect LAC. So far, since March 2022, risk premia increased but remain 
below the levels seen during the COVID‑19 pandemic, and currencies have depreciated in 
the majority of LAC economies, due to domestic and external factors. 

Countries in the region face the challenge of achieving sustainable growth, and a green 
and just transition, while protecting the most vulnerable. However, this is increasingly 
difficult, as policy space –  both monetary and fiscal  – is becoming smaller. Growing 
inflationary pressures have pushed monetary authorities to control inflation rates and 
to anchor inflation expectations to promote macroeconomic stability and prevent the 
negative social effects. Regarding fiscal policy, greater spending requirements to support 
economic recovery face smaller fiscal capacity as a result of higher debt burdens after the 
COVID‑19 pandemic and higher debt service costs. Going forward, climate change and 
the green transition can weigh heavily on fiscal accounts. Therefore, the region will need 
to mobilise resources to compensate shortfalls and invest more, better and greener to 
reduce the adverse effects of climate change and finance the green transition.

Although overall poverty levels declined in 2021 compared to 2020, the economic 
slowdown of 2022 and rising inflation have erased the gains. As inflation most affects the 
vulnerable, and there is a declining trend in the number and coverage of social protection 
programmes implemented to address the COVID‑19 crises, it is critical that countries 
strengthen universal, comprehensive, sustainable and resilient social protection systems.
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Box 1.2. Key policy messages (cont.)

Fiscal policy will continue to be at the core of the recovery. To be effective, it must take into 
account the current complex context through well‑defined sequencing of actions and be 
backed by a broad consensus built through national dialogue and clear communication.

A set of tax policy options are available in LAC that could help increase revenues 
without compromising the recovery. These include measures to reduce tax evasion and 
avoidance, increase the progressivity of personal income taxes and policies to improve tax 
compliance, strengthen tax administration and eliminate inefficient tax expenditures.

A green and just transition will require mobilising further revenues to increase 
investment that aims to reduce climate‑related risks (physical and transition risks), and 
helps to advance a more sustainable and inclusive model of production and consumption 
that creates new quality green jobs.

Social challenges from the COVID‑19 pandemic remain. Households living in poverty and 
extreme poverty, but also non‑poor, low‑income and lower‑middle‑income households, 
face persisting high inequality and high levels of vulnerability. Inflation exacerbates 
this, as increases in food, energy and fertiliser prices affect the most vulnerable through 
various structural channels, such as the nature of their assets and the composition of 
their income and consumption basket.

To counteract the regressive effects of inflation in LAC, governments should complement 
monetary measures with fiscal policies, such as social protection policies. These could 
protect poor households, as they did for millions of Latin Americans during COVID‑19. 
Longer‑term policies to protect the value of poor households’ assets include promoting 
access to financial products and increasing labour formalisation, which would shield 
them through social protection systems.

Strengthening universal, comprehensive, resilient and sustainable social protection 
systems will be a key determinant in containing the social crisis.

In response to the episode of rising inflation and to ensure food and energy security, 
the region has the opportunity to strengthen domestic trade and to foster an integrated 
regional ecosystem to boost fertiliser security and inclusive energy matrices.
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Chapter 2

Harnessing the potential 
of the green transition 
to build a more inclusive 
development model
A green transition that places citizens’ well‑being at 

its centre could help Latin America and the Caribbean 

(LAC) move towards a more inclusive and sustainable 

development model. First, this chapter maps out where 

the region stands regarding environmental indicators. 

Second, it argues why the green transition is an 

opportunity for the post‑COVID‑19 recovery in the 

region. Third, it puts forward a multi‑dimensional, 

systemic approach to advancing a green and just 

transition and focuses, in particular, on a territorial 

sustainable development model and policies needed to 

accelerate the transition towards sustainable transport 

and urban systems. Last, the chapter highlights main 

policy messages.
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LAC needs to advance the green transition while 
fostering sustainable and inclusive development

LAC is one of the most vulnerable regions to the consequences of climate change

LAC’s total greenhouse gas emissions (GHG) have been steadily rising since 1990, 
re�ecting an unsustainable development model in the region

Reduce energy
consumption 

Lower emissions Yield lower mobility 
and high accessibility

 Offer equitable  
opportunities

Promote
healthier lifestyles

The average number of extreme
climate-related weather events
in LAC increased

between 2001 and 2022
compared to the previous
two decades

by 60.2%

In the Caribbean, the annual cost
of not dealing with the effects
of sea level rise is estimated to reach 

USD 22 billion
per year by 2050
(10% of GDP)

and USD 46 billion
per year by 2100
(22% of GDP) 

Instead of focusing on specific problems, a systemic approach designs systems that produce better social,
economic and enviromental results

A systemic approach to the green transition can help implement public policies 
centred on citizens’ well-being

Systemic transport policies can:

Climate change is projected
to push 5 million more people
into poverty by 2030 in LAC

Regional shares
of total GHG
emissions, 2019
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and Central Asia

East Asia
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Middle East
and North Africa
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Sub-Saharan
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Introduction

Climate change is an urgent concern that demands local and regional actions that 
support globally agreed targets. At the current rate of global greenhouse gases (GHG) 
emissions, the Paris Agreement goal of limiting – by 2030 – global warming to a maximum 
between 1.5°C and 2°C will be difficult to achieve (IPCC, 2018[1]). Despite the LAC region’s 
contribution to global emissions being around 8.1%, the region has proved to be particularly 
vulnerable to the effects of climate change. The unequal consequences of climate change 
are being felt at the environmental, economic and social context. Without immediate 
implementation of polices for mitigation and adaptation,1 the effects of global warming 
are expected to intensify in the coming years and to continue affecting disproportionately 
the most vulnerable countries and their most exposed socio‑economic groups.

The recent crisis generated by the coronavirus (COVID‑19) pandemic has led to a 
significant development setback in LAC. Recovery strategies require rethinking health, 
social and economic strategies and are also an opportunity to address the environmental 
and climate emergency (OECD et al., 2021[2]). The region is particularly vulnerable to the 
consequences of climate change and the cost of inaction is high. Hence, it is imperative 
to minimise risks by increasing resilience, which requires a better understanding of how 
the region contributes to and is affected by climate change.

LAC is at a critical juncture that poses an opportunity for action. The post‑COVID‑19 
recovery, a complex global scenario and the pre‑existing development traps in the region 
must be seen as a strategic context to make structural changes that help the region move 
towards a more sustainable, resilient and inclusive development model. A green and 
just transition represents a unique opportunity to take this leap forward, by focusing on 
effectively transforming and decarbonising the systems that underpin the economy and 
society to improve almost every aspect of the lives of Latin American citizens.

We conceive the green transition as a means to foster a more sustainable and just 
development model in LAC. This model should help close the existing social, economic, 
institutional and environmental development gaps and avoid generating new ones (OECD 
et al., 2019[3]). A green transition is not only about fighting climate change. A green and just 
transition aims to advance a greener and more just model of production and consumption 
that creates new quality green jobs, generates the conditions for workers to acquire 
new green and digital skills, and supports firms to adopt more sustainable production 
schemes, including those in brown sectors, which will be more affected throughout the 
transition and with a special focus on SMEs. Moreover, a green and just transition should 
contribute to the eradication of poverty and strengthen social inclusion mechanisms, 
without concentrating only on compensation schemes.

A green and just transition should adopt a systemic approach that produces better 
socio‑economic and sustainable results and should be co‑designed by governments 
and all members of society, across socio‑economic groups, territories, generations and 
genders. Only a strong consensus on what, why and how the green transition is articulated 
will allow its proper fulfilment. Given the potentially transformational effect of the green 
transition, mainstreaming climate mitigation and adaptation policies as cross‑cutting 
issues across levels and agencies of government is key. Failure to integrate the social 
dimension horizontally and vertically, runs the risk of undermining societal acceptance 
of environmental policy reforms embedded in the green transition. Integrated approaches 
would allow social development priorities to be taken fully into account in the transition, 
helping drastically reduce multi‑dimensional inequalities (AFD, 2020[4]).

First, this chapter maps out where the region is standing regarding climate change 
and environmental degradation. Second, it argues that the green transition should be a 
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priority for LAC and explains how it can respond to structural development challenges. 
Third, it proposes a systemic approach to guide the policies needed for a green and just 
transition, giving special relevance to the role of subnational governments. Finally, the 
chapter provides key policy messages.

A green transition demands a co‑ordinated and systemic response to address 
climate change effects

At current rates, global warming will reach the 1.5°C threshold between 2030 and 
2052 (IPCC, 2022[5]). This is a short horizon, particularly for green policies. Even the 
commitments for the 2°C scenario already require revisions due to the levels of GHG 
emissions of the four major emitters (the People’s Republic of China [hereafter, “China”], 
India, the United States and the European Union). At major emitters’ current rates, the 
rest of the world will lose its margin of emissions reduction to comply with the global 
carbon budget of the 2°C threshold (Bárcena et al., 2020[6]). The actions needed to address 
climate change are challenging from a global perspective. The time frames of mitigation 
and adaptation policies are longer, given their complexity and transformational effect, 
and therefore need to be addressed urgently. In this way, international partnerships 
are crucial to co‑ordinate worldwide efforts to achieve a just distribution of emissions 
reduction (Chapter 6).

Burning of fossil fuels and deforestation are the main causes of climate change. 
Human activity and its emissions are increasingly causing changes in atmospheric and 
ocean temperature, precipitation, and wind patterns which have direct consequences for 
the planet (IPCC, 2021[7]), and for social well‑being. The observed negative impacts over 
the environment make the current development model based on extractive and natural 
resource‑dependent economies unsustainable and calls for a co‑ordinated response.

A whole‑of‑government approach that places environmental issues as a transversal 
axis of public policy is necessary to mitigate the effects of climate change and develop a 
more sustainable and inclusive economic model. The post‑COVID‑19 recovery illustrates 
the need for such a response. Global carbon dioxide (CO2) emissions rebounded to their 
highest level in history in 2021, reaching 36.3 Gt. The increase in global CO2 emissions of 
over 2 Gt was the largest in history in absolute terms, more than offsetting the previous 
year’s pandemic‑induced decline. Due to the contraction caused by the pandemic, 
most of the world’s economies recorded a reduction in CO2  emissions of between 5% 
and 10% in 2020 compared to 2019 (IEA, 2021[8]). The evolution of CO2  emissions from 
energy combustion and industrial processes reflects the consequences of promoting a 
recovery concentrated in setting economies “back on track”. The progress gained on GHG 
emissions trends or clean air during previous years was quickly reversed in 2021 due to 
a recovery defined by a pre‑pandemic economic approach. While productivity indicators 
might have recovered, it is important to align broader policy efforts towards a sustained 
transition of emissions reduction. Otherwise, the tendency will continue to be the former 
carbon‑intensive growth path.

Climate change is a global but heterogeneous and asymmetric phenomenon that 
entails inequalities (Bárcena et  al., 2020[6]). It disproportionately affects the most 
vulnerable, threatening poverty reduction. It is estimated that globally, by 2030,  
68 to 135 million people could be pushed into poverty because of climate change (World 
Bank, 2020[9]).
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LAC needs to be part of the global fight against climate change

Given its share in total global GHG emissions compared to countries with similar 
or higher development levels, LAC is usually associated with better environmental 
performance. The regional shares of total world GHG emissions are disproportionately 
distributed, as East Asia and the Pacific had the highest emissions in 2019, contributing 
37.5%, while Europe and Central Asia represented 14.4%, North America 13.2%, South 
Asia 8.4% and the LAC region 8.1%, more than the Middle East and North Africa (MENA) 
(7.5%) and sub‑Saharan Africa (7.3%) (Figure 2.1). LAC’s share in total GHG emissions is 
proportional to its share in total world population (8.4%) and slightly higher than its share 
in total GDP (6.4%) (Ined, 2022[10]; World Bank, 2022[11]), showing that the region sustains the 
same carbon‑intensive development model as the high emitters. In terms of subregions, 
the Caribbean contributed 0.4% to total global emissions in 2019, Central America 1.7%, 
and South America had the biggest share with 6.1%.

Figure 2.1. Regional shares of total GHG emissions, 2019

Notes: Emissions including LUCF reported in Gt of CO2e. Total emissions do not include bunker fuels. The Climate 
Analysis Indicators Tool (CAIT) was used as the data source. The CAIT dataset is the most comprehensive on Climate 
Watch and includes all sectors and gases. Climate Watch Historical GHG Emissions data (previously published 
through CAIT Climate Data Explorer) are derived from several sources. The use of the land use change and forestry 
(LUCF) or agriculture data is cited as (FAO, 2022[12]). For fuel combustion data, it is cited as (OECD/IEA, 2021[13]).
Sources: (Climate Watch, 2022[14]); (FAO, 2022[12]); (OECD/IEA, 2021[13]).

12 https://stat.link/3fpujw

LAC data show a steady increase of total GHG emissions since 1990, reflecting its 
development model. Between 1990 and 2019, Brazil, Mexico, Argentina, Venezuela 
and Colombia consistently had higher levels of emissions than other LAC countries 
(Figure  2.2).2 This explains the steady increase in South America’s emissions, further 
than the Caribbean and Central America3 and even OECD countries, which in turn have 
managed to decrease average total emissions since 2005 (Figure 2.3).4

https://stat.link/3fpujw
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Figure 2.2. Top 10 countries of total GHG emissions, 1990-2019
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Note: Total GHG emissions excluding LUCF. Top 10 countries are the 10 countries that emit the most in the LAC region when 
analysing total GHG emissions in 2019.
Sources: (Climate Watch, 2022[14]); (OECD/IEA, 2021[13]); (FAO, 2022[12]).

12 https://stat.link/ty5o2i

The level of total GHG emissions in LAC has increased by 1 223 Mt CO2e from 1990 to 
2019, representing a 61% increase. On average, emissions in the three subregions have been 
increasing with a peak in 2015 and a slight decrease in 2019. Total emissions in the Caribbean 
subregion increased from 125.8 Mt Co2e in 1990 to 155.4 in 2019. Although this is a small 
share of total LAC emissions (5%), it represents a 23.5% increase rate for a small region. If 
LUCF is considered, the amount rises from 125.1 Mt Co2e in 1990 to 180.4 in 2019, representing 
an increase rate of 44.2%. Total emissions in Central America increased by 70.5% over the 
same time period (Figure 2.3). If LUCF is considered, the increase rate rises to 54.4%. Indeed,  
the pattern of increasing total GHG emissions in LAC shows that the region is no exception 
and that reversing the trend will require ambitious mitigation and adaptation policies.

Figure 2.3. Average total GHG emissions by subregions, 1990-2019
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Sources: (Climate Watch, 2022[14]); (OECD/IEA, 2021[13]); (FAO, 2022[12]).

In 2019, LAC’s average per‑capita GHG emissions level equalled the global average 
(6.3 t CO2e) and was lower than the OECD average (9.1 t CO2e). When comparing emissions 
per capita, the Caribbean countries show the highest levels due to a non‑proportional 
relationship between the size of their population and their high levels of emissions (Figure 2.5). 

https://stat.link/ty5o2i
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Grenada, Trinidad and Tobago, and Barbados emitted around 20, 21 and 13 t CO2e in 2019, 
respectively. When analysing the top 10 countries with highest total emissions, Venezuela, 
Argentina and Paraguay show levels of per capita emissions of 9, 8 and 7 t CO2e, respectively 
(Figure 2.4). Identifying the origins of these emissions in each country is paramount to 
help raise awareness of the urgent need to take action in the highest‑emitting sectors.

Figure 2.4. GHG emissions per capita in selected LAC countries
Top 10 countries of total emissions, 1990‑2019

0

2

4

6

8

10

12

14

16

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

t CO2e per capita

Venezuela Argentina Paraguay Chile Mexico Brazil Ecuador Colombia Cuba Peru

Note: GHG emissions excluding LUCF. Selected LAC countries are the 10 countries that emit the most in the LAC region when 
analysing total GHG emissions in 2019.
Sources: (Climate Watch, 2022[14]); (OECD/IEA, 2021[13]); (FAO, 2022[12]).

12 https://stat.link/qi39sm

Since 1990, GHG emissions per capita in LAC have remained largely constant (between 
5.5 and 6.4 t CO2e without LUCF and between 8.1 and 8.4 including LUCF) while OECD countries 
have made significant progress in lowering their averages; as such, the gap between the 
two regions has been closing. The Caribbean subregion has the highest emissions per 
capita within LAC, and it has managed to slightly decrease them from 8.4 t CO2e in 1990 to 
7.7 t CO2e in 2019 without LUCF (Figure 2.5)7 and from 11.5 to 10.7 including LUCF.

Figure 2.5. Average GHG emissions per capita by subregions, 1990-2019
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12 https://stat.link/df8qaw
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Emission levels also evidence a historic, unjust and disproportionate share of responsibility 
between rich and poor countries and across their various socio‑economic groups 
(Guivarch, Taconet and Méjean, 2021[15]). The double asymmetry explained earlier is 
illustrated in Figure 2.6. Regionally, North America stands out, with the top 10% of citizens 
by income emitting 73 t CO2e per capita. The same quintile shows similar patterns in East 
Asia and Europe, emitting 30‑40 t CO2e per capita. Even in less‑developed regions with 
lower total emissions, such as Latin America or sub‑Saharan Africa, this pattern persists 
but on a lower scale (Figure 2.6) (Guivarch, Taconet and Méjean, 2021[15]).

Figure 2.6. GHG emissions by income group and region, 2019
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12 https://stat.link/sg2k3q

Since 1990, emissions from almost all sectors have grown continuously in LAC, with 
the greatest increase in the energy sector; 738 Mt CO2e from 1990 to 2019 (Figure 2.7).8 In 
the agricultural sector, GHG emissions increased 100% between 1961 and 2010 (Tubiello 
et al., 2014[17]), primarily due to the rise in extensive grazing systems in South and Central 
America. In a smaller, more recent time frame (1990 to 2019) emissions from agriculture 
increased around 32%. Direct GHG emissions from agriculture are expected to continue 
rising by 1.1% annually between 2022 and 2031, but the rate of output growth is only 
around 0.01%, suggesting a persistent carbon intense production (OECD/FAO, 2022[18]). 
While the industrial and waste sectors produce emissions at a lower scale, their growth 
rates have been significant (193% and 108%, respectively). To address this constant 
growth in emissions from almost all sectors, targeted responses are needed in LAC. 
Programmes and policies should include digitalised and tailored solutions for each sector, 
from subsistence agriculture to renewable energy and technological intensification for 
competitiveness and further global integration.

https://stat.link/sg2k3q
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Figure 2.7. GHG emissions by sector for LAC, 1990-2019
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12 https://stat.link/h12wto

The structure of emissions in LAC differs from that of the EU and OECD countries. 
Whereas the energy sector (which includes building, electricity and heat, transport, 
fugitive emissions, manufacturing and construction, and other fuel combustion) accounts 
for 83.5% of OECD countries’ total emissions and 80% for EU, three sectors represent 
88.3% of total emissions in LAC, comprising energy (43.5%), agriculture (25.3%, more than 
double the OECD) and LUCF (19.5%) (Figure 2.8).9 Although the energy sector remains the 
most emission‑intensive for all three subregions, each one has its particularities. South 
America’s high emitting sectors are agriculture (28.5%), LUCF (23.8%), and transport (13.4%). 
The Caribbean differs slightly, with electricity and heat (24.8%) followed by agriculture 
(15.6%) and LUCF (13.4%, very similar to transport at 11.1%). In Central America, electricity 
and heat accounts for 23.8% of emissions, while transport accounts for 21.4%, followed 
by agriculture with 16%. A deeper understanding of the structure of emissions would 
contribute to a cleaner productive strategy that protects the land and avoids long‑term 
consequences in terms of food security and vulnerability to external shocks (Chapter 3).

Figure 2.8. LAC’s sector shares of total GHG emissions by subregion 
compared to the European Union and OECD countries, 2019
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The growth of transport sector emissions contributes the most to the increase of 
energy‑related GHG emissions in LAC (Bárcena et al., 2020[6]), followed by electricity and 
heat production (where oil is the main source of emissions, followed by natural gas and 
coal). While figures for all three generators rose between 1990 and 2014, there has since 
been some progress: GHG emissions from oil, natural gas and coal have either decreased 
or remained constant, showing that the region has potential for a net‑zero transition  
(IEA, 2021[19]).

Forest loss is a prevailing trend in the region (Figure 2.9), explained by new uses of 
land for agriculture, forestry, and stockbreeding, and to a lesser extent by the expansion 
of cities and highway building (ECLAC, 2021[20]). In the last 20  years, Brazil shows the 
highest total forest area lost (544 690 km2), at a loss rate of around 10%. Deforestation 
by logging in Brazil has accelerated since 2012, and particularly in recent years with 
11 088 km2 deforested in 2020. Although the forest areas involved are smaller, Nicaragua 
and Paraguay also stand out with the highest loss rates in the last 20 years. Costa Rica and 
Chile stand out as they managed to increase forest cover. Strong government capacity to 
enforce law in general, and land tenure in particular, can secure property rights and help 
fight illegal deforestation and unsustainable agricultural and livestock practices.

Figure 2.9. Change in LAC forest area, 2000-20
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12 https://stat.link/h0b5xs

Fossil fuels still dominate energy supply in LAC

The region’s primary energy supply remains predominantly fossil‑based at 66% by 
2020, making the region vulnerable to global fuel shocks. Nevertheless, the total energy 
supply in the region is much cleaner than that of the world, where 33% is renewable 
compared with 13% at the global level (Figure 2.10). The primary supply of renewables in 
LAC includes hydroelectric power (9%), biofuels such as firewood and bagasse (18.8%), solar 
and wind (5.1%) and geothermal (0.9%). The second greatest supply of energy is natural 
gas (31%), which slightly surpassed the oil share (30%), possibly because of the effects of 
COVID‑19 pandemic, followed by coal (5%), and nuclear energy (1%) (Figure 2.10). The trend 

https://stat.link/h0b5xs
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in the region is one of absolute and proportional growth of renewable energy sources, 
mainly hydropower and increasingly solar and wind, followed by biofuels. Between 1970 
and 2020, the primary energy supply grew 2.44 times, while the renewable portion grew 
faster, from 25% in 1971 to 33.6% in 2020, although the decrease in economic activity 
(‑6.8% GDP in 2020) and in the regional energy supply due to the pandemic must be taken 
into account (Chapter 3).

Figure 2.10. World and Latin America and the Caribbean 
total energy supply matrix, 2020
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12 https://stat.link/isf1oc

LAC countries have been implementing policies designed to reduce their dependence 
on fossil fuels. However, emissions generated by oil and gas represent the primary source 
of pollution across the region, reaching 90% or above of CO2e in countries such as Costa 
Rica, El Salvador, Paraguay and Uruguay. Although energy produced by coal has been 
decreasing across the region, some LAC countries remain highly dependent (e.g. Chile, 
Colombia, the Dominican Republic and Guatemala) with associated consequences in 
pollution levels (Tambutti and Gómez, 2020[23]). Nonetheless, in 2019, Chile approved a 
Coal Phase‑Out Plan, aiming to close all coal‑fired power plants by 2040 and already 5 of 
28 existing plants have been closed (Gobierno de Chile, 2021[24]). The Caribbean is highly 
dependent on imported fossil energy. Only Trinidad and Tobago, Suriname and recently 
Guyana have significant domestic energy resources (ECLAC, 2021[25]).

The region has slightly decreased its energy intensity in the last three decades, but 
mainly because of limited industrial development, the impacts generated by COVID‑19 
and Russia’s invasion of Ukraine. In final energy consumption across the region, the main 
economic activities are transport (36%), industry (30%) and the residential sector (17%), 
agriculture, fisheries and mining (6%), and trade and services (5%) (Sistema de Informacion 
energetica de Latinoamerica y el Caribe (SieLAC), 2020[22]). Governments should progress 

https://stat.link/isf1oc
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faster to improve energy intensity in all uses and sectors. The electrification of transport 
and industry through renewables can offer an alternative to significantly reduce fossil 
fuel dependency, improve energy security, and greatly increase energy efficiency (e.g. an 
electric vehicle is 3 to 4 times more efficient than a combustion vehicle, however the 
electricity must come from renewable sources) (Chapter 3). This should be complemented 
with the promotion of more efficient public transport systems to ensure a well‑being‑
centred approach. Nuclear energy could also be considered, as it does not produce GHG 
emissions. Nevertheless, given the radioactive waste management challenges, the 
potential risk of accidents and the security issues it implies, governments should closely 
follow the developments of promising innovations such as nuclear fusion in the medium 
term.

The effects of climate change are severely felt in LAC

LAC is one of the world’s most vulnerable regions to the consequences of climate 
change. Among the 50 countries most affected by climate emergency, 13 are in LAC,10 based 
on 2000‑2019 data (Germanwatch, 2021[26]). Considering geophysical and climate‑related 
disasters together, the region is the second‑most disaster prone in the world (OCHA, 
2020[27]). Nearly half the population is assumed to be highly or extremely vulnerable to risks 
of climate‑related impacts (CAF, 2014[28]). The average number of extreme climate‑related 
weather events in LAC increased in most countries between 2001 and 2022 compared to 
the previous two decades. (Figure 2.11). In total, of the 11 933 climate‑related extreme 
weather events registered worldwide between 1970 and 2022, 17.1% occurred in LAC. 
Warming temperatures, extreme precipitation events that result in floods, landslides 
and droughts, sea level rise, coastal erosion, ocean and lake acidification resulting in 
coral bleaching, and storm surges are expected to increase in frequency and severity, 
with adverse socio‑economic consequences on populations (IPCC, 2022[29]). The region’s 
vulnerability highlights the real and urgent need to address climate change.

Figure 2.11. Frequency of climate-related extreme weather events in LAC, 1980-2022
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12 https://stat.link/cfx6s5
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The impacts of climate change vary due to differing geographies, capacities to adapt 
and differing levels of socio‑economic vulnerability (IPCC, 2022[29]). Central America and 
the Caribbean are two of the most vulnerable regions in the world,11 mainly due to their 
geographical location and large coastal extensions with high population concentration. 
Adaptation is therefore among their top development priorities (Bárcena et  al., 2020[6]; 
Germanwatch, 2020[35]; Bleeker et al., 2021[36]). More than half of Caribbean countries are 
extremely exposed to risks (CAF, 2014[28]) generated by extreme weather events, such as 
hurricanes and severe storms, increased intensity and frequency of droughts, sea level 
rise and ocean acidification. In Central America, extreme weather events have increased, 
on average, by 3% per year over the past 30 years (IPCC, 2022[29]). Vulnerable groups in 
both regions are the least prepared and the most affected by these events. Lower 
income households in the Caribbean have a greater chance of suffering longer periods of 
displacement after a natural disaster, as they might not receive enough financial help to 
rebuild their houses (Bleeker et al., 2021[36]). In Puerto Rico, after Hurricane Maria (2017), 
families from upper quintiles were able to rebuild their houses quickly or even leave the 
island, while poorer families waited months or even years for underfunded relief efforts to 
help them (McCarthy, 2020[37]). The severe impacts of climate change illustrate the need to 
continue building resilience and adapt to the current and future effects of climate change.

Climate change is having a direct impact on LAC’s biodiversity, declining at twice the 
rate seen in OECD countries. Chile, Ecuador and Mexico account for the largest falls, but 
every country in the region is considered to have “high‑risk” rates (OECD, 2021[38]). The 
entire LAC region is home to major ecosystems that are directly under pressure because of 
climate change and unsustainable development strategies. Retreating glaciers, bleaching 
coral reefs or loss of ecosystem services undermines the ability of ecosystems to provide a 
shield against growing climate‑related risks and creates additional vulnerabilities (IPCC, 
2022[29]). The Amazon rainforest in particular is projected to continue being increasingly 
threatened by fires and forest degradation.

Average temperatures will continue to rise throughout LAC. The average temperature 
recorded for the period 1991‑2020 is more than 1°C higher than the average for 1901‑30 
(Figure  2.12). The last 30  years have been the warmest on record, with the sharpest 
increases in countries located at the region’s most northern and southern latitudes. 
Some locations in Brazil and Paraguay, such as Asuncion, Belo Horizonte, Cuiaba and 
Curitiba, recorded their highest temperatures ever, and the Caribbean, Central America 
and Mexico were affected by heatwaves and extreme temperatures. The year 2020 was 
one of the warmest in the region’s history, one of the three warmest in Central America 
and the Caribbean, and the second‑warmest in South America. The largest temperature 
increases were recorded in the Caribbean, confirming its greater vulnerability to climate 
change (WMO, 2021[39]).
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Figure 2.12. Latin America and the Caribbean: Temperature anomaly, 1991-2020 
compared to 1901-1930
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Global warming has direct impacts on ocean and coastal ecosystems. Global warming 
is one of the main causes of sea level rise and will increase the intensity and timing of 
extreme weather events in the Caribbean. More than 50% of Caribbeans live within 1.5 km 
of the coastline and one‑third live in low‑elevation zones. Given the region’s proximity to 
the equator, sea level rise generated by higher temperatures will continue to erode coasts, 
damage ecosystems and lead to land loss, household damage, relocations and business 
closures (Bleeker et al., 2021[36]).

Temperature rise also directly affects other water sources. Decreasing water availability 
is another impact of climate change that can particularly affect Central America. By 2100, 
per‑capita water availability in Central America is projected to decrease by 82% and 
90%, on average, under low‑ and a high‑emissions scenarios, respectively (ECLAC/DFID, 
2010[41]). Water stress in LAC (below 15%) is lower than the OECD (20%) average; however, 
there is a lot of heterogeneity in the region. In countries including Brazil, Colombia and 
Peru, the share of withdrawal from freshwater sources is well below 5%, whereas in the 
Dominican Republic and Mexico, figures are above 25% (OECD, 2021[38]). Even if some of the 
long‑term changes, such as sea level rise, ocean acidification or melting of Arctic ice, will 
be irreversible, there is still a window of opportunity to avoid the worst consequences, if 
the right policies are adopted (Chapter 3) (Hickey and Wellenstein, 2021[42]).

The promotion of mitigation and adaptation policies in LAC will require a deeper 
understanding of its complexities, further funding and a strengthening of their policy 
coherence. The lack of trustworthy information is a main barrier to better mitigate and 
adapt to the effects of climate change in LAC is. The governments of the region need to 
invest in data creation and analysis; raising awareness; financial and technical capacity; 
co‑ordination among relevant policy makers with potentially diverging objectives; and 
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integration of Indigenous and local knowledge systems. Effective climate mitigation and 
adaptation should include as much detailed information as possible to identify the most 
exposed areas and their vulnerable groups. Reliable and specified data are also crucial 
to develop more and better digital risk mitigation tools (CAF, 2014[28]). The transparent 
design of public policies, as well as the research and development of innovative responses 
to climate change, depend directly on the availability of this kind of data. LAC countries 
should continue strengthening the statistical infrastructure and advancing in the 
construction of digitalised databases, the integration of tools to measure risks, and the 
design of policies based on solid evidence. These efforts need to be multiplied and better 
co‑ordinated, while also including as many stakeholders as possible (Chapter 5).

Further funding is needed for the implementation of more and better adaptation 
policies. During 2019 and 2020, funding for mitigation policies in LAC averaged 
USD 28 billion, while adaptation policies only received USD 4.5 billion (Chapters 4 and 5) 
(Buchner et al., 2021[43]). While there is marked heterogeneity in the region, overall results 
are positive and exemplify why the region should deepen its efforts by increasing the 
funding of adaptation policies. Adaptation policies and strategies designed to address 
climate risks at the local and national levels can reduce both exposure and vulnerability 
to climate change impacts. Positive signs of progress show that LAC can implement more 
and better adaptation policies. Protected areas are the most important policy instrument 
for biodiversity protection implemented in LAC, namely for ecosystem‑based adaptation 
through conservation and restoration (OECD, 2018[44]). The region has the largest extent of 
biodiversity protection (8.8 million km2) in the world (RedParques, 2021[45]). In total, 25% 
of land and 24% of marine areas are protected, both above the OECD average. Terrestrial 
protection has increased by 9 percentage points since 2000, while protection of marine 
areas has more than doubled in some LAC countries (Chapter 3) (OECD, 2021[38]).

Policy coherence among short‑, medium‑ and long‑term objectives should also be 
encouraged, to better preserve the accomplishments and future goals of mitigation 
and adaptation policies. This can be accomplished by ensuring that short‑term actions 
are consistent with long‑term goals and by enforcing existing policies. Addressing the 
transboundary and long‑term effects of policies will help LAC governments to take more 
informed choices about sustainable development while ensuring the well‑being of future 
generations. Besides a proper funding and access to updated data, governments can 
strengthen policy coherence with investment in human resources, development of new 
skills for local bureaucracies, an inclusive governance and strong systems of monitoring 
and evaluation (M&E) systems (Chapter 5) (IPCC, 2022[29]).

Why should the green transition be a priority for LAC?

In LAC, government’s efforts to recover from and offset the impacts of the COVID‑19 
pandemic have not incorporated the environmental dimension. So far, the opportunity 
to target recovery spending towards more transformative and green sectors has not 
been seized. The recovery has prioritised a high demand of non‑renewable resources, 
which underlines the unsustainable nature of the pre‑pandemic development pattern 
(ECLAC, 2022[46]).

The green transition is a structural challenge that LAC will have to contend with 
sooner or later. The estimated cost of inaction highlights the benefits of urgently adopting 
policies for adaptation and mitigation, while the extreme consequences of climate change 
are increasingly being experienced in the region. Given the impact the pandemic had 
on the region, the post‑COVID‑19 context is a timely opportunity to combine recovery 
measures with green policies, and to advance a just transition that could help achieve 
higher levels of well‑being. A new sustainable development model in LAC demands a 
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green transition that is just throughout its process, from its design to its implementation 
(AFD, 2020[4]). A green transition can also reduce the region’s vulnerability to the effects of 
climate change while opening new, future‑oriented market opportunities.

Despite LAC’s relatively lower contribution to total GHG emissions, the region is highly 
vulnerable to the effects of climate change. The last 30 years have been the warmest on 
record, with the sharpest increases in the countries located at the region’s northern and 
southern latitudes. In 2021, the region experienced several extreme weather events, such 
as low temperatures and snowfall in southern Brazil and droughts and high temperatures 
in central Chile. In 2020, for the fifth consecutive year, the Atlantic hurricane season was 
abnormal (IPCC, 2021[7]).

Climate change and environmental degradation are generating a direct social 
and economic impact. Many countries in LAC are experiencing a fall in agricultural 
productivity and tourism, as well as climate‑driven migration and high reconstruction 
costs after natural disasters. In the Dominican Republic, the heavy rains of 2016 generated 
severe economic losses in crops such as plantain, cassava and sweet potato. During the 
hurricane season of 2017, an estimated loss of USD 52 million was recorded due to lower 
touristic activity (OECD/UNCTAD/ECLAC, 2020[48]). Natural disasters create a need to 
increase expenditure and thus have direct impacts on fiscal deficits and public revenues. 
On average, a natural disaster results in a reduction of public revenues equivalent to 
0.8% and 1.1% of GDP, for lower middle‑income and low‑income countries respectively 
(Chapter 1) (Alejos, 2021[33]). In the case of the Caribbean, the annual cost of inaction to 
deal with the effects of sea level rise, is estimated to reach USD 22 billion per year by 2050 
(10% of GDP) and USD 46 billion by 2100 (22% of GDP) (AFD, 2022[47]). In the case of Haiti 
and Puerto Rico, two of the three most affected countries in the world between 1999 and 
2018, annual GDP losses reached 2.38% and 3.76%, respectively (Internal Displacement 
Monitoring Centre, 2022[49]). If environmental degradation is not addressed soon, LAC 
governments will have to add the costs of climate change to those of social vulnerability. 
The link between the dependence on biodiversity and financial security has proved to 
be very close, and the cost of inaction could have unprecedented economic and social 
consequences (Chapters 1 and 4) (Bárcena et al., 2020[6]).

A recovery strategy aligned with a green transition is an opportunity to overcome 
the region’s development traps

The crisis generated by COVID‑19 has led to a historic economic downturn in LAC. 
Almost 25% of the jobs lost in 2020 were not recovered in 2021, deepening the social gap that 
characterises the region (ECLAC/ILO, 2022[50]). The COVID‑19 recovery can be a strategic 
moment to align LAC policy objectives with a green and just transition. Productivity, 
social vulnerability, institutional and environmental traps – which are closely interlinked 
– are today the main inhibitors to further inclusive and sustainable growth in the region 
(OECD et al., 2019[3]).

A recovery based in decarbonising investments and climate mitigation and adaptation 
policies could promote a more competitive productive matrix, boost job creation and 
enhance social inclusion (Chapter 3). Most LAC countries adopted measures to respond 
to the impact of the COVID‑19 crisis. For the recovery, further actions are needed to 
advance towards a more sustainable, resilient and sustainable development model. 
Advancing sustainable production and consumption patterns and improving the quality 
and coverage of social services is key for the recovery (ECLAC, 2022[46]).

Combining adaptation strategies with social and economic dimensions through a 
systemic lens could help overcome the region’s development traps. A systemic design 
of the green transition could be a way to address the unavoidable trade‑offs presented 
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by any transformative transition. Confronting climate change is not the only reason for 
advancing decarbonisation efforts. It can also contribute to stronger public institutions, 
as governments could increase policy coherence and deliver a more just society based 
on a new sustainable social contract. If properly designed, a green transition can also 
help increase the overall well‑being of LAC citizens (Chapter  5). A systemic approach 
with a multi‑dimensional perspective could transform the COVID‑19 recovery into an 
opportunity to advance a more sustainable and inclusive development model. Setting 
green policies at the centre of the recovery ensures countries invest in sustainable 
long‑term economic models, while making the best of the growing international green 
agenda (Chapter 6) and its emerging market opportunities and various investment and 
financing initiatives (IPCC, 2021[7]).

Integrating social dimensions into the green transition is key for a better 
development model

Close interaction between humans and their environment highlights the need to 
address the challenges of inequality and environmental degradation together (OECD, 
2021[51]). If not addressed, the effects of climate change will continue to deepen poverty 
and inequality in the region. The green transition has the potential to help LAC address 
all dimensions of inequality, across countries, socio‑economic groups, territories, 
generations and gender.

Both climate change and inequality are pressing issues demanding integrated solutions 
at the subnational, national, regional and international levels. Climate change exacerbates 
inequalities within societies and also among countries. Developing countries face a kind of 
“double asymmetry” in the sense that those who produce the most emissions (the richest 
countries and social groups) have the greatest capacity to defend themselves against the 
effects of climate change, while those who produce the least emissions (the poorest countries 
and social groups) suffer the most and have the least resources to recover (Tambutti 
and Gómez, 2020[23]; OECD, 2021[51]; ECLAC, 2020[52]). The first asymmetry stems from the 
fact that the level of emissions reflects consumption capacity and therefore reproduces  
patterns of income inequality (Figure  2.6). The second asymmetry is derived from 
unequal distribution of the cost of environmental degradation. The rise in temperature 
has affected poor countries (Tambutti and Gómez, 2020[23]) and their poorest social groups 
in particular. After Hurricane Mitch (1998) in Central America, low‑income households 
suffered larger relative loss of assets (31%) than the non‑poor (11%) (UNDESA, 2017[53]).

At the international level, the green transition offers a possibility to rebalance the 
disproportionate burden of climate effects on LAC and developed countries through 
stronger international co‑operation (Chapter 6). If national efforts are not co‑ordinated 
internationally, the speed and effectiveness of mitigation and adaptation policies 
adopted globally, particularly in the developing world, will continue to prove insufficient 
(Chapter 6) (IPCC, 2018[1]).

At the regional level, the green transition presents several opportunities to promote 
better collaboration and integration within LAC. The effects of climate change are also 
aggravating inequalities among LAC countries. Regional co‑operation can help improve 
data and information generation, water resource management, sustainable production 
and consumption, and biodiversity management. Regional initiatives based on active 
co‑operation for a more green and just transition could help contain the most vulnerable 
groups. In LAC, sea level rise, droughts, flooding and wildfires will force people to migrate, 
exposing them to further vulnerabilities. In 2017, three million Caribbeans were forced to 
relocate due to the Atlantic hurricane season (Bleeker et al., 2021[36]). The effects of climate 
change are forecast to drive an estimated 17 million Latin Americans to migrate by 2050 
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(World Bank, 2021[54]). Relocation programmes co‑ordinated at a regional level would help 
anticipate and contain forced migration due to climate change and reduce unnecessary 
exposure to risk.

At the national level, a new sustainable development model could help reduce social 
inequalities across socio‑economic groups. The combined impacts of the pandemic 
and climate change deepen the urgent need for such a model. About 49.2% of the urban 
population in LAC is either poor or extremely poor (Bárcena et al., 2020[6]). The pandemic 
increased the number of people living below the poverty line in LAC and climate change 
is projected to contribute an additional 5 million by 2030 (Hickey and Wellenstein, 2021[42]). 
Governments should focus on protecting those most in need through targeted social 
programmes (Chapter 1). As climate change threatens to reverse global health gains of the 
past 50 years, national healthcare programmes could be an essential element of a more 
just green transition (Watts et al., 2015[55]; Landrigan et al., 2017[56]).

At the subnational level, environmental degradation is deepening disparities 
among urban and rural areas and its effects on most vulnerable groups. In some Latin 
American cities, high rates of socio‑economic residential segregation make people living 
in precarious neighbourhoods more susceptible to climate change effects and other 
phenomena, such as exposure to heatwaves. This exposure increases their health risks 
and vulnerability to extreme climate events as a function of their socio‑economic status 
(OECD et al., 2021[2]). High urbanisation rates and unregulated expansion of urban areas 
have pushed vulnerable groups to locate in high‑risk zones with deficient or non‑existent 
infrastructure, such as floodplains and landslide‑prone slopes. Those who live near 
highways or industrial sites are often exposed to high levels of air pollution. In Chile, for 
example, there is a pronounced difference in exposure to PM2.5 (particulate matter with a 
diameter of less than 2.5 μm) between Magallanes with the least exposure (5.9 µg/m3) and 
Aysén with the greatest exposure (41.9 µg/m3) (Figure 2.13). A systemic green transition 
will have to include urban designs that internalise how citizens from poorer areas 
experience the largest negative impacts of climate change while lacking the capacities 
necessary to adapt.
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Figure 2.13. Subnational regional disparities in mean annual exposure 
of the population to outdoor PM2.5, selected LAC countries, 2019
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12 https://stat.link/sl18ux

The effects of climate change on rural areas are particularly relevant for LAC. 
Agricultural activities are particularly sensitive to climate change, which is expected to 
produce changes in structure, yields and crop cycles. Certain crop cycles will probably 
speed up, which will alter the physical properties of the soil and the supply of water for 
irrigation, lead to greater evaporation and place greater stress on those crops (Bárcena, 
et al., 2018[58]). The region’s economy relies significantly on agriculture, either through 
subsistence production (comprising around 15  million smallholder farms in LAC and 
20‑30% of the workforce in the Caribbean) or through large industries (CAF, 2014[28]). 
Changing rainfall patterns, droughts and extreme climate events are likely to worsen 
significantly during the next decade, implying greater vulnerability related to land labour 
and food and water security (IPCC, 2022[29]). The effects of climate change have direct 
impacts on rural productivity, which could increase poverty, particularly in Central 
America (IDB, 2021[57]), as real income is highly dependent on land use. Income declines 
not only because of reduced availability of fertile land dedicated to agricultural production 
and livestock but also because heat stress forces lower labour productivity. In most cases, 
the capacity of farmers to react and adapt to the effects of climate change depends on 
their wealth. In Peru, temperature rise has forced farmers to sell their livestock, move 
their crops into fallow land and include children in their farming activities to compensate 
for income deficits (IFS, 2018[59]).

The gender gap is also deepening in LAC, as women and girls are more vulnerable 
to the effects of climate change (OECD, 2021[60]). Women are the main food producers in 
developing countries and have higher dependence on natural resources. When it comes 
to planted food, the impact of climate change on land and water directly affects their 
harvests (IUCN/GGO, 2015[62]). This not only reduces the amount of food women can take 
home but also potential micro‑selling initiatives to gain financial independence from 

https://stat.link/sl18ux
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their couples. In extreme scenarios, the fall in agricultural production might even cause 
forced relocations. In the dry corridor of Central America, 62% of poor families depend on 
corn, beans and sorghum to survive – all products likely to become impossible to grow 
as temperatures continue to rise (Hickey and Wellenstein, 2021[42]). Women and girls, 
who also tend to be responsible for water gathering, cleaning and cooking, experience 
disproportionately the consequences of climate change. While poor water connections 
and droughts impose greater distances and time to search for water, floods and hurricanes 
increase the exposure to risk situations (OXFAM, 2018[63]). 

The income gap and the uneven distribution of domestic labour deepen the impact of 
climate change for women, as their lack of access to resources or their greater burden of 
domestic care activities hampers their capacity to recover quickly after a climate‑related 
natural disaster. As women are likely to be responsible for staying home and taking care 
of children out of school and injured family members after a hurricane or flooding, they 
have more chances of losing their jobs or suffer a reduction in their wages. Moreover, 
women are less likely to be employed in “cash for work” programmes implemented after 
a disaster to rebuild infrastructure (Bárcena et al., 2020[6]). Additionally, in the context 
of stressful events, such as climate disasters, the level of domestic violence and street 
aggression against women rises (IPCC, 2018[1]). Green policies should promote and ensure 
the development of new skills in future green jobs for women and encourage their 
involvement throughout the decision‑making process for policy to ensure an inclusive 
response (Chapter 5) (IPCC, 2018[1]).

Climate change also has unequal effects across generations. Nearly 60% of countries 
had an increase in the number of days people were exposed to very high or extremely high  
fire danger in 2017‑20 compared to 2001‑04, and 72% of countries around the world had 
increased human exposure to wildfires across the same period (Romanello et al., 2021[64]). 
By 2050, the population over 65 years will double in Latin America, increasing the number 
of elderly people who are vulnerable to heatwaves and other consequences (CAF, 2020[65]). 
Exposure to extreme heat poses a health hazard, particularly risky for individuals older 
than 65 years, populations in urban environments, and people with health conditions. 
Heat disproportionally affects people who are marginalised or with scarce resources, 
because they have limited access to cooling mechanisms, fresh water, and health care 
(Romanello et al., 2021[64]). An active, green education strategy is key to ensure that future 
generations envision and interact differently with the environment (Vona, 2021[66]), having 
learned from the experiences of current approaches to production and consumption.

Negligent land use and deforestation will have effects on how much each generation 
will benefit from a clean and safe environment. Forest land cover in LAC decreased by 8.2% 
between 2000 and 2020 (World Bank, 2021[21]), meaning that future generations will enjoy 
less green capital. The region has an important role in preserving forests, being home to 
23% of the world’s forests including the Amazon, the world’s largest rain forest which is 
shared by eight countries. These ecosystems are key for climate change mitigation and 
adaptation due to their capacity to absorb CO2. They also provide environmental services 
by regulating the water cycle, protect soils, supply resources such as timber, medicines, 
food and fibres, and provide opportunities for recreation and tourism. More than half of 
the world’s forest area is distributed in just five countries, with Brazil being the world’s 
second more forested. While most LAC countries suffered a significant net loss, Chile 
and Costa Rica increased their forest area between 2000 and 2020 (Figure 2.9). After a 
long period of forest loss last century, Costa Rica implemented recovery and reforestation 
policies and has managed to increase forest cover replacing land previously used for 
farming and livestock activities (ECLAC, 2021[20]). In Chile, massive exploitation of primary 
forests and extensive agricultural areas in places with high rainfall were eroding volcanic 
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soils generating problems of stability and water quality. Policies implemented since 2015 
focus on the conservation of natural forests, and have encouraged large forest companies 
to take action in rural development and funding fire prevention which has translated into 
the recovery of forest land (European Forest Institute, 2019[67]).

Harnessing the green transition through a systemic approach to improve 
well‑being

The wide range of post‑COVID‑19 recovery strategies have shown several frameworks 
that can be adopted to build forward better. Each country’s conception of recovery 
prioritised different economic, social or environmental goals and the best strategies to 
achieve them. How this policy priorities are conceived and aligned, determine the kind of 
recovery pathway adopted. Each recovery pathway distinguishes itself in the way in which 
each encompass GHG emission reductions, and integrates these with considerations for 
wider well‑being outcomes (e.g. SDGs) (OECD/IEA, 2021[13]). Globally, how the recovery is 
designed and implemented will determine how inclusive the transition could be.

The Rebound path disassociates the recovery from the environment and focuses solely 
on the economic recovery and measures to attain the pre‑crises economic indicators such 
as GDP, job creation, firms’ profits or trade rates. Even though this approach might have 
put certain economies back on track, they have also reversed much of the environmental 
progress gained during the previous years in terms of GHG emissions or clean air. The 
Decoupling strategy also conceives recovery in terms of growth and production, but 
unlike the rebound path, places the mitigation strategy in the centre of its efforts. It aims 
to decouple the economic growth from the CO2  emissions associated with it, through 
initiatives such as energy efficiency or transition to low carbon energy. Nevertheless, this 
green growth does not conceive the recovery as an opportunity to shift towards policies 
and consumer patterns that place well‑being as their central focus.

A well‑being approach advocates for an economic recovery low on emissions and 
centred in well‑being improvements. From this lens, GDP growth may not necessarily 
be a means to increase current nor future well‑being and should not be used as the 
aggregate measure of progress.12 LAC countries should especially beware of taking a 
recovery pathway focused on maximising GDP growth at the expense of environmental 
degradation and without placing other wider well‑being impacts (e.g. health, equity) at the 
centre of decisions (as would be reflected in a Rebound pathway). Under a wider well‑being 
recovery path, the focus is no longer on greening GDP growth (as in a Decoupling pathway), 
but on designing systems in ways that increase well‑being while reducing emissions and 
material use. In practice, it means enabling the conditions that make sustainable choices 
the easiest and cheaper and thus those that people choose. This beyond‑GDP systemic 
vision aims to redesign systems to achieve better results. Through a well‑being pathway, 
policies no longer focus on solving specific problems but on designing systems that do not 
generate those problems in the first place.

A green transition approach specific to LAC should place citizen’s well‑being at the 
centre and account for the particularities of the region. The path towards zero emissions 
should not be constrained to other region’s strategies, but rather it should be the result of 
a comprehensive analysis of how to make the transition without hampering the region’s 
development opportunities. The “common but differentiated responsibilities” approach 
and the Glasgow Pact (which commits developed countries to provide USD  100  billion 
annually to developing countries by 2030), are two important elements to advance global 
climate justice. Since colonial times, history shows the consequences of not putting Latin 
American resource preservation and citizens well‑being at the centre of decision‑making 
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processes. Following the principles of climate justice, LAC should pursue a transition in 
which the burden of climate change is properly shared by the most developed countries 
and regions (Figure  2.1). Moreover, a Latin American approach to the green transition 
should focus on reducing the emissions of citizens who consume and pollute the most, 
usually those in the upper quintile (Figure 2.6).

A well‑being approach for the green transition implies addressing the challenges of 
placing Latin Americans’ well‑being at the centre (OECD, 2021[38]). Since 2011, the OECD 
has been promoting a well‑being framework that provides a comprehensive approach 
to analysing and measuring the determinants of current and future well‑being, beyond 
aggregate traditional measures, such as GDP (OECD, 2021[38]). This approach encompasses 
multiple dimensions that determine people’s current well‑being (e.g. income and wealth, 
work and job quality, housing, health, knowledge and skills, safety and the quality of the 
environment) and proposes a broader set of indicators to track performance and guide 
decision making. To analyse the dimensions of current well‑being, it measures well‑being 
outcomes by looking at averages, deprivations, and inequalities between groups and 
between top and bottom performers. Then, it measures the stocks, flows, risk factors 
and resilience of resources that will determine the well‑being of future generations 
(e.g. natural, human, economic and social capital) (Figure 2.14).

Figure 2.14. The OECD Well-being Framework
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This well‑being approach should be considered for developing national statistics, 
policies and promoting recognition of multi‑dimensional well‑being – e.g. measuring all 
dimensions, beyond income, that affect people’s well‑being (OECD, 2021[38]). Measuring 
well‑being through inequalities often reveals wide variation between and within 
countries. In the context of environmental policy, looking beyond averages is particularly 
relevant as the impacts of environmental degradation are often concentrated among 
vulnerable groups and households (OECD, 2021[51]). In addition, a well‑being approach calls 
for reframing measurement systems around well‑being outcomes (e.g. improved learning 
outcomes) instead of focusing on intermediate outputs (e.g. increased education coverage) 
(OECD, 2019[68]).

Delivering systems that can, by their design, improve well‑being while reducing energy 
and material use, and therefore emissions, calls for policy‑making that is able to understand 
and reshape current unsustainable systems. Analytical rather than systemic approaches 
are usually pursued, leaving governments ill‑equipped to design effective climate change 
mitigation and adaptation action. An analytical approach consists of solving problems by 
dividing them into parts and trying to optimise those parts. For example, countries make 
significant efforts to improve the energy efficiency of or to electrify vehicles (a part in the 
transport system). Such efforts focus on reducing the undesired output (e.g. emissions) 
per unit of output (e.g. kilometres driven). Evidence shows, however, that the increase in 
the overall number of vehicles and the kilometres driven (pushed by the functioning of 
car‑dependent systems) offset the emissions reduction obtained via such policies (Lamb 
et al., 2021[69]).

Complex problems, such as climate change or poverty, are rarely caused by specific 
parts in a system but instead by the way parts are organised and interrelated. Partially 
blind to the system that generates the results their policies aim to change, analytical 
approaches are prone to making assumptions about certain trends or behaviours. 
For example, analytical thinking led to decades of transport policies that assumed 
an increase in the number of vehicles in circulation and the congestion generated as 
inevitable consequences of progress. Transport policies therefore focused on increasing 
road capacity but ended up exacerbating congestion and directly affecting climate action.

With a systemic lens, climate action is no longer limited to reacting to or anticipating 
inevitable trends. Rather, it gives the opportunity to modify trends via (re)designing 
systems that are behind such trends. Furthermore, when policies are designed with a 
systemic lens, what used to be trade‑offs between climate and well‑being objectives may 
become synergies (OECD, 2019[68]).

The OECD supports the adoption of a systemic approach to help policy makers reprioritise 
climate action towards improving system functioning and accelerating the transition to 
systems that are net zero by design (OECD, 2021[70]). The OECD has developed the Systems 
innovation for net‑zero process,13 which builds on systems thinking and consists of three 
steps: 1) envision the outcomes that a well‑functioning system achieves; 2) understand why 
the current system is not achieving such outcomes, which mental schemes support such 
a system and how it could be redesigned to produce better results; and 3) identify policies 
able to transform or (re)design systems (Figure 2.15). This model could serve as a framework 
for policy makers designing and implementing green transitions, while underpinning the 
importance of policy coherence across multiple dimensions and time periods (Chapter 5).
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Figure 2.15. The systems innovation for net-zero process for transformative climate action
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Source: (OECD, 2022[71]).

Thinking in systems for sustainable territorial development

The urbanisation process in LAC has had favourable economic and social consequences, 
such as greater dynamism in production activities, development of services, increased 
productivity and harnessing economies of scale (ECLAC/MINURVI/UN‑Habitat, 2017[72]). 
However, the lack of a systemic approach has also given rise to negative impacts such as 
air pollution and GHG emissions, road congestion and accidents, health problems, and 
water pollution, all of which are eroding the foundations of economic dynamism (Bárcena 
et al., 2020[6]).

Air pollution is the world’s single largest environmental health risk (UNECE, 2021[73]). 
Of its components, PM2.5 has the highest health impacts. Although PM2.5 emissions are, 
on average, lower in LAC cities than in Southeast Asia or North America, levels have been 
rising faster lately (Florczyk et al., 2019[74]). As Latin American cities grow, their pollution 
levels are increasing (Gouveia et al., 2019[75]). In general, CO2 emissions have been growing 
faster than populations in cities, resulting in increased CO2 per capita across the region.

The percentage of people living in urban areas in LAC has doubled since 1950 
(UNDESA, 2019[76]). South America is the most urbanised subregion in LAC (84.6%), above 
the high‑income countries group (81.9%). Slightly lower in Central America (75.4%) and 
the Caribbean (72.2%) are still much higher than other developing regions including 
Sub‑Saharan Africa (41.4%) and Southern Asia (36.6%) (Figure  2.16). The Caribbean has 
experienced the greatest increase in urbanisation, from 36.3% in 1950 to 72.2% in 2020. In 
particular, the countries with greater urbanisation increases are the Dominican Republic 
(from 23.7% to 82.5%) and Haiti (from 12.2% to 57.1%) (UNDESA, 2019[76]). The Caribbean’s 
fast urbanisation has had direct impacts on the environment. Most urban, industrial 
and commercial developments did not follow sustainable urban design. Activities, 
including tourism and its infrastructure, have thus contributed to destruction of natural 
habitat, landscape transformation and coastal erosion (Ecosystem Profile, 2019[77]). Many 
metropolitan areas in LAC, including their residents and infrastructure, that experienced 
rapid urbanisation now face significant climate‑related risks, such as flood plains or 
slopes prone to landslides. Such risks are projected to increase in the future (IPCC, 2022[29]).
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Figure 2.16. Global urbanisation trends, 1950-2050
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12 https://stat.link/10iox2

Car-dependent territories with high sprawl perform poorly in terms of well-being

Transport is one of the main sources of air pollution and high GHG emission 
levels, mainly due to the large size of many LAC countries. In  Latin American cities, 
private motorised transport is responsible for 75% of CO2 emissions and produces 82% 
of PM10  pollutants, both of which are negatively associated with health outcomes 
(Vasconcelos, 2019[79]). Moreover, the Caribbean, land‑based transportation accounts for 
the second‑largest share of fossil‑energy consumption. The subregion has one of the 
highest vehicle motorisation rates in the world, with 201 vehicles per 1 000 inhabitants. 
In Latin American and Caribbean countries, the urban layout and the availability and 
quality of public transport influence automobile use and shape car‑dependent and 
sprawled territories (ECLAC, 2020[52]). This concept refers to the dynamic by which people 
move away from city centres but still commute daily to such centres. To a great extent, 
this is the result of decades of short‑sighted transport and spatial planning policies (or 
sometimes the lack of these policies). While this section focuses on transport, a systemic 
approach can be applied to other sectors in LAC countries. Applied to the residential 
sector, for example, a systemic approach can shed light on the drivers of urban sprawl 
(why people “choose” to move further away from city centres) and thus inform policy 
decisions aiming to contain such development.

Car‑dependent and sprawled territories perform poorly in terms of present and 
future well‑being of citizens. Undesirable results include traffic congestion,14 growing 
inequalities, poverty perpetuation, road fatalities, high emissions, air pollution and 
reduced capacity to adapt to climate change. Peripheries host most of the low‑income 
settlements (ITF, 2019[80]; IDB/ITF, forthcoming[81]), and after decades of transport 
investment heavily biased towards highways (ECLAC, 2020[82]; Lardé, 2021[83]; Sanchez 
et al., 2017[84]), these areas lack proper public transport infrastructure, preventing the most 
vulnerable groups from easily accessing labour (ITF, 2020[85]). For example, for a similar 
trip duration, inhabitants of peripheries of Bogota have access to four times less job 
opportunities by public transport (around 20 000 jobs) than people living in the city centre 
(IDB/ITF, forthcoming[81]). Moreover, the predilection for highways is directly detrimental 
to the well‑being of citizens since, of all modes of transport, highways have the highest 

https://stat.link/10iox2


2. Harnessing tHe potential of tHe green transition to build a more inclusive development model

98
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

99

CO2 emissions (between 55 and 256 grams per tonne‑kilometre), a figure much higher 
than maritime transport (between 11 and 101), river transport (between 17 and 38) and 
rail transport (between 2 and 21) (ITF, 2022[87]).

The infrastructure of many cities in Latin America prioritises mobility by car, making 
it the transport mode that provides higher access to opportunities compared to other 
transport modes such as public transport. In Mexico City, car users can reach 13 times as 
many people (representing essential opportunities) in 30 minutes than public transport 
users, and 20 times as many people if informal public transport is excluded. In Bogota, 
cars also provide access to a significantly higher number of people than other modes 
of transport (Figure 2.17) (ITF, forthcoming[86]). In comparison, access to opportunities in 
cities such as London and Paris is relatively similar regardless of the transport mode 
used, showing higher effectiveness of the transport system and better urban planning. 
In LAC, low‑income households that are unable to afford cars15 are “captive users” of public 
transport (and, most recently, motorcycle use); they spend more time traveling than higher 
income households able to afford cars, face unsafe travel conditions and may need to pay 
various single tickets per commute. In Brazilian cities of more than 60 000 inhabitants, 
the average commuting time in public transport is 36 minutes – more than double the 
15 minutes the same trip would take using individual transport (Vasconcelos, 2019[79]).

Figure 2.17. Absolute accessibility to opportunities by transport mode, 2019
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Source: (ITF, forthcoming[86]).

12 https://stat.link/58wtd0

Car‑dependent and territories with high sprawl also perform poorly in terms of 
environmental sustainability and adaptation, which also has negative impacts on future 
well‑being of citizens. High vehicle ownership results in disposal of used oils, tires and 
expired vehicles, which pollutes natural and coastal waterways and increases the use 
of scarce land for landfilling (ECLAC, 2021[25]). Car‑dependent and sprawled territories 
are also very difficult to decarbonise. First, rapidly growing private car and motorcycle 

https://stat.link/58wtd0
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use will offset emissions reduction from cleaner vehicles (Lamb et al., 2021[69]). Second, 
decarbonisation is costly and slow as it implies incentivising the shift of large fleets of 
vehicles towards cleaner technologies. Third, efforts to decarbonise car‑dependent and 
sprawled cities can lead to trade‑offs between climate and other well‑being outcomes 
such as equity, making them politically unattractive. Fourth, trade‑offs between climate 
actions and wider environmental goals may hinder across‑government collaboration. 
Sprawled territories also reduce the capacity of urban agglomerations to adapt to climate 
change. They are space‑intensive, and dedicate most public space to car use,16 reducing 
space available for green areas in cities (necessary to cope with heatwaves) and/or leading 
to built‑in development expanding into natural ecosystems that formerly provided 
ecosystem services (such as water absorption to cope with floods).

Three vicious cycles to revert

As cities expanded, resources for public (especially mass transit) and active transport 
modes have lagged, especially outside of capital cities. Deregulation of public transport 
services in the region during the 1980s has also contributed to the erosion of public 
transport service, as profits were prioritised over maintenance, service expansion 
and upgrades.17 In parallel to the prioritisation of infrastructure for car use, single‑use 
development has been the norm in spatial planning. Both low‑income social housing 
and high‑income closed neighbourhoods are now concentrated in city outskirts, far 
from services and activities and often with lower density than in city centres – which 
drives up car dependency. Such policy prioritisation has led to transport and urban 
systems organised around car driving and is largely driven by three unsustainable and 
interconnected dynamics: induced demand, urban sprawl, and the erosion of active shared modes 
of transport (Figure 2.18). These dynamics are at the source of increased car use in the 
region. Between 2007 and 2014, private vehicle ownership increased by 35% in LAC (CAF, 
2016[88]) – a trend that is still observed in the region and in other areas of the world.

Induced demand refers to the phenomenon by which public investment in roads for car 
use ends up causing more, rather than less, traffic congestion. The dynamic works like 
this: public investments in road capacity for car use (1) play a major role in fostering urban 
sprawl. As road capacity for cars (2) increases, so does the catchment area (7). Induced 
demand occurs when public investment in roads for car use ends up causing more, rather 
than less, congestion. As mapped out in Figure 2.18 public investment in roads for car 
use (1) leads to increased road capacity for cars (2). While the intended objective of these 
investments is to reduce travel time (and thus congestion) (3) they end up having the 
opposite effect. As travel time (congestion) (3) by car is reduced, the attractiveness of 
driving and owning a car (4) increases, inducing people to “choose” cars over other modes, 
and causing traffic volume (5) to increase. As traffic volume (5) goes up, so does congestion 
(3) leading to public pressure (6) on policymakers to reduce congestion. Most countries 
have responded to this pressure by investing further in road capacity for cars (1), which 
restarts the cycle, rather than solves the problem.

Both induced demand and urban sprawl exacerbate the erosion of public transport 
and active modes, the third vicious cycle at the source of increased car use and emissions. 
As more and more people are induced to drive cars, and as policymakers respond to that 
“choice” by further increasing the road capacity for cars (2), traffic volume (5) of motorised 
vehicles increases as does the space and funding allocated to these modes. Unsurprisingly, 
in such systems, the attractiveness of public transport and active modes (8) is low: public 
transport often takes longer and provides less access to places than driving a car and 
riding a bike is not safe.
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Figure 2.18. Policies designed with an analytical lens have led to car-dependent 
and sprawled cities
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Source: (OECD, 2021[70]).

Taken together, these dynamics lead to territories in which most people need to travel 
long distances daily and private cars or motorcycles are the most attractive options for the 
bulk of these trips. As a result, these are the modes most people “choose” as soon as they 
can afford them. Understanding the dynamics above allows policy makers to see that this 
“choice” is not really an individual preference but the result of the systems design.

Applying a diet analogy, “unhealthy” transport systems are those in which most 
people use motorised vehicles (the sugar and fat in the diet analogy) for most of their trips 
(Figure 2.19). “Healthy” transport systems are those in which people can access places by 
walking, cycling and using micro‑ or shared mobility for most trips while high‑emitting 
and space‑intensive modes are used less frequently. Such a “diet” is possible thanks to: 
1)  the proximity between people and places; and 2) public space and investment being 
allocated to privilege active and shared modes, such that they are the most convenient 
and people choose them most often. By design, the “healthy system” needs less energy 
to function and has lower emissions, yields lower mobility but high accessibility,18 offers 
more equitable and safe access to opportunities and promotes healthier lifestyles.
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Figure 2.19. From “unhealthy” to “healthy” transport systems
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Source: (OECD, 2021[70]).

Policies to transform territories and get to better environmental and well-being 
results

LAC countries need to focus efforts on policies that can transform their transport 
systems away from car dependency. Two of these policies are the following:

Public space reallocation is a key policy to revert the dynamic of induced demand and 
has also the potential to contain urban sprawl and the erosion of active and shared modes 
(Figure 2.18). Rebalancing space use between modes and uses could lead to “disappearing 
traffic”, the opposite phenomenon than the increase in the use of cars and motorcycles 
experienced in LAC. Barcelona’s superblocks are a good example of a wide scale plan for 
road space reallocation and street redesign, implemented with climate and well‑being 
ambitions in parallel. Barcelona’s superblocks restructure the city into polygons of 400 m 
x 400 m with inner roads closed to motorised vehicles. The superblocks become spaces 
welcoming active modes (walking, cycling) and recreation (Ajuntament de Barcelona, 
2014[89]). Superblocks are often referred to as low‑cost urbanism; they have demonstrated 
great potential to transform the urban ecosystem and bring about health, safety, social and 
environmental benefits in the short run (López, Ortega and Pardo, 2020[90]). Parking policy 
(e.g. through parking pricing and regulation) is also crucial to public space reallocation 
aligned with environmental and social goals. In Mexico  City, minimum parking 
requirements that forced developers to build a minimum number of parking spaces in 
each project were abolished in 2017 and replaced with maximum parking requirements 
as a way to limit the space allocated to cars (Ciudad de México, 2017[91]). As part of this 
legal reform, minimum parking requirements for bicycles were also introduced (Guzmán, 
2020[92]). While there are good examples in the region, road space reallocation and street 
redesign need to be implemented at a wide scale and across territories; and be prioritised 
in climate strategies.

Policies to mainstream shared mobility (including active modes and micro‑mobility) 
are fundamental to reverse the erosion of active and shared transport modes and 
accelerate the development of multimodal and sustainable transport networks. Support19 
to mainstream shared bicycles and micro‑mobility, as well as the expansion of on‑demand 
micro‑transit services can significantly increase the attractiveness of sustainable 
alternatives at a much faster pace than if solely focusing on existing public transport 
services. The development of digital tools will be key to harnes shared mobility. Global 
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Positioning System (GPS) technologies and apps today allow people to share vehicles 
(e.g.  bikes) and rides and combine transport modes in cost‑effective ways. If used for 
this purpose, these technologies could allow the shift from a system which requires car 
ownership to systems in which a multiplicity of transport modes (including shared electric 
cars) are available for people to choose from and combine according to particular needs. 
Importantly, increasing the feasibility and attractiveness of these modes will highly 
depend on the road space reallocation (discussed above) away from private car use. Thus, 
there is a high potential for change if implementing these two policies (mainstreaming of 
shared mobility and road space reallocation) in tandem.

The GHG emissions of the region’s transport sector relative to GDP are 2.2 times as 
high as in Europe and 1.3 times as high as in Asia, which means there is ample scope 
to increase carbon efficiency (ECLAC, 2020[82]). If a better balance were achieved with 
electric railway transportation, the environmental performance of cargo transport would 
improve, while at the same time enhancing the competitiveness and flexibility of the 
sector. Decarbonising the transport sector in the region would also create 4 million new 
jobs in heavy vehicle operation and maintenance activities and more than 1.5 million in 
the light vehicle industry (UNEP, 2019[94]).

Implementing transformative policies can also increase the effectiveness and 
feasibility of other policies (e.g. carbon and road prices), which can help accelerate the 
transition towards systems that are sustainable by design. Moreover, electrifying transport 
will be more effective and rapid in a system that is no longer based on private vehicle 
ownership and use, but rather increases the participation of modes (e.g. micro‑mobility, 
public transport) that are more resource efficient and which, as discussed in (IPCC AR6 
WGIII, 2021[93]), have already a higher penetration of electric vehicles.

Infrastructure investments should shift away from hydrocarbon‑based transport 
modes towards transport modes that allow for multimodal distribution. This could also 
lead to a reduction of negative impacts on ecosystems, a reduction of emissions and a 
better protection of biodiversity, among others. Transformative policies are especially 
relevant for small and medium‑sized cities in LAC. As these cities are still expanding, early 
interventions that address the vicious cycles (Figure 2.18) can make these agglomerations 
sustainable by design, avoiding carbon lock‑in and improving their climate resilience 
(OECD, forthcoming[96]).

The region is well‑placed to produce the material basis for electric mobility. Three 
countries are major car manufacturers: Argentina, Brazil and Mexico. The Brazilian 
automotive industry accounts for 5% of GDP and employs 500  000  people directly and 
1.3  million indirectly. In Mexico, the industry generated 3.7% of GDP and employed 
824 000 people directly in 2017. In addition, three countries in the region, Argentina, Chile 
and Bolivia, have the world’s largest reserves of lithium, and there are areas that are very 
well endowed with solar and wind energy that would allow hydrogen to be generated at 
very low costs. Chile and Peru also have large reserves of copper, a metal that is more in 
demand for the manufacture of electric vehicles than those with internal combustion 
engines (Chapter 3) (ECLAC, 2020[82]).

Recovery pathways from a systemic lens

Focusing COVID‑19 recovery on low‑carbon strategies that set the basis for a systemic 
transformation could accelerate the transition towards transport systems based on 
renewable energies, able to simultaneously reduce income inequalities and emissions. 
The transport and residential sectors are determinant for the region’s current and future 
energy consumption, emissions and well‑being (IDB, 2016[95]); yet there is little focus on 
them on recovery packages. Principally, recovery packages have been mainly focused on 
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recovering employment and compensating the loss of household revenues (OECD et al., 
2021[2]). Although these policies are fundamental to offset the COVID‑19 crisis, moving 
forward requires holistic recovery packages that address the structural causes of social 
and economic vulnerability as well as the already‑existing climate challenges.

The following tables categorise transport and residential sector policies found 
in different LAC country recovery plans20 according to the three recovery pathways: 
Rebound, Decoupling and Wider well‑being. The tables assess whether the transport and 
residential sector policies align with the Wider well‑being pathway or rather are locking 
countries into less effective development pathways (Table 2.1 and Table 2.2).

Table 2.1. Rebound, Decoupling and Wider well-being pathways for the transport sector

  Transport Selected recovery policies implemented

Rebound: fostering 
car‑dependency

The focus is on boosting economic growth, jobs and disposable incomes 
by maintaining and reinforcing car‑dependent systems. The policy rationale 
maintains a “traditional vision” of mobility – e.g. physical movement and 
speed – as central performance indicators for the sector. It also reflects 
the belief of a positive correlation and virtuous cycle between transport 
volumes and GDP as the ultimate goal for the economy. Because the focus 
is on mobility, the role of proximity between people and places is ignored 
and mobility by car – a space‑ and carbon‑intensive mode – is privileged.

Chile: Containment of paraffin, petrol and 
benzine prices.
Panama: Infrastructure projects focused on 
highway improvement and enlargement.
Colombia: Project Concluir to finish the 
construction of 400 km across 27 road 
projects in 23 departments. Construction of 
21 road sections for legality and reactivation in 
18 departments.

Decoupling: 
promoting clean 
car‑dependency

The mind‑set is still around “supporting mobility for economic growth”. As 
such, the aim is not to transform transport systems but rather to decarbonise 
existing (e.g. car‑dependent and mobility‑intensive) ones. Mitigation efforts 
concentrate, to a great extent, on improving parts (e.g. vehicles and fuels), 
while maintaining current systems. Efforts focus on improving the energy 
efficiency and reducing the carbon intensity of the vehicle fleet (especially 
private cars) and the fuels they use, fostering improvement of vehicle 
technologies. As significant travel reduction and modal shift will not be main 
drivers of mitigation in this pathway, “shift” and “avoid” type policies and 
measures have a smaller role than “improve” actions.

Uruguay: Electric mobility solutions with major 
focus on electric private cars.
Panama: Definition of the National Strategy of 
Electro Mobility.

Wider well‑being: 
shifting away from 
car‑dependency 
while promoting 
clean vehicles

Wider well‑being shifts the focus from mobility to sustainable accessibility, 
opening the door to envision systems that significantly reduce emissions 
not only by reducing mobility, but also by increasing “proximity” and 
“access”. It places emphasis on reversing and shifting away from 
car‑dependency while simultaneously improving the vehicles that are still 
needed (e.g. public buses). It prioritises the use of space for space efficient 
and low/zero carbon modes (walking, cycling, micro‑mobility and 
public transport) while focusing important action on reallocation of road 
space and, in cases where policies have historically prioritised building 
infrastructure, redesigning streets for car use. Incentives for electric 
vehicles (EVs, including charging infrastructure) is provided and planned 
with the aim of embedding electrification in the wider aim of shifting away 
from a system based on privately owned cars with low occupancy.

Uruguay: Programme to increase the use of 
public and active travel (MOVÉS).
Argentina: Strengthen the metropolitan transport 
agency, extend Ecobici’s capacity, and reallocate 
road space in Avenida del Libertador (Buenos 
Aires).
Mexico: Permanent cycling path Insurgentes and 
substituting moto‑taxis with e‑bikes –Mobility 
project Tláhuac (Mexico City)
Colombia: Public Policy for Bikes 2021‑2039 
(Bogota).
Chile: National Strategy of Sustainable Mobility 
and National Strategy of Electro‑mobility.

Sources: (Buckle et  al., 2020[97]); (OECD, 2021[70]); (Gobierno de Chile, 2021[24]); (Gobierno de Panama, 2020[98]);  (Greenpeace 
México, 2021[99]); (Gobierno de Buenos Aires, 2022[100]); (Alcaldía Mayor de Bogotá D.C., 2021[101]).

Two types of transport measures aligned with a rebound recovery pathway were the 
containment of energy prices, including fuels. These initiatives incentivise car use and 
emissions and use up resources that could bring better social and environmental value 
if used differently (Carlino et  al., 2015[102]). The second measure found in Panama and 
Colombia’s recovery plans is further investment in the improvement and widening of car 
purposed infrastructure (e.g.  highways). Panama’s electro mobility strategy was found 
to be consistent with a decoupling type of recovery, aiming to electrify 10‑20% of private 
vehicles and only 15‑50% of public buses, but doesn’t transform the system’s demand 
maintaining the prevalence of private car use vs. electric public transport.
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Regarding wider well‑being, Chile’s National Strategy of Sustainable Mobility follows 
this pathway as it aims to achieve a better use of energetic resources, time, and road and 
urban space. It plans infrastructure projects to prioritize active transport and massive 
public transport over private transport. City level recovery policies stand out for being 
in line with the wider well‑being pathway. Among these are programmes to incentivise 
bike‑use while also improving streets for its safe and convenient use (including by 
increasing cycling lanes and parking), like in Bogota, Santiago, and Buenos Aires. In some 
cases, cycling lanes introduced during COVID‑19, have been made permanent (Buckle 
et al., 2020[97]), as in Mexico City with Insurgentes Avenue (Greenpeace México, 2021[99]).

Table 2.2. Rebound, Decoupling and Wider well-being pathways for the residential sector

  Residential Selected recovery policies implemented

Rebound

The focus is on stimulating short‑term growth and employment opportunities in 
the construction sector. The vision of the sector is narrow and thus concentrates 
on the scale of the dwelling or building (focused more on delivering housing 
than on its quality), disregarding location or the wider living environment 
(e.g. surrounding areas or services and connections around the dwelling).  
Also focuses on short‑term – and especially private – costs and benefits, 
disregarding full‑cost accounting of wider and longer‑term well‑being costs 
and benefits.

Chile: Subsidies to limit the rise of gas prices.
Panama: Support for first house purchase for 
lower income households (Fondo Solidario de 
Vivienda, with no energy efficiency or quality 
standards.
Peru: Financing for construction of households 
and public spaces, but with no energy efficiency or 
quality standards.
Colombia: Subsidies to interest rates for the 
financing of new urban housing, but with no 
energy efficiency or quality standards.

Decoupling

The main objectives are to foster growth and provide “access to shelter” while also 
decreasing emissions from energy use. Most efforts focus on attaining energy 
efficiency gains in buildings/dwellings. As in the case of Rebound, the scope of 
focus is narrow. Thus, Decoupling does not look beyond the dwelling and misses 
on options to reduce energy use by modifying the surrounding environment 
(e.g. use of greenspace to regulate the micro‑climate, thereby reducing cooling 
needs). Decoupling does not integrate full‑cost accounting; thus, while some deep 
retrofits may be pursued, these do not become the norm. Rather most efforts 
focus on shallow retrofits.21

Colombia: Programmes to replace home 
appliances with more efficient ones.
Panama: Design of Sustainable Building 
Regulations and the National Cooling Plan.

Wider 
Well‑being

This pathway considers housing as a “bundled good” that should deliver a number 
of functions beyond access to shelter. It prioritises measures that reduce emissions 
in the residential sector while also facilitating emissions reduction in other sectors. 
It puts emphasis on new builds and retrofits that substantially lower energy 
demand (e.g. passive houses)22 and are potentially accompanied with low‑carbon 
energy generation (e.g. rooftop solar). Full‑cost accounting is embraced by public 
and private actors, mainstreaming considerations (short‑ and long‑term) on 
health and wider well‑being when evaluating projects. Wider well‑being also takes 
into account the need to lower energy demand by considering the surrounding 
environment (e.g. housing location and transport connections, existence of green 
space to regulate the microclimate and reduce heating or cooling energy needs).

N/A

Sources: (Buckle et al., 2020[97]); (Gobierno de Chile, 2022[103]); (Departamento Nacional de Planeación, 2021[104]); (Gobierno de 
Panama, 2020[98]); (El Comercio, 2020[105]).

In terms of the residential sector, two types of measures were found to be aligned 
with a rebound type of pathway: subsidies for gas prices and housing programmes 
or subsidies in Panama, Peru, and Colombia that did not include any considerations 
of efficiency standards, nor quality of the dwelling nor the surroundings; including 
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location and transport connections by sustainable modes, which can easily result in 
further fostering sprawl (Buckle et al., 2020[97]; OECD, 2021[70]). Colombia implemented a 
programme consistent with a Decoupling pathway, focused on identifying inefficient 
appliances and supporting the population in replacing them. Panama recently designed 
Sustainable Building Regulations that aim to save 15% of energy use in the construction of 
new buildings in the following two years and up to 20% in subsequent years. No recovery 
policies were found to be aligned with a wider well‑being pathway.

Overall, revisiting recovery policies in the light of a systemic approach would be 
relevant for the region. In certain cases, a same country was found to implement recovery 
measures that align with different pathways. The risk of this is that investments will 
result in policy incoherence and conflicting goals not aligned with a sustainable and 
inclusive model. The recovery pathways here presented can serve countries as a guide 
to rethink the policies included in their recovery packages and redesign strategies that 
address social, economic, and environmental issues at the same time. If conceived 
systemically, investments in transport and urban systems could play a crucial role in 
improving well‑being while also contributing to long‑term collective climate goals.

Key policy messages

The green transition is a structural challenge that LAC will have to face eventually. 
The rising emissions coming from LAC, and the disproportionate effect that climate 
change has in the region and on its most vulnerable groups, are evidence of how urgent it 
is to address a green and just transition. At the same time, LAC is better positioned than 
other regions in the world to adopt a more sustainable and inclusive economic model, 
given the richness of biodiversity and potential for renewable energies.

The post‑COVID‑19 context presents itself as an opportunity for governments to align 
the objectives of the recovery with those of a green transition, looking beyond GDP and 
placing Latin American and Caribbean’s well‑being at the centre. A truly just transition 
should help close the existing social gaps that characterise LAC and avoid generating 
new ones. A systemic approach should guide active mitigation and adaptation policies 
that could help reduce inequalities across countries, socio‑economic groups, territories, 
generations and genders. In this regard, the articulation of preventive climate change 
and risk management policies with universal, integral, resilient and sustainable social 
protection systems is key for a systemic and multi‑dimensional approach.

Governments should focus on reversing unsustainable dynamics and transform 
territories into systems that, by their functioning, allow a sustainable and just society. 
With a systemic lens, governments could foster various trends by (re)designing systems 
able to improve people’s well‑being while requiring less energy, producing fewer emissions 
and transforming what used to be trade‑offs between climate and well‑being objectives 
into synergies.
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Box 2.1. Key policy messages

• Adopt a recovery strategy based on low emissions and centred on well‑being 
in LAC. Make use of lessons learned from recovery pathways to refocus policy 
decisions towards improving citizens’ well‑being and advancing transformative 
policies. The path towards net zero emissions should not be limited to follow other 
region’s mitigation and adaptation strategies, but rather it should be the result of 
a comprehensive analysis of how to achieve a green and just transition taking into 
account LAC and its subregions’ particular characteristics.

• Promote a systemic approach to reprioritise climate action towards improving 
systems’ functioning rather than focusing on improving parts (e.g.  more 
highways for private car use) while keeping unsustainable systems (e.g.  private 
car‑dependent territories). Some relevant actions are: designing and implementing 
climate, transport and land‑use policies focused on reversing the unsustainable 
system dynamics underlying car‑dependency (e.g. induced demand, urban sprawl 
and the erosion of share and active modes). Climate strategies that are focused 
on improving only specific parts fail to do so and are, as a result, ineffective in 
achieving emissions reduction at the pace and scale needed.

• Include the environmental dimension in education curricula to raise the 
environmental awareness among future generations.

• Invest in and develop data technologies and reliable information to better 
assess the complexity of mitigation and adaptation policies. To ensure a correct 
implementation and policy coherence in the short and long term, design systemic, 
sustainable decarbonisation strategies that address the particularities of each 
subregion and country in LAC. This will allow targeted programmes that include 
tailored solutions to reduce the GHG emissions at the sectoral level (e.g. transport, 
electricity, agriculture and livestock) while advancing holistic and cross‑cutting 
adaptation measures that connect local needs with global commitments.

• Strengthen further climate risk preparedness measures and multi‑hazard 
early warning systems, especially in the Caribbean. Gaining support from the 
international and the scientific and technological communities is essential to 
reinforce such systems.

• Identify the needs and characteristics of the communities and geographical areas 
most exposed to the negative impacts of climate change as a basis for strengthening 
climate resilience. Establishing climate risk repositories and risk maps, shared 
with all relevant stakeholders, is essential to inform climate change adaptation 
measures and prioritisation. These measures can help lower risk exposure of most 
vulnerable groups to climate change (e.g. women in rural areas).

• Identify the particularities and challenges of growing urbanisation in LAC to 
design more just, resilient and green cities. A greener economy should reduce 
urban pollution (particularly air pollution) and the exposure of the most vulnerable 
groups to their harmful health impacts. Sustainable and resilient city design 
should contribute to reduce coastal erosion and manage fragile coastal ecosystems 
to provide nature‑based solutions against the impacts of climate risks (e.g. coastal 
floods, hurricanes, sea level rise), especially in the Caribbean.
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Notes

1. As defined by the Intergovernmental Panel on Climate Change’s (IPCC), “mitigation” constitutes 
human efforts to reduce the sources GHGs, while “adaptation” is the process of adjustment to 
actual or expected climate effects (IPCC, 2014[106]).

2. Whenever Historical GHG Emissions  from Climate Watch (2022[14]) were used, the Climate 
Analysis Indicators Tool (CAIT) was chosen as the data source. The CAIT dataset is the most 
comprehensive on Climate Watch and includes all sectors and gases. In order to emphasise 
data comparability across countries, it does not use countries’ official inventories reported to 
the United Nations Framework Convention on Climate Change. Climate Watch Historical GHG 
Emissions are derived from several sources. The original source for the LUCF or agriculture 
indicators is FAO (2022[12]), FAOSTAT Emissions. For fuel combustion data, it is OECD/IEA (2021[13]), 
GHG Emissions from Fuel Combustion. 

3. South America includes data for Argentina, Brazil, Bolivia, Chile, Colombia, Ecuador, Paraguay, 
Peru, Uruguay and Venezuela. Central America includes data for Costa Rica, El Salvador, 
Guatemala, Honduras, Mexico, Nicaragua, and Panama. The Caribbean region includes data 
for Antigua and Barbuda, Bahamas, Barbados, Belize, Cuba, Dominica, Dominican Republic, 
Grenada, Guyana, Haiti, Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the 
Grenadines, Suriname, and Trinidad and Tobago.

4. See endnote 2.

5. GHG emissions excluding LUCF, to guarantee greater accuracy in comparisons.

6. See endnote 2.

7. See endnote 2.

8. See endnote 2.

9. See endnote 2.

10. The LAC countries ranked within the top 50 most vulnerable between 2000‑19 were: 
Bolivia (25), Colombia (38), Dominica (11), Dominican Republic (50), El Salvador (28), Grenada (24), 
Guatemala  (16), Haiti  (3), Honduras  (44), Nicaragua  (35), Puerto Rico  (1), The Bahamas  (6), 
St. Vincent and the Grenadines (48) (Germanwatch, 2021[26]).

11. See endnote 10.

12. As discussed in (Buckle et al., 2020[97]) while economic growth (expressed in terms of GDP) can 
be correlated with well‑being in some respects, this relationship may also be inexistent or 
negative in other ways. Taking GDP growth as proxy for success has led to high energy and 
material demand systems that do not necessarily deliver high well‑being, and increase the 
challenges to decarbonise at the scale and pace needed. This is why the highest GDP growth 
pathway is not necessarily the highest well‑being pathway.

13. The term “systems innovation” was coined around 20  years ago and can be defined as the 
application of a systemic approach to solve real‑world problems.

14. Several Latin American capitals feature among the most congested in international rankings 
(ITF, 2020[85]).

15. While 47% of rich households own at least one car, only 8% of low‑income families do (Daude 
et al., 2017[108]).

16. Around 80% of public space in cities is dedicated to car use according to (Mc Arthur et  al., 
2022[109]).

17. More recently, Mexico City, Santiago and Lima, among others, have attempted to re‑regulate 
public transport and expand services, especially through the introduction of bus rapid transit 
(BRT) systems, and initiatives to increase active modes have emerged in the region. While 
important, such efforts have not been able to counteract growing car ownership and use. One 
of the reasons for this is that they “fight” against the unsustainable dynamics illustrated in 
Figure 2.18 and Figure 2.19 and explained in this section.

18. Transport policy literature suggest that transport systems’ contribution to human well‑being 
lies on the provision of accessibility, i.e. on enabling ease of access to opportunities and places 
of interest (e.g.  jobs, consumption, leisure or health services). Most transport systems today 
focus instead on the provision of mobility, which results in the car‑dependent and sprawled 
territories illustrated in this section. For more on this, see Chapter 2 of the report Transport 
strategies for net‑zero systems by design (OECD, 2021[70]).

19. Integrated transport subscription cards could facilitate the use of available options, and 
facilitate the provision of government subsidies to low‑income households if needed. 
Government subsidies may also foster the development of shared mobility in areas where 
private on‑demand services can bring social and environmental benefits but may not be 
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profitable for the private sector. Support to the development of new vehicles (e.g. innovative 
micro‑mobility) and the expansion of services for multipurpose trips (e.g. cargo e‑bikes, shared 
(e‑)bikes with baby seats, kids’ bikes) could also contribute to making shared and sustainable 
mobility more attractive.

20. The national recovery packages of Chile (Chile Apoya), Colombia (Nuevo Compromiso por 
el Futuro de Colombia), Panama (Plan para la Recuperación Económica) and Peru (Arranca 
Perú) were revised. Transport and residential policies were also revised individually for these 
countries and for cities such as Buenos Aires (Argentina), Bogota (Colombia) and Mexico City 
(Mexico).

21. Shallow retrofits are one‑off measures instead of deep retrofits, which reduce energy usage 
beyond 50%

22. For passive houses, total primary energy demand should not exceed 120 kWh per m2 annually 
for all services.
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Chapter 3

Structural change for a 
new development model
The recovery agenda in the LAC region calls for an 

integrated holistic approach that enables a green 

and just transition. This chapter presents three 

key building blocks to advance a more sustainable 

development model in LAC: energy, production and 

social protection. The chapter starts by analysing 

the current energy matrix and goes on to look at the 

possibilities industrial policies and the circular and the 

blue economy offer for enhancing current productive 

structures. Lastly, it reviews the potential impacts 

the green transition could have on the future of work, 

and the role social protection systems can play in 

protecting the most vulnerable during the transition.
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Introduction

Policy makers in the LAC region – and across the globe – are confronting increasing 
urgency in the need to deal with the complexity of numerous and interconnected economic, 
social and environmental challenges. Climate change mitigation and adaptation call for 
transformative change1 to solve such issues simultaneously. Transformative policies 
could reduce greenhouse gas emissions (GHG) by 40% to 70% globally (IPCC, 2022[1]).

Governments need to start thinking about (re)designing systems that work for people 
and the planet. Systems that, by design, increase people’s well‑being while requiring 
less materials, producing fewer emissions and producing better socio‑economic and 
environmental outcomes. LAC has the opportunity to rethink what these systems should 
be like and what policies are needed to transition from the current situation to a more 
sustainable, inclusive and just development model.

A green transition goes beyond fighting climate change. It also aims to advance a more 
sustainable and inclusive model of production and consumption that creates new quality 
green jobs, generates the conditions for workers to successfully navigate the transition, 
and supports firms to adopt more sustainable production schemes and citizens to change 
their consumption habits (Chapter 2).

This chapter presents three key building blocks to advance a more sustainable 
development model in LAC. The first two sections focus on the need to transition to a 
new energy matrix and better productive structures. The third section analyses potential 
impacts of the green transition on the future of work and the role of social protection 
systems to promote a just transition. The chapter then presents a selection of policy 
messages to advance a more sustainable development model.

Advancing towards a more sustainable and diversified energy matrix

The transformation of the energy matrix is key to promoting greater well‑being for 
citizens, leaving no‑one behind, and avoiding environmental impacts through a green 
transition. LAC generated 5.8% of global total energy supply in 2018 (UN DESA, 2021[208]). 
The energy sector is responsible for the highest share of GHG emissions, although its 
contribution to global GHG is lower than in other regions. It is therefore essential to 
rethink the region’s energy matrix to meet international climate targets and foster 
resiliency (Chapters 2 and 6). LAC is endowed with high potential for renewable energy 
resources throughout the region including: hydropower (throughout the region); wind 
(particularly but not limited to Patagonia, the Atlantic Coast of South America, the Isthmus 
of Tehuantepec and the Guajira Peninsula); solar (in different regions including Atacama 
and Sonora‑Chihuahua); geothermal (in specific locations, such as the Andes and the 
Central American Cordillera) and biomass (throughout the region and, particularly, in 
Brazil) (UNEP, 2019[2]).

Investing in renewables technologies for LAC countries currently dependent on fossil 
fuels for power generation (mainly Central American and Caribbean countries), can 
deliver lower‑cost power and reduce reliance on imported fossil fuel products, which can 
be subject to significant price fluctuations and risk of supply disruption and can have 
damaging impacts on the balance of trade.

Those LAC countries whose power generation largely comes from hydropower should 
also envisage other renewable energy sources. An over‑dependence on generation from 
hydro can have negative economic impacts in times of drought (IDB, 2021[3]). Moreover, 
changes in rainfall patterns and intensity as a consequence of climate change will 
make hydropower a less reliable source of energy to meet burgeoning demand in the 
coming years.
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Public policies to accelerate the much‑needed sustainable and inclusive energy 
transition should advance simultaneously in five pillars: 1) increase the share of renewable 
sources in the energy matrix, 2) universalise access to electricity and reduce energy 
poverty, 3) increase energy efficiency in all buildings and economic sectors, 4) strengthen 
regional energy integration and interconnection, and 5) increase energy security and 
resilience in the face of external shocks.

Renewable electrification and integration to accelerate progress towards systemic 
decarbonisation

A successful transition to net zero emissions will be contingent on systemic 
decarbonisation through renewable electrification across all sectors, also covering the 
remaining more than 17 million people that lack access to electricity in mainly rural and 
isolated areas of the region. This will entail a massive scale‑up in electricity demand 
– between 210% and 560% in deep decarbonisation scenarios in LAC by 2050 – as these 
sectors move away from reliance on fossil fuels and switch to electrification (IDB and DDPLAC, 
2019[5]). Meeting such a large increase in demand for power and achieving Paris Agreement 
objectives will require LAC countries to undertake substantial renewable energy capacity 
additions while also implementing demand‑side measures to increase energy efficiency 
and promote systems that demand less resources and materials across all sectors.

Advancing electrification will require LAC countries to implement effective power 
sector long‑term planning through integrated resource plans. The plans should help 
match necessary investments in generation with forecast growth in demand, enable 
absorption of future variable renewables energy generation capacity, and provide 
incentives for timely investment in energy projects and in transmission, distribution and 
storage infrastructure. Long‑term energy planning has proven to be a crucial instrument 
in the region to accelerate the transition to renewable energies, since it points out routes 
and generates an enabling environment for the necessary investment in each country 
and territory.

Digitalisation and innovation could strengthen decarbonisation, for example 
by digitalising payment collection from consumers or increasing the robustness of 
transmission infrastructure to ensure renewables generation can be added at scale. 
Moreover, digitalisation can help better manage demand response to eliminate short‑term 
demand spikes, facilitate variable renewable energy integration, fostering the adoption of 
advanced metering infrastructure (AMI) and can support Fintech options for clean energy 
investment by improving electricity access or promoting new business models (e.g. energy 
as a service vs traditional models of providing power and other services separately).

Energy integration in LAC, particularly electricity trading, could provide benefits from 
economies of scale in production and a reduction of costs, thereby improving security in 
the supply, reducing the impact of unanticipated shocks, and achieving better service 
quality and environmental protection (CAF, 2021[6]). Existing international interconnections 
tend to be underutilised. Electricity trade among three subregions (Andean, Central and 
Mercosur) could boost overall trade by 13%, generating trade value of USD 1.5 billion per 
year. A fully integrated electricity trade system – involving 20 countries in the region – 
could boost electricity trade by 29%, increasing the overall trade value to USD 2 billion 
per year (Timilsina, Curiel and Chattopadhyay, 2021[7]). However, fully functioning and 
efficient interconnections and electricity trading can be challenging to establish, requiring 
a commitment to the free trade of electricity among countries, adequate interconnection 
infrastructure and harmonisation of transmission fees. Regional progress towards 
energy integration has been uneven. Central America has advanced with the creation of a 
regional electricity market and the physical interconnection of six countries. By contrast, 
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South America has advanced only in bilateral interconnections, with relatively more 
success in the Andean subregion than the Southern Cone (CAF, 2021[6]).

Different scenarios have been projected to explore the complementarity of electricity 
systems and the use of renewable energies in the region. Based on LAC’s great renewable 
energy potential, the electrification of the transport and industrial sectors is key to 
reduce their high dependence on fossil fuels and increase energy security in the region 
(see section: Holistic energy policies are needed to make the green transition possible).

LAC has vast renewable energy resources but variations and risks across 
the region should be considered

Over the last two decades, many LAC countries have made substantial progress 
in building renewable energy markets and diversifying their energy mix. In 2020, 33% 
of total energy supply in LAC was generated by renewables compared with 13% at the 
global level (Chapter 2) and renewable energy accounted for 61% (952 TWh) of regional 
electricity generation (of which 75% came from hydroelectricity and 25% from solar, wind, 
biomass and geothermal) (Figure 3.1). Central America has shown the greatest increases 
in renewables in the last two decades, from 65% to 77%, followed by the Caribbean with a 
modest increase of 3 percentage points. The overall achievement in the region has been 
the increase in the diversification of renewable sources of power; shifting from mainly 
hydropower to growing shares of thermal, wind, and solar energy. However, significant 
variations exist across the region. For instance, Brazil generates 84% of its electric power 
from renewables, including 6.9% from solar, 10.9% from wind and approximately 65% 
from hydropower (Government of Brazil, 2022[8]). By contrast, Jamaica generates 87% of 
its electric power from imported oil derivatives. In Ecuador, about 60% of the installed 
capacity2 is hydropower (UNEP, 2019[2]), although approximately one‑third of electric 
power is still generated from fossil fuels (USAID, 2020[9]).

Figure 3.1. LAC: Proportion of renewable sources 
in the total electricity supply matrix, 2000 and 2020
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Source: (sieLAC OLADE, 2022[4]).

StatLink2 https://stat.link/23ov56

https://stat.link/23ov56
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The LAC region has seen significant investment in renewable energy in recent years, 
exceeding USD 35 billion over 2014‑19 (excluding hydropower), with 70% of this total being 
directed towards Argentina, Brazil, Chile and Mexico. Moreover, Brazil (USD 13.58 billion), 
Mexico (USD 11.58 billion) and Chile (USD 8.16 billion) were among the top five renewables 
investment destinations by volume between 2009 and 2018, after India at USD 24.64 billion 
and the People’s Republic of China (hereafter “China”) at USD 18.52 billion (UNEP, 2019[2]). 
The composition of these investments attests to the rapid evolution of the region’s energy 
mix towards a more diversified portfolio of renewable energy sources – particularly in 
Brazil, Chile and Mexico compared to other LAC countries.

The region can close its energy deficit and achieve an electricity matrix with 100% 
of renewable energy participation (ECLAC, 2021[11]). The RELAC (Renewables in Latin 
America and the Caribbean) initiative aims to reach at least 70% of renewable energy 
participation in the region’s electricity matrix by 2030 (Box 3.1). Two conditions are needed 
to achieve these targets. The first is to invest 1.3% of regional gross domestic product 
(GDP) for ten years, equivalent to USD 114 per capita (i.e. USD 80 billion in constant 2010 
prices), with some countries needing a greater or lesser proportion of GDP depending 
on local circumstances. The second is to increase renewables technologies (mostly 
solar and wind) in line with the targets of Sustainable Development Goal 7 (SDG 7) on 
access to affordable and clean energy. These actions could create 7 million green jobs 
and reduce GHG emissions by 30% by 2030 (ECLAC, 2021[11]). In line with this initiative, 
the Caribbean Community3 has set a regional target of 47% renewable energy in total 
electricity generation by 2027. Many Caribbean countries4 have already made significant 
efforts towards the adoption of renewable energy technologies, with utility‑scale solar 
installations, wind projects and efforts to harness geothermal energy (ECLAC, 2021[12]).

Box 3.1. Renewables in LAC: The RELAC initiative

RELAC is a regional initiative created in 2019 within the framework of the United 
Nations Climate Action Summit. It has 15  member countries in the LAC region5 that 
have voluntarily agreed to promote renewables with: 1) a concrete goal; 2) a monitoring 
scheme; and 3) an operating structure designed to support countries in the process.

The initiative’s general goals are to accelerate the carbon neutrality of electricity systems 
in LAC; improve the resilience, competitiveness and sustainability of the sector; and 
create green jobs, improving air quality and minimising harmful health effects for 
Latin Americans. To do this, RELAC aims to establish a climate action platform for LAC 
countries and international organisations to enable sharing sustainable solutions.
Source: RELAC (2020[13]).

Governments play a key role in promoting investments towards renewables at the speed 
and to the depth required for the energy paradigm shift in the region. The development 
of renewables demands implementing long‑term national policies and plans that include 
achievable goals with a toolbox that should include regulations and economic instruments, 
such as subsidies and incentives to productive enterprises, institutions and households, 
and the deployment of information and training on energy efficiency and renewables. 
LAC governments should maintain a permanent dialogue with the private sector and 
civil society to agree on shared roles and responsibilities to accelerate the adoption of 
renewables and thus generate climate resilience and energy security while also recovering 
the economy, employment and income in a sustainable and fair manner (Chapter 5).
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Box 3.2. Hydrogen strategies in LAC

A total of 11 LAC countries have either published or are currently preparing national hydrogen 
strategies and roadmaps. In turn, a pipeline of more than 25 low‑carbon hydrogen projects are in 
the early stages of development. Several examples of national hydrogen development strategies 
are underway:

• Chile launched a green hydrogen strategy in 2020. It aims to establish 5 GW of electrolyser 
capacity in 2025 and 25 GW by 2030, as well as to produce the world’s cheapest hydrogen 
by 2030, and become one of the world’s top three hydrogen exporters by 2040 (IRENA/
UNELCAC/GET.transform, 2022[15]). An Interministerial Committee (formed by 11 ministries 
and CORFO, the national economic development agency) has been created with the aim of 
developing the hydrogen industry, which is conceived as a national policy priority.

• Colombia’s National Hydrogen Strategy and Roadmap (2021) outlines plans to facilitate the 
development of a green hydrogen industry, taking advantage of the country’s abundant 
renewable energy potential. It aims to deliver cost‑competitive green hydrogen by 2030. 
The strategy also considers production of blue hydrogen, using carbon capture, utilisation 
and storage (CCUS) to capture emissions. Colombia’s Energy Transition Law outlines fiscal 
incentives for the production of green and blue hydrogen (Government of Colombia, 2021[209]).

• Argentina, Bolivia, Brazil, Costa Rica, El Salvador, Panama, Paraguay, Trinidad and Tobago, 
and Uruguay are preparing national hydrogen plans. In particular, Argentina, Chile and 
Costa Rica are identifying commonalities and specificities of enabling market conditions 
and financing mechanisms that can foster the development of green hydrogen.

Source: IEA (2021[16]) and Cordonnier and Saygin (forthcoming[210]).

Investment in alternative fuels is necessary to decarbonise hard‑to‑abate sectors

Investments in hydrogen and other low‑carbon fuels, including sustainable biofuels, 
will be necessary to support decarbonisation in heavy industries and transportation 
–  such as chemicals, steel, road freight, aviation and shipping  – for which there are 
currently no viable alternatives to fossil fuels. Decarbonising hard‑to‑abate sectors is key 
to building the necessary demand at scale to increase the commercial viability of the 
hydrogen industry and can create a virtuous cycle between decarbonisation efforts and 
sustainable industrial development (section: Towards a new industrial policy to promote 
a more sustainable production model).6

Several LAC countries have significant possibilities for developing a competitive 
green hydrogen industry. Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Mexico 
and Peru have advantages in entering the hydrogen market because of their abundance 
of low‑cost renewables and their relatively clean electricity matrices (ECLAC, 2022[14]). 
Mainstreaming hydrogen in the political, institutional and legal frameworks in LAC, 
by including it in public agendas, supporting the engagement of the private sector, an 
promoting a regional agenda on the topic can foster synergies to increase competitiveness 
and help the kick‑start of the industry in the region. Several LAC countries have developed 
or are preparing hydrogen strategies (Box 3.2).

LAC countries producing electricity from renewables can position themselves as 
green hydrogen industrial hubs particularly in hard‑to‑abate sectors, such as steel and 
cement that will need access to abundant green hydrogen and for which global demand 
will continue to expand in line with the growing global population, industrialisation 
and urbanisation. Transforming the existing industrial and petrochemical hubs where 
currently grey hydrogen is consumed to kick‑start green hydrogen deployment and 
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production can help reduce countries dependence on exports, reduce energy prices 
volatility and provide grid stability by enabling energy storage and adding renewable 
energy to the grid, particularly in countries suffering intermittency issues associated with 
renewable energy sources. Green hydrogen in LAC also has the potential for vertical and 
horizontal linkages along its value chain, yielding more value added to the whole chain 
and avoiding it becoming only a commodity and thus fostering innovative new industries 
and sustainable inclusive development. Regional co‑operation on hydrogen infrastructure 
development, cross‑border regulation and free trade agreements can support demand 
creation to increase the commercial viability of regional hydrogen industries.

The gas sector can play a role as a “bridge” to blue and green hydrogen. LAC countries 
with established natural gas industries (e.g. Argentina, Bolivia, Brazil, Colombia or Peru) 
may be well placed to produce and export blue hydrogen (hydrogen produced from natural 
gas with carbon capture utilisation and storage‑ CCUS‑), which could be an important 
source of foreign exchange in a scenario of declining fossil fuel exports. Countries with 
substantial solar and wind resources can then make the conversion to green hydrogen as 
renewables generation in their power matrices is gradually expanded.

LAC countries that are fossil fuel producers may have an opportunity to offset the 
significant capital expenditures (CAPEX) investments required to develop a hydrogen 
industry by repurposing existing oil and gas infrastructure. For example, pipelines for 
hydrogen transport or depleted oil and gas reservoirs for CCUS projects. Existing hydrogen 
demand in refining or petrochemical represents one of the first opportunities to start 
low‑carbon hydrogen development. Hydrogen could help decarbonise heavy transport, 
for example by replacing diesel mining trucks in countries including Chile, Colombia and 
Peru. Although these solutions are not yet at commercial levels, costs are expected to 
come down in the coming years. The development of a hydrogen industry in LAC will 
demand government‑sponsored demonstration projects, as well as collaboration with 
the industry at the national and regional levels to create market demand (a key factor in 
raising finance for hydrogen projects).

Fossil fuels decarbonisation

The transformation of the global energy mix from fossil fuels to renewable energy 
is necessary to meet the Paris Agreement goals (Chapter 5) and to prevent irreversible 
damage to the world’s environment and ecosystems. However, fossil fuel use will continue 
in the short to medium term and will also remain an important part of the energy mix 
even after the world has transitioned to a low‑carbon and green economy. By 2050, fossil 
fuels are still expected to represent 20% of the global energy supply (IEA, 2021[17]).

Several LAC countries have significant oil and gas production, and fossil fuels remain 
an important source of export earnings, as well as an input for domestic power generation. 
Key producers in the region are Argentina, Bolivia, Brazil, Colombia, Ecuador, Mexico, 
Trinidad and Tobago, and Venezuela. In terms of global crude oil reserves, LAC has the 
second‑highest share (19.1%), behind the Middle East (48.3%) and ahead of North America 
(14.0%), the Commonwealth of Independent States (8.4%), Africa (7.2%) and the Asia‑Pacific 
(2.6%). In addition, LAC countries currently hold a 4.3% share of the global reserves of 
natural gas (BP, 2021[18]).

Consequently, LAC countries should take steps to ensure that oil and gas production 
is as low‑carbon as possible, as a transitional step towards a net‑zero economy in which 
fossil fuels continue to form part of the energy mix. This can be achieved through a mix 
of regulations, policy incentives and the deployment of best‑available technologies and 
practices to reduce flaring, venting and methane emissions across the upstream oil and gas 
sectors. LAC governments should implement economy‑wide decarbonisation measures 
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and structural reforms to reduce fossil fuel dependence and accelerate systemic change 
engaging the private sector and civil society as key stakeholders (Chapters 1, 4 and 5). In 
the context of Russia’s invasion of Ukraine, and for a time‑limited period, the European 
Commission’s “Taxonomy Delegated Act” includes specific nuclear and gas energy 
activities under certain conditions, in the list of environmentally sustainable economic 
activities covered by the so‑called “EU Taxonomy” by considering them as “transitional 
activities” (European Parliament, 2022[23]).

Five key actions could help LAC countries advance towards decarbonisation: 1) reducing 
methane emissions; 2) maximising the potential of associated gas; 3) electrification of the 
oil and gas industry upstream with renewables technologies; 4) advancing carbon capture 
utilisation and storage (CCUS); and 5) phasing out fossil fuel‑fired thermal generation.

Reducing methane emissions

Reducing methane emissions is the single most important and cost‑effective way to 
bring down GHG emissions and to improve efficiency in the oil and gas industry, which 
accounts for 20% of global methane emissions (GMI, 2011[19]). LAC governments can play an 
important role in reducing methane emissions by, first, establishing regulatory frameworks 
for the measurement, disclosure, and verification of methane flaring, methane venting, 
and carbon dioxide (CO2) emissions. Second, they can integrate methane emissions 
reduction in their Nationally Determined Contributions (NDCs). Third, they can require oil 
and gas companies to design leak‑detection and repair programmes. To foster compliance 
and accountability, Argentina and Mexico require public disclosure of methane emissions 
data by companies (IEA, 2021[20]). Colombia has integrated all methane‑related measures 
under a unique regulatory instrument to reduce fugitive emissions from upstream oil and 
gas activities, thereby becoming the first South American nation to regulate methane 
emissions from oil and gas (Banks and Miranda‑González, 2022[21]).

LAC governments should consider methane emissions in the liquefied natural gas 
(LNG) value chain. The global LNG industry is rapidly expanding with LNG projects 
projected to account for around 80% of the increase in global gas trade up to 2040 (Stern, 
2019[22]). LAC countries that currently export LNG (Peru and Trinidad and Tobago) and 
those exploring the development of an LNG export market (Argentina, Colombia and 
Mexico) should consider how the introduction by importer countries of new GHG reduction 
regulations may affect LNG projects over their operating lives. In fact, several of the largest 
LNG importing countries (including France, Japan, Korea, Spain and the United Kingdom) 
have pledged to become carbon‑neutral by 2050. The European Union is creating country 
profiles for methane emissions from oil and gas to inform EU’s purchasing choices (Banks 
and Miranda‑González, 2022[21]) (Chapter 6).

Making the most of associated gas

Flaring of associated gas7 not only contributes to climate change but also wastes a 
valuable energy resource that could be used to advance sustainable development and the 
low‑carbon transition in producing countries. LAC governments can implement a number 
of policies and incentives to ensure that associated gas is monetised rather than flared. For 
example, Brazil’s National Agency of Petroleum, Natural Gas and Biofuels encourages the 
capture and use of associated gas by charging royalties for all gas that is flared (IEA, 2021[20]). 
The government is working to develop a midstream market and to drive domestic demand for 
natural gas, notably to electrify rural communities and support industrial growth (IEA, 2021[20]).

Upstreaming electrification of the oil and gas industry with renewables technologies

Electricity generation at oil and gas facilities needs to be fully decarbonised using 
electricity supplied by renewable energy sources in order to meet climate objectives. 
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Grid‑based electricity could be an option, when possible, but for remote oil and gas 
operations, off‑grid electricity options will be necessary. LAC governments could provide 
incentives or requirements for oil and gas operators to take advantage of the steady cost 
decline over the past years in renewable energy technology and to integrate off‑grid 
electricity generation into their upstream operations, for example through a mix of 
off‑grid solar photovoltaics (PV), wind, hydro, small modular reactors and battery storage 
systems. A similar logic applies to the mining sector (section on sustainable mining in 
Annex 3.A1).

Advancing carbon capture, utilisation and storage

The Intergovernmental Panel on Climate Change (IPCC) and the International Energy 
Agency (IEA) have recognised the critical role for CCUS8 in reducing CO2 emissions and 
achieving net‑zero emissions by 2050. Of 135  CCUS facilities in operation worldwide, 
only one is located in the LAC region (IOGP, 2022[24]). The Petrobras’s Santos Basin Pre‑Salt 
Oil Field CCUS facility, opened in 2011, is located 300 kilometres off the coast of Brazil. 
The Santos Basin programme is the third‑largest CCUS project in the world, accounting 
for around 12% of global capacity (IOGP, 2022[24]). Potential policy measures to scale up 
CCUS in LAC are: 1)  undertake geological mapping to establish a national register of 
potential CO2 storage sites; 2) determine whether highly concentrated, large point‑source 
emitters of CO2 (e.g.  petroleum, cement and fertiliser industries) are relatively close 
and well connected to potential storage sites; and 3) implement robust CCUS regulatory 
frameworks that include an independent third‑party verification role to provide the 
private sector with the necessary confidence to invest (Global CCS Institute, 2020[25]). Risks 
and trade‑offs with broader environmental objectives associated with CCUS should be  
addressed accordingly.

Phasing out fossil fuel‑fired thermal generation

LAC countries need to consider phasing out fossil fuel‑fired thermal generation 
capacity earlier than intended. Committed emissions from existing and planned 
infrastructure in the LAC power sector will be 6.9 Gt CO2 by 2050, more than is consistent 
with limiting global warming to either 1.5°C or 2°C (IDB and DDPLAC, 2019[5]). Retiring 
power plants early can be politically contentious because the nature of project finance 
relies on capital being recouped over the full life of a project (normally a 20‑ to 40‑year 
period) and early retirement is likely to entail significant losses for a utility and investor. 
Early planning for retirement, as well as defining clear criteria based on which plants 
will be selected and ongoing dialogue with operators, can help mitigate negative market 
perceptions and open up avenues for financing early retirement. In specific contexts, 
repurposing older, high‑polluting plants with renewable energy and storage can 
significantly reduce overall CAPEX requirements for the transition and provide a more 
efficient avenue for the renewables capacity addition because projects can rely on existing 
infrastructure, including substations and transmission and evacuation lines, rather than 
building renewable energy infrastructure from scratch. However, given the varying local 
conditions, types, sizes and ages of thermal power plants – and the varying roles they 
play in the local economy  – and the need to meet national electricity demand and to 
stabilise the grid, the feasibility of repurposing will be contingent on local circumstances, 
and a one‑size‑fits‑all approach is unlikely to bear fruit.

In Central America, a low‑carbon energy pathway could be more cost‑effective than 
current polluting alternatives. The Renewable Energy Roadmap for Central America 
finds that the decarbonised pathway would cost the subregion around USD  20  billion 
less than the planned scenario 2018‑50. Central America has a unique opportunity to 
ensure sustainable development with renewable energy resources. They can bolster 
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energy security, mitigate fossil fuel dependence while reducing costs, stimulate the 
subregion’s post‑coronavirus (COVID‑19) recovery and help address climate change  
(IRENA, 2022[26]).

Rising demand for minerals and LAC’s strategic position

The green energy transition, boosted by the unstable global and geopolitical context, 
is driving a surge in demand for minerals that are abundant in LAC. Raw materials for 
green energy technologies are set to become the fastest‑growing segment of mineral 
demand. Based on the Sustainable Development Scenario projection, by 2040 their share 
of total demand edges up to over 40‑50% for copper and rare earth elements; 60‑70% for 
nickel and cobalt; and almost 90% for lithium (Figure 3.2).

Several LAC countries will be strategically positioned as suppliers of these minerals. 
The region includes the world’s biggest copper producer (Chile), the world’s biggest silver 
producer (Mexico), the third‑biggest steel producer (Brazil), the world’s second and third 
largest Lithium producers (Chile and Argentina, respectively), and the seventh‑biggest 
bauxite producer (Jamaica). In 2017, a total of 61% of global lithium reserves, 39% of copper 
reserves and 32% of nickel and silver reserves, respectively, were in LAC (ECLAC, 2018[28]) 
(section on “Other key selected sectors for the green transition”). Over the period 2020 to 
2021, investments in lithium in LAC increased by 117%, with increases of 559% in Chile 
and 77% in Argentina (S&P Global Market Intelligence, 2022[29]).

Figure 3.2. The energy transition is driving a global demand surge for minerals
Clean energy technologies share of global energy demand for selected minerals, actual and projected
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LAC countries should apply a sustainable mining approach as they transform 
exploration spending into mineral production and processing growth to take this 
opportunity as a lever in the green transition. The challenge will be to not repeat the 
mistakes of previous transitions. This time, the region should aim to integrate into global 
value chains in a more sophisticated way, putting sustainability, citizens’ well‑being 
and the potential for productive integration at the centre. Mining activity has faced high 
social opposition in the region, highlighting the need for good governance, consultation 

https://stat.link/tk3qdi
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and ensuring that local communities benefit from projects as a part of the low‑carbon 
transition (Chapter 5).

Closing the energy access gap: Universal access to electricity as a pending 
challenge

Addressing energy poverty is a crucial element of a sustainable, inclusive and just 
transition as it can help overcome historical social inequalities and provide a path for local 
economic growth. Universal electricity access is a key enabler for improved livelihoods, 
inclusive local economic growth and increased well‑being (in terms of access to health 
and education, increasing the time available for new activities, and contributing to the 
creation of productive processes, among other positive outcomes).

Access to electricity in LAC has increased 15.7% in the last two decades, reaching 
95.5% in 2019 (Figure 3.3). Still, a total of 17 million people have no access to electricity, 
especially in rural areas, where the electrification rate is around 76%. Substantial 
amounts of additional grid capacity (from gas or renewables) may not alone solve the 
problem, given the prohibitive costs of infrastructure development. Off‑grid solutions, 
such as off‑grid solar PV, have contributed to improving rural electrification in Peru 
(IRENA, 2018[30]), and could be a good alternative for the region. In Ecuador’s Amazon 
basin, off‑grid electrification efforts through solar PV in local communities enabled the 
provision of an electromobility solution to improve the transport of children to school 
along the Tupungayo River. The replacement of the gasoline outboard engine for electric 
ones improved the regularity of the boat service, reduced emissions, facilitated the 
decoupling between the growth of mobility demand and the demand for fossil fuels, 
mitigated the noise and the risk of water pollution. The project meant a paradigm shift 
in the provision of basic services (energy, water, and mobility) for the local communities 
(Wilmsmeier and Jaimurzina, 2017[31]).

Figure 3.3. Electricity access in Latin America, 2000‑19
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The lack of access to electricity in LAC is correlated to income, geographical and 
ethnic issues: for all income quintiles, the rural population has less access to energy 
resources (Figure 3.4). On average, 15% of the population living in precarious housing has 
no access to electricity. In Bolivia, Chile, El Salvador, Honduras, Guatemala and Nicaragua, 

https://stat.link/2iktq9
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this figure reaches between 30% and 40%. Moreover, the percentage of total household 
budget that the poorest quintiles of the region’s population spend on electricity and gas is 
twice – and in some cases three times – that of the richest quintiles. The proportion of the 
indigenous and Afro‑descendant population without access to electricity is, on average, 
double and, in some cases, triple the respective proportion of the non‑indigenous and 
Afro‑descendant population (sieLAC OLADE, 2022[4]).

Figure 3.4. Lack of access to electricity in LAC is higher 
for the first quintiles and in rural areas

Proportion of the population without access to electricity by income quintile (rural, urban and total), 
latest available year
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Achieving universal access to electricity based on renewables in LAC by 2030 will 
require an investment of approximately USD  852  billion (ECLAC, 2020[34]). To make it 
possible, LAC governments may consider establishing an energy access fund, capitalised 
by development finance institutions and fossil fuel export revenues, to roll out energy 
access programmes via mini‑grids. Financing for off‑grid entrepreneurs and affordability 
for poorer households are among the biggest challenges that must be addressed to achieve 
energy equality throughout the region (Chapter 4).

The combined use of renewable technologies has the capacity to serve on‑site and 
decentralised electricity to rural, isolated and remote communities where interconnected 
systems do not currently reach, thus achieving the universalisation sought in the energy 
transition. It is therefore a matter of generating electricity based on renewables in the 
territories, achieving “the last mile” to universalise access in a sustainable way, leaving 
no one behind. This is possible as long as public‑private partnerships are established to 
attract investment in these local energy markets.

Holistic energy policies are needed to make the green transition possible

LAC needs bold energy plans to effectively transform its energy mix. Based on the 
current objectives of energy policies applied in the region, the changes achieved by 
2040 in the regional energy mix total energy supply will only be marginal, since the 
investments provided for national energy plans are not sufficiently transformative 
(Figure 3.5). According to a review of policies to be applied, the transition will not occur 

https://stat.link/hkutp3
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fast enough to comply with NDCs unless negative externalities of fossil fuels are properly 
priced, incentives for renewables are applied, and governments provide clear guidance 
on the way forward.

Figure 3.5. LAC: Total energy supply and demand mix in current policies, 
actual and projected
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Policies focused on energy efficiency, upstreaming methane reductions, re‑evaluating 
fossil‑fuels subsidies and investing in renewable energy could reduce more than 90% of 
LAC regional emissions (IEA, 2015[33]). In particular, energy efficiency policies applied to 
industry, buildings and transport could reduce the region’s emissions by 40%. Moreover, 
energy efficiency could reduce GHG emissions if applied to industrial motors, road 
transport, heating and cooling appliances, and lighting (IEA, 2015[33]). Going beyond 
efficiency, applying a systemic approach to combine energy policies with productive, 
social and environmental ones will be needed to improve environmental and social results.

A regional sustainable, inclusive and just energy transition requires a framework 
of innovation, co‑operation and integration across LAC. The progressive construction 
of innovative ecosystems, shaped by a new culture of renewability, energy efficiency, 
security and resilience, in which education policies, investment instruments and 
regulations converge will be key. These innovation ecosystems need to be articulated 
regionally, promoting co‑operation and integration to increase economies of scale and 
overcome barriers to the development of renewable energies.

Governance, civil society participation and public‑private co‑operation are 
fundamental to accelerating the energy transition. Better integrated governance of 
energy resources –  including stability, clear regulations and guarantees for investors 
and financiers  – are needed to underpin the energy transition. Strengthening the role 
of national regulatory and planning bodies to implement adequate mechanisms and 
instruments that resolve information asymmetries between regulators and private 
agents, provide guidance and clear signals to attract infrastructure investments will be 
key. These investments, both private and public, should be oriented to meet three key 
characteristics: sustainability, quality and resilience.

Structural change in the energy transition also requires greater citizen participation 
from the outset of projects, in turn requiring decentralisation and democratic forms of 
governance aimed at improving the distribution of power and decisions (Chapter 5). Energy 
citizenship has a key role to play in individual capacities and willingness to participate, 
especially in what some define as prosumers, highlighting the importance of access to 
smart and small‑scale technology.

https://stat.link/6t4bq8
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LAC countries are using long‑term scenarios and energy planning tools to inform 
national planning and advance clean energy transitions (IRENA/UNELCAC/GET.transform, 
2022[15]). Good practices in the region show that long‑term scenarios are:

• Being developed with a broad scope incorporating social and environmental 
factors, for example, in Argentina (Towards a Shared Vision of Argentina’s Energy 
Transition to 2050), Ecuador (National Energy Plan 2050) and the Dominican Republic 
(prioritising geographic security of its power system).

• Linked to climate goals. For example, Chile has institutionalised its long‑term 
energy planning with ambitious targets, such as achieving carbon neutrality by 2050.

• Incorporating participation processes in energy planning. Brazil, Costa Rica and 
Panama involved key stakeholders (e.g.  regional community leaders, academia 
and businesses) to take part in the development of their National Energy Plans 2050 
(NEPs).

• Promoting more renewable energy and more efficient energy consumption. Chile 
plans to develop its renewable energy potential in solar, wind, hydropower and 
green hydrogen, while Mexico has developed clean energy generation and demand 
simulations and modelling.

• Incorporating transparent energy data and statistics. For example, Colombia 
shares all data used in the National Energy Plan 2020‑2050 on a publicly accessible 
government website.

• Being supported by international co‑operation. El Salvador, for example, received 
support from the Latin American Energy Organization and the International 
Renewable Energy Agency (IRENA) to develop its National Energy Plan 2020‑2050. 
With financial support from Canada, management support from the IDB and 
technical support from Brazilian consultants, Peru developed a software tool for 
optimising long‑term integrated energy planning.

Going forward, integrated and holistic long‑term scenarios can help advance 
the systemic changes that the green transition demands in the energy sector, the 
transformation of LAC’s production structure, its labour market (next sections) and 
sustainable territorial development (Chapter 2).

The energy transition can be accelerated in LAC countries by enabling proper 
ecosystems for investment. The implementation of renewable technologies, the 
achievement of a 100% renewable electricity matrix, and greater regional electricity 
integration will be key to reduce the region’s high dependence on fossil fuels, a situation 
that implies great energy insecurity for the region, and which can be addressed through 
the electrification of different sectors, particularly the transport and industrial sectors, 
by taking advantage of the region’s great renewable potential (ECLAC, 2020[34]).

Three scenarios of renewable energy adoption have been defined for the LAC region.9 
First, the Base Scenario (BS)10 in which the adoption of renewables is calculated based 
on the 2020 national long‑term renewable energy expansion plans of LAC countries 
(solar and wind increase their share of total electricity generation from 12% to 24.6%). 
Second, the High Share of Renewable Energy (RE) scenario incorporates a high proportion 
of renewable energy generation by 2032 (89% renewables, including large‑scale hydro), 
but energy interconnections are maintained as in the Base Scenario (low regional 
transmission integration). The solar and wind (non‑hydro) would increase their share of 
electricity generation from 12% to 41.1%.The third scenario is the High Renewable Energy 
Adoption and High Regional Transmission Integration (RE+INT) Scenario. This scenario 
incorporates in a cost‑effective way a high proportion of renewable energy generation 
by 2032 (achieving 100% renewables, including large‑scale hydro), and a high degree of 
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regional interconnection that allows for a high degree of renewable energy integration 
and a more efficient electricity system (ECLAC, 2020[34]).

The analysis of the different scenarios11 shows that achieving decarbonisation in 
the electricity sector in LAC is possible. It requires investing 1.3% of the region’s annual 
GDP over the next ten years to incorporate renewable energies, universalise access to 
electricity for all, and increase regional electricity integration (ECLAC, 2020[34]). Greater 
regional electricity integration and the development of a regional electricity market are 
vital to achieving greater energy security and independence from fossil fuels. Investment 
to promote the adoption of renewables (solar and wind) would provide a more flexible 
and efficient electricity grid in LAC. The complementarity between these sources, 
together with hydropower and the potential use of storage in the medium term, is 
vital for the correct functionality of a new sustainable and inclusive electricity system 
(ECLAC, 2020[34]). Moreover, in the ER+INT Scenario: 1) generation of GHG emissions from 
the regional electricity system would decrease by 31.5% (compared to ‑30.1% in the RE 
Scenario, and ‑4.8% in the BS); 2)  approximately 7 million new jobs will be created by 
2032; and 3)  if the renewable energy industry were located in LAC, manufacturing the 
solar panels and wind turbines needed to achieve this scenario would represent almost 
1 million new jobs by 2032 (ECLAC, 2020[34]). Given the geographic characteristics of the 
Caribbean, it is impossible to carry out this type of study in the subregion. Nonetheless, it 
would be important to explore the opportunities and costs presented by the potential for 
electricity integration via the use of subsea cables with generation based on geothermal 
energy (e.g. in St. Lucia, St. Vincent and the Grenadines, St. Kitts and Nevis, and Dominica) 
and maximise the benefits of distributed generation based on solar and wind technology 
(ECLAC, 2020[34]).

Industrial, circular and blue policies to transform LAC’s production structure

The green transition offers an opportunity to address one of the region’s greatest 
challenges: transforming the production structure. Productivity has remained stagnant 
in recent decades, with the productive structure biased towards activities that have high 
intensity for materials and natural resources, plunging the region into a productivity trap 
that reinforces the environmental trap (OECD et al., 2019[35]). Currently, 75% of the region’s 
total exports are primary products and natural resource‑based manufactures (OECD 
et al., 2021[36]).

Productive policies for a green transition must advance a more sustainable production 
model that promotes regional competitiveness and formal employment. Therefore, LAC 
countries should enhance innovation, embrace green technologies and diversify the 
energy and productive matrix towards less resource‑intensive sectors. It will be key to 
attract greener investments and take advantage of new trade opportunities to foster 
regional integration and to join global chains in higher‑value segments, while gradually 
complying with environmental criteria in exports and in sustainable and responsible 
sourcing of materials (Chapter 6).

The production and export of environmental goods could facilitate structural 
transformation and improve international competitiveness by increasing the intensity 
of green technologies and innovation. Green policies have the potential to increase the 
competitiveness of LAC economies by setting green standards and certifications that 
enable firms to differentiate their products vertically. These standards demand a period of 
transition towards this model and renewed international co‑operation (Chapter 6). Firms 
can increase revenues by selling and adopting green technologies; in turn, that can lead 
to productivity improvements and knowledge spillovers in the innovation processes as 
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a way to enhance competitiveness (Altenburg and Assmann, 2017[37]). All these processes 
are gradual and should be accompanied by due diligence, respect for environmental 
standards and transparency in public procurement (ECLAC, 2020[35]).

Towards a new industrial policy to promote a more sustainable production model

Industrial policies in LAC should shift towards a green transition that prioritises 
technical change, generates new quality employment and reduces the region’s 
environmental footprint. The transformation of production requires a combination of 
policies on investment, foreign trade, science, technology and innovation, and training 
and skills development, with a special focus on micro‑, small‑ and medium‑sized 
enterprises (MSMEs). Policies to close the gaps in the infrastructure, transport and energy 
sectors, in both urban and rural areas, are also key (ECLAC, 2020[35]). Strategic sectors for 
developing green industrial policies include renewable energy, sustainable transportation 
systems, digital transformation, bioeconomy, the circular economy, sustainable tourism, 
and sustainable agriculture and livestock, water and waste management, plastics and 
sustainable mining (see also section: “Other key selected sectors for the green transition”).

The transition towards more inclusive and sustainable economies, therefore, depends 
largely on the opportunities associated with the future disruptive changes in the new 
technological cycle where a new advanced manufacturing (Industry 4.0) is needed. The 
current and accelerating “fourth industrial revolution” coupled with post‑globalisation, 
demands sound industrial policies to avoid increasing existing production and 
technological gaps and their associated negative consequences. In the aftermath of the 
COVID‑19 crisis and the complex current global context, a special need exists to implement 
mission‑oriented policies aimed at industrial transformation, innovation and productive 
resilience, with job formalisation at the centre.

Developing renewable energy value chains can be vectors for economic development 
and energy security. The LAC region is endowed with sufficient skilled human capital 
and critical raw materials for renewables including production and storage (i.e. lithium 
batteries) to create more value‑added across all value chains to ensure renewables and 
clean energy can be deployed at their fullest potential. However, these efforts require 
planning and co‑ordination to achieve industrial and energy scales and policies for the 
expansion and integration of renewable technology value chains. Investment and funding 
and technical support to firms are also key.

LAC should promote regional production of inputs and equipment for the manufacturing, 
storage and distribution of renewable energies to develop true regional energy security, 
instead of just importing equipment and technology from global suppliers. The more that 
renewable inputs, technologies and know‑how are sourced from within the region, the 
greater the energy security and resilience to global events (e.g. pandemics) and geopolitical 
conflicts will be. Renewable energies show the greatest dynamism and potential as 
vectors of development for the region, particularly solar PV, wind and, increasingly, green 
hydrogen. To bring about this paradigm shift, it is necessary to foster and maintain a 
continuous debate with policy makers, the private sector and stakeholders in each 
country and across the region. Promoting investment in R&D and industrial promotion 
programmes through higher and technical education programmes is also key.

Investment in innovation is a first key step for industrial policies and a green 
innovation ecosystem in LAC. Nonetheless, the region’s gross domestic expenditure in 
research and development (GERD) has remained flat in the past decade, amounting to 
0.3% of GDP in 2018. By contrast, GERD has consistently grown in the countries belonging 
to the Organisation for Economic Co‑operation and Development (OECD), from 1.5% of 
GDP in 2000 to 2% of GDP in 2018. Brazil is the only LAC country that spends more than 
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1% of GDP in research and development (R&D); in the rest of the region, GERD ranges from 
0.5% in Cuba to as low as 0.03% in Guatemala (UNESCO, 2021[38]).

R&D in LAC remains highly government driven (56.5% of total GERD), highlighting the 
need to increase private investment in R&D to promote innovation in the region. In 2019, 
business enterprises in LAC represented only 22.7% of total expenditure in R&D on average 
vs. 49.1% in the OECD area, although heterogeneity remains high in LAC (Figure 3.6). A 
new industrial policy with the environmental dimension at the centre should engage 
the private sector by increasing the co‑ordination and dialogue across various actors, 
including national and sub‑national authorities, the private sector and academia, on a 
new development strategy for each country of the region (OECD/UNCTAD/ECLAC, 2020[39]; 
OECD et al., 2019[40]). Entrepreneurs and start ups can be a source of innovation by the 
creation of new more sustainable businesses models. There are some examples of public‑
private collaboration in LAC that connect firms with entrepreneurs working on cross‑
cutting solutions to issues such as social inclusion, education, support for MSMEs and 
environmental protection. A total of 60% of the technological solutions promoted by 
this initiative will benefit vulnerable communities and the remaining 40% will promote 
environmental protection (IDB, 2021[42]).

Figure 3.6. Share of gross domestic expenditure in research and development (GERD) 
by source of funds, selected LAC countries
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In particular, the proper design and implementation of environmental policy can 
improve the economic performance of firms through innovation. Environmental 
regulation may help managers overcome behavioural biases and draw their attention to 
inefficiencies or new opportunities in production processes (Porter and van der Linde, 
1995[43]). Environmental policy can help firms reduce input costs of energy or raw materials 
through process innovation or facilitate access to new markets through the development 
of new products if the right policies are in place (Box 3.3) (Dechezleprêtre et al., 2019[44]; 
Lanoie et al., 2011[45]).

https://stat.link/zeh35t
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Box 3.3. Innovation for sustainable agriculture and livestock: 
The case of Brazil

In the last decades, Brazil has implemented different types of innovations to promote 
more sustainable agricultural and livestock sectors through different stages, from 
technological innovation to the production of data, the creation of monitoring capacity, 
and social innovation work with local communities or public‑private collaboration 
experiences. Some selected examples are:

• The ABC and ABC+ plans. The Sectoral Plan for Adaptation to Climate Change 
and Low Carbon Emissions in Agriculture (the ABC Plan) was designed in 2010 
to reinforce the innovation system in tropical soils responsible for the so‑called 
“Brazilian agricultural revolution”, which transformed the country from an importer 
to an exporter of food. From 2010‑20, the ABC focused on sustainable agricultural 
production technologies: (i)  pastures recovery, (ii)  crop‑livestock‑forestry and 
agroforestry systems, (iii)  no‑tillage system, (iv)  biological nitrogen fixation, 
(v)  planted forests and (vi)  animal waste treatment. These technologies helped 
mitigate 170 million tons of CO2e in two decades. For 2020‑30, the plan was updated 
(ABC+) to include new technologies: (vii)  bio‑inputs, (viii)  sustainable irrigation 
systems, and (ix)  intensive fattening on pastures aiming to expand them across 
72  million extra hectares to curb more than 1  billion tons of CO2e. The ABC+ 
includes an Integrated Landscape Approach which considers different elements of 
rural landscapes to ensure that natural elements such as carbon, water, soil and 
biodiversity, can work sideways with agricultural production in a sustainable way.

• Observatory of Brazilian Agriculture. This public access portal includes data 
and statistics from more than 200  databases on Brazilian agriculture, such as: 
1) a statistical platform containing data of various agricultural indices; and 2) a 
geospatial platform, which presents territorial and cartographic data on national 
agribusiness. The observatory aims to transform these data into ways to increase 
productivity and transparency throughout all agribusiness production and value 
chains, promote sustainable practices and improve monitoring actions. Key areas 
of consultation available are: sustainable agriculture and the environment; fishery 
and aquaculture; rural credit; agricultural products; agricultural zoning of climate 
risk; and Brazilian soils.

• Public‑private collaboration. Brazil has been investing in the conservation of 
biodiversity and natural resources for more than 50 years. The Brazilian Ministry 
of Agriculture, Livestock and Food Supply (MAPA), the Agricultural Research 
Corporation (Embrapa), and the Agriculture and Livestock Confederation 
have been collaborating on the implementation of integrated systems and 
low‑carbon emission agriculture. One concrete experience is the Integrated 
Crop‑Livestock‑Forestry System, which currently covers 45% of farms, contributes 
to minimising GHG emissions by up to 40% and helped develop the production of 
verified carbon‑neutral beef.

• Support of local communities to promote forest protection and the bioeconomy. 
The Federal Programme for Community and Family Forest Management and the 
Bioeconomy and Sociobiodiversity, run by the Secretariat of Family Agriculture 
and Cooperativism (part of MAPA), have implemented a strategy to support local 
communities, thereby strengthening value chains and consolidating sustainable 
markets for non‑timber forest products while conserving agrodiversity and providing 
renewable energy (mainly solar) to family agriculture.

Sources: Ministry of Agriculture, Livestock and Food Supply (2022[45]; 2021[46]; 2019[47] and Michail, 2019[48]).
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MSMEs: A fundamental player for production transformation

Micro‑, small‑ and medium‑sized enterprises (MSMEs) are major job creators in 
LAC. They represent 60% of jobs, 99.5% of businesses and 25% of total production in LAC 
(Herrera, 2020[49]) but are characterised by low productivity and low competitiveness (Dini 
and Stumpo, 2019[50]). A new industrial policy should support MSMEs to increase their 
participation in regional and global value chains by promoting innovation, disseminating 
new knowledge and production linkages, creating and strengthening clusters, and 
partnering networks (ECLAC, 2020[34]).

Policies focused on MSMEs should be part of the general industrial sustainable 
development strategies implemented through horizontal approaches that focus on building 
capacities in priority production chains and territories, taking into account the needs of 
(private and/or social) MSMEs. The governance of these policies needs to have a local 
dimension while also guaranteeing a space for regional action (Chapters 5 and 6) (ECLAC, 
2020[34]). For instance, in 2009, Uruguay launched an auctioning of small wind farms that 
required at least 20% locally produced content, 80% local jobs and a control centre based 
in Uruguay (IRENA, 2015[51]). These local content requirements make the green transition 
more inclusive and can contribute to promoting local quality jobs in greener sectors as the 
economies disengage from natural resource‑intensive production and polluting activities 
(section: “Social policies for a just transition: the role of the labour market”).

Institution building is essential for a sustainable industrial policy and its implementation. 
Stronger intergovernmental co‑ordination at the regional and subregional levels would 
improve governance results. Areas including data and information generation, climate 
change adaptation, water resources management, environment and health, sustainable 
production and consumption, and biodiversity management would be strengthened 
through regional co‑ordination and a renewed multilateralism (Chapter 6).

Shifting towards circular productive processes to promote a structural sustainable 
change

The circular economy approach can contribute to the implementation of the mentioned 
green industrial policies and of key sectoral policies that are needed to advance towards 
a more sustainable development model and rethink the way goods and services are 
produced and consumed.

The circular economy seeks to preserve the value of materials and products for as long 
as possible and minimise waste generation, as opposed to the dominant paradigm of the 
linear production‑consumption‑disposal economy (OECD, 2022[52]). Promoting circularity 
means designing and manufacturing products that have a longer useful life and can be 
upgraded, repaired, reused, reconditioned or remanufactured. It also means promoting 
eco‑design policies that minimise the use of resources, take advantage of secondary 
resources, and promote re‑use and recycle high‑quality materials. It also involves 
combating planned obsolescence and standardising design elements (e.g.  building 
universal chargers for electrical and electronic equipment or designing “circular” 
buildings) (Bárcena et al., 2018[53]).

There are at least 100  definitions of the circular economy (Kirchherr, Reike and 
Hekkert, 2017[54]), of which four have been selected for this publication. A first definition 
conceives the circular economy as one that “helps to keep resources flowing within rather 
than through the economy by modifying the flow of products and materials through 
three main mechanisms: Closing resource loops through the substitution of secondary 
materials and second‑hand, repaired or remanufactured products in place of their virgin 
equivalents; slowing resource loops through the emergence of products which remain 
in the economy for longer, usually due to more durable product design; and narrowing 
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resource flows through more efficient use of natural resources, materials and products, 
including the development and diffusion of new production technologies, an increased 
utilisation of existing assets and shifts in consumption behaviour” (McCarthy,  A., 
R. Dellink and R. Bibas, 2018[55]; Yamaguchi, 2018[56]; OECD, 2022[52]). The second definition 
understands the term as: “an industrial system that is restorative or regenerative by 
intention and design. It replaces the ‘end‑of‑life’ concept with restoration, shifts towards 
the use of renewable energy, eliminates the use of toxic chemicals, which impair reuse, 
and aims for the elimination of waste through the superior design of materials, products, 
systems, and, within this, business models” (Ellen MacArthur Foundation, 2013[57]). A third 
approach, defines the circular economy as an economic system based on business models 
that replace the ‘end‑of‑life’ concept with reducing, alternatively reusing, recycling 
and recovering materials in production/distribution and consumption processes, thus 
operating at the micro level (products, companies, consumers), meso level (eco‑industrial 
parks) and macro level (city, region, nation and beyond), to accomplish sustainable 
development, which implies creating environmental quality, economic prosperity and 
social equity, to the benefit of current and future generations (Kirchherr, Reike and 
Hekkert, 2017[54]). Finally, the circular economy is also seen as one that promotes systemic 
change through a new economic model that works for and with the planet (UNEP, 2021[58]).

The circular economy approach reinforces climate change mitigation actions. While 
the transition to renewable energy and energy efficiency would help reduce 55% of total 
GHG emissions, the circular economy can help eliminate the remaining 45% that are 
generated by the way goods are manufactured and used (Ellen MacArthur Foundation, 
2019[59]). Other research estimates that materials management activities account for up 
to two‑thirds (67%) of global GHG emissions (UNDP, 2017[60]) and projects that by 2060 
materials management activities will be responsible for two‑thirds of GHG emissions, 
mainly coming from the combustion of fossil fuels for energy from agriculture, 
manufacturing and construction (OECD, 2019[61]).

The innovation process behind the circular economy could translate into more sustainable 
economic growth through new activities due to more productive and efficient use of natural 
resources. These processes require skilled labour for new material recovery processes, 
employment generation and investments in innovation and technology incorporation.

The circular economy can be a driver of sustainable development. Its transformative, 
systemic and functional characteristics can foster several SDGs, including SDG  12 on 
sustainable and responsible production and consumption patterns; SDG  6 on water; 
SDG 7 on energy; SDG 9 on infrastructure, industrialisation and innovation; SDG 11 on 
sustainable cities and communities; SDG 13 on climate action; and SDG 15 on life on land 
(OECD, 2020[62]).

The transition to a circular economy is expected to have net positive effects on GDP 
growth and employment while reducing GHG emissions (Chateau and Mavroeidi, 2020[63]). 
Although the transition to the circular economy and cleaner production imposes economic 
costs for certain sectors, the net effects expected for Chile, Colombia, Mexico and Peru are 
increased GDP (from 0.82% in Chile to 2.4% in Peru) and job creation (from 1.1% in Chile 
and Colombia to 1.9% in Peru). These figures also grow over time, in line with those in 
Europe, although at a slightly lower pace. The effects on emissions reduction depend on 
each country’s energy matrix characteristics, emission factors, fuel use reduction goals 
and size of the effect on GDP (Figure 3.7). GHG emissions are expected to fall in Chile 
(6,8%), Colombia (1.2%) and Mexico (1.4%). In the case of Peru, economic growth is still 
very dependent on fossil fuels and the fossil fuel reduction goal set by the country was 
only 5% (compared to 30% in Chile, 18% in Colombia or 15% in Mexico). That is why a 2.4% 
increase in GDP would have a slightly positive effect on the overall emissions levels (0.5%) 
(Econometría Consultores, 2022[64]).
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Figure 3.7. Potential effects of the circular economy transition by 2030 on GDP, 
employment and GHG emissions, selected LAC countries
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The circular economy goes beyond recycling and could help reduce informality in the 
waste management sector in LAC. Strategic solid waste management has the potential 
to have positive economic and social effects. Indeed, if LAC’s waste and recycling sector 
were to develop into a key sector with a municipal waste recycling rate equivalent to that 
of Germany, it could contribute to a green economic revival: almost 450 000 stable jobs 
would be created and the region’s GDP would increase by 0.35% (ECLAC, 2020[34]).

The circular economy is gaining momentum in LAC. Although still in their initial phase, 
more than 80  circular economy public policy initiatives are being implemented in the 
region, and an increasing number of national circular economy roadmaps and strategies 
are under development. Examples of national circular economy policy strategies include 
the Roadmap for a Circular Chile by 2040 (2021), the Circular Economy National Strategy 
of Colombia (2019), Ecuador’s Law for an Inclusive Circular Economy (2021), Mexico’s 
General Circular Economy Law (2021), Peru’s Circular Economy Roadmap for Industry 
(2020), and the Circular Economy Action Plan of Uruguay (2019) (UNEP, 2021[58]). Moreover, 
the Circular Economy Coalition for Latin American and the Caribbean was officially 
launched in February 2021 to accelerate the circular transition in the region and has 
published keys ideas to develop a shared circular economy vision (UNEP, 2021[58]).National 
circular economy initiatives can become a pathway for the creation of regional or state 
initiatives such as the city of Querétaro Circular Economy System. This framework has 
served as a benchmark for sectoral circularity initiatives such as the Querétaro’s Circular 
Economy System (SECQ), led by the Querétaro Automotive Cluster. The SECQ is expected 
to implement 100 circular projects by the end of 2022 (800 projects by the end of 2025) and 
reach 1 000 companies by 2027, fundamentally reducing environmental impacts in terms 
of materials, carbon footprints, energy use, water consumption, and waste generation 
(Estado de Querétaro, 2022[65]).

Governance is key to enable the circular transition in LAC. Governments can promote 
the circular economy through several economic, regulatory, voluntary, information, 
education and research and co‑operation measures. Economic incentives (e.g. favourable 
tax or extended producer responsibility [EPR] schemes, incentive subsidies, tradeable 
permits or deposit‑refund systems) and financing initiatives (e.g. public circular contests 
to finance circular business model initiatives or dedicated public budgets as in Peñalolén, 
Chile) can help boost local entrepreneurship and circular innovation by providing 

https://stat.link/c0q64g
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market signals to influence the behaviour of producers and consumers (OECD, 2020[62]; 
OECD, 2022[52]). Regulatory instruments foster legislation and regulation to remove 
potential barriers (e.g.  adapting waste regulations). They can limit or ban polluting 
activities (e.g.  introducing plastic bans or setting waste reduction targets), or promote 
circular production and consumption (e.g.  introducing standards and certification for 
reused, remanufactured or recycled products). Green public procurement can be an 
essential tool for implementing national, regional and local circular economy initiatives. 
It can encourage the use of circular business models, promote circular construction 
developments, incorporate secondary materials, and encourage repair and reuse 
actions through public purchases (OECD, 2020[62]). The adoption of circular strategies and 
programmes, long‑term visions for the circular economy (e.g. the Roadmap for a Circular 
Chile by 2040 or the National Strategy for the Circular Economy in Colombia) can help 
define clear responsibilities, objectives and actions, within the public sector and help 
guide the needed co‑operation with the private sector, academia and civil society (triple 
and quadruple helix innovation processes).

Other governance measures that can help promote the circular economy in LAC are: 
voluntary measures to help sectors find more affordable means to achieve objectives 
(e.g.  voluntary certification standards in the construction industry, or in agro‑food 
chains); information instruments to enable consumers, companies and public authorities 
to make responsible purchases (e.g. via eco‑labelling); education and research promotion 
(e.g.  capacity‑building through education and training programmes, creating circular 
economy observatories and knowledge networks); and measures to facilitate co‑operation 
(e.g. private‑public, coalition building across the private sector via circular hotspots and 
across value chains (OECD, 2022[52]).

Extended Producer responsibility (EPR)12 is a useful instrument implemented by 
several LAC countries aiming to advance towards circularity: 14 LAC countries13 currently 
have an EPR law (de Miguel et al., 2021[66]; Van Hoof et al., 2022[67]). EPR legislations are 
fundamentally waste management rules designed to mitigate the volume of waste 
sent to landfill, incentivising its re‑use and improving its commercial value. However, 
waste collection, sorting and management require the development of cost‑intensive 
infrastructure, as well as the use of natural resources. Specific legislation and waste 
collection infrastructure are needed to mitigate the costs generated by waste collection, 
attributing more responsibility to the producers in waste generation (Forti et al., 2020[68]; 
Wagner et al., 2022[69]). Electronic waste is the fastest‑growing waste stream in LAC. Between 
2000 and 2019, per‑capita waste generation from electrical and electronic equipment almost 
tripled, from 3.4  kg to 8.8  kg per inhabitant, surpassing the global average of 7.3  kg per 
inhabitant indicated by the United Nations Institute for Training and Research. Only 1.5% 
of e‑waste was recycled in LAC in 2017, falling to 1.3% in 2019 (ECLAC, 2021[70]). In 2018, a 
regional initiative for the management of electrical and electronic waste and the dismantling 
of dangerous chemical compounds was launched across 13 LAC countries (UNIDO, 2018[71]).

In the case of the energy sector, circular economy strategies are needed to help 
manage the waste associated with the production of renewable energies in line with the 
waste hierarchy. The solar PV panels and wind turbines installed to date were designed 
with a life‑cycle of roughly 25 to 30 years, without much forethought about their eventual 
decommissioning. At the global level, waste from the solar PV sector alone is expected to 
reach between 1.7 Mt and 8 Mt in 2030 and between 60 Mt and 78 Mt in 2050 (IRENA, 2016[72]). 
Along with reducing waste and toxins, circular economy principles applied to renewable 
technologies could open new market opportunities, using effective technology and 
economically viable methods to separate the materials embedded in the renewable energy 
technologies (e.g. some companies have started trying to recycle crystalline PV panels). 
Despite current efforts, renewable energy technologies recovering and recycling in LAC are 
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still in their early stages (Contreras‑Lisperguer et al., 2017[73]) Although renewable energy 
technology waste offers a rich source of materials that can be re‑used and converted into 
inputs for the production of new renewable energy devices and/or other products, e‑waste 
legislation in the LAC region has given little consideration to treatment and re‑use of 
e‑waste, amid generally low awareness on the issue among policy makers and the public. 
Public policies should create the conditions for manufacturers to include designs for 
non‑energy intensive disassembly and total reusability of materials embedded in energy 
technologies, replacing toxic components with non‑toxic ones to assess the potential to 
implement up‑cycling at a commercial scale (Contreras‑Lisperguer et al., 2017[73]).

Other necessary conditions for the circular economy are capacity‑building initiatives 
(e.g. training, research and networking events), digitalisation efforts (e.g. exchange and 
awareness platforms, waste tracking apps or open‑access online tools), and the production 
and sharing of data (e.g. on energy consumption, air quality or waste production). The 
promotion of circular business models (e.g. circular supply, collaborative consumption, 
service systems or hiring and leasing instead of buying) is crucial (OECD, 2020[62]; OECD, 
2019[74]). Stakeholder engagement is key for the circular transition. The public and private 
sectors, citizens, and academia need to be involved through communication, consultation, 
participation, representation, partnership or co‑decision/‑production mechanisms to 
promote innovative circular business models, advance towards a more sustainable 
production matrix, and change unsustainable consumption patterns.

The blue economy as a means for development

The blue economy is a driver of economic activity, employment and other social 
benefits. In 2018, the total GDP contribution of ocean services was estimated at 
USD 25 billion for LAC and USD 7 billion for Caribbean countries (IDB, 2021[75]). More than 
2.5 million people in the region worked directly in fisheries or aquaculture in 2018 (IDB, 
2021[75]). Blue carbon ecosystems protect coasts from flooding, buffer ocean acidification, 
enhance water filtration, promote biodiversity conservation, help carbon sequestration, 
and boost sustainability in fishery productivity, which in turn creates jobs and increases 
economic returns (IPCC, 2019[76]).

Given increasing awareness of the importance of the ocean for human well‑being 
and economic activities, a blue approach must be adopted in the LAC region to spur 
sustainable growth opportunities. The blue economy approach has two complementary 
goals: it protects marine and coastal ecosystem assets and services while simultaneously 
addressing the economic challenges of coastal countries (ECLAC, 2020[77]).

LAC’s marine area is considered one of the most important and productive in the world. 
With unique marine biodiversity, it is home to 47 of the 258 global marine ecoregions and to 
the second‑largest barrier reef in the world (ECLAC, 2020[77]). Marine and coastal activities 
are particularly important in LAC given that more than 27% of the population lives in 
coastal areas and the sea accounts for a large share of the region’s territory (IDB, 2021[75]).

Ocean warming and acidification are damaging marine ecosystems and compromising 
the ability of the ocean to provide food, livelihoods and safe coastal living (IPCC, 
2019[76]). Increased coastal erosion, greater bleaching of corals and increasing flooding of 
ecosystems are some of the expected effects of climate change on the ocean. Despite 
this alarming situation, policies related to the management of ocean resources are still 
underdeveloped and many countries have not incorporated blue carbon into their climate 
change mitigation strategies (UNESCO, 2020[78]). SDG  14 on the protection of life below 
water remains the most underfunded of all 17 SDGs, despite its immense potential to be a 
game changer in addressing the triple planetary crisis: climate change, air pollution and 
biodiversity loss (UNDP, 2022[79]).
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The blue economy for climate change mitigation and adaptation

Protecting, conserving and restoring coastal, river and marine ecosystems directly 
contributes to climate change mitigation. Blue carbon coastal ecosystems (seagrass 
meadows, tidal marshes and mangroves) are habitats that uptake and store carbon from 
the atmosphere in the ocean (carbon sequestration). They are among the most intensive 
carbon sinks in the biosphere. The degradation of these ecosystems can cause the release 
of billions of tonnes of GHG; they should be conserved and restored to enhance their 
sequestration potential (UNESCO, 2020[78]). Mangroves represent a promising mitigation 
opportunity, particularly in LAC, because they have the capacity to store between three 
and four times more carbon than most of the forests on the planet (ECLAC, 2020[77]).

LAC is one of the regions with the greatest water availability: up to 33% of the world’s 
total available water (Vargas, 2021[80]). Nevertheless, a great part of the region suffers 
from water scarcity, given the varied spatial distribution of water resources. Integrated 
management of river basins and lakes is key to the blue economy approach in LAC, to 
protect communities’ well‑being. Freshwater ecosystems provide the foundation to fulfil 
basic necessities, such as drinkable water, food, health, sanitation, and water for irrigation 
systems and agriculture. The effects of climate change on water resources compromise 
water and food security in LAC. Rivers and lakes in the region are highly exposed to 
polluting sources and the management of water for agriculture is inefficient. The sector 
uses around 70% of available water (Vargas, 2021[80]). A sustainable blue approach that 
guarantees water security requires an integrated regional response to protect rivers, 
decrease deforestation and pollution, and promote sustainable economic activities that 
minimise harm to ecosystems, as well as a management strategy that includes measures 
to mitigate and adapt to the effects of climate change. A comprehensive social approach 
to water management is necessary, especially in rural areas where people are highly 
exposed to climate events and rely heavily on freshwater resources (Vargas, 2021[80]).

The adoption of a blue carbon approach is a way to help countries meet their NDCs (IDB, 
2021[75]). Yet further international action is needed to internalise the positive externalities 
of those activities, for instance by developing the new blue carbon markets. The ratification 
of Article 6 of the Paris Agreement at the 2021 UN Climate Change Conference in Glasgow 
(COP26), which recognises voluntary co‑operation in the implementation of NDCs to allow 
for higher ambition, could mark a milestone for establishing these markets. Participating 
governments have the chance to mainstream blue carbon solutions by including them in 
their NDCs (Claes et al., 2022[81]).

Blue economy opportunities in LAC: Fishery and aquaculture, sustainable tourism, 
and renewable energy

Blue policies have great potential aside from climate‑related benefits. Human activities, 
including overfishing, destructive fishery practices, coastal development, and domestic and 
industrial contamination, have damaged marine and river ecosystems. Transitioning to 
blue sustainable economic opportunities in LAC presents particular prospects in three key 
sectors: fishery and aquaculture, sustainable tourism, and renewable energy generation.

Advancing towards a more sustainable fishery sector, with due regard for the 
protection of marine and river ecosystems, offers an opportunity to increase employment, 
improve food security and promote exports. To achieve this, management plans that help 
restore fish stocks are needed, alongside supportive regional and international policy and 
regulatory frameworks. It is crucial to end unsustainable overfishing by tackling illegal, 
unreported or unregulated fishing, banning destructive fishing practices, and eliminating 
harmful subsidies that contribute to overfishing (Rustomjee, 2016[82]). An example of blue 
innovation for fishing is the Mexican smartphone app PescaData, which enables local fishers 
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to monitor populations of birds, sea mammals, fish and crustaceans to manage overfishing, 
fight non‑selected fishing and define some fishing areas as sanctuaries (AFD, 2022[83]).

Despite the COVID‑19 pandemic roughly halving tourism’s contribution to LAC GDP 
from 2019 to 2020, economies are recovering and tourism demand is increasing (Annex 
Table 3.A.6 Sustainable tourism). Ecotourism, as part of the blue economy, offers great 
potential to lift the region out of its current economic downturn (UNWTO/CAF, 2021[84]). 
Costa Rica has earned an international reputation for its unique marine natural assets 
and has managed to boost coastal and biodiversity‑based tourism (UNCTAD, 2019[85]) 
(Annex Table 3.A.1).

As a promising component of the blue economy, the ocean also offers various renewable 
energy options, such as offshore wind, wave and tidal and the use of temperature and 
salinity gradients to produce energy. Among these, offshore wind is a highly promising 
but still largely underfunded option, given that LAC14 is the region with the highest 
technical potential15 globally (6  830  GW), and many of its countries show particularly 
suitable conditions (Figure 3.8). Argentina could benefit from the golden combination of 
windswept waters and relatively shallow sea territory, however, its potential still has 
not been exploited (BNamericas, 2021[86]). Brazil is currently the leading country with 
six offshore wind power projects under review for licences. The country has the second 
highest technical potential, followed by Chile and Mexico (ECLAC, 2020[77]). Colombia has 
an offshore technical potential of 110 GW and recently approved the roadmap for offshore 
wind projects in the Pacific Ocean. The explored areas could produce 1 GW of energy by 
2030 and up to 9 GW by 2050 (currently, the country generates 0.725 GW of solar energy), 
and are expected to attract an investment of USD 27 billion and create 50 000 jobs (Hidalgo, 
Fontecha Mejía and Escobar, 2022[87]). Offshore wind energy offers a great opportunity 
for the Caribbean as well; it has the potential to generate around 560 GW (World Bank/
ESMAP, 2020[88]).

Figure 3.8. Technical potential for offshore wind generation in LAC
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50‑1 000 m depth is where floating wind can be considered. The Caribbean region includes Antigua and Barbuda, Barbados, 
Bahamas, Belize Cuba, Dominica, Dominican Republic, Grenada, Jamaica, Haiti, Saint Kitts and Nevis, Saint Vincent and the 
Grenadines, Saint Lucia, Suriname, and Trinidad and Tobago.
Source: Authors’ calculations based on (World Bank/ESMAP, 2020[88]).

StatLink2 https://stat.link/z91ng5

https://stat.link/z91ng5
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Policy options against marine plastic waste

Plastic threatens marine ecosystem services that underpin the blue economy, as it 
accelerates climate change and is a massive source of waste (Diez et al., 2019[89]). Lifecycle 
emissions from plastic, over 99% of which is derived from fossil fuels, could reach 10‑13% of 
the entire remaining global carbon budget by 2050 (Hamilton and Feit, 2019[90]). In the form 
of waste, plastic items and microplastics harm marine organisms through entanglement, 
ingestion, smothering and leakage of associated chemicals (Tekman et al., 2022[91]). The 
OECD estimated a total inflow of macroplastics into the ocean of 1.7  Mt in 2019 and 
projects this number to reach 4 Mt by 2060 (OECD, 2022[92]). This poses a major risk to the 
LAC region, where beaches show the second‑highest levels of pollution in the world in 
terms of macro litter density (after Asia) (Haarr, Falk‑Andersson and Fabres, 2022[93]).

The region lags in terms of waste management, including plastics. Almost 90% of 
plastics are mismanaged or sent to landfill in LAC, although this could be prevented 
at moderate costs. Only around 10% of plastic waste generated in LAC countries16 was 
recycled in 2019, while 47% was landfilled and almost 42% mismanaged. The region’s 
yearly plastic waste generation is expected to more than double by 2060. With current 
policies in place, these figures will improve insufficiently by that year, reaching only 
17.5% recycled and still 25% mismanaged. This could be prevented at moderate costs: 
it is estimated that LAC could almost entirely prevent plastic leakages into its aquatic 
environments by 2060 at an annual cost of only 0.74% of its GDP (OECD, 2022[92]).

Marine plastic pollution is becoming a policy priority for the LAC region (UNEP, 
2021[94]). Countries have set specific goals to reduce plastic waste (Box 3.4). Plastic‑specific 
policies should target different lifecycle stages: 1) restrain demand (fiscal instruments 
that disincentivise the production and use of plastics, and other policies that enhance 
product design to increase their durability and favour reuse and repair). For example, 
taxes on plastics, packaging, promotion of circular design or repair services); 2) enhance 
recycling (includes instruments such as recycled content targets, extended producer 
responsibility (EPR) schemes or region‑specific recycling rate targets); and 3) close leakage 
pathways (aims to decrease and eliminate mismanaged plastic waste by investing in 
waste management infrastructure and increasing litter collection rates) (OECD, 2022[92]). 
For plastic that cannot be avoided, the focus should be on circular design, recycling and 
closing leakage pathways (OECD, 2022[92]; Geyer, 2020[95]). Four critical levers for “bending 
the plastic curve” are: recycled (secondary) plastics markets; technological innovation 
for more circular plastics value chains; more coherent and ambitious domestic policy 
measures; and greater international co‑operation.

Box 3.4. Selected LAC commitments on plastics

Chile’s Plastic Pact commits (by 2025) to eliminating unnecessary and problematic 
single‑use plastic packaging, ensuring that 100% of plastic packaging is reusable, 
recyclable, or compostable and incorporates 25% recycled content (Pacto Chileno de los 
Plásticos, 2020[96]). The National Strategy for Marine Waste and Microplastics Management 
commits to preventing 40% of waste from entering aquatic ecosystems by 2030 and to 
taking recovery actions (Ministerio del Medio Ambiente, 2021[97]). The EPR legislation 
requires 45% of plastic packaging to be recovered and recollected in households and 55% 
in other establishments by 2034 (Ministerio del Medio Ambiente, 2021[98]). The Roadmap 
for a Circular Chile by 2040 includes a 65% recyclability goal (Ministerio del Medio 
Ambiente, 2022[99]).
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Colombia has launched a national plan for single‑use plastics, all of which should be 
reusable, recyclable or compostable and have a minimum average recycled content of 
at least 30% by 2030 (Mesa Nacional para la Gestión Sostenible del Plástico, 2021[100]). 
The National Circular Economy Strategy (adopted in 2019) reinforces this goal (Gobierno 
de la Republica de Colombia, 2019[101]).

Mexico is collaborating with Canada and the United States in a project to transform 
recycling and solid waste management, to reduce waste (particularly plastics), close 
material loops and help minimise environmental impacts throughout value chains. 
North America has the highest per capita plastic consumption in the world. The region 
represents 21% of total global plastics consumption and four times the global average per 
capita paper consumption (Commission for Environmental Cooperation, 2021[102]).

Chile, Colombia and Mexico support the process towards a binding global treaty, which 
was launched in March 2022 with the adoption of the “End plastic pollution” resolution 
at United Nations Environment Assembly 5.2 (UNEP, 2022[103]).

Box 3.4. Selected LAC commitments on plastics (cont.)

Integrated collaborative policy responses are needed

Due to the variety of its sectors and the relationship between ecosystem services and 
human welfare, the blue economy requires comprehensive and integrated management 
of human activities to ensure that ecosystem goods and services are used sustainably 
and that balances environmental, economic and social concerns (Le Tissier, 2020[104]).

As a response to problems in coastal LAC – such as chaotic urbanisation, threats to 
indigenous cultures, degradation of ecosystems, loss of biodiversity, and effects of climate 
change on the socio‑ecological system – integrated coastal zone management (ICZM) has 
been emerging as an effective strategy for ecosystem‑based adaptation (Barragán Muñoz, 
2020[105]). ICZM also offers important policy instruments for plastic waste abatement such 
as co‑ordinated cleanups and the creation of marine protected areas (UNEP, 2021[106]). ICZM 
performance in LAC countries is still unsatisfactory, although results are heterogeneous. 
While most countries lack an adequate set of ICZM policies, strategies, regulation or 
institutions, Belize, Brazil and Puerto Rico are in developed stages of its application. This 
heterogeneity and the fact that coastal ecosystems are shared among countries call for 
greater international co‑operation to achieve a joint response (Barragán Muñoz, 2020[105]).

An integrated solution also needs to highlight the role of the marine space. To prevent 
conflict among policy priorities and to reconcile nature conservation with economic 
development, human activities can be regulated and organised through maritime spatial 
planning (MSP). The status of MSP adoption differs greatly across LAC countries. Ecuador 
has applied MSP to the management and zoning planning of the Galapagos Islands while 
many countries in Central America and the Caribbean have initiated MSP, often with 
international funding support (e.g. the Caribbean Regional Oceanscape Project funded by 
the World Bank and the Global Environmental Facility) (World Bank, 2021[107]). Mexico is 
at a more advanced stage: it controls one of the largest exclusive economic zones in the 
world, which it has divided into planning regions based on ecosystem considerations for 
which it is developing regional marine spatial plans (Ehler, 2021[108]).

Due to their dependence and impact on ecosystems, ICZM and MSP should be applied as 
ecosystem‑based approaches (EBA) to manage the interactions and trade‑offs among the 
goods and services provided by ecosystems and various economic and social objectives. 
This implies the development of long‑term ecosystem objectives and indicators for 
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adequate monitoring (Altvater and Passarello, 2018[109]; European Commission, 2021[110]). 
Monitoring tools, such as the Ocean+ Habitats Platform (UNEP‑WCMC, 2022[111]) are crucial 
to enable data‑based decision making. The Sustainable Ocean Economy Database provides 
policy analysis and guidance for the blue economy, sustainable use and conservation of 
the oceans, and management of climate‑related risks (OECD, 2022[112]).

Key selected sectors for the green transition

Annex 3.A1 presents a list of selected sectors17 identified as strategic for the LAC region 
to advance the green transition towards a more sustainable development model. These 
sectors are: 1) nature‑based solutions, use of land, and biodiversity and forestry preservation 
(Annex Table  3.A.1); 2)  sustainable agriculture and livestock (Annex Table  3.A.2); 3)  the 
bioeconomy and regenerative food systems (Annex Table  3.A.3); 4)  water management 
(Annex Table 3.A.4); 5) waste management and plastics (Annex Table 3.A.5); 6) sustainable 
tourism (Annex Table 3.A.6); and 7) sustainable mining (Annex Table 3.A.7). For each sector, 
some key facts are presented to show their importance for the region and their relevance to 
advance the green transition. Policy instruments and relevant experiences adopted are also 
detailed, to contribute to the policy‑making process of the green transition.

Social policies for a just transition: The role of the labour market

The green transition will have a great impact on LAC societies. The job market, for 
example, will experience deep transformations. If properly addressed, broad green policies 
can create quality job opportunities for Latin Americans. If well‑designed social and labour 
policies are implemented, better‑paid formal jobs could be created by innovative firms, 
which will emerge in the green industries. Workers can benefit from this green dividend 
by transitioning to jobs with better working conditions. In LAC, where more than half 
of workers are informal, the green agenda can be an opportunity to create formal jobs 
(OECD, 2021[112]). However, the green transition will also entail economic costs. Fossil fuel 
extractive sectors will face considerable job losses, especially for the affected regions. 
Displaced workers may face skills obsolescence, which results in fewer opportunities to 
find new jobs (Dutz, Almeida and Packard, 2018[114]).

In this context, labour market and social policies play a crucial role both in stimulating 
the creation of high‑quality new jobs and in cushioning the downside consequences of the 
transition to cleaner economies. Unemployment benefits and unemployment assistance 
should help workers affected by the transition’s costs. In parallel, well‑designed active 
labour market policies (ALMPs), such as training programmes, hiring incentives or 
placement services, are crucial both to promote green jobs and to boost the skills of 
workers who will lose their jobs. Non‑contributory social protection policies, such as 
income support measures or conditional cash transfer programmes, may play a positive 
role in minimising the income losses of families with workers negatively affected 
by the green policies. The green transition can be an opportunity to move towards 
comprehensive and universal social protection systems, which include universal health 
insurance programmes, thanks to the shift towards formal jobs (ECLAC, 2022[14]; Grundke 
and Arnold, 2022[115]).

Quality green jobs for greater inclusion

The green agenda will be an unprecedented opportunity to improve well‑being in 
LAC (Chapter 2). The effects of mitigation and adaptation policies on the labour markets 
of LAC countries will involve both the creation of new job opportunities and the loss of 
jobs due to the obsolescence of current technologies (Vona et al., 2018[116]). This section 
presents a sectoral forecast exercise to estimate the impact of green policies (Box 3.5). 
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Two types of economic sectors, the green and the brown sectors, have been identified. 
The rationale behind the empirical strategy is that adaptation to climate change policies, 
technological transformation, investment, and new green skills would boost job creation 
in green sectors. By contrast, some mitigation policies and regulations aimed at cutting 
GHG emissions and other pollutants would lead to job destruction in brown sectors, which 
have nonetheless recently been showing very low net employment growth in the region. 
The net effect on jobs will depend on both the industrial structure of each country and 
the effectiveness of the reform packages in boosting green job creation while softening 
the negative impact of mitigation policies on firms and the labour market.

Box 3.5. Estimating the impact of the green agenda on net job creation

The methodology implemented to analyse the impact of broad green agendas on net job creation 
in LAC countries is described in detail in OECD (forthcoming[117]).

Green jobs and green sectors

Green jobs are defined according to the methodology of Vona, Marin, Consoli, & Popp (2018[116]). 
The green transition will transform technologies. Jobs created will increasingly involve new tasks 
associated with less polluting and greener production processes. The Bureau of Labor Statistics 
O*NET database contains standardised, occupation‑specific descriptors for nearly 1 000 occupations, 
covering the US economy. Detailed information is presented on the tasks that workers carry out 
in the labour market. The proportion of tasks that are green as a percentage of the total tasks 
carried out in each occupation is an indicator of the intensity of green tasks – i.e. of how green each 
occupation will be, based on the technological frontier. Under the assumption that green tasks 
performed by workers in LAC do not differ extensively from the ones at the frontier, for each LAC 
country, tasks identified in O*NET are matched to the labour force survey data on occupation, using 
the crosswalk provided in Hardy, Keister and Lewandowski (2018[118]). The level of detail of each 
match depends on the original occupation coding of the national labour force survey, resulting in

The definition of green sectors is based on the definition of green jobs. The distribution of green 
occupations across sectors is calculated. The ten industries that employ the most of green jobs 
are defined as green sectors. In LAC countries, green sectors represent between 6% and 90% 
of green jobs. These sectors should be considered “potentially green”, as not all jobs in these 
industries are green, given the present distribution of tasks.

Brown sectors

Brown sectors will experience the destruction of jobs (Figure  3.12 and Figure  3.13). They are 
defined following the Climate Analysis Indicators Tool (CAIT) database on total GHG emissions 
(Climate Watch, 2020[119]). Brown sectors account for the most emissions. They are: 1) agriculture; 
2)  energy and heat production; 3)  extraction and production of fossil fuels plus construction; 
4) industrial processes; 5) transportation; and 6) waste management. The data on emissions are 
matched with national accounts data on value added by activity and employment time series 
from labour force surveys using ISIC Rev 3.1 or ISIC Rev 4 classifications of industries, depending 
on the availability in each LAC country.

Methodology of the forecasts

For both brown and green sectors, the forecasts present three scenarios compared to the 
business‑as‑usual (BAU) scenario. BAU assumes that value added and employment in green 
sectors for each LAC country will grow as in the past ten years (from 2010 and 2020). The effect of 
change in value added on employment is estimated at the sectoral level using a dynamic panel 
regression model (Arellano‑Bond estimator) (Arellano and Bond, 1991[120]).
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Based on realistic assumptions found in the literature (OECD, forthcoming[117]), for green sectors, 
three policy scenarios assume the following impacts of green policies on investment in fixed 
and human capital: 1)  in the high‑impact scenario, value added will grow in each sector by 
3 percentage points more than what would have been the case in the absence of any policy; 2) the 
medium‑impact scenario assumes an additional sectoral value‑added growth of 2 percentage 
points; and 3) in the low‑impact scenario, the additional growth will be just 1 percentage point. In 
all three scenarios, total factor productivity (TFP) will grow by 1% due to the technological shifts 
induced by the green transition.

For brown sectors, it is assumed that green policies will reduce total emissions by 5% per year 
in each of the top emissions‑intensive industries defined above. This would imply a reduction 
of approximately 40% in total CO2 emissions in 2030 with respect to 2020 levels. Three future 
scenarios are assumed for each Latin American economy: 1) in the high‑impact scenario, value 
added will decrease by 5 percentage points each year; 2) in the medium‑impact scenario, it will 
decrease by 4 percentage points each year; and 3) in the low‑impact scenario, it will decrease by 
3 percentage points each year. In all three scenarios, total factor productivity (TFP) will grow by 
1 percentage point, due to the technological shifts induced by the green transition.

The estimated effects on employment are presented in proportional change compared to the BAU 
employment levels in the green and brown sectors in 2020. They represent the additional change 
compared to what would be in the absence of any policy change.

Box 3.5. Estimating the impact of the green agenda on net job creation (cont.)

The overall effect of effective green policies on the Latin American labour market can 
be substantial. In the case of high‑impact green policies, employment in green sectors 
could grow by 15% in LAC by 2030 compared to the baseline scenario (Figure  3.9). In 
absence of any policy intervention, the yearly average growth of employment would be 
0.9% in green sectors. Green policies with high impact in stimulating private and public 
investment in new technologies and human capital would increase the yearly growth 
rate to 2.3%. Employment in potential green sectors represents 55% of total employment 
across LAC. The forecasts of employment growth in green sectors by 2030 are 11.0% in the 
case of medium impacts and 7.2% for low impacts compared to BAU. In the case of high 
impacts, estimates range from 18.9% for Bolivia to 12.6% for Brazil (Figure 3.10), signalling 
the potential of job creation in green sectors in all the countries of the region. The green 
transition can also be beneficial as a tool to boost overall economic growth and enhance 
productivity. Among the countries that would benefit the most are Ecuador, Guatemala 
and Paraguay, all with GDP per capita lower than the regional average.

The identification of green sectors depends on the distribution of green tasks across 
occupations and on the industrial structure of each LAC country, under the assumption 
that the tasks’ content of jobs is similar to the one observed in the United States. However, 
some insights emerge at the regional level. Five out of ten sectors are present in at least 
six out of the nine countries covered. They are food production, construction, retail and 
wholesale trade, transport, and public administration. In total, they account for 67% of 
employment in potential green sectors in LAC, in 2020; as such, they would contribute 
the most to job creation over the next decade. Compared to the 15% of the total of green 
sectors, food production should add more jobs, with a forecasted 18.8% deviation from 
BAU in 2030, in the high‑impact scenario. The other sectors would show a deviation from 
BAU as follows: public administration (14.6%), construction (14.3%), trade (14.1%) and 
transport (14.1%).
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Figure 3.9. Job creation in green sectors in LAC, 2020‑30
Change in employment in green sectors, under various green policies scenario, in LAC, compared to the BAU, 

as percentage of 2020 baseline employment in green industries
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Notes: LAC countries include Argentina, Bolivia, Brazil, Colombia, Ecuador, Guatemala, Mexico, Paraguay and Uruguay. 
The data refer to an unweighted average over the countries’ forecasts. Green sectors are defined in each country by 
first identifying the number of green tasks that workers perform in their occupations and then by looking at the top ten 
industries in which those jobs are distributed. The baseline scenario assumes that, in each green sector, value added and 
employment will follow the same dynamic as in the past ten years. The counterfactual scenarios are defined according 
to the impact of a green policy that aims to boost investment in fixed and human capital, with a positive impact on value 
added growth in each green sector. The high‑impact scenario assumes that the value added in each sector will increase by 
3 percentage points each year, adjusting to the new equilibrium. The medium‑impact scenario assumes that the value 
added will increase by 2 percentage points, while the low‑impact scenario assumes that it will increase by 1 percentage 
point each year. In all forecasts, Total factor productivity will increase by 1 percentage point due to lower climate damages 
and new technology‑induced change. Employment change is forecasted using the estimated short‑term elasticity to the 
value added, using a panel dynamic model, defined by each sector and country, in the last ten years.
Sources: Authors’ estimates based on Labour Force Surveys, National Accounts data by industries, (Vona et al., 2018[115]) and 
(Hardy, Keister and Lewandowski, 2018[117]).

StatLink2 https://stat.link/gpamzt

Using a different methodology, the International Labour Organization (ILO) reports 
that agriculture will have more job creation (Saget, Vogt‑Schilb and Luu, 2020[120]). Green 
policies would add 19 million full‑time equivalent jobs by 2030, in this sector, with respect 
to the high‑emissions scenario, a 54% increase. Employment in the renewable energy sector 
would add 22% more jobs in the decarbonisation scenario compared to the high‑emissions 
scenario, representing 100 000 additional jobs. The construction sector would contribute 
540 000 additional jobs linked to energy efficiency investments, representing a growth 
of 2% in employment in the sector compared to the baseline scenario. Some 120 000 jobs 
would be created in manufacturing to support low‑carbon technologies, a net addition 
of 0.4% of employment in the sector. The forestry sector would create 60  000  jobs (6% 
of the sector’s jobs). Green policies could increase the energy sector’s productivity and 
create direct formal employment if they promote a green fiscal stimulus aimed at the 
energy industry. This is particularly the case in developing and middle‑income countries 
with segmented and informal labour markets. After suffering adverse aggregate demand 
shocks it will be important to seek a bigger and longer‑lasting boost to green labour‑
intensive projects. In these circumstances, the green transition and job creation may well 
go hand in hand (Bowen, 2012[123]). If green policies aiming at increasing the cost of carbon 
emissions are coupled with a reduction in labour tax wedge, the green transition may 
grant a double dividend in terms of both environmental goals and net job creation in LAC 
(OECD, 2018[124]; Willis et al., 2022[125]).

https://stat.link/gpamzt
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Only 0.8% of the LAC workforce was employed in the energy production sector in 2020, 
similar to the OECD average of 0.9% (Figure 3.11). Already today, more than half of all 
energy‑related jobs in Central and South America are related to clean energy (IEA, 2022[122]) 
and this share is bound to increase further. Some 11.7% of workers were employed in 
manufacturing, which accounts for the majority of total CO2 production in the economy, 
less than the OECD average of 15.2%. In LAC, the share of employment in the transport 
sector, another growing contributor to overall GHG emissions and pollution, stood at 
6.7%, higher than the OECD average of 5.5%. Agriculture (the second‑largest emitter of the 
region) accounts for 18% of the workforce, much higher than the OECD average of close 
to 6% in 2020.

Figure 3.10. Job creation in green sectors in LAC countries
Change in employment in green sectors under various impacts of green policy scenarios in selected LAC coun‑

tries, compared to the BAU, as percentage of 2020 baseline employment in green industries
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Notes: Green sectors are defined in each country by first identifying the number of green tasks that workers perform in 
their occupations and then by looking at the top ten industries in which those jobs are distributed. The baseline scenario 
assumes that, in each green sector, value added and employment will follow the same dynamic as in the past ten years. 
The counterfactual scenarios are defined according to the impact of a green policy that aims to boost investment in fixed 
and human capital, with a positive impact on value added growth in each green sector. The high‑impact scenario assumes 
that the value added in each sector will increase by 3 percentage points each year, adjusting to the new equilibrium. The 
medium‑impact scenario assumes that the value added will increase by 2 percentage points, while the low‑impact scenario 
assumes that it will increase by 1 percentage point each year. In all forecasts, Total factor productivity will increase by 
1 percentage point due to lower climate damages and new technology‑induced change. Employment change is forecasted 
using the estimated short‑term elasticity to the value added, using a panel dynamic model, defined by each sector and 
country, in the last ten years.
Sources: Authors’ estimates based on Labour Force Surveys, National Accounts data by industries, (Vona et al., 2018[115]) and 
(Hardy, Keister and Lewandowski, 2018[117]).

StatLink2 https://stat.link/w4v0up

https://stat.link/w4v0up
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Figure 3.11. Employment shares in industries with high intensity of GHG emissions
As a percentage of total employment, 2010 and 2020
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Notes: Data for Argentina refer to the urban areas. LAC and OECD refer to an unweighted average of the LAC and OECD 
countries. The industry categorisation follows the ISIC Rev. 4 codification of economic sectors.
Sources: Authors’ estimates based on (ECLAC, 2022[122]) and (OECD, 2022[123]).

StatLink2 https://stat.link/3y8own

The green transition will inevitably have heterogeneous impacts in the agricultural 
sector in LAC, even if the effect on net job creation should be positive. Transitioning to 
cleaner and capital‑intensive technologies in agriculture will translate into jobs losses, 
especially for informal workers (ECLAC/ILO, 2018[125]), even if the total net effect should 
be positive. The local dimension should be at the centre of green policies, as agriculture 
accounted for 53.5% of total employment (most being informal workers) in rural areas in 2020.

LAC countries have experienced a 20% growth in employment in industries linked to 
energy production, water supply and mining activities over the last decade. Manufacturing 
firms, which consume more energy, have added only a few jobs thanks in part to the 
process of digitalisation and robotisation, which normally implies more capital‑intensive 
and labour‑saving technologies. By contrast, employment shrunk in agriculture (‑4.5%).

In the transition to a net‑zero carbon economy, many jobs will be destroyed, and 
workers dismissed due to the technological shifts needed to achieve lower emissions, 
especially in brown industries. On average across LAC, brown industries could experience 
a higher decline in jobs – as much as 13.3% compared to the BAU scenario, in which no green 
policy is effectively put in place (Figure 3.12). All forecasted scenarios imply a bold target 
of ‑5% GHG emissions each year. If these targets were met, GHG emissions would decline 
by 40% in 2030 compared to 2020 levels. If firms invest in fixed capital more proactively 
and workers acquire greener skills and human capital, job losses will be significantly 
lower. For instance, in the medium‑ and low‑impact scenarios, deviation from BAU in 2030 
would be 10.1% and 6.9%, respectively. Public policies may help alleviate the transition. 
Public investment supporting technological transformation and adoption may help firms. 
ALMPs, such as retraining and education programmes, may help workers retain their jobs 
in the new technological environment or switch to new ones, with lower aggregate losses.

https://stat.link/3y8own
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Figure 3.12. Job losses in brown sectors in LAC, 2020‑30
Change in employment in brown sectors, under various mitigation policies scenarios in LAC, 

compared to the BAU, as percentage of 2020 baseline employment in brown industries
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Notes: LAC countries include Argentina, Bolivia, Brazil, Colombia, Ecuador, Guatemala, Mexico, Paraguay and Uruguay. The 
data refer to an unweighted average over the country forecasts. Brown sectors are defined according to the CAIT definition 
(https://datasets.wri.org/dataset/cait‑country). The baseline scenario assumes that, in each brown sector, GHG emissions, 
value added and employment will follow the same dynamic as in the past ten years. The counterfactual scenarios are 
defined according to the impact of a green policy that aims to reduce total GHG net emissions by 50% in 2030 compared 
to the 2020 levels in each brown sector. The high‑impact scenario assumes that the value added in each brown sector 
will decrease by 5 percentage points each year, adjusting to the new equilibrium. The medium‑impact scenario assumes 
that the value added will decrease by 4 percentage points, while the low‑impact scenario assumes that it will decrease by 
3 percentage points each year. In all forecasts, TFP will increase by 1 percentage point due to lower climate damages and 
new technology‑induced change. Employment change is forecast using the estimated short‑term elasticity to the value 
added, using a panel dynamic model, defined by each sector and country, in the last ten years.
Source: Authors’ estimates based on CAIT data, labour force surveys and national accounts data by industries.

StatLink2 https://stat.link/fpgdl7

The net effect of the green transition on employment could be positive and will depend 
on the adaption mechanisms to create formal jobs resulting from the implementation of 
green policies. Even in the worst‑case scenario, the effects would be positive compared to 
BAU. This is because brown sectors in LAC represent 35% of total employment, compared 
to 55% for green sectors. For instance, if green sectors created jobs according to the 
low‑impact scenario and brown sectors destroyed jobs according to the high‑impact 
scenario, this would still translate into an additional 1.8% of total employment in those 
sectors in 2030. In the case of medium‑impact and high‑impact policies for green sectors, 
in 2030, additional job creation would be 6.0% and 10.5% of total employment in the brown 
and green sectors, respectively. There is a clear incentive for governments to promote an 
active transition for green sectors, as it will increase job creation and formalisation.

Job losses would be felt among the brown industries of LAC, especially in agriculture 
and manufacturing, with 37% and 30% of the total losses, respectively. The transport 
sector would account for 12% of the total.

Across countries, jobs losses would range from 19% in Bolivia to 7% in Argentina 
(Figure  3.13) in the high‑impact scenario, as it depends heavily on each industrial 
structure. In Ecuador, Guatemala and Paraguay, agriculture would account for the biggest 
part of the contraction (71%, 39% and 47% of the total, respectively). In Argentina, Brazil, 
Mexico and Uruguay, manufacturing would likely be the industry most affected, as it 
would account for 40%, 41%, 43% and 36% of total jobs by 2030, respectively.

https://datasets.wri.org/dataset/cait-country
https://stat.link/fpgdl7
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Figure 3.13. Job losses in brown sectors in a high‑impact scenario in LAC
Change in employment by 2030, compared to the BAU, as percentage of 2020 baseline employment 
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Notes: LAC countries include Argentina, Bolivia, Brazil, Colombia, Ecuador, Guatemala, Mexico, Paraguay and Uruguay. The 
data refer to an unweighted average over the country forecasts. Brown sectors are defined according to the CAIT definition 
(https://datasets.wri.org/dataset/cait‑country). The baseline scenario assumes that, in each brown sector, GHG emissions, 
value added and employment will follow the same dynamic as in the past ten years. The counterfactual scenarios are 
defined according to the impact of a green policy that aims to reduce total GHG net emissions by 50% in 2030 compared 
to the 2020 levels in each brown sector. The high‑impact scenario assumes that the value added in each brown sector will 
decrease by 5 percentage points each year, adjusting to the new equilibrium. TFP will increase by 1 percentage point due 
to lower climate damages and new technology‑induced change. Employment change is forecast using the estimated short‑
term elasticity to the value added, using a panel dynamic model, defined by each sector and country, in the last ten years. 
For Brazil, Colombia, Ecuador, and Paraguay, the waste sector could not be identified due to lack of disaggregated data either 
for value added or employment by industry.
Source: Authors’ estimates based on CAIT data, labour force surveys and national accounts data by industries.

StatLink2 https://stat.link/kmnz6c

The IDB and the ILO show similar forecasts in terms of job losses. By 2030, 7.5 million 
jobs would be destroyed in fossil fuel electricity, fossil fuel extraction and animal‑based 
food production (Saget, Vogt‑Schilb and Luu, 2020[120]). More specifically, 4.3 million jobs 
would be lost in the livestock, poultry, dairy, fishing and animal‑based food processing 
sectors compared to the high‑emissions scenario, representing 29% of jobs in the sector. 
Fossil fuel extraction would lose more than 520 000 jobs (46%), while electricity from fossil 
fuel generation would also suffer a relatively important downsizing, with 60 000 fewer 
jobs (51%) compared to the baseline scenario.

Wages and job quality of jobs in brown sectors

Globally, the energy sector demands more high‑skilled workers than other industries, 
with 45% of the workforce requiring some degree of tertiary education, from university 
degrees to vocational certifications. Less than 10% of energy employment is in low‑skilled 
labour (IEA, 2022[122]). For the latter reason, energy sector wages typically see a premium 
over economy‑wide average wages, though this premium ranges substantially from 
10% to 50% across advanced economies alone. These premiums remain true across all 
regions, but the differences between wages in advanced economies and EMDEs remain 
pronounced, with the range of wages between geographies being larger than the range of 
jobs within the energy sector within the same region (IEA, 2022[122]).

Across the LAC region, jobs in the energy production industries are generally well 
paid, with wages standing close to 2 000 international dollars per month in 2020. Over 
the last decade, those wages experienced a 51% growth in real terms, one of the highest 

https://datasets.wri.org/dataset/cait-country
https://stat.link/kmnz6c
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among all industries. In industries that are normally highly dependent on energy and 
are the greatest net GHG emissions contributors, wages are generally higher than the 
mean across all sectors. They stand at 600 international dollars per month in agriculture, 
1 500  in mining, 1 200  in manufacturing and 1 300  in transport. Great variation exists 
across countries. For instance, in the energy production sector, monthly earnings vary 
from USD 3 200 in Argentina to USD 650 in Guatemala. Jobs created in the sectors more 
exposed to the green policies are normally of high quality, but any job loss resulting 
from the technological transformation will also entail high costs in terms of income. 
Plant workers employed by large electricity generators in countries with good collective 
bargaining coverage, such as Chile, may benefit from agreements with their employers 
that allow them to keep their jobs and transition to other power plants in the country. 
This can be the case more generally for upstream fossil fuel workers employed by firms 
that diversify into renewable energy production (Saget, Vogt‑Schilb and Luu, 2020[120]).

How to ensure a green and just transition for all

The green transition will inevitably affect groups of people in dissimilar ways. Jobs 
losses in high‑carbon energy production firms may well be concentrated among older 
workers or workers lacking up‑to‑date skills to transition to cleaner technology firms. 
Moreover, workers in fossil base sectors are relatively few compared to the whole economy 
but concentrated in certain regions. It is essential to identify the socio‑demographic 
groups and the regions that will benefit and those most at risk (Chapter  2), to design 
the best labour market and social policies to build an inclusive green agenda, where the 
most vulnerable people are not left behind and share the overall economic benefit of 
the transition. When assessing the just transition, the quality of clean energy jobs is as 
important as their quantity. Key criteria determining job quality include wages, medical 
insurance, retirement and other benefits, job security, terms of employment, occupational 
safety standards, union membership, and overall scope of labour rights. Globally, energy 
jobs pay more than the median national wage, however there are disparities between 
segments. Workers in less established clean energy industries typically earn less than 
jobs in the fossil fuel or nuclear industries (IEA, 2022[122]). Moreover, they high degree of 
labour informality in LAC poses further social issues (OECD et al., 2021[36]).Green policies 
must be designed to tackle successfully the redistributive effects of the transition.

Informal work and the green transition

Informality is a widespread concern in LAC (Chapter 1). The share of informal 
employment excluding the agricultural sector is still close to 50% on average and close 
to 80% in several lower middle‑income countries, such as Bolivia, Guatemala, Honduras 
and Nicaragua (OECD et al., 2021[37]). Informality rates among women are even higher (ILO, 
2019c). Moreover, informal employment is higher in the agricultural sector (69% across 
LAC). In agriculture, child labour is also widespread; 71% of child labour globally occurs in 
agriculture (ILO, UNICEF, 2020[126]).

Across LAC, almost four out of ten workers in mining, manufacturing and transport 
services are informal. In agriculture, almost seven out of ten workers are informal 
(Figure  3.14). The heterogeneity is large across LAC countries. Mining industries are 
affected by large labour informality in Bolivia (36.0% of workers are informal), Colombia 
(50.3%), Costa Rica (60.9%) and El Salvador (86.7%). In manufacturing, the incidence of 
informal work is lower than or close to 30% in Brazil, Chile, Mexico and Uruguay. In 
transport services, informal workers represent more than half of the workforce in Bolivia, 
Colombia, Costa Rica and El Salvador. In these industries, the green transition will entail 
challenges, as technological transformation will be needed, and many informal workers 
may find themselves without jobs or forced to find new ones in other informal industries. 
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On the positive side, across LAC, less than 10% of workers in the electricity, gas, steam 
and air conditioning supply industries are informal. The incidence of labour informality 
is particularly low in Argentina (9.2%), Colombia (5.3%), and Costa Rica and Uruguay (less 
than 1%). Therefore, any direct transformation in the energy production matrix induced 
by policy changes will probably entail the creation of new formal jobs and opportunities 
for skilled workers, in the case of dismissal (OECD et al., 2021[37]).

Figure 3.14. Informal work in sectors with a high intensity of GHG emissions
As a percentage of total employment in each sector, 2019 or latest available year
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Note: The LAC average is an unweighted average of the countries shown.
Source: Authors’ estimates based on national household income surveys.

StatLink2 https://stat.link/7eskd2

A crucial step in extending contributory social insurance to the informal economy 
has been the extension of social and labour rights to domestic workers through a 
mix of: 1)  enforcement and simplification measures (for instance in Argentina, Brazil, 
Ecuador and Uruguay); 2) including self‑employed workers in social insurance schemes 
through adapted mechanisms and simplified registration, tax and contribution payment 
mechanisms (Argentina, Peru and Uruguay); 3)  adapting contribution calculation and 
payment modalities to the characteristics of workers and employers affected by particular 
business conditions, such as seasonality (Brazil); 4)  harnessing digital and mobile 
technology to facilitate access to social protection (Brazil and Uruguay); and 5) extending 
pension coverage through existing or new schemes adapted to the needs of self‑employed 
workers (Brazil and Costa Rica) (OECD/ILO, 2019[127]).

Skills and life‑long learning

New skills will have to be developed to attract new green investments (Cedefop, 
2021[128]; ILO, 2019[129]). “Skills bottlenecks” and the supply of competences that do not 
meet firms’ demand are among the barriers to investment in green industries. Severe 
skills shortages are already evident in fast‑growing sectors, such as renewable energies 
and energy efficiency. Increased investments in a green industry may result in increased 
demand for a certain occupation, with no change in the skills needed for the job. In this 
case, skills are quantitatively scarce, and policies should focus on providing more specific 
training for potential new workers (ILO, 2018[130]). On the other hand, the green transition 
may change the bundles of skills needed to perform the same job, or it may cause the 
loss of certain occupations. In these cases, skills policies should focus on upskilling or 

https://stat.link/7eskd2
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retraining the workers involved in the technological transformation. Sustainability and 
nature preservation should be considered new skills in the green transformation (OECD/
Cedefop, 2014[131]). Skills anticipation and forecasting have been used extensively to define 
future developments of the tasks and the skills needed to perform greener jobs (Consoli 
et al., 2016[132]; Vona et al., 2018[116]).

Green jobs need an adaptation of existing on‑the‑job training courses. Effective 
examples already exist, in some OECD countries, like the Green Jobs Programme funded 
by the EU (Cedefop, 2022[133]). Nonetheless formal education and work experience are still 
important for green skills formation. Formal course offerings and degree programmes 
for these jobs are not yet well developed. Policies that promote learning by doing can 
fill the short‑term gaps in current education policy (OECD/Cedefop, 2014[131]). Workforce 
development in green sectors is an area in which the private sector can play a key role. 
The private sector has put in place initiatives across the region, to allow companies to 
discover and connect with local talent to respond to emerging challenges with an open 
and collaborative mind‑set. These strategic innovation hubs work with stakeholders, 
including business incubators, universities, and government institutions, to transform 
traditional businesses, effectively upskilling and developing these new green business 
models in the LAC region (OECD, forthcoming[134]).

Skills requirements of the new green jobs

In the green transition, workers need new skills to perform tasks in the new jobs 
created (ILO, 2019[129]; Cedefop, 2018[135]). Moreover, compliance with green energy 
regulations requires specialised skills and knowledge (Vona et  al., 2018[116]). Many 
countries have adopted regulations on renewable energy or energy efficiency, including 
rules on skills certification and/or professional training. These rules often target specific 
occupations in certain sectors more linked to the green transformation, such as energy 
auditors, inspectors, assessors, energy managers, installers and operators of equipment 
and buildings (ILO, 2018[130]). Establishing regional policies on skills certification and 
training provision may increase investor confidence in a country’s skills capital and help 
boost investment.

Although the sectoral approach has many benefits, including the relative ease of 
stakeholder co‑ordination and the identification of specific skills needs, it is not sufficient 
to ensure comprehensive skills development for the green transition (Cedefop/OECD, 
2015[136]; OECD/Cedefop, 2014[131]). From an economy‑wide perspective, all sectors have 
potential for greening. It is crucial to identify skills needs arising from both direct and 
indirect job creation along supply chains and, in turn, design and implement training 
programmes. Because of the difficulties in co‑ordinating the major players, there are few 
examples of good practices across countries (ILO, 2018[130]).

The assessment of skills needs can be both quantitative and qualitative. The green 
transition will cause changes in the number of workers in various occupations (quantitative 
assessment), as well as changes in the skills required for existing occupations (qualitative 
assessment) (Gregg, Strietska‑Ilina and Büdke, 2015[137]). All major stakeholders should 
be involved in the green transition. For instance, the Chamber of Industry in Costa Rica 
carried out a study covering 100 of its 800 members to identify their skills needs for the 
green transition (ILO, 2018[130]). On the managerial side, new entrepreneurial skills will 
be essential to foster the adoption of innovative, environmentally friendly technology, 
human resource designs and higher productivity. Updating curricula is also key to ensure 
that future workers receive an education that allows them to take part in the transition 
(Saget, Vogt‑Schilb and Luu, 2020[120]).
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The role of lifelong learning in the acquisition of skills needed in the green transition

Skills gaps are a persistent issue over the working life cycle in LAC, and life‑long 
training systems must be adapted to face the challenges of the green transition. The 
percentage of workers who receive some form of training is around 15% in LAC, much 
lower than the 56% across OECD countries (Alaimo et al., 2016[138]). In addition, life‑long 
training is often offered to workers with higher education levels and those in formal and 
full‑time employment, who are also the ones with more incentives and interests in skills’ 
development along their careers. This perpetuates and amplifies the inequities acquired 
within the education system, feeding a vicious cycle of low investment in human capital, 
inadequate or obsolete skills, and low productivity levels (González‑Velosa, Rosas and 
Flores, 2016[139]).

Expansion of social protection systems for a just green transition

This section explores the labour market policies and social protection mechanisms 
needed to boost job opportunities and other social outcomes of the green agendas, as 
well as to overcome and minimise the transition costs. In LAC, the unemployment rate 
is relatively low but with high labour turnover. Many workers are unemployed at some 
point, often resulting in losses in income and wages, which leads to significant welfare 
costs (Alaimo et al., 2016[138]; OECD et al., 2021[36]). The lack of employment and other social 
safety nets is a costly feature of LAC labour markets. The green transition will likely result 
in substantial job reallocations. It can be an opportunity to rethink social protection 
systems, boost job creation and protect workers in the case of job losses (OECD et al., 
2021[36]; Saget, Vogt‑Schilb and Luu, 2020[121]). OECD countries have put in place a broad 
range of policy actions towards green growth (OECD, 2015[140]; OECD, 2011[141]). LAC countries 
can benefit from the experience and design effective labour market mechanisms, along 
with social safety nets, aiming at an inclusive green growth strategy.

Unemployment benefits for workers dismissed due to the green transition

Unemployment benefits are inadequate in the LAC region. In 2020, 700 000 individuals 
received unemployment benefits (ECLAC, 2022[14]). Even where there is official coverage 
(Argentina, Brazil, Chile, Colombia, Ecuador, Mexico and Uruguay), unemployment 
insurance schemes often cover only a small proportion of workers and exclude 
underemployed and informal workers. Public expenditure on social security is limited, in 
part because of fiscal constraints. Structural fiscal reforms are therefore needed (Chapter 1) 
(ILO, 2018[130]). The green transition can be an opportunity to foster unemployment benefit 
schemes across the region. Some countries, such as Brazil, have invested considerably 
in creating a national registry of people and families to target and follow up on all social 
protection schemes. The main obstacles to adequate unemployment benefit schemes 
come not only from the high degree of labour informality but also from the financing, 
which increases labour costs for firms, with obvious impacts on employment levels 
(OECD et al., 2021[37]).

The traditional way in which most LAC countries protect workers from unemployment 
risks is through a combination of high severance payments and low unemployment 
insurance or unemployment assistance, with very low coverage overall. Through these 
systems, workers obtain job security at the cost of reduced employment creation, less 
capacity by firms to adapt to change and engage in technical innovation and increased 
atypical contracts and informal jobs (Cortázar, 2001[142]). Designing and implementing 
new unemployment insurance schemes may prove challenging, in the context of the 
green transition, where many sectors of the economy will be involved in profound 
technological transformations.



3. Structural change for a new development model3. Structural change for a new development model

155
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

The competitiveness of many LAC countries is based partly on wages being lower 
than those of developed economies, which is not favourable for sustainable green growth 
(OECD et al., 2021[36]; OECD et al., 2020[143]). Governments must foster labour institutions, 
such as unemployment protection mechanisms, that transform employment relations 
through progressive structural change. In Latin America, unemployment insurance 
or similar schemes only operate in some countries, including Argentina, Brazil, Chile, 
Colombia, Ecuador, Mexico, Uruguay and Venezuela, and have undergone deep structural 
changes in the last two decades. In Argentina, Uruguay and Venezuela, they operate 
as pay‑as‑you‑go systems, financed mainly from the affiliates’ monthly contributions. 
Brazil’s system relies on non‑contributory schemes financed by general government 
revenues. In Ecuador, the two systems co‑exist (Isgut and Weller, 2016[144]). In the rest of the 
region, the increase in coverage of social insurance has faced steep financing constraints. 
Individual saving accounts to cope with unemployment risks in Latin America are one of 
the possible policy options (Ferrer and Riddell, 2009[145]). Such accounts operate in a small 
but growing number of middle and high‑income countries, where firms are legally obliged 
to make periodic contributions. The corresponding deposits earn interest and are paid as 
a lump sum or in monthly instalments subject to some eligibility conditions. When a 
worker loses his or her job, a certain amount can be withdrawn each month. However, 
individuals precariously attached to the labour market (e.g.  those with part‑time jobs, 
piecework contracts or fixed‑term jobs, or employed in the informal sector, many of 
whom are women or young people) have very limited possibilities for accumulating the 
savings needed to cope with unemployment episodes. Moreover, these people tend to be 
unemployed most frequently. Individual accounts are rarely useful to them.

Active Labour Market Policies for greener economies

ALMPs refer to a broad range of policies that aim to activate workers with low 
employability or those who have lost their jobs due to dismissal. Policies include 
placement services, training programmes, hiring incentives, job rotation schemes or 
direct employment creation by public authorities (OECD/EU, 2020[146]).

ALMPs in LAC generally have a broader range of objectives (including poverty 
reduction, community development and equity promotion) compared to OECD countries, 
where ALMPs have mostly been seen as tools to address inefficiencies in labour markets, 
such as suboptimal investment in training and other labour market frictions (Escudero 
et al., 2018[147]). Despite the interest in ALMPs in developing countries, evidence of their 
effectiveness is still scarce (McKenzie, 2017[148]). In contrast to developed countries, ALMPs 
in developing countries, particularly in LAC, generally show positive, although small, 
effects on vulnerable groups (Card, Kluve and Weber, 2018[149]). Recent evidence from 
LAC shows that ALMPs are statistically more effective for women and youth than for the 
rest of the population (Escudero et al., 2018[147]). In the context of the green transition, in 
segmented labour markets with pervasive informality, induced structural change, green 
or otherwise, should be accompanied by active labour market policies, in order to grant 
an employment dividend (Bowen, 2012[123]).

If well designed, ALMPs can prove effective in the context of high informality. Providing 
job seekers with information about job vacancies and wage subsidies to work in a formal 
firm may improve their chances of employment, formality and earnings. These schemes 
are particularly important in the context of green agendas, as they may offset the negative 
effects of dismissal, especially for the most vulnerable groups, such as youth, informal 
workers and women (Novella and Valencia, 2019[150]). Such programmes could benefit 
from a component of skills training, which would help those who lose jobs gain the skills 
needed to re‑enter the labour market. Active labour market policies targeted to dismissed 
workers, particularly those implemented during the COVID‑19 pandemic, need to include 
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conditional clauses on skills training and, more broadly, education outcomes (Chapter 1). 
Certainly, these skills training mechanisms should emphasise factors affecting the future 
of jobs, such as green and digital transformations.

Given the high prevalence of labour informality, self‑employment and entrepreneurship 
programmes are another tool to support the start‑up and development of independent work 
activities or microenterprises. Usually, self‑employment and microenterprise creation 
programmes include technical services, such as counselling, training and assistance 
with business planning, and direct financial support for the newly created business. 
All reviewed studies that have evaluated the employment impacts of self‑employment 
and microenterprise creation programmes find positive effects. By contrast, findings 
are mixed concerning raising earnings or profits (Escudero et  al., 2018[147]). Support to 
informal workers or micro‑enterprises in the context of the green transition may be a 
viable solution, in case marginal firms face financial difficulties in coping with more 
stringent environmental regulations.

Expanding social protection systems to the most vulnerable

Social security coverage remains insufficient in LAC. More than half of workers in 
the region do not participate in any contributory social security system against risks 
related to illness, unemployment and old age (ILO, 2018[130]). In 2020, on average, only 
40% of vulnerable people received some form of social assistance and around 60% of the 
population was covered by at least one social protection benefit. However, over the last 
15 years, LAC countries have expanded the coverage of both contributory (financed by wages) 
and non‑contributory (financed by taxes) social protection schemes (OECD et al., 2021[37]).

While significant progress has been made in building LAC social protection systems, 
many informal workers often remain excluded from them (OECD et al., 2021[36]; OECD/ILO, 
2019[127]; ECLAC, 2022[14]). In many LAC countries, large groups in the population are not 
covered. Despite lower incomes and greater need for protection, informal workers often 
fall through the cracks of social protection systems, making many incomes insecure or 
vulnerable to income poverty, affecting families.

Recent trends show that extension of social protection coverage often occurs through 
the development of both contributory and non‑contributory schemes (OECD/ILO, 2019[127]; 
OECD et  al., 2021[36]). Many countries rely largely on public resources, including for 
subsidising contributions, which puts growing pressure on government budgets. In most 
LAC countries, the funding gap to extend social protection to informal workers remains 
particularly pronounced (Chapter 1).

Some Latin American countries have extended the coverage of contributory social 
protection schemes to informal workers. Success owes to several measures, such as 
combining support for the formalisation of enterprises with access to social protection 
schemes, extending statutory coverage to previously uncovered workers, adapting benefits, 
contributions and administrative procedures to reflect the needs of informal workers, and 
subsidising contributions for those with very low incomes. In addition, several countries 
expanded the fiscal space needed to scale up social protection programmes financed 
through general government revenues. These efforts have significantly contributed to 
building safety nets that guarantee universal health coverage and at least basic income 
security throughout the life cycle, for instance through tax‑financed pensions, disability 
benefits, child benefits, maternity benefits or employment guarantee schemes (OECD 
et al., 2021[36]).

Individuals and households in LAC have a long tradition of informal networks of mutual 
support to cope with risks and uncertainty, especially in contexts where public options are 



3. Structural change for a new development model3. Structural change for a new development model

157
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

absent or limited, as in rural areas. Informal support is often organised around life cycle 
or livelihood risk and vulnerability. Private transfers received from friends, relatives and 
other households are another element of this form of inter‑household informal protection. 
Around the mid‑2010s, the share of private transfers in household income ranged from 
4% in Bolivia and Honduras to around 15% in Costa Rica (OECD/ILO, 2019[127]). However, 
informal social protection has limitations. Studies suggest that informal risk‑sharing 
mechanisms are close to efficiency when they protect from idiosyncratic shocks linked 
to individuals, households or life‑cycle events, such as illness or death. They may fall 
short when it comes to broader shocks that affect a wider geographical area, such as a 
neighbourhood or community, which is likely the case for environmental health risks and 
the broad changes brought by green agendas. Income shocks may hurt poorer households, 
which are already financially constrained (Watson, 2016[151]). It is therefore crucial that 
public policies complement the informal mechanisms in place, to ensure a just, green 
transition for all people (OECD/World Bank, 2020[152]; ITF, forthcoming[153]; OECD, 2021[113])

Key policy messages

Box 3.6 presents preliminary policy messages to advance towards a more sustainable 
development model in LAC, based on the analysis presented in this chapter.

Box 3.6. Key policy messages

Towards a more sustainable energy matrix for LAC

• Transition towards diversified and adapted energy systems to include higher shares of 
renewable energy.

• Unlock non‑hydro renewable energy potential, creating the necessary conditions in terms 
of regulation, economic incentives and promoting investment.

• Foster electrification to accelerate progress towards systemic decarbonisation by 
implementing integrated and effective power sector planning.

• Advance towards a systemic approach to the energy sector within national and regional 
economies, promoting energy systems that are better integrated across sectors, are more 
energy efficient and reduce total energy demand. The industrial and transport sectors 
have considerable savings potential.

• Increase energy integration between countries to generate economies of scale. Regional 
electricity integration could help incorporate variable renewables into energy systems 
and address potential vulnerabilities related to climate change (e.g. if a drought affects 
hydropower capacity in producing countries, alternative energy sources could be provided 
by neighbouring countries).

• Promote investments in electricity grids (transmission and distribution) to close territorial 
gaps between energy generation and energy demand areas.

• Advance towards universal access to electricity in LAC by, for example, establishing an 
energy access fund to roll out energy access programmes via mini‑grids and to finance 
off‑grid entrepreneurs and improve affordability for low‑income households.

• Harness the opportunities arising from the surge in global demand for critical minerals 
that are abundant in LAC. The region should aim to integrate into global value chains in a 
more strategic way that in past transitions, putting sustainability, citizens’ well‑being and 
the potential for productive integration at the centre.
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• Build regional energy security and resilience in the face of external shocks. Increase 
efforts, particularly in the Caribbean subregion, to transition towards a more renewable 
energy matrix, profiting from solar, wind, ocean, geothermal and biomass potential, as a 
strategy to ensure energy security and mitigate GHG emissions.

Transformation of the production structure

• Develop industrial policies to advance a more sustainable production structure including 
policies on investment, foreign trade, science, technology and innovation, and training and 
skills development, with a special focus on MSMEs

• Promote innovation, adoption of green and energy‑efficient technologies, and diversification 
towards less resource‑intensive sectors, by connecting representatives from governments, 
industry, academia and civil society.

• Encourage and attract investments in green innovation, while taking advantage of new 
trade opportunities, both to foster regional integration and to join global chains in 
higher‑value segments, ensuring environmental criteria in exports, and sustainable and 
responsible sourcing.

• Develop or update national sustainable and circular economy strategies that are open to 
all stakeholders and to all levels of government, advancing towards place‑integrated and 
interconnected policies.

• Promote R&D investment to foster innovation to increase the competitiveness of industrial 
sectors, enabling solutions in products, services, business models and behaviour 
(consumption/use) with lower emissions and resource intensity.

• Unlock the blue economy potential for the green transition by adopting an ecosystem‑based 
approach that manages trade‑offs and pays particular attention to fishery and aquaculture, 
sustainable tourism, renewable energy generation, integrated management of river basins 
and lakes, and marine ecosystems protection.

• For the service‑based economies of the Caribbean, adopt a circular economy strategy 
that minimises material and energy use and promotes sustainable tourism models that 
generate quality formal jobs, and reduce emissions and negative externalities.

Quality green jobs for greater inclusion

• Foster job creation in the new green technologies with a tailored mix of innovation and 
employment incentives, training schemes and job placement services.

• Promote additional public and private investments that contribute to increase the necessary 
value added of green sectors to boost the creation of formal jobs.

• Protect workers from job losses due to the green transformation, through well‑designed 
and co‑ordinated social assistance schemes, individual unemployment accounts and 
ALMPs to activate the most vulnerable workers negatively affected by the transformation.

• Create a social protection floor to protect living standards for those who have no access 
to unemployment benefits or assistance; guarantee at least universal access to essential 
health care and targeted basic income, while ensuring sustainable and equitable financing 
of these measures.

• Incentivise the transition of informal workers to new, productive firms involved in green 
technologies. Reinforce self‑employment and entrepreneurial programmes through ALMPs 
to help the formalisation of micro‑firms negatively impacted by the transition.

Box 3.6. Key policy messages (cont.)
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• Ensure continued social protection coverage during labour market transitions, including 
by ensuring coverage for workers in all types of employment and by facilitating portability 
of entitlements between schemes.

• Tackle environmental health risks by expanding general health coverage and/or targeting 
measures to the most exposed people, such as those who lack sanitation services or 
adequate access to good quality air or water.

Box 3.6. Key policy messages (cont.)

Notes

1. Transformative change is defined as “a system‑wide change that requires more than 
technological change through consideration of social and economic factors that, with technology, 
can bring about rapid change at scale” (IPCC, 2022[1]), thus associating transformative change to 
the notion of systemic change or change in the system structure and its interactions.

2. Installed capacity is the maximum amount of electricity that a generating station can produce 
under specific conditions. While electricity generation is the amount of electricity that is 
produced over a specific period of time. Given that some renewable sources of energy depend 
on the sun or the wind, one refers to their installed capacity as a measure of their potential 
contribution to electricity generation.

3. The Caribbean Community is an intergovernmental organisation with 15  member states: 
Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Haiti, Jamaica, 
Montserrat, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Suriname, 
and Trinidad and Tobago.

4. Antigua and Barbuda, Aruba, Barbados, Curacao, Guadeloupe, Guyana, Jamaica, Saint Lucia, 
Saint Kitts and Nevis, and Saint Vincent and the Grenadines are some of the countries that 
already have or are actively pursuing RE installations (ECLAC, 2021[12]).

5. Bolivia, Chile, Colombia, Costa Rica, the Dominican Republic, Ecuador, El Salvador, Guatemala, 
Haiti, Honduras, Nicaragua, Panama, Paraguay, Peru and Uruguay. The technical secretariat of 
RELAC is led by the Inter‑American Development Bank (IDB).

6. The OECD “Equitable Framework and Finance for Extractive‑based Countries in Transition 
(EFFECT)” assists policy makers in designing comprehensive strategies to advance the low‑
carbon transition, avoid high‑carbon lock‑in and leave no‑one behind in a global low‑carbon 
economy.

7. Associated gas is natural gas produced along with crude oil, which is often seen as an 
inconvenient by‑product of oil production.

8. CCUS refers to the process of capturing, utilising, transporting and storing underground CO2 to 
avoid its release into the atmosphere.

9. The study has been carried out using the PLEXOS Integrated Energy Model, a simulation software 
designed for energy market analysis by Energy Exemplar. It was first developed as an electricity 
market simulator. Later, its functionality was extended so that the latest versions of PLEXOS 
integrate electricity, gas, heat and water (https://energyexemplar.com/solutions/plexos/).

10. This scenario considers only existing binational interconnections and low transmission 
integration between countries in the region. The supply seeks to meet the projected demand 
of the region by 2032.

11. The main results in the scenario of greater integration (RE+INT) show lower levels of solar PV 
and wind technology adoption than in the non‑integrated scenario (RE and BE). This is due to 
higher system efficiencies and the ability to reduce the number of new generation plants.

12. Extended Producer Responsibility (EPR) is a policy approach under which producers are given 
a significant responsibility –  financial and/or physical  – for the treatment or disposal of 
post‑consumer products. Assigning such responsibility could in principle provide incentives 
to prevent waste at the source, promote product design for the environment and support the 
achievement of public recycling and materials management goals (OECD, 2016[207]).

13. Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, Guatemala, Honduras, Mexico, 
Panama, Peru, Dominican Republic and Uruguay.

https://energyexemplar.com/solutions/plexos/
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14. LAC includes territories in Antigua and Barbuda, Argentina, Bahamas, Barbados, Belize, 
Brazil, Chile, Colombia, Costa Rica, Cuba, Dominica, Dominican Republic, Ecuador, El Salvador, 
Grenada, Haiti, Honduras, Jamaica, Peru, Mexico, Nicaragua, Panama, Saint Kitts and Nevis, 
Saint Lucia, Saint Vincent and the Grenadines, Suriname, Trinidad and Tobago, Uruguay, and 
Venezuela.

15. Technical potential is a term used to describe the energy that is extractable with current 
technology. It specifically refers to the total Installed Capacity [GW] for fixed and floating 
foundations within 200 kilometres of the shoreline (World Bank/ESMAP, 2020[88]).

16. The average for LAC countries does not include Chile, Colombia, Costa Rica and Mexico, since 
these countries were included in the OECD group for analysis (OECD, 2022[92]).

17. The selection of sectors was based on discussions held with LAC delegates to the Governing 
Board of the OECD Development Centre, public officials, experts, academics and private‑sector 
representatives at the following events: Experts Meetings (28‑29 April 2022 and 3 August 2022); 
LAC Forum 2022 (8 July 2022); OECD Emerging Markets Network LAC Roundtable Consultation 
on the Latin American Economic Outlook 2022 (17 June 2022); and desk research.
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Annex 3.A. Key selected sectors for the green transition

Annex Table 3.A.1. Nature‑based solutions, use of land, and biodiversity 
and forestry preservation

Key facts Relevance for the green transition in LAC

•  LAC contains 50% of the world’s biodiversity and 23% of the total forest 
cover (FAO, 2021[154]).

•  LAC includes six of the ten countries with most tree species in the world 
(FAO/UNEP, 2020[155]).

•  The region is host to 8 of the 17 most megadiverse countries on the 
planet (Rodriguez, Mondaini and Hitschfeld, 2017[156]):

cc  Andean‑Amazon: Bolivia, Brazil, Colombia, Ecuador,  
Peru and Venezuela.

cc  Central America: Costa Rica and Mexico.
•  Biodiversity has declined by 94% in LAC since 1975, more than in any  

other region in the world (WWF, 2020[157]).
•  Almost 40% of global deforestation fronts are in LAC (Pacheco et al., 

2021[158]).
•  More than 43 million hectares were deforested in LAC between 2004 and 

2017 due to fires, livestock production, agriculture, mining and transport 
(Pacheco et al., 2021[158]).

•  Current productive practices contribute to climate change through:
cc Deforestation, desertification and biodiversity loss.
cc  GHG emissions from land use change and forestry sectors, which 
are more than three times larger in LAC than in the rest  
of the world (19.3% vs. 5.8%) (FAO, 2014[159]).

•  If properly addressed, nature‑based solutions can help protect  
and restore ecosystems and increase human well‑being:

cc  Sustainable land and forest management could increase  
the resilience of ecosystems and societies (WRI/IDB, 2021[160]).

cc  Green infrastructure can help preserve ecosystems  
and promote sustainable urban development and buildings (WRI/
IDB, 2021[160]).

•  Environmental justice principles could contribute to avoiding indigenous 
communities’ relocation and loss of livelihoods.

Policy instruments Relevant experiences

•  Implement regulations, such as green certifications, environmental 
laws and standards, to assign specific budgets to preserve forests and 
prevent unsustainable land uses (e.g. “Native forest law” in Argentina)  
(IFPRI, 2021[161]), or encourage public‑private collaborations 
(e.g. concessions for sustainable forest and land management)  
(OECD, 2020[162]).

•  Promote participation processes with local communities and civil society 
organisations (CSOs) to identify needs and increase the legitimacy of 
policy.

•  Develop national strategies and promote activities within the United 
Nations Framework Convention on Climate Change to reduce emissions  
from deforestation and forest degradation in developing countries 
(REDD+) to obtain results‑based payments (UNDP, 2021[163]).

•  Costa Rica and Mexico: payments for the Ecosystem Services 
Programme have allowed small and medium‑sized landowners  
to help conserve land and biodiversity through cash transfers since 1997 
(World Bank, 2012[164]).

•  Colombia: the Mosaic Conservation project allowed local communities 
to work on the restoration and preservation of damaged territories 
surrounding national parks and protected areas.

•  Paraguay: the National Strategy of Forests for Sustainable Growth 
(2019) and the national forest monitoring system enabled the 
quantification of emissions reduction and generated reliable data  
on changes on forest areas (Steiner, Andersen and Dongyu, 2020[165]).

•  Peru: Public administration contracts targeted to non‑governmental  
organisations and local entities devoted investments  
of USD 20 million in ten protected areas.
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Annex Table 3.A.2. Sustainable agriculture and livestock

Key facts Relevance for the green transition in LAC

•  LAC is the major net food‑exporting region of the world  
(17% of the net export value of global agricultural and fish commodities 
in 2020) (IICA, 2021[166]; OECD, 2021[113]).

•  The region contains 12% of the world’s land currently under cultivation.
•  The agricultural sector is the second‑most polluting sector in LAC 

(22.9% of all regional GHG emissions), and emissions are rising 
(Bárcena, 2020[168]).

•  Agriculture represented 14% of total employment in LAC in 2019.

•  Current practices contribute to climate change through:
cc  Land degradation: there is accelerated soil erosion, salinisation and 
loss of soil organic matter, mainly due to widespread monoculture 
production.

cc  Unsustainable demand for resources: agriculture in LAC consumes 
large and unsustainable amounts of fresh water (World Bank, 
2020[169]).

cc  Rising GHG emissions: agriculture emissions in LAC increased 
by 32% between 1990 and 2019, reaching a total of 1.04 Gt CO2e 
(Climate Watch, 2020[119]).

•  Proper policies could help:
cc  Preserve ecosystem services and reduce pressure on the 
environment.

cc  Reduce poverty and hunger and create quality formal jobs, 
particularly in rural areas.

Policy instruments Relevant experiences in LAC

•  Implement consensual regulations to:
cc promote sustainable spatial planning (OECD, 2020[162])
cc  establish certifications, environmental laws and standards  
(IFPRI, 2021[161])

cc  foster public‑private agreements to promote the large‑scale 
adoption of climate‑smart production processes and technologies, 
especially in the livestock sector (e.g. Acuerdos de Producción 
Limpia in Chile) (OECD/FAO, 2022[171])

•  Allocate resources by:
cc  Applying taxes to discourage unsustainable practices  
(OECD, 2020[162]).

cc Defining charges and fees (OECD, 2020[162])
cc  Redesigning subsidy schemes to discourage the use of pesticides 
or fossil fuels and promote biodiversity (OECD, 2020[162]).

•  Invest in technology R&D for better use of resources and green farming 
practices (e.g. Observatory of Brazilian Agriculture and Livestock).

•  Brazil: has integrated low‑carbon sustainable agriculture and livestock 
experiences. In 2020, it launched the National Bioinputs Program,  
a policy to foster the use of bio‑based products in agriculture.  
The Brazilian Association of Carbon‑Neutral Meat Producers unites 
farmers, who are implementing integrated crop‑livestock‑forestry 
systems to link sustainable farming, cattle and forestry activities  
to continue producing high‑quality products that have a low carbon 
footprint. For example, a carbon‑neutral beef certification  
was developed and is already available on a commercial scale  
(Food Navigator, 2019[172]).

•  Ecuador: the climate‑smart livestock farming project allowed an increase 
in milk production, improved soil quality on 40 000 ha and paid higher 
wages in the sector, while avoiding 24 000 tonnes of GHG emissions 
thanks to rotational grazing and pasture compost production.

•  Uruguay: good practices and alternatives to the use of pesticides 
allowed reduced use of herbicides (by up to 70%) in the soybean 
production cycle without affecting yields and saving up to USD 40 per 
cultivated hectare.

•  Mexico: efficient and low‑emission technologies in agriculture  
and agro‑industry allowed a total of 1 842 agribusinesses to reduce their 
net GHG emissions by 6 Mt of CO2 equivalent and to produce energy 
from biomass (FAO, 2021[154]).
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Annex Table 3.A.3. Bioeconomy and regenerative food systems

Key facts Relevance for the green transition in LAC

•  LAC has high potential for biomass production due to the availability 
of land, adequate soils and water (Rodriguez, Mondaini and Hitschfeld, 
2017[156]).

•  The bioeconomy raises the need for new relationships between 
agriculture and food, due to the fact that 50% of municipal waste  
is organic and food consumption waste represents 34% in LAC  
(UNEP, 2018[173]).

•  LAC presents advantages in six thematic areas for the development of 
the bioeconomy: 1) exploitation of biodiversity resources;  
2) eco‑intensification of agriculture; 3) biotechnology applications; 
4) biorefineries and bioproducts; 5) improved efficiency of agrifood 
chains; and 6) ecosystem services (Aramendis, Rodríguez and Krieger 
Merico, 2018[174]).

•  The bioeconomy can contribute to meeting the challenges of productive 
diversification and structural change associated with changing the 
economic dependence on primary commodity producing in agriculture, 
mining and fossil resources (Rodríguez, Rodrigues and Sotomayor, 
2019[175]).

•  The bioeconomy promotes new production, enabling the development  
of new products that can be used as inputs in other sectors,  
such as biomaterials for construction, bio‑inputs for agriculture, 
enzymes for industry and substitutes for petrochemical products.  
It also helps change consumer behaviour or satisfy new consumer 
demands (e.g. functional foods, biocosmetics) (Rodríguez, Rodrigues 
and Sotomayor, 2019[175]).

•  The bioeconomy is a feasible alternative towards decarbonisation.  
It provides an adequate framework for the harmonisation of policies 
required for the implementation of the 2030 Agenda for Sustainable 
Development (Rodríguez, Rodrigues and Sotomayor, 2019[175]). 

Policy instruments Relevant experiences in LAC

•  Promote the development of national bioeconomy strategies by:
cc  Recognising territorial and landscape specificities, to increase  
a just distribution of benefits.

cc  Creating or adjusting education programmes, technical training  
and the use of information and communications technology  
to develop necessary capacities.

cc  Focusing on nature‑based solutions as an option to harmonise 
development and ecosystem protection. 

•  Brazil: the Biotec Initiative (2021) prioritises four areas of biotechnology: 
human health, agriculture, industrial and environment (MCTI, 2021[176]).

•  Colombia: the international bioeconomy mission (2020) aims to 
provide the grounds to take advantage of biodiversity, and to promote 
development of an environmentally sustainable agricultural and livestock 
sector, by adopting a zero food waste approach and promoting advanced 
technologies in the health sector.

•  Uruguay: the bioeconomy contributed to the COVID‑19 recovery, to 
the advancement of biotechnology and the valorisation of agricultural 
and agro‑industrial products development in the meat and dairy chains 
(Borges et al., 2021[177]).
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Annex Table 3.A.4. Water management

Key facts Relevance for the green transition in LAC

•  LAC is host to one‑third of the world’s freshwater resources.
•  Cities and productive areas in LAC have high levels of water stress:

cc  166 million people do not have access to a safely managed potable 
water service (ECLAC, 2022[179]).

cc 46 million do not have basic sanitation facilities (CAF, 2017[178]).
cc Less than 50% of wastewater is adequately treated.
cc  A total of 43% of countries in the region report low levels of 
Integrated Water Resources Management (ECLAC, 2022[179]).

•  Access to water is a cornerstone of development and a strong engine 
for reducing inequalities. It is a key determinant of economic growth, 
environmental health and social well‑being.

•  Climate change affects water management in multiple ways, including 
changes in precipitation and therefore in seasonal and annual patterns  
of floods and droughts, water availability or dilution capacity,  
while affecting health, economic activities and water‑dependent 
ecosystems (Climate‑ADAPT, 2021[180]).

•  With large parts of the world dependent on rain‑fed agriculture, 
reduction in water availability, coupled with unpredictable changes  
in rainfall, could affect millions of farm‑based livelihoods and jeopardise 
food security (FAO, 2021[181]).

Policy instruments Relevant experiences in LAC

•  Modern water legislation should focus on basin planning, climate change 
adaptation measures, water conservation and prioritisation of human 
consumption and water supply over other uses. Energy regulation is 
required to encourage the establishment and use of renewable energy 
and efficiency without overexploiting water resources.

•  Promote nature‑based solutions, such as mangroves. Protecting 
shorelines from storms, lakes storing large water supplies, and 
floodplains absorbing excess water runoff is a key part of these 
initiatives.

•  Address the need for a water transition. Water should be considered  
a natural asset. The human right to water should be guaranteed  
and negative externalities reversed, while moving towards  
circular water management.

•  Peru: the Lacomes Project provides potable water and sanitation 
systems, powered by solar energy and built with local materials,  
in accordance with the dry forest climate (MINAGRI, 2022).

•  Mexico: Isla Urbana is dedicated to contributing to water sustainability 
in Mexico through rainwater harvesting (Isla Urbana, 2021[182]).

•  Uruguay: CTAGUA is the technological centre for water development  
in Uruguay, using the internet of things and big data to help companies, 
technical institutes and universities address the country’s main water 
challenges (CTAGUA, 2022[183]).
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Annex Table 3.A.5. Waste management and plastics

Key facts Relevance for the green transition in LAC

•  The LAC region produces 541 000 t of municipal waste per day.  
This figure is projected to grow by 25% by 2050 (UNEP, 2018[173]).

•  Almost 95% of waste goes to sanitary landfills (52.0%), open dumps 
(26.8%) or other landfills (16.5%). Only 4.5% is recycled and less than 
1% is composted, incinerated or digested anaerobically (Kaza et al., 
2018[184]).

•  In LAC, plastics represent 12.4% of municipal solid waste –  
the fourth‑largest waste stream in the region (Kaza et al., 2018[184]).

•  A total of 40% of the plastic used in LAC is disposed of after single use 
(IDB, 2020[185]).

•  High GHG emissions: waste and industrial processes are the 
fourth‑largest GHG emissions producer in the region, accounting for 
10% of total emissions (ECLAC, 2020[186]).

•  Unsustainable consumption patterns: urban household material 
consumption is projected to increase to 25 t per capita in LAC by 2050 
(well above the range of 6‑8 t per capita of the sustainable scenario 
established by the UN International Resource Panel) (UNEP, 2021[187]).

•  High potential to create formal jobs: there are over 1.8 million informal 
waste pickers in LAC, recovering up to 50% of the material that is 
recycled (Sturzenegger, 2021[188]).

•  Plastic waste in the ocean: it is estimated that the ocean contains about 
75‑199 Mt of plastic waste and the yearly additional inflow could nearly 
triple by 2040. This threatens ecosystem services that are fundamental 
to many livelihoods and the blue economy (UNEP, 2021[106]).

Policy instruments Relevant experiences in LAC

•  Set ambitious goals as part of co‑ordinated strategies to reduce 
solid waste generation and disposal in landfills while promoting the 
formalisation of informal recycling workers.

•  Co‑ordinate actions across levels of government and key stakeholders. 
Cities and local governments tend to be responsible for waste 
management services.

•  Support and promote informal businesses and workers operating  
in circular business models (e.g. repair, refurbishment, remanufacture 
and recycling) (Circular Economy Coalition of Latin America and the 
Caribbean, 2022[189]).

•  Expand plastic bans, which are often narrowly focused on certain types 
of single‑use products (Karasik et al., 2020[190]).

•  Increase the low price of virgin plastic (Geyer, 2020[95]), and reduce the 
costs of alternatives (Karasik et al., 2020[190]).

•  Internalise waste externalities and require producers to take 
responsibility for waste treatment or disposal (EPR).

•  Engage in stakeholder consultations (UNEP, 2021[106]).
•  Combine information instruments with clean‑ups and measures that 

provide convenient alternatives to plastic products  
(Heidbreder et al., 2019[191]).

•  Provide incentive schemes to reduce waste production 
(e.g. pay‑as‑you‑throw system or differentiated tariffs).

•  Use public procurement to promote sustainable practices in the waste 
sector.

•  Generate information and data to monitor total waste streams, their 
recovery and the use of secondary raw materials in the economy  
(Kaza et al., 2018[184]).

•  Prohibitive regulatory instruments: there are bans on the sale and/or 
use of single‑use plastic products in Chile, Colombia, Panama, Peru and 
Uruguay, in addition to import bans in highly affected small island states, 
such as Antigua and Barbuda and Saint Lucia (UNEP, 2021[192];  
UNEP, 2021[106]).

•  Affirmative regulatory instruments: there are obligations for plastic 
producers in Colombia and Peru to use recycled material, and EPR 
schemes in Argentina, Brazil, Chile, Colombia and Mexico that provide 
positive incentives (UNEP, 2021[192]; IDB, 2020[185]).

•  Economic instruments: examples include exemption of plastic 
alternatives from import duties in Saint Lucia (UNEP, 2021[192]); a tax 
on the consumption of plastic bags and single‑use plastic products in 
Colombia; a green tax on polyethylene terephthalate bottles in Ecuador 
(IDB, 2020[185]); and an environmental protection levy on packaging, 
as an advanced disposal fee, in Jamaica (UNEP, 2021[106]). “Ecoins” 
purchasing power parity in Costa Rica rewards recycling with a digital 
coin that can be exchanged for discount coupons from sponsoring 
companies (Ecoins, 2022[193]).

•  Information instruments: examples include the #MenosPlásticoMásVida 
(#lessplasticmorelife) initiative on responsible plastic consumption  
in Peru (UNEP, 2021[192]) and Ecuador’s permanent campaign Plásticos 
en el mar… NO MÁS! (No more plastics in the sea) to educate 
fishermen and associated parties (IDB, 2020[185]).

•  There are efforts in Chile, Colombia and Peru to recognise informal 
waste pickers and recyclers and integrate them into formal waste 
management (Rateau and Tovar, 2019[194]; IDB, 2020[185]).
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Annex Table 3.A.6. Sustainable tourism

Key facts Relevance for the green transition in LAC

•  In 2021, tourism contributed 6.1% to Latin America’s GDP  
(+26.5% change from 2020) and 13.4% of total jobs (14.25 million), 
representing an 8% recovery. In the Caribbean, tourism contributed 
9.1% of GDP (+36.6% change from 2020) and 13.4% of total jobs 
(2.35 million), representing a 15.2% increase  
(World Travel and Tourism Council, 2022[167]).

•  In 2019, informal employment in tourism reached 63.3% in the region.  
Individuals under age 24 account for 20.9% of total employment  
in the sector (ILO, 2021[195]).

•  By 2030, CO2 emissions from tourism corresponding to transport will 
increase by 25% over 2016 levels (from 1 597 Mt CO2 to 1 998 Mt CO2) 
(World Travel and Tourism Council, 2022[167]).

•  Potential environmental impacts caused by activities related to tourism 
(World Economic Forum, 2020[1]) include:

cc  Unco‑ordinated land use due to rapid urban growth.
cc  Destruction of fragile ecosystems.
cc  Contamination of bodies of water.
cc  Aesthetic deterioration of the landscape and the urban 
environment.

•  The tourism sector plays an essential role in realising circularity in the 
use of plastics. Tourism contributes to plastic pollution through the 
single use of water bottles, disposable toiletries, plastic bags, bin liners, 
food packaging and cups.

•  The tourism sector can contribute directly to the achievement of SDG 8 
on decent work and economic growth, SDG 11 on sustainable cities 
and communities, SDG 12 on responsible consumption and production, 
SDG 14 on life below water, and SDG 15 on life on land.

Policy instruments Relevant experiences in LAC

•  The environmental consequences of tourism are largely associated with 
a lack of information and unsustainable behavioural patterns. Some key 
policy instruments used to reduce GHG emissions in the sector  
in LAC are:

cc  Regulatory approaches, e.g. emission standards, bans on toxic 
substances, and land planning instruments.

cc  Communication campaigns to provide information to citizens and 
enterprises for adequate use and disposal of resources

cc  Market‑based instruments, e.g. environmental taxes, financing, 
payment for environmental services, GHG emission trading, green 
bonuses, public‑private partnerships, concessions, and seed 
capital initiatives (BIOFIN Costa Rica, 2021[197]).

•  Sustainable tourism projects:
cc  Guatemala: in 2015, IMPULSA was created to protect 334 areas 
(32% of the territory).

cc  Mexico: tourism development Mayakoba aims to increase 
biological diversity by preserving and strengthening terrestrial 
ecosystems, as well as creating aquatic habitats.

cc  Peru: with the Project of the Tingana Association, inhabitants 
changed their behaviour from indiscriminate logging, fishing 
and hunting to ecotourism activities and safeguarding the jungle 
(UNWTO/Organization of American States, 2018[198]).

•  Policy guidelines: to promote ecosystem‑friendly tourism with minimal 
impact on the environment and local culture, several LAC countries have 
developed regulatory framework guidelines. Examples include:

cc  Columbia: United for the Environment sustainable tourism policy 
(Ministerio de Industria y Comercio, 2020[199])

cc  Mexico: sustainable tourism policy 2030 (Gobierno Federal Sectur, 
2020[200])

cc  Panama: Sustainable Tourism Master Plan  
(Ministerio de Ambiente, 2020[201]).
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Annex Table 3.A.7. Sustainable mining

Key facts Relevance for the green transition in LAC

•  LAC countries are well placed to take advantage of demand for critical 
minerals during the green transition. Argentina, Bolivia, Brazil, Chile, 
Mexico and Peru have significant reserves of copper, iron ore, lithium, 
nickel, magnesium, molybdenum, silver and zinc.

•  LAC includes the world’s biggest copper producer (Chile), the world’s 
biggest silver producer (Mexico), the third‑biggest steel producer 
(Brazil) and the seventh‑biggest bauxite producer (Jamaica).

•  In 2017, a total of 61% of global lithium reserves were in LAC, along 
with 39% of global copper reserves and 32% of nickel and silver 
reserves (ECLAC, 2018[28]).

•  Investments in lithium in 2021 in LAC increased by an average of 117% 
compared to 2020, reflecting increases of 559% in Chile and 77% in 
Argentina (S&P Global Market Intelligence, 2022[29]).

•  The mining sector accounts for 21% of total exports from Peru, 60% 
from Chile and 46% from Brazil (Pietrobelli and Calzada, 2018[202]). 

•  The demand for materials associated with a low‑carbon transition 
is projected to grow by 110% by 2060 (from 2015 levels), requiring 
resource extraction to more than double, reaching 190 Mt per year.

•  Critical minerals present in LAC are essential inputs for the scaling up 
of the renewable energy technologies needed for the green transition. 
Lithium‑ion batteries require cobalt, lithium, nickel, manganese; electric 
vehicles require rare earth elements; solar PV requires cadmium, indium, 
gallium, selenium, silver and tellurium; wind turbines require rare earth 
elements; and aluminium and copper are needed across all renewable 
energy technologies (Dominish, Florin and Teske, 2019[203]).

•  The development of a sustainable mining sector can be an opportunity 
for LAC countries to generate substantial revenue from tax and royalties, 
lead to improved infrastructure, and facilitate uptake of renewable energy 
generation, creating jobs and generating revenues that could support 
local investment in education, health care and other community benefits.

Policy instruments Relevant experiences in LAC

•  In the development of a sustainable mining sector, address 
environmental, social and governance risks throughout the value chain 
– from extraction to end use and recycling – to avoid the environmental 
damage, fragility, conflict and human rights abuses that have often 
characterised the mining sector in LAC.

•  Develop regulatory frameworks that encourage private investment 
(including related power and transport infrastructure), eliminate 
corruption, and engage and deliver concrete benefits for local 
communities throughout the mining life cycle. This could be a 
catalyst for inclusive development, economic growth and structural 
transformation of economies.

•  Use triple and quadruple helix co‑ordination to promote innovation 
in the mining and energy sectors through interaction among mining 
companies, suppliers, governments, academia and CSOs.

•  Use geological mapping to help governments understand the extent  
of endowments of critical minerals and metals, and present geoscience 
data in an accessible way to attract private‑sector investment.

•  Use the mining sector to support the roll‑out of energy access to 
surrounding communities. The sector can provide anchor electricity 
offtake in rural areas not covered by the national electricity grid.

•  Chile: has implemented several policy and investment measures to 
develop its local lithium value chain. For example, the Ministry of Mining 
has set out provisions to incentivise downstream industries and clarify 
existing policies, to encourage public and private investment, and to 
double lithium carbonate production to 230 000 mt per year by 2023 
(Perrine et al., 2020[204]).

•  Peru: developed the Towards a Vision for Mining in Peru in 2030 
strategy in 2016. It sets out measures to enhance the economic 
contribution of mining and emphasises the need to ensure alignment 
with the SDGs and territorial development priorities (IRP, 2020[205]).

•  Chile and Mexico: the two countries are leading the way in the 
integration of utility‑scale renewable energy projects for mines. Notable 
examples include Antofagasta’s 115 MW wind power and Compañía de 
Acero del Pacífico’s 100 MW solar PV projects in Chile, and Industrias 
Penoles’ 180 MW wind power plant in Mexico (Alova, Galina, 2018[206]).





Chapter 4

How to make it possible? 
Financing a green 
and just transition
To transition to net‑zero emissions economies, the 

LAC region must mobilise substantial resources 

in a tight fiscal space. To do this, the region needs 

an effective financing strategy that involves the 

public and private sectors. This chapter analyses a 

sustainable fiscal policy that aims to invest more 

and better in the green transition, with a focus on 

the energy sector. It proposes ways in which the 

region can mobilise further resources, specifically 

through environmental taxes, innovative debt 

tools, and phasing out fossil fuel subsidies (without 

neglecting the most vulnerable). It stresses the need 

for sustainable financial strategies that channel public 

and private investment towards projects with greater 

environmental benefits. It focuses on the role of 

finance ministries and that of sub‑national, national 

and international development finance institutions 

(DFIs) in helping mobilise resources for the green 

transition. It also suggests strategies to help the public 

sector mobilise private‑sector investments towards 

sustainable projects. Finally, it looks at the importance 

of sustainable finance frameworks in developing and 

improving regulatory guidelines that facilitate private‑ 

and public‑sector investments.
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Both the public and the private sectors are needed
to �nance the green transition in LAC 

Average revenues in LAC amounted
to 1% of GDP in 2020, lower than 
the estimated OECD average of 2%

Environmentally-related tax revenue in LAC countries, by main tax base, 2020 

The role of national
and sub-national
development banks
is key in leveraging
private-sector resources

Sustainable �nance frameworks 
should maintain transparency
and avoid greenwashing by 
improving regulatory tools,
such as sustainability and green 
bond standards and taxonomies
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In LAC, the GSSS market has been growing since 2015
reaching an accumulated USD 73 billion in September 2021
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To fund a green transition the region must levy further resources 
through environmental taxes, emissions trading systems
and a step-by-step phase-out of fossil-fuel subsidies

To mobilise the vast amount of funds needed for the green transition, the pool
of stakeholders and tools will also have to be enlarged
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LAC faces the challenge of financing the green transition under a tight fiscal space 
in a context of persistent social inequality and historic development challenges. In 
answer to the coronavirus (COVID‑19) crisis, the region expanded social spending while 
experiencing a drop in revenues, resulting in a strong increase in public debt. With 
reduced fiscal leeway, most LAC countries must align recovery stimulus with achieving 
sustainability targets, while protecting the most vulnerable (Chapter 1).

To finance the green transition, the region needs to invest more, while mobilising 
further resources from public and private sources. The cost of inaction is high, for 
instance a 2.5°C rise in temperature could cost the region between 1.5% and 5.0% of 
gross domestic product (GDP) by 2050 (Bárcena et al., 2015[1]). Thus, it is important to seek 
and scale up innovative financial instruments and develop strategies that enable LAC 
countries to achieve both their Nationally Determined Contributions (NDCs) and their 
commitment to the United Nations Sustainable Development Goals (SDGs). Specifically, 
countries need to increase and improve public and private spending on clean energy and 
energy efficiency, since these are the most cost‑effective ways to reduce emissions on a 
global scale (IEA, 2021[2]). This should be coupled with the development of well‑defined 
renewable energy infrastructure investment plans, also known as “robust low‑carbon 
infrastructure project pipelines”, that specify what and where project investments are 
needed, when they should be built, how to finance them, or if they are sufficient to meet 
long‑term objectives (OECD, 2018[3]). The region also needs a “big push” towards developing 
innovative ways to mobilise public and private resources. Environmentally related taxes 
present themselves as an important opportunity, as they can raise additional revenues, 
create the right behavioural incentives, and accelerate the green transition. Similarly, 
rationalising and phasing out fossil fuel subsidies, particularly the ones that benefit 
the affluent population, is also a way to liberate further resources. Likewise, scaling up 
debt tools, such as green, social, sustainable, and sustainability‑linked (GSSS) bonds, 
debt‑for‑nature swaps, catastrophe (CAT) bonds, and natural disaster clauses, will be critical.

Developing the right compensation schemes will be necessary as the green transition 
advances. The effects of climate change and the policies necessary to address them will 
leave certain sectors of the population in a more vulnerable state, for instance as a result of 
job loss in certain sectors. Compensation schemes need to include cash transfers, in‑kind 
transfers, unemployment benefits for workers dismissed active labour market policies 
(ALMPs) (Chapter  3) and expanded social protection systems for the most vulnerable 
(Chapter 1). Compensation policies can also include facilitating relocation and retraining 
of workers, promoting decent work in rural areas, offering new business models, and 
supporting displaced workers.

Sustainable finance strategies that involve a diverse pool of stakeholders are essential 
to guide the green transition. Finance ministries have the important role of developing 
fiscal frameworks that protect green investments and thus ensuring that the ecological 
transition becomes a long‑term priority. An important step is to align national expenditure 
and revenue processes with climate and other environmental goals. Similarly, the use of 
innovative tools such as a “green golden rule” could also prove to be useful. National 
and sub‑national development banks can also help by providing technical and financial 
support for the design of climate and financial strategies (Finance in Common, 2021[4]; 
Galindo, Hoffman and Vogt‑Schilb, 2022[5]).

Climate‑related development finance also plays a key role in increasing investment in 
projects with environmental benefits. Here, the expansion of green financing by bilateral, 
multilateral, and private donor sources is critical to help countries meet their ambitious 
climate‑related goals. This includes tapping into the growing resources of multilateral 
climate funds, which include a variety of donors such as multilateral and bilateral actors, 
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the private sector and donations. Moreover, the improvement of sustainable finance 
frameworks through public‑private co‑operation is crucial. These frameworks should 
enhance regulatory tools, such as sustainable standards and taxonomies that increase 
the flow of private resources to sustainable projects. Last, since most of the investment for 
the green transition will come from the private sector, the public sector must put in place 
the necessary incentives to redirect private‑sector investments towards green projects.

While the costs of inaction to fiscal stability have been addressed in Chapter 1, this 
chapter highlights the importance of developing an environmentally sustainable fiscal 
policy in the LAC region to drive a green and just transition. This involves a focus on more 
and better spending on clean energy and energy efficiency, as well as seeking new ways 
to mobilise additional revenues, such as environmental taxes, emissions trading systems 
(ETS), phasing out subsidies and scaling up debt tools (e.g. GSSS bonds, debt‑for‑nature 
swaps, CAT bonds and natural disaster clauses). The chapter then addresses compensation 
mechanisms to protect the most vulnerable and those who stand to lose, at least 
temporarily, from the impacts of green policies. It then focuses on sustainable finance 
strategies including enhancing green fiscal frameworks (e.g. through green golden rules) 
and mobilising green investments by key actors (e.g. finance ministries and sub‑national, 
national and international DFIs). The chapter also focuses on financial strategies to 
increase the mobilisation of private‑sector resources and stresses the importance of 
developing and expanding sustainable finance frameworks that ensure that public and 
private investments effectively reach environmentally sustainable projects. Lastly, it 
ends with messages and conclusions.

Developing environmentally sustainable fiscal policies that favour 
the green transition

To achieve a sustainable and climate resilient net‑zero economy, LAC countries have 
set their own climate mitigation and adaptation targets through their NDCs for 2030, 
prioritising the energy sector, among others. The energy sector represents the largest 
source of greenhouse gas (GHG) emissions, accounting for 43.5% of LAC’s emissions 
(Climate Watch, 2022[6]; FAO, 2022[7]; OECD/IEA, 2021[98]). As a result, countries have been 
shifting their focus towards the energy sector (Chapters 2 and 3).

A successful green fiscal policy in the region aimed at achieving the NDCs, including 
the more ambitious energy‑related emissions targets, will necessarily have to increase 
spending and incentives on clean energy and energy efficiency while mobilising vast 
resources through specific tax strategies and novel financial instruments. This needs 
to be coupled with compensation mechanisms for the most vulnerable to guarantee a 
just transition.

Increasing spending on clean energy and energy efficiency would be 
a cost‑effective way for the region to meet its net‑zero emissions targets

Responding to the climate crisis in LAC requires immediate and better investment in 
clean energy and energy efficiency (IRENA, 2022[8]; OECD, 2018[3]). Globally, these two types 
of investments could provide more than 90% of the required reductions in energy‑related 
carbon emissions, driven by substantial electrification (IRENA, 2022[9]). For LAC, this 
presents a unique opportunity due to the rapid nature of the region’s growth and the 
amount of new equipment and infrastructure being built and purchased, including 
buildings, factories, vehicles, and networks (IEA, 2021[2]). The capital intensity of clean 
energy investment also requires keeping costs from public and private sources low, which 
will be critical to the speed and affordability of this transformation (IEA, 2021[2]).
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In emerging markets and developing economies, including LAC, clean energy 
investment needs to increase substantially, especially in electricity generation. If 
emerging economies are to become net‑zero by 2050,1 investment needs to increase from 
an average per year of USD 150 billion in 2020 to over USD 1 trillion by 2030. Over the next 
decade, the largest increase lies in electricity generation, with annual investment going 
from around USD 0.5 trillion in 2020 to USD 1.6 trillion by 2030 (IEA, 2021). Likewise, if 
these net‑ zero economy targets are to be achieved, a transition of the manufacturing 
industry to low‑carbon technologies will be necessary given that this sector is the largest 
energy consumer and is one of the main sources of CO2 emissions worldwide, accounting 
for 40% of total CO2 emissions (OECD, 2022[10]).

Additionally, investment in electricity grids needs to increase substantially to 
accommodate higher electricity demands and the rise in renewables deployment. Since 
electricity grids are the backbone of power systems, it is necessary to invest in their 
expansion and modernisation to integrate renewable energies (IEA, 2021[2]). Similarly, 
countries, along with the private sector, need to increase spending on electrification via 
greener buildings, appliances and electric vehicles (EVs). For the latter, governments need 
to promote investment in public EV chargers to accommodate growing electric mobility 
needs, develop tax incentives and purchase subsidies, and expand green auto loans and 
leasing models (IEA, 2021[2]). A further, more efficient effort, which also deals with the 
increasing urban traffic congestion in LAC cities, is to promote the vast deployment of 
structured public electromobility systems (ECLAC, 2020[11]).

Improving and investing in energy efficiency is the cheapest and most immediate 
way for LAC countries to start reducing their use of fossil fuels (EESI, 2022[12]). Increasing 
spending on eliminating energy waste entails, for instance, investing in energy‑efficient, 
digitally connected buildings driven by climate‑based scenarios. These scenarios consider 
projections of future GHG emissions to assess infrastructures’ future vulnerability to 
climate change. This will have to be accompanied by a substantial shift towards clean 
solutions to manage the significant rise in demand for cooling. To achieve the goal, 
governments also have to develop appropriate regulations to increase affordable consumer 
finance, improve building codes and reduce fossil fuel energy subsidies (IEA, 2021[2]).

A ‘twin transition’ approach recognising the importance of progressing both the 
digital transformation and the green transition in order to reduce emissions will be 
critical to boost efficiency and serve to build a more inclusive and just energy system in 
the long term (OECD, 2022[13]; OECD, forthcoming[14]). Accelerating the use of digitalised 
technologies can optimise the deployment of decentralised renewable energy (DRE) 
by being able to identify who needs energy and deliver it at the right time, in the right 
place, and at the lowest cost (IEA, 2022[15]; OECD, 2022[13]). DRE is renewable energy that, 
instead of being generated at an energy plant and distributed through a national grid, is 
generated close to where it will be used and distributed through the grid, mini grids and 
off‑grid installations (UN, 2018[16]). Governments in the region have the important role 
of setting up conducive frameworks for the digital transformation of the energy system 
(IEA, 2022[15]).

Investing in smart grids with smart meters for better energy distribution in electricity 
systems is another way to boost energy efficiency. Smart meters enhance efficiency by 
improving customer demand forecasts and consumer awareness. At least a quadrupling 
of investment in these is needed by 2030 if LAC countries are to meet their accelerated 
decarbonisation and electrification aims from their SDG commitments (2030) and their 
NDCs (IEA, 2021[2]).

Countries in the LAC region should advance development of their pipelines of robust, 
low‑carbon energy infrastructure projects. By providing more security to investors, 
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well‑defined renewable energy infrastructure plans can guarantee that investments 
reach sustainable projects (OECD, 2018[3]). Pipelines and plans help investors identify 
opportunities among low‑carbon infrastructure options that match their needs. 
Governments can facilitate these processes, for example, by fast‑tracking valuable 
projects or supporting certain projects to overcome barriers to their development (OECD, 
2018[3]).

Phasing out fossil fuel subsidies and introducing environmental taxes can 
mobilise more revenues while supporting environmental objectives

New investments in the green transition require the mobilisation of additional public 
resources and fiscal reforms. The LAC region is currently under tight fiscal constraints 
characterised in most countries by low tax revenues. Thus, to finance the green 
transition, fiscal policy has to support the recovery. For the green transition, the power 
of appropriate fiscal reform is that it not only generates more resources but also drives 
the needed productive transformation, which generates quality formal employment, 
pushes the green agenda, and protects the most vulnerable (OECD et al., 2021[17]). Besides 
alternative options to raise additional resources, further exploiting other policies can 
achieve multiple targets. These include environmental taxes, ETS or the phase‑out of 
fossil fuel subsidies, particularly to the most affluent population.

To date, the rationalisation and sequential phase‑out of subsidies is an incomplete 
fiscal policy in the LAC region, even though both could free up resources for projects that 
have a positive green impact. While some countries have made efforts to eliminate fossil 
fuel subsidies, such as Mexico through the reduction of fiscal stimulus for the lowest 
octane fuel in 2022 (Ministry of Finance and Public Credit, 2022[18]), much more remains 
to be done. Even if subsidies are intended to protect vulnerable households and firms, 
evidence shows that, in addition to having a high fiscal cost, they often carry negative 
distributional impacts (high regressivity); if not adequately targeted, they tend to favour 
wealthier households that use more fuel and energy.

Many LAC countries provide subsidies for the use of energy products that have 
negative effects on environment and social dimensions. Reasons for implementing fossil 
fuel subsidies may include mitigating the impacts of high and volatile petroleum prices, 
controlling inflation, boosting competitiveness and protecting the poorest segments 
of the population. However, fossil fuel subsidies can put a strain on national budgets 
while also benefiting high‑income households (Puig and Salinardi, 2015[19]), increasing 
air pollution (with associated high health costs), and sending the wrong signals to the 
markets (negatively affecting social‑environmental goals) (Rentschler and Bazilian, 
2017[20]). Generalised fossil fuel subsidies can also contribute directly to urban sprawl, 
which renders mass transport less effective and results in higher emissions due to greater 
use of personal vehicles. A green and just transition in LAC requires phased elimination 
of fossil fuel subsidies, the establishment or adjustment of environmental taxes, and the 
promotion of productive diversification that expands the tax base. All of these measures 
should be within the framework of a policy that provides support to firms and households 
most vulnerable to energy price volatility (ECLAC, 2022[21]).

Public funds coming from fossil fuels could be redirected to green projects. In 2022, 
however, the macroeconomic context is hindering this opportunity. Despite an overall 
downward trend of fossil fuel support measures over recent years, their use is rebounding, 
and some countries still offer generous support measures that could be redirected towards 
more efficient sustainable projects. Of the five LAC countries analysed, Argentina and 
Mexico provided the highest support packages to both consumers and producers in 2020, 
such that fossil fuel support measures accounted for 1.1% of GDP (Figure 4.1). The LAC 
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average ranged from 1.0% of GDP in 2010 to 0.7% in 2020, peaking in 2016 at 1.4%. So far, 
energy tax revenues are greater than the cost of subsidies in the five countries analysed 
and thus represent, on average, a net positive impact on public finances (OECD, 2021[23]).

Figure 4.1. Fossil Fuel support measures in LAC
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Understanding the real impact of fossil fuel subsidies and support measures on the most 
vulnerable should be a priority. Instruments such as direct conditional and unconditional 
cash transfers offer governments more targeted and cost‑efficient approaches to help 
lower‑income households. Even when oil prices remain elevated, governments should 
shift to such targeted measures, noting that to ensure effective targeting, such a shift 
will require improvements to existing transfer and social welfare systems (OECD, 2022[24]).

Taking into account the impacts that phasing out these subsidies will have on the 
most vulnerable populations, as well as the need for gradual reform, is essential to contain 
potential political backlash. It is important that countries start limiting these types of 
interventions that dampen incentives to reduce fossil‑based energy use. They should 
instead focus more on building capacity to better address household vulnerabilities 
to price shocks and accelerate development of alternative sources of energy (OECD, 
2022[24]). Countries should also carry out ex ante assessments of the impacts of phasing 
out subsidies on different segments of the population and provide compensatory 
measures to mitigate any negative effects. Rather than quickly eradicating subsidies, 
governments should streamline the reform through a systematic transition that includes: 
ministerial co‑ordination; building trust gradually through socialisation; promoting 
active government and stakeholder participation; gaining clarity on potential winners 
and losers through macroeconomic modelling exercises; better targeting support; and 
communicating changes to all stakeholders (Chapter 5). A step‑by‑step change in fiscal 
policy, developed through joint formulation with stakeholders, legitimises the new policy 
and prioritises medium‑ and long‑term benefits over and above the negative side effects 
it may have (Coady et al., 2010[25]).

https://stat.link/mk0tdc
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Any changes to the subsidies and support measures should take into account the 
current context. Disclosing information on the subsidies through a transparent and 
clear roadmap could also be key in assessing the benefits and costs for all stakeholders 
(Coady et al., 2015[26]). The LAC region is experiencing high energy prices, rising inflation 
(Chapter 1) and social protests. While the common practice has been to implement such 
reforms only when the international price of fossil fuels does not show an imminent 
upward trend (Coady et al., 2015[26]), the Friends of Fossil Fuel Subsidy Reform (FFFSR), 
a group of 45 World Trade Organization (WTO) member countries, expressed the need 
to superimpose long‑term environmental goals on short‑term ones by working towards 
reforming regardless of current trends (Geneva Environment Network, 2022[27]). Benefits 
to reforming these subsidies continue to accrue with rising oil prices since studies 
suggest that, on average, 30% of carbon revenues could suffice to compensate poor and 
vulnerable households, leaving 70% to fund other political priorities (Vogt‑Schilb et al., 
2019[28]). Rather than introducing new fossil fuel subsidies, governments should now more 
than ever use their public resources strategically to reduce the demand for fossil fuels 
and reduce dependency on these volatile energy sources (Geneva Environment Network, 
2022[27]).

Environmental taxes are underdeveloped in LAC. Economies in the region have been 
slow to implement them, but environmental taxes and price‑based policy instruments 
are playing an increasing role. These types of policies include price signals to guide 
consumer decisions, for example by encouraging businesses and households to consider 
the environmental costs of their behaviour. On average in LAC, environmentally related 
tax revenues amounted to 1.0% of GDP in 2020, lower than the estimated OECD average 
of 2.0% of GDP (Figure  4.2) (OECD et al., 2022[29]). In 2020, revenues from energy taxes 
(most commonly excises from diesel and petrol) generated the highest share of total 
environmentally related tax revenues (65.5%), followed by revenues from motor vehicle and 
transport services (32.5%). There is strong heterogeneity in the region, as environmentally 
related tax revenues ranged from 0.1% of GDP in Belize to 2.8% in Guyana (OECD et al., 
2022[29]). Most LAC economies do not levy an explicit carbon tax; fuel excise taxes are the 
most common form of energy tax, while electricity is sometimes also taxed (OECD et al., 
2021[17]). These types of taxes should help modify consumer behaviour towards cleaner 
energies and transportation modes, thus playing a role in the green transition. As the 
transition advances, the amount levied by environmental taxes should be reduced.

Enhancing carbon pricing could generate multiple benefits in the LAC region. It provides 
an incentive for private actors to take production or consumption decisions consistent 
with global goals to limit climate change and limit health damage from local pollution. 
Depending on its design features, carbon pricing can also increase revenues that can be 
used to finance green public‑sector investment and guarantee a green and just transition 
(OECD, 2021[23]). In a net‑zero emission scenario, for hydrocarbon producers such as Brazil, 
Colombia and Mexico, implementing carbon taxes could generate additional revenues and 
may alleviate some of the projected fall in hydrocarbon revenues (Chapter 1). However, 
these revenues could be small for countries that are relatively low consumers of energy, 
such as Bolivia, Ecuador, and Trinidad and Tobago (Titelman et al., 2022[30]).
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Figure 4.2. Environmentally related tax revenue in LAC countries, by main tax base, 2020
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Carbon pricing can also have negative effects, if certain conditions are not met. If 
clean and inexpensive alternatives are not readily available, implementing carbon pricing 
is likely to increase costs for households (IEA, 2021[2]). Moreover, even if some countries 
can generate higher revenues from carbon pricing schemes, these can be offset by the 
need for higher expenditure to cushion the impacts on consumers (section below on 
protection schemes) (Titelman et al., 2022[30]). The Helsinki Principles of the Coalition of 
Finance Ministers for Climate Action is a step in the right direction to enhance carbon 
pricing. These principles call, above all, for progress towards implementing carbon pricing 
mechanisms, reducing subsidies that are detrimental to the fight against climate change, 
and better monitoring of climate finance by governments and financial systems (Bárcena 
et al., 2020[31]).

As part of their decarbonisation strategies, some LAC countries have started introducing 
carbon pricing instruments, including either some kind of carbon tax or an ETS. In the 
region, efficient fossil fuel pricing mechanisms can raise substantial revenues up to 
around 2% of GDP (Parry, Black and Vernon, 2021[36]) (Chapter 6). Among the carbon pricing 
instruments, ETS are the most cost‑effective market‑based instruments in generating 
incentives to reduce emissions. They consist of an emission cap set by the government in 
specific industries, through which entities covered are allowed to trade emission permits 
(IEA, 2020[34]). They also facilitate emissions reduction as polluters for whom it is hard to 
reduce emissions can buy allowances from polluters who can minimise them at lower 
costs (OECD, 2022[35]). Argentina, Chile, Colombia and Mexico have already introduced 
carbon taxes. In 2020, Mexico became the first country in the region to introduce an ETS 
pilot programme (World Bank, 2022[32]). While covering around 40% of national emissions, 

https://stat.link/ftj342
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the new mitigation policy instrument will give participants time to become familiar with 
the carbon market, letting regulators test its overall design and sending an initial carbon 
price signal through the economy (Castro, Vogt‑Schilb and Santikarn, 2020[33]). Colombia, 
Brazil and Chile have set a timeline to develop an ETS in the next few years (World Bank, 
2022[32]). More recently, hybrid systems with elements of both carbon taxes and ETS have 
emerged as the most effective way to meet decarbonisation goals (IEA, 2020[34]).

Green policies need to be accompanied by protection schemes for vulnerable 
households to limit negative impacts of the green transition and climate change

The effects of climate change, together with some of the undesired consequences 
of  the green transition and its policies, will further expose the most vulnerable, 
highlighting the need for compensation and mitigation schemes. These can include 
cash and in‑kind transfers, complemented by active labour market policies (ALMPs) 
and self‑employment and entrepreneurship programmes. These are all essential tools 
to cushion the social costs of decarbonisation, limit the negative impacts on vulnerable 
households and communities, and allow for a progressive strengthening of countries’ 
social protection systems.

Phasing out fossil fuel subsidies should be done gradually under a wider transition 
policies package, with good communication mechanisms and accompanied by other 
compensation and mitigation measures to contain backlash and backsliding. For 
example, in the case of Indonesia’s reform of electricity subsidies and fuel pricing, 
complementary measures of increased funding for social assistance programmes and 
infrastructure projects have been key in containing backlash and guaranteeing equity 
(D’Arcangelo, F. et al., 2022[37]). To ameliorate the negative impacts on the poor and to 
increase public acceptability of reform, a robust mix of both mitigation and adaptation 
measures, together with public information campaigns that highlight rationales and 
benefits should be considered. Above all, to increase transparency, it is important to 
highlight how the consequent substantial budget savings could be reallocated to increase 
welfare. Reallocation could include increased spending and benefits in sectors such as 
infrastructure, rural development, health, education and agriculture (D’Arcangelo, F. et 
al., 2022[37]). Similarly, existing social protection mechanisms should be bolstered with the 
additional resources (Chapter 1).

Complementary transition support policies should also include helping households 
cope with energy price hikes through the development of capabilities to adapt to a world 
of higher energy costs. It is key that governments enable support mechanisms, such as 
technological change and the development of public transport, that help households 
develop the capabilities to reduce their energy consumption levels and their energy bills. 
Income support policies stand out as a good transitional option that protects households 
to a certain degree without blurring energy price signals, given tax pricing. However, 
more progressive tax systems alone cannot solve the issue of the negative distributional 
consequences of carbon taxes and the phasing out of fossil fuels subsidies. Thus, more 
targeted mechanisms, including social transfers on the basis of constrained energy 
consumption requirements, need to be developed using carbon tax revenues (Chancel 
and Ilse, 2014[38]).

Compensation policies should be complemented by ALMPs and self‑employment and 
entrepreneurship programmes. This would facilitate relocation and retraining of workers, 
promote decent work in rural areas, offer new business models and support displaced 
workers (Chapter  3) (IDB/ILO, 2020[39]). During the transition to a net‑zero economy, 
on average across LAC, brown industries may experience job losses of up to 13.3% of 
employment compared to the business‑as‑usual scenario (Chapter  3). However, new 
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employment opportunities will more than offset these losses by creating up to 15% more 
jobs in green industries, which normally employ more workers (Chapter 3).

Most countries in the LAC region have cash transfer programmes that are much 
more cost‑effective than energy subsidies and do not provide incentives for increased 
fossil fuel use (IDB, 2021[40]). During the COVID‑19 pandemic, countries were forced to 
develop demand policies swiftly, mainly through non‑conditional cash transfers and 
other innovative measures to provide rapid support to public health systems, households 
and firms. Leveraging this infrastructure and the newly developed targeted transfer 
mechanisms becomes essential at a time when it is important that compensatory aid 
reaches the most vulnerable populations (Chapter 1) (OECD et al., 2021[17]).

Although the cost is lower than energy subsidies, badly designed cash transfer 
programmes can have some drawbacks. A major fiscal problem is that they can foster 
informality if they are, in effect, conditional on lacking a formal job (IDB, 2021[40]). 
Moreover, once implemented, they can become permanent and represent a fiscal cost 
year after year. Additionally, their targeting is imperfect, and they may reach some 
non‑poor households, which increases their cost. Last, even though they have multiple 
social benefits (IDB, 2021[40]), they do not always cover marginalised populations and 
households that do not meet the requirements (e.g. when the benefits of low energy prices 
reach many households).

Tapping into additional resources by scaling up novel debt tools to finance 
the transition

Green, social, sustainability, and sustainability‑linked (GSSS) bonds

As the LAC region faces a tight fiscal space, there is a need to promote and scale 
up innovative financial instruments to mitigate climate change and achieve sustainable 
development. On the one hand, the development and strengthening of GSSS bonds 
increasingly consolidates a capital markets‑based approach to sustainable finance that 
contributes to increased private sector financing. On the other hand, scaling up other 
mechanisms (e.g. debt‑for‑nature swaps, catastrophe bonds and catastrophe clauses) is 
also key to addressing important challenges such as fiscal volatility, stabilising budgets 
and the need to build up large budget reserves.

Novel financial instruments, such as GSSS bonds, are already playing an important 
role in the international debt market. They are incentivising greater participation of 
governments, corporates and supranational institutions in the debt market. They are also 
effectively fostering the mobilisation of resources towards sustainable projects in the 
region. In particular, there are two types of structures in the sustainability debt market: use 
of proceeds and target‑linked. As defined by the International Capital Market Association 
(ICMA), green, social and sustainability bonds belong to the first type of structure. These 
are fixed‑income instruments whose proceeds are exclusively applied to finance or 
refinance, entirely or partially, environmental and social projects or a combination of both. 
In the case of sustainability‑linked bonds (SLBs) they are target linked, and proceeds are 
used for general purposes. They differ from green, social and sustainability bonds in that 
they are target‑linked and allow financing outside of specific projects or use of proceeds 
categories. SLBs are also more easily tracked through the assessment of key performance 
indicators (KPI). For SLBs, the issuers choose the associated targets they want to achieve 
through the issuance of the bond, accruing additional payments to bondholders should 
they not meet the set target (Núñez, Velloso and Da Silva, 2022[42]; ICMA, 2022[41]).

Even though sovereign GSSS bond issuance remains a small part of total external 
debt, it can play a key role in driving the corporate sustainability debt market. Sovereign 
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issuers that have the capacity can serve as role models for other types of issuers to 
generate sustainability standards that are harmonised and have monitoring mechanisms. 
Sovereign bonds can also broaden and diversify the investor base of issuances. Different 
stakeholders such as development banks, central banks, bond market associations, 
structuring consultants, and NGOs are already coming together to support the various 
stages of issuance, including the design of the specific frameworks (Núñez, Velloso and 
Da Silva, 2022[42]).

The region’s GSSS bond issuances in international markets have grown substantially 
since 2015. The GSSS market reached an accumulated USD  73  billion from 2014 to 
September 2021 of which green bond issuance accounted for USD 31 billion alone followed 
by social with USD 17 billion. In particular, about 36 distinct LAC issuers accessed the 
sustainable finance market in 2021, with LAC GSSS bond issuances in international 
markets reaching a record high of USD  39  billion in the first nine months of the year 
(Figure 4.3) (Núñez, Velloso and Da Silva, 2022[42]).

Figure 4.3. Total LAC GSSS bond issuance in international markets, 
by type of instrument
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Source: (Núñez, Velloso and Da Silva, 2022[42]).
StatLink https://stat.link/8bw9ph

In the early stages, green bonds were the predominant tool, but social, sustainable 
and sustainability‑linked bonds have recently been more common. Since the issuance of 
the first ten‑year green bond of USD 204 million by the Peruvian company Energía Eólica in 
2014, green bonds became the most used instruments in the region. In 2020, the energy 
and transport sectors together accounted for 79% of green bond allocations, which went 
to renewable energy and sustainable mobility projects (ECLAC, 2022[21]). Although green 
bonds accounted for the largest share (43%) of the region’s total GSSS bond issuance 
in international markets in the December 2014 to September 2021 period, there was a 
significant growth of GSSS bonds in the first nine months of 2021. As a result of the 
market’s expansion and the onset of the COVID‑19 pandemic, attention has moved from 
an environment‑only focus to a broader perspective that includes addressing social and 
sustainability concerns. Within GSSS bond in 2021, whereas green bonds accounted for 
only 14%, SLBs accounted for 37%, the largest share, followed by social bonds (34%) (Núñez, 
Velloso and Da Silva, 2022[42]). This follows the incremental growth of GSSS bonds in 
emerging markets and developing economies (EMDEs) in 2021, largely driven by issuance 
in LAC, which accounted for 66% of the total (IFC/Amundi, 2022[43]).

https://stat.link/8bw9ph
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The region’s GSSS bond issuances come mainly from ten countries2 and two 
supranational entities, the Development Bank of Latin America (CAF) and the Central 
American Bank for Economic Integration (CABEI). Chile was the region’s largest GSSS 
bond market at USD  20.9  billion in cumulative issuance in 2021, followed by Brazil 
(USD 11.1 billion) and Mexico (USD 7.8 billion) (Núñez, Velloso and Da Silva, 2022[42]; ECLAC, 
2022[44]). While most of Chile’s GSSS bond issuance comes from the sovereign sector, 
Brazilian and Mexican GSSS bond issuances are mostly from the corporate sector (Núñez, 
Velloso and Da Silva, 2022[42]). The role of the latter has become increasingly significant 
in the region, leading the GSSS bond volumes between December 2014 to September 2021 
with a share of 42% of the total LAC GSSS bond issuance, while sovereign represented 
37%, quasi‑sovereign 12% and supranational issuers 5% (Figure 4.4) (Núñez, Velloso and 
Da Silva, 2022[42]).

Figure 4.4. Total LAC GSSS bond issuance in international markets, 
by type of issuer, December 2014 to September 2021
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Source: (Núñez, Velloso and Da Silva, 2022[42]).

StatLink https://stat.link/anshz6

LAC SLBs issued in international bond markets reached USD  17  billion in 2021, all 
from the corporate sector (Núñez, Velloso and Da Silva, 2022[42]; ECLAC, 2022[44]). South 
America and the Caribbean currently represent approximately 10% of the global market 
(Environmental Finance Data, 2022[45]). LAC market leaders when it comes to SLB issuance 
in international bond markets are Brazil (54%), Mexico (32%) and Chile (8%) (Núñez, Velloso 
and Da Silva, 2022[42]). Overall, SLB issuances have been dominated by corporates in LAC; 
however, sovereigns are starting to use these instruments. Chile issued the world’s first 
sovereign SLB in March 2022, a USD 2 billion issuance, with the two key performance 
indicators being GHG emissions reduction and scale‑up of power generation (S&P Global, 
2022[46]; BNP Paribas, 2022[47]).

In a COVID‑19 context, SLBs appear as an alternative that can help countries tackle 
economic, social and environmental challenges in a holistic way. SLBs can also be a 
promising innovation to sharpen investors’ focus on supporting the transition strategies 
of entire companies. SLBs can further develop the key role that debt markets can play in 
funding and encouraging companies that contribute to sustainability (Núñez, Velloso and 
Da Silva, 2022[42]; ICMA, 2022[41]). Supporting the expansion and fine‑tuning of this kind of 
instrument offers the opportunity to redirect capital flows towards projects that advance 

https://stat.link/anshz6
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climate change mitigation and adaptation while also addressing social and sustainable 
dimensions to ensure a green and just transition.

To continue scaling up debt market instruments, governments in the region must 
work on innovative approaches, for instance issuing green bonds in local currency or 
fostering digital and technological advances (Box 4.1). The latter can increase debt markets’ 
transparency and make capital much more traceable. While sovereign green bonds can 
foster investment for the energy transition, leveraging private finance, they also need 
financial backup from an enhanced fiscal space. Therefore, a fiscal reform, together with 
deeper changes in the global financial architecture, needs to be orchestrated. Blockchain 
technology can play a part in solving some of the problems associated with conventional 
bonds. This involves the ability of various stakeholders to monitor the flow of money, 
obtain or provide updates on the development status in real time, or demonstrate the 
impacts of GSSS bonds. A blockchain‑supported bond issuance platform can be used 
to digitalise the whole bond issuing process, which can allow for the establishment 
of transparent nodes for its effective supervision (Chen and Volz, 2021[48]). Other key 
supporting instruments to develop the sustainable bond market include strengthening 
the role of local and external reviewers and second opinion providers.

Overall, scaling up GSSS and promoting a capital markets‑based approach to 
sustainable finance – coupled with comprehensive frameworks that improve its 
effectiveness, transparency, comparability and credibility – can contribute to raising 
vast resources in the region (section below on sustainable finance frameworks) (Núñez, 
Velloso and Da Silva, 2022[42]). In the case of LAC countries, meeting the growing demand 
for quality public services and infrastructure in a tight fiscal context while making 
them sustainable and climate friendly will require catalysing other sources of financing, 
especially from the private sector (section below on mobilising private investment flows) 
(Núñez, Velloso and Da Silva, 2022[42]).

Box 4.1. Innovative financing tools to enhance local markets and advance in the 
digital transformation of the region

Upscaling the issuance of sovereign green bonds in the local market

In 2021, Colombia became the first emerging economy to issue a sovereign green bond in local 
currency in its domestic market (TES Verdes). Due to its innovative nature, it received the “green 
bond of the year” award from Environmental Finance (Environmental Finance, 2022[49]). To achieve it, 
the government carried out co‑ordinated work between the Ministry of Finance and Public Credit 
and the National Planning Department, together with other public‑sector entities. This process 
also received technical support from the World Bank and the Inter‑American Development Bank 
(IDB). The first portfolio of eligible green expenditures amounted to COP 2.3 billion (Colombian 
peso), distributed across 27  projects and 6  categories. Of these, 40% are focused on water 
management, 27% on the transition of transport towards a cleaner and more sustainable system, 
16% on the protection of diversity, and 14% on the transition to non‑conventional and renewable 
energies. The remainder was distributed over waste and circular economy, and sustainable 
agricultural production.

In addition, the project portfolio was found to be robust in terms of environmental impact and 
ESG risk management. The total amount issued in 2021 was COP  1.49  trillion, with an initial 
issuance of COP  750  billion in September. One‑third of the issuance (i.e.  COP  250  billion) was 
added thanks to the activation of 50% over‑allotment clauses, as there was significant demand 
for the bond equivalent to 4.61  times the amount initially offered. These clauses worked as a 
provision that granted the right to sell investors more shares than initially planned. The second 
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auction (in October for COP 650 billion) saw demand from local and foreign investors for 1.5 times 
the amount initially offered. This type of investment allows the country to provide resources 
for initiatives with a high socio‑environmental impact, thereby strengthening its capacity to 
respond to unexpected climate and environment events. This type of initiative also facilitates 
the arrival of new investors that see in these issuances’ benefits related to transparency and, in 
turn, compliance with the guidelines on investments with ESG standards (Ministerio de Hacienda 
y Crédito Público, 2022[50]).

Developing digital crowdfunding platforms

In line with the advances in digital transformation in the region, public and private stakeholders 
can use digital technology as an instrument to mobilise small amounts of domestic savings 
for sustainable infrastructure investment. Municipalities, along with private finance‑sector 
investors, can come together to develop a digital crowdfunding platform that entails responsible 
blockchain‑based project bonds. The platform can be used to raise finance, while the blockchain 
is able to record transparently and to certify the use of proceeds, the sustainability impact and 
the revenue streams of the project.

Blockchain technology continues to attract great attention from financial institutions, energy 
companies, technical developers, national governments and academia. The Pathfinder Initiative 
think‑tank, along with the Government of Bangladesh, developed an initiative that envisages 
transforming micro savers into micro investors and reducing the need for international 
borrowing, using blockchain as a technical backbone to improve the accountability of the funds 
and returning the dividends from infrastructure investment to the citizens. Scaling this up could 
be key to mobilising much‑needed investment in sustainable and green infrastructure (Chen and 
Volz, 2021[48]). Nevertheless, as blockchain is an emerging technology still under development, it 
is important to consider its downfalls regarding security issues and its potential for high energy 
consumption. Consideration should be given to addressing these downfalls as these technologies 
are developed and implemented.

Box 4.1. Innovative financing tools to enhance local markets and advance in the 
digital transformation of the region (cont.)

Debt‑for‑nature swaps

Debt‑for‑nature swaps can also play an important role in providing additional 
resources to face the fiscal challenges of the green transition. These swaps can step up 
as voluntary transactions, where an amount of debt owed by a developing country in the 
region is cancelled or reduced by a creditor in exchange for the debtor making financial 
commitments to conservation. For richly biodiverse and highly indebted countries, 
climate or nature swaps can serve as important sustainable financing instruments. 
Argentina, Colombia and Ecuador, three heavily indebted countries, have put forward 
requests for considering these types of initiatives (Arauz, Larrea and Ramos, 2022[51]). 
These swaps can result in win‑win situations, where countries are allowed to both protect 
the environment and contribute to face their fiscal challenges. The benefits of redirecting 
resources towards sustainable infrastructure and green investments are far greater than 
the costs, as  it can avoid the worst impacts of climate change and generate economic, 
social, fiscal and environmental benefits.

Debt‑for‑nature swaps have already been used in the region, and new proposals are 
being drawn up. In the case of Peru, debt swap operations resulted in USD 881.5 million 
of foreign debt being cancelled between 1992 and 2015, half of which was linked to 
debt‑for‑nature swaps, mobilising approximately USD  115  million for conservation. 
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More recently, a nature swap has been designed between the People’s Republic of China 
(hereafter, ‘China’) and Ecuador. This proposal considers an Ecuadorian debt exchange 
with China for conservation through a project with the potential to reduce deforestation 
by 47% in ten years. This could save 200 000 ha of Amazon rainforest and avoid the 
emission of 117 million tonnes of carbon dioxide (Mt CO2) in exchange for a reduction of 
USD 440 million of debt (Arauz, Larrea and Ramos, 2022[51]). Debt renegotiations between 
the two countries are ongoing, taking lessons from the Amazon Fund, an initiative 
between Brazil and Norway that prompted a decline in deforestation in the Amazon in 
2005‑12 (Birdsall, Savedoff and Seymour, 2014[52]).

To scale up this instrument in the present, countries and financial institutions can 
work on reducing transaction costs. Legal fees and environmental expertise to structure 
the debt deal significantly increase the costs. A memorandum of understanding (MoU) 
detailing how the broad parameters of the debt swap will be translated into revised 
lending agreements can reduce the amount of bilateral back‑and‑forth needed to agree on 
the general aspects of debt suspension before addressing the country‑specific technical 
terms and conditions. This type of MoU can help address issues of scale and coverage, and 
significantly reduce transaction costs (Steele and Pate, 2020[53]).

CAT bonds

Catastrophe (CAT) bonds are another tool that could help finance the transition. 
This type of financial instrument provides insurance against losses caused by natural 
disasters. Additionally, CAT bonds transfer natural disaster risks to global capital 
markets and thus help governments manage fiscal volatility, stabilise budgets and ease 
the need to build up large budget reserves (World Bank, 2021[54]). This tradable financial 
instrument promises to be one of the most innovative disaster insurance mechanisms 
(Cavallo, 2017[55]) by providing key advantages, such as pay‑outs based on the severity of 
the events rather than on the estimates of damages. The benefits encompass pay‑outs 
that can be made quickly and without much contention as soon as catastrophes strike, 
allowing governments to provide emergency relief before official assistance arrives. 
Governments and multilateral institutions in the region could subsidise the necessary 
research associated with calculating the likelihood of natural disasters and the related 
costs of these events to help face this challenge and grow the market (IDB, 2017[56]).

CAT bonds can be a useful tool for countries with a higher risk of being struck by 
natural disasters and are, therefore, more vulnerable to default. Economies vulnerable 
to default due to natural disasters have rising default risk because of potentially higher 
fiscal needs in the case of extreme natural events. Consequently, they have higher costs of 
capital in financial markets and therefore must sell their debt at lower prices with higher 
yields. CAT bonds can help countries in the region reverse this equation, especially in the 
Caribbean, the most indebted region in the world, where 50% of the increase in debt is 
attributable to natural disasters (Persaud, 2022[57]). CAT bonds can enable these governments 
to increase their external borrowing from around 30% to more than 60% of GDP, providing 
welfare gains equivalent to several percentage points of consumption (IDB, 2017[56]). In 2021, 
the World Bank issued a USD 185 million cat bond for Jamaica that addresses its financing 
gap by securing coverage for three hurricane seasons. By entering into an insurance‑like risk 
transfer agreement, Jamaica will be able to receive the funds it needs if future storms exceed  
pre‑defined intensity thresholds (World Bank, 2021[58]). Work is underway to develop a CAT 
bond for the Caribbean region with the support of the World Bank, with four countries 
currently engaged and with the possibility of four others to join (Evans, 2022[59]).

Natural disaster clauses

Natural disaster clauses can also be an innovative financing instrument to link 
countries’ repayment capacity to their risk exposure. For instance, hurricane clauses were 
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included as part of a comprehensive restructuring of Grenada’s public debt (2013‑15) and 
significantly helped reduce public debt levels from 94% of GDP in 2013 to 56% of GDP in 
2019. Hurricane clauses were also part of the debt restructuring (postponement of interest 
payments) in Barbados (2018‑19). These types of clauses are designed to provide cash flow 
relief at crucial moments when countries experience high needs in terms of financing, 
and new financial sources might be limited. Embedding hurricane‑linked clauses in debt 
contracts can help LAC countries tap into extended maturity periods in the event of a 
natural disaster by allowing them to defer either interest or principal payments (or both) 
for a defined period (ECLAC, 2021[60]).

Disaster clauses may carry a cost, however, as they incentivise governments to 
borrow more and pay higher yields (Malucci, 2020[61]). Introducing disaster clauses 
entails investors being subjected to the risk of delayed repayments and the need to be 
compensated accordingly through higher spreads. However, recent analyses suggest 
that borrowing terms generally improve with the introduction of these clauses (Malucci, 
2020[61]). Study cases evidence how governments take advantage of the better borrowing 
terms and expand their borrowing up until the point that default risk reaches levels like 
those observed in the economy without disaster clauses. Since governments expect to 
postpone repayments, even when spreads increase due to delay risk, the expected cost 
of servicing debt declines. Thus, with the introduction of disaster clauses, governments 
tolerate higher spreads, as they have little impact on the overall borrowing costs 
(Malucci, 2020[61]).

Designing sustainable financial strategies to support and guide the green 
transition

Finance ministries have the important role of developing fiscal frameworks that 
promote and protect green investments

As a fundamental tool for the transition, LAC economies need to develop fiscal 
frameworks that promote and protect investments, especially green investments, from 
unsustainable economic and political inertia. In fiscal consolidations, governments find it 
easier to reduce capital expenditure more than current expenditure (public consumption), 
despite its potential impact on long‑term growth. As composition matters in a fiscal 
consolidation, when the ratio of public investment declines relative to public consumption, 
it can produce negative long‑term effects on growth. For instance, a consolidation of 1% 
of GDP reduces output by about 0.5% during fiscal consolidation. This figure increases 
cumulatively to 0.7% in the three years following the start of consolidation. Protecting 
investment during the fiscal consolidation can mitigate the economic contraction and, in 
some cases, lead to an expansion. As a result, the region must protect investment through 
fiscal frameworks where fiscal rules can be an important tool (Ardanaz et  al., 2022[62]; 
Ardanaz et al., 2021[63]).

Even if there is regional heterogeneity in their implementation, fiscal rules are widely 
used in LAC. Most rules are concentrated in expenditure or budget balance rules, with 
some economies using a combination of these. For instance, Argentina, the Bahamas, 
Brazil, Colombia and Costa Rica are currently implementing expenditure rules that aim to 
set a limit on total, primary or current government expenditures. Similarly, the Bahamas, 
Brazil, Chile, Colombia, Costa Rica and Peru are using budget balance rules. Last, the 
Bahamas and Peru are using the debt rule. Some economies base their budget balance 
rules on fiscal balances that consider the (structural) cycle. Some economies also have 
clauses that aim to protect investment. For instance, Costa Rica included a golden rule 
in its framework according to which borrowing can be used only to finance investment 
spending (Hamid et al., 2022[64]).
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Going forward, fiscal rules must have the flexibility to protect green investment and 
green golden rules could be considered, especially during fiscal consolidation events. LAC 
will need to mobilise further resources to finance the transition, while at the same time, 
some economies of the region will be undergoing a fiscal consolidation process. In this 
context, a green golden rule (which allows for green investment to be funded by deficits 
that would not count in the fiscal rules) can be a useful tool to ensure that the adjustment 
composition does not affect the green transition and that, just like fiscal rules, it sets 
predictable and consistent capital spending over time (Pekanov and Schratzenstaller, 
2020[65]; Ardanaz et  al., 2022[62]). To be flexible enough in accommodating exogenous 
shocks to protect investment, fiscal rules can include cyclically adjusted fiscal targets, 
well‑defined escape clauses and differential treatment of investment expenditures. 
The importance of flexible fiscal rules is evidenced by the fact that economies with no 
fiscal rules or rigid ones can reduce by 10% their public investment in a 2% of GDP fiscal 
consolidation. By contrast, in countries with flexible fiscal rules, fiscal consolidation does 
not affect investment (Ardanaz et al., 2021[66]). Although the positive effects of protecting 
investment are well documented, the impact of green investment requires further analysis 
as, in many cases, the investment would be to replace existing brown infrastructure 
rather than adding new and clean needed infrastructure (Guntram and Zsolt, 2022[67]).

Other action areas for finance ministries include developing green budgeting 
and channelling public investment into environmentally beneficial projects

Evaluating the environmental impacts of budgetary and fiscal policies is essential 
for governments to achieve their national and international environmental goals. Green 
budgeting involves the use of budgetary policy‑making tools to assess the environmental 
impact of budgetary and fiscal policies. This can be an important tool for finance 
ministries to improve the alignment of national expenditure and revenue with climate and 
other environmental goals (OECD, 2017[68]). Green budgeting requires that LAC countries 
effectively incorporate environmental dimensions into their fiscal frameworks (including 
the annual and multiannual budget documents), evaluate tax and expenditure policies, 
and consolidate long‑term sustainability analyses (OECD, 2017[68]). Additionally, green 
budgeting can substantially strengthen green accountability mechanisms, allowing for 
greater transparency, and thus foster the citizen trust needed to support any future green 
fiscal reform or climate policy.

Another important role of finance ministries is to channel public investment towards 
projects with greater environmental benefits. One of the tools to make this possible are 
lowering social discount rates (SDRs) used to evaluate these projects. SDRs are a type of 
interest rate applied to specific projects that bring benefits in the future and costs in the 
present. In the context of climate change policy making, SDRs estimate how much today’s 
society should invest in trying to limit the future impacts of climate change (Grantham 
Research Institute, 2018[69]). For instance, the Peruvian Ministry of Economy and Finance 
uses a general SDR of 8% to evaluate public investment projects and a 4% SDR for projects 
that provide environmental services that reduce or mitigate GHG emissions (Bárcena et 
al., 2020[31]). Applying differentiated rates to low‑carbon projects from the outset, when 
project comparisons are made, is a promising way to shift relative returns in favour of 
these types of projects. Thus, these rates could be complemented by measures such as 
efficiency standards and the tax or non‑tax price of carbon (Bárcena et al., 2020[31]). In 
cost‑benefit analyses, studies indicate that keeping SDRs low in the long term supports 
future generations’ well‑being, since environmentally important investments, particularly 
those related to climate change, have inter‑temporal and inter‑generational equity effects 
(Bárcena et al., 2020[31]). The importance of environmental sustainability has led several 
LAC countries to consider climate change criteria, such as the social cost of carbon, when 
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evaluating public investment projects (Bárcena et al., 2020[31]). The Economic Commission 
for Latin America and the Caribbean (ECLAC), the EUROCLIMA+ programme and the 
Network of the National Public Investment Systems in Latin America and the Caribbean 
are currently implementing a regional initiative to promote the use of the social cost of 
carbon in the evaluation of public investment.

The role of national and sub‑national development banks is key in mobilising 
resources to drive the transition

National development banks (NDBs) can have a significant impact in mobilising 
resources to drive and support a sustainable recovery. They can provide technical and 
financial support for the design of climate and financial strategies. In addition, they can 
promote regulatory and institutional reform plans to help realign both public and private 
flows, whether domestic or international, with climate change and sustainability goals 
(Galindo, Hoffman and Vogt‑Schilb, 2022[5]). Through this realignment, they could help 
address both short‑ and long‑term needs, setting market signals and, when required 
and feasible, leveraging private‑sector financing for sustainable projects. As of February 
2021, NDBs in LAC committed to the equivalent of USD 90 billion in financial support to 
confront the effects of COVID‑19 in the region, which includes laying the groundwork 
for a climate‑smart and resilient recovery. This groundwork includes NDBs helping to 
foster counter‑cyclical finance and financial inclusion and promoting environmental 
sustainability, particularly by combating climate change (Griffith Jones et al., 2021[70]).

NDBs can also help mobilise and leverage private flows towards low‑carbon and 
climate‑resilient pathways, specifically through de‑risking and credit enhancement. 
Credit financing for small and medium‑sized enterprises can also foster private‑sector 
participation in new green projects. NDBs can serve as the principal interface between 
the public and private sectors and are in a unique position to promote economic or 
social development by financing activities with social returns. They have already been 
instrumental over the last decade in helping governments green their economies and 
have developed innovative financial solutions for micro, small and medium enterprises 
and for infrastructure projects with terms tailored to the financial profile for low‑carbon 
investments. These investments typically require longer tenors, lower (or at least not 
higher) interest rates, flexible amortisation profiles and alternative collateral approaches 
(including non‑/limited recourse financing). However, most LAC economies are market 
based, and private capital therefore dominates the financial landscape. Thus, shifting 
the trillions in private‑sector financing into sustainable infrastructure is key to meeting 
the investment challenge. Many NDBs in the region have taken a leadership role in this 
domain based on their public development mandates. However, NDBs remain to date an 
underused conduit for the mobilisation of commercial capital and the intermediation 
of international climate finance (OECD, 2020[71]). Finance ministries can be key actors in 
helping governments align policies and regulations with such investments (Griffith Jones 
et al., 2021[70]).

Sub‑national development banks (SDBs) can also provide value added within the 
financing chain. Since less than 10% of international climate finance is currently allocated 
to local investments, SDBs can help provide an efficient response to close the subnational 
financial gap (Finance in Common, 2021[4]). They can also offer a wide range of benefits 
at the local level such as providing a large panel of financial instruments to unlock and 
broaden the sources of funding directly or through commercial banks, offer local currency 
financing and pave the way for the development of stronger subnational financial markets 
in the long term, especially for intermediary cities (Finance in Common, 2021[4]). Following 
the Finance in Common Summit in 2021, the Alliance of Subnational Development Banks 
in Latin America and the Caribbean was launched, a major step forward to strengthen 
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financial flows for local and regional governments. One of the main objectives is to align 
their strategies, norms, standards, investments and portfolios with the 2030 Agenda and 
its SDGs and the Paris Agreement. This represents a major opportunity to increase the 
engagement of SDBs in sustainable investments to boost urban and municipal financial 
markets. It also presents a window of opportunity to help build future low‑carbon and 
climate‑resilient cities and territories, and to provide equal access to high‑quality services 
for all (Finance in Common, 2021[4]).

Climate‑related development finance can play an important role in the green 
transition

Climate‑related development finance should increase its role in expanding 
investments that guide the green transition in the LAC region. Total climate‑related 
development finance from bilateral (OECD Development Assistance Committee [DAC] 
member countries),3 multilateral (MDBs and other multilateral funds), and private donor 
sources in LAC reached USD 17 billion in 2020 (OECD, 2020[78]). MDBs committed most of 
these resources reaching a total of USD 11.8 billion (69.4%) while DAC members committed 
USD 4.4 billion (26%), other multilateral funds USD 694.6 million (4.1%), and private donors 
USD 85.6 million (0.5%) (Figure 4.5). The main financial instruments used by MDBs were 
debt instruments (77.4%) followed by grants (22.4%), and equity and shares in collective 
investment vehicles (0.2%). DAC members used grants the most (97.8%) followed by 
debt instruments (1.8%) and equity and shares (0.3%). Other multilateral funds used 
grants the most (91.1%), followed by debt instruments (8.0%) and mezzanine finance 
instruments (0.9%). Private donors’ most‑used instrument was grants (57%) followed by 
debt instruments (43%) (OECD, 2020[78]). Prior to 2017, the share of DAC countries and MDBs 
in the resource’s commitment was almost equal; MDBs have since taken the lead and 
become key players.

Figure 4.5. Climate‑related development finance to LAC by provider type, 2010‑20
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Note: This dataset includes climate‑related development finance from bilateral, multilateral and private 
philanthropic sources. Both concessional and non‑concessional activities are included. Guarantees are excluded 
because they are categorised as non‑flow operations. The total amount of climate‑related development finance 
for each activity is indicated in the field “Climate‑related development finance ‑ Commitment”. The total amount 
of climate‑related development finance corresponds to the sum of the values of mitigation and of adaptation, 
minus the Overlap value. For World Bank, Climate Adaptation and Mitigation percentages (%) reflect the share of 
financial resources committed by the World Bank at Board Approval in support of activities eligible for climate 
mitigation and/or adaptation finance as per the Joint MDB methodologies for tracking climate change finance. 
Providers who committed less than USD 120 million total during 2010‑20 were not included.
Source: (OECD, 2020[78]).

StatLink https://stat.link/l1f3us

https://stat.link/l1f3us
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MDBs can structure projects that attract more private lenders while also offering the 
right protection mechanisms to borrowers. These multilateral funds are instrumental in 
unlocking additional resources for various projects (see section on blended finance). For 
example, evidence suggests that, for every USD 1.00 invested in climate action projects 
in LAC by the IDB, an additional USD 2.60 were leveraged from external climate finance, 
additional donors, and public and private sources (Viguri et al., 2020[73]).

Fostering partnerships and co‑ordination between MDBs and development agencies is 
crucial to ramping up green financing (CAF, 2021[74]). Effective co‑ordination with national 
development agencies can also increase the flow of resources aimed at combatting climate 
change in the region. For instance, since 2009, the French Development Agency (Agence 
française de développement [AFD]) has committed EUR  11  billion and, in 2020, allocated 
EUR 2 billion, along with its private‑sector arm, Proparco. Not only does its budget support 
green projects in the region to access loans and credit lines, but 70% of its co‑operation 
projects also focus on the environment, including topics of energy transition, transition 
towards green taxation and water recycling (AfD, 2022[75]).

Tapping into the resources of other multilateral institutions, such as climate funds 
will also be key if countries are to achieve their climate mitigation and adaptation 
objectives. Multilateral climate funds enable support via funds provided mainly by 
developed countries targeting a variety of activities (e.g. adaptation, mitigation, REDD, 
capacity‑building) (OECD, 2022[76]). These funds are also one way in which developed 
countries are distributing the climate finance they committed to at the 2009 UN conference 
in Copenhagen, “where by 2020 they would be jointly mobilising USD 100 billion a year to 
help developing countries tackle climate change” (Carbon Brief, 2017[72]).

The Green Climate Fund committed the highest amount of resources for the LAC 
region with USD  538.5  million in 2020, followed by other funds such as the Global 
Environment Facility General Trust Fund (GEF), the Global Green Growth Institute, and 
the Climate Investment Funds ‑ Clean Technology Fund (OECD, 2020[78]). More recently, 
the Forest Carbon Partnership Facility (FCPF) also took a leading role by paying Costa Rica 
USD 16.4 million for reducing 3.28 million tons of carbon emissions (MtCO2) during 2018 
and 2019 – making it the first LAC economy to receive payments from a World Bank trust 
fund. Costa Rica is on track to unlock up to USD 60 million for reducing up to 12 MtCO2 by 
the end of 2025 (World Bank, 2022[77]). Countries must continue ramping up efforts to tap 
into these funds by developing greater capacity‑building and project preparation skills as 
well as enhancing their use of the National Adaption Plan (NAP) process.

Further expansion of DAC members’ development assistance is also crucial at a moment 
when this aid lags in some key priority areas, such as climate adaptation (OECD, 2020[78]).  
Over the past decade, this assistance has almost doubled from 2.3 billion in 2010 to 4.4 billion 
in 2020 (Figure 4.5). In 2020, total climate‑related development assistance for mitigation 
dominated climate‑related financing efforts with 56% of the share compared to 34% to 
climate change adaptation (the remaining 10% corresponds to the overlap of both) (OECD, 
2020[78]). On average from 2010 to 2020, adaptation support continued to be less than half of 
mitigation development assistance. However, in 2021 the OECD DAC Declaration evidenced 
efforts to increase development assistance for adaptation from developed countries to 
developing countries, offering a new approach to align development co‑operation with 
the goals of the Paris Agreement. DAC countries committed to use their resources as well 
as mobilise others to help developing countries access more technical opportunities to 
enable and accelerate a clean, sustainable and just energy transition (OECD, 2021[79]).
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A shift from the traditional development assistance model to blended finance 
can multiply the impact of development finance

Blended finance is an innovative tool that can mobilise private resources to finance 
the green transition. The mechanism’s main objective is to attract commercial capital 
to projects that benefit society while also providing financial returns to investors. 
Blended finance is defined as the strategic use of development finance for the mobilisation of 
additional finance towards sustainable development in developing countries (OECD, 2018[80]). In 
other words, development resources are used as to improve the risk‑return profile of 
individual investments to attract commercial private financing, demonstrate project 
viability and build markets that ultimately can attract further commercial capital for 
development (OECD, 2018[80]). In LAC, since there are insufficient regulatory mechanisms 
and misperceptions of risk hinder access to finance, especially for SMEs, blended 
finance could offer a way out. It can also address issues such as financing for renewable 
mega‑projects as well as problems of access to transmission infrastructure since it often 
involves a high cost of financing.

One way to determine the amount of blended finance that is being deployed in LAC, 
is by observing the mobilisation of private climate finance by DFIs and MDBs. Despite the 
benefits of this mobilisation, it has been decreasing in LAC, contrary to other regions. 
While Africa has experienced a steady increase in the mobilisation of private climate 
finance by DFIs and MDBs since 2014, this has been decreasing since 2017 for the LAC 
region (Figure 4.6) (OECD, 2020[71]). In order to revert this trend continued collaboration 
between MDBs and NDBs is required, as well as with policy makers and the private sector.

Figure 4.6. Amounts mobilised from the private sector by official development 
finance interventions, 2014‑20
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Source: (OECD.Stat, 2020[82]).

StatLink https://stat.link/ihcyfv

The collaborations of private investors with regional development financial institutions 
can be instrumental to enhance the reach of sustainable investment to markets where 

https://stat.link/ihcyfv
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it is yet underdeveloped. Since there is a need to spread the risk burden, these types of 
partnerships are essential to partially de‑risk investments in frontier economies with 
very shallow capital markets (OECD, 2022[13]). While MDBs enable the largest share of 
private‑sector investment mobilisation through dedicated private‑sector operations, 
a wide array of actors is also engaging in blended finance, including foundations, 
philanthropic investors, commercial actors, institutional investors, commercial banks, 
private equity and venture capital funds, hedge funds, and companies (OECD, 2021[81]). 
Development banks and development finance institutions (DFIs) play a critical role in the 
deployment of the needed instruments and structuring mechanisms (OECD, 2021[81]).

The public sector is uniquely positioned to mobilise the private investment flows 
essential for the transition

The public sector and key stakeholders are fundamental to mobilise further private 
funds for the green transition. LAC has attracted the highest share of private‑sector 
financing for clean energies compared to, for example, sub‑Saharan Africa and Southeast 
Asia. It is crucial for the region to build upon this experience and generate certainty for 
current and future investments by continuing to strengthen the development of policies, 
green finance, and regulations that create the adequate conditions (IEA, 2021[2]).

Governments should support overcoming common risks and barriers to private 
investment. In energy projects, this includes developing stable, clear and non‑retroactive 
regulations and policies. There is also a need to improve the transparency of processes 
and timelines for issuing licences and permits to develop projects. Governments should 
improve the quality and inclusiveness of projects’ previous informed consent processes, 
when required. Similarly, it is essential to enhance local administrative capacity in terms 
of land acquisition and local content requirements for project approvals. In some markets 
with enabling reforms, developing new business models is key to attracting private 
financing that can help bridge existing investment gaps (IEA, 2021[2]). Public authorities 
can also help redirect private investment towards climate solutions through concrete 
regulatory reforms. These include auctions to back the deployment of solar and wind 
power generation, for example, or effective tax schemes that incentivise renewable energy 
transport or reforms in bidding processes for bus services (Beltrán et al., 2021[83]). Governments 
and finance ministries can enable market structures that improve the participation of 
private actors and increase the role of competition and transparent pricing in the energy 
sector. Over time, these actions tend to support investment in clean energies (IEA, 2021[84]).

Governments should foster and prepare the groundwork for the adoption of responsible 
banking mechanisms throughout the private banking sector. The role of private banks 
is vital, as they have the main responsibility for redirecting private flows towards a 
carbon‑neutral scenario. Under the newly installed responsible banking mechanisms, 
private banks have many ways to reduce climate impacts through their activities. Among 
the most important channels are: increasing lending to renewable energy projects and 
public electromobility; eliminating financing for fossil fuel‑based projects; issuing SLBs 
or green bonds where corporate borrowers receive better credit and loans (with lower 
interest rates) if, for example, they meet climate‑related targets; advising and helping 
investors find and finance green projects; helping green businesses raise funds and pursue 
deals; and helping corporations find and adopt new technologies that help reduce CO2 
emissions (Santander, 2021[85]). However, a more systemic way to redirect private finance 
towards the energy transition entails the incorporation of climate‑related financial risks 
in their daily operations, as it is for their own interest to mitigate and manage these 
risks (see sub‑section on corporate sustainability standards: approaches such as that of 
the Task Force on Climate‑Related Financial Disclosure and the International Accounting 
Standards Board).
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Improving sustainable finance frameworks is crucial to enable and scale up 
green investments

Sustainable finance frameworks are essential to maintain and increase public and 
private green investments. These are regulatory guidelines developed by both public and 
private finance‑sector stakeholders that serve to reduce and manage environmental, 
social and governance (ESG) risks from financial activities, and encourage the flow of 
capital to assets, projects, sectors and businesses that have environmental, climate and 
social benefits (SBFN/IFC, 2021[86]). These guidelines are essential to achieve transparency, 
reduce transaction costs, and facilitate private and public sector flows. They are also 
conducive to an increase and more efficient allocation of resources to sustainable projects. 
Given that the transition will mainly be financed by the private sector, regulatory tools 
(e.g. sustainability standards or taxonomies) will also be essential for investors to meet 
regulatory requirements, reduce risks exposure and avoid greenwashing.

There has been a progressive increase in implementing sustainable finance frameworks 
in LAC. Since 2010, the number of frameworks has almost doubled with governments 
playing a leading role in the formulation of green and sustainable finance protocols. 
Overall, the non‑banking sector has had the lowest participation, which highlights the 
need for LAC countries to deepen and broaden implementation of sustainable finance 
frameworks in the rest of the financial ecosystem. For instance, Colombia’s framework 
extended its coverage from the banking sector to the pensions, capital markets and 
asset management sectors. Broadening the understanding of national sustainable 
finance roadmaps is essential to recognising the diversity of approaches and starting 
points, including the potential leadership role of all parts of the financial sector (SBFN/
IFC, 2021[86]).

The Sustainable Banking and Finance Framework (SBFN) and the International 
Finance Corporation (IFC) of the World Bank Group have developed a methodology to 
assess developing countries’ progress on sustainable finance frameworks. The SBFN, 
the first global network of its kind focused on sustainable finance at the market level, 
represents 43 developing countries and USD 43 trillion (86%) of the total banking assets in 
emerging markets (SBFN/IFC, 2021[86]). Its methodology consists of assessing three main 
pillars: 1) ESG integration, which refers to the management of ESG risks in the governance, 
operations, lending and investment activities of financial institutions; 2)  climate 
risk management, which refers to new governance, risk management and disclosure 
practices that financial institutions can use to mitigate and adapt to climate  change; 
and 3)  financing sustainability, which refers to initiatives by regulators and financial 
institutions to unlock capital flows for activities that support climate, green economy and 
social goals. This pillar includes the development of new products and initiatives, such as 
green bonds, sustainability‑linked loans, definitions, guidance, taxonomies, monitoring 
and incentives (SBFN/IFC, 2021[86]).

Most LAC countries are at a formulation or early implementation stage of financial 
frameworks, with a setback in climate risk management. Brazil, Colombia and Mexico 
are leading efforts in these areas. Through the formulation of agreements among the 
banking, non‑banking and government sectors, these three countries are either at an 
advanced stage of implementation or a maturing stage of consolidation regarding at least 
two of the three pillars of financial sustainability. The main challenge remains in climate 
risk management as the region is one of the most prone to increasingly frequent natural 
disasters. It is therefore critical that countries work to enhance this pillar by requiring 
financial institutions to identify, measure and report the exposure of the sectors that are 
most vulnerable to transition and physical risks (SBFN/IFC, 2021[86]).
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Given that the transition in the LAC region will mostly be financed by the private 
sector, it is key to develop a variety of mitigation and adaptation policies to ensure 
investments flow into assets aligned with transition objectives. To do this, it is essential 
to develop regulatory tools (e.g.  sustainability, green bond standards, or taxonomies) 
within national sustainable finance frameworks. These tools promote transparency, 
comparability and credibility for investors while helping to avoid greenwashing. As 
the number of investors wanting to participate in the debt markets is increasing, these 
tools have become extremely necessary so that investors effectively meet disclosure 
requirements for financial and non‑financial undertakings.

Countries in the region should continue to develop clear green bond and corporate 
sustainability standards. These are voluntary, usually third party‑assessed, norms and 
standards relating to environmental, social, and governance issues adopted by concerned 
stakeholders (e.g. producers, traders, manufacturers, retailers or service providers) and 
used to qualify their performance in achieving sustainability‑related targets. These 
can foster investor protection and avoid greenwashing of bonds, products or services 
marketed as sustainable. Governments must also ensure that both green and corporate 
sustainability standards are aligned with international practice:

• First, regarding green bond standards, the European Union Green Bond Standard 
can serve as a good example for LAC to continue consolidating a harmonised 
standard that all the countries in the region can follow. This could guarantee the 
development of quantifiable green targets with which issuers can ultimately reach 
climate neutrality by 2050 with reduced transaction costs (EU Green Bond Standard 
Working Group, 2019[87]).

• Second, regarding corporate sustainability standards, approaches such as that 
of the Task Force on Climate‑Related Financial Disclosure and the International 
Accounting Standards Board are key to expanding efforts in standardising 
climate‑related financial disclosures. These have been widely used as a reference 
by companies in their ESG standards (Núñez, Velloso and Da Silva, 2022[42]). In 
particular, the creation of the International Sustainability Standards Board, 
launched at COP26 in November 2021 and signed by three Latin American countries 
(Brazil, Mexico and Uruguay), was a first step towards harmonising sustainable 
methodologies with a benchmark that all countries can follow. The initiative 
focuses on developing a global sustainability baseline to meet investor needs for 
information on company ESG strategies (including physical and transition risks), 
which have an impact on the value of their business. This would address investor 
demand for globally comparable sustainability information that is consistent with 
financial statements.

• While the implementation of voluntary standards has been the common 
practice, in the last few years, mandatory standards have become increasingly 
important amongst large companies and bond issuers. However, it is important 
that governments consider that mandatory standards as a condition for issuance 
could discourage some issuers (Núñez, Velloso and Da Silva, 2022[42]). Mandatory 
standards should be imposed gradually and on pace with the development and 
strengthening of capacities in the local sustainable finance ecosystem.

Regulatory tools and classification systems such as green, transition or sustainable 
taxonomies, can also increase transparency and comparability for the private sector’s 
financial activities. These can help identify sectors associated to specific portfolios that 
are directly exposed to physical and transition climate risks (Box 4.2). For instance, private 
banks’ internal climate change risk taxonomies enable them to track their activities, 
support product development, avoid greenwashing and reinforce their transparency and 
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Box 4.2. Green, transition and sustainable taxonomies in LAC

The increasing ambition of national and international climate targets, including in response 
to the already severe impacts of climate change in many regions, helped drive the creation of 
sustainable and green finance frameworks and standards. While the most focus to date has been 
on green finance and defining demonstrably low‑emission activities as part of green taxonomies, 
increasing attention is now being paid to transition finance and the need to provide more capital 
to enable high‑emitting activities to progressively shift or transition to lower emissions while 
avoiding emission lock‑in. Three core eligibility criteria for transition finance can be distilled 
from currently existing approaches: (i) substitutability (absence of a zero or near‑zero alternative), 
(ii) a commitment by the borrower/issuer to a low‑emissions trajectory; and (iii) avoiding lock‑in 
of emissions (Tandon, 2021[89]). However, differences in existing transition finance approaches 
developed to date can fragment markets, reduce investor confidence and create greenwashing 
risks. To address these gaps and ensure environmental integrity, the OECD is currently 
developing Guidance on Transition Finance, with a focus on corporate climate transition plans 
(OECD, 2022[90]).

While there is currently no specific transition taxonomy in LAC, a few countries have developed 
or are in the process of developing sustainable or green finance taxonomies, including Brazil, 
Colombia, Chile, the Dominican Republic and Mexico. The Colombian government is leading 
the way with the publication of its green taxonomy in April 2022 (Responsible Investor, 2022[91]). 
The taxonomy seeks to facilitate the identification of projects with environmental objectives, 
develop capital markets, and promote the effective mobilisation of private and public resources 
(Government of Colombia, 2022[92]).

In other countries, various initiatives to implement a national taxonomy are under development 
(Table 4.2). In Chile, the Climate Bonds Initiative (CBI), along with Chile’s Ministry of Finance, 
the Green Finance Public‑Private Roundtable and the IDB, has created a roadmap for a national 
taxonomy, focusing on key economic sectors, including the high‑emitting sectors of construction, 
energy, transport and mining (Climate Bonds Initiative, 2021[93]). In Mexico, a comprehensive 
effort involving many bilateral and multilateral actors is supporting the Mexican Committee on 

commitment to promote and increase their green, social and sustainability‑linked activity 
(Santander, 2021[85]). These mechanisms also help banks decarbonise their portfolios and 
reduce climate‑related risk, including via new criteria that prohibit financing and advising 
on new upstream oil clients (except for transactions for financing renewable energy) and 
direct financing of upstream oil greenfield projects (Santander, 2021[85]).

Working to harmonise such taxonomies across the region is also key to fostering 
certainty, credibility integrity and transparency in the market. This could enable further 
mobilisation of capital aligned to countries’ environmental goals. To achieve this, the 
Working Group on Sustainable Finance Taxonomies in Latin America and the Caribbean4 
is developing a common regional framework of sustainable finance taxonomies. As there 
are at least six taxonomies under development or implemented in LAC, the initiative seeks 
to support policy makers, financial regulators and supervisors, banks, investors, and 
international organisation specialists to understand and build a common language and a 
science‑based definition of what sustainable finance is – and what it is not (UNDP, 2022[88]). 
This would improve interoperability with global taxonomies and reduce transaction costs 
to interested investors while fostering participatory processes and collaborative work 
across financial stakeholders.
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It is important that LAC countries push for further implementation and integration of 
these frameworks and tools to enable more effective and transparent flow of sustainable 
finance, especially from the private sector. Advancing towards more mature, sustainable 
finance ecosystems in the region can contribute to generating more consistent and 
comparable data about sustainable finance implementation by financial institutions on 
both the risk management and opportunity sides. It also contributes to better reporting 
requirements for the purposes of regulation and supervision and allow investors and 
stakeholders to better understand the sustainability performance of financial institutions 
and companies (SBFN/IFC,  2021[86]). With a view to promoting sustainable finance 
frameworks that are anchored in the region’s digital transformation, they can also help 
increase digitisation in the region by recognising the role of telecommunication networks 
and favouring their financing. Countries that act late to strengthen their frameworks and 
tools risk putting their financial institutions at a disadvantage. Lack of alignment with 
other markets may create costs and inefficiencies for cross‑border sustainable finance 
activities. The expansion and deepening of these frameworks throughout the finance 
sector can serve as a foundation for increasing competitiveness, investment opportunities 
and impact (SBFN/IFC, 2021[86]).

Key policy messages

Under a tight fiscal space, LAC countries must develop and scale up sustainable fiscal 
frameworks and financial strategies that can effectively guide a green and just transition.

Sustainable Finance (composed of the Ministry of Finance, the Central Bank [Banxico] and the 
financial regulatory commissions) in the development of a national taxonomy. Many international 
organisations, including ECLAC, the World Bank and bilateral aid agencies are supporting the 
Mexican Ministry of Finance in the development of a national taxonomy. The Deutsche Gesellschaft 
für Internationale Zusammenarbeit (GIZ) worked both with the Mexican banks association on a 
green taxonomy for the financial system (Muller et al., 2020[94]) and with the Ministry of Economy 
in Brazil on the development of a green taxonomy (GIZ, 2018[95]). In Peru, the Climate & Company 
think tank, in partnership with the Peruvian Ministry of Environment and the GIZ, is exploring 
the benefits of a national sustainable taxonomy based on the World Bank’s recommendations 
(Climate & Company, 2022[96]). The IFC signed an MOU with the Securities Superintendence of 
the Dominican Republic and the Ministry of the Environment, which is expected to lead to the 
development of a consolidated taxonomy (Climate Bonds Initiative, 2021[93]).

Table 4.1. Overview: Selected LAC countries with taxonomy initiatives

Country Chile Colombia
Dominican 
Republic

Mexico Peru Brazil

Stage of taxonomy 
development

Roadmap 
proposed

Initial documents 
published

Under 
development

Under development
Research 
underway

Under 
development

Participants
CBI, IDB, Ministry 
of Finance

Government 
ministries

IFC, government 
ministries

GIZ, AfD, ECLAC, IFC, 
GGGI, UK PACT, Bank 
of Mexico, World Bank, 
Ministry of Finance

Ministry of 
Environment, 
GIZ

Ministry of 
Finance, GIZ

Sources: (Government of Colombia, 2022[92]); (Climate Bonds Initiative, 2021[93]); (Climate & Company, 2022[96]); 
(IFC, 2021[97]); (GIZ, 2018[95]).

Box 4.2. Green, transition and sustainable taxonomies in LAC (cont.)
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Box 4.3. Key policy messages

Encourage environmentally sustainable fiscal policies

• Promote more and better spending on clean energy and energy efficiency:

 o Increase investment in technologies for electricity generation and storage, including 
electricity grids and battery storage, to accommodate higher electricity demand and 
the surge in renewables deployment.

 o Invest in and improve energy efficiency since it is the cheapest and most immediate 
way to reduce the use of fossil fuels. Investing in digitalised energy systems will also 
boost efficiency and serve to build a more inclusive and just energy transition in the 
long term.

 o Develop pipelines/plans for low‑carbon infrastructure projects to ensure available 
private and public investments for renewable energy reach sustainable projects. Such 
pipelines entail developing investment‑ready and bankable projects that investors and 
project developers can trust and back.

• Better align environmentally related taxes and subsidies with the cost of pollution:

 o Rationalise and phase out unjustified fossil fuel subsidies, particularly to the most 
affluent population, to free additional revenues to finance the transition and avoid 
perverse incentives for fossil fuel use.

 o Increase revenues from environmental taxes. These are crucial as they include price 
signals that aim to factor into consumer decisions and encourage businesses and 
households to modify behaviour. The revenues of these taxes will start declining 
when consumers modify their behaviour towards cleaner energies and transportation 
modes.

 o Work further in the consolidation of carbon pricing instruments that generate an 
ambitious climate policy and include hybrid systems with elements of both carbon 
taxes and ETS.

To finance the green transition, LAC economies need to ramp up investment and 
mobilise further resources from both public and private sources. To achieve a net‑zero 
emissions economy, increased spending on clean energy and energy efficiency will be 
essential. To mobilise the necessary funds, the correct incentives must be put in place, 
fossil fuel subsidies phased‑out, and further resources levied through environmental 
taxes and ETS. During this process, and because of, climate change policies must also 
aim to ensure a just transition by compensating the most vulnerable. To mobilise 
further resources, the upscaling of debt instruments such as GSSS bonds, debt‑for‑nature 
swaps, CAT bonds, and natural disaster clauses will be crucial. Investments in the green 
transition must be channelled and protected by fiscal frameworks and green budgeting. 
In addition, sub‑national, national and international development institutions must be 
supported since they play a crucial role in further mobilising public and private resources. 
Finally, to maintain transparency and avoid green washing on green investments, finance 
frameworks will be essential through several regulatory tools (e.g.  sustainability and 
green bonds standards and taxonomies).

Climate‑related development finance from bilateral, multilateral and donor sources 
also play a key role in increasing investment in projects with environmental benefits. Here, 
tapping into the growing resources of multilateral climate funds – which include funds 
provided mainly by developed countries – is also key to achieving environmental goals.
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• Develop compensation mechanisms for vulnerable households affected negatively by 
climate reform policies:

 o Further help vulnerable households cope with energy price hikes through 
complementary transition support policies that enable them to adapt to a world of 
higher energy costs.

 o Leverage already developed targeted transfer infrastructure to make sure compensatory 
aid reaches the most vulnerable populations.

• Promote and scale‑up debt tools that can help raise additional revenues to ensure flows 
of resources target climate action, comply with climate spending targets, and build 
sustainable and economically viable portfolios:

 o Scale up GSSS bonds by enhancing the domestic debt market, working towards the 
issuance of bonds in local currency and fostering digital and technological advances.

 o Support the expansion and improvement of SLBs, as they offer an opportunity to 
redirect capital flows towards projects that address climate change mitigation and 
adaptation while accounting for social and sustainable dimensions to ensure an 
inclusive and just transition.

 o Participate in debt‑for‑nature swaps that can further finance the green transition by 
releasing debt burdens and increasing spending on environment‑oriented projects. 
This mechanism can be scaled up by reducing transaction costs through MoUs, which 
can help address issues of scale and coverage.

 o Develop tradable financial instruments, such as CAT bonds, that can help spread risk 
across global capital markets while swiftly providing necessary natural disaster relief 
resources. Increase subsidies for necessary research associated with calculating the 
likelihood of natural disasters and the related costs of these events.

 o Use natural disaster clauses in debt contracts to link the country’s repayment capacity 
to its risk exposure. These are key instruments in debt contracts, allowing countries to 
defer either interest or principal payments (or both) for a defined period.

Advance sustainable financial strategies to guide the transition

• Implement fiscal frameworks that protect green investment:

 o Develop tools, such as fiscal rules, that include green golden rules to protect green 
investment from economic and political cycles.

 o Apply green budgeting as an important tool for finance ministries and financial 
regulators to improve the alignment of national expenditure and revenue processes 
with climate and other environmental goals. These tools help evaluate the 
environmental impacts of budgetary and fiscal policies to achieve national and 
international environmental goals.

 o Channel public investment towards projects with greater environmental benefits by 
using lower Social Discount Rates (SDRs) to evaluate projects.

• Deliver the necessary support for NDBs and SDBs to enhance the mobilisation of public and 
private resources toward sustainable projects:

 o Optimise NDBs to help mobilise and leverage private flows towards low‑carbon and 
climate‑resilient pathways through de‑risking and credit enhancement.

 o Back SDBs to help unlock and broaden local sources of funding and develop stronger 
subnational financial markets in the long‑term, especially for intermediary cities.

Box 4.3. Key policy messages (cont.)
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• Help further expand climate‑related development finance to foster higher investments 
that guide green transition:

 o Support MDBs in structuring projects that attract more private lenders and offer the 
right protection mechanisms to borrowers.

 o Promote partnerships and co‑ordination between MDBs and development agencies.

 o Tap into the growing resources of multilateral climate funds by developing greater 
capacity‑building and project preparation skills as well as enhancing the use of the 
National Adaptation Plan (NAP) process.

• Advance the blended finance agenda. This requires continued collaboration between 
international and domestic development banks, as well as with policy makers and the 
private sector.

• Support the public sector in mobilising private sector resources:

 o Develop concrete regulatory reforms and enable market structures that improve 
participation of private actors while also increasing the role of competition and 
transparent pricing in the energy sector.

 o Further promote responsible banking mechanisms so that private banks reduce 
climate impacts through their business activities and redirect private flows towards a 
carbon‑neutral scenario.

• Support the improvement and expansion of sustainable finance frameworks:

 o Expand regulatory tools (e.g. sustainability or green bond standards and green, 
sustainable or transition taxonomies) to increase the flow of private and public 
sustainable investments and avoid greenwashing. 

 o Promote public‑private co‑operation to harmonise standards and taxonomies across 
the region to avoid inefficiencies for cross‑border sustainable finance activities. 

 o Support the broadening of sustainable finance frameworks in the non‑banking sector 
(e.g. pensions, capital markets and asset management sectors) to boost competitiveness 
and investment opportunities.

 o Advance transition finance taxonomies alongside corporations in order to provide 
more capital to enable high‑emitting activities to progressively shift or transition to 
lower emissions.

Box 4.3. Key policy messages (cont.)

Notes

1. Following the Paris Agreement, to keep global warming to no more than 1.5°C, emissions need 
to be reduced by 45% by 2030 and reach net zero by 2050.

2. Argentina, Brazil, Colombia, Costa Rica, Ecuador, Guatemala, Mexico, Panama, Paraguay and Peru.

3. As of September 2022, there are 30 members of the DAC, including the European Union which 
acts as a full member of the committee. In addition, there are “Participants” and “Observers”. 
The listed Participants at this time are: Azerbaijan, Bulgaria, Kuwait, Qatar, Romania, Saudi 
Arabia and the United Arab Emirates. The Observers are: World Bank, the IMF, UNDP, the African 
Development Bank, the Asian Development Bank, and the Inter‑American Development Bank.

4. The LAC Taxonomy Working Group is an initiative of the Interagency Technical Committee of 
the Forum of Ministers of Environment of Latin America and the Caribbean and is constituted 
by the United Nations Environment Programme, the ECLAC, the United Nations Development 
Programme, the World Bank Group, the IDB, CAF – Development Bank of Latin America and the 
Food and Agriculture Organization of the United Nations. The LAC Taxonomy Working Group 
is financially supported by the European Commission through the EUROCLIMA+ programme.
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Chapter 5

How to make it possible: 
Governing the green 
transition
The recovery from COVID‑19 represents a unique 

opportunity to advance towards a greener development 

model in LAC. Citizens in the region show a high 

level of concern for environmental issues, suggesting 

that the green transition should be at the centre of 

a new social contract that reconnects society and 

institutions. To make the green transition possible, 

new institutions and policies to support those that will 

be temporarily affected by this transition are needed. 

A just green transition requires mechanisms to foster 

inclusive dialogue across all stakeholders and to build 

consensus around reforms, paying particular attention 

to overcoming the complex political economy of such a 

broad reform agenda. It is equally important to ensure 

that public institutions can work strategically and in 

close co‑ordination, with a coherent, long‑term view 

of making the green agenda a centrepiece of national 

development strategies.
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The green transition is an opportunity to renew 
the social contract in LAC
LAC citizens are highly aware of the long-term risks of climate change and support
for a green agenda is relatively broad

% of people who think climate change
is a very serious threat to their country in the next 20 years  

68%

Africa Asia MENA 
region

OECD
countries

Latin America 
and the Caribbean 

47% 41%
33%

56%

To make a green and just transition possible:

CONCERTATION
CONTEXT

COMPENSATION

COMMUNICATION

Bring the private sector on board: 
Over 60% of LAC �rms need support
to implement risk-based due diligence 
and the OECD RBC instruments

Involve and empower groups
particularly vulnerable to climate
change in environmental policy 
making, e.g. women, and local
and indigenous communities

Consensus-building is key
to overcome the barriers 
of the political economy

of reform 
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Introduction

Moving the green transition forward is an immense task. In addition to the large 
financing needs associated with the green agenda (Chapter 4), green policies must be able 
to bring all interests on board so that the transition is possible, as well as fair, inclusive 
and sustainable. Taking into account the cross‑cutting nature of the green agenda and 
the fact that it will leave winners and losers (at least temporarily), balancing the social, 
economic and institutional trade‑offs arising from the transition and communicating 
them effectively is fundamental for its success. Coherent and inclusive policies are key to 
ensure an orderly green transition that accounts for its potential short‑term challenges 
and costs, and supports vulnerable groups and sectors throughout the process.

This chapter analyses the institutional challenges posed by the green transition and 
presents policy options to address them. The first section takes as a starting point the 
fact that there is broad concern among citizens of Latin America and the Caribbean (LAC) 
around the seriousness of climate change and the importance of the green agenda. This 
section highlights that the green transition is not only an unavoidable agenda to address 
the existential threat of climate change but also an opportunity to restore dialogue and 
trust and improve well‑being in the region. As such, green policies must be mainstreamed 
as part of a new social contract in LAC.

Moving the green agenda forward requires adequate, timely and transparent sharing 
of information as well as creating support for and avoiding resistance to policies that 
have strong and differentiated impacts across socio‑economic groups, territories and 
generations. As such, the second section explores how to build consensus towards the 
green transition, making sure that all actors are effectively informed and involved in the 
process.

The third section argues that, for the green transition to be successful, policy 
instruments must be strengthened, with the coherence and long‑term perspective of 
the agenda being fundamental. It analyses in detail the role of National Development 
Plans (NDPs) and other institutional mechanisms. The chapter concludes with key policy 
messages.

The green transition as the backbone of a new social contract

A new social contract that balances environmental sustainability with the needs 
of different socio‑economic groups, territories and generations

The coronavirus (COVID‑19) crisis exposed the weak foundations of the existing 
development model and aggravated the four structural development traps faced by LAC 
(OECD et  al., 2021[1]). In pre‑COVID‑19 years, social grievances and higher aspirations 
for better living conditions already indicated that the pillars sustaining socio‑economic 
progress through the years of bonanza (since the mid‑2000s) needed rethinking. The rise 
of social discontent, marked by a wave of protests that started in 2019 and continued 
throughout 2020‑22, confirmed the need to reach a new, overarching consensus and 
bridge the divide between society and public institutions.

These expressions of social discontent highlight the imperative for LAC countries to 
renew their social contract, to build back from the COVID‑19 crisis in a more sustainable 
and inclusive way (OECD et al., 2021[1]). Social discontent is indeed partly driven by the 
impact of the crisis, but it also has a structural and multi‑dimensional nature and can be 
explained by unmet aspirations for better jobs, quality public services, greater political 
representation and efforts to preserve the environment.
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Given the widespread support for green policies in LAC, as well as the concern about 
climate change, the green transition can become the backbone of a new social contract that 
seeks to increase citizens’ well‑being. This new social contract should rethink the present 
development model from a multi‑dimensional perspective, putting the green dimension 
at the centre. This would entail advancing towards more sustainable production and 
consumption strategies, stronger welfare systems adapted to the challenges of the green 
transition, and green financing for development models to underpin these efforts. As 
green policies can have asymmetric impacts across socio‑economic groups, territories 
and generations, adopting an intersectional approach will be crucial in order to balance 
the various costs and benefits and to gain support – and avoid backlash – around the 
green agenda (Table 5.1).

Table 5.1. Enhancing green dimensions of the social contract to improve 
people’s well‑being

Improving people's well-being Across

Socioeconomic groups  
(incl. income, gender, ethnic  

and racial)

Territories Generations

Promoting 
sustainable 
production strategies

Providing quality green jobs and 
investing in retraining programmes 
for “brown workers”

Defining transition strategies 
adapted to local skills and 
endowments (resource-rich vs. 
resource-poor communities)

Fostering green growth 
and sustainable resource 
management

Through

Strengthening social 
protection and public 
services to support 
the transition

Expanding the reach of social 
protection systems and social 
climate funds to support the 
transition from brown to green jobs

Ensuring wide territorial 
coverage and investing in 
flexible mitigation and adaption 
mechanisms to respond to 
shocks and extreme weather 
events

Better welfare systems to shield 
people from the adverse effects 
of climate change on health, 
income across time etc.

Expanding 
sustainable financing 
for development

Fairer and stronger tax systems 
that discourage polluting and 
wasteful practices

Strengthening local financing 
and insurance mechanisms. 
Deepening local green markets

Sustainable debt management 
and impact investment

Source: Authors’ elaboration.

The current global crisis may be understood as a “critical juncture” – that is, an 
exceptional time of severe crisis that redefines what is possible (ECLAC, 2020[2]). In effect, 
when facing extreme circumstances and tensions, many actors become more willing to 
change the status quo, thus opening windows of opportunity for social, economic and 
political change (Capoccia and Kelemen, 2007[3]; Weyland, 2008[4]). In the context of the 
COVID‑19 crisis, the role of the state has been expanding, mostly through temporary 
interventions; a renewed social contract could respond to the need to adapt and strengthen 
state capacities in the medium and long term. This entails progressively building genuine 
welfare states, which in turn requires new social and fiscal pacts (ECLAC, 2022[5]; Arenas 
de Mesa, 2016[6]). Such welfare states must be adapted to the future, address the new 
risk structure, guarantee the broadening of the scope of rights, and urgently respond 
to the challenges of low productivity, social vulnerability and inequality, institutional 
weakness, and technological and climate change (ECLAC, 2022[5]).

Citizens’ opinions about green policies: Where does the LAC region stand?

Latin Americans’ concern about climate change is among the highest globally 
(Figure 5.1, Panel A) (Dechezleprêtre et al., 2022[7]; Ipsos, 2021[8]). On average, 68% of LAC 
citizens recognise climate change as a very serious threat to their country in the next 
20 years vs. 56% in countries belonging to the Organisation for Economic Co‑operation 
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and Development (OECD), 47% in the African continent, 41% in Asia and the Pacific, and 
33% in the Middle East and North Africa (MENA). Among the most concerning issues for 
LAC citizens are the depletion of natural resources, water pollution and deforestation; 
globally, on average, the top environmental priorities are global warming, air pollution 
and waste management (Ipsos, 2021[8]).

Nonetheless, when asked about the greatest risk to their safety in daily life, LAC 
citizens tend to be less concerned about the environment than those in OECD countries 
and on a par with those in the African continent (Figure 5.1, Panel B). Multiple factors 
could converge in framing long‑term (e.g.  20  years) and short‑term (e.g.  daily life) 
concerns, including lack of exposure to or awareness about the immediate effects of 
climate change, which may indicate a greater need for awareness‑raising campaigns. The 
presence in LAC of more important risks to safety in daily life, including violence and 
unsafe work environments, may also explain the relatively minor importance placed on 
the environment (Figure 5.1, Panel B). When asked about the most important problem in 
their country, less than 1% of LAC citizens mention environmental problems or global 
warming. They instead place greater importance on unemployment and the economy, 
although priorities vary across countries (Latinobarometro, 2021[9]). This raises the need 
to frame the green transition as part of a more comprehensive strategy (e.g. the United 
Nations 2030 Agenda) that encompasses economic, social and institutional objectives.

Overall, despite framing climate change and environmental issues as a longer‑term 
(instead of immediate) problem, the majority of LAC citizens are willing to make sacrifices 
to protect the environment. A majority of citizens in Latin America (55.8%) think that the 
environment should be given priority, even if it causes slower economic growth and some 
loss of jobs, slightly above the global average of 53.8% (Figure 5.2).

Figure 5.1. LAC citizens are highly aware of the long‑term risks of climate change 
but tend to see the environment as a lesser risk in daily life

Share of citizens who agree that climate change is a very serious threat in 20 years (Panel A) and share of citizens 
who mention the environment as the greatest risk to safety in daily life (Panel B), 2019
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Notes: Question for Panel A: “Do you think that climate change is a very serious threat, a somewhat serious threat, or not a 
threat at all to the people in this country in the next 20 years? If you don’t know, please just say so”. Question for Panel B: “In 
your own words, what is the greatest source of risk to your safety in your daily life? Environment”.
Source: (Lloyd’s Register Foundation, 2020[10]).

12 https://stat.link/o2ezx6

https://stat.link/o2ezx6
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Figure 5.2. A majority of LAC citizens think that the environment should be given 
priority, even if it causes slower economic growth and some loss of jobs

Share of citizens who prefer protecting the environment vs. economic growth, latest year available
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Note: Question: “Here are two statements people sometimes make when discussing the environment and economic growth. 
Which of them comes closer to your own point of view? A. Protecting the environment should be given priority, even if it 
causes slower economic growth and some loss of jobs; B. Economic growth and creating jobs should be the top priority, even 
if the environment suffers to some extent”.
Source: (Inglehart et al., 2022[11]).

12 https://stat.link/vpfe7b

At the same time, in recent years, a greater share of LAC citizens is growing more 
dissatisfied with efforts to preserve the environment (Figure  5.3) and is calling for 
governments to act to fight climate change (Ipsos, 2020[12]). Among the regions analysed, 
LAC is the most dissatisfied with efforts to preserve the environment. The share of people 
satisfied with efforts to preserve the environment fell from 53% in 2012 to 42% in 2021 
(Figure  5.3). The lowest levels of satisfaction with national preservation efforts were 
found in Brazil (23%) and Chile (19%); the greatest were found in some Central American 
countries, including Costa Rica (62%) and Guatemala (57%) (Gallup, 2022[13]). An SMS 
survey conducted in 13 Caribbean states in 2022 found that more than half of respondents 
(51%) believed that not enough is being done on climate action in their country (GeoPoll, 
2022[14]). Overall support for the idea that the government and businesses – rather than 
individuals – should undertake the real efforts towards sustainability and environmental 
preservation is lower in Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay and Peru than 
the global average (WIN, 2022[15]). Dissatisfaction with efforts to preserve the environment 
or the low levels of trust in government and firms in LAC may explain the preference for 
a more individualistic approach. As the green transition implies an all‑of‑society effort, 
this raises the need to deepen social cohesion and bridge the gap between citizens and 
institutions.

A further level of disaggregation helps in understanding which subgroups of citizens 
are more or less likely to be in favour of fighting climate change or supporting green 
policies. Based on the AmericasBarometer 2016/17, the most significant predictor of 
climate change concern in the LAC region is education, although wealth also plays a role. 
Worries about being affected by a natural disaster are almost as important as education 
in predicting climate change concern. It is therefore likely that attitudes about climate 
change may be shifting in the Caribbean in response to increased exposure to destructive 
natural disasters (Evans and Zeichmeister, 2018[16]).

https://stat.link/vpfe7b
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Figure 5.3. On average, LAC citizens are becoming more dissatisfied 
with efforts to preserve the environment in their country

Share of citizens who are satisfied with efforts to preserve the environment in their country, LAC average, 2012‑21
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Note: Question: “In this country, are you satisfied or dissatisfied with efforts to preserve the environment?”.
Source: (Gallup, 2022[13]).

12 https://stat.link/vco62l

Concern about climate change is consistent across the political spectrum. Interestingly, 
in the United States, identifying as a conservative is associated with a 25% decrease in 
climate change concern compared to political centrists. In LAC, there is almost no difference 
in level of concern between centrists and liberals, and only a small although statistically 
significant decrease in concern among conservatives (Evans and Zeichmeister, 2018[16]). 
The broad concern for the environment across the political spectrum is also confirmed by 
the representation of green parties in national legislatures, as in Brazil, Chile, Colombia 
and Mexico. These parties show mixed ideologies, with positions ranging from the far 
right to the left, especially in Brazil and Mexico (McBride, 2022[17]). Moreover, indigenous 
movements with an environmental agenda have also gained power in legislatures, most 
notably the Movement Toward Socialism party in Bolivia and the Pachakutik Movement 
in Ecuador (Rice, 2017[18]).

The COVID‑19 crisis may have changed perceptions of climate change and support to 
fight it. A study conducted in February 2021 in 16 economies, including Brazil and Mexico, 
finds that the pandemic heightened concern about climate change. However, those who 
lost jobs or suffered income shocks due to COVID‑19 were more reluctant to support green 
recovery policies that may require some short‑term costs (Mohommad and Pugacheva, 
2021[19]).

Income‑driven considerations may therefore become more important for some parts of 
the population, despite high concern about climate change. Evidence from the 2008 global 
financial crisis shows that large, negative income shocks can affect the way people rank 
priorities towards a greater concern for jobs over climate change (Scruggs and Benegal, 
2012[20]). A comparison of pre‑ and post‑pandemic behavioural preferences shows that 
Latin Americans remain among the citizens most willing to change their behaviour out of 
concern about climate change. However, the changes to daily life caused by the pandemic 
resulted in decreasing concern about the environmental impact of products and services 
they buy or use (Figure 5.4). Protecting income and livelihoods in the near term is therefore 
key to sustaining support for climate‑oriented green recovery policies (Mohommad and 

https://stat.link/vco62l
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Pugacheva, 2021[19]). It is particularly necessary to understand the needs and aspirations 
of the vulnerable. This subgroup has expanded as a consequence of the crisis; although it 
may share middle‑class aspirations, its more unstable and precarious position makes it 
more prone to prioritise everyday issues over environmental considerations.

Figure 5.4. Citizens’ concern about the environmental impact 
of their consumption habits decreased during the COVID‑19 pandemic

Share of citizens who have made a lot or some changes in their consumption habits out of concern 
about climate change, January 2020 and October 2021
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Note: Question: “Over the past few years, have you made any changes regarding the products and services you buy or use, 
specifically out of concern about climate change?”.
Source: (Ipsos, 2021[21]).

12 https://stat.link/bqs576

Overall, this shows that the high concern about climate change and support for 
tackling environmental issues among LAC citizens could make the green transition the 
binding element of a wider social contract for the region. It is therefore key to consider 
the green transition as part of a comprehensive set of economic, social and institutional 
policies to advance towards a more inclusive, just and sustainable development agenda. 
However, as illustrated by the increasing discontent caused by the rising energy and 
fuel prices, these policies must also mitigate the short‑term impacts of the transition 
on the most vulnerable groups in order to be politically viable (Section below on political 
economy).

Rising mistrust of public action and institutions may hamper the green transition

While Latin Americans may support a drive towards sustainability and a green economy 
in view of the risks posed by climate change and environmental degradation, they have 
little confidence in the efficiency and neutrality of public action and institutions. Even 
prior to the pandemic, rising mistrust was a common feature in LAC (OECD et al., 2019[22]; 
Maldonado Valera et al., 2021[23]). Trust in key public and political institutions – including 
the national police, the government, the judiciary, congress, electoral authorities and, 
at the lowest level, political parties – was persistently low and has tended to fall since 
the 2010s. In 2020, confidence was lowest in legislatures (20%) and political parties (13%) 
(Latinobarometro, 2021[9]). The share of the population with confidence in the government 
declined from 44% in 2011 to 38% in 2021. The share of people who think that corruption is 
widespread in the government has been consistently higher than 70% in the past decade, 
with the exception of 2020 (69%), and stood at 72% in 2021 (Figure 5.5).

https://stat.link/bqs576
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Figure 5.5. Low trust in institutions and the perception of widespread corruption are key 
structural problems in LAC

Share of people with confidence in the government and share of people who think corruption is widespread in the 
government, LAC average, 2009‑21
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Trust is the cornerstone of democracy and public governance. Declining confidence in 
institutions can result in lower compliance with the law in general, as well as a decreasing 
observance of civic duties, such as paying taxes (OECD et al., 2019[22]; Rothstein, 2011[24]). 
Lower trust can also negatively affect the government’s ability to implement reforms, 
thereby directly affecting citizens’ well‑being. This poses a challenge for defining a 
common policy agenda towards a green transition backed by a broad and long‑term 
consensus. Low trust requires paying attention to the political economy of reforms 
and promoting institutional change, as well as specific measures to improve efficiency, 
transparency, accountability and the policy coherence of public institutions. In the face 
of a complex endeavour, institutions and public authorities in the region should leverage 
support for environmental policies to table a larger discussion around the pillars of 
the welfare state and the social contract. Growing concern about climate change and 
support for green recovery policies during the pandemic have built momentum for the 
discussion of renewed and sustainable social pacts centred around the environment and 
sustainability. The green agenda may therefore help build coalitions supporting a wider 
reform agenda in the region. Effective and evidence‑based communication around the 
green agenda can also strengthen the credibility of government action and positively 
enhance key drivers of trust.

Political economy of the green transition: The need to build support and avoid 
resistance to change

In moving the green transition forward and making it the centrepiece of a new 
social contract in LAC, policy makers must be aware of the political economy issues 
that may enable or limit their efforts. A green transition involves a shift of resources 
among economic sectors and political constituencies, as well as institutional and policy 
changes, that may trigger the opposition of some interest groups (Arent et al., 2017[25]). 
Similarly, such a transition goes beyond formal government institutions and includes 
other stakeholders, such as informal networks, civil society, the private sector, specific 

https://stat.link/k04p1w
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lobbying groups, and a wealth of actors and structures operating at various levels, from 
local to international (Worker and Palmer, 2021[26]; Edenhofer et al., 2014[27]). These actors 
may have competing interests and political priorities, shifting public opinions, and 
different levels of exposure to climate policy.

Understanding these political economy dynamics can better position policy makers 
to anticipate the response to green policies and identify actions to support coalitions, 
shift incentives and amplify the contributions of non‑state actors to advancing the 
green transition (Worker and Palmer, 2021[26]). In fact, vested interests and rent‑seeking 
arrangements may make it extremely difficult to change the status quo. This is especially 
relevant in a context marked by low trust and deep intersecting inequalities, where 
powerful elites can greatly influence political decisions, hampering the building of broad 
consensus and implementation of inclusive social and fiscal pacts (OECD et al., 2021[1]).

A transparent governance and policy process can strengthen social cohesion and 
boost the prospects for building wider social and political consensus for sustainability. 
Stronger accountability mechanisms and citizen oversight can contribute to promoting 
integrity and avoiding policy capture. To boost trust in public policies, governments 
should develop mechanisms for recognition, participation and conflict resolution. More 
generally, it is crucial to improve the rule of law and the quality of democracy. These can 
be enhanced by implementing open and participatory policy decision‑making processes; 
strengthening mechanisms for accountability and efficiency; and improving information 
and the quality of public debate by ensuring greater access to information systems and 
transparency bodies, as well as greater media openness and transparency (Maldonado 
Valera et  al., 2022[28]). On this matter, the OECD Recommendation of the Council on 
Open Government includes provisions to promote citizen and stakeholder participation 
throughout the policy cycle, and greater transparency and access to information (OECD, 
2017[29]). In addition, the OECD Guidelines for Citizen Participation Processes suggest a 
ten‑step path to design, plan, and implement a citizen participation process, from the 
identification of a problem to solve to the evaluation of the process and the cultivation 
of a culture of participation. These Guidelines also suggests eight guiding principles that 
help ensure the quality of these processes, namely purpose, accountability, transparency, 
inclusiveness and accessibility, integrity, privacy, information, and evaluation (OECD, 
2022[30]).

Building consensus for a green, inclusive and just transition

A green, inclusive and just transition requires institutional mechanisms to foster 
dialogue and build consensus around reforms. Otherwise, entrenched stakeholders 
may try to pull the process in opposite directions, with some promoting and others 
obstructing change (Arent et al., 2017[25]). Similarly, a green transition may bring not only 
benefits but also significant costs and negative impacts – across the board and for specific 
socio‑economic groups – at least in the short term (Chapters 1, 3 and 4). Mitigating these 
short‑term costs and communicating about them in a relevant, timely and transparent 
manner is important to bring the temporary losers on board, to strengthen the credibility 
of government action, and to generate perceptions of responsiveness and reliability 
among the population.

Policy makers must factor in these dynamics when reflecting on how to govern 
the green transition to make it possible and just. Among other considerations, it is 
important to identify and involve key stakeholders in the policy‑making process from 
the beginning; to bring on board interest groups to avoid having them work against the 
climate action strategies; to understand the socio‑political context to appropriately adjust 
the speed and scale of the transition; to devise a clear communication strategy, based on 
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key outcomes, to shape the transition narrative; and to design a comprehensive set of 
policies to support people throughout the transition and avoid certain groups or sectors 
feeling disproportionately affected by it. As described below, these principles can be 
broadly summarised under four Cs: 1)  concertation; 2)  context; 3)  communication; and 
4) compensation (Cabutto, Nieto Parra and Vázquez Zamora, 2022[31]).

Concertation of the interests of all parties through inclusive and participatory processes

Initial loss of jobs, increased tax burden, transport and energy price increases, and 
more stringent regulations for some business activities may generate opposition to the 
green agenda, particularly if all interested parties are not involved in the decision‑making 
process from the beginning. Identifying key stakeholders, as well as the institutions and 
networks through which they act, is therefore vital.

The complexities of the green transition imply that the public sector will need 
support from civil society, intermediary bodies and the private sector to move forward 
the agenda (Sections below on the role of civil society and the private sector). One of 
the most important short‑term effects of the green transition involves employment 
contraction in some activities as the production structure shifts to more sustainable 
ones (Chapter  3). These transformations will require the involvement of trade unions, 
business associations, local leaders and non‑governmental organisations (NGOs). Thus, 
the transition requires a full mobilisation not only of government but also of society.

A protected and promoted civic space is a prerequisite for such collaboration between 
civil society and governments and for a more inclusive green transition. Such a space 
is defined by the OECD as the set of legal, policy, institutional and practical conditions 
necessary for non‑governmental actors to access information, express themselves, 
associate, organise and participate in public life (OECD, 2021[32]). To participate throughout 
policy‑ and decision‑making cycles, evaluate results, express their views and provide 
oversight of government activities, citizens and civil society organisations (CSOs) need 
the guarantee – by law and in practice – of fundamental civil rights such as freedoms 
of expression, peaceful assembly, association and the right to privacy. Governments are 
thus encouraged to support a vibrant civic space as an enabling environment for citizens 
and non‑governmental actors to fully exercise their democratic rights and actively 
engage on environmental issues (OECD, 2022[33]). Some practical actions may include the 
improvement of the enabling environment for CSOs by facilitating access to funding and 
simplifying the legal regime, as recommended in the OECD Open Government Review of 
Brazil (OECD, 2022[33]).

Engaging in transparent and participatory processes can have multiple benefits. First, 
it can help identify appropriate policies that safeguard the interests of all stakeholders. 
Given the cross‑sectoral nature of the green transition, a multi‑stakeholder process can 
help conciliate various interests and achieve a negotiated policy stance. Moreover, the 
process of engagement with key stakeholders can help sustain a high level of support 
for climate reform policies beyond short‑term political cycles, even during political 
transitions, thereby preventing conflicts of interest or reform rollback when leadership 
changes (OECD et al., 2021[1]; UNECA, 2020[34]). For instance, past experiences with the phase 
out of fossil fuel subsidies show that successful reforms require extensive consultation in 
design and implementation (UNECA, 2020[34]).

To broaden the dialogue and boost the sense of ownership of agreements achieved, 
considerable effort must be made to give voice and influence to sectors and population 
groups that have been discriminated against or excluded, as well as to groups more 
vulnerable to shocks and emergencies. The state should maintain effective venues for 
dialogue and participation and have a decisive mediating role to ensure the interests of all 
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actors are fully represented and not silenced by majority decisions. Citizen participation 
and social movements are significant in driving major changes and influencing the 
political agenda.

Deliberative processes are useful instruments to build consensus around policy 
challenges that require complex trade‑offs and a long‑term vision. A relatively recent 
example, directly connected to the green transition, is the 2019‑20 French Citizens’ 
Convention on Climate, which was set up as a direct response to social mobilisation 
in the country (OECD, 2020[35]). Although less common in LAC, climate assemblies are a 
representative deliberative process dealing exclusively with environmental issues. They 
involve a group of randomly selected citizens who are statistically stratified to make up 
a microcosm of society that deliberate based on evidence and information to provide 
policy recommendations to public authorities. Examples have taken place in Spain, the 
UK, Finland, France and Denmark (OECD, 2020[35]). In Brazil, a similar deliberative process 
took place in 2019 with the creation of the Citizen Council of Fortaleza, with 40 randomly‑
selected residents deliberating on solid waste management (Pogrebinschi, 2020[112]).

Protecting environmental defenders and local communities is a prerequisite of 
any real participatory process. Social conflicts associated with natural resources are 
increasing, and social environmental defenders can be at risk of physical harm. Between 
2012 and 2020, 1 540 land and environmental defenders were murdered around the world, 
with LAC accounting for over two‑thirds of killings, making it the region most affected 
by threats and attacks targeting human rights defenders and environmental activists 
(Figure 5.6) (Frontline Defenders, 2022[36]). These killings relate mainly to land use issues 
and the mining and extractive activities sector.

Figure 5.6. Number of environmental defenders murdered in LAC and other countries, 
2012‑20
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12 https://stat.link/qh95pn

Understanding the context to find the right policy pace and sequencing

There is no single blueprint for a successful green transition. Each country should 
balance local needs and priorities and adapt the speed and scale of the reform process 
to the socio‑political context. For instance, fiscal policy is key to support the ambitious 
efforts needed to achieve the transition. However, as households and businesses are still 
recovering from the COVID‑19 crisis, in the short term, governments may prefer to avoid 
increasing the fiscal burden and instead focus on policy options that may still contribute 

https://stat.link/qh95pn
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to strengthening public finances (e.g.  intensifying the fight against tax evasion and 
avoidance or eliminating ineffective tax expenditures).

In the post‑pandemic era, context‑specific considerations are vital for the recovery. 
Well‑designed green recovery plans (e.g. investments in renewable energy infrastructure, 
public and low‑carbon transport options, clean‑up of polluted sites) can be more  
acceptable than environmental tax reform (Vona, 2021[38]). For instance, investments in 
research and development (R&D) can foster innovation for the green transition and are 
also politically acceptable (OECD, 2019[95]). Depending on the context, policy makers may 
prefer to bundle reforms into a comprehensive package so that losses from one reform 
are compensated by gains from others, e.g. embedding income support schemes for poor 
households in wider energy subsidy reform packages. Or, if this is not possible, to reach 
specific agreements and incremental policy advances in areas with potential for accord 
(OECD et al., 2021[1]). For instance, by reacting early to a mix of climate change and geopolitical 
concerns, Sweden has strengthened the security and sustainability of its energy supply 
through a gradual energy transition based on consensus among the parties. Among 
others, it introduced a tax on CO2 emissions and grants for heating networks powered 
by bioenergy since the 1990s. In 2003 it further introduced a system of green certificates 
that strengthened renewable electricity output by 13.3 TWh between 2003 and 2012  
(Cruciani, 2016[114]).

Communicating effectively to build trust and favour consensus

In the context of polarised political discourse and rising mis‑ and dis‑information, 
a commitment to evidence‑based analysis and effective communication is imperative 
to frame a clear transition narrative and reach broad consensus (Matasick, Alfonsi and 
Bellantoni, 2020[39]). In particular, aversion to environmental policies may be due to 
misinformation and stereotypes, which often highlight the income costs of policies over 
their health benefits. Public communication1 is a powerful tool, as ideas and narratives can 
shape what stakeholders see as the problem in climate policy and the potential solutions. 
Communicating results in an effective manner, both within the public administration 
and outside, can also improve the responsiveness and reliability of government action 
(OECD, 2021[40]). Transparent communication about the reasons behind potential delays in 
implementing specific plans or adjustments required during the course of action can help 
mitigate feelings of disillusionment.

Solid analysis and research by authoritative institutions, together with targets and 
indicators, are essential to build the case for action. This requires investing in data 
collection, building strong and independent national statistical offices, co‑ordinating data 
publication and sharing across agencies, and committing to ex post evaluation. At present, 
data on the environment and climate change are still scarce globally. In particular, few 
statistical indicators have been developed to monitor oceans (United Nations Sustainable 
Development Goal [SDG] 14), sustainable consumption and production (SDG 12), gender 
equality (SDG 5) and sustainable cities and communities (SDG 11) (OECD, 2022[41]). In addition 
to this, out of the 231 unique indicators in the SDG framework, 114 have an environmental 
angle, but only 20 of those provide for gender‑specific and/or sex disaggregation, 
evidencing a shortage of indicators to support gender‑sensitive environmental policy 
making (Cohen and Shinwell, 2020[107]; OECD, 2021[108]). 

Statistical capacity development for environmental and related issues is key to 
communicate the urgency of the green agenda to citizens and to make informed decisions. 
Investments should aim to facilitate data accessibility, comprehension and reuse in order 
to generate public value and have an impact on policy making (OECD, 2019[42]; OECD, 
2018[43]; Grinspan and Worker, 2021[44]). Avoiding data fragmentation across agencies is 
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also important. For instance, in Costa Rica, strong political support for open data from the 
Ministry of the Presidency helped establish institutional arrangements among agencies 
for continuous data provision and led to the development of the National System of 
Climate Change Metrics (SINAMECC), an online open platform for climate‑related data 
(Grinspan and Worker, 2021[44]).

A number of issues pertaining to scientific communication and climate change 
communication more specifically should not be overlooked. These include the necessity 
to communicate complex data and scientific discoveries without turning people off; 
the importance of exhorting citizens to act against climate change without sending 
apocalyptic messages that may be disempowering; and the need to create empathic 
connections between climate change and citizens’ everyday lives to avoid framing it as an 
abstract, isolated and faraway problem (Olano, n.d.[45]; Yale Climate Connections, 2017[46]).

Public institutions seeking to engage citizens on climate change action need to invest 
in the professionalisation of the public communication function, including on areas such 
as audience and behavioural insights. Indeed, the OECD Report on Public Communication 
finds that governments’ focus on audience insights can be improved, with just 27% of 
Centres of Government (CoG) conducting this activity at least on a quarterly basis. Also, 
governments may not always be the best placed to circulate certain messages. Enlisting 
third‑party messengers as vehicles for official information and developing partnerships 
with scientists or community leaders can help engage citizens in the green agenda in a more 
compelling manner, while amplifying the reach and trustworthiness of communication. 
The use of community messengers and influencers as relatable and trusted voices can 
also improve how inclusive communications are of diverse groups in society. Such people 
can help to identify under‑served groups and the barriers to information. Choosing 
appropriate formats that can engage diverse audiences, on line (e.g.  social media) and 
off line (OECD, 2021[40]) is also of the essence. More tailored messages are more likely to 
resonate than mainstream channels or content. By helping communicators account for 
the cognitive factors, barriers and biases shaping how people navigate an increasingly 
complex, crowded information ecosystem, the application of behavioural science can 
help engender more compelling communication (OECD, 2022[47]).

Compensating those who stand to lose to bring everybody on board

From the perspective of increasing the political acceptability of the green transition, 
governments will have to think about a comprehensive series of actions to support citizens 
and communities throughout the journey. The transition involves several monetary and 
non‑monetary distributional effects, which policy makers should study carefully. In turn, 
policy actions undertaken will determine whether potential losers bear the costs of the 
transition, affecting the level and intensity of resistance to green policies.

To increase support for such policies, policy makers should distinguish between small 
and large distributional effects of climate policies and find the appropriate combination 
of revenue‑recycling schemes (e.g.  mechanisms that earmark income generated from 
carbon taxation to return it back to society), industrial and retraining policies, and 
compensation packages. When environmental policies are part of a broader political 
package, small distributional effects of climate policies may become almost irrelevant for 
political acceptability if offset by other policies (OECD et al., 2021[1]). For instance, bundling 
a carbon tax and policies promoting greater fiscal progressivity in a fiscal reform package 
may help reduce resistance to the potential income effect of the carbon tax (Vona, 2019[48]).

The argument is different when green policies have large distributional effects, most 
notably when resulting in job losses. Large distributional effects can also be spatially 
concentrated, as extractive or energy‑intensive industries tend to be located in the same 
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area, creating large constituencies that oppose green policies and influence the ideology 
of locally elected members of parliament (Vona, 2019[48]). In this case, the post‑coal labour 
market transition in the Ruhr region in Germany shows that investing in long‑term 
planning promoting industry diversification, active labour market policies and retraining 
facilities can help from both equity and political acceptability perspectives; by mitigating 
negative income effects and supporting the transition from brown to green jobs, such 
investment can decrease resistance to such transition policies (Chapter 3; Arora and 
Schroeder, 2022[113]).

Overall, environmental policies and resulting compensation schemes should aim to 
be fair, efficient and cost‑effective. However, as aversion to specific types of policies may 
go beyond these considerations, calculations of political acceptability should also inform 
environmental policy making (Vona, 2021[38]). For instance, environmental tax reform 
raises stronger opposition than lump‑sum redistribution or spending on green projects. 
This is due to the fact that upfront carbon compensation provides an immediate and 
direct benefit, while the benefits from lower labour taxation are harder to calculate, as 
they are indirect and uncertain.

Similarly, beyond compensation schemes (redistribution), and in view of creating a 
broad constituency in favour of green policies, general interventions aimed at tackling 
inequality (predistribution) may help expand the size of the middle class, increasing 
the number of citizens wealthy enough to care more about collective goods and the 
environment. In this regard, universal social protection and universal access to social 
services (notably education and health) are essential not only to compensate or render 
potential losses acceptable to large sectors of LAC societies but also to avoid deeper and/
or new inequality gaps, as well as unintended poverty increases arising from a structural 
transition to sustainability.

Role of citizens and civil society, including the crucial role of women and local 
communities 

Civil society participation can strengthen the outcome of a green transition 
envisioned as truly inclusive. Moreover, expanding quality spaces for civic participation 
can improve citizens’ well‑being. Realising that citizens have a role to play boosts civic 
engagement and a sense of belonging.  If sustained over time, civic participation could 
also have a positive effect on social inclusion mechanisms by giving visibility to the 
needs of vulnerable groups and creating spaces for exchange. Civil society’s participation 
throughout the cycle of green policies can play a vital role in the outcomes, as the inclusion 
of public views is closely linked with the sustainability of green projects (IDB, 2021[49]). 
An enabling environment, which encompasses a conducive legal and policy environment 
safeguarding freedom of association, is central to ensure that CSOs can operate in a 
free and autonomous manner and reach their full potential. On the contrary, active and 
effective participation in the policy cycle is hindered if CSOs are struggling to operate, 
arbitrarily dissolved or overburdened with disproportionate administrative obligations.

Civil society can bring new insights and innovative practices through local knowledge. 
It can also help anticipate emerging issues and support effective policy implementation 
by fostering trust among stakeholders. Making the different stages of the policy cycle 
accessible to members of communities directly affected by green policies also incentivises 
higher levels of transparency.

The OECD Recommendation of the Council on Open Government refers to stakeholders, 
grouping together both citizens and any interested and/or affected party such as civil 
society organisations (OECD, 2017[29]). Involving citizens and/or stakeholders is equally 
important, but their participation should not be treated identically. The line between these 
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groups can be blurry and, in reality, is not always perfectly neat. Both groups can enrich 
public decisions, projects, policies, and services. Stakeholders can provide expertise 
and more specific input than citizens through mechanisms such as advisory bodies or 
experts’ panels. Involving citizens can bring diversity by including rarely heard voices, it 
can help raise awareness and facilitate public learning about an issue and, in the medium 
to long term, it can strengthen democratic feelings and trust in institutions. The National 
Council of Environment (CONAMA) in Brazil, a national consultative and deliberative 
body involving government representatives and non‑governmental stakeholders, is an 
example of participatory practice in environmental matters taking place in the region. 
Established in 1981, CONAMA has the authority to establish regulations for polluting 
activities and to carry out environmental impact studies for public and private projects 
(CONAMA, 2018[105]). Another example is the Climate Change online platform “BA Cambio 
Climatico” of the city of Buenos Aires that gathers open environmental data and promotes 
citizen participation for a greener city. The platform was co‑developed with citizens and 
stakeholders through meetings, interviews, a hackathon, and eight roundtable discussions 
with over 600 inhabitants (OIDP, 2020[106]).

The regional Escazú Agreement2 is an important tool to improve policy coherence 
and the transparency and accountability of national governance. The agreement aims 
to promote civic participation in environmental matters along three key dimensions: 
1) access to environmental and climate information; 2) involvement in decision making; 
and 3) access to environmental justice. Enacted in 2018, the agreement entered into force 
in 2021 and has been signed by 24 countries and ratified by 12 LAC countries. It offers a 
benchmark and a guide for countries, giving legitimacy and support to these processes of 
change (Chapter 6; ECLAC, 2018[50]).

Women as key actors to address climate change

Given their over‑exposure to the effects of climate change, the perspective of women 
can ensure that measures against climate change are inclusive and comprehensive. 
Women are more vulnerable to climate change impacts than men as they are more 
likely to be in poverty, have less access to basic human rights, such as free movement 
and land acquisition, and are more dependent on the natural resources which climate 
change threatens the most (Ward, 2022[117]). The Social Institutions and Gender Index 
(SIGI) 2019 shows that the level of discrimination in social institutions in LAC is highest 
in Haiti (39.9) and lowest in Colombia (15) (OECD, 2019[118]). Understanding their realities 
and including their life lessons throughout the policy cycle will help build more robust 
climate mitigation and adaptation actions and programmes. Moreover, by raising their 
visibility, women can become more relevant actors. This presence, such as their inclusion 
in vulnerability assessments, can have positive effects (IDB, 2021[49]; OXFAM, 2018[51]).

The processes of climate change adaptation and mitigation should be gender sensitive. 
Policies that consider gender sensitivities acknowledge these vulnerabilities and incorporate 
them throughout the policy cycle to produce stronger responses. A comprehensive green 
transition should also identify and recognise the potential women and girls have as 
agents of change. In LAC, women represented only 7% of environment ministers in 2021 
(OECD, 2021[52]). Including women in environmental decision‑making roles could increase 
not only the gender focus of environmental policies but also their effectiveness (OECD, 
2021[52]; Strumskyte, Ramos Magaña and Bendig, 2022[109]). At a local level, women can be 
key actors in emergency agencies. For example, women in small villages of the Caribbean 
tend to know its members, making them better able to identify who is missing or hurt 
after a natural disaster, to organise shelters and to provide aid (IPCC, 2014[53]).
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An integrated approach to gender equality and environmental sustainability – 
i.e.  recognising the gender‑environment nexus – could help to alleviate limitations to 
gender equality and women’s economic empowerment and enhance women’s role in 
environmental sustainability and green growth (OECD, 2022[110]). In agriculture, creating 
opportunities to increase women’s ownership of rural land is a key priority, as it is 
often correlated with greater food security, greater bargaining power at household and 
community levels, greater economic independence, better child nutrition and lower 
levels of gender‑based violence. While most women in LAC work the land, only 18% on 
average are land‑owners. Although female land‑ownership levels in LAC are higher than 
the global average of around 15%, high heterogeneity remains in the region, ranging from 
below 9% in Guatemala and Belize to over 30% in Peru (FAO/IFPRI, 2018[115]; Deere, Alvarado 
and Twyman, 2012[54]). 

Promoting opportunities for young women and girls to study and to develop in 
green jobs will also help raise gender sensitivity and close the gender pay gap. Gender 
stereotyping in childhood and youth tends to discourage female presence in technical 
sectors that are critical for the green transition and the future of jobs, such as sciences, 
physics, computational molecular biology and digital technology (OECD, 2021[52]). 
Moreover, women and girls from local communities hold unique traditional knowledge 
and practices that could be key inputs for green jobs and the circular economy in general. 
A good example is the improvement they could bring to land use and farming, as they 
tend to know and employ ancient uses of plants and animals.    

Community‑driven development to engage local communities in social and environmental 
policy solutions

Locally led adaptation and mitigation efforts recognise that local communities are 
on the frontlines of climate change and are often best placed to identify solutions. It is 
therefore important to support the power of local communities to influence adaptation 
efforts. To avoid overburdening local partners, a more equitable distribution of power 
and resources towards local communities should take into account specific contexts, 
local cultures and interests at play. In turn, communities should be supported in the 
development of new capabilities (WRI, 2021[56]).

Local communities and actors rarely have a voice in the decisions that most affect 
them. Current top‑down approaches should be replaced by new models in which local 
actors have greater voice, representation, power and resources to build resilience to 
climate change. Several LAC countries have recognised in their legal frameworks 
the right to Free, Prior and Informed Consent (FPIC) of indigenous peoples, which are 
also expressed in different forms in the ILO Indigenous and Tribal Peoples Convention 
(no.169), ratified by 15 LAC countries, and the 2007 UN Declaration on the Rights of 
Indigenous Peoples. The convention does not only include the right to prior consultation 
with indigenous peoples on any legislative or administrative measures that may affect 
them, but also their participation in the formulation, implementation and evaluation of 
plans and programmes. In Peru, the experience of the prior consultation with indigenous 
peoples on the Framework Law on Climate Change has resulted in the creation of the 
Indigenous Peoples’ Platform to Address Climate Change for managing, formulating and 
following up on proposals on climate change mitigation and adaptation by indigenous 
groups (FIIAPP, 2021[116]).

Local communities should be engaged as partners in advancing the green transition. 
One way to link communities and marginalised groups with higher‑level policy making 
is to provide flexible funding to local actors. This means according local actors a certain 
autonomy to adjust activities according to local priorities and changing circumstances. 
Updating climate finance implementation mechanisms and providing technical and 
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financial assistance needed to achieve locally relevant and effective development impacts 
are some examples of ways to make this possible (WRI, 2021[56]; World Bank, 2021[57]). 
Community leaders can play a key role in designing and implementing investments in 
green programmes that correspond to their community’s priorities.

Principles for locally led adaptation are intended to guide communities as they 
advance adaptation and mitigation programmes, seek funding, and undertake practices 
with increasing ownership by local partners. Three strategies can help: 1) putting design 
and funding in the hands of local actors; 2) enhancing institutional and technical capacity 
building; and 3) ensuring monitoring, evaluation and learning (WRI, 2021[56]).

Locally led does not mean locally isolated. Three aspects are important for the success 
of locally led green initiatives. First, local champions play a key role to advance reforms, 
maintaining a balance between local leadership and external support to ensure policy 
agendas are aligned with local goals. Second, an understanding of the local context and 
the political economy dynamics is needed to ensure the viability of policy reforms. Last, 
aligning the time horizons of policies with local priorities and capacities is relevant to 
avoid implementation gaps and find adaptable solutions that are seen as legitimate by 
local communities.

Role of the private sector: Responsible business conduct to support a green and 
just transition

The private sector is a key player to achieve sustainable and inclusive development 
and move the green agenda forward. As businesses are responsible for a significant 
share of environmental impacts, they are integral to a greener economy and society. The 
climate crisis highlights the central role of businesses and the need for firms to work 
with policy makers and other stakeholders to urgently adopt climate mitigation and 
adaptation actions. Public‑private collaboration is also key for the creation of an enabling 
policy environment and an institutional framework that facilitates the twin digital and 
green transitions.

A number of policy‑, science‑ and industry‑led drivers have encouraged environmental 
action by the private sector (OECD, 2021[58]). Governments are increasingly using 
legislation and regulation as policy tools to promote more responsible business practices 
and sustainable financial flows. New legislation, particularly on human rights and 
environmental due diligence in global supply chains, has emerged in multiple jurisdictions 
in recent years.3 For instance, in February 2022, the European Commission adopted a 
proposal for a directive on mandatory corporate sustainability due diligence with respect 
to human rights and environmental impacts (Chapter 6). Likewise, companies increasingly 
recognise their responsibility to address their social and environmental impact, enhance 
supply chain resilience and respond to sustainable consumption patterns.

Instruments for responsible business conduct

Responsible business conduct (RBC) sets out that all businesses, regardless of their 
legal status, size, ownership or sector, must avoid and address the negative impacts 
of their operations, supply chains and other business relationships while contributing 
to sustainable development in the countries where they operate (OECD, 2022[59]; OECD, 
2019[60]). The OECD Guidelines for Multinational Enterprises (MNE Guidelines) and related 
OECD due diligence guidance4 champion RBC to help companies rise to the challenge of 
transitioning to a green economy and preserving the world’s greatest wealth: our natural 
ecosystems. The MNE Guidelines are the only multilaterally agreed and comprehensive 
code of RBC that governments have committed to promoting.
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All governments adhering to the MNE Guidelines have the legal obligation to set up 
a National Contact Point (NCP) for RBC. NCPs are agencies established by governments 
to promote the MNE Guidelines, provide related due diligence guidance and handle 
non‑judicial grievance mechanisms. Since 2000, close to 600  specific instances have 
been handled by NCPs in over 100  countries and territories (OECD, 2022[61]). To date, 
51  governments have a NCP for RBC, including 8 in the LAC region (Argentina, Brazil, 
Chile, Colombia, Costa Rica, Mexico, Peru and Uruguay).

International RBC instruments can play a pivotal role in advancing the green 
transition in LAC by mainstreaming internationally agreed standards and safeguards 
into business decisions and actions (OECD, 2021[58]). For instance, Chapter VI of the  
MNE Guidelines (Environment) calls on enterprises to take account of the need to protect 
the environment and public health and safety, and generally to conduct their activities 
in a manner contributing to the wider goal of sustainable development. The environment 
chapter envisages that enterprises should have in place an environmental management 
system, with measurable objectives and targets, and should explore ways to improve 
environmental performance over the longer term. The guidelines also recommend that 
firms promote higher customer awareness of the environmental implications of using 
their products and services. The private sector is increasingly being held accountable on 
matters relating to RBC and the environment. As much as 24% of all specific instances 
submitted to NCPs made reference to provisions of the environment chapter of the MNE 
Guidelines (OECD, 2021[58]).

Risk‑based due diligence is a key element of RBC. It refers to a process through which 
businesses identify, prevent and mitigate their actual and potential negative impacts and 
account for how those impacts are addressed. By implementing due diligence, businesses 
can not only mitigate the impacts of climate change and advance adaptation efforts but 
also be a major source of green finance and play a decisive role in making the green 
transition a driver of better jobs, greater respect for human rights, and increased integrity 
and trust. Carrying out due diligence is critical to ensure that business action on climate 
also takes into account social and human rights implications, possible trade‑offs (or 
unforeseen adverse impacts across various risk areas as a result of action to address 
climate‑related risk areas), and risk prioritisation considerations.

RBC practices in the region

As a response to the growing role firms play in preserving the environment and to 
increasing scrutiny by society, the private sector – globally and in LAC – has increased 
reporting on RBC and sustainability issues, as well as adoption of environmental 
management systems. The sustainability reporting rates of the largest 100 companies by 
revenue in LAC are among the highest in the world. It has increased by 6 percentage points, 
from 81% in 2017 to 87% in 2020, compared to 95% in North America and 85% in Western 
Europe. Mexico (100%), Brazil (85%), Argentina (83%), Colombia (83%) and Peru (81%) rank 
above the global average (77%), while Panama (60%), Costa Rica (56%) and Ecuador (31%) 
remain below (KPMG, 2020[62]). In the financial sphere, the number of signatories of the 
Principles for Responsible Investment doubled in emerging markets over 2019‑21, with 
Brazil being among the emerging countries with the highest number of signatories (OECD, 
2022[104]). Adoption of environmental management systems has gradually increased 
among firms in LAC, signalling greater awareness of sustainability criteria (Figure 5.7). 
However, growth in the number of ISO 14001‑certified enterprises is mainly attributed to 
efforts made by firms in Argentina, Brazil, Colombia and Mexico (ECLAC, 2021[63]).
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Figure 5.7. Number of LAC firms adopting environmental management systems 
increased more than thirtyfold since 1999

Number of ISO 14001‑certified enterprises in LAC, 1999‑2020
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companies and public organisations. The international standard ISO 14001 is part of the family ISO 4000. This standard 
applies to any company, independent of its activity, size or country of operation, that is implementing an environmental 
management system on the basis of compliance with national legislation and continuous improvement of its performance.
Source: (ECLAC, 2021[63]).

12 https://stat.link/lgqfx8

According to the OECD 2021 Business Survey on RBC in LAC,5 the majority of businesses 
surveyed have taken steps to manage social and environmental risks: 75% of respondents 
indicate they have in place a policy setting out RBC expectations and 55% report on their 
RBC‑related practices. However, practical implementation of RBC remains a challenge in 
LAC countries. Only a minority of businesses seem to conduct risk assessments along 
the supply chain to minimise the negative impacts of their activities and maximise their 
positive contributions to sustainable development. Only 40% of respondents adopt a due 
diligence process when risks are identified, and only 21% take into account suppliers and 
business partners beyond Tier 1 in the supply chain. In addition, only 36% of businesses 
are familiar with the support that NCPs can provide to promote and facilitate RBC. 
Nevertheless, according to the survey, businesses are keen to fill the implementation gap 
for RBC and to address environmental, social and human rights issues in their supply 
chains. Over 60% indicate the need for further support and trainings to implement 
risk‑based due diligence and the OECD RBC instruments (OECD, 2021[64]).

Key sectors linked to environmental impacts and climate change risks in LAC: Agriculture 
and extractives and minerals

Environmental considerations are of particular relevance for some main sectors of 
activity and trade in LAC, and thus support adoption of RBC practices and standards. 
For instance, the extractive and minerals sector plays a major socio‑economic role in 
LAC. However, it causes significant environmental and social impacts, including cases 
of water, air and soil pollution, deforestation and loss of biodiversity. These impacts can 
also fuel social conflict. An increasing number of industry initiatives aim to address these 
issues. For instance, extractive companies in the region started to identify and assess 
environmental risks by tracking and disclosing data from mining sites (OECD, 2022[65]).

Through expansion of land use or increased yields, the agricultural sector can 
also contribute to environmental degradation, such as forest and biodiversity loss, soil 

https://stat.link/lgqfx8
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degeneration, water pollution and overexploitation, and greenhouse gas (GHG) emissions. 
Many agricultural companies operating in the region are taking on these challenges, 
for example by using certification schemes and developing innovative technologies for 
sustainable production (OECD, 2022[66]).

To address the negative impacts in these key sectors, it is important that companies 
have strong internal due diligence mechanisms and policies, and that they integrate 
relevant environmental standards and international best practices into their operations. 
Environmental impacts from business activities are usually better managed and 
avoided when companies have created adequate spaces for dialogue, consultation and 
engagement with stakeholders throughout the supply chain due diligence process 
(OECD, 2017[67]). Stakeholder engagement can be more effective and better help identify 
and address risks when it is: 1) two‑way, meaning that parties freely express opinions, 
share perspectives and listen to alternative viewpoints to reach mutual understanding, 
with some degree of shared decision‑making power; 2)  in “good faith”, meaning that 
parties engage with the genuine intention of understanding how stakeholder interests 
are affected by enterprise activities; and 3) responsive, meaning that there is an active 
implementation of commitments agreed to by parties (OECD, 2017[67]). In both the 
agriculture and the extractives and minerals sectors in LAC, the private sector has made 
efforts to engage more effectively with local stakeholders and communities, for instance 
through multi‑stakeholder initiatives and dialogues (OECD, 2022[66]; OECD, 2022[65]).

Promoting integrity and avoiding policy capture

Undue influence exerted by the private sector can act as a major barrier to advancing 
the green transition. Indeed, conduct by businesses in the political arena, or what is 
known as corporate political activity, can have an impact on policy direction and outcomes 
(Zinnbauer, 2022[68]). Some companies may have an interest in capturing policy making to 
delay or limit the changes it will bring about, with the ultimate objective of preserving 
the status quo and protecting their market power. For instance, power and energy are 
two sectors with strong vested interests in blocking potentially disruptive developments. 
Incumbents in these sectors often have significant political influence at the top levels of 
decision‑making circles and are particularly prone to political corruption (Arent et al., 
2017[25]). In LAC, there is a general widespread perception of policy capture by powerful 
elites; 73% of the population in 2020 believed that their country was run to the benefit of 
a few. In Argentina, Chile, El Salvador, Guatemala and Peru, the private sector was seen 
as holding the most power in the country, ahead of the government (Latinobarometro, 
2021[9]).

Stronger regulations to promote integrity and accountability in the private sector 
are fundamental to a successful green transition. Lobbying and political finance 
regulations can ensure greater integrity. Relevant issues regarding lobbying include: 
strengthening the transparency and integrity of corporate interest representation; 
increasing the transparency of funding, membership composition and decision‑making 
practices in the lobby target‑setting adopted by lobbying and business associations; and 
supporting development and adoption of good practice principles, such as the 2010 OECD 
Principles for Transparency and Integrity in Lobbying. Several LAC countries including 
Argentina (2003), Colombia (2011), Chile (2014), Mexico (2010) and Peru (2003) have adopted 
lobbying laws or regulations. Chile, Colombia and Mexico have lobbyist registers; among 
these, Colombia does not impose sanctions for non‑compliance. Only four countries 
(Argentina, Chile, Mexico and Peru) require that the agendas of public officials be made 
public and five countries (Argentina, Colombia, Costa Rica, Mexico and Peru) require 
the disclosure of names of members of permanent advisory bodies (OECD, 2020[69]).

6 
Early observations confirm that countries with a regulatory framework to enhance the 
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transparency of lobbying activities and policy making generally ensured a greater degree 
of accountability in policy decisions during the COVID‑19 crisis (OECD, 2021[70]).

Political finance regulation is strongly regulated in LAC, with the exception of some 
countries in Central America (International IDEA, 2020[71]). However, an implementation 
gap persists: in 11 of 12 countries surveyed, cash contributions were still allowed in 2018, 
making it easier to circumvent political finance regulations. Moreover, digital technologies 
and social media are creating “grey areas” that make tracking digital advertisements for 
political parties and candidates more complex (OECD, 2021[70]).

As lobbying, political finance, corporate governance and, more broadly, RBC are 
increasingly connected, better co‑operation is needed among experts, practitioners, 
regulators and advocates in these domains. Interlinking data streams through harmonised 
data frameworks and common identifiers is among measures that could help policy 
makers better monitor the influence of business in the policy‑making process. The ability 
to triangulate disclosures made by politicians, businesses and lobbying associations on 
their activities could significantly increase transparency and accountability (Zinnbauer, 
2022[68]).

A strategic view of the green transition: Preparing public institutions

Many LAC countries’ constitutions such as Argentina, Colombia, Brazil, Bolivia, 
Ecuador, Paraguay, Peru and Venezuela already recognise the right to a healthy 
environment but, in practice, this may be difficult to enforce (UN, 2022[55]). Moving the 
green agenda forward will require institutions to evolve accordingly and to be ready 
to address the numerous challenges this will bring. A high level of co‑ordination will 
be necessary to design and implement a systemic green transition (Chapters 2 and 3). 
An integrated vision of this transition will facilitate reaching consensus around green 
policies while reconciling diverging views and interests (Section on political economy). 
In practical terms, this integrated vision will be essential to co‑ordinate actions across 
sectors and levels of government, and will provide a coherent approach that can guide 
actions and delivery mechanisms throughout the process.

Policy coherence and multi‑level governance

Achieving a holistic green transition will require enhancing policy coherence for 
sustainable development across levels and sectors of government. Given the complex 
interconnections among economic, social and environmental challenges, policy coherence 
can help policy makers better understand the impacts and spillovers of policies.

Policy coherence has three main objectives (Soria Morales, 2018[72]). The first is to 
help foster synergies and minimise trade‑offs across sectors. For instance, an increase in 
agricultural land use could undermine efforts in halting biodiversity loss and preserving 
terrestrial ecosystems. In contrast, fostering sustainable agricultural practices can help 
increase food sovereignty while supporting water use efficiency targets, especially as 
agriculture is the major user of the world’s freshwater withdrawals.

The second is to help reconcile local, regional and national policy objectives with 
internationally agreed objectives and avoid fragmented responses. Most policies and 
objectives related to climate change and sustainable development are a responsibility 
shared across levels of government or are critically dependent on local actions. It is 
therefore important to foster co‑ordination and alignment of objectives.

The third is to address the transboundary and long‑term effects of policies. In particular, 
informed choices about sustainable development need to consider the long‑term impact 
of policy decisions on the well‑being of future generations.
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Effective and inclusive institutional and governance mechanisms are important 
in addressing policy interactions (OECD, 2021[73]). The nature of wicked problems, such 
as climate change, demand a co‑ordinated centre of government (CoG), able to provide 
horizontal and comprehensive responses that include as many key actors as possible. 
To ensure their long‑term outcome, horizontal green policies should be enhanced across 
various ministries (e.g. planning, finance, environmental and social ministries) but also 
with key stakeholders inside and outside public institutions.

Policy co‑ordination and coherence in green policies must also occur vertically, among 
the CoG, subnational governments, municipalities and their main stakeholders. This 
allows the CoG to oversee high‑level co‑ordination mechanisms and take an active role in 
aligning multi‑department work plans with clear mandates and resources, ensuring that 
activities align with government priorities. Moreover, it could avoid policy duplication 
and overlap and respond to citizens’ growing demands for better service delivery. It could 
also generate cost reductions and positive synergies, e.g. in dealing with issues such as 
service provision. For instance, water governance can be most effective when looking at 
hydrological instead of administrative boundaries (e.g. river basin management).

Beyond political short‑termism: Linking policy instruments and long‑term plans 
for the green transition in LAC

Climate change and the green transition are complex issues requiring substantial 
planning and investments. However, as the short‑term costs of these actions could be 
more evident than their long‑term benefits, governments are often constrained by public 
opinion and short‑term political cycles, as well as by vested interests, which can derail 
policies to address these complex, longer‑term challenges. It is therefore important 
that governments have a long‑term vision to articulate their actions, such as National 
Development Plans (NDPs) and strategies, as well as Nationally Determined Contributions 
(NDCs), climate strategies, defined policies, regulations and sector plans to underpin 
their pledges (see Annex Table 5.A.1 in Annex 5.A1).

Nationally Determined Contributions: Overview of main priorities with regard to the 
green transition

LAC governments are aware of the requirement to transition to a greener society. This 
is why, in 2015, in accordance with the Paris Agreement, several LAC countries committed 
to developing their own NDC plans, i.e. climate action plans to cut emissions and adapt 
to climate change impacts. These documents provide information regarding mitigation 
targets, adaptation actions and economic diversification plans, with the primary objective 
of reducing GHG emissions to limit global warming to below 2°C – preferably to below 1.5°C 
– compared to pre‑industrial levels by 2030. Countries also developed National Adaptation 
Plans (NAPs), which are flexible processes that build on each country’s existing adaptation 
activities, helping integrate climate change into national decision making.

NDCs and NAPs allow countries to establish concrete targets, measures and policies 
allowing stakeholders from all sectors and institutions to contribute from their specific 
technical and budgetary capabilities and setting the basis for national climate action plans. 
These platforms also allow countries to co‑ordinate whole‑of‑government approaches by 
committing to targets that are more ambitious and that help pivot away from imposed 
top‑down targets towards self‑determined, bottom‑up pledges. The projected impact of 
NDCs and NAPs can be aggregated to show where LAC governments stand in relation 
to climate goals and to highlight institutional and financial needs at the ground level. 
Article 13 of the Paris Agreement also establishes an Enhanced Transparency Framework 
(ETF) under which countries are required to communicate progress in the implementation 
of their NDCs.
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Even though early adoption and implementation of the NDC framework has led 
to some ambitious decarbonisation plans in LAC countries, as well as to considerable 
advances in the energy and transport sectors, there is still a long way to go in terms of 
implementation. As some countries submit the second iteration of their NDCs, the main 
challenge is to transform these ambitious objectives into measurable results (Cárdenas, 
Bonilla and Brusa, 2021[74]). Out of the selected 14 LAC countries analysed in this section, 
only the Dominican Republic, Panama and Peru have proposed or developed a national 
monitoring system to track the effective implementation of their commitments. For 
instance, Panama’s National Climate Transparency Platform aims to facilitate the 
collection, management and dissemination of climate‑related data in a consultative and 
transparent manner (Wetlands International, 2021[75]).

Of the countries analysed, 12 had submitted an update of their NDCs by April 2022 
(Table 5.2), primarily strengthening their targets and monitoring methodology. Updates 
from Ecuador and Uruguay are pending; as they submitted their first NDCs in 2019 and 
2017, respectively, they are still under the five‑year renewal commitment. Most countries 
in the Caribbean have submitted updated NDCs, apart from the Bahamas and St. Vincent 
and the Grenadines. Trinidad and Tobago submitted its first NDC in 2018 and thus remains 
in the five‑year renewal commitment.

Regarding total GHG emission reduction targets committed to by LAC countries in 
their NDCs, comparison is not straightforward, given the difference in baseline scenarios 
and reference years employed. Costa Rica’s 2020 NDC update is among the few that are 
rated 2°C compatible (CAT, 2020[76]). By contrast, despite a 50% GHG emission reduction 
target by 2030 with respect to 2005 (Figure  5.9), Brazil’s 2020 and 2022  NDC updates 
allow higher emissions than the 2016 NDC (Unterstell and Martins, 2022[77]; CAT, 2022[78]). 
Mexico’s 2020 NDC update also decreased its emission reduction ambition with respect to 
the 2016 NDC (CAT, 2020[79]).

While Argentina, Brazil, Colombia, Costa Rica and Panama established only unconditional 
targets, the majority of countries also set conditional targets – i.e.  commitments that 
directly depend on the delivery of international funding (Chapters 4 and 6) (Figure 5.8). The 
latter is especially true for some heavily‑indebted Caribbean countries that are currently 
struggling with the negative effects of climate change. For instance, the Barbados’ 2021 
NDC update commits to a GHG emission reduction target of 35% relative to business‑
as‑usual emissions in 2030 without international support (unconditional), which could 
increase up to 70% with international support (conditional). Similarly, given that the 
intensity and frequency of climate change impacts are above the ability of the country to 
adapt, the sectoral targets set in the NDC of Antigua and Barbuda are entirely contingent 
upon receiving international support for technology transfer, capacity building and 
financial resources, with an estimated cost of around USD 1‑1.7 billion (United States 
dollar) (UNFCCC, 2021[80]).
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Figure 5.8. For many LAC countries, achieving the most ambitious emission reduction 
targets depends on external funding
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Countries are free to decide the NDC’s reference point (e.g. base year), scope and 
coverage, as well as the timeframe for implementation and methodologies used; these 
elements may therefore differ across countries. Six LAC countries set targets referencing 
a base year; six others used a dynamic business‑as‑usual scenario (Table 5.2). The latter 
is the most common across LAC GHG emission reduction targets, having the advantage 
of giving countries more flexibility as mitigation information changes over time. 
Nevertheless, constant updates also raise questions about countries’ level of ambition, 
with no guarantee that the same or a higher level of ambition will be maintained for the 
next NDC. This can also have direct implications for policy uncertainty, as green public 
policy plans need to be adapted every time targets change.

Moving towards a static baseline target could provide more certainty for policy 
makers and non‑state actors, considering that the target’s progress would be easier to 
track (Vaidyula and Hood, 2018[81]). It would also allow for greater accountability in terms 
of monitoring the progress of implementation of commitments. However, it is important 
that this fixed target align with the best understanding of emissions. For instance, 
Costa Rica’s 2020 NDC update does not consider a relative target with reference to a base 
year but only an absolute level of net emissions by 2030 (9.11Mt  CO2e [carbon dioxide 
equivalent]) and an absolute maximum budget of 106.53 Mt CO2e net emissions for the 
period 2021‑30 (UNFCCC, 2020[82]). Similarly, Argentina’s 2021 NDC update commits only 
to an absolute target, applying to all sectors of the economy, equivalent to 349 Mt CO2e by 
2030 (UNFCCC, 2021[83]).

While the focus of most NDCs is on adaptation policies (Table  5.2), in practice 
countries tend to invest more in mitigation (Buchner et al., 2021[84]), evidencing the gap 
between political ambitions and actual investment. Eight LAC countries have a clearer 
tendency for adaptation measures rather than mitigation in their NDCs, three opt for 
a mixed approach, and two have a stronger focus on mitigation goals. However, these 
commitments contrast with actual climate‑related primary investments made by 

https://stat.link/e1qn4l
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private and public institutions. Over 2019/20, investments in climate mitigation averaged 
USD  28  billion, while investments in climate adaptation stood at USD  4.5  billion, and 
investments with multiple objectives stood at USD 2.5 billion (Buchner et al., 2021[84]).

Table 5.2. NDCs in LAC countries

Country NDC update (yes/no),  
year of publication

GHG emission reduction target  
(reference to base year vs. BAU scenario)

Adaptation vs. mitigation focus

Argentina Yes, 2021 Absolute emissions limit for 2030 Mixed

Brazil Yes, 2020 Base year, 2005 Mitigation

Chile Yes, 2020 Base year, 2016 and absolute emissions limit for 2030 Mixed

Colombia Yes, 2020 BAU and absolute emissions limit for 2030 Mixed

Costa Rica Yes, 2020 Absolute emissions limit for 2030 Mitigation

Dominican Republic Yes, 2020 BAU Adaptation

Ecuador No, 2019 Base year, 2008 and 2010 Adaptation

El Salvador Yes, 2022 BAU Adaptation

Guatemala Yes, 2022 Base year, 2016 Adaptation

Mexico Yes, 2020 BAU Adaptation

Panama Yes, 2020 BAU Mixed

Paraguay Yes, 2021 BAU and absolute emissions limit for 2030 Adaptation

Peru Yes, 2020 Base year Adaptation

Uruguay No, 2017* Base year, 1999 Adaptation

*An update of the Uruguay NDC is planned for November 2022.
Note: BAU = Business as usual. The adaptation vs. mitigation focus is based on the number of specific targets defined 
within LAC countries’ NDCs under each category. A focus on adaptation means the number of adaptation‑specific 
targets exceeds the number of mitigation‑specific targets included in the NDC or vice versa.
Source: Authors’ elaboration based on countries’ NDCs: (UNFCCC, 2021[85]).

Within the mitigation lens, LAC countries prioritise policy measures in sectors such 
as agriculture, energy (transport and mobility), forestry and land use/land‑use change, 
with one of the primary objectives being to shift public transport systems from fossil 
fuel to renewable energy (Figure 5.9, Panel A). Costa Rica, for example, developed its own 
National Decarbonisation Plan 2020‑2050, which aims to convert the public transport 
system to electric power. It also seeks to accelerate and scale up actions to transform 
agricultural sector activities that produce the most emissions (UNFCCC, 2021[85]). 
Regarding adaptation, the focus is on agriculture, health and water resources, with the 
aim of developing countries’ agriculture frontier, strengthening adequate use of the 
land, containing deforestation and promoting implementation of environmental health 
indicators associated with climate change and the health status of the population. For 
instance, Uruguay developed the Programme of General Measures for Mitigation and 
Adaptation, which includes adaptation measures for the agriculture, biodiversity and 
health sectors and for coastal, water and fishing resources. A common objective across 
the region is to develop disaster risk management programmes across all sectors to adapt 
further and to build resilience to climate change impacts; however, only 6% of adaptation 
targets in current NDCs are directed towards disaster risk management (Figure  5.9, 
Panel B).
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Figure 5.9. Sector distribution of NDC targets of 14 selected LAC countries
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Panel A. Sector distribution of mitigation targets in 
NDCs
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Panel B. Sector distribution of adaptation targets in 
NDCs 

Note: Brazil is not included as its NDC does not present disaggregated information by sector. Sectors from countries with 
mixed approaches are considered in both figures.
Source: Authors’ elaboration based on countries’ NDCs: (UNFCCC, 2021[85]).

12 https://stat.link/ot9ixw

Institutional mechanisms to ensure coherent policy making: National Development Plans 
and beyond

As the green transition involves complex and interconnected policies, NDPs can 
help link short‑term policies with longer‑term objectives and support consistent 
implementation over time. These long‑term frameworks can also provide a clear and 
comprehensive logic to evaluate policy spillovers and set cross‑cutting objectives to 
orient actions across levels and sectors of government (Box 5.1). The NDPs can also help 
guide a whole‑of‑government approach to raising societal well‑being by incorporating a 
multi‑dimensional perspective (OECD, 2021[86]).

Among the most important attributes that can contribute to the effectiveness of 
these long‑term frameworks are: 1) clear goals and indicators to define priorities, allocate 
financial resources, monitor progress and identify gaps; 2)  a solid legal framework or 
high‑level commitment to give the framework greater credibility and authority; 3) a link 
with the national budget, allowing concrete assessment of policy feasibility; 4) a bottom‑up 
approach, subnational engagement and participatory planning processes to enhance 
legitimacy; 5) a multi‑dimensional lens to reflect the multifaceted nature of countries’ 
development challenges and better consider social, environmental and economic goals, 
as well as inclusion and sustainability issues; and 6) a monitoring and evaluation (M&E) 
system, independent from political cycles and government turnover, which is key for 
assessing policy impacts and implementation and for enabling learning and improvement 
over time (Box 5.1) (OECD et al., 2019[22]; OECD, 2021[86]).

In particular, by adopting a multi‑dimensional approach to public policy, particularly 
in the agenda‑setting stage, NDPs can focus government attention on priority areas to 
raise citizens’ well‑being and sustainability. While the 2030 Agenda is the most notable 
example of a multi‑dimensional societal progress framework used by LAC countries, 

https://stat.link/ot9ixw
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NDPs also play an important role in multi‑dimensional agenda setting. Besides promoting 
alignment across development agendas, linking NDPs with the 2030  Agenda promotes 
longer frameworks, which are key for sustainable goals (OECD, 2021[86]). Using text‑mining 
analysis, a review of the intensity with which the different dimensions of the OECD Well‑
Being Framework appear in LAC NDPs shows that, in terms of current well‑being, NDPs 
still tend to focus most strongly on income and wealth, reflecting widespread concerns 
in the region about poverty (Figure  5.10). The well‑being domains of knowledge and 
skills, environmental quality, safety, civic engagement and health also feature relatively 
commonly. Natural capital (which includes biodiversity and GHG emissions) features less 
clearly than other domains (OECD, 2021[86]). There is more limited reference to issues of 
work and job quality, housing and social connections. Subjective well‑being and work‑life 
balance are least commonly mentioned (Figure 5.10).

Figure 5.10. Current well‑being domains featured in LAC NDPs

Note: Colour intensity indicates the frequency of references in the NDPs of 16 LAC countries to the dimensions 
of the OECD Well‑Being Framework. The darker the colour, the higher the frequency. The sum of the relative 
frequencies across all dimensions in a country’s NDP is 100. Each country’s text data come from the latest NDP (or 
equivalent) approved by the end of 2020.
Source: OECD (2021[86]).
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Box 5.1. Role of the United Kingdom Climate Change Act in providing a long‑term 
framework for emissions reduction

The United Kingdom’s (UK) pioneering 2008 Climate Change Act was the world’s first 
comprehensive, long‑term and legally binding framework law to address climate change 
mitigation and adaptation. It is credited with having succeeded in reducing emissions, 
withstanding political opposition and transforming climate governance in the United Kingdom. 
The Act sets a legally binding long‑term emission reduction target and requires the identification 
of interim targets every five years.

Beyond its legal framework, the Act has endured thus far thanks to the associated institutions 
of monitoring, transparency and public accountability. A series of semi‑structured interviews 
with 33 high‑level UK policy makers found that the most important features of the Act have been 
the long‑term emissions target; an empowered independent advisory body; mandatory five‑year 
carbon budgets; mandatory government reporting to parliament and the public; and an iterative 
five‑year adaptation planning cycle to ensure learning and flexibility (Fankhauser, Averchenkova 
and Finnegan, 2018[87]). In particular, the role of an independent expert body – the Climate Change 
Committee – in advising on carbon budgets and reporting on progress to parliament has helped 
create the norm of parliamentary and public scrutiny of climate change progress. Moreover, 
as its mandate extends beyond parliamentary elections, the direction of UK action on climate 
change has remained focused on the long‑term target (Worker and Palmer, 2021[26]; OECD, 2021[88]).

Various mechanisms can help ensure coherent and consistent planning for the green 
transition. Adequate incentives can help promote active adoption of green policies in 
areas of government that are not necessarily specialised in the environment. In the short 
and medium term, the use of existing and pragmatic tools for policy coherence can help 
create more opportunities for policy makers to reach compromise and implement green 
policies. These procedures can be adopted all along the public policy cycle and in close 
co‑operation with various jurisdictions, granting spaces for exchange and joint work 
while ensuring coherent planning and implementation.

In the first place, ex ante analysis using well‑being indicators is useful to assess the 
costs and benefits of a policy before its implementation (OECD, 2018[89]). If no social, 
economic or environmental counter effects are identified during the cost‑benefit 
analysis, policy makers can proceed with the design of the green policy using several 
tools. Environmental checklists can help ensure that no basic considerations are left 
unattended. The government of Japan has designed models for various economic activities 
and sectors that might serve as reference (Japan International Cooperation Agency, n.d.[90]). 
The opinions and approval of civil society and local communities are crucial for the 
successive steps of the green policy cycle and can be expressed through opinion surveys 
(D’Arcangelo et al., 2022[91]) or local meetings. The National Environmental Certification 
Service for Sustainable Investments of Peru offers a diverse range of mechanisms for 
citizen participation. Hearing citizen views and including them throughout the policy 
cycle may prevent future setbacks and strengthen policy design. Peer learning and 
benchmarking among local governments can also help improve policy design and avoid 
potential conflicts.

Once a policy is legitimated, several tools can guide implementation. Among them, 
collaboration agreements between the CoG and the local government implementing the 
policy can help clarify its main objectives and different stages, including key elements for 
the success of green policies that tend to be forgotten, such as civil society participation 
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or compensation measures. To ensure that local bureaucracies have the necessary tools 
and information to implement the policy, CoGs can incentivise the creation of executive 
units at the municipal government. This way, a focal point is identified and can be subject 
to monitoring but also profit from trainings and advice from the national counterpart for 
capacity building. For instance, executive units can be trained in the basic requirements 
for a sustainable use of land, making sure that no area will be assigned an activity that 
will put the environment at risk. The National Institute for Federalism and Municipal 
Development of Mexico provides several examples of collaboration agreements to 
strengthen co‑ordination between the CoG and municipalities and to develop capacity 
building for local bureaucracies. In case this collaboration does not suffice and the 
executive unit faces delays or unforeseen events, technical assistance can be requested. 
The territorial strategic plan of Argentina, for example, foresees technical assistance for 
provincial governments to ensure that diagnostics, strategies and instruments are well 
implemented (ECLAC, 2017[92]). Use of environmental communication can help explain in 
simpler terms the technical aspects of a green policy while keeping citizens informed of 
its goals and evolution, ensuring transparency (Aparicio Cid, 2016[93]). Where and how this 
information will be communicated is key, as imperfect information is higher among the 
most disadvantaged groups (Vona, 2021[38]).

Given the complexity of green policies and the multi‑level co‑ordination they 
require, the M&E phase is crucial to identify potential setbacks and improvements. The 
government of Germany has developed a set of environmental targets and indicators, 
together with a data collection system, that could prove useful for the design of green 
M&E systems (OECD, 2020[94]). Unlike traditional M&E systems, which are only accessible 
by the direct authorities implementing the policies, a digital dashboard of monitoring 
and control could allow easier exchange of information among levels of government. By 
implementing an accessible system of control, CoGs can follow the evolution of the policy 
without having to be physically in every jurisdiction, while providing constant guidance 
to the local executive units.

These institutional mechanisms can strengthen green policies by  improving 
communication and co‑operation channels among relevant actors; promoting and 
disseminating tools and practices for capacity building; promoting inter‑jurisdictional 
exchange activities to foster mutual learning and co‑operation; strengthening the 
capacities of intermediary and local bureaucracies; and reducing the risks of policy 
failures or judicialisation.

Government as a strategic actor to advance the green transition

When it comes to moving the green agenda forward, governments are expected to 
play active roles beyond being regulators and providing defining frameworks (Table 5.3). 
Governments have various tools at their disposal that can send clear signals to markets 
and individuals to help shape their behaviour.

First, governments can lead by example by investing in R&D or establishing ambitious 
targets for reducing the carbon footprint of public‑sector activities. Among other 
measures, they can make more efficient and electrify their transport fleets. Governments 
can also send clear messages to businesses and citizens through their roles as regulator, 
consumer and investor. Last, governments can accompany and support communities 
and firms during the transition by temporarily absorbing and mitigating some of the 
short‑term costs and distributional effects. Among other actions, they can offer reskilling 
programmes for workers employed in extractive activities to support their transition 
to greener jobs. They can also provide subsidies to encourage businesses to adopt more 
sustainable practices (Table 5.3).
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Table 5.3. Governments, in their diverse roles, can apply a range of tools to shape 
the green transition

Roles of government in the green transition

Leader Regulator Consumer Investor Facilitator

Tools and 
policies

Green budgeting; awareness-
raising campaigns; emission 
reduction targets for public 
activities; public investment in 
R&D; open data and statistical 
development to anticipate future 
needs

Sustainable labelling 
and standards; land use 
mapping and spatial 
planning for sustainable 
land management; 
binding GHG reduction 
targets; energy efficiency 
standards; due diligence 
standards for RBC

Green supply chains 
and green public 
procurement

Earmarked 
funding; 
pre-investment 
analysis 
with clear 
sustainability 
and impact 
criteria; 
taxonomy for 
sustainable 
activities

Reskilling and trainings; 
green subsidies and 
incentives; feed-in tariffs; 
environmental taxes; social 
climate funds; multi-
stakeholder dialogues and 
platforms

Examples

The Ministry of Environment of 
Panama developed a Climate 
Change Labelling Manual for Public 
Investment Projects serves as a 
tool to identify, classify, weight 
and mark relevant expenditures 
to address the climate crisis in 
the government’s budget system. 
In Uruguay, the Ministries of 
Environment and Finance, 
along with the national digital 
government agency (AGESIC) and 
the Inter-American Development 
Bank, co-hosted a hackathon to 
promote data reutilization related to 
climate change, including climate 
finance data.

Rule No.2 of 4 June 
2014, issued by the 
Secretary of Logistics and 
Information Technology 
in the Ministry of 
Planning, Budget, and 
Management of Brazil, 
states that new federal 
public building projects 
must be developed to 
ENCE* Class A project 
standards, and retrofitting 
work must obtain the 
ENCE Class A label for 
individual lighting and air 
conditioning systems.

The municipality 
of Mendoza 
(Argentina) uses its 
public procurement 
system to enable a 
triple-impact economy 
(economic, social 
and environmental) 
by allowing procuring 
agencies to prioritise 
goods and services from 
companies certified 
as B Corporations 
(i.e. complying with 
environmental, social 
and governance criteria).

The Ministry 
of Finance 
of Colombia 
developed a 
green taxonomy 
for mobilising 
public and 
private finance 
for climate 
change.

In Costa Rica, the 
Phytosanitary State Service 
established a Voluntary 
Certification in Good 
Agricultural Practices 
by which farmers can 
participate in capacity-
building activities on good 
agricultural practices relative 
to workers’ health and 
the environment; receive 
support for implementing 
such practices on their 
farms; and be audited 
to verify compliance 
with requirements of the 
certification.

*ENCE is the National Energy Conservation Label.
Source: Authors’ elaboration.

In particular, governments can use various tools to stimulate the innovation 
ecosystem at the heart of the green transition. A more sustainable development model 
depends not only on technological innovation but also on social, economic, behavioural 
and business model innovations (OECD, 2019[95]; Söderholm, 2020[96]) (Box 5.2). The mix of 
technologies used in production and consumption processes needs to change radically 
in the next decades to achieve the 2030 Agenda and reach the targets set in the Paris 
Agreement. Several advances are evident across sectors. For instance, electric vehicles, 
solar photovoltaics and onshore wind are now mature technologies. However, further 
research is needed for cost‑effective and scalable solutions to improve water quality, 
alleviate air pollution and effectively manage solid waste.

Investment in R&D remains low and government‑driven in LAC (Chapter 3). Another 
problem in LAC is that the private sector has little incentive to invest in socially innovative 
R&D, owing to long time horizons and uncertainty relative to commercial viability.

To counter this inertia, governments can play a key role in lifting barriers to 
accelerate innovation and in creating the right environment to support the transition. 
Truly transformative change can arise only if governments commit to systemic change 
(Chapters 2 and 3) and implement environment‑friendly and mission‑driven policies that 
change technologies, regulations, price signals and social attitudes (OECD, 2019[95]; OECD, 
2021[98]).



5. How to make it possible: GoverninG tHe Green transition

246
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

247

For this reason, policy alignment across sectors and levels of government (Section 
on policy coherence), coupled with a clear vision and a long‑term commitment by 
government to ensure policy certainty (Section on long‑term planning), is key to support 
a well‑functioning innovation ecosystem and to encourage the private sector to make 
risky long‑term investments towards the green transition. Moreover, governments can 
use public funds to leverage further private investments in innovative green projects 
(Chapter  4) and establish dedicated platforms where governments, businesses and 
researchers can co‑operate on key transition issues.

Box 5.2. Social innovation in LAC to support the transition

Social innovation refers to the design and implementation of new solutions that deal with 
socio‑economic and environmental problems; it implies conceptual, process, product or 
organisational change. Unlike technological innovation, social innovation can include 
technologies only if they contribute to solving social challenges and improve people’s well‑being 
(OECD, n.d.[99]).

To tap the full potential of social innovation, an enabling policy framework is needed, to support 
public, non‑profit and private actors to co‑construct and implement socially innovative solutions 
(OECD, n.d.[99]). NGOs have been the driving force behind social innovation initiatives and are 
essential for their implementation in LAC. However, without sufficient state support at local, 
subnational and national levels, these social innovations lack scalability (Chatham House, 
2020[100]; SI‑DRIVE, 2015[101]).

Some governments in LAC, including in Argentina, Colombia and Chile, have embedded social 
innovation programmes within government ministries. In the early 2000s, the city of Medellín 
(Colombia), introduced an innovative cable car system to provide transport into the city for the 
poorest people living in hillside communities; it is a successful example of a government‑backed 
social innovation initiative that integrated education, social programmes and participatory 
budgets (IDB, 2016[102]; Chatham House, 2020[100]). Universities are also relevant actors in promoting 
social innovation in LAC, as exemplified by the Social Innovation Lab of the Pontificia Universidad 
Católica de Chile and the Latin American Social Innovation Network (LASIN) of universities in 
LAC and Europe.

Beyond alliances and government backing, funding is another important element for social 
innovation initiatives (SI‑DRIVE, 2015[101]). For example, Potencial, a group of social entrepreneurs 
in Chile, developed a product that retained 97% of particulate emissions produced by domestic 
stoves, which are widely used by low‑income households for heating. Thanks to public funding 
by Impacta Energía 2016 of the Government Laboratory and the Ministry of Energy of Chile, and 
Capital Semilla 2017 from the Production Development Corporation (CORFO), Potencial was able 
to advance in prototyping and testing. However, the project now needs further private investment 
to be scaled up (Soto Espinace, 2019[103]).

Key policy messages

LAC citizens are among the most concerned about climate change globally. This 
concern is also consistent across the political spectrum. The COVID‑19 crisis may 
have further changed perceptions of climate change and support to fight it, opening a 
“critical juncture” during the recovery phase. Governments could leverage this high level 
of concern to make the green agenda the binding element of a new, sustainable social 
contract for the region. Box 5.3 highlights the most critical and salient considerations for 
governing a just, inclusive and sustainable green transition.



5. How to make it possible: GoverninG tHe Green transition5. How to make it possible: GoverninG tHe Green transition

247
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

Box 5.3. Key policy messages

Understanding climate policy and the political economy factors that may enable or limit 
reform is crucial for effective policy formulation and implementation. Among others, 
four elements, or 4 Cs, are important:

• Concertation: involving key stakeholders from the beginning and throughout all the 
policy‑making cycle to reach a common agenda.

• Context: adjusting the speed and scale of the transition to the national and 
international socio‑political context.

• Communication: implementing an evidence‑based, inclusive and compelling 
communication strategy based on concrete facts and key outcomes, as well as 
audience and behavioural insights, to shape the transition narrative and rally 
diverse segments of the population to action.

• Compensation: putting in place policies to support the most vulnerable groups along 
the path to transition while also helping populations cope with the irreversible and 
differentiated effects of ever more frequent and extreme weather events.

The multitude of actors, sectors and constituencies affected by the green agenda highlights 
the need to build consensus and establish a shared platform for negotiation. Participatory 
policy‑making processes are even more important, to avoid powerful elites capturing 
policies in their interests or derailing reforms. In particular, governments need to:

• Foster the participation of citizens, civil society and local communities in order to 
make the most of their knowledge and develop inclusive and transparent policies 
with a special focus on sectors and population groups that have been historically 
excluded, as well as groups more vulnerable to shocks.

• Include women, and local indigenous communities in immediate response efforts 
and promote their participation in the decision‑making process, to broaden the 
scope of dialogue and increase ownership of agreements achieved. 

• Encourage businesses to ensure expectations relating to climate action are met 
and that environmental impacts are identified, addressed and mitigated as part 
of supply chain due diligence processes. In particular, governments could provide 
further support and training to LAC firms to implement risk‑based due diligence 
and the OECD Responsible Business Conduct instruments.

To effectively steer society towards a more sustainable development path, public 
institutions must become more efficient and work strategically to:

• Invest greater efforts in ensuring an integrated approach to balance economic, 
social and environmental trade‑offs and take advantage of policy spillovers among 
these fields.

• Align objectives across levels and sectors of government to promote a whole‑of‑ 
government approach and ensure coherent implementation of the green agenda.

• Link policy instruments with long‑term strategies, particularly National 
Development Plans, for consistent policy implementation over time. The Enhanced 
Transparency Framework established under the Paris Agreement  is a key tool to 
track progress on climate action.

• Make full use of the various tools at the disposal of governments, ranging from 
regulation to investment and financing, and leverage their role as strategic 
market agents in order to send clear signals to businesses and to shape consumer 
behaviour (e.g.  through green public procurement or ambitious sustainability 
criteria for state‑owned enterprises).
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Notes

1. Public communication is understood as the government function to deliver information, listen 
and respond to citizens in the service of the common good and of democratic principles. It is 
considered distinct from political communication, the legitimate but partisan communication 
conducted by elected officials, political parties and figures that supports personal, party or 
electoral objectives.

2. Officially the Regional Agreement on Access to Information, Public Participation and Justice in 
Environmental Matters in Latin America and the Caribbean.

3. For more information, see the OECD Due Diligence Policy Hub: https://mneguidelines.oecd.org/
due‑diligence‑policy‑hub.htm.

4. The MNE Guidelines (last update in 2011) represent the most comprehensive set of 
government‑backed recommendations on RBC available and have become the key reference 
point for responsible business, together with the International Labour Organization Tripartite 
Declaration of Principles concerning Multinational Enterprises and Social Policy and the UN 
Guiding Principles on Business and Human Rights. The OECD Due Diligence Guidance for Responsible 
Business Conduct (2018) provides practical support to enterprises on the implementation of the 
due diligence process in six stages. In addition, sectoral due diligence guidance instruments 
have been issued in the extractive, garment, agricultural and financial sectors. For more 
information, see http://mneguidelines.oecd.org/guidelines/.

5. The survey was disseminated in Argentina, Brazil, Chile, Colombia, Costa Rica, Ecuador, 
Mexico, Panama and Peru. It was open to responses from companies headquartered in or doing 
business in these countries for a period of nine weeks (23 November 2020 to 31 January 2021). In 
total, 501 company representatives across the target countries and a broad range of industries 
responded. For more information, see https://mneguidelines.oecd.org/survey‑business‑rbc‑
latin‑america‑caribbean.htm.

6. Data are drawn from the 2018 OECD Questionnaire on Public Integrity in Latin America, 
covering 12 countries. Respondents were predominantly senior officials in central government, 
supreme audit institutions and electoral commissions.
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Annex 5.A. Recent environmental legislation in LAC

Table 5.A.1. Recent environmental legislation in LAC

Country Regulation

Argentina Law of Minimum Budgets for Climate Change Mitigation and Adaptation No. 27.520 (2020): establishes the minimum budgets 
to guarantee adequate actions, instruments and strategies for adaptation and mitigation of climate change under the terms of 
Article 41 of the National Constitution.  
Law for the Implementation of Comprehensive Environmental Education No. 27.621 (2021): dictates general guidelines 
for environmental training and constitutes the basis for guiding the design of training itineraries in the framework of 
environmental training for those who work in the public service.

Brazil Decree Nº 11.075 (2022): establishes procedures for preparing Sectorial Plans for the Mitigation of Climate Change and 
creates the National System for the Reduction of Greenhouse Gas Emissions. It creates a carbon market focused on the export 
of credits. 
Federal Decree No. 11.043 (2022): establishes the National Solid Waste Plan (Planares) that brings guidelines, strategies, 
actions and targets to modernise solid waste management to put into practice the objectives set out in the National Solid 
Waste Policy – Law No. 12.305 of 2010. 
Climate Change Law 12.187 (2010): establishes Brazil’s National Climate Change Policy, including its principles, objectives, 
guidelines and instruments.

Chile Framework Law on Climate Change N.21.455 (2022): establishes climate governance, powers and obligations of state 
agencies for climate action and sets the goal of carbon neutrality and resilience by 2050. It recognises principles of 
non-regression and progressivity and incorporates principles of an ecosystem approach, equity and climate justice, 
territoriality, transparency and citizen participation. 
Law No. 21.364 (2021):creates the National Disaster Prevention and Response System (SINAPRED) and the National Disaster 
Prevention and Response Service (SENAPRED) and replaces the National Emergency Office (ONEMI) with the National 
Disaster Prevention and Response Service.

Colombia Law N.º 2169 (2021): promotes low-carbon development by establishing minimum goals and measures in terms of carbon 
neutrality and climate resilience. It also establishes the target of fully implementing the Colombian green taxonomy by 2030. 
Law 2111 (2021): criminalises deforestation, creates five other environmental crimes and applies more rigorous penalties and 
sanctions to five existing crimes in the Colombian Penal Code. 
Law No. 1931 (2018): establishes Guidelines for Climate Change Management in Colombia.

Costa Rica Decree 43443-MINAE (2022): reforms the Regulations to the Mining Code, with the aim of ordering the processing of 
concessions for the mining community and the way in which the eventual closure of mining projects should be carried out to 
avoid negative environmental impacts. 
Decree No. 41091 (2018): imparts the National Policy on Adaptation to Climate Change, seeking to articulate efforts on 
adaptation to climate change through effective and informed citizen participation.

Dominican 
Republic

General Law on Integrated Waste Management and Co-processing 225-20 (2020): aims to prevent generation of waste and 
establish the legal regime for its integral management. 
Law on Environmental Education and Communication 94-20 (2020): aims to include environmental education in different 
levels, cycles, grades, modalities and stages of the school system and higher education in public and private education 
centres to raise environmental awareness across society. 
Law Establishing the Payment of Environmental Services 44-18 (2018): ensures the conservation, preservation, restoration 
and sustainable use of ecosystems through a general framework for compensation and remuneration of environmental 
services to guarantee environmental or ecosystem services.

Ecuador Decree No. 59 (2021): establishes an institutional framework to fight climate change, creating the Ministry of Environment, 
Water and Ecological Transition. 
Organic Law for a Special Regimen in the Galápagos (2015): ratifies the government’s commitment to protect the natural 
heritage of the Galapagos Islands under technical, scientific and sustainable development criteria.

El Salvador General Law on Water Resources (2021): recognises the human right to water and sanitation as components of the right to 
an adequate standard of living. It establishes that water may not be privatised under any condition and creates the Salvadoran 
Water Authority (ASA). 
Law on Integral Waste Management and Promotion of Recycling (2020): aims to achieve sanitary and environmentally safe 
use and disposal of waste to protect human health and the environment and to promote a circular economy. 
Prohibition of Metallic Mining Law (2017): aims to prohibit metal mining in the soil and subsoil of the territory of the Republic.

Guatemala Regulation 164 (2021): regulates integral management of solid waste to protect human health and the environment.  
National Environmental Education Policy 189 (2017): seeks to develop awareness-raising environmental education 
programmes with a multicultural and equity approach. 
Framework Law for Climate Change (Decree 7-2013): aims to prevent, plan for and respond in an urgent, adequate, 
co-ordinated and sustained manner to the impacts of climate change.
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Country Regulation

Mexico NOM-001-SEMARNAT (2021): establishes permissible limits for pollutants in wastewater discharges into receiving bodies 
owned by the nation. It updates NOM-001-SEMARNAT-1996, renewing technical aspects that were no longer complied with 
due to the passage of time. 
General Law on Climate Change (2018): establishes provisions to address the adverse effects of climate change and to 
regulate actions for mitigation and adaptation to climate change. 
Energy Transition Law (2015): establishes guidelines for the use of renewable energies and the financing of the energy transition.

Panama Law No. 287 (2022): recognises nature as a subject of rights, as well as the obligations of the state and all people to ensure 
respect and protection of these rights. 
Decree No.107 (2021): prohibits export of timber extracted from natural forests and water reservoirs in logs. 
Decree No. 34 (2018): establishes the legal and institutional framework for climate change in Panama. It also establishes 
2030 climate goals and a 2030-50 transparency framework.

Paraguay Law No.6911 (2022): declares the Tobatí stream in the Department of Cordillera a protected wild area under public domain 
with the category of protected landscape management. 
Decree No.7017 (2022): regulates Law 3239/2007 on water resources of Paraguay. 
Law No.5875 (2017): establishes the general regulatory framework for planning for and responding to the impacts of climate 
change in an urgent, co-ordinated and sustained manner.

Peru Decree No.023 (2021): approves the National Climate Change Policy towards 2030. 
Law No.30754 (2018): establishes the Framework Law on Climate Change for the planning, articulation, execution, 
monitoring, evaluation, reporting and dissemination of public policies for the comprehensive management of climate change.

Uruguay Decree No.135/021 (2021): establishes air quality objectives and maximum emission limits. 
Law No.19.889 Art. 291 (2020): creates the Ministry of Environment. 
Decree No. 310 (2017): approves the National Climate Change Policy and the first NDC.

Note: The table presents the most recent and relevant legislation adopted until May 2022 in the 14 LAC countries 
analysed.
Source: Authors’ elaboration.





Chapter 6

International partnerships 
for a green and just 
transition
Regional and international co‑operation is necessary 

to ensure the successful implementation of climate 

change mitigation and adaptation policies. Many 

countries in LAC are natural resource‑intensive 

exporters with rich biodiversity, placing them as 

important actors in climate negotiations. However, they 

also face an export structure biased towards primary 

sectors, a condition that makes them vulnerable 

to new international environmental standards and 

regulations. This chapter argues that, to transition to a 

sustainable model of development, LAC governments 

need a strong convening power and to enhance a unified 

voice in multilateral environmental agendas. This will 

help to better illustrate the region’s particularities 

and improve alignment of national policies and 

internationally established environmental goals. In 

addition, the chapter looks at how governments will 

also have to face the green economy’s impact on trade. 

Policies will need to take into account the additional 

costs imposed on exports in the medium term, along 

with the effects of international environmental 

standards and regulations. Finally the chapter shows 

how regional co‑ordination and further co‑operation 

among LAC countries, and sub‑regional grouping 

will be the way forward for advancing on renewable 

energies and green transition policies in the LAC region.
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Regional and international co-operation is crucial
for the success of a green and just transition in LAC

The LAC region plays an active but fragmented role in multilateral efforts for advancing 
the green transition

Latin America reached nearly 
40% of the market-share in 2020 

The region
partakes in over

10 coalitions
in climate 

negotiations

LAC can bene�t 
from a uni�ed voice 
at the multilateral 

negotiations
on climate

Using a comprehensive tool-mix, international co-operation can facilitate LAC’s active 
efforts towards the green transition

LAC holds more than 60% of
the world's identified lithium

reserves...

The region could become one of the world’s
leading providers of carbon credits, and be 
among the first to develop a regional carbon market 

... and can play a big role
in the push for international

low-carbon hydrogen

60%

International partnerships can help the LAC region navigate the trade-offs 
of the green transition on trade

International partnerships, in co-ordination 
with governments, private sector and civil 
society, can support LAC countries
in adapting to new international 
environmental standards and regulations.
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Introduction
The challenges of achieving the low‑carbon development targets and a green transition 

cannot be confronted only at the national level. To transition to a sustainable development 
model, the LAC region needs a strong convening power and to enhance a unified voice 
in multilateral environmental agendas. Notwithstanding its fragmented position on 
climate issues, the region has been active in international climate negotiations and has 
strongly supported ambitious environmental treaties. Even so, commitments made by 
LAC countries at the international level do not always translate into national actions, 
indicating that national policies are in need of further alignment with internationally 
established environmental goals.

Transitioning to a greener and more sustainable economy has substantial implications 
for numerous aspects of the region’s development path. In particular, a green economy’s 
impact on trade is a concern better addressed earlier than later. Policies will need to take 
into account the additional costs to exports and the effects of international environmental 
standards and regulations in the short and long term. In addition, LAC countries can 
harness international trade in both goods and services to facilitate the transition to a 
circular economy.

Addressing global challenges, such as climate change, biodiversity loss or pollution, 
and promoting a green transition as part of coronavirus (COVID‑19) recovery are key 
objectives of the European Union (EU) internally and with respect to key EU partners. 
The EU’s strategic leadership on the green transition has major implications for trading 
partners, modalities of international co‑operation and transition requirements, as stated 
in the European Green Deal (hereafter, “the Green Deal”). These pose a challenge to the 
LAC region but, above all, offer an opportunity to make the most of multilateral efforts to 
bring forth a green and just transition. Boosting international partnerships, in particular 
with the European Union as part of the “Global Gateway”, can help LAC adapt to the new 
environmental trade norms and regulations.

The LAC community can benefit from the renewed impetus of international partners 
to pursue a green agenda, transforming commitments into action through harmonised 
use of international co‑operation instruments, following the Development in Transition 
approach. To ensure a sustainable development the region needs to ensure policy 
coherence across policy sectors and levels (local, regional and international), harness joint 
efforts for capacity building and technology transfer on energy sources, and co‑ordinate 
common regulations and norms for carbon markets.

The rest of this chapter is organised as follows. First, it analyses LAC’s positioning 
in climate negotiations at the multilateral level and the extent to which the region could 
benefit from a strengthened regional agenda and better alignment of national strategies 
with international commitments. Second, it assesses, through a focus on trade, how 
international partnerships can soften the impact of the green transition in the LAC region 
while helping the region grasp its opportunities. This section analyses the impacts of the 
green transition on trade in terms of expected additional costs on exports in the medium 
term and the effects of international green norms and regulations on the region’s imports 
and exports. This includes an analysis of the EU Green Deal, one of the most prominent 
climate policies, and its effects on LAC through possible impacts on trade and potential 
avenues for co‑operation. Third, the chapter stresses the importance of international 
partnerships in facilitating LAC efforts to translate multilateral commitments into 
concrete progress in advancing the green transition, primarily by implementing a 
harmonised and integrated use of international co‑operation instruments and working 
towards common norms, standards and regulations. The chapter concludes by providing 
preliminary key policy messages for further consideration and implementation.
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Aligning multilateral efforts with national strategies for a green and just 
transition

Through numerous environmental fora and summits, the international climate 
agenda has evolved to include additional priorities and frameworks. From its global nature, 
all countries are called to participate in the efforts for reducing carbon dioxide (CO2) 
emissions. Although the implications of CO2 reduction targets in human development 
standards of developing countries remain a matter of debate, it is clear that it is possible 
to decouple economic development from CO2 emissions (Figure 6.1). LAC can reach higher 
Human Development Index (HDI) levels while meeting its low emissions targets. Green 
transition policy experiences exist within partners that are already reducing their levels of 
emissions. At the same time, in this global agenda, LAC countries can play a predominant 
role in climate negotiations by sharing experiences of sustainable development with 
other regions of similar and lower development levels. Climate change has shown that 
continuing a path of exponential growth of CO2 emissions is no longer an option.

Figure 6.1. CO2 emissions per capita vs. HDI
Time series 1995‑2019
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Source: Authors’ calculations based on (Climate Watch, 2022[1]) and (UNDP, 2022[2]).

12 https://stat.link/fsamjk

From the isolated goal of tackling climate change, international actors have directed 
their efforts towards green growth initiatives while ensuring that natural assets continue 
to provide the resources and environmental services on which well‑being relies (OECD, 
2011[3]). By recognising the need for a fundamental shift to an economic system that is less  
damaging to the environment, leaders have moved the discussion towards bringing forward 
the green transition (Box 6.1). This notion expands the scope of environmental action to 
include an economy in which growth in income and employment is driven by public and 
private investments that reduce CO2 emissions and pollution, enhance energy and resource 
efficiency, and prevent the loss of biodiversity and ecosystem services (UNEP, 2011[4]).

https://stat.link/fsamjk
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The COVID‑19 recovery has been a push to advance the green transition. Recovery 
packages have not, however, met the level of the ambition. If not consistently combined 
with structural reforms, these programmes are a “flash in the pan” rather than a 
socio‑environmental transformation (Burger, Kristof and Matthey, 2020[5]).

Efforts to bring forth the green transition can have challenging effects for the labour 
force if not properly co‑ordinated. Policy makers need to ensure that the transition is not 
only green but also just – in other words, that it balances environmental sustainability 
with the needs of the people, that are most negatively affected. The Paris Climate Agreement 
(hereafter, “the Paris Agreement”) takes into account the just transition of the workforce 
and the importance of creating decent work and quality jobs. The development of 
social dialogue, expansion of social protection, securing of rights in the workplace and 
creation of employment are key aspects of a fair and inclusive transition (ILO, 2015[6]). The 
Solidarity and Just Transition Silesia Declaration, adopted at the 24th Conference of the 
Parties (COP24) to the UN Framework Convention on Climate Change (UNFCCC) in 2018, 
proved a significant step in highlighting the importance of addressing the vulnerability 
of labour markets in carbon‑intensive sectors.

Box 6.1. From climate negotiations to a green and just transition

The signing of the United Nations Framework Convention on Climate Change (UNFCCC) by 
154 nations at the Rio Earth Summit in 1992 marked the beginning of multilateral climate 
negotiations. Aiming for the “stabilisation of greenhouse gas (GHG) concentrations in the 
atmosphere at a level that would prevent dangerous anthropogenic interference with the 
climate system”, the convention categorised parties according to various commitments 
and established the “common but differentiated responsibilities and respective 
capabilities” principle. In 1997, participating parties adopted the Kyoto Protocol (entered 
into force in 2005), which set internationally binding emissions reduction targets based 
on a rigid interpretation of the aforementioned principle.

In the Copenhagen Accord of 2009, countries recognised the need to limit global warming 
to below 2°C to prevent dangerous climate change but were unable to agree on a clear 
path towards a legally binding treaty. A consensus was reached in 2015, with a new 
treaty – the Paris Agreement – and came into force in November 2016. It commits all 
parties to limit global warming to “well below 2°C”.

In 2021, the Glasgow Climate Pact strengthened ambitions across three pillars of 
collective climate action. On adaptation, parties recognised “the importance of the 
global goal on adaptation for the effective implementation of the Paris Agreement” and 
“welcomed the launch of the comprehensive two‑year Glasgow–Sharm el‑Sheikh work 
programme on the global goal on adaptation”. On mitigation, parties agreed to “establish 
a work programme to urgently scale up mitigation ambition and implementation in 
this critical decade”. Last, on climate finance, parties reaffirmed their pledge to reach 
the target of committing USD 100 billion per year to climate action in developing and 
vulnerable countries.

Bringing forth the green transition requires a whole‑of‑society approach, capable of 
addressing the needs of workers. While the Paris Agreement contains some elements 
related to these needs and priorities, the Solidarity and Just Transition Silesia Declaration, 
adopted at COP24 in 2018, provides further directions on how to advance a green and just 
transition.

Source: (Andersen, 2015[7]), (Climate Strategies, 2020[8]).
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LAC has lacked a unified voice in the international arena, as the region negotiates 
within multiple coalitions

The fragmented positioning of LAC countries in the international arena for climate 
negotiation constitutes a missed opportunity for the region. Advancing common priorities 
and objectives could be easier and more effectively done when backed by the entire LAC 
community. Greater regional co‑operation might favour policy implementation and 
co‑ordination, particularly due to the opportunity to further align national plans with 
global environmental goals.

The lack of a unified voice in the context of environmental conferences can be attributed 
to the existing fragmentation of LAC regional integration and often reflects subregional 
economic ties. In contrast to Europe, where integration has revolved around the European 
Union, regionalism in LAC encompasses a plurality of groups, which are often competing, 
complementary and overlapping in function and membership and reflect distinct waves 
of regionalism throughout the continent (Ruano and Saltalamacchia, 2021[9]). At the core 
of the complexity and plurality of LAC organisations is the region’s state resistance to the 
establishment of supranational organs and the delegation of competences (Nolte, 2021[10]). 
In addition, a primary focus on tangible economic benefits through regional co‑operation 
and the lack of a deeper philosophical or ideological commitment to the integration 
process have resulted in regional projects that often lack long‑term perspectives (Pastrana, 
2013[11]).

While the LAC region has a reputation for active participation in international climate 
negotiations, throughout much of its history, there have been few active overall Latin 
American coalitions operating in climate change talks. Even though the Central American 
Integration System and the Caribbean Community (CARICOM) have proved longstanding 
actors in climate negotiations and regional environmental initiatives, their involvement 
has mostly been limited to operational roles rather than in political negotiations. 
Similarly, the United Nations regional groups, such as the Group of Latin America and the 
Caribbean, have not been active in substantive negotiation (Watts and Depledge, 2018[12]).

Subregional coalitions with diverse and fragmented narratives have characterised 
the positioning of LAC in climate negotiations. The first subregional coalition was 
the Bolivarian Alliance for the People of Our America (ALBA) at COP15 in Copenhagen 
(2009). This group has adopted a hard‑line approach, focusing on climate justice, equity 
and an uncompromising interpretation of the principle of “common but differentiated 
responsibilities and respective capabilities”, with an emphasis on industrial countries’ 
historical responsibility for global warming (Marzano Franco, 2016[13]). While often 
criticised for its radical positions, the coalition has been impactful in strengthening 
developing nations’ voice in climate negotiations and in reminding developed nations of 
their obligations under the convention.

The Independent Association of Latin America and the Caribbean (AILAC) – established 
in 2012 and composed of Chile, Colombia, Costa Rica, Guatemala, Honduras, Panama, 
Paraguay and Peru – presents itself as a “third way” in the North‑South discussion, its 
primary role being to build bridges among negotiating groups. While partly prompted as 
a response to ALBA, the group has had significantly more impact on climate negotiations. 
Its bridge‑building language was a major factor in framing the fight against climate 
change not as a divisive but as a common endeavour, thus ultimately contributing to 
adoption of the Paris Agreement and celebrated by many as an opportunity to break down 
the historic North‑South divide (Watts and Depledge, 2018[12]).
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Argentina, Brazil, Uruguay (A‑B‑U) is a regional coalition formed in 2016 among three 
countries with very strong historical, economic and political ties. This coalition identified 
climate change adaptation as a strategic agenda item and established a framework of 
adaptation principles, which were adopted in their majority by the Group of 77 (G77) and 
the People’s Republic of China (hereafter, “China”) (Lorenzo Arana, 2020[14]).

The remaining groups in LAC are not based on regional criteria, are sometimes not 
limited to countries of the region, and often overlap. The notable exception is Mexico, 
whose participation is primarily limited to the Environmental Integrity Group (EIG) 
(Figure 6.2).

Figure 6.2. LAC countries’ participation in selected climate‑related 
international coalitions
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Source: Authors’ elaboration based on (Delgado Pugley, 2021[15]); (Klöck et al., 2020[16]); (Watts and Depledge, 2018[12]).

Preventing fragmentation of environmental policies is crucial to harness the full 
potential of the green transition. As LAC’s fragmented voice in climate negotiations 
in many ways constitutes a missed opportunity, future efforts will need to prioritise 
enhanced policy dialogue and a regional environmental agenda. To avoid further 
tensions, this common agenda would need to be based on a bare minimum consensus 
among LAC countries and gradually expand to more ambitious plans and strategies that 
are ultimately integrated into national policies.

Finally, while the green transition’s overarching goals can be subject to contestation, 
a science‑based policy approach that mobilises technical expertise and capacities can 
prove an effective tool in overcoming regional organisations’ political paralysis. While 
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only a national initiative, the establishment in Chile of an independent scientific body 
that formulates science‑based recommendations not only provided the most advanced 
sectoral perspectives on policy and technology but also identified overlap with other 
agendas (IDB, 2021[17]). Similar policies at the regional level could help overcome the 
limitations of regional initiatives and enhance efforts for technical co‑operation.

Strategic international institutional arrangements have helped advance the 
green agenda in LAC

Despite political fragmentation at the regional level, LAC countries demonstrate 
exceptional adherence to environmental goals and the green agenda within the framework 
of international conventions and fora through commitments, plans and strategies 
established at the national level. Regardless of their approach to climate negotiations, 
LAC countries’ participation in strategic institutional arrangements at the international 
level has advanced the green transition. Commitments reached are a prominent way of 
identifying not only LAC countries’ dedication to environmental goals but also their specific 
priorities regarding sustainable development. In particular, numerous LAC countries 
have set ambitious goals for reaching net zero emissions, with an overwhelming majority 
aiming for 2050. Furthermore, within the context of the Paris Agreement mandates, all 
LAC countries have submitted Nationally Determined Contributions (NDCs). In fact, 24 
have submitted a second or updated NDC, some of them with notable improvements 
from one document to the next (IDB, 2021[17]), demonstrating their firm commitment to 
ratcheting up efforts in the fight against climate change (Chapter 5) (NDC Partnership, 
2022[18]).

As the region hosts about 50% of the planet’s biodiversity, efforts for its protection 
and preservation remain a top priority. Ever since the Convention on Biological Diversity 
(CBD) came into force in 1993, LAC countries have been undertaking the challenge of 
sustaining their natural heritage without losing sight of economic development. As 
all LAC countries are parties to the convention, they have been submitting ambitious 
National Biodiversity Strategies and Action Plans. Most countries are party to the CBD’s 
supplementary agreements, ensuring that biodiversity strategies are included in all 
planning and activities affecting national biodiversity. As the Aichi Biodiversity Targets, 
aimed at the year 2020, have gone largely unmet, policy makers – especially those in LAC 
countries – have an enormous responsibility to boost biological diversity efforts in the 
next and coming decades.

While LAC is well known for its rainforests, about one‑quarter of the region is actually 
desert and drylands. LAC countries are also party to the United Nations Convention to 
Combat Desertification (UNCCD), established in 1996 to support the incorporation of 
long‑term national action programmes into international co‑operation and partnership 
arrangements to combat desertification and mitigate the effects of droughts. As the 
convention enjoys strong political support in the region and as most policy makers 
are in favour of mainstreaming relevant goals into national policies, 22 LAC countries 
are currently participating in the UNCCD Land Degradation Neutrality Target Setting 
Programme (UNCCD, 2022[19]).

With the purpose of facilitating the sharing of experiences, including both successes 
and lessons learned, 32 countries of the region have presented Voluntary National 
Reviews (VNRs) to the High‑level Political Forum on Sustainable Development (HLPF). Of 
these countries, 16 have submitted more than one VNR; some have submitted a third (UN 
DESA, 2020[20]). More recently, COP26 demonstrated (once again) LAC commitment to a 
green transition. The region’s overwhelming participation in pledges to end deforestation 
and cut methane emissions is a case in point (Table 6.1).
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Table 6.1. LAC international commitments on climate change, selected LAC countries

COP26 commitments

Glasgow’s Leaders’ 
Declaration on Forests 

and Land Use

(target: to end 
deforestation)

Global Coal to Clean 
Power Transition 

Statement

(target: to quit coal)

Global Methane Pledge

(target: to cut methane 
emissions)

Net zero target 
date

Updated or 
second

NDC

Argentina Yes No Yes 2050 Yes

Brazil Yes No Yes 2060 Yes

Chile Yes Yes Yes 2050 Yes

Colombia Yes No Yes 2050 Yes

Costa Rica Yes No Yes 2050 Yes

Dominican Republic Yes No Yes 2050 Yes

Ecuador Yes Yes Yes 2050 No

El Salvador Yes No Yes No target set Yes

Guatemala Yes No Yes No target set Yes

Mexico Yes No Yes No target set Yes

Panama Yes No Yes 2050 Yes

Paraguay Yes No No No target set Yes

Peru Yes No Yes 2050 Yes

Uruguay Yes No Yes 2050 No

Source: Authors’ elaboration based on (UN, 2021[21]); (UN, 2021[22]); (European Commission, 2021[23]); (NDC Partnership, 2022[18]).

These institutional commitments show the extent to which LAC countries have been 
advancing their national plans and strategies, in the context of international agreements. 
These commitments, however, are frequently regarded as a matter of international 
relations in the region and thus are not always integrated into domestic planning bodies. 
This lack of integration between the environmental agenda and domestic plans or local 
governments is reflected in the lack of consistency across numerous policies or sectors 
related to environmental goals (IDB, 2021[17]). Advancing the green transition requires 
going beyond setting priorities and objectives and calls for concrete efforts to align 
national and international agendas and even find consensus on a regional environmental 
agenda. Firm political commitment on all these fronts will prove key in advancing from 
de jure to de facto implementation of the aforementioned plans and goals.

The implementation of these multilateral agendas ought, indeed, to be the region’s 
focus in the coming years. Achievements in terms of a green transition, however, 
require more than a clear setting of priorities. They require an alignment of national and 
international agendas, firm financial commitments, and agreement on common rules 
at the regional level. It is also a matter of ensuring that spillovers are addressed and 
accounted for. International co‑operation is fundamental to help LAC governments put 
such agendas in motion.

LAC countries are involved in several international partnerships pertinent to 
facilitating their green transition. These partnerships include efforts ranging from 
climate change mitigation to energy transition, sustainable mobility, forest and landscape 
conservation, and sustainable agricultural practices. In these initiatives, the LAC region 
has co‑operated with multiple partners with the purpose of aligning multilateral 
commitments with national actions for a green transition. International initiatives 
include those established between Argentina and the European Commission through the 
EUROCLIMA+ programme. Other multilateral initiatives in the area of forest rehabilitation 
and conservation have been carried out with the support of the Green Climate Fund (GCF): 
USD  82  million have been disbursed to support South American efforts. In the same 
area, the United States Agency for International Development (USAID) has been a key 
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partner for Brazil in achieving conservation projects in the Amazon. In other areas, such 
as renewable energies and improvements in the institutional framework of the national 
climate change plan, Brazil’s partnership with the European Investment Bank (EIB) and 
the Deutsche Gesellschaft für Internationale Zusammenarbeit (German Agency for 
International Cooperation [GIZ]) stands out.

Regional and subregional initiatives can function as drivers of the green transition

While the participation of LAC countries in climate negotiations is characterised by a 
variety of positions, initiatives taken regionally or sub‑regionally highlight the potential 
of LAC’s role in advancing the green agenda. From South‑South Co‑operation (SSC) and 
Triangular Co‑operation (TrC) to geographically specific agreements, these initiatives 
have been functioning as major drivers of the green transition and show promising 
potential for upcoming environmental challenges.

The LAC region now has the Escazú Agreement, the region’s first treaty on 
environmental matters and the world’s first to include provisions for human rights 
defenders in environmental matters. It is the only legally binding agreement stemming 
from the United Nations Conference on Sustainable Development (Rio+20) and rooted in 
the tenets of Principle 10 of 1992 Rio Declaration. The Escazú Agreement aims to promote 
access to information, public participation and justice in environmental matters. By 
linking global and national frameworks, the agreement sets regional standards, fosters 
capacity building – particularly through SSC – and lays the foundations for a supporting 
institutional architecture. It also offers tools for improved policy and decision making 
(Box 6.2) (ECLAC, 2018[24]).

Box 6.2. A landmark environmental agreement in LAC: The Escazú Agreement

The Regional Agreement on Access to Information, Public Participation and Justice in 
Environmental Matters in Latin America and the Caribbean, also known as the Escazú Agreement, 
is the first environmental agreement adopted in LAC and the world’s first treaty to include 
provisions relating to the protection of environmental human rights defenders. The agreement 
entered into force in April 2021; to date, it has been signed by 24 countries and ratified by 13.

It contains provisions similar to those of the Aarhus Convention, signed by 39 member states of 
the United Nations Economic Commission for Europe (UNECE), which grants citizens the right 
to access information and to participate in the processes of environmental decision making, as 
well as the right to obtain redress in the event that their rights are not respected. The Escazú text 
was adapted to LAC’s specific needs and contains, for instance, provisions for the protection of 
environmental human rights defenders and people or groups in vulnerable situations.

The agreement constitutes an important opportunity to promote responsible business conduct 
(RBC) and to address social and environmental impacts. It might also be a critical tool to generate 
certainty and stability in investments by bringing together states, companies and societies to 
optimise the outcomes of sustainable investments, which is crucial for Latin America’s green 
transition. It can certainly also be an important opportunity to raise companies’ awareness of 
the necessity of involving human rights defenders in due diligence processes.
Source: Authors’ elaboration based on ECLAC (2018[24]).

The Declaration for the Conservation of the Marine Corridor of the Eastern Tropical 
Pacific, announced at the COP26 by Colombia, Costa Rica, Ecuador and Panama, is a good 
example of a cross‑border and subregional initiative for the conservation and sustainable 
use of the region’s biodiversity. The area will span 500 000 km2 and will connect the 



6. InternatIonal partnershIps for a green and just transItIon6. InternatIonal partnershIps for a green and just transItIon

267
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

Galapagos Islands in Ecuador, Malpelo Island in Colombia, and Cocos Islands and Coiba 
Island in the territorial waters of Costa Rica and Panama. The declaration includes the 
definition of an adequate model for the protection and management of these protected 
areas. If it is to be sustained, the support of civil society, international co‑operation 
organisations and the private sector will be important (Climate Tracker, 2021[25]).

With the Amazon rainforest spanning nine countries and representing over half of 
the planet’s remaining rainforests, regional mechanisms for preserving this particular 
ecosystem are a region‑wide and global concern. The Amazon Co‑operation Treaty 
Organization has been on the front line of these efforts (ACTO, 2022[26]). The Leticia Pact 
is another prominent example. This pact has fostered a particularly good balance of 
financing, regulations and capacity building. Among other efforts, the signing countries 
have committed to exchange and implement experiences in the comprehensive 
management of fires; exchange information to improve the capabilities of monitoring 
the region’s climate, biodiversity, water and hydro‑biological resources; and develop 
education and awareness‑raising activities on the role and function of the Amazon.

Caribbean countries face particular challenges when it comes to climate change 
(Box 6.3). Conscious of their limitations regarding their financial, human and infrastructure 
resources for confronting the effects of climate change, these countries have been 
implementing efforts towards a green transition not only through government entities 
but also through multilateral institutions. CARICOM is a prime example of a multilateral 
organisation working both to push for ambitious strategies regarding mitigation initiatives 
and to recognise the adaptation needs of the countries most vulnerable to climate change. 
Its strategic plan for 2015‑19 emphasised environmental management and the protection 
of the region’s natural assets across all sectors of development, as well as empowering the 
community in its preparedness to cope with and manage the effects of natural disasters, 
both manmade and resulting from climate change (CARICOM, 2014[27]).

Box 6.3. Climate vulnerability and the Caribbean

Climate change poses a serious threat to all Caribbean nations. According to the Intergovernmental 
Panel on Climate Change (IPCC), average temperatures in the region have increased by 0.1°C to 
0.2°C per decade over the past three decades. Rainfall patterns have shifted, with the number of 
consecutive dry days expected to increase. Additionally, sea level rise has occurred at a rate of 
about 2 cm to 4 cm per decade over the past 33 years, a trend that presents risks to the region’s 
freshwater resources and to its largely coastal population, which is dependent on tourism and 
agriculture. Accordingly, 16 out of 39 members of the Small Islands Developing States (SIDS) 
belong to the Caribbean region. This all comes in combination with Caribbean countries’ minimal 
contribution to global GHG emissions.

This stark vulnerability calls for adapted approaches when it comes to building specific partnerships 
with these countries. The Multidimensional Vulnerability Index has been fundamental in the 
efforts to reopen discussion on eligibility criteria for concessional financing by addressing the 
structural challenges often faced by SIDS, including those related to their remoteness, economic 
concentration and dependence on external flows, such as remittances, foreign direct investment 
(FDI) and tourism revenues. The index is composed of a set of indicators related to economic, 
financial, environmental and geographic vulnerability and can therefore function as a critical 
tool for measuring Caribbean countries’ needs and priorities. Recent efforts are in the process 
of expanding the scope of vulnerability. In particular, the Caribbean Development Bank is 
continuing discussion on vulnerability measures by piloting a new concept of the Recovery 
Duration Adjuster, which incorporates aspects of both vulnerability and resilience.
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CARICOM has been among the regional organisations placing significant emphasis on the 
vulnerability of Caribbean countries when it comes to climate change and on the crucial need 
to push for more initiatives related to adaptation. Within its integrated strategic priorities, the 
organisation includes environmental resilience, the primary goal of which is to strengthen the 
community’s information gathering, monitoring and analysis infrastructure to reduce countries’ 
vulnerability to the risk of disasters and the effects of climate change and to guarantee effective 
management of the natural resources of its member states.
Sources: (IDB, 2014[28]); (CARICOM, 2014[27]); (Laguardia Martínez, 2017[29]); (CARICOM, 2017[30]); (UNDP, 2021[31]); 
(Dowrich‑Phillips, 2022[32]).

Box 6.3. Climate vulnerability and the Caribbean (cont.)

LAC has also made important efforts in fighting climate change through SSC and TrC 
(together, SSTC) within Ibero‑America. In particular, the share of the environment sector 
in total SSTC initiatives in Ibero‑America has doubled in the last decade, reaching 8.4% 
of total SSTC in 2020. In the past year, the environment ranked third in terms of number 
of initiatives, behind only the traditionally most significant sectors, such as health and 
agriculture, in terms of volume.

It is also noteworthy that the objective of moving towards sustainable development 
has been mainstreamed in many additional sectors of activity, especially since the 
approval of the United Nations 2030 Agenda for Sustainable Development. For instance, 
of 155 initiatives implemented in the agricultural sector between 2019 and 2020, 
approximately 23% focused explicitly on progress towards sustainable practices within 
their respective titles or objectives, and 10% focused on the need to adapt to the effects 
of climate change. In short, almost one out of every three SSTC initiatives (30%) in the 
agricultural and livestock sector defines key dimensions of environmental improvement 
as priority objectives (based on Sistema Integrado de Datos de Iberoamérica sobre Cooperación 
Sur‑Sur y Triangular of SEGIB).

The various agreements and initiatives reached at regional and subregional levels 
highlight the commitment and methods of LAC countries in advancing the green agenda 
beyond the limitations created by political fragmentation in climate negotiations. They 
are a strong driver of the region’s environmental objectives and an important tool for 
firmly embedding climate policy in LAC growth strategies.

Seizing opportunities and softening the impacts of the green transition for 
trade in LAC

Inevitably, advancing the green transition goes beyond treaties and multilateral 
initiatives. It entails ramifications for various aspects of the region’s development model, 
among which trade relations hold a distinctive position. Through proper regulations and 
policies, the region stands to reap substantial benefits related to the green agenda. LAC 
countries can take the opportunity to face the entrenched productivity trap and move 
towards a transformation of its production model.

In particular, much‑needed measures will imply additional costs for both LAC imports 
and exports, at least in the medium term. LAC countries will need to prepare for such 
challenges and search for effective methods to tackle them early on. The establishment 
of international green standards and regulations will pose challenges and opportunities 
for the region’s green development, affecting in particular the structure of LAC exports. 
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Such standards and regulations will boost LAC efforts towards the creation of a circular 
economy, which will require enhanced co‑ordination at the regional level.

Measures will impose additional costs on LAC imports in the medium term

NDCs provide a wealth of information on how each country intends to achieve its 
goals in terms of climate change mitigation and adaptation. The implementation of 
NDC commitments is closely linked to the use of so‑called “environmental goods and 
services”.1 These are products manufactured or services rendered for the main purposes 
of: 1) preventing or minimising pollution, degradation or natural resources depletion; 
2) repairing damage to air, water, waste, noise, biodiversity and landscapes; and 3) carrying 
out other activities related to environmental protection or resource management, such 
as measurement and monitoring, control, research and development (R&D), education, 
training, information and communication (UN et al., 2014[33]).

NDCs offer benchmarks for understanding their impact on local markets and the 
strategies that would help LAC countries face the evolution of international regulations 
and standards. Linking LAC countries’ NDC commitments to their likely impact on import 
flows in the coming years can reveal possible trade implications and shed light on policy 
recommendations.

Of the six types2 of NDC measures affecting expenditure on manufactured imports, 
three are assumed to lower the cost: 1) reduction of tariff and non‑tariff barriers for 
renewable energy technology; 2) explicit mention of a policy measure’s intention to 
reduce dependence on imported fuel; and 3) encouragement of technology transfer from 
advanced economies. The other three types would raise the cost of imports: 1) ban on 
the importation of old or energy‑inefficient goods; 2) imposition of new standards and 
labelling requirements; and 3) renewable energy development (Saalfield, forthcoming[34]).

Banning the importation of old or energy‑inefficient goods was mentioned in 36% of the 
region’s NDCs, imposing new domestic standards was mentioned in 42%, and renewable 
energy development was mentioned in 85%. The first two measures might reasonably be 
expected to increase the average cost of goods such as vehicles and appliances, as these 
measures would lock out older, cheaper substitutes and push consumers towards newer, 
more expensive alternatives. Both measures are more common in Caribbean NDCs, 
where higher medium‑term fuel savings hasten the payback timeline on products such 
as electric vehicles (EVs) (Table 6.2).

The third measure, renewable energy development, is common across the region. 
Renewable energy technologies are considered essential to meeting national emissions 
reduction targets, so it is not surprising that a large majority of NDCs commit to scaling 
related infrastructure in the coming decade. While the region’s commitment to renewables 
is commendable, infrastructure development will likely continue to be led by foreign 
firms and rely on foreign components, contributing to short‑term import expenditure. 
Establishing local clean technology sectors will require time, financing, technology 
transfer and the development of a relatively specialised workforce. The region may find 
opportunities in other areas, for example in the emerging green hydrogen market (ECLAC, 
2021[36]). Even then, the establishment of a substantial green hydrogen industry would 
be capital‑intensive and thus likely to contribute to import expenditure in the short to 
medium term.
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Table 6.2. Country tally of NDC measures affecting short‑term import expenditure in LAC

1 2 3 4 5 6

Block energy-
inefficient 
imports

Impose new 
domestic 
standards

Develop 
renewable 

energy

Reduce trade 
barriers for 

efficient imports

Reduce 
dependence on 
imported fuel

Encourage 
technology 

transfer

Latin America

Argentina ✔  ✔   ✔
Bolivia   ✔   ✔

Brazil

Chile   ✔   ✔

Colombia ✔ ✔ ✔   ✔

Costa Rica  ✔ ✔   ✔

Ecuador   ✔    

El Salvador   ✔   ✔

Guatemala   ✔   ✔

Honduras   ✔   ✔

Mexico   ✔   ✔

Nicaragua   ✔    

Panama  ✔ ✔   ✔

Paraguay ✔  ✔ ✔  ✔

Peru

Uruguay  ✔ ✔   ✔

Venezuela ✔ ✔ ✔   ✔

Caribbean

Antigua ✔ ✔ ✔  ✔ ✔

Bahamas ✔ ✔ ✔ ✔ ✔ ✔

Barbados  ✔  ✔  ✔

Belize ✔ ✔ ✔    

Cuba   ✔ ✔  ✔

Dominica ✔  ✔  ✔  

Dominican Republic ✔ ✔ ✔ ✔  ✔

Grenada  ✔ ✔  ✔  

Guyana  ✔ ✔ ✔   

Haiti ✔  ✔   ✔

Jamaica ✔      

Saint Kitts and Nevis   ✔   ✔

Saint Lucia   ✔   ✔

Saint Vincent and the Grenadines  ✔ ✔ ✔ ✔ ✔

Suriname ✔ ✔ ✔   ✔

Trinidad and Tobago   ✔    

Source: Nationally Determined Contributions, accessed via (UNFCCC, 2022[35]).

On the savings side, reducing barriers for energy‑efficient imports was mentioned 
in 21% of the NDCs, reducing dependence on imported fuel was mentioned in 15%, and 
requests for technology transfer were found in 70%. Reducing trade barriers such as 
tariffs has the shortest time horizon of the three cost‑saving policies, as it can lower the 
cost of energy‑efficient imports almost immediately. However, reducing import tariffs 
may further entrench the region’s pattern of high import dependence. Last, in theory, 
technology transfer has great potential to foster import substitution but it has proved 
difficult to implement.
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Implementation of NDC commitments is closely linked to the use of so‑called 
environmental goods and services. While there is no internationally agreed list of 
environmental goods, probably the most comprehensive list available is the Combined 
List of Environmental Goods (CLEG) compiled by the OECD (Sauvage, 2014[37]). The CLEG 
includes 248 products at the 6‑digit level of the World Customs Organization’s Harmonized 
Commodity Description and Coding System (HS).3

When envisaging the transition to a greener and more sustainable development path, 
its implications for the region’s external position must be carefully considered. In fact, the 
external restriction is a longstanding constraint on development in LAC. Since 1990, the 
region registered a current account surplus only between 2003 and 2007, in the context 
of the so‑called commodity super‑cycle (Chapter 1). Using the CLEG as a benchmark, LAC 
has consistently posted a deficit in its trade in environmental goods over the last two 
decades (Figure 6.3, Panel A). Three‑quarters of the region’s imports come from China, 
the United States and the European Union, while intraregional imports account for 
just 5% of total expenditure (Figure 6.3, Panel B). Moreover, regional export capacity is 
highly concentrated: just one country (Mexico) accounted for 84% of regional exports of 
environmental goods between 2018 and 2020.

Figure 6.3. LAC trade balance in environmental goods
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12 https://stat.link/owfzdj

As a whole, the green transition will likely involve a substantial import expenditure 
for LAC over the coming years (possibly decades), putting strain on the region’s balance 
of payments. In particular, continuing imports in the renewables sector, on which LAC 
NDCs place substantial emphasis, can exacerbate the region’s existing trade deficit in 
environmental goods and lead to higher import costs.

International co‑operation can play a substantial role in seizing the opportunities 
and softening the impacts of the transition for the region’s imports. Promoting regional 
production capabilities in the renewables sector will be crucial not only to avoid excessive 
imports but also from a political economy perspective, to strengthen local coalitions in 
favour of the green transition. Such initiatives can function as a significant driver of buy‑in 
for the green agenda and can prove a decisive factor in the creation of jobs, thus ensuring 
both a green and just transition. While it is incumbent on the countries to implement 

https://stat.link/owfzdj
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policies aimed at developing local capabilities, development partners and alliances will 
also play a crucial role in channelling financial resources through investments, digital 
tools and technical know‑how towards that effort.

LAC exports need to prepare to face evolving environmental standards and 
regulations in international trade: The LAC‑European Union case

Globally, some of the most important trade partners for the LAC region are China, 
the United States and the European Union. The three actors contribute the most to GHG 
emissions and represent important shares of the global economy. The three have led 
important strategies in the past decades to fight climate change and reach net zero levels. 
Each follows a different strategy.

The European Union has positioned itself as a global leader on environment. With the 
adoption of the European Green Deal, climate policy is now firmly embedded in the EU’s 
new growth strategy. This ambitious agenda aims to decouple economic growth from 
resource use. The European Union and its member states have leveraged their climate 
leadership and the power of the European single market to engage other countries in 
raising the ambition of their climate policies. LAC citizens consider the European Union 
to be the world leader on environment protection (59%), well above the United States (12%) 
and China (9%) (Figure 6.4).

Figure 6.4. Leadership across diverse sectors among three global players
Which country do you consider the world leader in each of the following aspects?
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Source: (Latinobarómetro/Nueva Sociedad/Friedrich‑Ebert‑Stiftung, 2022[41]).
12 https://stat.link/i9leo4

Required changes or adaptations will be a cost in the short and medium term but could 
trigger LAC to transform development models based on the green transition. The EU’s 
strategic leadership on the green transition and the European Green Deal’s implications 
for trading partners are a case in point. While such standards imply considerable 
trade‑offs for LAC countries, proper preparation and co‑ordination can ensure that the 
region advances with both its green and its development objectives.

Why will the new norms and regulations of the Green Deal affect LAC exports to the 
European Union?

The possible effects in LAC of the new standards and regulations of the Green Deal arise 
from the trade balance between the regions. LAC remains a key supplier of agribusiness 
products and raw materials to the EU. In 2021, the EU27 was the destination of 8.9% 
(EUR 89.9 billion) of total exports from LAC. The top five exporting countries were Brazil 

https://stat.link/i9leo4
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(EUR 30.9 billion or 34.4%), Mexico (EUR 13.9 billion or 15.5%), Argentina (EUR 8.34 billion 
or 9.3%), Chile (EUR 6.56 billion or 7.3%) and Peru (EUR 5.66 billion or 6.3%).

Vegetables are among the top products exported from LAC to the EU at a value of 
EUR 17.3 billion (19.4%). The second‑most important are mineral products. The third‑most 
significant are prepared foodstuffs, beverages, spirits, vinegar and tobacco, representing 
EUR 11.9 billion (13.3%) (Figure 6.5). Food and feed products are heavily regulated in the EU 
market, with EU food regulations applying to both imported and EU‑made products, while 
compliance with EU sanitary, phytosanitary and technical requirements varies across 
LAC countries.

Figure 6.5. Share of LAC exports to EU27 in 2021
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Source: Authors’ elaboration based on (International Trade Center, 2022[42]).

12 https://stat.link/xzalc6

Another element to consider in LAC‑EU trade relations is that the similarity of 
productive structures of some LAC economies makes them natural competitors in the EU 
common market. The fact that many LAC countries rely on some few export commodities, 
such as bananas or coffee, entails high competition in reaping the benefits of EU markets.

While the Green Deal is, above all, a transformative agenda for Europe, it also has 
important implications for the European Union as a global actor and for its relations with 
other regions like LAC. The Green Deal focuses on eight areas: climate, energy, agriculture, 
industry, environment and oceans, transport, finance and regional development, and 
research and innovation. Dozens of interconnected regulations will be reviewed in the 
coming years, and multiple strategies and action plans have been established to fulfil 
the carbon‑neutral goal. LAC will face important trade‑offs from this institutional 
arrangement and from the need for continued trade and co‑operation with the European 
Union.

How will Green Deal strategies affect LAC exports and potentially boost both the green 
transition and strategic autonomy?

The Green Deal policies with the largest potential impacts on LAC countries are those 
focused on producing healthier food and feed and on the implementation of new standards 
of sustainability. Given LAC’s concentration in exporting agricultural goods and raw 

https://stat.link/xzalc6
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materials to the EU, policies such as the proposal for a regulation on deforestation‑free 
products, the Fit for 55 Package, the New Circular Economy Action Plan, the Farm to Fork 
Strategy and the Biodiversity Strategy for 2030 will potentially have impacts for LAC that 
need to be considered.

The Green Deal includes diverse investment strategies (Figure 6.6). One‑third of the 
EUR 1.8 trillion investments from the NextGenerationEU Recovery Plan and the European 
Union’s Multiannual Financial Framework 2021‑2027 will finance the Green Deal (European 
Commission, 2019[43]). The New Social Climate Fund invests in energy efficiency, new 
heating and cooling systems, cleaner mobility and a socially fair transition (European 
Commission, 2021[44]). The Just Transition Fund, the European Regional Development Fund 
and the European Social Fund Plus all support eligible territories through territorial just 
transition plans. InvestEU attracts private investments to help regions find new sources 
of growth, including renewable energies (European Commission, 2020[45]).

Figure 6.6. Green Deal investment strategies: Financial compromises
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The Biodiversity Strategy for 2030 will enlarge EU‑protected areas with high 
biodiversity and climate value on land and at sea, and will establish measures to restore 
degraded ecosystems, especially those with superior potential to capture and store carbon 
(European Commission, 2022[46]). The research and innovation component of the Farm to 
Fork Strategy will focus on food, bioeconomy, natural resources, agriculture, fisheries, 
aquaculture and the environment. Knowledge transfer will be essential, too. The European 
Union will collaborate with third countries to support a global move towards sustainable 
food systems (European Commission, 2020[47]).

The GCF supports the implementation of climate mitigation and adaptation policies. 
Projects cover several areas, such as forest conservation and rehabilitation in Argentina, 
adoption of digital agricultural production and climate adaptation technologies in 
Colombia, light rail in Costa Rica, cooling in El Salvador, and installation of greenhouses, 
micro‑tunnel facilities and hydrometeorology in Guatemala, among others (Green Climate 
Fund, 2022[50]).

The Neighbourhood, Development and International Co‑operation Instrument‑Global 
Europe (NDICI‑Global Europe) is the new financial mechanism to support third countries. 

https://stat.link/q8j7tm
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It merges several former EU external financing instruments, unifying grants, blending, and 
guarantees to overcome long‑term development challenges and contribute to achieving 
international commitments, such as under the 2030 Agenda and the Paris Agreement. 
The programme finances three areas: geographic programmes, thematic programmes 
and global challenges. There is an additional emerging challenges and priorities cushion. 
Moreover, the EU can promote public and private investment in support of sustainable 
development through the European Fund for Sustainable Development Plus (EFSD+) 
(European Commission, 2021[51]).

The NDICI‑Global Europe has a budget of EUR 79.5 billion for 2021‑27, with LAC being 
assigned EUR  3.3  billion, equivalent to 5.62% of the amount allocated to geographic 
programmes. The areas of co‑operation are: 1) good governance, democracy, the rule 
of law and human rights, including gender equality; 2) poverty eradication, human 
development and the fight against inequality and discrimination; 3)  migration, forced 
displacement and mobility; 4) environment and climate change; 5) inclusive and 
sustainable economic growth and decent employment; 6) peace, stability and conflict 
prevention; and 7) partnership (European Parliament/European Council, 2021[52]).

In terms of the inclusive and sustainable economic growth and decent employment 
component, the instrument seeks to: 1) support microfinance, skill and competency 
development; 2) improve application of international labour standards, gender equality 
and living wages; 3) reduce the risk of exclusion and marginalisation of specific groups; 
4) promote fair taxation and redistributive public policies; 5) strengthen social protection 
systems; 6) improve the business environment and investment climate; 7) foster an 
enabling policy environment for economic development, particularly for small and 
medium‑sized enterprises (SMEs); 8) encourage accountability, mandatory due diligence 
and human rights commitments; 9) promote internal economic, social and territorial 
cohesion between urban and rural areas; 10) facilitate the development of creative 
industries and a sustainable tourism sector; 11) diversify sustainable and inclusive 
agricultural and food value chains; 12) strengthen value addition, regional integration, 
competitiveness and fair trade; and 13) strengthen multilateralism and co‑operation in 
science, technology, research, digitalisation, open data, big data, artificial intelligence 
and innovation (European Parliament/European Council, 2021[52]).

Delving into the details of the Green Deal policies and their impact on LAC, the 
Directive on mandatory corporate sustainability due diligence for large companies with 
respect to human rights and environmental impacts in their supply chains is a far‑reaching 
proposal adopted by the EU. Both EU and non‑EU companies with activities in the EU 
should adopt due diligence processes along their value chains. The proposal aims to 
create legal certainty and a level playing field for businesses, as well as transparency for 
consumers and investors, and offers enhanced protection of human and environmental 
rights, in accordance with international conventions (European Commission, 2022[53]). It 
also points to a growing global recognition of RBC standards, which includes the OECD 
Guidelines for Multinational Enterprises and related guidance on supply chain due 
diligence in addressing environmental threats, dependencies and adverse impacts. At the 
EU member state level, France and Germany have led due diligence regulations. Belgium 
and the Netherlands are also laying out their own plans (WEF, 2022[54]).

The proposal for regulation on deforestation‑free products is one of the most recent 
and ambitious initiatives to promote sustainable consumption. It focuses on halting 
deforestation associated with the production of soy, beef, palm oil, wood, cocoa and coffee 
and the products derived from them. Only legally deforestation‑free products will be 
allowed on the EU market. In addition, mandatory due diligence standards will be required 
in marketing, and countries will be assessed according to their level of deforestation risk. 
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Deforestation monitoring will be carried out with geolocation systems. Food supply chains 
will be subject to stricter surveillance (European Commission, 2021[55]). EU initiatives on 
general corporate due diligence and on deforestation offer the potential for LAC countries 
and companies to lead on the implementation of due diligence processes and RBC to gain 
competitive advantages in global value chains and to strengthen the export economy.

Fit for 55 is a package of proposals aimed at ensuring a just, competitive and green 
transition. Investments in a low‑carbon economy can stimulate economic growth 
and employment, accelerate the transition to clean energy, and increase long‑term 
competitiveness. Fit for 55 strengthens existing regulations and presents new initiatives 
on climate, energy and fuels, transport, buildings, land use and forestry to reach an 
emissions reduction of 55% by 2030. Important proposals within Fit for 55 include 
ReFuelEU Aviation and FuelEU Maritime, which promote the use of sustainable fuels in 
the aviation and maritime sectors as a complement to the EU Emissions Trading System 
(EU  ETS) by incentivising fuel suppliers to blend in increasing levels of sustainable 
fuels and incentivising the use of low‑carbon synthetic fuels (electrofuels) (European 
Commission, 2021[56]). These energy transition initiatives will require the development of 
and large investments in new technologies, as well as the transformation of consumption 
patterns of governments, businesses and end‑consumers. These adjustments will not 
be immediate, hence the importance of protection systems to help mitigate the possible 
negative effects. In terms of foreign trade, implementation of the new policies could 
result in further increases in freight rates, which are already at record highs, especially 
for container cargo (UNCTAD, 2021[57]).

Another key proposal is the evolution of the EU  ETS towards a Carbon Border 
Adjustment Mechanism (CBAM), which aims to combat carbon leakage by identifying and 
tracing the emissions involved in EU imports (Box 6.4).

Box 6.4. Regulations to achieve carbon neutrality: The CBAM 
in the European Union

The EU ETS was the world’s first international emissions trading scheme to fight climate 
change. It limits the amount of GHG emissions that industrial installations in specific 
sectors can emit. Emission allowances must be purchased on the EU ETS market, and 
some free allowances are distributed to prevent carbon leakage.

From 2023 onwards, the CBAM will gradually complement the EU ETS. The CBAM will be 
based on a system of certificates to cover the emissions involved in products imported 
by the European Union. Initially, it will only apply to a number of selected products with 
a high risk of carbon leakage: iron and steel, cement, fertilisers, aluminium, and power 
generation. To ensure its conformity with World Trade Organization (WTO) rules, the 
rollout of the CBAM must take place in tandem with the withdrawal of free allowances 
allocated to European producers of the same products under the EU ETS. A reporting 
system for covered products will be in use from 2023 onwards. A transition period will be 
put in place between 2023 and 2025. The free subsidies will be phased out gradually from 
2026, and importers will start paying a financial adjustment. Products manufactured in 
the European Union and those imported from elsewhere will receive the same treatment.
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Last, the New Circular Economy Action Plan, one of the main components of the Green 
Deal, lays the foundation for a cleaner and more competitive EU. It focuses on the most 
resource‑intensive sectors with high circularity potential including food, water, nutrients, 
packaging, plastics, textiles, construction, buildings, batteries, vehicles, and electronics 
and information and communications technology. Its scope involves the whole life cycle of 
products: design, sustainable consumption, waste disposal/management, etc. (European 
Commission, 2022[61]). At the EU level, a new comprehensive Strategy for a Sustainable 
Built Environment will be adopted as part of the EU Circular Economy Action Plan to 
promote circularity principles throughout the life cycle of buildings. At the international 
level, the plan proposes the formation of a Global Circular Economy Alliance to discuss 
the potential of an international agreement on natural resource management.

In addition, the EU will collaborate with third countries to support a global move 
towards sustainable food systems, implementation of animal welfare, reduction of 
the use of pesticides and the fight against antimicrobial resistance. Moreover, it will 
assist small‑scale farmers in meeting the standards and accessing markets (European 
Commission, 2020[62]). These strategies, together with the areas prioritised in the 
NDICI‑Global Europe, will be crucial for LAC to meet the challenges of the new legislation 
planned or being implemented (Table 6.3).

This mechanism targets direct GHG emissions of the production of semi‑elaborated and 
elaborated products, not raw materials. After the transition, the European Commission 
will evaluate whether the mechanism will be expanded to new products and sectors even 
further down the value chains. In addition, the CBAM will generate additional revenue, 
estimated at above EUR 2.1 billion for 2030. However, there is a risk that EU companies 
will relocate their carbon‑intensive production to other countries with lower standards 
or that more carbon‑intensive imports will replace European products.

The leading LAC exporters of iron and steel (in tonnes) to the EU27 in 2019 were 
Brazil, Mexico and Venezuela. Colombia led exports in cement, Trinidad and Tobago 
in fertilisers, and Venezuela in aluminium. Countries will be required either to match 
EU standards or to pay the financial adjustment. Other costs for exporting countries, 
such as the implementation of emissions traceability systems, could also result from the 
CBAM scheme.
Source: Authors’ elaboration based on (European Commission, 2021[58]); (European Commission, 2021[59]); 
(Bellora and Fontagné, 2022[60]).

Box 6.4. Regulations to achieve carbon neutrality: The CBAM 
in the European Union (cont.)
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Table 6.3. Summary of sectors affected by Green Deal policies, and challenges for LAC

Green Deal regulations Products/supply chain Challenges for LAC

Farm to Fork: new stricter organic standards for organic 
production.

Foodstuffs and feedstuffs Replacement of agrochemicals with organic 
inputs and obtaining of organic certifications. 
These production transformations generate higher 
production costs.

Carbon tax due to CBAM. Iron and steel, cement, fertilisers, 
aluminium and power generation 

Technology transfer and investments required 
to achieve a greener production transition that 
minimises use of coal. 

Proposal for a regulation on deforestation-free products. Soy, beef, palm oil, wood, cocoa, 
coffee and their and derived 
products

Implementation of traceability and due diligence 
systems in supply chains. Operators should collect 
the geographic co-ordinates of land where products 
were produced.

Proposal for a revision of the Sustainable Use of 
Pesticides Directive.

Foodstuffs and feedstuffs Adjustment of production supply to new 
requirements that could raise production costs.

Proposal for a revision of the Feed Additives Regulation 
to reduce the environmental impact of livestock farming.

Foodstuffs and feedstuffs Adjustment of production supply to new 
requirements that could raise production costs.

Evaluation and revision of the existing animal welfare 
legislation, including on animal transport and slaughter.

Foodstuffs and feedstuffs Adjustment of production supply: 1) to new 
requirements that could raise production costs; 
and 2) to the waste control plans that have been 
approved.

New mandatory requirements to reduce (over)packaging. Food (i.e. fresh and processed 
fruits and vegetables, including 
juices and wines)

Change from plastic to biodegradable packaging 
that raises production costs. Adoption of new 
technologies according to new requirements.

New mandatory requirements for recycled content and 
special attention for microplastics, as well as biobased 
and biodegradable plastics.

Foodstuffs Change from plastic to biodegradable packaging 
that raises production costs. Adoption of new 
technologies according to new requirements.

New legislative initiative on re-use to replace single-use 
packaging, tableware and cutlery with reusable products 
in food services.

Foodstuffs Increased packaging requirements that raise 
production costs. Adoption of new technologies 
according to new requirements.

A new EU Strategy for textiles to strengthen competi-
tiveness and innovation in the sector and boost the EU 
market for textile re-use.

Textiles Adoption of new technologies according to new 
requirements with higher production costs.

A comprehensive Strategy for a Sustainably Built 
Environment promoting circularity principles for 
buildings and construction.

Construction materials Adoption of new technologies according to new 
requirements with higher production costs.

Source: Authors’ elaboration based on (European Commission, 2020[62]) and (European Commission, 2020[63]).

Impacts and opportunities of the Green Deal for LAC food production

Food production remains a significant challenge for LAC competitiveness in the EU 
market. Current EU consumption trends lean towards more responsible, sustainable 
(organic) and fair consumption. EU organic farming objectives restrict the use of 
agrochemicals and require the development of sustainable practices in planting, 
processing, transport, distribution and consumption. However, it is costly for countries 
to adapt their agricultural practices to organic production when approved pesticides are 
modified or their use limited. The substitution of chemical agro‑inputs with biological 
agro‑inputs directly affects the cost structure of products, requiring time for adaptation. 
Moreover, authorised fertilisers and pesticides may not work efficiently to control pests, 
especially those of the tropics. Additionally, given the distance between the two regions, 
transport times reduce product shelf life for both organic and conventional products.

The implementation of the Green Deal will demand food chain traceability, and 
there will be additional controls on the use of antibiotics, hormones, biologically active 
substances, feed additives and chemical residues, as well as on animal welfare, organic 
production, cold chain and labelling, among others.
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In particular, with the Farm to Fork Strategy and the Biodiversity Strategy for 2030, 
the European Union aims to reduce the use and risk of chemical pesticides and the use 
of more hazardous pesticides by 50% by 2030. In addition, the new regulations propose 
to minimise the use of fertilisers by at least 20% and the sale of antimicrobials for farm 
animals and aquaculture by 2030, and to achieve 25% of total arable land under organic 
farming by 2030 (European Commission, 2020[47]). Countries often struggle to realise the 
infrastructure and resources needed to comply with all the requirements, even while 
their exports are accepted in other destinations.

Currently, there is strict control of pesticide residues in plant and animal products 
intended for human consumption, or Maximum Residue Levels. More than 300 fresh 
products are approved for certain pesticides and maximum quantities of pesticides 
(European Commission, 2022[64]). To export animals and their products to the European 
Union, export countries must have: the approval of veterinary medicine residues; 
monitoring plans for 13 classes of bovine, ovine/caprine, porcine, equine, poultry, 
aquaculture, milk, eggs, rabbit, wild game, farmed game, honey and casings products 
and by‑products; and certification establishments producing such products (European 
Commission, 2022[65]). The approval of residue plans requires laboratory tests and 
analyses. Sanitary admissibility and compliance with EU technical requirements are 
heterogeneous across LAC countries. Most countries (16) have achieved approval of 
residue plans in aquaculture, followed by honey (11) and casings (7). Some countries have 
achieved sanitary admissibility for most products, including Argentina (12 approved 
plans), Chile (9) and Uruguay (8) (European Commission, 2022[65]).

Private standards used in the EU tend to be even more restrictive than public standards, 
e.g. those required by retailers from their suppliers for agri‑food products. This can add 
further pressure on third‑country exporters to invest in compliance with increasingly 
stringent standards, introducing an additional barrier such that only companies with 
significant financial capacities can make the adaptations in the short term. This takes 
place irrespective of national capacities and institutional arrangements, such as the 
existence of accredited laboratories that can verify compliance.

Organic certification costs can also become a barrier to trade if not properly addressed 
with efficient adaptation processes. Regulation instruments, such as heavy compliance 
costs (especially for small farmers), copious documentation and the inherent difficulties 
of tropical lands requiring powerful agrochemicals (which often lack sustainable 
substitutes) are exacerbated to the extent that producers have split systems to serve 
different markets.

Mutual recognition of equivalent standards in the case of organic products can 
be a useful option when LAC and the EU have very similar but not equal legislation. 
These agreements already exist between the EU and largest organic produce exporters. 
Chile has  been recognised as an equivalent third country in organic products since 
2018 (European Council, 2017[66]). Under the new framework of organic production, EU 
Regulation 2018/848 of 30 May 2018, the European Commission was authorised to open 
negotiations with Argentina and Costa Rica, among other countries, with a view to 
concluding agreements on trade in organic products (European Council, 2021[67]).

There is also the risk at the end of the value chain that the market will not recognise 
the additional costs involved in the organic production process, especially in the case 
of commodities that tend to have standard prices. This can be a risk for smallholders, 
not only for the adoption of organic practices but also for the adoption of any standard 
that requires significant investments. This is the case of the proposal of the Directive 
on corporate sustainability due diligence, which although planned to apply to large 
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companies, may potentially affect the most vulnerable groups in its implementation if no 
transition support mechanisms are foreseen.

Likewise, the Farm to Fork Strategy proposes that farmers receive a fair price for their 
products. The EU has several policy tools for its farmers to achieve this objective, such 
as payments under the Common Agricultural Policy or competition law to enable groups 
of farmers to negotiate prices collectively. However, Farm to Fork has not so far included 
mechanisms to guarantee fair income for non‑EU farmers that supply EU consumers, or 
to compensate the costs of the transition, potentially affecting the weakest actors in the 
supply chain.

Seizing the opportunities and softening the impacts of the Green Deal for LAC exports

Overall, international green regulations, including the Green Deal, are expected 
to guide the prioritisation of upcoming government agendas in LAC. However, in this 
policy‑making process, it is crucial that trade partners communicate their concerns about 
draft legislation to make visible potential impacts and design tailored co‑operation projects 
that help mitigate the effects on sectors that could potentially be affected. Moreover, 
new legislation should offer ample transition periods and flexibility to allow smooth 
adjustments, as well as tools to cope with the new requirements. Last, it is important to 
develop programmes for in‑depth and direct technical assistance to emerging regions, 
including LAC. Developing tailor‑made productive transformation programmes to adapt 
the exportable supply to the new requirements and to provide facilities and increased 
resources for the implementation of large projects (e.g.  infrastructure, science and 
technology) requires significant investments in the long term.

The European Union’s ambition to promote sustainable development as part of 
its external actions has also been part of the institutional framework of Association 
Agreements (AAs). Moving forward, and although the EU demonstrates an awareness of 
the challenges posed by the Green Deal to both European and non‑European economies, 
the actualisation of AAs could contribute to confirming and materialising the EU’s 
commitment to supporting the needed adjustments by LAC countries (Box 6.5).

Additional efforts need to be implemented at the national level. For instance, 
establishing national sustainability roadmaps is a key step for facing international 
regulations, such as under the Green Deal. LAC countries should strengthen their 
institutions and create public‑private co‑ordination mechanisms among agencies that 
regulate trade, agricultural, industrial, environmental, energy, planning, and science 
and technology policies and the most representative private‑sector companies with an 
interest in investing in and working with the European market.

Adapting to Green Deal standards would also improve national standards in LAC 
countries, thus accelerating the achievement of sustainable economic development  
goals. LAC has an opportunity to foster a productive transformation towards cleaner 
technologies and to add higher value to exports. One benefit for LAC of adapting to 
the Green Deal will be the implementation of sustainability standards that meet EU 
requirements, allowing the region’s exports to preserve and possibly expand their share 
in the European market.
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Box 6.5. Revamping Association Agreements (AAs)

The European Union has integrated sustainable development chapters into the trade 
agreements signed in the last decade to assist the just transition among its trading 
partners. The AAs between the European Union, its member states and countries of 
the LAC region are a case in point. While in practice they often remain limited to their 
trade‑related components and can be perceived as mere free trade agreements, AAs 
are also intended to promote and enhance (political) policy dialogue and development 
co‑operation among contracting parties. Countries including Chile, Colombia, Mexico and 
Peru, or even regions, such as Central America, have been among the actors benefitting 
from such initiatives and frameworks for co‑operation. Negotiations for modernising 
the agreement with Chile and efforts to renew Mexico’s AA can be considered significant 
steps in accelerating LAC objectives in bringing forth the green transition.

Nevertheless, the AAs’ most ambitious environmental goals also signal their greatest 
risks. Increased regulations and higher environmental standards can lead to additional 
barriers to trade and, therefore, to new waves of protectionism. In order for both LAC and 
EU to contribute effectively to the international agreements on sustainable development, 
AAs will need to further emphasise the importance of interconnecting the trade pillars 
with the other two pillars of dialogue and co‑operation.

The AAs may be a relevant instrument for bi‑regional dialogue. If their full potential 
is harnessed and a comprehensive approach is adopted, AAs are capable of creating a 
shared space for policy dialogue, of advancing regulatory convergence and productive 
transformation aimed at changing the current economic model, and of reconstructing 
the region’s social contract. More importantly, they offer an opportunity to advance the 
ecological transition to decarbonisation and sustainability.
Sources: (Gómez Arana, 2021[68]); (Rodríguez Díaz and Sanahuja, 2021[69]).

The productive adaptations required to continue and expand LAC exports under new 
international regulations will not be automatic and will require important investments in 
the short term. Therefore, new regulations, such as under the Green Deal, will certainly 
have an effect on upcoming government agendas in LAC and will present opportunities 
to put in place policies to foster transformative sustainable development. The speed and 
depth of the reforms will depend on each government’s capacity to articulate a systemic 
green model. International co‑operation can help accelerate this transition and reduce its 
impacts.

Scaling up the circular economy in LAC: The role of trade and regional co‑ordination

International trade can facilitate the transition to a circular economy by providing 
the technology and scale required to undertake efficiently relevant activities such as 
recycling, refurbishment, remanufacturing and valorisation of residues and waste as 
an input for other industries (Chapter  3). Trade may also extend the life cycle of final 
products and materials and facilitate their reincorporation into production cycles, as well 
as generate demand for products and business models that support the transition to a 
resource efficient and circular economy. Moreover, trade in services may promote new 
business models that facilitate the sharing of under‑utilised products through digital 
platforms and technologies.

The exported volume of economy goods has been increasing over the last decade, both 
globally and regionally. Globally, the main export category corresponds to products for 
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recycling, especially waste and scrap metal. By contrast, almost 90% of circular economy 
exports in LAC correspond to products for valorisation, mostly of residues from soybean 
oil extraction (Figure  6.7). These are mainly exported to Southeast Asian countries to 
produce animal and fish feed. At present, the Harmonised Commodity Description and 
Coding System, used by all countries to compile their trade statistics, does not include 
separate codes for some circular economy goods. Therefore, trade in circular economy 
goods is not fully captured by international statistics.

Figure 6.7. Exported volume of circular goods by category, averages, 2017‑19
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For recycling For valorisation Recycled Used

Source: (ECLAC, 2021[70]), based on (CEPII, 2021[71]); (International Trade Analysis Database, 2021[72]).
12 https://stat.link/zg1u2f

The potential contribution of trade to the transition to a circular economy in LAC 
depends critically on its co‑ordination with national and international efforts. The 
reduction of tariff and non‑tariff barriers for trade in goods and services that contribute 
to circularity at each stage of production and consumption, especially at the end of life 
phase of the goods, is crucial. Greater granularity in national and international trade 
classifications will be needed to identify circular economy goods more precisely. Regional 
integration bodies may also play a key role in harmonising standards and promoting joint 
solutions, such as the European Union in its Circular Economy Action Plans (from 2015 
and 2020). Section 7 of the 2020 Circular Economy Action Plan considers to explore how 
the European Union can succeed by defining a “Safe Operating Space” in which the use 
of various natural resources does not exceed certain local, regional or global thresholds 
and the environmental impact remains within planetary limits. Here, new sustainable 
models will open up business and employment opportunities with key partners around 
the world. Last, the promotion of standards and certifications that endorse the circularity 
of processes could help firms adopt sustainable practices.

Several countries in Latin America are defining standards and formulating strategies 
for the circular economy, including several aspects related to international trade. These 
centre around key export sectors, circular firms and products, market access, and the 

https://stat.link/zg1u2f
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promotion of FDI or international financing for circular economy projects, especially for 
SMEs. Other efforts relate to establishing registers of circular suppliers, which facilitates 
export promotion. Multiple countries are including circularity criteria in their green public 
procurement strategies. Member countries of the Pacific Alliance are co‑ordinating parts 
of their national circular economy strategies, for example, in relation to the sustainable 
management of plastics (ECLAC, 2021[70]).

Several international initiatives are supportive of LAC potential to develop a circular 
economy. For instance, the International Trade Centre’s GreenToCompete initiative focuses 
on assisting small businesses in developing countries, including in LAC, by providing 
information about green opportunities and innovations. The programme is divided into 
three areas: climate resilience, circularity and biodiversity. The circular economy raises 
global ambitions to reduce pollution, emissions and waste while increasing prosperity. 
The programme encourages businesses and value chains to implement circular practices 
to reduce production costs, increase productivity and boost innovation by developing and 
commercialising new products and services (International Trade Centre, 2022[73]).

Harmonised use of international co‑operation instruments to facilitate design 
and implementation of a green policy agenda in LAC

In recognising the increasing linkages across domestic and global dynamics, 
international co‑operation and partnerships appear essential for realising the full potential 
of the needed reforms that will contribute to a greener development model in LAC.

International co‑operation can act as a facilitator of LAC’s will to transform international 
commitments into concrete national and regional policy measures that advance a green 
transition (OECD et al., 2019[74]). Mission‑driven partnerships, along with balanced use 
of international co‑operation tools, can provide capacity building, align standards and 
ensure the coherence of national and international efforts (as per the Development in 
Transition narrative), providing the right mix to enhance LAC efforts towards the green 
transition (OECD et al., 2021[75]).

Facilitating the design and implementation of a green policy agenda can trigger 
change of the region’s development model. This should at least include increased efforts 
in policy coherence, aligning national and international priorities; capacity building for 
creating and adapting to new skills; technology transfer as a method for adding value to 
the region’s production structures; and tapping into LAC’s global potential by advancing 
towards common regulations and standards.

A harmonised use of these international co‑operation instruments can ensure 
that LAC countries adopt an integrated approach to the green transition, placing equal 
emphasis on each of these priorities and taking advantage of possible synergies in the 
implementation of the green agenda. The region’s existing strengths and weaknesses 
– particularly in relation to institutional capacities and arrangements that are capable 
of utilising these instruments – vary from one country to the next. The promotion of a 
common framework for enhanced co‑operation, and a space for policy dialogue and the 
sharing of experiences based on each country’s strong points, advancements and lessons 
learned, could help in facing the green transition’s trade‑offs.

Policy coherence can improve alignment of national plans and strategies with 
international commitments and help manage externalities

Operationalising a sustainable and inclusive recovery is not to be taken for granted. At 
the national level, the interactions among inclusiveness, the green and digital transitions, 
productivity, and resilience often imply trade‑offs. The design and implementation of 
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green policies require intense co‑ordination in order to exploit available synergies across 
all political areas and to avoid negative externalities that transcend distinct policy 
sectors and national boundaries (Chapter  5). Increased efforts in policy coherence as 
an instrument for international partnerships can foster a green and just transition by 
accounting for the complexities of policy impacts at various levels of government and the 
interactions among regional, national and international actors.

The 2030 Agenda signalled the moment for going beyond the traditional principle 
of Policy Coherence for Development to promote a broader, more ambitious vision, 
reformulated as Policy Coherence for Sustainable Development, as stated in SDG 17.14. 
This approach aims to integrate the dimensions of sustainable development through both 
domestic and international policy making and to advance integrated implementation of 
the 2030 Agenda by: 1) fostering synergies and maximising benefits across economic, 
social and environmental policy areas; 2) balancing domestic policy objectives with 
internationally recognised Sustainable Development Goals (SDGs); and 3) addressing 
the transboundary and long‑term impacts of policies, including those likely to affect 
developing countries (OECD, 2019[76]). An example is the OECD International Programme 
for Action on Climate (IPAC), which supports countries’ progress towards net zero GHG 
emissions and more resilient economies by 2050. Through regular monitoring, policy 
evaluation, and feedback on results and good practices, IPAC helps countries strengthen 
and co‑ordinate their climate action. It complements and supports the UNFCCC and the 
Paris Agreement monitoring frameworks. Moreover, the Framework to Decarbonise the 
Economy aims to design and implement country‑specific decarbonisation strategies 
with a mix of cost‑effective, comprehensive, inclusive and acceptable policies. Both IPAC 
and the Framework for Decarbonising the Economy are part of the OECD‑led Horizontal 
Project on Climate and Economic Resilience, which is intended as a holistic tool to support 
policy makers (OECD, 2022[77]).

Even though the importance of enhancing policy coherence for the green transition 
domestically cannot be overstated, its impact can remain rather limited if not aligned 
with similar efforts in other countries. Bringing forth the green transition on a global scale 
requires an immense amount of co‑ordination among national leaders and measurable 
efforts for policy integration. The SDGs, while offering a unique opportunity for the 
establishment of a common framework and guidance for sustainable development, still 
require concrete domestic policies and initiatives that are aligned with recognised global 
sustainable development objectives and goals.

Mainstreaming the SDGs at national and local levels is subject to the specificities of 
country contexts and the particularities of development needs across borders. Efforts 
vary, from SDG budgetary and legal initiatives to SDG localisation efforts and establishing 
the goals as national priorities. Notable regional initiatives include the efforts of Colombia, 
Cuba, Guatemala, Mexico and Paraguay to localise the SDGs, with some countries already 
conducting Voluntary Local Reviews and Voluntary Subnational Reviews. Mexico has 
also been carrying out studies on quantifying the benefits of climate action through the 
implementation of both the 2030 Agenda and the Paris Agreement, with the purpose 
of reducing implementation costs, avoiding work duplication, and identifying possible 
opportunities and synergies (Secretaría de Economía, 2021[78]). The VNRs submitted to the 
HLPF, while not comprehensive, offer a notion of some of the methods used in the region 
to mainstream SDGs domestically.

LAC countries are already directly referencing the various forms of international and 
regional co‑operation and frameworks that allow for greater policy coherence (Table 6.4), 
but the challenge of implementing these nationally remains. Thus far, the Paris Agreement 
is the framework most widely used to benchmark progress in the development of climate 
change mitigation policies and energy transition plans.
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Table 6.4. Methods for mainstreaming SDGs in LAC
As reported by VNRs of 2019‑21

Considering and 
identifying SDG 

interlinkages

SDG-specific 
plans, strategies 

and policies

Integrating SDGs 
into NDPs and 

strategic frameworks

SDG 
localisation

Coherence with international 
and regional co-operation 

and frameworks 

2019

Chile ✓ ✓
Guatemala ✓

Guyana ✓ ✓ ✓

Saint Lucia ✓ ✓ ✓

2020

Argentina ✓ ✓ ✓ ✓

Barbados 

Costa Rica ✓ ✓ ✓ ✓

Ecuador ✓ ✓ ✓ ✓

Honduras ✓ ✓

Panama ✓

Peru ✓ ✓ ✓

Saint Vincent and the Grenadines 

Trinidad and Tobago ✓ ✓ ✓ ✓

2021

Antigua and Barbuda ✓ ✓

Bahamas

Bolivia ✓ ✓

Colombia ✓ ✓ ✓

Cuba ✓ ✓ ✓ ✓

Dominican Republic ✓ ✓ ✓

Guatemala ✓ ✓ ✓

Nicaragua ✓ ✓

Mexico ✓ ✓ ✓ ✓

Paraguay ✓ ✓ ✓

Uruguay ✓ ✓ ✓

Source: Authors’ elaboration based on (GIZ, 2021[79]); (GIZ, 2020[80]); (GIZ, 2019[81]).

When time is of the essence, as is the case with climate change and biodiversity 
loss, measurements of progress and results are crucial. The United Nations Environment 
Programme index on SDG 17.14.1 can be considered the most relevant indicator for 
measuring national policy coherence for sustainable development (UNEP, 2022[82]). 
However, the index has remained on the sidelines, its use limited to a few examples of 
one‑off research. LAC countries need to take greater advantage of such tools in order to 
identify relative progress and regress, and to collect measurable policy lessons.

The role of regional institutions and organisations is key in balancing national policy 
objectives with international sustainable development goals. Regional actors can promote 
internationally recognised environmental goals by accounting for the political, social and 
environmental particularities of their regions, thus acting as a direct link in aligning 
international sustainability goals with national policies. The articulation of strategies for 
sustainable development and the analysis of key policy interlinkages in topics related to 
trade, technology transfer and financing for development can prove major contributors 
in advancing both the SDGs and the Paris Agreement’s mandates. Existing regional 
structures can promote the integration of the SDGs and disaster risk reduction measures 
into national and territorial planning and strengthen countries’ statistical capacity to 
support more effective evidence‑based policy making and SDGs measurements (UN DESA, 
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2020[20]). The Regional Knowledge Management Platform for the Sustainable Development 
Goals, or SDG Gateway, is a promising demonstration of the region’s efforts in monitoring 
the progress and needs of countries in implementing the 2030 Agenda (UN, 2020[83]). The 
OECD had a steering role in promoting hands‑on initiatives for aligning the Sustainable 
Development Goals with national policies, in line with the Recommendation of the Council 
on Policy Coherence for Sustainable Development (OECD, 2019[76]). For instance, in 2020 
it accompanied the national government in Colombia, through a peer‑to‑peer exercise 
involving Spain and Sweden as peers, in establishing a platform for multi‑stakeholder 
dialogue on the SDGs implementation. This exercise build on the SDG investor Map for 
Colombia, an UNDP tool to align the private sector to SDG financing in Colombia.

In an increasingly interdependent world, countries’ actions and policies can have 
positive or negative effects on other countries’ ability to achieve the SDGs. If ignored, 
these international spillovers may result in one country achieving SDGs at the cost of 
another or in missed positive synergies. Interdependence becomes even more crucial 
when considering that 97 SDG targets (57% of all 169 targets) entail transboundary 
elements (OECD, 2019[84]). Externalities, both positive and negative, need to be understood, 
measured and meticulously managed in order to avoid situations where one country’s 
achievements are counteracted or neutralised by the transboundary policies implemented 
in third countries.

Concerning positive externalities, LAC countries seem to have a significant head start 
at the global level. By taking into consideration the environmental and social impacts 
embodied in trade, combined with the economic, financial and security dimensions of 
spillovers, the region scored 95.1/100 in the International Spillover Index, meaning that it 
has a minimal effect on the ability of other countries to achieve the SDGs, in comparison with 
the 70.1 OECD average (Sachs et al., 2021[85]). Similarly, the Global Commons Stewardship 
Index measures how countries are affecting key components of the environmental system, 
such as climate change, biodiversity and land‑use change, both within their borders and 
through impacts involved in trade and consumption. The index can prove a useful tool for 
measuring regions’ environmental progress. LAC’s population‑weighted average spillover 
impact reaches 69/100, while the OECD is only at 32/100. No region scored as low as LAC 
in proportional terms, once again demonstrating the minimal negative externalities 
attributed to the region (SDSN/Yale Center for Environmental Law & Policy/Center for 
Global Commons at the University of Tokyo, 2021[86]).

While the significance of LAC’s comparatively positive policy spillover cannot be 
overstated, their contribution is undermined by large negative spillovers generated by 
high‑income and OECD countries. Data on the direct effects of these countries’ policies on 
developing countries – and LAC countries specifically – are still lacking. But unsustainable 
supply chains, for instance, driven by trade in timber, palm oil, rubber, coffee, soy and other 
commodities, have led to disastrous deforestation and biodiversity loss (Sachs et al., 2021[85]).

Even though OECD members have made progress in implementing and raising 
awareness of the 2030 Agenda domestically, it has often come at the expense of adapting 
national policies to support developing countries in making progress towards the SDGs or, in 
other words, developing partner‑friendly policies. Comprehensive strategies that balance 
a broad range of objectives and challenges at home frequently forget or neglect the effects 
of their policies on developing countries. To increase the positive and the avoid negative 
impacts of sustainable policies, OECD countries need to work with developing countries 
to enhance evidence‑based dialogue founded on quality reporting and assessments of 
policies. They also need strengthen efforts to co‑ordinate development co‑operation with 
all development partners by aligning with partner country indicators, synchronising 
planning cycles with partner countries’ cycles and using sector co‑ordination structures 
with the aim of ensuring cross‑sector coherence (OECD/EC‑JRC, 2021[87]).
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LAC would benefit from enhanced efforts in capacity building and technology 
transfer

Capacity building and technology transfer for developing renewable energies

Building national and local capacities would allow the formulation, monitoring, 
implementation and evaluation of environmental policies supporting LAC’s green 
transition. Nevertheless, developing the necessary capacities goes beyond enhancing 
capabilities at the policy level; it requires multifaceted strategies that address all 
stakeholders and sectors. It is critical that the region encourages the development of 
strategic projects at the business and academic levels in order to mitigate and adapt to 
the effects of climate change. Technology transfer related to smart mobility, renewable 
energies and a circular economy are also key in international efforts to switch to green 
and sustainable development models.

International and regional partnerships seeking to develop capacity building and 
technology transfer exist in LAC concerning two interrelated streams: new renewable 
energies, such as wind and hydrogen; and production of minerals, such as lithium, 
conducive to the production of renewable energy. Already, a “Latin American Green Deal” 
is being proposed, given the need for a major rethinking of trade and investment strategies 
in the region (Lebdioui, 2022[88]). The region can further learn from the European Union (as 
mentioned in the previous section) and build its own deal considering the region’s needs 
on trade, investments and economies of scale. International co‑operation programmes 
could play a role, mainly those that include a component of technical assistance, as they 
can strengthen LAC resilience in the long term. There is a lot of room to expand them, 
including by further involving the private sector. Regional coordination appears as well as 
the key to unlock the potential of renewable energies in LAC.

While LAC’s great natural reserve is highly vulnerable to the effects of climate 
change, it also has significant alternative energy potential due to its hydrographic, wind 
and mineral wealth. Thanks to state‑led investment in hydropower and major escalation 
of onshore wind and photovoltaic solar power development, renewables make up 33% of 
LAC’s total energy supply, well above the global average of 13% (Chapter 2) (Sistema de 
Informacion energetica de Latinoamerica y el Caribe (SieLAC), 2020[89]).

Latin America accounts for 60% of all identified global lithium reserves, most 
located in Argentina, Bolivia and Chile, the so‑called “Lithium Triangle” (Chapter  3). 
Other countries, such as Brazil, Mexico and Peru, also appear to hold important lithium 
resources. However, it requires significant investment, as most of the profit of the lithium 
industry comes from a long value chain, with extracting and exporting countries unlikely 
to realise any significant gains. A sustainable governance perspective is needed to ensure 
that investment is available and that gains are distributed in ways that improve the 
well‑being of societies, especially local communities. Any opportunity that lithium offers 
needs to be reinvested in a more ambitious and long‑term technological transformation 
that allows societies to overcome productivity traps (López‑Calva, 2022[90]).

A new lithium partnership between Argentina, Bolivia, Chile and Mexico is already 
being explored, to co‑operate on exploration, exploitation and the development of new 
technologies (Domínguez, 2022[91]). In fact, joint initiatives from producer countries have 
great potential as demand for lithium continues to spike. In order to support the global 
energy transition and achieve local economic development objectives, there needs to be 
a rapid increase in production. For that to be possible, a multi‑stakeholder approach must 
be adopted to ensure that LAC countries do not repeat past errors in extractive industries, 
meaning that there is a need for consultations with local communities and transparency 
with regards to environmental impacts. Producer countries have an opportunity to join 
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efforts, share experiences and build partnerships for developing technologies that allow 
sustainable exploitation of this resource.

Similarly, embracing the potential of green hydrogen production within LAC countries 
can ease the pressures of energy shortages, increase prosperity, and reduce the risk of 
climate‑related loss and damage. Several initiatives are underway. Chile and Germany 
have already published roadmaps for the development of their domestic markets and 
are looking to co‑operate with other countries to optimise the demand and supply of 
low‑carbon hydrogen, thus jointly contributing to the decarbonisation of global economies. 
Chile’s strategy in particular focuses on promoting co‑operation among industry, 
academia and technical centres, encouraging the construction of R&D roadmaps by public 
and private sectors for solving local implementation challenges, and creating work groups 
with public companies to accelerate adoption of green hydrogen in their activities and 
supply chains (Government of Chile, 2020[92]). Colombia has undertaken similar actions 
recently, publishing its own roadmap for the production of both green and blue hydrogen, 
specifically focusing on regulating the production process, researching and developing 
production technologies at a local level, and establishing competitive prices (IDB, 2021[93]).

Latin America can benefit significantly from early participation in global initiatives 
and fora on hydrogen production and use and from seeking opportunities for international 
collaboration. In particular, establishing permanent regional structures for co‑operation 
would allow a co‑ordinated regional approach while maintaining national autonomy 
(IEA, 2021[94]). For instance, the International Hydrogen Energy Centre, launched in 2021, 
aims to develop hydrogen energy globally and attract experimental R&D funding, with 
a significant emphasis on capacity building through appropriately designed training 
programmes, training in innovative policy formulation and the modernisation of local 
industry to meet specific development needs (UNIDO, 2021[95]).

With LAC’s relatively low‑density population and large distances between cities and 
towns, wind power also offers substantial potential for supplying the energy needs of 
inhabitants across the region. While Argentina, Brazil and Mexico currently dominate 
the sector, more LAC countries are joining the wind market as a result of the expert 
knowledge provided by the Latin American Task Force of the Global Wind Energy Council. 
The wind park developed in Guajira, Colombia in 2022, with the co‑operation of ISAGEN 
– a private energy company – and the Spanish company Grupo Elecnor, is the largest and 
first of many upcoming wind projects planned for the country (Anderson, 2022[96]).

Partnerships on capacity building and technology transfer for overcoming environmental 
challenges

The European Union can be a strategic ally to transfer technology and develop 
innovation towards a green transition. In particular, LAC countries can take advantage 
of the European Union’s strategic leadership on the green transition by building on its 
expertise, experience and technologies related to environmental goals. Whether this 
concerns policies and practices regarding public actors or developing the capacities of 
private companies and stakeholders, the shared values of LAC and EU countries in facing 
environmental challenges can function as a unifying force for transferring knowledge 
and know‑how from one region to the other.

Initiatives carried out in this regard vary in scope and expected results. The 
EUROCLIMA+ programme supports intra‑regional dialogue and co‑operation on climate 
issues within Latin America and the promotion of bi‑regional dialogue between Latin 
America and the European Union in international fora (EUROCLIMA+, 2022[97]). The 
AL‑INVEST Verde programme has expanded its scope from past initiatives focused on 
growth and jobs. It aims to promote sustainable growth and job creation by supporting 
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the transition to a low‑carbon, resource‑efficient and more circular economy in LAC 
through a focus on innovation and digitalisation. The LIFE programme supports the Green 
Deal by promoting the implementation of energy efficiency and small‑scale renewable 
energies, with the European Commission approving an investment package in 2021 of 
more than EUR  290  million for 132 new LIFE projects (European Commission, 2021[98]). 
Among the Commission’s latest announcements on green co‑operation with LAC are the 
European Fund for Sustainable Development Plus (EFSD+), which aims to leverage more 
than EUR 12 billion of public and private investment for the region, and a new edition of 
EUROCLIMA+, with EUR 140 million in support to LAC (European Commission, 2022[99]).

The Responsible Business Conduct in Latin America and the Caribbean (RBCLAC) 
project, implemented since 2019 by the OECD together with the International Labour 
Organization (ILO), the Office of the United Nations High Commissioner for Human Rights 
and the European Union, supports governments, businesses and stakeholders in their 
efforts to promote RBC in line with international standards (OECD, 2022[100]). Among other 
efforts, the RBCLAC project carries out regional and national activities to strengthen 
the capacity of businesses and governments in order to mainstream environmentally 
and socially responsible business and corporate due diligence in key sectors. The 
Eco‑Eficiencia Empresarial programme demonstrates the initiative attributed to the Central 
American region along similar lines. The programme originated within the Business 
Alliance for Development of Costa Rica but has now expanded to El Salvador, Guatemala, 
Honduras, Nicaragua and Panama. It identified a significant lack of knowledge among 
member companies on managing their environmental impact. The programme offers a 
collaborative platform aimed at orienting and strengthening the capacities of businesses, 
facilitating the exchange of good practices and training and the formation of alliances on 
priority issues related to sustainable development (ILO, 2021[101]).

In addition, there is growing recognition of the potential of SSTC to facilitate technology 
development and transfer for climate action in developing countries. SSTC on climate 
technologies are taking place in and among all geographical regions and cover all priority 
areas outlined in developing countries’ NDCs and NAPs. While commonly initiated at the 
national level, the implementation of SSTC projects usually involves various stakeholders, 
including local government, civil society organisations (CSOs), research and training 
institutions, and the private sector (Chapter 3) (UNFCCC, 2021[102]).

International co‑operation can prove effective in accelerating the green transition 
through the use of new digital tools and technologies to develop new skills and 
productive methods (Chapter  3). Bilateral co‑operation between the European Union 
and Brazil created a partnership for Scientific and Technological Cooperation which 
allowed calls for joint research and innovation in the domains of water management 
and agriculture, among others. Triangular co‑operation has also helped in promoting the 
adoption of new technologies to cope with new standards of production and regulations. 
Peru benefited from a co‑operation initiative with Germany and Brazil and created the 
Environmental Technology Centre (CTA) to cope with the urgent need for environmental 
technology experts generated by new environmental regulations and production criteria 
(OECD, 2020[40]).

Overall, adopting an approach that focuses on building capacities and enhancing 
technology transfer at all levels of government and in the private sector can ensure that 
the benefits of sustainable energy sources are exploited and that they foster the well‑being 
of local societies. The region boasts high‑quality universities and research centres, 
specialised CSOs, and peasant and indigenous communities with strong territorial 
roots. These capacities, if properly developed and strengthened through international 
partnerships, can prove a key contribution to a green and just transition (ILO, 2021[101]).
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Common approaches represent opportunity to develop a regional carbon market

Protecting the environment and delivering on climate action is also a matter of 
policy co‑ordination at regional and global levels. Common regulations can derive from, 
for instance, agreements for protecting the oceans or ecological zones, common import 
standards, international carbon prices and classification systems of economic activities, 
or green taxonomies.

Market mechanisms are commonly used as national drivers for fostering a greener 
development model. In fact, economic levers are among those most used to reach net‑zero 
emissions. Carbon pricing is a prominent example of an effective way countries can reduce 
emissions. Explicit carbon pricing can be implemented domestically through carbon taxes 
and emissions trading systems. While such explicit forms of carbon pricing are relatively 
rare in developing countries, almost every country has experience with fuel excise taxes. 
Fuel excise taxes are economically and administratively similar to carbon taxes, and 
could be reformed to better align with the climate costs of fossil fuel use (OECD, 2021[107]).

International carbon markets allow countries that struggle to meet the emissions 
reduction targets stated in their NDCs – or are in search of less expensive emissions cuts 
– to purchase emissions reductions from nations that have already cut their emissions 
by more than the amount pledged. In ideal conditions, carbon markets are capable of 
generating win‑win situations whereby both countries meet their climate commitments 
and additional finance is provided to the country generating emissions reductions. Poor 
design and construction of regulations can leave countries “off the hook” in making 
meaningful contributions by hindering ambition for increased emissions cuts, not 
ensuring additional emissions reductions and double counting emissions reductions 
(UNFCCC, 2015[103]).

Estimates show that setting fossil fuel prices that reflect their true cost would cut 
global CO2 emissions by over one‑third. In fact, efficient fuel pricing by 2025 would 
reduce global CO2 emissions to 36% below baseline levels. Efficient fuel pricing can raise 
substantial revenues as well: in the case of LAC, revenues could reach around 2% of GDP 
(Parry, Black and Vernon, 2021[104]). Over half of the Group of Twenty (G20) nations have in 
place a form of carbon pricing at the national level, be it a carbon tax or an ETS. Some LAC 
countries have also advanced the agenda, as many are considering or have implemented 
a type of carbon tax or ETS (Chapter 4) (Table 6.5). They can also draw on experience with 
fuel excise taxes and fossil fuel subsidy reform (OECD, 2021[107]).

Table 6.5. Carbon pricing
Carbon taxes and ETSs in LAC

Carbon tax ETS

Argentina Implemented -..

Brazil Under consideration Under consideration

Chile Implemented Under consideration

Colombia Implemented Under consideration

Mexico Implemented Implemented

Uruguay Under consideration ..

Note: Latest data available: April 2021.
Source: (World Bank, 2021[105]).

Article 6 of the Paris Agreement sets the stage for a common regulation on carbon 
market mechanisms. However, it can be considered one of the most complex and 
controversial aspects of the global accord. Exactly six years after the Paris Agreement, 
COP26 brought forth an agreement on a Global Carbon Market Mechanism, largely 
completing the Paris Agreement Article 6 Rulebook. Key decisions were made concerning 
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the approval process and issuance of credits, the eligibility of projects and activities to be 
included, how to deal with legacy projects and credits under the Kyoto Protocol’s Clean 
Development mechanism, and the making of corresponding adjustments to host states’ 
emissions accounts (Clifford Chance, 2021[106]). While progress has been made, critics 
argue that the language used falls short of fully realising the regulations needed to bring 
market forces to bear as strongly as possible on emissions reduction.

For this reason, carbon markets under proper regulation offer an outstanding 
opportunity for LAC countries’ development financing. Under this new structure, and 
given its unique ability to offer green projects and nature‑based solutions at cheaper 
marginal costs than elsewhere, LAC countries can position themselves as the world’s 
largest providers of carbon credits (Arbache, 2021[107]). At the same time, policy makers 
will need to ensure that gains from the development of the carbon credit market do not 
come at the cost of increased land grabs and other forms of detrimental consequences. 
An emphasis on proper regulation and transparency is key to minimise possible risks, 
specifically those related to a just transition.

The region has great potential to offer carbon credits derived from nature‑based solutions, 
such as the forest removal and emissions avoided by preventing deforestation. Some 
initiatives are already taking shape in the region, such as the Latin America and the Caribbean 
Carbon Market Initiative (ILACC), which adopts a comprehensive approach (Box 6.6).

Another economic benefit of accelerating the carbon market in the region is the 
encouragement of companies to comply with environmental regulations and compete in 
the international context of growing threats to access concessional and non‑concessional 
resources. This acceleration is particularly important for the competitiveness of 
agro‑exports as evidenced by the Farm to Fork programme.

Box 6.6. LAC’s quest for a regional carbon market: The ILACC

A promising way to position LAC in the global carbon market is through regional integration 
of national initiatives (with the potential of creating a regional market) that allows not only 
economies of scale and cost reduction but also an important pipeline of projects.

The creation of a regional market could position the LAC region as a leader in the new international 
scenario. The objective of the ILACC is to promote global competitiveness of the supply of carbon 
credits generated in the region, expanding the impacts on job creation, income, development of 
value chains, technologies, clusters, green business products and the fight against poverty.

Three critical factors – infrastructure, technical training and a product pipeline – require immediate 
attention to promote the development of the regional carbon market. The first is infrastructure. 
This means having an entire services platform that enables, in practice, the correct and adequate 
functioning of the regional market, including a basic legal framework, monitoring and control, 
and data collection and compilation systems, as well as the full set of services necessary for the 
carbon market value chain to function: taxonomy, standards, certifications and legal services, 
among many others. The second is technical training. The market, still in formation, will require 
many qualified professionals for the conception, development, execution and management of 
green projects. Generally speaking, these skills are not available in the quantity and degree of 
specialisation needed. Without these skilled workers, it will be difficult for a market to gain the 
trust of players or develop a pipeline of projects with the speed and quality required. The third 
is a pipeline of diversified and quality projects. For the regional market to establish itself as an 
international hub, it will be necessary to attract demand through a timely and diversified supply of 
credits from conservation, agroforestry, ecological restoration, energy and many other projects.
Source: (CAF, 2022[108]).
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Another key element regarding common regulations from which the LAC region 
stands to benefit is classification systems of the sustainability of economic activities, 
or green taxonomies. Such regulations can offer investors clearer standards, reinforce 
transparency and commitments to green, social and sustainability‑linked activity, and 
mitigate the risk of greenwashing. Although there is currently no specific transition 
taxonomy in LAC, a few countries (including Brazil, Colombia, Chile, the Dominican 
Republic and Mexico) are in the process of developing sustainable or green finance 
taxonomies. Other LAC countries are considering similar actions or carrying out relevant 
research through their co‑operation with the International Finance Corporation, the 
IDB and the GIZ. If properly implemented, such initiatives can play a promising role in 
protecting the environment and delivering on climate action (Chapter 4).

Tools from policy coherence to capacity building, technology transfer and common 
standards can play crucial roles in adopting a multidimensional and integrated approach 
to advancing the green agenda. Nevertheless, their utility and potential are nullified if 
they are not implemented within the context of international partnerships. In view of the 
global nature of the climate crisis, international co‑operation remains a crucial – if not 
the only – means of fostering a green and just transition.

Overall, international co‑operation is needed for the transition to a greener and 
sustainable economy, but the transition’s impact on the labour force and the most vulnerable 
populations should not be left on the sidelines. LAC population is highly vulnerable to the 
effects of climate change due to its high dependence on agribusiness and natural resource 
exploitation. For a green transition to be just, well designed and multi‑stakeholder, 
international partnerships should be considered not only key to mitigating the effects 
of climate change but also a strategy for transforming LAC development and production 
models, strengthening the social structure, and smoothing labour market adaptation as 
a consequence of international regulations. Bringing forth a green economy is itself a 
challenge; a multi‑stakeholder approach that takes into consideration citizens’ needs and 
priorities can ultimately function as a multiplier force for gaining popular support and 
contributing to the final push for a green and just transition.

Key policy messages

International partnerships are crucial to facilitate LAC countries’ efforts towards a green 
transition. They can contribute to: 1) overcoming current implementation shortcomings 
of multilateral agreements and instruments; 2) aligning national and regional priorities 
with multilateral sustainability goals; and 3) promoting technology transfer and capacity 
building, including through policy dialogues and sharing experiences in peer learning. 
International partnerships can also play a role in helping LAC countries address trade 
challenges when facing new international green norms and regulations (Box 6.7).

Box 6.7. Key policy messages

With regards to regional and international partnerships:

• Regional integration and co‑operation can enhance the effectiveness of sustainable 
policies by addressing LAC’s existing fragmentation and lack of a unified voice at the 
multilateral level, and by supporting the alignment of national green strategies with global 
environmental goals.

• Ratify and implement the Escazú Agreement. It represents a unique opportunity to enhance 
the protection of environmental human rights defenders.
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• International partnerships should promote further dialogues across regions on green 
transition policy experiences. LAC countries can play a predominant role in this global 
agenda by sharing experiences of sustainable development with other regions of similar 
and lower development levels.

• International partnerships can contribute to softening spillover effects caused by green 
transition efforts within and outside the LAC region – mainly in trade channels, labour 
markets, and consumption and production patterns.

• International partnerships can support new policies needed to address the substantial 
expenditure on exports. Promoting regional production capabilities in the renewables 
sector, with financial resources and technical know‑how, will be crucial not only to avoid 
excessive costs but also from a political economy perspective, to strengthen local coalitions 
in favour of the green transition.

• International partnerships can also support LAC countries to address the effects on LAC 
exports of newly established international environmental standards and regulations.

• Ensure the coherence of domestic green policy objectives with internationally recognised 
sustainable development goals. Approaches should take into account the transboundary 
impacts of policies, the articulation of strategies at the local, regional, national and global 
levels.

• International partnerships need to put more emphasis on capacity building and technology 
transfer to develop renewable energy sources in LAC.

• Regional partnerships within LAC are the key to unlock the region’s potential on renewable 
energies.

• Accelerate a regional carbon market under proper regulation.

With regards to trading partners:

• Trade partners need to communicate their concerns about draft legislation to make visible 
any potential impacts and to design tailored co‑operation projects that help mitigate the 
effects on sectors potentially affected.

 o New legislation should offer transition periods to allow smooth adjustments.

 o Increase investments in developing tailor‑made productive transformation programmes 
to adapt exportable supply to the new requirements and to provide facilities and 
increased resources for the implementation of large projects (e.g.  infrastructure, 
science and technology).

 o Accompany measures, such as funding, technical co‑operation and capacity building, 
to help trading partners adopt more sustainable practices, especially in the most 
vulnerable countries.

• The actualisation of AAs between the European Union and LAC countries, taking into 
better account the impacts of the green transition, along with further integration across 
the political, trade and co‑operation pillars for the purpose of supporting LAC’s green 
transition, remains crucial.

• Harness international trade in both goods and services to facilitate the transition to a 
circular economy.

With regards to LAC governments:

• Adapt to green regulations including Green Deal standards. This would improve 
national standards in LAC, thus fostering opportunities for materialising a productive 
transformation towards cleaner technologies and adding value to exports.

Box 6.7. Key policy messages (cont.)
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Notes

1. The first type of environmental goods and services in the EGSS is environmental specific 
services.

These services comprise environmental protection and resource management products that 
are “characteristic” or typical of those activities. Hence, environmental specific services 
are environmental protection and resource management specific services produced by 
economic units for sale or own use. Examples of environmental specific services are waste 
and wastewater management and treatment services, and energy and water‑saving activities.

Consistent with the definition of environmental protection and resource management 
activities, environmental specific services are those services that have the main purpose of: 

(a) Preventing or minimising pollution, degradation or natural resource depletion (including 
the production of energy from renewable sources); 

(b) Treating and managing pollution, degradation and natural resource depletion;

(c) Repairing damage to air, soil, water, biodiversity and landscapes; 

(d) Carrying out other activities such as measurement and monitoring, control, research 
and development, education, training, information and communication related to 
environmental protection or resource management. 

The second type of environmental goods and services is environmental sole‑purpose products. 
Environmental sole‑purpose products are goods (durable or non‑durable) or services whose 
use directly serves an environmental protection or resource management purpose and that 
have no use except for environmental protection or resource management. Examples of these 
products include catalytic converters, septic tanks (including maintenance services), and the 
installation of renewable energy production technologies (e.g. solar panels).

The third type of environmental goods and services is adapted goods. Adapted goods are 
goods that have been specifically modified to be more “environmentally friendly” or “cleaner” 
and whose use is therefore beneficial for environmental protection or resource management. 
For the purposes of the EGSS, adapted goods are either: 

(a) “Cleaner” goods, which help to prevent pollution or environmental degradation because 
they are less polluting at the time of their consumption and/or scrapping, compared with 
equivalent “normal” goods. Equivalent normal goods are goods that provide similar utility 
except for the impact on the environment. Examples include mercury‑free batteries and 
cars or buses with lower air emissions;

(b) “Resource‑efficient” goods, which help to prevent natural resource depletion because they 
contain fewer natural resources in the production stage (e.g. recycled paper and renewable 
energy, heat from heat pumps and solar panels); and/or in the use stage (e.g. resource 
efficient appliances and water‑saving devices such as tap filters). 

The fourth type of goods and services is environmental technologies. Environmental 
technologies are technical processes, installations and equipment (goods), and methods 
or knowledge (services), whose technical nature or purpose is environmental protection or 
resource management. Environmental technologies can be classified as either: 

(a) End‑of‑pipe (pollution treatment) technologies, which are mainly technical installations 
and equipment produced for measurement, control, treatment and restoration/correction 
of pollution, environmental degradation, and/or resource depletion. Examples include 
sewage treatment plants, equipment for measuring air pollution, and facilities for the 
containment of high‑level radioactive waste;

Box 6.7. Key policy messages (cont.)

• Establish national roadmaps for environmental sustainability and climate change 
adaptation to new norms and regulations, in particular those affecting LAC.

• Support efforts to strengthen institutions that favour public‑private co‑ordination 
mechanisms, with a view to promote investments in LAC related to the green transition.

• Promote sustainable product industries, such as biodegradable plastics, smart materials 
and bio‑inputs, in order to support the transition of traditional sectors to the new green 
sectors.
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(b) Integrated (pollution prevention) technologies, which are technical processes, methods 
or knowledge used in production processes that are less polluting and less resource‑
intensive than the equivalent “normal” technology used by other producers. Their use is 
less environmentally harmful than that of relevant alternatives.

2. The six types of NDC measures affecting expenditure on manufactured imports considered in 
this chapter are:

1) Banning the importation of old or energy‑inefficient goods (such as used cars). Because 
such bans favour new, higher‑tech versions that tend to be more expensive, this type 
of measure is generally assumed to increase the average cost of the product group and 
contribute positively to short‑term import expenditure. Four of 17 Latin American NDCs 
and 8 of 16 Caribbean NDCs include commitments to such bans (almost all refer to banning 
the importation of older or less efficient vehicles). In the case of five Caribbean countries, 
this measure is proposed to reduce dependence on imported fuel.

2) Imposing new domestic standards. This measure refers to the introduction of standards 
and labelling requirements for goods sold or used domestically, such as home appliances. 
Again, favouring newer, higher‑tech goods over older, less‑efficient substitutes is assumed 
to increase the average cost of goods in the product group and contribute positively to 
short‑term import expenditure. Five of 17 Latin American NDCs and 8 of 16 Caribbean NDCs 
include commitments to new domestic standards. These are mostly efficiency standards 
for vehicles and durable goods or regulations on specific refrigerants found in appliances 
such as refrigerators and air conditioners.

3) Renewable energy development. 15 out of 17 Latin American NDCs and 13 of 16 Caribbean 
NDCs include commitments on renewable energy development. As most of the world’s 
major renewable energy developers are based in advanced economies, LAC countries have 
historically relied on FDI to execute renewable energy projects. As of 2020, four of the five 
biggest renewable energy developers active in the region were European (Smith, 2020[106]). 
The components for solar, wind and geothermal energy projects are mostly imported from 
abroad via local subsidiaries or project developers, thus contributing to the region’s overall 
import bill. Until local manufacturing capabilities are substantially scaled up, renewable 
energy development will continue to require substantial imports in the coming years.

4) Reducing trade barriers for energy‑efficient imports. This measure refers to the reduction 
or removal of tariff and non‑tariff trade barriers, allowing specific environmental goods 
to enter the domestic market at lower prices. This measure is assumed to reduce overall 
import expenditure, particularly if demand for the goods is relatively inelastic. Only 1 of 
17 Latin American NDCs and 6 of 16 Caribbean NDCs include commitments to reduce trade 
barriers for energy‑efficient imports. For example, Guyana’s NDC notes that “legislation 
has been enacted to remove import duty and tax barriers for the imports of renewable 
energy equipment, compact fluorescent lamps, and LED lamps to incentivize and 
motivate energy‑efficient behaviour.” The Bahamas, Saint Lucia and Saint Vincent and the 
Grenadines committed to reducing import duties on low‑emitting vehicles.

5) Reducing dependence on imported fuel. Lower dependence on imported fuel is a strong 
economic co‑benefit of climate change mitigation in the region’s energy sectors, with 
potential to slash significantly overall import expenditure. While 5 of the 16 Caribbean 
NDCs commit to policies explicitly intended to reduce expenditure on imported fuel, to 
date, none of the 17 Latin American NDCs do. This is particularly significant for island 
states, where fuel costs are generally higher.

6) Technology transfer. The UNFCCC encourages the transfer of technology and intellectual 
property from developed to developing countries, so references in NDCs are often pro forma 
and short on details. In principle, technology transfer might allow LAC manufacturers 
to produce more environmental goods domestically, thus reducing expenditure on clean 
technology from abroad. Thirteen of 17 Latin American NDCs and 10 of 16 Caribbean NDCs 
express interest in receiving technology transfer. Most countries cite their developing 
status and historical lack of responsibility for climate change and request financial and 
technological assistance from the international community to meet their emissions goals.

3. The World Customs Organization’s Harmonized System (HS) uses code numbers to define 
products. A code with a low number of digits defines broad categories of products; additional 
digits indicate sub‑divisions into more detailed definitions. Six‑digit codes are the most 
detailed definitions that are used as standard.
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READER’S GUIDE
The statistical tables follow key areas identified in the Latin American Economic Outlook (LEO): 1) socio‑economic 

dimension; 2) citizens’ perceptions and institutions; 3) productivity and innovation; 4) environment and the 
green transition; and 5) fiscal position.

Latin America and the Caribbean (LAC) average is a simple average of the largest set of LAC countries for 
which data are available.

Organisation for Economic Co‑operation and Development (OECD) average is a simple average of the largest 
set of all OECD member countries, as of May 2022, for which data are available.

Countries for which data are not available for both years of comparison have been excluded from the 
averages to ensure comparability between years. Exceptions to this are mentioned in the notes.

Applying the same criteria as in previous LEO editions, data selection prioritises comparability across LAC 
countries and shows the latest comparable data available at the report’s publication date.

Social dimension

Extreme poverty:1 refers to the percentage of the population whose average per‑capita income is below 
the extreme poverty line, as specified by the United Nations Economic Commission for Latin America and 
the Caribbean. Method of computation: “n” is defined as the total number of persons and “i” is the number of 
people whose per‑capita income is below the extreme poverty line; the percentage of people living in extreme 
poverty is expressed as I=i/n (known as “headcount index”). The average per‑capita income (yPC) is calculated 
by dividing the total income of each household by the number of people forming it. Data from ECLAC (2022[1]), 
Statistical Database and Publications, https://statistics.cepal.org/portal/cepalstat/dashboard.html.

Poverty:1 refers to the percentage of the population whose average per‑capita income is below the poverty 
line, as specified by the United Nations Economic Commission for Latin America and the Caribbean. Method 
of computation: “n” is the total number of people and “p” is the number of people whose per‑capita income is 
below the poverty line; the percentage of people living in poverty is expressed as P=p/n. This indicator includes 
people under the extreme poverty line, by definition. The average per‑capita income (yPC) is calculated by 
dividing the total income of each household by the number of people forming it. Data from ECLAC (2022[1]), 
Statistical Database and Publications, https://statistics.cepal.org/portal/cepalstat/dashboard.html.

Gini index:2 measures the extent to which the distribution of income (or, in some cases, consumption 
expenditure) among individuals or households within an economy deviates from a perfectly equal distribution. 
A Gini index of zero represents perfect equality, while an index of 100 represents perfect inequality. Data from 
World Bank (2022[2]), World Bank Open Data, https://data.worldbank.org/indicator/SI.POV.GINI.

Share of internet users:3 measures people with access to the internet as a percentage of the total population. 
Data from International Telecommunication Union (2022[3]), Global ICT Statistics, www.itu.int/en/ITU‑D/Statistics/
Pages/stat/default.aspx.

Share of total population in informal households overall and by quintile:4 provides the distribution of the 
total population living in informal households overall and by quintile. An informal household has all of its 
workers in informal work. Quintiles are based on monthly total household consumption or income. Data are from 
OECD (2021[4]), Key Indicators of Informality based on Individuals and their Households (KIIbIH) database, https://stats. 
oecd.org/Index.aspx?DataSetCode=KIIBIH_B6 and https://stats.oecd.org/Index.aspx?DataSetCode=KIIBIH_B7.

Health expenditure: refers to the level of current health expenditure as a percentage of gross domestic 
product (GDP). Estimates of current health expenditures include healthcare goods and services consumed each 
year. This indicator does not include capital health expenditures, such as buildings, machinery, information 
technology, and stocks of vaccines for emergencies or outbreaks. Data from World Bank (2022[4]), World Bank 
Open Data, https://data.worldbank.org/indicator/SH.XPD.CHEX.GD.ZS.

SIGI index: measures discrimination against women in social institutions (e.g. formal and informal laws, 
social norms, and practices). Lower values indicate lower levels of discrimination in social institutions: the 
SIGI ranges from 0% for no discrimination to 100% for very high discrimination. Data from OECD (2022[5]), Social 
Institutions and Gender Index (SIGI) Data, www.genderindex.org/data/.
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PISA score in science: measures the mean score in science performance as measured by the Programme for 
International Student Assessment (PISA) for each country. Scientific performance measures the scientific literacy 
of a 15‑year‑old in the use of scientific knowledge to identify questions, acquire new knowledge, explain scientific 
phenomena and draw evidence‑based conclusions about science‑related issues. Data from OECD (2022[6]),  
Science performance (PISA) indicator, https://data.oecd.org/pisa/science‑performance‑pisa.htm#indicator‑chart.

Productivity and innovation

Labour productivity: measures output per employed person as a percentage of United States output per 
employed person (in 2021 international dollars, converted using purchasing power parity). Data from the 
Conference Board (2022[7]), Total Economy Database, www.conference‑board.org/data/economydatabase/total‑
economy‑database‑productivity.

High‑technology exports:5 measures exports of products with high research and development (R&D) 
intensity as a percentage of total manufactured exports. Data from World Bank (2022[2]), World Bank Open Data, 
https://data.worldbank.org/indicator/TX.VAL.TECH.MF.ZS.

Research and development expenditure:6 measures capital and current expenditures as a percentage of 
GDP in the four main sectors: business enterprise, government, higher education and private non‑profit. R&D 
covers basic research, applied research and experimental development. Data from World Bank (2022[2]), World 
Bank Open Data, https://data.worldbank.org/indicator/GB.XPD.RSDV.GD.ZS.

Citizens’ perception and institutions

Indicators measure the share of the population:7

• satisfied with efforts to preserve the environment
• with confidence in the national government
• that thinks corruption is widespread throughout the government
• satisfied with the education system
• satisfied with the availability of quality health care

as a percentage of the adult population. Data from Gallup (2022[8]), Global Datasets for Public Use, www.gallup.com/
analytics/318875/global‑research.aspx.

Environment and the green transition

Loss of natural and semi‑natural vegetated land: measures tree cover, grassland, wetland, shrub land and 
sparse vegetation converted to any other land cover type as a percentage of the total natural and semi‑natural 
vegetated land. The denominator used is the “stock” of natural and semi‑natural land measured in square 
kilometres at the start of the period. Data from OECD (2019[9]), Environment Database ‑ Intact Forest Landscapes, 
https://stats.oecd.org/Index.aspx?DataSetCode=INTACT_FOREST_LANDSCAPES#.

Greenhouse gas (GHG) emissions per capita: measures GHG emissions per capita, excluding land‑use 
change and forestry (LUCF). GHGs include carbon dioxide (CO2), methane, nitrous oxide and F‑gases (fluorinated 
gases), which are converted and reported in tonnes of carbon dioxide equivalent (t CO2e). Data from Climate 
Watch (2022[10]), Climate Watch Historical GHG emissions, www.climatewatchdata.org/ghg‑emissions. Authors 
chose the Climate Analysis Indicators Tool (CAIT) as the data source because it is the most comprehensive on 
Climate Watch and includes all sectors and gases, and data is up to date until 2019. Climate Watch Historical 
GHG Emissions data are derived from several sources. Fuel combustion data are from OECD/IEA (2021[11]), CO2 
emissions from Fuel Combustion, www.oecd‑ilibrary.org/energy/data/iea‑co2‑emissions‑from‑fuel‑combustion‑
statistics_co2‑data‑en. Agriculture data are from FAO (2022[12]), FAOSTAT Emissions, www.fao.org/food‑agriculture‑
statistics/data‑release/data‑release‑detail/en/c/1304919/.

Air pollution as exposure to PM2.5:8 refers to the percentage of the population exposed to more than 
10 micrograms per cubic metre (µg/m3) and is expressed as annual averages. Fine particulate matter (PM2.5) 
refers to a range of air pollutants that pose the greatest health risk globally, affecting more people than any 
other pollutant. Chronic exposure to PM2.5 considerably increases the risk of respiratory and cardiovascular 
diseases in particular. Data from OECD (2022[13]), Air pollution exposure indicator, https://data.oecd.org/air/air‑
pollution‑exposure.htm.

Contribution of renewables to total primary energy supply:9 renewables include the primary energy 
equivalent of hydro (excluding pumped storage), geothermal, solar, wind, tide and wave sources. Energy 
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http://www.oecd-ilibrary.org/energy/data/iea-co2-emissions-from-fuel-combustion-statistics_co2-data-en
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derived from solid biofuels, biogasoline, biodiesels, other liquid biofuels, biogases and the renewable fraction 
of municipal waste is also included. Data updated until 2019, from OECD (2022[14]), Renewable energy indicator, 
https://data.oecd.org/energy/renewable‑energy.htm.

Marine protected areas:10 measures the marine protected area as a percentage of a country’s total marine 
area. Data from World Bank (2022[2]), World Bank Open Data, https://data.worldbank.org/indicator/ER.MRN.PTMR.
ZS. and United Nations Environment World Conservation Monitoring Centre (2022[15]), World Database on Protected 
Areas, www.protectedplanet.net/en/search‑areas?geo_type=country.

Fiscal position

Environmentally related tax revenue:11 measures the revenues from environmentally related taxes as a 
percentage of GDP. It includes taxes on GHGs, fuel taxes, taxes on road use, forestry taxes and revenue from 
auctioned permits of emission trading systems for GHGs. Data from OECD (2022[16]), Revenue Statistics in Latin 
America and the Caribbean 2022, https://stats.oecd.org/Index.aspx?DataSetCode=ERTR.

Total tax revenues:12 measures total tax revenues as a percentage of GDP. Data from OECD (2022[16]), Revenue 
Statistics in Latin America and the Caribbean 2022, https://stats.oecd.org/Index.aspx?DataSetCode=RS_GBL.

Share of VAT (value added tax):12 measures VAT as a percentage of GDP. Data from OECD (2022[16]), Revenue 
Statistics in Latin America and the Caribbean 2022, https://stats.oecd.org/Index.aspx?DataSetCode=RS_GBL.

Share of PIT (personal income tax):12 measures taxes on the income, profits and capital gains of individuals 
as a percentage of GDP. Data from OECD (2022[16]), Revenue Statistics in Latin America and the Caribbean 2022, https://
stats.oecd.org/Index.aspx?DataSetCode=RS_GBL.

Share of CIT (corporate income tax):12 measures taxes on the income, profits and capital gains of corporations 
as a percentage of GDP. Data from OECD (2022[16]), Revenue Statistics in Latin America and the Caribbean 2022, https://
stats.oecd.org/Index.aspx?DataSetCode=RS_GBL.

Perception of tax evasion: measures the share of the population that claims to have heard of people who 
paid less taxes than they should have as a percentage of the adult population. Data from Latinobarómetro 
(2020[17]), Latinobarómetro 2020, www.latinobarometro.org/latOnline.jsp.

Social expenditure:13 measures public social spending as a percentage of GDP. The main social policy 
areas are as follows: old age, survivors, incapacity‑related benefits, health, family, active labour market 
programmes, unemployment, housing, and other social policy areas. For OECD countries, data refer to Social 
expenditure from OECD (2022[18]), https://stats.oecd.org/Index.aspx?DataSetCode=SOCX_AGG. For LAC countries, 
data refer to Social public expenditure from ECLAC (2022[19]), https://statistics.cepal.org/portal/cepalstat/dashboard.
html?lang=en&indicator_id=3127&area_id=411.

Debt service: measures debt service as a percentage of tax revenue. Debt service is calculated as general 
government primary lending/borrowing minus general government net lending/borrowing. Authors 
calculations based on data from IMF (2022[20]), World Economic Outlook Database, www.imf.org/en/Publications/
WEO/weo‑database/2022/April and OECD (2022[16]), Revenue Statistics in Latin America and the Caribbean 2022, 
https://stats.oecd.org/Index.aspx?DataSetCode=RS_GBL.

Notes

1. Poverty and extreme poverty: All data are national‑level data, except for Argentina, for which only 
urban‑level data are available, wherefore it is excluded from the LAC averages. For the OECD and LAC 
averages in 2016, data for Chile is from 2015. For the LAC average in 2020, data for Honduras and Panama 
are from 2019.

2. Gini index: For the OECD and LAC averages in 2016, data for Chile is from 2015. For the LAC average in 
2020, data for Honduras, Panama and El Salvador are from 2019.

3. Share of internet users: For the LAC average in 2020, data for Belize is from 2019.

4. Informality indicators: For the averages of informality by quintiles: in 2009, data for Argentina, Costa 
Rica, Colombia, Mexico and Peru are from 2010 and data for Uruguay is from 2008. For the averages in 
2018, data for Chile is from 2017 and data for Costa Rica is from 2019. For the averages of total informality: 
in 2009, data for Colombia, Mexico, Argentina Costa Rica and Peru are from 2010. For the averages in 
2018, data for Chile is from 2017 and data for Costa Rica is from 2019.

5. High‑technology exports: For the LAC average in 2020, data for Antigua and Barbuda, Honduras, 
Suriname and St. Vincent and the Grenadines are from 2019.
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6. Research and development expenditure: For the OECD average in 2016, data for Australia, Switzerland 
and New Zealand are from 2017. For the OECD and LAC averages in 2019, data for Costa Rica is from 2018.

7. Indicators measure the share of the population: For the LAC average in 2016, data for Jamaica is from 2017. 
For the OECD and LAC averages in 2021, data for Belgium, Chile, El Salvador and Israel are from 2020.

8. Air pollution as exposure to PM2.5: For the LAC average in 2019, data for Jamaica is from 2018.

9. Contribution of renewables to total primary energy supply: For the OECD and LAC averages in 2020, data 
for Costa Rica is from 2019.

10. Marine protected areas: For the LAC average in 2016, data for Haiti is from 2017.

11. Environmentally related tax revenue: For the OECD and LAC averages in 2020, data for Costa Rica is from 2019.

12. Tax revenues: For the OECD average of total tax revenues in 2020, data for Australia and Japan is from 
2019. For the OECD averages of the shares of VAT/PIT/CIT in 2020, data for Australia, Greece and Japan 
are from 2019.

13. Social expenditure: Social spending is defined according to the OECD SOCX methodology, www.oecd.org/
social/soc/SOCX_Manuel_2019.pdf. For the LAC average in 2020, data for Cuba is from 2019. For the OECD 
average in 2019, data for Canada, Colombia, Costa Rica, New Zealand and Switzerland are from 2018.
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https://stats.oecd.org/Index.aspx?DataSetCode=INTACT_FOREST_LANDSCAPES
https://stats.oecd.org/Index.aspx?DataSetCode=INTACT_FOREST_LANDSCAPES
https://stats.oecd.org/Index.aspx?DataSetCode=ERTR
https://www.oecd-ilibrary.org/energy/data/iea-co2-emissions-from-fuel-combustion-statistics_co2-data-en
https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
https://www.conference-board.org/data/economydatabase/total-economy-database-productivity
https://www.protectedplanet.net/en/search-areas?geo_type=country
https://data.worldbank.org/
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ARGENTINA
1.  Recent trends

Poverty in urban areas in Argentina increased from 21.5% in 2016 to 34.4% in 2020, surpassing the Latin 
America and the Caribbean (LAC) average of 26.3%, partly owing to the impact of the COVID‑19 pandemic. 
Extreme poverty in urban areas also increased in that period from 2.9% to 6.3% but remains below the LAC 
average  (8.7%). Inequality remained relatively stable. The Gini index increased from 42.0 in 2016 to 42.3 in 
2020, remaining below the LAC average (45.3). Regarding environmental indicators, in 2019, greenhouse gas 
(GHG) emissions per capita were 8.2  tonnes of carbon dioxide equivalent (t CO2e), higher than the averages 
for LAC  (6.3) and slightly below for countries belonging to the Organisation for Economic Co‑operation and 
Development (OECD) (9.1). That year, the share of population exposed to air pollution levels that pose risks to 
human health (PM2.5 at more than 10 µg/m3) was 98.5%, higher than 95.4% for LAC and 61.0% for the OECD. The 
marine protected area of Argentina accounted for 11.8% of its territorial waters in 2021, compared to 7.3% for 
LAC and 18.6% for the OECD. On the fiscal side, environmentally related tax revenue was 1.8% of gross domestic 
product (GDP) in 2020, above LAC (1.0%) and below the OECD (2.1%). Total tax revenues as a percentage of GDP 
(29.4%) remains higher than the LAC average (21.9%) but below the OECD average (33.5%).

2.  Long‑term development policies for a green transition

Following the General Environment Law of 2002, Argentina approved laws on waste management (Law 
No. 25916 of 2004), water management (Law No. 25688 of 2002) forest protection (Law No. 26331 of 2007), and 
glaciers (Law No. 26639 of 2010). In 2019, Argentina promoted the Law on Minimum Standards for Adaptation 
and Mitigation of Global Climate Change and created the National Climate Change Cabinet which is developing 
the National Response Plan.

In terms of mitigation, the National Energy and Climate Change Action Plan promotes biofuels, renewable 
energies and energy efficiency to reduce the energy sector’s GHG emissions. In addition, Argentina is committed 
to reducing deforestation and degradation through its REDD+ (Reducing Emissions from Deforestation and 
forest Degradation) strategy. The National Plan of Sustainable Mobility sets goals for a sustainable vehicle 
fleet and an electric charging network. The 266/2022 ministerial resolution created the Programa de Movilidad 
Integral no motorizada to implement sustainable mobility policies. Adaptation policies include the Plan GIRSU 
for improved urban solid waste treatment. The federal plan Casa Común promotes green projects with a 
social impact. To make the green transition socially inclusive, the Potenciar Empleo Verde programme supports 
sustainable economic actors that create decent jobs.

Regarding international partnerships within the region, Argentina ratified the Escazú Agreement in 
2021 to enhance public participation in decision making and access to justice in environmental matters. 
Through MERCOSUR, it co‑ordinates environmental policies and participates in a project with the National 
Metrology Institute of Germany to develop energy efficiency standards for household appliances. Argentina 
is working with 13 Iberoamerican countries in the project H2Transel to develop the production of hydrogen. 
Beyond LAC, Argentina is working with EUROCLIMA+ on forest management, electric mobility and energy 
efficiency. Argentina is part of the Partnership for Action on Green Economy which supports national efforts 
in the transition to green economies. Co‑financed with the Green Climate Fund (GCF), the country is scaling 
up investments by small and medium‑sized enterprises in renewable energy and energy efficiency. The GCF 
approved REDD+ result‑based payments for the Period 2014‑16. Since 2021, Argentina has been part of the 
international Pathways PtX initiative, led by the German government, to promote sustainable hydrogen markets.

In terms of green finance, the Ministry of Economy is developing a roadmap to issue sovereign green, 
social and sustainability (GSS) bonds. In 2019, the National Securities Commission presented guidelines for 
the issuance of GSS Marketable Securities and created a Sustainable Finance Programme. It also approved 
a special regime for sustainable collective investment products (General Resolution No.  885 of 2021), three 
guidance, advisory and educational documents on sustainable finance (General Resolution No. 896 of 2021), and 
a simplified regime for the issuance of social impact bonds (General Resolution No. 940 of 2022). The National 
Bank of Argentina is developing its first sustainable financing lines, and the Central Bank recently became 
a full member of the Network for Greening the Financial System. In 2020, the Ministry of Economy created 
the Mesa Técnica de Finanzas Sostenibles (MTFS) as a permanent forum to strengthen sustainable finance in 
Argentina and develop a national sustainable finance strategy. Within the MTFS framework, a joint statement 
was signed by the regulators of the banking, insurance and capital market sectors to promote sustainable 
finance and advance in the analysis of climate‑related financial risks.
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Key indicators – Argentina
Argentina LAC OECD

Social
2016 2020 2016 2020 2016 2020

Extreme poverty 2.9 6.3 8.1 8.7 N/A N/A
Poverty 21.5 34.4 25.9 26.3 N/A N/A
Share of Internet users (% of population) 71.0 85.5 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 42.0 42.3 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) 35.7 36.8 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 18.2 N/A 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 73.7 N/A 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 9.0 9.5 6.5 6.8 8.7 8.8
SIGI index N/A N/A N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 432 404 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 40.7 34.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 9.0 6.9 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.6 0.5 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 43.9 35.0 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 42.0 32.7 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 77.7 75.4 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 57.1 52.0 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 50.8 51.0 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.9 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 8.6 8.2 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.1 98.5 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 7.3 8.5 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 4.0 11.8 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 2.1 1.8 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 30.7 29.4 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 7.1 6.9 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 2.1 2.3 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.9 2.8 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 34.7 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 6.2 8.2 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 14.2 17.2 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/rjizf8

https://stat.link/rjizf8
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BRAZIL
1.  Recent trends

Poverty in Brazil decreased from 20.9% in 2016 to 18.4% in 2020, contrary to Latin America and the Caribbean 
(LAC) average, which increased slightly from 25.9% to 26.3% in the same period. Brazil’s trend can be explained 
by the wide fiscal support (with cash transfers and tax packages) during 2020 to alleviate the economic impact 
of the COVID‑19 pandemic. Extreme poverty decreased in that period, from 5.3% to 5.1% and remains below 
the LAC average (8.7%). The population living in completely informal households decreased from 37.7% in 2009 
to 29.7% in 2018, compared to the LAC average of 36.3% in 2018. Regarding environmental indicators, in 2019, 
total greenhouse gas (GHG) emissions per capita were 5.0 tonnes of carbon dioxide equivalent (t CO2e), lower 
than the averages for LAC (6.3) and for countries belonging to the Organisation for Economic Co‑operation and 
Development (OECD) (9.1). That year, the share of the population exposed to air pollution levels that pose risks 
to human health (PM2.5 at more than 10 µg/m3) was 81.7%, lower than 95.4% for LAC and higher than 61.0% for 
the OECD. The marine protected areas accounted for 26.8% of Brazil’s territorial waters in 2021, compared to 
7.3% for LAC and 18.6% for the OECD. On the fiscal side, environmentally related tax revenue was 0.7% of gross 
domestic product (GDP) in 2020, lower than LAC (1.0%) and the OECD (2.1%). Total tax revenues as a percentage 
of GDP (31.6%) remain higher than the average for LAC (21.9%), but below the OECD (33.5%).

2.  Long‑term development policies for a green transition

Brazil plays a key role in the green transition, as it is home to about 60% of the world’s rainforest area. Two 
of the country’s key sustainable policies are the National Policy on Climate Change (2009), which is currently 
being updated, and the National Programme for Green Growth, which aims to promote green jobs.

Brazil’s mitigation actions build on key sectoral plans, notably in agriculture, energy, and forest protection. 
To record offset and trade GHG emissions, a National System for the Reduction of Greenhouse Gas Emissions 
(SINARE) was established in 2022. Brazil launched the updated National Plan for Adaptation and Low Carbon 
Emission in Agriculture (ABC+ 2020‑2030), which promotes new technologies and sustainable practices in 
agricultural systems. Additionally, the National Bioinputs Program (2020) fosters the use of bio‑based products 
in agriculture. Regarding energy, the National Energy Plan 2050 places a strong emphasis on expanding 
hydropower capacity and includes actions regarding the oil and gas sectors. Brazil also takes a sectoral 
approach to adaptation, guided by the National Adaptation Plan to Climate Change (2016), which defines 
11 priority sectors.

Brazil’s international partnerships focus mainly on forest conservation. Within LAC, Brazil participates 
in the Amazon Cooperation Treaty Organization (1995), which launched an integrated water management 
programme in the Amazon Basin. In 2020, Brazil joined the TerrAmaz programme with the Amazonian countries 
to monitor deforestation and promote sustainable agricultural practices, with funding from the French 
Development Agency (AFD). Beyond the region, the Partnership for the Conservation of Amazon Biodiversity and 
the United States Agency for International Development (USAID) promote private‑sector engagement through 
the Partnership Platform for the Amazon. The Development Bank of Minas Gerais (DBMG), in partnership with 
the European Investment Bank (EIB), finances a series of climate actions and renewable energy projects.

Concerning green finance, Brazil created the National Fund on Climate Change (2009) and the Amazon Fund 
(2008), to provide funding for Brazil’s REDD+ (Reducing Emissions from Deforestation and Forest Degradation) 
strategy adopted in 2016. Brazil’s National Development Bank for Economic and Social Development (BNDES) 
partnered with the Climate Bond Initiative to attract international investments for sustainable projects and 
improved banking environmental, social and governance indicators. The BNDES was the first Brazilian bank 
to issue a green bond in the international capital market in 2017, and the first to issue green financial bills in 
2020 in the domestic market. In 2021, the BNDES launched the Sustainability Bond Framework and created its 
own Sustainable Taxonomy. The value of the Brazilian sustainable bond market grew 177% from 2020 to 2021. 
Brazil’s voluntary carbon market is expected to grow rapidly thanks to the SINARE, which provides a market 
infrastructure, and the National Payment Policy for Environmental Services (2021), which encourages its use.
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Key indicators – Brazil

Brazil LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 5.3 5.1 8.1 8.7 N/A N/A
Poverty 20.9 18.4 25.9 26.3 N/A N/A
Share of Internet users (% of population) 60.9 81.3 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 53.3 48.9 46.3 45.3 34.9 34.2

2009 2018 2009 2018 2009 2018
Share of total population in informal households (%) 37.7 29.7 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 23.8 10.7 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 71.3 70.5 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 9.2 9.6 6.5 6.8 8.7 8.8
SIGI index N/A 21.2 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 401 404 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 26.6 25.6 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 16.0 11.4 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 1.3 1.2 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 37.8 23.1 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 26.4 32.7 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 78.5 71.1 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 48.3 51.7 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 30.7 42.2 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.8 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 5.2 5.0 6.3 6.3 9.6 9.1
Air pollution –  exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 76.3 81.7 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 42.6 47.8 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 1.7 26.8 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.9 0.7 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 32.2 31.6 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 6.6 7.0 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 2.6 3.0 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 3.2 2.7 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 24.5 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 20.2 13.2 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 17.3 22.5 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/inwf0s

https://stat.link/inwf0s


COUNTRY NOTES

312
LATIN AMERICAN ECONOMIC OUTLOOK 2022: TOWARDS A GREEN AND JUST TRANSITION © OECD/CAF/EUROPEAN UNION 2022

313

CHILE
1.  Recent trends

Poverty in Chile increased from 13.7% in 2015 to 14.2% in 2020, below the Latin America and the 
Caribbean (LAC) average of 26.3%, partly owing to the impact of the COVID‑19 pandemic. Extreme poverty 
increased in that period from 1.8% to 4.5%, below the LAC average (8.7%). The population living in totally 
informal households decreased from 23.5% in 2009 to 18.2% in 2017, compared to the LAC average 36.3% in 
2018. Regarding environmental indicators, in 2019, greenhouse gas (GHG) emissions per capita were 6.0 tonnes 
of carbon dioxide equivalent (t CO2e), lower than the averages for LAC  (6.3) and countries belonging to the 
Organisation for Economic Co‑operation and Development (OECD) (9.1). That year, the share of the population 
exposed to air pollution levels that pose risks to human health (PM2.5 at more than 10  µg/m3) was 98.6%, 
higher than 95.4% for LAC and 61% for the OECD. The marine protected area of Chile accounted for 41.3% of its 
territorial waters in 2021, compared to 7.3% for LAC and 18.6% for the OECD. On the fiscal side, environmentally 
related tax revenue was 1.4% of gross domestic product (GDP) in 2020, above LAC (1.0%) and below the OECD 
(2.1%). Total tax revenues as a percentage of GDP (19.3%) remain lower than the averages for LAC (21.9%) and 
the OECD (33.5%).

2.  Long‑term development policies for a green transition

Chile has committed to adopting greener policies in various sectors, primarily energy as it accounts for 77% 
of total GHG emissions. In 2021, Chile established the Long‑Term Climate Strategy, which lays the foundations 
for environmental actions in the coming years.

With respect to Chile’s mitigation measures, the National Strategy of Green Hydrogen aims to develop 
5 GW of capacity for electrolysis in 2025, produce the cheapest green hydrogen in the world and be among 
the three main exporters by 2040. Law No. 20.571 enables households with solar systems to generate their 
own energy, with surplus sold in the energy market. The Residential Ministry grants subsidies to vulnerable 
households to implement renewable energy systems. In the transport sector, the National Strategies of 
Sustainable Mobility and Electro Mobility aim to improve the use of energy resources, time, and road and urban 
space. In 2021, new electric and low‑emission buses were introduced in the public transport system, and the 
Mi Taxi Eléctrico programme was launched. As a circular economy initiative, the National Strategy of Organic 
Wastes 2040 aims to increase the valorisation rate of organic wastes at the municipal level from 1% to 66%. To 
increase accountability, the Huella Chile programme was created to promote the quantification and reporting of 
corporate GHG emissions. Among Chile’s adaptation policies, the Adaptation Plan for Fishery and Aquaculture 
adopts a systemic approach to increase the resilience of marine ecosystems and coastal communities.

Regarding international partnerships, within the region, as a member of the Pacific Alliance, Chile 
participates in the Working Group of Finance and Sustainable Development, which organises regional co‑
operation for the adoption of environmental, social and governance criteria. Beyond LAC, Chile is part of 
MinSus, a programme for the sustainable management of mineral resources, in partnership with the Economic 
Commission for Latin America and the Caribbean (ECLAC) and the German Agency for Economic Cooperation 
(GIZ). The National Sustainable Mobility Strategy, which sets the vision for mobility and urban planning in 
2050, was developed with aids from EUROCLIMA+, the GIZ, and the French Development Agency (AFD). A 
National Preparation Committee for Green Taxonomy was created in co‑operation with the Inter‑American 
Development Bank (IDB) and the Climate Bonds Initiative.

Regarding green finance, between 2019 and 2022, Chile presented its frameworks for green, social, and 
sustainable (GSS) bonds, which are linked to key performance indicators. Since 2020, a fiscal framework is 
being designed by the Finance Ministry, with assistance from the Nationally Determined Contributions (NDC) 
Support Programme of the United Nations Development Programme (UNDP), to measure the effectiveness of 
public and private green investments. In 2019, Chile was the first country in the region to issue green bonds; 
in 2022, it was first in the world to issue bonds linked to sustainability, which currently constitute 28.7% of the 
public debt. The Mesa Público‑Privada de Finanzas Verdes initiative co‑ordinates the public and private sectors for 
capacity building towards climate change.
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Key indicators – Chile

Chile LAC OECD
Social

2015 2020 2016 2020 2016 2020
Extreme poverty 1.8 4.5 8.1 8.7 N/A N/A
Poverty 13.7 14.2 25.9 26.3 N/A N/A
Share of Internet users (% of population) 83.6 88.3 53.7 68.1 81.8 88.0

2015 2020 2016 2020 2016 2019
Gini index 44.4 44.9 46.3 45.3 34.9 34.2

2009 2017 2009 2018 2009 2018
Share of total population in informal households (%) 23.5 18.2 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 20.0 9.4 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 32.8 34.9 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 8.5 9.3 6.5 6.8 8.7 8.8
SIGI index N/A 36.1 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 447 444 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 42.9 46.5 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 8.5 15.8 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.4 0.3 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2020 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 31.1 23.5 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 20.4 16.2 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 82.5 80.4 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 46.0 41.8 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 35.5 33.4 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.8 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 5.9 6.0 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 98.9 98.6 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 27.1 29.7 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 12.6 41.3 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 1.2 1.4 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 20.1 19.3 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 8.3 8.0 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.8 2.0 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 4.2 4.7 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 14.1 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 1.4 2.7 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 16.1 20.2 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/s5wcaj

https://stat.link/s5wcaj
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COLOMBIA
1.  Recent trends

Poverty in Colombia increased from 30.9% in 2016 to 39.8% in 2020, above the Latin America and the 
Caribbean (LAC) average of 26.3%, partly owing to the impact of the COVID‑19 pandemic. Extreme poverty 
increased in that period from 12.0% to 19.2% and remains above the LAC average (8.7%). The population living 
in completely informal households decreased from 62.6% in 2010 to 52.2% in 2018, compared to the LAC average 
of 36.3% in 2018. Regarding environmental indicators, in 2019 greenhouse gas (GHG) emissions per capita 
were 3.7 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for LAC (6.3) and for countries 
belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). That year, the share 
of the population exposed to air pollution levels that pose risks to human health (PM2.5 at more than 10 µg/
m3) was 99.3%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected area of Colombia 
accounted for 17.2% of its territorial waters in 2021, compared to 7.3% for LAC and 18.6% for the OECD. On the 
fiscal side, environmentally related tax revenue was 0.6% of gross domestic product (GDP) in 2020, below LAC 
(1.0%) and the OECD (2.1%). Total tax revenues as a percentage of GDP in 2020 (18.7%) was below averages for 
LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Colombia transformed the plan for the implementation and monitoring of its nationally determined 
contributions (NDCs) into Law No. 2169 of Climate Action (2021). The long‑term Climate Strategy of Colombia 
E2050 aims for the net zero scenario by 2050. The Green Growth Policy (CONPES  3934 of 2018) is an inter‑
sectoral plan to boost green economic productivity and sustainable use of natural resources.

Within Colombia’s mitigation measures, the Comprehensive Strategy for Deforestation Control and Forest 
Management commits to reduce deforestation to zero in 2030. Vida Manglar is a market‑driven mangrove 
conservation project in Cispata, that entered the carbon market in 2021. Law No. 1964 of 2019 promotes the 
use of electric vehicles, by means of tax exemptions and targeted subsidies. Among upcoming policies, the tax 
reform presented in Congress (in 2022) proposes a tax for single‑use plastics, as well as other environmental 
tariffs related to the energy matrix. Regarding adaptation policies, the National Plan of Adaptation to Climate 
Change aims to increase Colombia’s capacity to respond to the impacts of climate change. The Strategy for 
the Strengthening of the Business Sector in Climate Risk Management to Maintain Competitiveness helps 
businesses to adopt a climate risk management strategy. Colombia has 25 Comprehensive Climate Change 
Sectorial Management Plans, which allow ministries and territorial entities to identify, orient and evaluate 
mitigation and adaptation measures.

Regarding international partnerships within the region, Colombia is member of the Pacific Alliance, which 
runs various environmental and climate change‑related projects. Colombia is part of the Amazon Cooperation 
Treaty Organization and is currently participating in the integrated water management programme in the 
Amazon Basin with Brazil and Peru. It is also part of the TerrAmaz programme to monitor deforestation 
and promote sustainable agricultural practices, with support from the French Development Agency (AFD). 
Colombia ratified the Escazú Regional Agreement on access to information, public participation and justice in 
environmental matters. Beyond LAC, Colombia created the Global Blue Carbon Coalition in 2022 to accelerate 
investments in coastal carbon sinks, in partnership with Australia, Costa Rica, France, and Conservation 
International.

Regarding green finance, in 2021, Colombia was the first country in LAC to issue green bonds (TES verdes 
2031) in the domestic market and to publish its Green Taxonomy in 2022. The National Strategy for Climate 
Finance includes climate change criteria in economic and financial planning and evaluation and helped 
create a platform for information on climate finance. The Corridor of Climate Financing is an intermediation 
system to connect climate actions with resources and support. It is being used to create the Climate Finance 
Accelerator with the United Kingdom through the UK PACT, and to support the National Development Banks in 
the design of green innovative instruments with the German Agency for Economic Cooperation (GIZ). Colombia 
is designing the National Program of Tradable Emissions Quotas, which will allow the sale and auction of 
emission rights and should be implemented by 2030.
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Key indicators – Colombia

Colombia LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 12.0 19.2 8.1 8.7 N/A N/A
Poverty 30.9 39.8 25.9 26.3 N/A N/A
Share of Internet users (% of population) 58.1 69.8 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 50.6 54.2 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) 62.6 52.2 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 48.3 21.6 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 68.1 91.9 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 7.5 7.7 6.5 6.8 8.7 8.8
SIGI index N/A 15.0 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 416 413 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 25.1 27.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 10.2 9.9 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.3 0.3 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 40.2 37.2 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 26.1 28.9 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 86.0 80.4 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 63.8 51.1 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 45.1 46.0 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.5 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 3.7 3.7 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.3 99.3 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 23.9 25.0 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 2.1 17.2 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.8 0.6 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 19.1 18.7 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 4.8 5.4 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.1 1.3 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 4.9 4.6 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 25.5 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 10.1 14.0 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 12.5 15.5 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/i0gty9

https://stat.link/i0gty9
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COSTA RICA
1.  Recent trends

Poverty in Costa Rica increased from 16.5% in 2016 to 19.4% in 2020, partly owing to the impact of the 
COVID‑19 pandemic, remaining below the Latin America and the Caribbean (LAC) average of 26.3%. Extreme 
poverty slightly decreased over that period from 4.2% to 4.0% and remained below the LAC average (8.7%). The 
population living in completely informal households remained constant at 26.9% in 2010 and 27.0% in 2019, 
below the LAC average of 36.3% in 2018. Regarding environmental indicators, in 2019, total greenhouse gas 
(GHG) emissions per capita were 3.1 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for 
LAC (6.3) and countries belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). 
That year, the share of the population exposed to air pollution levels that pose risks to human health (PM2.5 at 
more than 10 µg/m3) was 99.9%, higher than 95.2% for LAC and 61.0% for the OECD. The marine protected area 
accounted for 2.7% of its territorial waters at the beginning of 2021, compared to 7.3% for LAC and 18.6% for the 
OECD. In December 2021, the government signed a decree that expands the protected marine area of the Area 
de Conservación Marina Coco to 161 129 km2, thereby increasing the national marine protected area to 30% of 
territorial waters. On the fiscal side, environmentally related tax revenue was 2.3% of gross domestic product 
(GDP) in 2019, above both LAC (1.0% in 2020) and the OECD (2.1% in 2020). Total tax revenue as a percentage of 
GDP (22.9%) remains higher than the average for LAC (21.9%), but lower than the OECD (33.5%).

2.  Long‑term development policies for a green transition

Costa Rica is the only tropical country in the world that has managed to reverse deforestation, largely due 
to the Payments for Ecosystem Services programme and a System of Conservation Areas that covers 26.2% 
of the nation’s territory. The National Plan for Decarbonisation 2018‑2050 aims to reduce emissions to net 
zero by 2050. The National Bioeconomy Strategy (2020) provides a framework to integrate the productive and 
environment sectors. The Implementation Plan for the National REDD+ (Reducing Emissions from Deforestation 
and forest Degradation) Strategy sets an operational framework for forest conservation for the period 2018 to 
2024.

Within its mitigation measures, in 2019, Costa Rica amended the Decree 36693‑MINAET, which introduces 
a national moratorium on oil exploitation. The Ministry of Finance and the Ministry of Environment and 
Energy (MINAE) are designing a Green Fiscal Reform that prioritises lines according to their environmental 
impacts as well as a reform to the selective consumption tax based on environmental criteria. Together with 
the Economic Commission for Latin America and the Caribbean (ECLAC), they are also studying a reform to 
the fuel tax and the creation of a tax on solid wastes. The MINAE, in collaboration with the German Agency for 
Economic Cooperation (GIZ), designed a plan for the production and consumption of green hydrogen. Regarding 
its adaptation policies, Costa Rica approved the National Adaptation Policy 2018‑2030, which establishes a 
roadmap to strengthen the country’s resilience to the impacts of climate change.

Regarding international partnerships, within the region, Costa Rica holds the current presidency of the 
Forum of Ministers of Environment of LAC, which discusses the region’s role in the face of environmental 
planetary crisis. Beyond LAC, Costa Rica is part of a consortium that created in 2022 the Global Blue Carbon 
Coalition to accelerate investments in coastal carbon sinks. The MINAE is leading various environmental 
projects with funding from the Global Environment Facility and implemented by the United Nations 
Development Programme.

Regarding green finance, the General Securities Superintendency authorized three green bonds. Acción 
Clima II and the Políticas Climáticas Verticalmente Integradas project, managed by GIZ, did a diagnosis of the 
potential financing sources to implement climate actions in Costa Rica’s municipalities, which contributed to 
the development of the Climate Finance Taxonomy. The government is working on the publication of the Guía 
Oficial de Acceso a los recursos del Fondo Verde del Clima en Costa Rica, to orient public or private actors interested 
on accessing green finance through the Green Climate Fund (GCF). The General Superintendence of Financial 
Entities developed a methodology to capture climate information on credit operations managed by supervised 
financial institutions.
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Key indicators – Costa Rica

Costa Rica LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 4.2 4.0 8.1 8.7 N/A N/A
Poverty 16.5 19.4 25.9 26.3 N/A N/A
Share of Internet users (% of population) 65.9 80.5 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 48.7 49.3 46.3 45.3 34.9 34.2

2010 2019 2009 2018 2009 2018
Share of total population in informal households (%) 26.9 27 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 7.7 6.1 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 62.9 75.6 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 7.3 7.3 6.5 6.8 8.7 8.8
SIGI index N/A 27.9 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 420 416 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 38.8 38.4 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 18.4 15.7 8.4 7.0 16.5 16.2

2016 2018 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.4 0.4 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 52.2 59.7 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 27.9 30.7 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 75.5 76.7 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 82.1 70.8 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 65.2 70.8 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 1.1 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 3.1 3.1 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.9 99.9 95.5 95.2 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 50.4 50.5 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 0.8 2.7 2.5 7.3 16.5 18.6
Fiscal position

2016 2019 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 2.3 2.3 1.1 1.0 2.4 2.1

2016 2020 2016 2020 2016 2020
Total tax revenues (% of GDP) 23.5 22.9 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 4.4 4.5 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.3 1.5 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.3 1.9 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 33.8 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 11.8 20.4 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019

Social expenditure (% of GDP) 11.9 12.3 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/xs5zcu

https://stat.link/xs5zcu
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DOMINICAN REPUBLIC
1.  Recent trends

Poverty in Dominican Republic decreased from 26.7% in 2016 to 21.8% in 2020, below the Latin America and 
the Caribbean (LAC) average of 26.3%. Extreme poverty decreased in that period from 7.0% to 5.6%, also below 
the LAC average (8.7%). The Gini index decreased from 45.7 in 2016 to 39.6 in 2020, below the LAC average (45.3). 
Regarding environmental indicators, in 2019 greenhouse gas (GHG) emissions per capita were 3.9  tonnes 
of carbon dioxide equivalent (t CO2e), lower than the averages for LAC  (6.3) and countries belonging to the 
Organisation for Economic Co‑operation and Development (OECD) (9.1). That year, the share of the population 
exposed to air pollution levels that pose risks to human health (PM2.5 at more than 10 µg/m3) was 100%, higher 
than 95.4% for LAC and 61.0% for the OECD. The marine protected area of the Dominican Republic accounted 
for 18.0% of its territorial waters in 2021, compared to 7.3% for LAC and 18.6% for the OECD. On the fiscal side, 
environmentally related tax revenue was 1.4% of gross domestic product (GDP) in 2020, above LAC (1.0%) but 
below the OECD (2.1%). Total tax revenue as a percentage of GDP (12.6%) remains much lower than the averages 
for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

The Dominican Republic ranks as one of the most vulnerable countries to climate change in the world. 
The National Council for Climate Change, established in 2008, is responsible for formulating, implementing, 
and enforcing climate change policies and projects. The Strategic Plan for Climate Change 2011‑2030 aims to 
decarbonise the economy and improve capacity to adapt to climate change. The National Policy for Climate 
Change (Decree 269‑15, approved in 2016) is a transversal policy to manage climate variability, incorporate 
adaptation within the National Development Strategy 2030 and favour low‑carbon development. More recently, 
the Climate Change and Gender Action Plan of 2018 aims to integrate gender equality into mitigation and 
adaptation policies.

Within the Dominican Republic’s mitigation efforts, the Ministry of Environment is implementing the Plan 
de Movilidad Urbana Sostenible del Gran Santo Domingo, financed by the European Union, and developed under the 
MobiliseYourCity initiative. The plan includes the creation of the first Urban Sustainable Mobility Observatory 
in 2022. In 2018, the Dominican Republic set a ten‑year public‑private association with the Blue Finance to co‑
administer the marine protected area of Arrecifes del Sureste, with financing from the Sustainable Ocean Fund. 
Among the country’s adaptation policies, the National Adaptation Plan for Climate Change 2015‑2030 aims to 
reduce the country’s vulnerabilities. The Technological Institute of Santo Domingo is working with the United 
States Agency for International Development (USAID) to engage local communities and academic institutions 
to build resilience within urban environments. The Ministry of Agriculture launches contingency plans every 
year to act to minimise negative impacts of climate change events.

Regarding international partnerships within the region, the country is working on capacity‑building 
programmes for air quality management, environmental impact assessment, and solid waste and marine 
litter management within the Dominican Republic‑Central America‑United States Free Trade Agreement. It 
also takes part in an ecosystem‑based adaptation project in the Central American Dry Corridor and the Arid 
Zones of the Dominican Republic, with support from the Green Climate Fund (GCF), the Central American 
Bank for Economic Integration (CABEI), the United Nations Environment Programme (UNEP) and the Food and 
Agriculture Organization (FAO). Beyond LAC, the Dominican Republic is the third country to have signed (in 
2021) an agreement with the World’s Bank Forest Carbon Partnership Facility to receive payments for actions to 
reduce GHG emissions from deforestation. The National Strategy to Strengthen Human Resources and Skills to 
Advance towards Green Development, with Low Emissions and Climate Resilience (2012) was created through 
a partnership with the United Nations Climate Change Learning Partnership.

Concerning green finance, the public‑private BanReservas bank created the Program of Green Finance, which 
promotes the financing of sustainable energy and agroecologist projects. In 2022, the Ministry of Environment, 
the Securities Superintendence of the Dominican Republic, and the International Finance Corporation (IFC) 
signed an agreement to develop the Dominican Republic Green Taxonomy.
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Key indicators – Dominican Republic

Dominican Republic LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 7.0 5.6 8.1 8.7 N/A N/A
Poverty 26.7 21.8 25.9 26.3 N/A N/A
Share of Internet users (% of population) 63.9 76.9 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 45.7 39.6 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) N/A N/A 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) N/A N/A 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) N/A N/A 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 5.8 5.9 6.5 6.8 8.7 8.8
SIGI index N/A 18.2 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 332 336 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 29.6 30.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 4.5 8.8 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) N/A N/A 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 60.3 55.3 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 54.9 57.5 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 64.9 60.1 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 81.0 71.8 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 56.8 65.1 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 1.7 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 3.6 3.9 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 100 100 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 11.4 11.0 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 9.1 18.0 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 1.8 1.4 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 13.1 12.6 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 4.6 4.4 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.2 1.3 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.0 2.0 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 27.9 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 19.4 25.8 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 7.7 12.3 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/kmaytv

https://stat.link/kmaytv
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ECUADOR
1.  Recent trends

Poverty in Ecuador increased from 24.3% in 2016 to 30.6% in 2020, above the Latin America and the Caribbean 
(LAC) average of 26.3%, partly owing to the impact of the COVID‑19 pandemic. Extreme poverty increased in 
that period from 7.5% to 10.8% and remains above the LAC average (8.7%). The Gini index increased from 45.0 
in 2016 to 47.3 in 2020, close to the LAC average (45.3). Regarding environmental indicators, in 2019, greenhouse 
gas (GHG) emissions per capita were 4.2 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for 
LAC (6.3) and countries belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). 
That year, the share of the population exposed to air pollution levels that pose risks to human health (PM2.5 
at more than 10 µg/m3) was 100%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected 
area of Ecuador accounted for 13.3% of its territorial waters in 2021, compared to 7.3% for LAC and 18.6% for the 
OECD. In 2022, Ecuador created Hermandad, a new 60 000 km2 marine protected area, thereby increasing the 
national marine protected area to 19.2% of territorial waters. On the fiscal side, environmentally related tax 
revenue was 0.3% of gross domestic product (GDP) in 2020, below LAC (1.0%) and OECD averages (2.1%). Total tax 
revenues as a percentage of GDP (19.1%) remain lower than the averages for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Ecuador is particularly exposed to natural hazards associated with the El Niño phenomenon. It is also 
home to the Galápagos Islands’ unique biodiversity. Ecuador was the first LAC country to decree the ecological 
transition a state policy (Decree No. 59 of 2021). A National Climate Change Strategy 2012‑2025 is currently in 
place and a National Plan for the Transition to Decarbonisation (2021) defines a sectoral roadmap. The Plan to 
Create Opportunities 2021‑2025 promotes investment, conservation, and sustainable use of natural resources.

Within its mitigation efforts, Ecuador focuses on energy, transport, environmental conservation, and 
the circular economy. The Energy Efficiency National Plan 2016‑2035 sets sectoral objectives and the Energy 
Master Plan 2016‑2025 emphasises electricity generation from renewable sources. The National Electromobility 
Strategy for Ecuador (2021) was developed with the Inter‑American Development Bank (IDB). In 2021, the 
government created two new protected areas (Mazán and Taita Imbabura), three water protection areas and a 
National Park. To promote circular economy, Ecuador approved a Pact for the Circular Economy (2019), a Law 
for the Circular Economy (2021), and the Libro Blanco de Economía Circular de Ecuador (2021). The government has 
made regulatory efforts to prevent environmental damage streaming from oil and mining sectors. Regarding 
adaptation, a National Adaptation Plan is currently under development in co‑operation with the Green Climate 
Fund (GCF) and the United Nations Development Programme (UNDP). Current adaptation projects focus on 
reducing flood risk in semi‑urban coastal areas (2020), adaptation to impacts on water resources (2018), and an 
integrated landscape management plan for ecosystem services in the Andes (2020).

With its international partnerships, Ecuador focuses on adaptation of rural areas and communities, and 
several economic opportunities. Within LAC, Ecuador aims to improve the adaptive capacity of Awá and 
Afro‑descendant communities, in co‑operation with Colombia and the World Food Programme (WFP) (2018), 
and of poor and vulnerable people in the Andean ecosystems, in co‑operation with Bolivia and Peru (2020). 
Colombia, Costa Rica, Ecuador, and Panama agreed to construct a marine protected corridor along the Pacific. 
Beyond LAC, Ecuador is working on an Economic Recovery Strategy, supported by EUROCLIMA+, and promotes 
sustainable tourism, in collaboration with the German Import Promotion Desk. Ecuador receives support from 
the European Union to reactivate its food industry (CREA: Camino a la Reactivación del Ecuador Agroalimentario) and 
promote sustainable non‑traditional exports (NEXT Ecuador). Ecuador is implementing a project for ecosystem 
rehabilitation, green agriculture and tourism, and renewable energies in the Galápagos Islands, with support 
from the GCF.

Regarding green finance, Ecuador has designed a National Climate Finance Strategy (2021) to address 
investment gaps in mitigation and adaptation. Ecuador uses debt‑for‑conservation swap mechanisms to 
finance projects such as the Hermandad marine reserve in Galápagos. To reverse its high levels of deforestation, 
Ecuador is implementing a REDD+ (Reducing Emissions from Deforestation and Forest Degradation) Action 
Plan 2016‑2025 with financial support from the GCF.
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Key indicators – Ecuador

Ecuador LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 7.5 10.8 8.1 8.7 N/A N/A
Poverty 24.3 30.6 25.9 26.3 N/A N/A
Share of Internet users (% of population) 54.1 64.6 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 45.0 47.3 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) N/A N/A 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) N/A N/A 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) N/A N/A 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 7.3 7.8 6.5 6.8 8.7 8.8
SIGI index N/A 28.9 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science N/A N/A 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 20.5 17.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 9.2 4.3 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) N/A N/A 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 67.9 45.0 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 47.4 41.3 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 64.6 69.7 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 77.6 54.9 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 58.0 42.1 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.5 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 4.4 4.2 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 100 100 95.5 95.4 61.3 61.0

2016 2019 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 13.4 17.5 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 13.1 13.3 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.4 0.3 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 19.9 19.1 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 6.0 5.5 5.8 5.6 6.6 6.7
Share of PIT (% GDP) N/A N/A 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) N/A N/A 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 27.9 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 7.8 14.7 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 8.8 11.7 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/6b21rc

https://stat.link/6b21rc
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EL SALVADOR
1.  Recent trends

Poverty in El Salvador has decreased from 40.4% in 2016 to 30.7% in 2020, although it remained above the 
Latin America and the Caribbean (LAC) average of 26.3%. Extreme poverty also decreased in that period from 
10.7% to 8.3%, below the LAC average (8.7%). The population living in completely informal households was 
54.4% in 2018, above the LAC average (36.3%). Regarding environmental indicators, in 2019, greenhouse gas 
(GHG) emissions per capita were 2.0 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for 
LAC (6.3) and countries belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). 
That year, the share of the population exposed to air pollution levels that pose risks to human health (PM2.5 at 
more than 10 µg/m3) was 99.9%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected area 
of El Salvador accounted for just 0.7% of its territorial waters in 2021, compared to 7.3% for LAC and 18.6% for 
the OECD. On the fiscal side, environmentally related tax revenue was 0.5% of GDP in 2020, below LAC (1.0%) 
and the OECD (2.1%). Total tax revenue as a percentage of GDP in 2020 was 21.9%, on par with the LAC average 
(21.9%), but below the OECD average (33.5%).

2.  Long‑term development policies for a green transition

The impacts of climate change are already severely affecting El Salvador’s livelihoods and economy. As a 
policy response, the National Climate Change Plan (2022‑26) went through public consultation in 2022 and will 
serve as a strategic reference tool for public administration measures. In addition, the National Energy Policy 
2020‑2050 defines long‑term strategic objectives for El Salvador’s energy system, including the development of 
renewable energy sources to reduce dependence on imported fossil fuels.

Regarding mitigation, El Salvador is developing a Long‑Term Climate Strategy (ED 2050), with support from 
EUROCLIMA+ and the International and Ibero‑American Foundation for Administration and Public Policy of 
Spain. El Salvador participates in the Advancing a Regional Approach to e‑mobility in Latin America initiative 
of the United Nations Environment Programme (UNEP) and the Green Climate Fund (GCF). Adaptation plays a 
crucial role in El Salvador. A project to elaborate a National Adaptation Plan, with support from the UNEP and 
the GCF, is expected to be launched before the end of 2022. Two large regional adaptation projects are currently 
underway. Project RECLIMA applies an integrated landscape approach in the country’s dry corridor area, with 
support from the GCF and the Food and Agriculture Organization (FAO). To enhance the climate resilience 
of rural communities and ecosystems in the Ahuachapán‑Sur region, El Salvador promotes forest landscape 
restoration, productive alternatives and the production of climate and hydrological information, with support 
from the United Nations Adaptation Fund and the United Nations Development Programme (UNDP).

El Salvador’s international partnerships largely focus on environmental conservation and restoration. 
Within LAC, El Salvador co‑operates with Costa Rica, Guatemala, Honduras, Nicaragua and Panama to promote 
ecosystem‑based adaptation technologies in the Central American Dry Corridor, supported by the Central 
American Commission for Environment and Development, UNEP and the FAO. Beyond LAC, El Salvador is 
currently working with the Global Environment Facility (GEF) on the sustainable urban development of the 
San Salvador metropolitan area, supported by the UNDP (2019), and on integrated landscape management and 
restoration of land in the El Imposible‑Barra de Santiago conservation area, supported by the World Bank (2021). 
Ecosystems in degraded areas of the Complejo Jaltepeque are restored, with financial support from the European 
Union and Germany (2021).

Regarding green finance, El Salvador established the Mesa de Financiamiento Climático for the implementation 
of a financial strategy to mobilise and track public and private funding for sectoral implementation plans to 
achieve its nationally determined contributions (NDCs). To reverse its high degree of environmental degradation, 
mainly due to agricultural activities and fires, El Salvador established a National REDD+ (Reducing Emissions 
from Deforestation and Forest Degradation) Strategy to access funding for the restoration of ecosystems and 
landscapes.
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Key indicators – El Salvador

El Salvador LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 10.7 8.3 8.1 8.7 N/A N/A
Poverty 40.4 30.7 25.9 26.3 N/A N/A
Share of Internet users (% of population) 29.0 54.6 53.7 68.1 81.8 88.0

2016 2019 2016 2020 2016 2019
Gini index 40.0 38.8 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) N/A 54.4 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) N/A 24.4 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) N/A 90.8 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 7.7 7.2 6.5 6.8 8.7 8.8
SIGI index N/A 22.9 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science N/A N/A 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) N/A N/A 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 5.4 6.4 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.1 0.2 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2020 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 44.8 58.1 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 25.2 80.4 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 70.0 39.4 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 62.3 69.9 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 58.7 54.0 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.6 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 1.9 2.0 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.9 99.9 95.5 95.4 61.3 61.0

2016 2019 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 45.8 42.9 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 0.7 0.7 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.6 0.5 1.1 1.0 2.4 2.1

2016 2020 2016 2020 2016 2020
Total tax revenues (% of GDP) 20.5 21.9 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 7.5 8.3 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 3.0 3.3 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 3.2 3.8 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 27.0 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 14.2 20.1 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019

Social expenditure (% of GDP) 7.8 13.8 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/3am921

https://stat.link/3am921
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GUATEMALA
1.  Recent trends

In 2019, total greenhouse gas (GHG) emissions per capita in Guatemala were 2.1 tonnes of carbon dioxide 
equivalent (t CO2e), lower than the averages for Latin America and the Caribbean (LAC)  (6.3) and countries 
belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). That same year, the 
share of the population exposed to air pollution levels that pose risks to human health (PM2.5 at more than 
10 µg/m3) was 100%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected area of Guatemala 
accounted for 0.8% of its territorial waters in 2021, compared to 7.3% for LAC and 18.6% for the OECD. On the 
fiscal side, environmentally related tax revenue was 0.8% of gross domestic product (GDP) in 2020, below the 
averages for LAC (1.0%) and the OECD (2.1%). Total tax revenue as a percentage of GDP (12.4%) in 2020 remained 
lower than the averages for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Guatemala is among the ten countries most vulnerable to climate change in the world. Guatemala’s 
policy response is backed by the National Development Policy 2032 (2015), the K’atun National Development 
Plan 2032 (2014) and the National Action Plan for Climate Change (2016), which set mitigation and adaptation 
objectives in environmental conservation, water resources, agriculture, spatial planning, solid waste, 
coastal marine systems and energy. Since 2009, Guatemala has a National Climate Change Policy in place. 
Also noteworthy, the Legislative Decree 7‑2013 established a law to regulate the reduction of vulnerability, 
adaptation to climate change and mitigation of GHGs, being one of the first environmental laws to be approved 
in LAC. Later, the National Environmental Education Policy (2017), was created to strengthen responsibility for 
the environment.

Among Guatemala’s mitigation efforts, the National Development Strategy with Low GHG Emissions 
(2018) promotes an efficient socio‑economic model that decouples economic growth from increasing emission 
levels. The National Strategy for Sustainable Cattle Ranching (2018) regulates the sector’s GHG emissions and 
prevents vulnerabilities. Regarding industry and services, Guatemala adopted a National Cleaner Production 
Policy (2010), which creates incentives, regulation, and simpler administrative procedures. The Energy Policy 
2013‑2027 aims to make use of Guatemala’s great potential for renewable energy production but also promotes 
the exploration and exploitation of oil reserves. Guatemala has a System of Protected Areas, composed of 
348 territories, that aims to conserve ecosystems and biodiversity, and is continuously monitored. Concerning 
adaptation, Guatemala developed a National Adaptation Plan (2018) for priority sectors, such as agriculture, 
water and sanitation, coastal zone management, and forestry. The National Action Plan for Climate Change has 
an adaptation strategy prioritising six sectors: health, marine and coastal areas, agriculture and food safety, 
forests and protected areas, infrastructure, and integrated water resource management. Guatemala also 
launched a project to promote policies for ecosystem‑based adaptation practices in agricultural production 
and forestry. Guatemala’s efforts to work with the private sector to strengthen climate resilience were recently 
analysed by the OECD, which noted promising approaches such as the provision of information, technologies 
and capacity building but also called for much stronger co‑operation.

Guatemala’s international partnerships emphasise environmental conservation. Within LAC, Guatemala 
promotes ecosystem‑based adaptation technologies in the Central American Dry Corridor, in co‑operation 
with Costa Rica, El Salvador, Honduras, Nicaragua and Panama. It also created a risk‑sharing facility for small 
agricultural enterprises, with Mexico, the Green Climate Fund (GCF) and the Inter‑American Development 
Bank (IDB). Beyond LAC, the ADAPTE project (2013), with the German Agency for International Cooperation 
(GIZ), supports climate change adaptation and rural development. Guatemala co‑operates with the GCF on 
climate‑resilient adaptation (project RELIVE) and watershed management. It also partners with the Rainforest 
Alliance and the GCF on risks mapping and strategic adaptation planning.

Regarding green finance, Guatemala developed the Action Plan of its National REDD+ (Reducing Emissions 
from Deforestation and Forest Degradation) Strategy (2020‑50) to access funds from the Forest Carbon 
Partnership Facility and other sources for actions to reduce of GHG emissions. It also signed an Emissions 
Reductions Payment Agreement with the World Bank in 2021 to address deforestation and degradation and 
strengthen the management of protected areas, agroforestry systems and forest plantations.
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Key indicators – Guatemala

Guatemala LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty N/A N/A 8.1 8.7 N/A N/A
Poverty N/A N/A 25.9 26.3 N/A N/A
Share of Internet users (% of population) 34.5 50.0 53.7 68.1 81.8 88.0

2014 2020 2016 2020 2016 2019
Gini index 48.3 N/A 46.3 45.3 34.9 34.2

2009 2018 2009 2018 2009 2018
Share of total population in informal households (%) N/A N/A 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) N/A N/A 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) N/A N/A 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 6.1 6.2 6.5 6.8 8.7 8.8
SIGI index N/A 28.6 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science N/A N/A 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 16.6 16.2 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 5.8 6.1 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.02 0.03 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2019 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 54.2 57.0 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 46.9 45.7 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 69.5 73.2 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 67.0 72.7 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 43.9 54.0 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 2.6 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 2.0 2.1 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 100 100 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 63.4 62.1 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 0.8 0.8 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.9 0.8 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 13.2 12.4 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 4.8 4.8 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 0.4 0.5 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.9 2.3 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 22.3 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 11.6 13.9 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 7.2 9.5 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/z2uxct

https://stat.link/z2uxct
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MEXICO
1.  Recent trends

Poverty in Mexico remained largely unchanged, at 37.4% in 2020, compared to 37.6% in 2016, above the 
Latin America and the Caribbean (LAC) average of 26.3%. Extreme poverty in that period rose from 8.4% to 
9.2%, partly owing to the impact of the COVID‑19 pandemic, above the LAC average  (8.7%). The population 
living in completely informal households decreased from 41.6% in 2010 to 37.0% in 2018, in line with the LAC 
average of 36.3% in 2018. Regarding environmental indicators, in 2019, greenhouse gas (GHG) emissions per 
capita were 5.1 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for LAC (6.3) and countries 
belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). That year, the share of 
the population exposed to air pollution levels that pose risks to human health (PM2.5 at more than 10 µg/m3) 
was 99.5%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected area of Mexico accounted 
for 21.6% of its territorial waters in 2021, substantially higher than 7.3% for LAC and above 18.6% for the OECD. 
On the fiscal side, environmentally related tax revenue was 1.4% of gross domestic product (GDP) in 2020, above 
LAC (1.0%) but below the OECD (2.1%). Total tax revenue as a percentage of GDP (17.9%) remains lower than the 
averages for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Mexico hosts 10‑12% of the world’s biodiversity and is geographically vulnerable to climate change risks. 
Climate change mitigation and adaptation were declared a public interest as early as 1988 (General Law of 
Ecological Equilibrium and Environmental Protection). In 2020, the Natural Resources Sectoral Programme 
2020‑2024 was launched. Mexico intends to submit improved 2030 NDC targets before the United Nations 
Climate Change Conference (COP27).

For its mitigation efforts, Mexico has published a Special Climate Change Program 2021‑2024, which focuses 
on enhanced synergies with adaptation actions to generate environmental, social, and economic benefits. 
The National Development Plan 2019‑2024 promotes sustainable development through inclusion of population 
and communities to produce energy from renewable sources. Current priorities are hydroelectric, solar and 
wind energy. Concerning carbon sinks, the General Law for Sustainable Forest Development and the National 
Forestry Program 2020‑2024 promote sustainable forestry management, while the National Biodiversity 
Strategy of Mexico and the Action Plan 2016‑2030 promotes biodiversity conservation. In 2019, Mexico launched 
the Sembrando Vida reforestation programme, which pays 420 000 farmers to plant trees.

Regarding adaptation, Mexico has focused its activities, through the Special Climate Change Program 
2021‑2024, on maintaining environmental services, reducing vulnerability to climate change, and increasing 
resilience of the communities. Regarding agriculture, Mexico published a Sectoral Programme for Agriculture 
and Rural Development 2019‑2024, which resulted in 3 special and 11 institutional programmes, on fisheries 
and aquaculture, sugarcane, and national food security. The ADAPTUR project supports the adaptation of the 
tourism sector, with support from the German International Development Agency (GIZ). To monitor risks and 
adaptation progress, Mexico developed a National Environment and Natural Resource Information System, 
a National Risks Atlas, a National Atlas of Vulnerability to Climate Change, a National Program of Hydraulic 
Contingencies, and a National Water Program 2020‑2024.

In its international partnerships, Mexico emphasises natural environmental conservation, agriculture, 
and energy. Within LAC, Mexico is fostering collaboration with Belize, Guatemala and GIZ to conserve the 
shared tropical forest region. Beyond LAC, Mexico collaborates on projects for adaptation technologies (2021) 
and adaptive river restoration (2021), with support from the Green Climate Fund (GCF). It is also creating a risk‑
sharing facility for agricultural businesses (2019) with the Inter‑American Development Bank (IDB). Moreover, 
Mexico formed a policy‑oriented Climate Change Alliance (2017) and an Energy Partnership (2017) both with 
Germany.

Regarding green finance, the Green Finance Advisory Council (2016) promotes a sustainable financial 
market. Exemplary results are Mexico’s Green Bond Principles and several investor statements. The initiation 
of a national GHG emissions market was required by law in 2018, and an emissions trading scheme will be 
launched in 2023. Mexico also co‑operates with the United States Agency for International Development 
(USAID) in the creation of carbon credits.
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Key indicators – Mexico

Mexico LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 8.4 9.2 8.1 8.7 N/A N/A
Poverty 37.6 37.4 25.9 26.3 N/A N/A
Share of Internet users (% of population) 59.5 72.0 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 47.7 45.4 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) 41.6 37.0 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 18.0 17.4 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 78.0 70.9 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 5.6 5.4 6.5 6.8 8.7 8.8
SIGI index N/A 29.0 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 416 419 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 37.7 32.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 20.6 21.5 8.4 7.2 16.5 16.2

2016 2020 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.4 0.3 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 46.3 38.3 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 27.8 48.3 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 82.9 68.6 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 58.4 49.6 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 50.9 47.4 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.9 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 5.5 5.1 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.5 99.5 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 8.5 9.6 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 2.3 21.6 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 1.6 1.4 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 16.6 17.9 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 3.9 4.3 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 3.4 3.8 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 3.5 3.6 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 24.3 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 18.8 21.8 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 9.9 10.4 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/5w0719

https://stat.link/5w0719
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PANAMA
1.  Recent trends

Poverty in Panama decreased from 16.8% in 2016 to 15.0% in 2019, lower than the Latin America and the 
Caribbean (LAC) average for 2020 (26.3%). Extreme poverty decreased in that period from 7.4% to 6.8% and 
remains below the LAC average (8.7% in 2020). The Gini index decreased from 50.4 in 2016 to 49.8 in 2019, 
remaining above the LAC average (45.3 in 2019). Regarding environmental indicators, in 2019, greenhouse gas 
(GHG) emissions per capita were 4.9 tonnes of carbon dioxide equivalent (t CO2e), lower than the averages for 
LAC (6.3) and countries belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). 
That year, the share of the population exposed to air pollution levels that pose risks to human health (PM2.5 
at more than 10 µg/m3) was 99.8%, higher than 95.4% for LAC and 61.0% for the OECD. The marine protected 
area of Panama accounted for 26.8% of its territorial waters in 2021, well above 7.3% for LAC and 18.6% for the 
OECD. On the fiscal side, environmentally related tax revenue was 0.4% of gross domestic product (GDP) in 
2020, below LAC (1.0%) and the OECD (2.1%). Total tax revenue as a percentage of GDP (13.7%) remained lower 
than the averages for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Panama is highly vulnerable to extreme weather events caused by climate change. In its National Strategy 
for Climate Change 2050 (2019), the country presents the vision for its green transition. The Executive Decree 
No.  100 (2020) regulates the mitigation chapter of the General Environmental Law and provides for the 
management and monitoring of low‑carbon economic and social development.

Panama’s mitigation efforts primarily address the energy transition. The National Energy Plan 2015‑2050 
establishes the goal of a 70% renewable energy mix. The government presented strategic guidelines (2020‑2030) 
that focus on strengthening institutions, the energy sector and the hydrocarbon sector. Panama has developed 
National Strategies for Electric Mobility (2019), Distributed Generation (2021), Universal Energy Access (2022), 
Innovation for the National Interconnected System (2022), and the Rational and Efficient Use of Energy (2022). 
Additional priorities are set through an action plan for solar thermal energy (2021), a regulation on sustainable 
buildings (2019), the Panama Cooling Plan (2020), and the introduction of the Green Hydrogen Roadmap 
(2022). The Reduce Tu Huella Corporativa programme promotes voluntary private sector engagement by offering 
a standardised process to quantify of corporate carbon and water footprints. Panama has also launched a 
National Forest Restoration Programme 2021‑25. Regarding adaptation, Panama recently launched a coastal 
adaptation project for gender‑based planning instruments with the World Bank PROBLUE Fund (2022) and is 
preparing a nature‑based adaptation project in Bocas del Toro and Limon, with support from the Adaptation Fund 
and the United Nations Environment Programme (UNEP). For monitoring purposes, Panama implemented a 
project to measure its adaptation progress, with support from the Adaptation Fund, and a platform (SIRED) that 
focuses on the losses and damages caused by climate change, with support from the World Bank. A National 
Climate Transparency Platform gathers all the information on Panama’s climate actions.

In its international partnerships, within LAC, Panama is strengthening the adaptive capacity of coastal 
communities, in co‑operation with Cuba, the Food and Agricultural Organization (FAO) and the Adaptation 
Fund, and promotes climate‑resilient water management, with support from the Colombian Fundación Natura. 
Beyond LAC, Panama fosters sustainable land management and restoration, supported by the FAO and the 
Global Environment Facility (GEF). To increase urban resilience, Panama is part of the Nature4Cities Latam 
project, co‑ordinated by UNEP and the Green Climate Fund (GCF). To incorporate gender considerations in 
green transition policies, Panama established a National Gender and Climate Change Plan in collaboration 
with the United Nations Development Programme (UNDP).

Regarding green finance Panama adopted a manual for labelling public spending projects according to 
climate change criteria in 2022. Panama’s national stock exchange issued guidelines on sustainable investment. 
Panama is also in the process of structuring an exchange system for carbon credits and developing a national 
REDD+ (Reducing Emissions from Deforestation and Forest Degradation) strategy. Panama is part of the 
Working Group on Sustainable Finance Taxonomies in LAC to develop a common framework of sustainable 
finance taxonomies for the region.
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Key indicators – Panama

Panama LAC OECD
Social

2016 2019 2016 2020 2016 2020
Extreme poverty 7.4 6.8 8.1 8.7 N/A N/A
Poverty 16.8 15.0 25.9 26.3 N/A N/A
Share of Internet users (% of population) 54.0 63.6 53.7 68.1 81.8 88.0

2016 2019 2016 2020 2016 2019
Gini index 50.4 49.8 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) N/A N/A 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) N/A N/A 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) N/A N/A 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 7.3 7.6 6.5 6.8 8.7 8.8
SIGI index N/A N/A N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science N/A 365 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) N/A N/A 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 9.2 N/A 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.1 N/A 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2019 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 48.8 50.3 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 33.0 40.7 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 77.5 82.9 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 69.2 64.9 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 60.3 49.5 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.9 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 4.4 4.9 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 99.8 99.8 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 22.4 17.2 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 1.7 26.8 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.7 0.4 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 15.5 13.7 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 2.6 1.8 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.5 1.8 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 1.8 1.1 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 29.8 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 10.5 17.0 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 8.3 N/A 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/epl7ni

https://stat.link/epl7ni
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PARAGUAY
1.  Recent trends

Poverty in Paraguay decreased from 24.0% in 2016 to 22.3% in 2020 and remained below the Latin American 
and the Caribbean (LAC) average of 26.3%. These figures mask the effect of strong efforts to decrease poverty 
before the shock of the COVID‑19 pandemic, which brought the figure down to 19.4% in 2019. Extreme poverty 
consistently decreased in that period, from 7.9% to 6.0%, below the LAC average (8.7%). The population living in 
completely informal households decreased from 66.4% in 2009 to 58.0% in 2018 higher than the LAC average of 
36.3%. Regarding environmental indicators, in 2019, greenhouse gas (GHG) emissions per capita were 7.0 tonnes 
of carbon dioxide equivalent (t CO2e), higher than the average for LAC (6.3) but below the average for countries 
belonging to the Organisation for Economic Co‑operation and Development (OECD) (9.1). That year, the share 
of the population exposed to air pollution levels that pose risks to human health (PM2.5 at more than 10 µg/
m3) was 100%, higher than 95.4% for LAC and 61.0% for the OECD. On the fiscal side, environmentally related 
tax revenue was 0.9% of gross domestic product (GDP) in 2020, below LAC average (1.0%) and the OECD average 
(2.1%). Total tax revenue as a percentage of GDP in 2020 (13.4%) remained considerably lower than the averages 
for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Paraguay depends economically on climatic conditions for income generation through agriculture, energy, 
and transport. The mitigation and adaptation efforts were made a national priority in 2011 through the National 
Climate Change Policy. Paraguay’s National Development Plan 2014‑2030 includes strategic objectives, such as 
the development of sustainable habitats, appreciation and protection of environmental capital, and promotion 
of productive diversification.

To achieve its mitigation goals, Paraguay adopted a National Plan in 2017, including programmes for 
integrated transport‑sector management, clean cooking, replacement of liquefied petroleum (LGP) gas cookers, 
sustainable use of forests in the Chaco region, forest landscape restoration, waste management and sustainable 
architecture. A national electro‑mobility strategy has been developed and the government is examining the 
potential to produce green hydrogen. Regarding adaptation policies, the National Adaptation Plan 2022‑2030 
was developed through a participatory process. It contains 25 objectives for resilient cities and communities, 
health and epidemiology, ecosystems and biodiversity, energy, agriculture and food security, forestry, water 
resources, and transport. As an example, the resilience of communities is fostered through the ecosystem‑
based adaptation AbE Chaco project, which aims to reduce the region’s vulnerability to the impacts of climate 
change on food security.

In its international partnerships within LAC, Paraguay is engaged in a regional initiative to advance 
e‑mobility, with support from the United Nations Environment Programme (UNEP) and the Green Climate Fund 
(GCF). For the post COVID‑19 reactivation of sustainable tourism, the country is exchanging information with 
Costa Rica and Ecuador. Beyond the region, Paraguay is strengthening evidence‑based actions and promoting 
private‑sector involvement, with assistance from the Nationally Determined Contributions (NDC) Support 
Programme of the United Nations Development Programme (UNDP). Additional focal points of collaboration 
are sustainable agriculture and rural development (the Samaeul Undong project, with support from the Korea 
International Cooperation Agency), responsible agricultural production and consumption (in collaboration 
with the World Wildlife Fund [WWF]) and the strengthening of territorial governance capacities (with the 
Spanish Agency for International Development Cooperation [AECID]). Paraguay also supports plantation and 
reforestation efforts performed by 17 000 vulnerable families with the PROEZA project (2017), in collaboration 
with the GCF and the Food and Agriculture Organization (FAO).

In the area of green finance, Paraguay created the Mesa de Finanzas Sostenibles, a national platform for 
voluntary collaborations among financial actors to develop environmental and social risk‑analysis systems 
and guidelines for sustainable financing of agricultural, livestock and agro‑industrial activities. Paraguay also 
reviews environmental policies and fiscal incentives to stimulate the financing of sustainable agriculture, in 
collaboration with the United Nations’ Good Growth Partnership initiative. Paraguay is also engaged in the 
voluntary REDD+ (Reducing Emissions from Deforestation and Forest Degradation) process to access results‑
based payments for sustainable forest management. To date, it has received payments from the GCF for 
emissions reduction of 23 Mt CO2e achieved in 2015‑17.
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Key indicators – Paraguay

Paraguay LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 7.9 6.0 8.1 8.7 N/A N/A
Poverty 24.0 22.3 25.9 26.3 N/A N/A
Share of Internet users (% of population) 53.4 74.0 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 47.9 43.5 46.3 45.3 34.9 34.2

2009 2018 2009 2018 2009 2018
Share of total population in informal households (%) 66.4 58.0 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 30.3 22.8 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 99.0 95.3 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 6.7 7.2 6.5 6.8 8.7 8.8
SIGI index N/A 32.8 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science N/A N/A 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 21.1 20.0 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 7.6 5.1 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.1 0.1 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 32.1 36.8 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 28.5 29.0 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 73.7 85.0 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 68.7 60.8 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 49.7 52.2 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 3.5 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 7.0 7.0 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 100 100 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 127.9 101.5 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) N/A N/A 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 1.0 0.9 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 13.4 13.4 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 5.1 4.9 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 0.2 0.2 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.0 2.3 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 27.0 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 6.6 10.5 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 8.5 11.4 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/90se86

https://stat.link/90se86
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PERU
1.  Recent trends

Poverty in Peru increased in recent years, from 19.1% in 2016 to 28.4% in 2020, partly owing to the impact 
of the COVID‑19 pandemic. As a result, it is now above the Latin America and the Caribbean (LAC) average of 
26.3%. Extreme poverty also increased in that period from 5.2% to 8.6% and was on par with the LAC average 
(8.7%). The population living in completely informal households decreased from 67.9% in 2010 to 51.6% in 
2018 but remained well above the LAC average of 36.3% in 2018. Regarding environmental indicators, in 2019, 
greenhouse gas (GHG) emissions per capita were 3.1 tonnes of carbon dioxide equivalent (t CO2e), lower than 
the averages for LAC  (6.3) and for countries belonging to the Organisation for Economic Co‑operation and 
Development (OECD) (9.1). That year, the share of the population exposed to air pollution levels that pose 
risks to human health (PM2.5 at more than 10 µg/m3) was 98.4%, higher than 95.4% for LAC and 61.0% for the 
OECD. The marine protected area of Peru accounted for just 0.5% of its territorial waters in 2021, lower than 
averages for LAC (7.3%) and the OECD (18.6%). In June 2021, the government signed a decree that establishes the 
protected marine area of the Nazca Ridge National Reserve to 62 392 km2, thereby increasing the national marine 
protected area to almost 8% of territorial waters. On the fiscal side, environmentally related tax revenue was 
0.5% of gross domestic product (GDP) in 2020, below LAC (1.0%) and the OECD (2.1%). Total tax revenues as a 
percentage of GDP in 2020 (15.2%) remained lower than the averages for LAC (21.9%) and the OECD (33.5%).

2.  Long‑term development policies for a green transition

Peru’s National Strategy on Climate Change to 2050, recently updated, defines action on climate change 
in an integrated, cross‑cutting and multi‑sectoral manner. The National Environmental Policy 2030 aims to 
decrease the vulnerability of ecosystems, preserve biodiversity, contribute to the sustainable management 
of nature, and achieve a 64% renewable energy matrix by 2030. The National Plan of Competitiveness 
and Productivity 2019‑2030 promotes sustainable economic growth and international trade, prioritising 
environmental sustainability.

Within Peru’s mitigation efforts, the Ministry of Environment (MINAM) is executing the Construyendo 
bienestar humano y resiliencia en bosques amazónicos project (2019), financed by the Global Environment Facility 
(GEF), to preserve Amazon ecosystems. The MINAM is also leading a project with the NAMA (Nationally 
Appropriate Mitigation Actions) Facility for management of organic wastes. The Mejora de la sostenibilidad en 
la movilidad eléctrica para el transporte urbano project aims to enhance electric transport initiatives to reduce 
pollutants and improve air quality. Regarding Peru’s adaptation measures, a National Adaptation Plan has been 
adopted in 2021.

Regarding international partnerships, within the region, Brazil, Colombia, Ecuador and Peru are collaborating 
on the integrated management of the Putumayo‑Ica river basin, with the World Bank as implementer. The 
Pacific Alliance leads a project to promote the circular economy and sustainable management of plastics 
in Chile, Colombia, Mexico and Peru. The AICCA‑Peru (Adapting irrigation to climate change) project, in 
partnership with Bolivia, Colombia and Ecuador, aims to strengthen adaptation measures in irrigation system 
projects. Beyond LAC, Peru has various projects with the GEF to preserve the Amazon including: Sustainable 
Productive Landscapes in the Peruvian Amazon; Securing the Future of Peru’s Natural Protected Areas; 
Sustainable Industrial Zone Development in Peru; and Deforestation Free Commodity Supply Chains in the 
Peruvian Amazon. As a member of the Climate and Clean Air Coalition, Peru received technical assistance 
to scale up municipal projects in solid wastes. In 2022, the Amazon Cooperation Treaty Organization began 
creating a regional platform for indigenous people in the Amazon as part of Pacto de Leticia por la Amazonía, 
implemented with support from EUROCLIMA+.

Concerning green finance, the Green Finance Roadmap incorporates environmental guidelines in the 
management of the financial system, insurance sector and the stock market to increase access to green 
funds. Iniciativa Patrimonio Natural del Peru uses a financial model that grants resources to projects that meet 
environmental and social criteria for the conservation of protected natural areas. The Development Bank of 
Peru issued green bonds to finance renewable energies. Peru has two public‑private initiatives to promote 
sustainable construction: Bono Buen Pagador Sostenible, a bonus granted by the government to reduce the 
mortgage loan of households considered eco‑friendly; and Bono Sostenible, granted to residential projects with 
the sustainable household certificate issued by the Ministry of Housing.
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Key indicators – Peru

Peru LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 5.2 8.6 8.1 8.7 N/A N/A
Poverty 19.1 28.4 25.9 26.3 N/A N/A
Share of Internet users (% of population) 45.5 65.3 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 43.6 43.8 46.3 45.3 34.9 34.2

2010 2018 2009 2018 2009 2018
Share of total population in informal households (%) 67.9 51.6 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 30.5 18.2 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 94.5 89.2 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 5.0 5.2 6.5 6.8 8.7 8.8
SIGI index N/A 24.5 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 397 404 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 18.9 17.8 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 4.8 4.8 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.1 0.2 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 49.6 36.5 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 28.2 23.5 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 82.7 88.4 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 58.4 30.4 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 44.1 28.9 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.3 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 3.2 3.1 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 98.4 98.4 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 24.5 24.5 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 0.5 0.5 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 0.5 0.5 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 16.2 15.2 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 6.0 5.9 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 1.8 1.8 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 3.8 3.3 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 34.8 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 5.8 9.2 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) N/A N/A 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/3os2fx

https://stat.link/3os2fx
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URUGUAY
1.  Recent trends

Poverty in Uruguay increased from 3.6% in 2016 to 5.2% in 2020, partly owing to the impact of the COVID‑19 
pandemic, but remains substantially lower than the Latin America and the Caribbean (LAC) average of 
26.3%. Extreme poverty increased in that period from 0.2% to 0.3%, also far below the LAC average (8.7%). 
The population living in completely informal households decreased by almost half –  from 28.5% in 2008 to 
16.3% in 2018 – bringing it far below the LAC average of 36.3% in 2018. Regarding environmental indicators, in 
2019, greenhouse gas (GHG) emissions per capita were 10.4 tonnes of carbon dioxide equivalent (t CO2e), higher 
than the averages for LAC (6.3) and countries belonging to the Organisation for Economic Co‑operation and 
Development (OECD) (9.1). That year, the share of the population exposed to air pollution levels that pose risks 
to human health (PM2.5 at more than 10 µg/m3) was 26.5%, substantially lower than 95.4% for LAC and 61.0% for 
the OECD. The marine protected area of Uruguay accounted for 0.75% of its territorial waters in 2021, far below 
7.3% for LAC and 18.6% for the OECD. On the fiscal side, environmentally related tax revenue was 1.8% of gross 
domestic product (GDP) in 2020, above LAC (1.0%) but slightly below the OECD (2.1%). Total tax revenues as a 
percentage of GDP in 2020 (26.6%) remained higher than the average for LAC (21.9%) but below the OECD (33.5%).

2.  Long‑term development policies for a green transition

At the institutional level, the Ministry of Environment was created in 2020 as the first state secretariat to 
deal exclusively with environmental and institutional concerns. The National Climate Change Plan (2017) and 
the Long‑Term Climate Strategy (2021) lay the foundations of the national environmental policy.

With respect to its mitigation measures, Uruguay places a specific focus on the energy, agricultural, 
transport and industrial sectors. In transport, Uruguay relies on legal incentives, for example by subsidising 
investments in electric public transport buses (Budget Law No.  19.670), promoting investments in electric 
mobility (Decree  268/020), and reducing taxes for hybrids and electric vehicles (Decree  321/021). In the 
agricultural sector, Uruguay aims to reduce emissions through productivity gains thanks to investments 
and the adoption of new technologies. In terms of energy production, Uruguay has managed to generate over 
98% of its electricity from renewable sources (mainly hydropower, wind, solar, biofuels and biomass) and has 
launched a Green Hydrogen Roadmap in 2022. Among its adaptation policies, Uruguay has developed three 
national adaptation plans (NAPs) focused on agriculture (2019), cities and infrastructure (2021), and coastal 
adaptation (2021). For the protection against negative impacts of climate change, Uruguay established a 
National Emergency System (SINAE) for integrated disaster risk management.

In its international partnerships within LAC, Uruguay attaches particular importance to the transport 
sector. It developed the VERNE project in 2020, in partnership with the Inter‑American Development Bank 
(IDB), to support creation of a hydrogen ecosystem to decarbonise the transport sector. In collaboration with 
the United Nations Development Programme (UNDP), Uruguay has created a sustainable and efficient urban 
mobility system (Movés). The country among other regional partnerships also launched a joint programme 
with Honduras in capacity building for electric mobility. Beyond LAC, Uruguay closely collaborates with the 
European Union (EU) through the EUROCLIMA+ programme which runs 15 mitigation and adaptation projects 
in the country, the EU AL‑INVEST Verde programme which promotes the green transition, and a bilateral 
association that strengthens strategic dialogue. Lastly, the Partnership for Action on Green Economy, led by 
five United Nations agencies, supports Uruguay’s efforts to incorporate the green economy in public policies 
of key economic sectors.

Regarding green finance, Uruguay’s central bank joined the Network for the Greening of Financial Systems. 
The Economy and Finance Ministry joined the Coalition of Finance Ministers for Climate Action and adopted 
the Helsinki Principles for climate action. Uruguay is a member of the United Nations Joint Sustainable 
Development Goal Fund and is the only LAC country selected to receive funding from it for its decarbonisation 
efforts and energy sector transition. The programme will establish a Renewable Energy Innovation Fund to 
support Uruguay’s second energy transition. Uruguay is also planning to issue an innovative sovereign bond 
that will tie its interest rate to environmental goals.
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Key indicators – Uruguay

Uruguay LAC OECD
Social

2016 2020 2016 2020 2016 2020
Extreme poverty 0.2 0.3 8.1 8.7 N/A N/A
Poverty 3.6 5.2 25.9 26.3 N/A N/A
Share of Internet users (% of population) 66.4 86.1 53.7 68.1 81.8 88.0

2016 2020 2016 2020 2016 2019
Gini index 39.7 40.2 46.3 45.3 34.9 34.2

2008 2018 2009 2018 2009 2018
Share of total population in informal households (%) 28.5 16.3 43.4  36.3 N/A N/A
Share of total population in informal households, upper-income quintile (%) 17.1 2.2 24.5 13.6 N/A N/A
Share of total population in informal households, lower-income quintile (%) 56.5 48.0 70.4 72.0 N/A N/A

2016 2019 2016 2019 2016 2019
Health expenditure (% of GDP) 8.7 9.3 6.5 6.8 8.7 8.8
SIGI index N/A 22.2 N/A 25.4 N/A 17.5

2015 2018 2015 2018 2015 2018
PISA score in science 435 426 411 407 489 487
Productivity and innovation

2016 2021 2016 2021 2016 2021
Labour productivity (% of the United States) 38.9 38.0 29.0 26.6 69.9 67.2

2016 2020 2016 2020 2016 2020
High-tech exports (% of manufactured exports) 10.6 9.8 8.4 7.2 16.5 16.2

2016 2019 2016 2019 2016 2019
R&D expenditures (% of GDP) 0.4 0.5 0.3 0.4 1.8 2.0
Citizens’ perceptions and institutions

2016 2021 2016 2021 2016 2021
Share of population satisfied with efforts to preserve the environment (%) 57.9 48.8 46.2 42.0 55.3 51.2
Share of population with confidence in national government (%) 42.3 48.6 34.2 39.4 40.3 46.3
Share of population that thinks corruption is widespread throughout government (%) 54.3 50.7 74.5 70.0 59.0 54.9
Share of population satisfied with the education system (%) 58.0 68.8 64.9 54.3 67.0 66.8
Share of urban population satisfied with the availability of quality health care (%) 70.9 69.4 49.2 48.9 68.2 69.5
Environment and the green transition

2004-19 2004-19 2004-19
Loss of natural and semi-natural vegetated land (%) 0.5 1.5 1.3

2016 2019 2016 2019 2016 2019
GHG emissions per capita excluding LUCF (t CO2e) 10.8 10.4 6.3 6.3 9.6 9.1
Air pollution  – exposure to PM2.5 (annual average exposure to more than 10 µg/m3, 
% of population) 33.2 26.5 95.5 95.4 61.3 61.0

2016 2020 2016 2019 2016 2020
Contribution of renewables to total primary energy supply (%) 58.8 58.6 34.2 33.4 19.7 22.9

2016 2021 2016 2021 2016 2021
Marine protected areas (% of territorial waters) 0.72 0.75 2.5 7.3 16.5 18.6
Fiscal position

2016 2020 2016 2020 2016 2020
Environmentally related tax revenue (% of GDP) 1.7 1.8 1.1 1.0 2.4 2.1
Total tax revenues (% of GDP) 25.6 26.6 22.2 21.9 33.6 33.5
Share of VAT (% GDP) 7.1 7.0 5.8 5.6 6.6 6.7
Share of PIT (% GDP) 3.0 4.1 2.1 2.2 7.8 8.3
Share of CIT (% of GDP) 2.6 2.7 3.3 3.4  2.9 2.7
Perception of tax evasion (%) N/A 32.6 N/A 27.3 N/A N/A
Debt service (% of total tax revenue) 9.5 9.6 11.3 13.0 5.6 5.2

2016 2020 2016 2020 2016 2019
Social expenditure (% of GDP) 14.8 16.7 11.5 13.6 20.0 19.9

Note: See the Reader’s Guide for definitions and sources.
12 https://stat.link/5wevlx
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