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Abstract

The COVID-19 pandemic poses complex policy challenges. The main challenge is to prevent a massive contagion that will 
collapse the health system while avoiding an increase in poverty and the destruction of the fabric of economic life. The 
need to respond to this challenge raises an additional concern: the fiscal viability of the measures required to reduce the 
harmful effects on public health and mitigate the economic losses generated by isolation measures. 

In this document we present a brief description of the current situation in the Colombian economy and, based on this, 
we formulate policy proposals having three objectives: (i) Contain the contagion and adjust the health infrastructure. (ii) 
Mitigate the negative effects of the crisis on the incidence of poverty and thereby achieve compliance with care and self-
care measures for living with the virus. (iii) Protect formal employment and help companies to survive.

Finally, we review the measures already implemented and announced by the government in these three dimensions, we 
analyze the relevance and possible effectiveness of these policies, we propose additional policy measures and, finally, we 
discuss the possibilities for financing these proposals.

https://www.latinamerica.undp.org/
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Introduction to the series:
Evidence, Experience, and Pertinence in Search for Effective Policy 
Alternatives

Luis F. Lopez-Calva
United Nations Development Programme
Regional Director, Latin America and the Caribbean
New York, March 2020

The Covid-19 pandemic is one of the most serious chal-
lenges the world has faced in recent times. The total cost 
in terms of human lives is yet to unfold. Alongside the 
cost of lives and deep health crisis, the world is witness-
ing an economic downfold that will severely impact the 
wellbeing of large parts of the population in the years 
to come. Some of the measures that are currently being 
used to counteract the pandemic may impact our future 
lives in non-trivial ways. Understanding the association 
between different elements of the problem to broaden 
the policy space, with full awareness of the economic and 
social effects that they may bring, is the purpose of this 
series. 

Thus far, the impossibility of targeted isolation of in-
fected individuals and groups has led to policies of so-
cial distancing that impose a disproportionately high 
economic and social cost around the world. The combi-
nation of policies such as social distancing, lockdowns, 
and quarantines, imply a slowdown or even a complete 
stop in production and consumption activities for an un-
certain period of time, crashing markets and potential-
ly leading to the closure of businesses, sending millions 
of workers home. Labor, a key factor of production, has 
been quarantined in most sectors in the economy, bor-
ders have been closed and global value chains have been 
disrupted. Most estimates show a contraction of the level 
of output globally. For the Latin America and Caribbean 
region, the consensus forecasts are at -3 to -4%, and it 
is not until 2022 that the region is expected to go back 
to its pre-crisis output levels in scenarios that foresee a 
U-shaped crisis pattern. According to ECLAC, more than 
30 million people could fall into poverty in the absence 
of active policies to protect or substitute income flows to 
vulnerable groups.

We face a crisis that requires unconventional respons-
es. We are concerned about the level-effect: the impact 
of the crisis on the size of the economies and their capac-
ity to recover growth after the shock. But we are equally 
concerned about the distributional impact of the shock. 
The crisis interacts with pre-existing heterogeneity in 
asset holdings, income-generation capacity, labor condi-
tions, access to public services, and many other aspects 

that make some individuals and households particular-
ly vulnerable to an economic freeze of this kind. People 
in the informal markets, small and micro entrepreneurs, 
women in precarious employment conditions, historical-
ly excluded groups, such as indigenous and afro-descen-
dants, must be at the center of the policy response.

UNDP, as the development agency of the United Na-
tions, has a long tradition of accompanying policy-
making in its design, implementation, monitoring and 
evaluation. It has a mandate to respond to changing cir-
cumstances, deploying its assets to support our member 
states in their pursuit of integrated solutions to complex 
problems. This series aims at drawing from UNDPs own 
experience and knowledge globally and from the ex-
pertise and capacity of our partner think tanks and ac-
ademic institutions in Latin America and the Caribbean. 
It is an attempt to promote a collective reflection on the 
response to the Covid-19 health crisis and its economic 
and social effects on our societies. Timeliness is a must. 
Solutions that rely on evidence, experience, and rea-
soned policy intuition –coming from our rich history of 
policy engagement– are essential to guide this effort. 
This series also contributes to the integrated approach 
established by the UN reform and aspires to become an 
important input into the coherent response of the United 
Nations development system at the global, regional, and 
national levels.

Ben Bernanke, former Governor of the US Federal Re-
serve, reminds us in his book The Courage to Act that 
during crises, people are distinguished by those who 
act and those who fear to act. We hope this policy docu-
ments series will contribute to the public debate by pro-
viding timely and technically solid proposals to support 
the many who are taking decisive actions to protect the 
most vulnerable in our region.
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1. Introduction

The situation we face in the current pandemic is full of challenges and uncertainty. On the one hand, there is a 
health challenge that, until now, has been dependent on the effectiveness of the lockdown measures decreed by 
the government, the strengthening of the health system and self-care exercised by citizens. On the other hand, 
there is an economic challenge that depends on the government’s effectiveness in maintaining the economy, en-
suring the sustainability of those most vulnerable and avoiding repercussions that could destroy the well-being 
acquired in recent decades. Of course, these challenges are interdependent and actions must seek a balance be-
tween public health and economic growth. The way in which we analyze, design and evaluate actions to face these 
challenges will be definitive for alleviating the effects of the crisis over the long term.

Focusing exclusively or as the main priority on maintaining the short-term operation of the economy would lead 
to a collapse of the health system and the ensuing health consequences would have a negative impact on the labor 
supply. Such a human tragedy would result in a worse recession and, consequently, in an increased need for public 
spending and in productivity losses over the medium term. However, focusing solely on health measures to avoid 
the collapse of health services would imply paralyzing the productive apparatus and the consequent loss of jobs 
and companies, with particularly serious consequences for the poorest and vulnerable middle-class households. 
This would reduce the pace of an eventual recovery.

Therefore, government actions should be directed in such a way as to take both dimensions into account in a 
complementary manner. On the one hand, taking care of public health means minimizing the risks of contagion 
and increasing the capacity of the health system to care for the affected population during the peak of infections. 
An initial lockdown is useful for decreasing contagion and thus avoiding system overload, but it also opens a win-
dow of time for investing in educating citizens about self-care and for preparing health infrastructure. However, the 
quarantine cannot be maintained until the eventual creation of a vaccine, since the government would not have 
the means to sustain the economy for such a long period of time. 

Confinement, by definition, paralyzes much of the economic activity that depends on workers leaving their 
homes. This in turn decreases the income generated from such production for these workers to be able to pur-
chase goods and services. The longer confinement lasts, the greater the decline in production and income, also 
generating a decrease in demand for goods whose production may not have been affected at first. Such a vicious 
circle could end up destroying the productive apparatus, leading to a noticeable decrease in investment, the de-
mise of enterprises and an unprecedented increase in unemployment. This dynamic is particularly worrisome in 
the context of a labor market with a high incidence of informal economy employment and the fragility of formal 
employment.

That is why it is necessary to mitigate the negative effects of the paralysis generated by confinement, especially 
by concentrating on protecting the poor and vulnerable population and minimizing the loss of formal employ-
ment, as well as initiating the gradual reopening of the economy. In this regard, the National Government has taken 
measures that go in the right direction. On the one hand, by means of transfers to the poor and vulnerable popu-
lation, who are unable to save and where each day of confinement is a day that means a drastic drop in the level 
of consumption. These transfers, in turn, help this part of the population to comply with the lockdown measures. 
On the other hand, by means of financing guarantees and payroll subsidies aimed at decreasing labor costs and 
avoiding layoffs and the loss of jobs. 

All this must be done within a framework of fiscal sustainability. An excessively long lockdown would require 
increasing spending to sustain the economy and, over time, more sectors would be affected by the paralysis of ac-
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tivity and it would take longer to recover. Such higher public spending would mostly be financed by debt. However, 
excessive indebtedness would discourage future investment, due either to the expectation of higher taxes or the 
risk of an eventual default. This would reduce long-term growth and the possibility of a fairly rapid recovery from 
the crisis. For this reason, it is imperative to balance the length of any lockdown against its financial consequences. 

This document highlights the need to analyze and design public health and economic measures to face the 
challenges posed by this situation. So, by identifying the most vulnerable sections of the population in terms of 
health and income generation, it is possible to propose actions that overcome the false dilemma between health 
and the economy. With this purpose in mind, this document is divided into 6 sections, the first of which is this 
Introduction. The second section focuses on the effects of the pandemic on different economic sectors. The next 
section addresses the health risks from the epidemic and the eventual easing of the lockdown. The fourth section 
offers some recommendations, while the fifth section deals with how to finance them. In the last section, we offer 
some conclusions.

2. Sector and labor market weaknesses

On Wednesday, March 18, the National Government announced a yellow alert after the declaration of a global 
pandemic by the World Health Organization (WHO). The first government response included canceling events with 
more than 500 participants, 14 days of mandatory quarantine for anyone arriving from Europe or Asia and the re-
striction of all airline travel. Two days later, several municipalities (comprising about 45% of the total population) 
imposed quarantines and general curfews. On March 21, the Government declared a lockdown throughout the 
national territory starting on March 24 and initially ending on April 13. Then the quarantine was extended until 
May 25, with a gradual reopening of manufacturing and construction starting April 27, and the inclusion of certain 
areas of commerce starting May 11.

In addition to the direct shock produced by the lockdown measures, there has also been a shock due to the in-
stability of international markets, particularly for raw materials, and the sharp devaluation of the Colombian peso 
against the U.S. dollar. In the next subsection we will examine the effect of these shocks on the sectors that have 
been most affected.

2.1 An overview of the sectors most affected 

The sectors that have been directly affected by the general lockdown were commerce, tourism, entertainment 
and those whose activities are considered to be nonessential, including much of the manufacturing sector. These 
measures directly affect more than 9.2 million workers (See Table 1) since a large part of the employees in the sec-
tors with the highest levels of employment were idled for 33 days.1 The relaxation of the quarantine starting April 
27, however, has not brought much benefit. 

¹ In a recent study, Botero and Montañez (2020) estimate a computable general equilibrium model in order to simulate the effect on productivity of not taking 
containment measures or the expected effects of contagion even with containment measures that decrease the spread of the virus. In our present study, we 
do not consider the morbidity-linked effects on productivity, and therefore our analysis should be understood as a lower estimate of the effects of the current 
crisis.
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Table 1: Jobs affected by the lockdown by sector

Branch of activity Total Employment Idle due to lockdown 
(% of jobs affected)

Mining and quarrying 39,241 100%

Manufacturing industry 2,500,991 68.11%

Construction 1,520,329 100%

Wholesale and retail commerce, auto and motorcycle repair 4,244,889 56.14%

Transport and warehousing 1,456,198 68.59%

Lodging and food services 1,653,706 100%

Artistic, entertainment and recreational activities 308,580 100%

Other activities and services 1,025,826 1.38%

Private home services 646,155 100%

Source: DANE, GEIH-19. The list of sectors was elaborated using the International Standard Industrial Classification of All Economic Activities (ISIC) [revision 4].

Branches like manufacturing, which represents 11% of GDP2 and employs 2.5 million Colombians, also have to 
face the shock of the 20% devaluation of the peso. This devaluation implies an increase of approximately 3% in 
costs for the entire economy and is another dimension of vulnerability that deserves attention, since intermediate 
consumption of imports is high for many sectors (Table 2).

It should be noted that most of the manufacturing sectors that are most dependent on imports were excluded 
from the lockdown beginning with Decree 593 of 2020. Although the reason for excluding them was not their de-
pendence on imports, the measure does provide some relief for sectors that have been hit hard by the devaluation. 
However, the positive effects of this partial reopening may be limited by global interruptions in the supply chains 
required by these sectors.

Table 2: Intermediate consumption of imported goods, principal Central Product Classification (CPC) products

Sector
Average annual 

production (billions 
of COP, 2014-2017)

Intermediate consumption 
of imported goods (total 

percentage of intermediate 
consumption)

Total employees 
in the sector

Coke oven products; refined petroleum products; nuclear fuels 47.345 29.7 66.936

Agricultural and horticultural products 46.208 18.3 600.721

Meat, fish, fruits, vegetables, oils and fats 33.406 28.8 64.556

Other chemical products; manufactured textile fibers 22.161 44.3 209.597

Knitted or crocheted fabrics; clothing 15.177 29 76.649

Pulp, paper and paper products; printed matter and similar items 14.884 22.1 15.453

Common metals 13.470 54.1 42.904

Basic chemical products 12.569 64.3 480.590

Rubber products and plastic products 11.611 33.8 91.519

Transport equipment 8.545 65.2 485.738

Processed metal products, except machinery and equipment 6.141 33.9 131.916

Leasing services 6.067 38.4 173.921

2 Figure according to the National Accounts (DANE) for the end of 2019.
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Leather and leather products; footwear 4.183 20.3 18.033

Machinery and electrical devices 3.315 62.4 599.353

Wood, cork, straw and plaiting material products 2.995 19.1 77.174

Special-use machinery 2.639 84.8 103.296

Yarns and threads; woven textile fiber fabrics, including suedes 2.269 51.3 33.251

General-use machinery 2.013 81.1 101.694

Textile items (except clothing) 2.000 41.9 27.388

Other minerals 912 28.1 20.993

Medical devices, optical and precision instruments, watches 882 86.6 111.165

Tobacco products 570 30.7 172.627

Radio, television and communication equipment and devices 400 94.4 107.932

Office, accounting and computing devices 49 94.5 2,582,204

Data source: National Statistics Department (DANE), Matrices de oferta-utilización [Supply-use matrices] (2014-2017) and Matriz utilización desagregada 
en productos nacionales e importados [Disaggregated use matrix for domestic and imported products] (2014-2017p); Gran encuesta integrada de hogares 
[Large Integrated Household Survey] (GEIH).

In aggregate terms, the contraction in world economic growth will lead to a drop in global demand for Colombi-
an products and a decline in the terms of trade. On the one hand, the value of exports will experience an unprec-
edented fall due to the collapse of raw material prices. The decline in the price of oil has exceeded even the most 
pessimistic forecasts. This lower oil price will imply a 32% reduction in the total value of Colombian crude oil ex-
ports in 2020 compared to the previous year, which usually represent about half of Colombian exports. In addition 
to this, the WTO has projected a decline in international trade of close to 35% for this year. Both factors combined 
will lead to a decrease of at least 30% in exports for 2020, compared to 2019. 

On the other hand, projections for the decline in annual GDP range from 2.5% (Goldman Sachs) to 7.9% (Fedesar-
rollo), with an estimate of a 5.5% drop made by the National Government itself. Our calculations indicate that the 
negative impact on labor income will be between 17% and 46% of monthly GDP. If these negative effects last for 
two months, the annual drop in labor income will be between 2.8% and 7.66% of annual GDP. These figures indi-
cate the proportion of the decline in demand explained by the loss of labor income, but also allow a rough estimate 
of the decline in supply due to the loss of a large number of workers.

In the next subsection we will delve into the effects of the crisis on employment, income and poverty. 

2.2 The fragility of employment and the informal economy

Both the direct effects of the lockdown on vulnerable sectors and the indirect effects on other sectors due to re-
duced demand lead to an overall drop in the demand for labor. So, the lockdown measures have a negative effect 
on workers’ incomes, with a direct impact on the level of poverty in the country.

In the face of the health and economic crises, forecasts for an economic upturn and a decrease in unemployment 
cannot be made for 2020. The perspectives for 2020 appear to be far from the unemployment rate of 10.9% and 
labor income of 23.64 trillion pesos recorded at the end of 2019 (Table 3). The most recent figures on the behavior 
of the labor market, for the first quarter of this year, already show a loss of 1.58 million jobs and an unemployment 
rate of 12.6%, almost 2 percentage points more than in March 2019, and the highest since 2010.



UNDP Latin America and the Caribbean
#COVID19 | POLICY DOCUMENTS SERIES

9www.latinamerica.undp.org | United Nations Development Programme | 2020

The fragility of the labor market, associated with the high proportion of employment in the informal economy,3 
particularly affects micro and small companies and the productive sectors most affected by the lockdown, as well 
as female wage-earners (Table 4). 

Table 3. Labor force in Colombia at the end of 2019

Economically active population (millions) 24.9

Women 10.7

Men 14.2

Total employment (millions) 22.3

Women 9.2

Men 13.1

Total unemployment (millions) 2.6

Women 1.5

Men 1.1

Unemployment rate 10.50%

Women 13.62%

Men 8.16%

Monthly labor income (trillions of COP) 23.64

Monthly income of women 8.96

Monthly income of men 14.68

Source: Own calculations based on the GEIH-19, DANE.

With regard to gender, although the labor participation rate is higher for the male population, working women’s 
income is lower than that of their male peers and their unemployment rate is higher, which suggests that, in the 
employed population, economic vulnerability is greater for women. The situation for women is a cause for concern, 
given that, according to data from the last population census, 40.7% of households are headed up by women. 
29.6% of the members of these households are below the poverty line.

Table 4. Informal employment rates by sex and overall, at the end of 2019

 Employees Self-employed Employer Total

Informal employment rate – men 39.90% 87.00% 71.11% 60.56%

Informal employment rate – women 45.31% 86.01% 72.92% 60.54%

Overall informal employment rate 42.25% 86.61% 71.6% 60.55%

Source: Own calculations based on the GEIH-19, DANE.

Most jobs in Colombia are concentrated in small firms with a high incidence of informal employment or self-em-
ployment in low skill-level jobs. In private-sector employment in urban areas, 12.5 million people are either self-em-
ployed or work in companies with between 1 and 50 employees, that is to say, about 75% of private employment 
in urban areas (Table 5). In both urban and rural areas, the incidence of informal employment particularly affects 

3 For this analysis, we consider a person’s job to be part of the informal economy if they do not make the legal-required contributions to the pension system. 
This indicator is the most appropriate one because it reflects the fact that they are outside the standard legal employment contract framework and, therefore, 
they are either the product of verbal agreements or they are self-employed workers who carry out their activities without the protection of a social security 
system.
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the self-employed and micro and small businesses.4 It is important to note that self-employed workers represent 
about 37% of the labor force (7.6 million) and workers employed in microenterprises (less than 10 workers) rep-
resent 31.5% (7.0 million). In these two groups, more than 85% are informal jobs (82.91% in urban areas). These 
characteristics are cause for concern in the current situation because it makes it difficult to ensure earnings for the 
majority of the employed population, but also because any future recovery for microenterprise owners and the 
self-employed will be difficult in the absence of policies specifically aimed at protecting these forms of production, 
which are often passed over when aid is offered through liquidity credits or subsidies to formal payrolls.

Table 5: Distribution of employment, informality and size of firms

 Urban Rural

Panel I: Rural -urban employment in the public sector

Public sector employment 
(thousands employed) 777 51

Panel II: Rural-urban employment in the private sector and incidence of informality

Private sector Total employment
(thousands) % informality Total employment

(thousands) % informality

Self-employed 5.819 88.88% 2.028 97.86%

Micro-enterprises 2–10 employees 4.902 75.78% 2.099 89.70%

Small enterprises 11–50 employees 1.721 25.58% 230 47.07%

Medium enterprises 51–100 employees 490 10.58% 68 21.01%

Large enterprises more than 100 employees 3.82 5.41% 281 11.06%

Total private 16.752 57.16% 4.706 85.35%

Source: Own calculations based on the GEIH-19, DANE. 

Informality, in addition to job insecurity and instability, is associated with low incomes and, therefore, low sav-
ings capacity. Figure 1 shows the distribution of total household income (average income per percentile in red) and 
the proportion of households that depend on income from informal workers in each of the income distribution 
deciles (blue bars). Informal labor earnings are generally lower, and there is a high concentration of informal work-
ers in the lowest income percentiles, with an evident decline in this proportion as the level of income increases.

In the self-employed group, a distinction must be made between independent professionals, mostly from the 
liberal professions, and those with low educational levels. Only 14% of self-employed workers have studied at 
higher education institutions, while around 56% achieve a middle-school education at most (9 years of study or 
less). Earnings from work activity reflect different educational levels. For those who finish high school, the average 
income was 634,589 pesos per month in 2019. This represents labor income equal to about 14% less than the mini-
mum wage. In contrast, those having a higher education had an average monthly labor income of 1,164,886 pesos 
in 2019 (40% above the legal minimum wage). 

The median monthly labor income for informal economy workers is close to 500,000 Colombian pesos, compared 
to 1,100,000 Colombian pesos for formal economy workers. Nearly 3.5 million Colombian households lived below 
the poverty line in 2018.5

4 Decree 957 of 2019 modifies the official classification for micro, small and medium-sized companies. As of the effective date of the decree, the classification 
of firms is now defined by their gross sales levels. Before the decree, they were classified by the number of workers. In this document, we are using the DANE 
classification prior to Decree 957 and, consequently, we will consider medium-sized firms to be those that have between 51 and 100 workers. As can be seen 
in Table 5, more than 75% of employment is concentrated in companies with 100 or fewer workers.

5 The last official calculation of the incidence of poverty in Colombia, estimated by DANE, is for 2018. Below, we will make estimates for 2019 using a method-
ology in line with the one reported by this institution, in order to analyze the effects of the current crisis on poverty.
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Figure 1: Distribution of labor income for informal economy workers

Source: Own calculations based on the GEIH-19, DANE.

In the current situation, informal economy employees and self-employed workers (both formal and informal) 
may see their sources of income dry up for two possible reasons: (i) confinement prevents them from going to 
work, or (ii) even if they do not comply with the quarantine, there is reduced demand for their products or services 
due to the effects of the lockdown. In the case of formal economy employees, the loss of income occurs to the ex-
tent that employment ties are broken.6

Remittances have also played an important role in Colombian household income in recent years. According to 
Banco de la República figures, in the fourth quarter of 2019, 35% came from the United States, 20% from Spain, 13% 
from Chile, 4% from the United Kingdom and 29% from the rest of the world. Global economic circumstances and, 
in particular, the situation in Spain and the United States, lead to forecasting a sharp drop in remittances. Despite 
the devaluation, the Colombian Banking Association estimates that they will fall by 30 to 45% this year.

In order to divide our analysis between a look at the loss of short-term income and a possible longer-term effect, 
we will first consider the income-loss scenarios particularly associated with the paralysis of sources of income for 
informal and self-employed workers, and/or those who work in micro and small companies. Then we will delve into 
the possible effects on formal employment. This separation will allow us to differentiate in our discussion between 
supportive policies to remedy income loss among the poorest or vulnerable middle-class households, and policies 
to protect formal employment. 

2.3 Fall in labor income and increases in poverty

2.3.1 Characterization of the population vulnerable to a loss of income.
Based on updating the poverty line estimated by DANE for 20187 with information from the GEIH-19,8 we found 

that 29.7% of Colombians – around 14.5 million people – lived in poverty at the end of 2019 (Figure 2).

6 In these circumstances, transfers in kind and in money are essential to protect informal economy workers, and protective policies are essential for formal 
economy employment so that jobs are not lost.

7 The monetary poverty lines for large geographical domains (large metropolitan areas, other urban areas, and rural and sparsely populated areas) used by 
DANE in 2018 have been updated with the 3.9% change in the low-income Consumer Price Index for 2019. We use a poverty line adapted by domain for the 
data reported here. In order to get a graphic idea about the incidence of poverty, we show a national poverty line in the graphs that is equivalent to 267,472 
Colombian pesos per capita per month, which is closer to the poverty line for urban centers. It should also be noted that the graphs show the distribution 
of per capita income based on estimating the income of the spending unit (household) divided by the number of members in that unit. Per capita income is 
estimated in this way for each individual reported in the survey, whether child or adult, and this therefore represents the entire population.

8 Using this information, we calculate the per capita income of each member of the household. Households are considered to be the expenditure units de-
clared by the respondents and the calculation of per capita income follows the DANE income composition methodology, including a procedure for imputing 
housing rent and the elimination of extreme values and false zeros.
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The vulnerability of a worker’s income depends on the interactions among informality, firm size or self-employ-
ment, and exposure to a shutdown of production or sector vulnerability. The sectors most affected by the lock-
down are, in turn, those with the highest incidence of informality and degree of association with small enterprises 
(between 10 and 50 employees) (Table 6). In particular, self-employment is practically a synonym for informality in 
Colombia.

The most vulnerable sectors have higher levels of informal employment, and informality decreases with increased 
company size. Similarly, women’s participation in the labor market is less than men’s, the percentage of informal 
and self-employed workers is higher for women and the percentage of women workers in microenterprises and 
vulnerable sectors is higher than the percentage for men.

Figure 2: Income distribution and the poverty line: 2019 baseline.

Source: Own calculations based on the GEIH-19. 

Table 6: Distribution of the labor force by firm size and informality

Business size Total workers
# Jobs in a sector 
less vulnerable to 

lockdown

Proportion of informal 
workers in less  

vulnerable sectors

# Jobs in a sector 
vulnerable to  

lockdown

Proportion of 
informal workers in 
vulnerable sectors

Self-employed 7,847,054 4,025,576 92,22% 3,821,478 90.12%

Microenterprise 
(2–10 employees) 7,000,219 3,822,598 79.40% 3,178,622 80.43%

Small 
(>10–50 employees) 1,970,600 1,076,662 26.29% 893,938 29.68%

Medium 
(>50–100 employees) 579,224 356,044 11.83% 223,180 10.75%

Large (>100 employees) 4,889,183 3,708,838 4.45% 1,180,345 6.14%

Total 22,287,280 12,989,718 55.53% 9,297,562 68.39%

Source: Own calculations based on the GEIH-19, DANE.
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Figure 3. Formal and informal employment by company size (women and men)

Source: Own calculations with data from GEIH-19, DANE.
Note: Self-employed includes self-employed workers and sole proprietorship workers

High rates of informality occur mainly in the retail trade, construction and domestic service activities. These are 
activities that were directly affected by the lockdown, and that, with the exception of construction, will surely re-
main idle until the end of the current crisis. 

If we analyze the distribution of informality, distinguishing between sectors that are more vulnerable to a halt in 
their activities due to the lockdown, we find that the incidence of informality is higher in those that we will refer to 
as being more vulnerable. In this sense, two dimensions of economic vulnerability come together for these sectors: 
a higher incidence of informality and higher risks of contagion due to the nature of their occupations. Again, wom-
en represent a high proportion of this last highly vulnerable sector (Figure 4). 

Figure 4. Formality and informality in vulnerable sectors
 

Source: Own calculations based on the GEIH-19, DANE.
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Exposure to contagion and economic vulnerability may be lower for the agricultural sector since, as an essential 
sector, it has continued to operate, has a lower population density and fewer channels for contagion (Figure 5). 
However, the increase in the cost of imports makes producing these goods more expensive and restaurant and 
hotel closures reduce the demand for agricultural goods. Furthermore, the rural population is vulnerable due to a 
lower income level and the shortage of health infrastructure.

Rural areas also have a higher prevalence of housing conditions that increase the risk of contagion and the risk 
of diseases that may be exacerbated by exposure to this virus (chronic risk). This implies that the economic cost of 
contagion would be higher for a rural worker than for an urban one, although the probability of contagion is lower.

Figure 5. Formality and informality in rural areas versus urban areas, and in vulnerable sectors versus less vulnerable ones

Source: Own calculations based on the GEIH-19, DANE.

2.3.2 Possible increased poverty scenarios

Below, we present different scenarios for changes in poverty caused by the quarantine. In each of the scenari-
os, we simulate the effect of the quarantine without including the measures that the government has taken and, 
subsequently, we analyze the effect of the transfers that the government has implemented to reduce the harmful 
effects of the crisis on poverty.

The uncertainty of the situation in which we find ourselves makes it necessary to analyze possible scenarios in 
order to identify and design adjustments to such measures. These scenarios cover three dimensions: employment 
vulnerability taking into account the fragility of employment ties; employment vulnerability due to lockdown in-
activity; and company size. It is important to distinguish between the probably temporary loss of earnings on the 
part of informal workers, and the possible loss of formal jobs that would take longer to recover in the context of a 
prolonged recession.

The scenarios allow us to analyze the effects of these dimensions (as well as the effect of combining them in some 
cases) on: the number of jobs affected; the aggregate loss of labor income; the new remaining situation in regard 
to employment and unemployment in the labor force; and, finally, the incidence of poverty.

Table 7 summarizes and compares the different scenarios considered. Scenario A supposes short-term paralysis 
of more vulnerable employment in all economic sectors, i.e. informal workers, the self-employed and informal jobs 
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in companies with 100 workers or less. In these companies, due to limitations on their liquidity, all informal employ-
ment would be lost, because they are the easiest jobs to dispense with. In scenario B, we consider the complete 
loss of both formal and informal jobs at companies with 100 or fewer employees in the sectors most vulnerable to 
economic paralysis due to lockdown measures. In scenario C, we consider the effect on the same vulnerable sectors 
as in scenario B, but limiting ourselves to informal jobs and self-employment in micro and small enterprises (50 
employees or less), excluding those who report being proprietors or employers.

The plausibility of each of these scenarios depends on the duration of the paralysis, the ability of government 
policies to maintain informal workers’ incomes and formal jobs in the most vulnerable firms due to their size and 
the sector where they operate, and also on gradual reopening strategies and their effectiveness. 

Scenario C reflects five elements that have interacted in recent days: 1) informal workers cannot secure their 
incomes because payment and hiring commitments are not binding or they simply have lost the demand for their 
services or the ability to offer them, which is the case with the self-employed; 2) the liquidity of small firms has 
reached its limit and very few of them manage to operate due to the paralysis not only of their production but 
also of their supply and marketing chains; 3) the reopening of the economy has already begun; 4) formal firms 
will receive payroll subsidies from the government; 5) the “United for Colombia” Special Guarantees Program has 
increased the guarantees granted by the National Guarantee Fund for micro and small enterprises.

This scenario, however, does not include the dissolution of formal employment contracts that, in light of the 
latest data, has already begun to occur, and it is difficult to anticipate the effect of employment protection policies. 
In addition, it is too soon to assess the effect of employment protection policies. In this sense, it is an optimistic 
scenario because, as already mentioned, the unemployment rate in March 2020 reached its highest level in the last 
10 years. These figures allow us to see the tip of the iceberg in regard to the effects of the crisis, since they only 
include a few days of lockdown at the end of March. However, this situation will deepen if we do not act quickly 
with strategies to sustain formal employment, which is more difficult to recover, and to protect the most vulnerable 
companies’ ability to maintain payroll payments in the absence of income. Moreover, it is possible that the paralysis 
of activities for workers in the informal economy may only temporary, but they will also be affected by the decline 
in demand. This would have the effect of increasing the unemployment rate, to the degree to which these workers 
seek sources of income on which their livelihood depends. 

We might presume that with the extension of the lockdown beyond the first month, we are moving from scenario 
C toward scenario B, where we assume that all jobs in vulnerable sectors are affected. The latter scenario becomes 
more likely the longer the quarantine lasts. As we will explain in detail later, the loss of formal economy jobs, initial-
ly in the sectors vulnerable to closure, may be followed by losses in other sectors. 

In scenario B, what is most notable is the increase in the loss of informal economy jobs in companies with 1 to 
100 workers, including these companies’ proprietors and employers. The number of formal economy jobs lost in 
scenario B is 1.9 million. Their average monthly labor income is 1.2 million pesos. The total monthly labor income 
that is suspended in this scenario is about 7 trillion pesos, of which 2.2 trillion come from income from formal jobs, 
for which recovery will take a long time. 
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Table 7. Summary of scenario results

 Scenario A Scenario B Scenario C

Affects all fragile jobs 
in any activity sector

Affects all jobs in 
vulnerable sectors 

Affects only fragile jobs 
in vulnerable sectors

PANEL I: Change in the labor force

Jobs affected, in millions 14.9 8.27 6.5

Women’s job loss, in millions 6.2 3.49 2.9

Men’s job loss, in millions 8.7 4.78 3.6

Jobs affected as a percentage of total employment 66.77% 37.11% 29.41%

Women’s jobs affected as a percentage of total female employment 67.40% 37.86% 31.60%

Men’s jobs affected as a percentage of total male employment 66.32% 36.58% 27.87%

Estimated monthly income loss (trillions of COP) 10.94 6.7 4.03

Women’s estimated monthly income loss (trillions of COP) 3.85 2.59 1.26

Men’s estimated monthly income loss (trillions of COP) 7.09 4.11 2.77

Monthly income loss as a percentage of total labor income 46.30% 28.35% 17.96%

Women’s monthly income loss as a percentage of women’s total 
labor income 43.03% 28.95% 20.29%

Men’s monthly income loss as a percentage of men’s total labor 
income 48.30% 27.98% 16.54%

PANEL II: Labor force results for each scenario

Total employed population (millions of people) 7.4 14.02 15.73

Women employed (millions of people) 3 5.73 6.31

Men employed (millions of people) 4.4 8.29 9.42

Total unemployed population (millions of people) 17.5 10.89 9.17

Unemployed women (millions of people) 7.7 4.95 4.37

Unemployed men (millions of people) 9.8 5.94 4.8

Unemployment rate 70.26% 43.72% 36.82%

Unemployment rate for women 71.84% 46.33% 40.92%

Unemployment rate for men 69.07% 41.75% 33.75%

PANEL III: Increases in the incidence of monetary poverty (percentage points of the total population below the poverty line)

Total increase in the incidence of monetary poverty 
(percentage points above the baseline) 28.9 17 10.2

Urban 22.5 19.2 13

Rural 35.8 10.0 9

Source: Own calculations based on the GEIH-19, DANE.

In scenario A, we assume that everyone employed in the informal economy or who is self-employed9 will lose 
their labor income in all sectors of activity. The estimated loss of aggregate income would be 11% of the 2019 total 
annual GDP if the loss of income lasts for an entire year, and the percentage of the workforce that is idle might 
reach 70.6%. Consequently, even when preserving formal employment, the magnitude of this reduction can have 
permanent effects on private investment and the country’s social stability. The magnitude of this effect depends on 

9 It is worth noting that among the self-employed, about 800 thousand are in the formal economy and contribute to the pension system. This is a more edu-
cated labor force than the self-employed in the informal economy. Their average income is about 1.5 million pesos a month, according to information from the 
GEIH-19.
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the duration of the lockdown, but also on the longer-term effect on sectors facing a significant loss of demand due 
to the effect of voluntary social distancing and the drop in consumer demand, which will occur naturally during 
the rest of this year. Although it is difficult to estimate the depth of these impacts, this scenario allows us to gauge 
how the fragility of informal employment in all sectors represents the potential for greater fragility of the country’s 
social fabric. Although this scenario is an extreme one and unlikely to occur, due to the actions currently being un-
dertaken by the government and because lockdown measures are beginning to be lifted, it is nevertheless worth 
considering as an upper limit for short-term social impacts. 

The immediate effects on poverty from these different scenarios allow us to observe the dimensions of the direct 
social impact of the lockdown. Figures 6A, 6B and 6C show the results of our estimates for the incidence of mone-
tary poverty using the situation in 2019 as the baseline and comparison level (Figure 2).

In scenario A, the incidence of poverty would increase by 28.9 percentage points. This is because the income of 
about 15 million people would fall below the monetary poverty line. At least temporarily, 60% of the population 
would be poor and the median per capita income (the solid orange line in Figure 6A) would be below the poverty 
line.

As stated above, it is possible that the loss of income on the part of informal workers may be transitory because 
a significant part of this group of workers are self-employed and, in this case, the effect on poverty would then also 
be transitory. However, for the most vulnerable population, the drop in income may affect nutrition and, therefore, 
the accumulation of human capital. For these reasons, it is important to avoid a situation in which households or 
individuals cannot meet their basic needs.

Figure 6A: Income distribution and poverty in scenario A

Source: own calculations based on the GEIH-19, DANE.

This scenario, although not very probable, reveals the fragility of recent achievements in the reduction of poverty 
and the growth of the middle class in Colombia. Many households receive income mainly from informal or self-em-
ployment activities, corresponding to a very large number of people who would completely lose their income. 

In scenario (B), only formal economy companies with more than 50 employees maintain employment and over-
come the crisis. In this scenario, we find a contraction in labor income of up to 6.7 trillion pesos per month (ap-
proximately 7% of GDP if the loss occurs for an entire year), a loss of 8.4 million jobs, and an unemployment rate 
over 44%, at least, during the months of paralysis. This would lead to an increase in poverty of up to 17 percentage 
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points (Figure 6B) due to the loss of income for the vulnerable middle class, with a distribution median slightly 
above the poverty line. 

This is, of course, an extreme scenario, since formal-sector workers can move over into the informal economy 
(instead of unemployment), which would translate into reduced earnings but not the total disappearance of their 
earnings. However, if informal economy workers’ incomes during quarantine are below the poverty line, the result 
for the rate of poverty would be maintained.

Figure 6B: Income distribution and poverty in scenario B

Source: Own calculations based on the GEIH-19, DANE.

If the most fragile jobs in the vulnerable sectors are lost, we would find ourselves in scenario C, where it is possi-
ble to analyze the loss of income on the part of workers with low income-generating capacity who live from day-
to-day and do not have a safety net. We assume that employment in the public sector is maintained, as well as the 
labor income of company owners and their management cadre. Although this is an unlikely situation, since various 
formal-sector medium and large enterprises are already sustaining losses due to the fall in demand, it is probable 
that this assumption will affect the income distribution level but not the rate of poverty. 

In this scenario, there is an estimated loss of 4.3 trillion pesos in monthly labor income, or approximately 4% of 
GDP if the loss lasts for a full year. About 48% of Colombian households, i.e. 6 million households, would face par-
tial or total loss of income. The median individual income is just over 60 thousand pesos below the baseline and a 
similar distance above the poverty line (Figure 6C).

Figure 6 C: Income distribution and poverty in scenario C
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These features reinforce the idea that the level of vulnerability is very high in the current situation for the popu-
lation that is not the target of government aid programs, because they are not below the poverty line. It was esti-
mated that close to 3 million households were in extreme poverty at the end of 2018, according to the information 
system used to target subsidies (SISBEN IV). These are the households that currently receive the most important 
government aid, such as the Families in Action program. In addition, the National Government has decided to 
implement emergency programs to reinforce this aid (which we will discuss later) as a way to protect the most vul-
nerable population at this juncture. However, transfers are also required for households that were not previously 
poor but have a high probability of falling into poverty in the wake of the crisis. The government is making very im-
portant efforts for its programs to cover vulnerable households and populations that fell outside the target criteria 
for subsidies like Families in Action, Senior Citizens or Youth in Action. One of the most important achievements in 
regard to these efforts in recent weeks has been to reach new households, and especially those with informal and 
very unstable incomes close to poverty levels, who were not previously targeted for assistance because of having 
material conditions of life above those specified in the targeting criteria.

Although Colombia managed to reduce extreme poverty and, to a lesser degree, inequality during the first two 
decades of the 21st century, these results are fragile. Increased labor income, greater participation of household 
members in the labor market, as well as the expansion of transfers, achieved a reduction in extreme poverty in 
the country (World Bank, 2014). The current crisis situation reveals with unusual force how the vulnerability of the 
middle class to economic cycles requires more structural responses over the medium and long term, as well as 
unprecedented short-term emergency action to help low-income workers in the informal economy.

According to our estimates, the additional 145,000 pesos through Families in Action would only lead to a reduc-
tion of 1 percentage point (less than 500,000 people) in the poverty level that goes up 10.2 percentage points in 
scenario C. This money is assigned to households that are already targeted by the same program (about 2.5 million). 

The central message of scenario C is precisely that any disturbance in income for fragile households represents 
increased poverty due to income reduction for the vulnerable middle classes. Even if this disturbance is temporary, 
the deterioration in the living conditions of about 5 million people must be addressed. This requires reaching just 
over 1.3 million households in addition to the 2.6 million already covered by the subsidies. If the assistance is sim-
ilar to what is already defined in the Solidarity Income program, at a rate of 320 thousand pesos per household in 
two installments of 160 thousand pesos for the two months of confinement, the cost of broadening the program 
would be 208 billion pesos. However, this amount of assistance per household may not be enough for spending 
units that have lost most of their income to avoid falling into extreme poverty levels of consumption (approximate-
ly 122 thousand pesos per person in 2019), for a household of 4 people. 

If, on the other hand, the 160 thousand pesos assistance were to reach 5 million people, the cost would rise to 
800 billion pesos during the support periods. This help might prevent most households from falling into extreme 
poverty and might prevent, at least temporarily, another important group from falling into poverty who have just 
emerged from it in recent years. 

2.4. The vulnerability of formal employment

In the scenarios we have considered above, the paralysis of informal employment and the loss of formal jobs in 
sectors vulnerable to the lockdown were quantified. However, once the quarantine ends, the effects of changes in 
employment will be very different for formal and informal economy workers. During the lockdown, self-employed 
workers in the informal economy may not work or have no demand for their products, but once the lockdown is 
over, they will be able to return to conditions similar to those before it. This implies that, in terms of employment, 
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the negative shock for the informal sector is transitory and the recovery of this sector will probably be faster than 
that of the formal sector. In terms of income, the recovery of the informal sector will not be as quick, since the con-
traction of the formal sector will generate lower demand for products and services produced by the informal sec-
tor. It is also possible that the informal sector may grow significantly due to a probable transition to informal jobs 
by those losing formal employment, which may accentuate the fall in the incomes of informal economy workers. 

A situation similar to the one experienced in Colombia during the last severe crisis (1999-2000), when the rate of 
informality (measured by not contributing to pensions) reached more than 70% (Flórez 2002).

Similarly, informal enterprises are not usually registered as legally constituted companies. For this reason, al-
though their sales may be severely curtailed, it is likely that they will not have fixed costs related to paying taxes or 
paying interest. Formal enterprises, in contrast, must pay taxes and pay off their debts and, in the event that they 
cannot pay these fixed costs, they will have to close, thus eliminating formal-sector jobs.

This implies that, in the face of reduced incomes for informal economy workers and enterprises, the policy re-
sponse should be based on monetary transfers that mitigate the economic blow of the quarantine, while for for-
mal economy workers and enterprises, employment protection policies and financial support for enterprises are 
required. 

Assuming that enterprises that have 100 or more workers will be the most resilient to the effects of the crisis, we 
focus our attention on the possible losses in formal employment in micro, small and medium-sized firms,10 and we 
include the formal-sector self-employed. Table 8 shows average labor income, the percentage of formal economy 
workers with fixed-term and indefinite-term contracts, the percentage who are self-employed and the percentage 
of workers with nine years of schooling or less. 

Using these indicators, we define a lower and an upper limit for job losses in the labor sector. At the high end, we 
assume that all workers who do not have indefinite-term contracts in all economic sectors will lose their jobs. In this 
case, 2.3 million jobs are lost and monthly income drops about 3.2 trillion pesos. At the lower limit, we assume that 
only self-employed workers in vulnerable sectors lose their jobs, which would represent 356 thousand jobs lost and 
a loss of monthly income of about 0.45 trillion pesos.

Table 8. Formal employment in firms of 100 or fewer workers

 Total workers 
(thousands)

% Self-employed % NOT indefinite-
term contract

% with 9 years of 
schooling or less

Average labor income 
(pesos/month)

In all economic sectors 4,110.5 20.66% 55.90% 29.18% 1,392.7

Vulnerable economic sectors 1,877.1 18.99% 55.40% 30.15% 1,281.9

Source: Own calculations based on the GEIH-19, DANE.

Obviously, the exercise of identifying ex ante formal jobs that may be lost is imprecise. For this reason, this ex-
ercise is most useful for getting an idea of the order of magnitude so as to identify payroll subsidy recipients. For 
the latter, the proposal recently brought forward by the National Government to grant payroll subsidies to firms 
that have been affected by a drop in income greater than or equal to 20% is appropriate. This is a way to identify 
vulnerable companies once these vulnerabilities have materialized. 

10 According to the aforementioned firm size classification, medium-sized firms have 51-100 workers. More than 80 percent of employment is concentrated in 
firms with less than 100 workers, including self-employed workers.
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However, the subsidies could focus even more on small and medium-sized companies, and only be given to 
employees who earn up to two times the monthly minimum wage. Support for large companies can be provided 
through loan guarantees, as the Government has proposed. In Section 4 we will delve into possible refinements to 
this policy. 

On the other hand, the subsidy is only for legal entities. These represented 24.3% of the country’s productive 
units in 2019.11 In the case of businesses registered in the name of natural persons (75.7% of the productive units), 
individuals are responsible for the company’s debts and obligations, while for legal entities, the company’s – not 
the partners’ – assets are used to pay off debts. In this sense, the policy is excluding vulnerable firms and individuals.

To avoid the massive loss of jobs, maintain the society’s well-being that has been eroded by the lockdown, and 
avoid excessive government debt that may have perverse effects over the medium term, the gradual reopening of 
the economy is imperative. For this reactivation, it is necessary to take public health measures to keep the epidemic 
under control during the process and avoid future lockdowns that would block the path to reopening. In the next 
section, we describe the state of the current health infrastructure for dealing with the pandemic, the risks that the 
population faces, and the measures that are necessary to make the current lockdown more flexible.

3. Public health measures

Mandatory preventive isolation for the entire population was initially imposed until April 13 and later extended 
until May 25. The idea behind this restriction was to “flatten the curve” and buy time to prepare the health infra-
structure and the contagion prevention strategy. In addition to this measure, the government has released a pre-
ventive measures protocol for the general population12 and has established protocols for companies in the sectors 
that remain active. An effort has also been made to increase the number of tests to identify infections. During the 
month of March, the number of daily tests was less than a thousand; in April this number rose to two thousand and 
so far in May it has fluctuated between four and six thousand.

Currently, some productive sectors are resuming their activities and the possibility of further extensions of pre-
ventive isolation is being discussed. In this context, it is prudent to analyze the current state of the health infra-
structure and the ability to test and trace in order to implement a selective quarantine policy.

It is well known that massive testing is essential to follow, monitor and reduce the rates of contagion and, in this 
way, the harmful effects of the epidemic. Testing makes it possible to detect asymptomatic cases, applying selec-
tive confinement actions, identifying possible contagion and, at the same time, estimating the risk of infection in 
specific population groups.13

The number of tests per million inhabitants in Colombia is relatively low (less than three thousand on May 6) 
compared to successful cases of virus control such as South Korea (more than ten thousand), and even in the case 
of more affected countries, such as Italy (more than twenty thousand) and the United States (about twelve thou-
sand). The figure is also low compared to other Latin American countries: Peru and Chile have carried out more than 

11 According to CONFECAMARAS’s Registry of Societies and Enterprises. By the end of 2019, there were 1.5 million registered firms; 1.1 million were registered 
under an individual’s name, and 360 thousand represented legal entities.
12 Glove and mask use, posture changes, medicine supply, etc. See: https://www.minsalud.gov.co/sites/rid/Lists/BibliotecaDigital/ RIDE/VS/PP/infografia-coro-
navirus-adulto-mayor-19.pdf
13 Colombia uses the RT-PCR test, which detects the virus’s genome, is a reliable way to confirm the existence of infectious diseases. Nonetheless, it has sev-
eral limitations: (i) It takes time to process, which limits the amount of results that can be reported in a single day. (ii) Global demand for this test’s components 
and reagents surged, causing a shortage of these supplies. (iii) Contamination or degradation can cause false positives or false negatives. (iv) These tests 
can only indicate whether an individual has the virus at the time of testing, but do not report whether the individual had the virus and recovered. This last 
point shows the importance of carrying out both PCR and serological tests, since the latter can detect antibodies resulting from immune response to previous 
infection.

https://www.minsalud.gov.co/sites/rid/Lists/BibliotecaDigital/ RIDE/VS/PP/infografia-coronavirus-adulto-mayor-19.pdf
https://www.minsalud.gov.co/sites/rid/Lists/BibliotecaDigital/ RIDE/VS/PP/infografia-coronavirus-adulto-mayor-19.pdf
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eleven thousand tests per million inhabitants, Ecuador has carried out a little over four thousand five hundred tests 
per million inhabitants.

However, although the number of tests per million inhabitants provides an idea of the magnitude of the effort, 
a more appropriate metric for determining if there are sufficient identification and tracking resources may be the 
number of tests per infected individual. In a recent paper, Siddarth and Weyl (2020) point out that, if there is im-
perfect tracing, about 140 tests are required for each confirmed positive. With around 12,000 confirmed cases in 
Colombia, it would be necessary to apply more than one and a half million tests, a figure much higher than the 
one observed. If contact tracing is perfect, the number of tests is reduced to 11 per infected individual. This implies 
that at least 6000 tests should be performed daily. However, given the increasing trend in the number of cases, the 
need for tests will also grow and, on the other hand, the perfect tracing assumption is rather extreme. Of course, 
in addition to the number of tests, tracing speed and the ability to quarantine people who have possibly been 
infected are also very important.

In addition to the foregoing, testing should be extended to people in unconfined population groups and to 
workers in essential sectors. Proper monitoring and control of contagion also requires random testing of workers 
in reactivating sectors. 

It is difficult to estimate the exact need for testing. However, if the 10,000 daily test threshold is exceeded, we will 
have a much more accurate knowledge of the contagion rate, case fatality and vulnerability of different population 
groups. In addition, we would be doubling the number of tests in thirteen days.

Recently, the Minister of Health stated that the country is capable of carrying out 12,000 tests a day, i.e. 360,000 
tests a month. Applying this number of tests would have a monthly cost close to 120 billion pesos but would also 
allow a targeted preventive isolation policy, significantly reducing the costs of the current quarantine.

3.1 Differential risk

Considering the differential risk of contagion (acute risk) and the consequences of the disease (chronic risk) is 
essential for targeting health measures. Individual and contextual factors determine acute and chronic risk levels. 
Housing characteristics (access to public services, sanitary facilities, overcrowding, construction materials, cooking 
methods) also influence risk (Table 9).

Table 9: Housing conditions and COVID-19 risk.

Acute risk Chronic risk

Type of sanitary service
- Septic tank
- No pipe connection
- Latrine
- No sanitary services
Use of sanitary service shared with other households in the housing
Overcrowded housing
No piped water service
No sewage service
Source of water for human consumption
No pump system
Rainwater
Public trough

Energy source for cooking food:
- Oil, gasoline and/or kerosene
- Firewood or wood
- Mineral coal
- Waste materials
Housing wall construction material
- Zinc or cloth
- Rough wood
- No walls
Housing floor material
- Earth, sand
- Rough wood
No piped water service
No sewage service
Source of water for human consumption
- No pump system
- Rainwater
- Public trough



UNDP Latin America and the Caribbean
#COVID19 | POLICY DOCUMENTS SERIES

23www.latinamerica.undp.org | United Nations Development Programme | 2020

In Colombia, there are more than 18 million people whose housing conditions increase acute risk; more than 10 
million live in conditions that increase chronic risk, and more than 19 million are at both acute and chronic risk due 
to lack of a lack of water and sewage service (Table 10). The differences in the number of people at risk in urban and 
rural areas are important, indicating the need for differential policies for each setting. 

Table 10: People in acute and chronic COVID-19 risk conditions

Housing conditions Urban Rural Total

Housing conditions that increase acute risk

due to type of sanitary service 2,548,417 9,554,878 12,103,295

due to use of sanitary service 1,698,407 439.054 2,137,461

due to crowding 2,831,717 1,693,058 4,524,775

Housing conditions that increase chronic risk

due to energy source 432.934 5,211,006 5,643,940

due to wall construction material 891.799 2,010,768 2,902,567

due to floor material 1,390,093 2,585,054 3,975,147

Housing conditions that increase acute and chronic risk

due to lack of sewage system 2,648,566 9,545,807 12,194,373

due to lack of piped water 801.328 5,059,203 5,860,531

due to water source 339.173 1,535,492 1,874,665

Source: Own calculations based on the GEIH 2019, DANE

In Colombia, at least 31.7 million people live in housing with characteristics that may put its inhabitants at acute 
and/or chronic risk. Figure 7a shows the percentage of people who are at some risk level. There are also regional 
differences (Figure 7b) and age range differences (Table 11). 

Figure 7a: National distribution of acute and chronic COVID-19 risk due to the housing conditions in which they live 

Source: Own calculations based on the GEIH-19, DANE.
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Figure 7b: Geographical differences in acute and chronic COVID-19 risk

Source: Own calculations based on the GEIH-19, DANE.

Given these risk characteristics, the consequences of COVID-19 are more severe as age increases. Taking into 
account the fatality rate for this disease reported by CDC (2020), Table 11 shows the number of people in each risk 
category by age range.

Table 11: Deaths in each age group due to acute and chronic COVID-19 risk

Age ranges Fatality rate No risk Only acute risk Only chronic risk Acute and chronic risk Total losses

Under 40 0.002 39.184 5.249 1.128 17.893 63.454

40-49 0.004 15.632 1.232 406 5.951 23.221

50-59 0.013 45.910 3.213 1.475 15.061 65.659

60-69 0.036 85.990 5.054 2.909 28.206 122.158

70-79 0.08 105.52 5.460 3.726 35.914 150.619

Over 80 years old 0.15 100.457 4.802 3.933 29.233 138.425

Total losses 392.692 25.011 13.576 132.258 563.538

Source: Own calculations based on the GEIH-19, DANE.
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It is important to note that age is not the only determinant of the fatality rate. A meta-analysis by Yang, Zheng, 
et al. (2020) shows that severe cases of COVID-19 were associated with comorbidities such as hypertension and 
respiratory and cardiovascular diseases. For its part, DANE (2020) constructed a contagion vulnerability index tak-
ing into consideration hypertension, diabetes, ischemic heart disease, chronic lung diseases and cancer. Some of 
these comorbidities are associated with the contextual factors included in our definition of chronic risk, so this 
population segment may have a different fatality rate than the average for the general population. However, not all 
possible comorbidities are included, and it is being assumed that U.S. fatality rates are similar to what will happen 
in the case of Colombia. We therefore believe that this is a conservative estimate. This data points to the need for 
specific management by region, age group and incidence of comorbidities when designing isolation policies. 

3.2 Differential risk and gradual reopening

The National Government has announced that the construction sector, some manufacturing subsectors,14 ve-
hicle trade and repair, furniture wholesaling, and door-to-door sales of books, stationery and laundry items may 
gradually resume their activities under strict health protocols. In this section we estimate the health costs of this 
reactivation of the economy. For this purpose, we calculate the use of the installed bed capacity only for the popu-
lation that meets the following two requirements:

1. Some household members have a formal job in the construction, manufacturing and/or commerce sub-
sectors included in Decree 636 of 2020.

2. They live in crowded conditions.

Under the assumption that all workers who meet both conditions become infected and infect their families, it is 
possible to determine the size of the population at acute risk due to this measure. In addition, we use the param-
eters of the epidemiological model from the INS (2020), which indicates that only 2.8% of those infected require 
hospital care and 0.9% require intensive care.

Including construction sectors and part of manufacturing and commerce implies that 6.29% of those employed 
in 2019 go out to work. Despite being a small segment of the labor force, Table 12 illustrates that in departments 
such as Antioquia and Quindío, infections in this population would require more than 100% of the ICU capacity. 
Even a lower rate, such as the one for Bogotá (60.32%), is high considering that this scenario excludes other people 
being infected and other patients requiring intensive care.

Table 12: Use of the installed bed capacity at health care providers (IPS) having emergency care, by department.

 Use of available ICUs Use of installed hospital capacity Use of (maximum) hospital capacity*

only acute risk acute and chronic 
risk

only acute risk acute and chronic 
risk

only acute risk acute and chronic 
risk

Antioquia 105.46% 6.94% 28.44% 21.30% 1.87% 1.40%

Atlantico 74.58% 20.44% 30.73% 18.26% 8.42% 5.00%

Bogota D.C. 60.32% 0.00% 22.61% 14.66% 0.00% 0.00%

Bolivar 46.88% 17.89% 16.19% 9.10% 6.18% 3.47%

Boyaca 15.16% 17.33% 3.92% 2.76% 4.48% 3.15%

Caldas 19.01% 11.72% 6.21% 4.18% 3.83% 2.58%

14 Decree 636 of May 6, 2020 defines lockdown exceptions.
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Caqueta 14.43% 3.16% 3.15% 1.58% 0.69% 0.34%

Cauca 11.01% 24.59% 3.55% 2.02% 7.93% 4.51%

Cesar 11.67% 0.00% 4.93% 2.79% 0.00% 0.00%

Cordoba 3.81% 5.05% 1.75% 0.97% 2.32% 1.29%

Cundinamarca 49.68% 22.55% 14.69% 9.99% 6.66% 4.53%

Choco 28.59% 7.12% 4.71% 3.09% 1.17% 0.77%

Huila 18.27% 0.00% 7.44% 5.59% 0.00% 0.00%

La Guajira 18.24% 18.58% 7.11% 3.50% 7.24% 3.57%

Magdalena 33.59% 30.04% 7.37% 4.23% 6.59% 3.78%

Meta 40.71% 24.00% 9.98% 4.76% 5.89% 2.80%

Narino 6.16% 0.81% 2.16% 1.20% 0.29% 0.16%

Norte de Santander 26.22% 1.20% 9.45% 6.36% 0.43% 0.29%

Quindío 129.89% 68.93% 28.86% 17.71% 15.32% 9.40%

Risaralda 41.23% 0.00% 10.32% 8.31% 0.00% 0.00%

Santander 27.90% 11.03% 9.84% 6.42% 3.89% 2.54%

Sucre 12.01% 6.58% 5.37% 3.06% 2.94% 1.68%

Tolima 16.21% 0.64% 7.22% 5.48% 0.29% 0.22%

Valle del Cauca 19.07% 0.45% 8.33% 6.43% 0.20% 0.15%

Source: Own elaboration based on the GEIH-19 and REPS 2020.
* The installed hospital capacity includes basic and intermediate care beds for adults. The maximum includes all other available hospital beds, except for 
neonatal care, burn units, and obstetric beds.

This data confirms the need for region-specific management, given the heterogeneous effects in each one of 
them, but it also shows that the ICU deficit at the national level limits the possibilities of expanding reactivation to 
other sectors, especially for workers with a greater possibility of infecting other household members due to their 
housing conditions. This limitation is an argument for the option of temporarily relocating employees near their 
work sites. Moreover, it is crucial to evaluate the air management infrastructure in enclosed spaces, as well as the 
use of thermal and facial recognition cameras as part of reopening protocols.

The effectiveness of sanitary and health measures, i.e. increased testing, differential management by region and 
by household risk characteristics, and monitoring of working conditions will be essential to support the process of 
reactivating the economy without exacerbating public health risks.

Next, we will examine the policies that the government has announced to face the crisis, as well as recommen-
dations that would complement them and allow for a more consistent way out of the current state of economic 
paralysis while maintaining health care. 

4. Policy options and recommendations

Faced with current circumstances, policy measures should aim to: (i) Contain the contagion and adjust the health 
infrastructure. (ii) Mitigate the harmful effects of the crisis on poverty and, in this way, make it easier to comply with 
confinement. (iii) Protect formal employment and help companies to survive. Listed below are the proposed policy 
measures for each objective and what the Government has done so far.

(i) Containment of the contagion and development of health infrastructure. 
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Up until now, the National Government has announced an investment of 7 trillion pesos in the health sector for 
the adaptation of hospitals, of which 2.7 trillion have already been disbursed to hospitals and clinics. However, 
there appear to be limitations to expanding hospital capacity and the number of tests. A more determined push 
to increase ICU beds is imperative, especially in regions with limited infrastructure, as well as greater investment in 
local production of tests, biosecurity equipment and monitoring activities. For its part, the Bogotá government is 
considering a flexible working day with four shifts a day so as to reduce crowding on public transport. 

The following are additional recommendations that we propose in this regard:

1. Adjust the supply of health infrastructure and prevention measures to the risk of contagion in accordance 
with the estimates made in Section 3 of this document.

2. Invest in collective testing and tracing capacity. Without a substantial increase in the daily number of tests, 
relaxing containment measures may be too risky. The cost of this proposal is 60 billion a month.

3. Adaptation of public infrastructure (transport, public sector offices) to reduce the risk of contagion.

4. Isolate the places most vulnerable to transmission of COVID-19 and that have high comorbidity where con-
firmed cases have not yet occurred.

5. Implement active surveillance systems in places where there is contagion and the health infrastructure is 
limited.

6. Adapt prevention measures for each area (rural and urban) in municipalities so that they can use them ac-
cording to their risks. Also provide the necessary prevention tools, as well as guaranteeing access to clean water for 
washing hands.

7. Promote flexible working hours in companies that start up, selective isolation and sick leave for people with 
a high risk of contagion or having the least symptoms of respiratory diseases.

(ii) Mitigation of the harmful effects of the crisis on poverty.

The National Government has announced measures in the right direction aimed at cushioning the economic 
effects on the most vulnerable people. An increase in transfers for 12 million people, through programs such as 
the Colombia Elderly Program, Youth in Action and Families in Action, was complemented by the Solidarity Income 
program. The latter is a program designed and implemented in a few weeks, where they identified 3 million vul-
nerable households by cross-referencing different government databases that had not been consolidated. These 
households will be benefited with a subsidy of 160,000 pesos. Finally, the Government began providing compen-
sation for the value added tax (VAT), which had been increased for this year after the approval of the Economic 
Growth Law. This compensation amounts to 75,000 Colombian pesos bimonthly per household and is focused on 
the poorest households in the Families in Action program. The total cost of current transfers through the different 
programs is 1.2 trillion a month. 

However, as shown above, these transfers are not enough to keep these households from falling into extreme 
poverty, as they are not enough to compensate for the fall in their income. The amount of these transfers (160,000 
pesos) should be made per person in the household, which in most households would imply multiplying it by 4.5 
(the average number of people living in these households). For this, it is important that the different programs be 
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consolidated in order to improve their targeting and avoid some beneficiary households receiving more transfers 
per person. This strategy would facilitate the subsequent design of a universal basic income program. Increasing 
these consolidated transfers would increase their total cost to $2.4 trillion per month.

In addition to the 15 million people in monetary poverty covered by these measures (Table 13), it is necessary to 
include 5 million more people who were not poor before the crisis but who are likely to fall into extreme poverty 
given the magnitude of the shock. If the Government transfers 160,000 pesos to each of these people, the cost of 
the transfer program would increase by 800 billion pesos.

The Government also decided to defer the payment of public utilities for three months for the lowest strata, 
incurring a cost of 2.5 trillion, and began transfers to the unemployed through the Unemployment Assistance Pro-
gram at a rate of two minimum wages in three monthly payments. The latter is a program that dates back to 2013 
for all formal-sector workers who contribute to Family Compensation Funds and was therefore already funded. 

The figures for March show that 1.8 million people lost their jobs this month; of which 1.5 million reported not 
being employed and not looking for a job, so they would not be beneficiaries of the subsidy. As of April 21, there 
were 453,577 applications for the program, although only a quarter met the requirements to receive benefits and 
the program only had enough money to provide transfers to 90,000 people. Given the magnitude of the shock, the 
funds for this program will not be sufficient to respond to the coming rise in unemployment, and for this reason the 
government decided to redirect resources from other areas of the Compensation Funds to be used for this program 
and thus be able to reach 150,000 people. 

Table 13: Policies implemented by the government and their cost

Policies implemented by the government Population served Amount per agent Total amount (billions)

Families in Action 2.65 million households 145000 385,7

Youth in Action 274,342 students 35000 97,67

Program for the elderly 1.7 million adults 80000 136

VAT reimbursement 1 million households 75000 75

Operational costs - VAT reimbursement 3,5

Solidarity income 3 million households 160000 480

Defer (subsidize) public utilities Strata 1, 2 and 3 2500

Health expenses 7000

Total Expenses 10.677,87

Source: Own calculations.

Listed below are policies that can be implemented to complement the foregoing:

1. Increase money and in-kind transfers to vulnerable households. Current transfers are not enough to cover 
all expenses, including rent payments, and many vulnerable households without formal lease agreements are be-
ing evicted. Our suggestion is that these transfers should be 160,000 pesos a month per person to keep households 
above the extreme poverty threshold.

2. Include subsidies for 5 million people who were not poor before the crisis, but are susceptible to falling 
into extreme poverty due to the magnitude of the shock. They can also be identified by cross-referencing DNP 
databases, but the thresholds to identify the beneficiaries must be more lenient, since many of these households 
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were considered to be middle class before the crisis. In this regard, it may also be useful to expand the surveys for 
calculating SISBEN beneficiary selection level scores to a larger part of the population, in order to facilitate the 
identification of these households. Households should also be able to apply to be surveyed using a simple form 
that can be accessed online.

3. Ensure the distribution of school meals in good condition to public school students during the quarantine. 
This policy has been carried out since the beginning of the crisis when classes became virtual. However, there are 
several complaints about spoiled food and cost overruns in the contracts for providing it. 

(iii) Protect formal employment and help companies to survive.

Initially, to protect formal employment, the Government preferred the approach of financing payrolls through 
credit guarantees (Table 14). Until the beginning of March, bank loans to companies backed by the National Guar-
antee Fund (FNG) enjoyed partial guarantees of up to 50% of the value of the loan. In response to the current crisis, 
within the framework of the “United for Colombia” Special Guarantees Program, the Government funded the FNG 
with 70 trillion pesos (an amount equal to 7% of GDP) to increase the guarantees granted, with guarantees of 90% 
for loans of up to 2,000 million pesos for covering the payroll of Small and Medium-sized Enterprises (SMEs); guar-
antees of 80% for loans of up to 2.4 billion pesos to finance the working capital of SMEs; and guarantees of 80% for 
the self-employed who request loans of up to 25 million. Although the terms vary depending on the beneficiary, 
the guarantees were designed to support 12- to 36-month loans, with grace periods of 4 months. However, interest 
rates and real access to credit depend on financial institutions.

These guarantees have not yet been used as expected because financial establishments perceive a high risk on 
these loans and they are not fully backed. Consequently, they have an incentive to reject a larger number of credits 
or to charge interest rates that are higher than the credit rates where firms provide their own collateral. According 
to data from the Financial Superintendence, the amount of loans provided by credit institutions in Colombia for 
commercial purposes has fallen by more than 40%. Unfortunately, there is still no data to indicate whether this lack 
of credit is mainly due to a demand problem or a supply problem. 

As of May 7, loans backed by these guarantees totaling 7 trillion have been used. Of these, 4.8 trillion have gone 
to 90%-backed SME payroll loans, 1.8 trillion to 80%-backed capital loans, and the rest distributed among microen-
terprises and the self-employed. Thus, only a part of the resources available in the Guarantee Fund is being used, 
so (i) the objective of protecting formal employment is not being met and (ii) there are a large amount of resources 
committed to a program that is not bearing fruit. 

The government opted for the loan guarantee mechanism instead of payroll subsidies, hoping that employ-
ment contracts would protect formal-sector workers from unemployment. In fact, companies responded in the first 
weeks of the crisis by granting forced vacations to employees who had accumulated vacation leave and unpaid 
leave for others. However, a month later, 70% of small and medium-sized businesses had fired at least one worker, 
and many announced their impending bankruptcy. 

Faced with the ineffectiveness of the guarantee programs, on May 7 the government announced a subsidy to 
company payrolls to supplement employment protection programs. The subsidy consists of paying 40% of the 
minimum wage for each worker in formal-sector companies whose sales have fallen by 20% compared to the 
month of April 2019, only if these workers did not have their contracts interrupted during the month of April. The 
program will initially last for 3 months and is expected to benefit 6 million workers at a cost of 2 trillion pesos a 
month. 
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We believe that this last program will be more effective in protecting formal employment, by rewarding those 
firms that have made an effort to maintain their payroll despite the economic paralysis and have met formal econo-
my requirements. Furthermore, in addition to having a direct effect on employment protection, it can stimulate the 
demand for credit on the part of the companies benefited and, in this way, increase the effectiveness of financing 
guarantees. However, we believe that the criteria could be further refined by following the example of other coun-
tries that have taken similar measures. Among these refinements is not granting aid to companies that distribute 
dividends or repurchase their own shares during this year and the next one, or that are headquartered in tax ha-
vens. Even more importantly, we believe that the subsidies should focus on small and medium-sized companies, 
and only be given to employees who earn up to two times the monthly minimum wage. This way, aid could be 
increased and reach a full minimum wage for these workers. Support for large companies can continue through 
loan guarantees, since these types of firms are less risky in the eyes of the financial sector.

Table 14: Guarantees offered by the Government to back loans to MSMEs

Loan guarantees Description Maximum Loan Total Guarantee

90% guarantee for payment of SME payrolls
Government assumes 75% 
commission per guarantee

2000 million 12 trillion

80% guarantee for SME working capital 2400 million 3 trillion

80% guarantee for the self-employed 25 million 1 trillion

Source: Own calculations.

The Government has also offered subsidized credits to the agro-industrial sector through the Financing Fund for 
Agriculture (FINAGRO). To this end, it allocated 1.5 trillion pesos to be delivered at subsidized rates, and the pro-
gram was designed so that 80% of the disbursements went to small and medium-sized companies in the sector.  
However, a report from the Comptroller indicated that during the month of April more than 90% of these loans 
had ended up in the largest companies in the sector. In addition, only a quarter of the available resources were 
disbursed. 

Another strategy devised by the government to alleviate cash-flow difficulties for formal-sector companies was 
to decrease workers’ pension contributions from 16% to 3% of monthly pay.15 It also made the tax calendar for 
companies more flexible, allowing corporate income tax payments, originally planned for May, to be made at the 
end of the year. This last measure is equivalent to an interest-free loan by the Government to these companies.

Below we present some recommendations to supplement the foregoing ones:

1. Maintain a monetary policy that combines liquidity injections (which the Central Bank has already started 
to implement) and interest rate reductions to keep the cost of credit low.

2. Exempt companies from social security contributions and payroll taxes as long as the lockdown lasts. Al-
though pension contributions have already been reduced, companies continue to have to pay health contributions 
and other taxes that finance early childhood care and the Family Compensation Funds administering the unem-
ployment program. Given that it is important to finance these programs, our proposal is that this only be applied 
to companies that cannot operate during the lockdown.

4. Refine the requirements for payroll subsidies, by excluding companies that distribute dividends or are 

15 Contributions were cut partially but not completely to finance pension funds’ administrative costs.



UNDP Latin America and the Caribbean
#COVID19 | POLICY DOCUMENTS SERIES

31www.latinamerica.undp.org | United Nations Development Programme | 2020

headquartered in tax havens. Also, focus them on small and medium-sized companies, and only for employees who 
earn up to two times the monthly minimum wage.

5. Related to the previous point, it is desirable to seek agreements between companies and employees so 
as to share the costs of the pandemic. To the extent that workers are willing to sacrifice part of their salary and the 
government subsidizes another part, there will be a greater likelihood of companies surviving.

6. Include pay subsidies for self-employed workers who filed taxes last year.

5. Policy financing

In this section we will deal with the maneuvering room that the government has for dealing with the pandemic 
and adopting the measures referred to in the previous section. For this purpose, we will first refer to the measures 
taken by the Central Bank, then to the government’s fiscal position and the measures adopted to increase the 
availability of resources.

The independence of the Central Bank has guaranteed a low level of inflation, consolidating a strong monetary 
position for the country. This has allowed it to adopt expansionary measures that can contribute to lowering the 
cost of financing for the government and companies with access to capital markets and to maintaining the stability 
of the financial system, without changing expectations about inflation.

Up until now, the bank has bought 2 trillion pesos of public debt in the secondary market, while it has prom-
ised to buy 10 trillion pesos worth of private debt from financial establishments with maturities between 1 and 3 
years (more than half of which has already been purchased). In a second intervention a week later, the Banco de la 
República reduced its interest rate from 4.25% to 3.75%. On Tuesday, April 14, it reduced the reserve requirement 
for financial deposits, releasing more than 9 trillion pesos into the financial system. Finally, on Thursday, April 30, 
it reduced its intervention interest rate to 3.25%. These measures have provided liquidity for the financial markets 
and have reduced the costs of government financing, which had become more expensive at the beginning of the 
pandemic.16

On the other hand, Colombia’s fiscal position has been less solid due to the constant increase in public spending 
associated with the guidelines set down by the national Constitution that has been in effect since 1991. While the 
fiscal deficit has remained stable at around 2.4% of GDP since the adoption of the fiscal rule in 2012, debt has in-
creased from 34% of GDP in that year to 49.8% in 2019, mainly because most of the debt is denominated in dollars 
and the country experienced a currency devaluation of more than 90% between 2012 and 2019. In the wake of the 
pandemic, the currency was devalued by an additional 20%, increasing the debt by 8 percentage points in relation 
to GDP.17

The drop in oil and coal prices will also affect the country’s fiscal deficit. Prices affect government revenue in three 
ways: tax revenue, dividend payments from the national oil company (Ecopetrol) and royalty payments. According 
to government estimates, for every dollar decline in the price of oil, tax revenues go down 400 billion pesos a year, 
of which 150 billion comes from taxes and 217 billion from dividend income.18 In this regard, Ecopetrol forecasts 

16 Just before the pandemic started, interest rates for bonds maturing in 2018 neared 5.6%. When the COVID-19 crisis reached Colombia, rates climbed over 3 
percentage points. The Central Bank’s interventions pushed their return to about 6.3%.
17 Foreign debt represents about 40% of central government debt. Thus, a 20% devaluation of the Colombian peso leads to an increase of 8 percentage 
points in the total value of debt.
18 Valencia, Zapata & Ramírez (2018)
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a decrease in revenue of 12.1 trillion pesos as a result of the fall in the price of oil and a reduction in production of 
35,000 barrels per day.19 As a proportion of annual GDP, this represents a drop of 1.2 percentage points.

Government tax revenues will also be reduced due to the stagnation caused by the pandemic. The DIAN, the 
agency in charge of tax collection, estimates this decline at 10%.20 Starting from an initial level of collection by the 
National Government of 15% of GDP in 2019, the fall in tax collections could represent 1.5 points of GDP, further 
reducing fiscal maneuvering room.

Taken together, these two decreases in government income would come to 2.7 percentage points of GDP. In 
terms of public spending, the programs announced by the government so far come to a total of 16.7 trillion pesos 
(the figures in Table 13 plus the 6 trillion price tag for payroll subsidies), equivalent to 1.7% of annual GDP. This 
would lead the fiscal deficit for 2020 to be around 6.8%. In this regard, the Fiscal Rule Committee announced a 
relaxation of the rule in the first week of May due to the current situation, allowing the deficit to reach 6.1% of GDP, 
taking into account the 5.5% decline in production estimated by the government. 

This situation presents us with a rather pessimistic scenario in regard to the possibility of new government trans-
fers being made due to an extension of the lockdown. What’s more, the programs already announced would ex-
ceed the deficit proposed by the fiscal rule and would not leave room for increasing the programs proposed in 
this document. According to the analysis presented above, an additional increase in public spending of about 860 
billion pesos per month (0.09% of annual GDP) would be required to deal with the effects of the current crisis for 
each month of lockdown in its current form (See Table 15).

Table 15. Monthly cost of protection programs, in millions of pesos

Item Monthly cost per program (millions of pesos)

Public health costs 60,000

Poverty mitigation costs at a rate of 160,000 pesos each for 5 million people that may fall 
into poverty (according to scenario C) 800,000

Monthly total in millions of pesos 860,000

Source: Own calculations.

The gradual recovery plan for the economy, which allows some sectors to the return to their activities, may reduce 
these direct costs of protecting formal employment. For example, Decree 593 of 2020 authorizes a return to work 
in Construction and Manufacturing in the last week of April. In these sectors, approximately 1 million formal-sector 
workers could return to work, which, at best, would reduce the cost of the formal employment protection measure 
by about 350 billion pesos per month starting from the last week of April.21

To finance the proposed programs, and given existing fiscal constraints, the National Government has chosen to 
resort to existing sources of savings (FONPET, which is a public pension fund, the FAE or Savings and Stabilization 
Fund and the FRECH, pursuant to Decree 444 of March 21, 2020) for a total of 14.8 trillion pesos, enough to finance 
spending programs in various scenarios. As a second measure, the Government decreed forced investment by the 
financial sector of 9 million pesos through so-called Solidarity Bonds (TDS). 

19 While tax income neared 16.1 trillion COP in 2019, Ecopetrol expects a cut to 4 trillion COP, assuming a Brent oil price per barrel of 35 USD and an average 
exchange rate of 3,900 COP per USD.
20 This number is aligned with the estimated elasticity of tax income with respect to GDP of 1.15, according to the Ministry of Finance and the more pessimistic 
outlooks on GDP growth.
21 Firms can only operate when they have met safety protocols, which may represent significant delays. Nonetheless, local goverments expect all construction 
firms to start operations within 3 weeks of the announcement.
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A third source of financing comes from borrowing from multilateral banks. On the one hand, the World Bank has 
already approved a loan of $250 million dollars, equivalent to 0.1% of GDP. On the other hand, a $11 billion dollar 
line of credit was renewed by the IMF, which has historically been used to maintain international reserves at levels 
that protect the country against external shocks. Its possible uses include payments on the foreign debt, which 
would free up the Government’s ability to borrow more. Altogether, this money would come to 45 trillion pesos, or 
about 4.5% of GDP. This debt, together with the items mentioned previously, would make 69 trillion pesos available 
to the Government to finance spending over the next 3 months. 

However, caution should be exercised with this strategy. The cost for the Government of the foreign debt has 
risen due to the impact of the epidemic, and despite the fact that the Central Bank’s policies have managed to 
reduce this cost somewhat, it continues to be much higher than it was before the pandemic began.22 Prospects 
becomes even more difficult considering that Fitch Ratings reduced their investment rating on April 1 from BBB 
down to BBB-, with a negative outlook. Although this increased cost of sovereign debt is widespread among all 
emerging countries, several of them have decided to take this path. For example, Mexico increased its debt by $6 
billion dollars, Peru by $3 billion and Paraguay by $1 billion. 

To finance public spending, the Government has also decreed a solidarity tax to be deducted from the salaries of 
public employees who earn more than 10 million pesos a month. With this, it hopes to collect 240 billion pesos. We 
believe that this initiative could be generalized to salaries of formal employees who continue to receive incomes 
above the cited amount, and even charge an extraordinary tax on liquid assets of more than 6,000 million pesos, 
which together might collect 10 billion pesos (1% of annual GDP). The Government also decreed a reassignment 
of 100 billion pesos from the Defense and Police budget to the Health budget. We hope that, if necessary, this re-
allocation could reach 10 trillion pesos, which would keep the Defense and Police budget above 2.3% of GDP, well 
above the allocation by other countries in the region. 

A final financing option for the Government is a direct loan of money from the Central Bank. This strategy is 
usually frowned upon by the markets because it threatens the independence of the Central Bank and can result 
in inflationary spirals that will do more damage in the long run. We have already seen its devastating effects in 
neighboring countries. But these are not normal times, there are deflationary risks and capital has fled to safer 
assets, making borrowing more expensive. Therefore, at this time, seigniorage becomes an option to consider as 
a resource of last resort. So far, the United Kingdom has been the only country to have used this strategy. For Co-
lombia to make this decision, it is important for more developed countries to resort to it, otherwise international 
markets may lose confidence in the monetary institutions. 

22 Before the pandemic, Colombia’s sovereign 10-year debt indexed in USD faced a 3% interest rate. By the start of the crisis, the rate doubled, but interven-
tions until May 6 decreased it to 4%.
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Final Discussion

The pandemic has created a formidable policy challenge to keep the economy afloat while lessening its effects 
on citizens’ health. Confinement was a necessary measure to slow the increase in the rate of infections, while pre-
paring the health infrastructure to face its effects on health. However, this should only be a temporary measure 
because it can have lasting effects on the economic structure with perverse long-term consequences. 

As long as the lockdown lasts, it will be necessary to make sufficient transfers to the households that are affected 
by the shutdown. It will also be necessary to support companies by means of credit guarantees and payroll subsi-
dies to avoid their demise and the consequent loss of jobs. At the same time, investment in health infrastructure 
and a testing program that allows for better management of the health crisis must continue to be maintained. 
However, the government will not be able to carry the economy on its shoulders for many more months, since 
excessive indebtedness will also have repercussions in the future. This is why it is necessary to loosen lockdown 
restrictions so that economic activity can be reactivated, but accompanied by the necessary measures to keep the 
pandemic under control. 
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