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Abstract
The coronavirus (COVID-19) pandemic is leading to economic disruptions, with the informal
sector in Pacific Commonwealth countries being particularly vulnerable. Informal employment
accounts for around half of the employment across many of these countries, and a major part of
the informal sector thrives on visiting tourists. COVID-19 has required necessary measures on
social distancing, translating to profound economic consequences in the short term that could be
much more severe in tourism-related sectors where workers risk being laid off.

This report summarises current policy responses and groups them into five key areas: health and
safety measures; welfare support; responses on taxes and fees; finance and credit measures; and
structural policies. It then proposes a simple COVID-19 Response for Informal Sector (CRIS)
Index that combines information on four indicators (breadth, access, cover and adequacy) for
each policy area, based on announced measures, as well as the existing scenario in country, allow-
ing for systematic comparisons across the countries. Finally, it recommends a combination of
short-term responses and medium- to long-term measures that are needed to support recovery for
informal enterprises and workers.

JEL Classifications: J46, O17, Z32
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1. Introduction

This report assesses the potential impact
of the COVID-19 pandemic on MSMEs in
Commonwealth Pacific: Fiji Islands, Kiribati,
Nauru, Papua New Guinea, Samoa, Solomon
Islands, Tonga, Tuvalu and Vanuatu, review-
ing current economic policy responses and
investigating if these responses are sufficient
to safeguard actors in the informal sector. The
analysis considers both the immediate short-
term emerging implications, as well as chal-
lenges for the medium- to long-term, when
recovery begins. Additionally, it draws focus to
the heterogeneity of impacts across sectors.

The coronavirus (COVID-19) pandemic
has led to large-scale disruptions around the
world. Most governments in the Pacific have
responded with public health measures to limit
the potential spread of the infection. Health
measures have often been accompanied with a
range of economic and financial responses in
the Pacific, to keep the economic fabric alive by
preserving jobs and businesses, with a notice-
able variation across countries. The combi-
nation of measures adopted has important
consequences for the severity of the economic
downturn.

With limited resources, the Micro, small
and medium-sized enterprises (MSMEs) in the

informal economy are particularly susceptible
to the disruptions. The effectiveness of the eco-
nomic interventions also remains uncertain for
these actors. Effective responses to COVID-19
to safeguard MSMEs and workers in the infor-
mal sector will require a mix of swift, context-
specific short-term measures implemented
with speed and flexibility and medium- to lon-
ger-term policies that focus on building resil-
ience and capabilities. The interventions need
to account for the sectors, composition, level
of informality, etc.; result from engagement
and consultation with stakeholders; and ensure
flexibility in monitoring the design and imple-
mentation of interventions.

The current economic policy responses in
the Pacific are presented in this report as the
‘COVID-19 Policy Response for Informal
Enterprises Monitor (CPRIM)’ and include a
subset of actions and measures that affect infor-
mal enterprises and workers, either directly or
indirectly, as of 15 May 2020. It does not aim
to provide a full picture of measures under-
taken, but provides a consolidated overview of
how Commonwealth countries in the Pacific!
are responding to the implications of COVID-
19 through: (i) health and safety measures;
(ii) welfare support in the form of grants and
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safety nets; (iii) finance and credit support for
firms; (iv) taxes and fees being waived; and (vi)
structural policies to encourage the adoption
of digital tools or information. The CPRIM can
be updated frequently as the response measures
continue to evolve.

A four-point diagnostic tool is used to
assess the breadth, access, short-term cover,
and medium- to longer-term effects across the
five areas. These four different indicators are
standardised across the five areas and com-
bined to yield a simple unweighted COVID-19
Response for Informal Sector (CRIS) Index that
allows for systematic comparisons across the
countries, helping narrow down both lessons

and gaps that can inform further policies (see
Box 1).2

The report is organised as follows: Section 2
reviews the broad structure of the infor-
mal economy in the Commonwealth Pacific
countries and then analyses the channels of
transmission of the COVID-19 global crisis;
Section 3 presents the methodology of the
report — developed especially to address the
question of adequate support for the infor-
mal sector; Section 4 outlines the economic
responses across countries, assessing the
potential effects and gaps for the enterprises
and workers; finally, Section 5 concludes by
outlining a list of recommendations.

2. COVID-19 and MSMEs in the Pacific’'s
informal economy

COVID-19 is creating hardships in Pacific
countries, especially for those in the informal
sector. This section begins by outlining styl-
ised facts about the structure of the informal
economy, with examples by country.® Next, it
discusses the unfolding impact and the trans-
mission channels through which the informal
enterprises and workers have been affected.

2.1 Informal economy in the Pacific

The informal economy comprises of 2 bil-
lion people worldwide (ILO monitor 2020).
According to the ILO definition, the com-
mon characteristics of informal enterprises
include the ease of entry, reliance on indige-
nous resources, family ownership, small-scaled
operations, labour intensive, adaptive technol-
ogy, and unregulated and competitive markets.
In the Pacific, informal employment accounts
for around half of the employment in Fiji,
Tonga and Vanuatu and more than 80 per cent
in Papua New Guinea and Solomon Islands.®
A major part of informal economic activity
thrives on visiting tourists, selling produce to
them, offering services like transport, etc.
According to a 2017 ILO report, Solomon
Islands has the highest proportion of workforce
(85%) in the informal sector, while Nauru has
the lowest (4.2%). However, in terms of absolute
numbers, Papua New Guinea, the most popu-
lated country in the Pacific (with 8.6 million

people), has the highest number of informal
workers (its informal rate of employment is 84
per cent). It was also the only country to adopt
legislation recognising the contribution of the
informal sector to employment growth, when it
adopted the Informal Sector Development and
Control Act in 2004.

An effective valuation of the informal
economy is problematic for Pacific countries.
However, there are some estimates. For exam-
ple, in Fiji, according to Asian Development
Bank (ADB) estimates® in 2011, the infor-
mal economy generated 15.4 per cent of gross
domestic product (GDP). Of this, 45 per cent
was in real estate and business services, 33 per
cent in agriculture, 31 per cent in wholesale and
retail trade, 26 per cent in manufacturing, and
29 per cent in personal and household services.

Women in Pacific countries are more likely
to be unemployed and seeking informal work.
Results from the 2016 Census of Population and
Housing in Tonga showed that women com-
prised 95 per cent of the approximately 5,000
people working in occupations related to hand-
icrafts.” In Fiji, a large number of the women
participating in the economy were inclined
towards low-paying informal sector jobs such
as agriculture, handicrafts, sales-related jobs
and tourism.® Women in the informal sector
in Solomon islands are actively involved in flo-
ral arts, cooking stalls, betel nut markets, fish
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and handicraft markets.® However, women’s
participation has also been largely restricted to
low-paid, low-status, unskilled jobs with aver-
age earnings close to half compared to average
male wages (JICA 2010). In Papua New Guinea,
most people are engaged in subsistence activi-
ties including agriculture, hunting and forestry
(71% of men; 81% of women), with women
concentrated in traditional activities involv-
ing food production, the sale of fresh produce,
betel nuts, fishery and bakery products (ILO
2017). Further, women in the informal econ-
omy have limited access to formal channels of
finance (ADB 2016).

2.2 The unfolding effects of COVID-19
for MSMEs

The spread of COVID-19 has required neces-
sary measures on social distancing, translat-
ing to profound economic consequences in the
short-term. These could be much more severe
in the medium- to long-term, depending criti-
cally on the current economic policy responses.
The effects for informal MSMEs are taking
place simultaneously through two direct trans-
mission channels: demand-side shocks and
supply-side effects (World Bank 2020).

First, consumers are demanding fewer goods
and spending is considerably reduced on ser-
vices such as travel, entertainment etc., directly

Figure 1. Mobility changes across Caribbean countries
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Figure 2. Share of jobs that can be done at home in the Pacific countries
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Source: Author's own, using data (as available for Pacific) from Dingel and Neiman (2020).

restrictions as soon as the health emergency
allows, promoting visa facilitation, and boost-
ing marketing and consumer confidence, in
order to accelerate recovery in the tourism sec-
tor (UNWTO 2020).

The two direct channels discussed above,
demand-side shocks and supply-side effects, are
creating liquidity problems, resulting in reduced
output, as well as worker layoffs. The issues
are exacerbated for informal MSMEs, which
are often outside the scope of formal banking
channels.

Informal enterprises will also face indirect
effects as a result of funding constraints and
credit conditions for formal firms along with
more medium- to longer-term effects from
uncertainties in relation to investments, innova-
tion and entrepreneurship. For example, there
has been a sudden rise of barter trades across
Fiji in response to sharp falls in employment
due to coronavirus.!! Most Pacific countries

will be directly affected by the sudden drop in
tourism.

Some affected firms and workers are adapt-
ing — switching to working from home, online
retail or home delivery. For firms to adapt
to these modes, there is the need for certain
organisational capacities, familiarity with digi-
tal platforms, sufficient infrastructure (such as
internet coverage) and also consumer demand
for the new methods. A recent World Bank
report (2020) suggests that the vulnerabil-
ity of informal firms to demand effects can be
assessed by estimating the share of businesses
that are most affected. The share of jobs that
can be done at home in Commonwealth Pacific
countries ranges from 20 to 25 per cent (Dingel
and Neiman 2020), suggesting that some parts
of the economy can continue to work during
periods of stringent social distancing. However,
the issues will be acute in the tourism-related
sectors where workers risk being laid off.

3. Methodology

A two-stage methodology was used to provide
an assessment of the potential impact of eco-
nomic measures and to investigate the extent to
which these will be sufficient to safeguard the
informal economy:

o first, a comprehensive review across vari-
ous policy trackers, government websites

and wider media outlets yielded five broad
response areas; and

« second, a diagnostic tool, assessing the poli-
cies and accounting for country-specific
circumstances, was constructed to examine
variation across countries.

These steps are outlined in turn below.!?
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3.1 Response areas

Using a scoping of the various types of eco-
nomic measures that countries all over the
world are putting in place, as well as emerging
and existing literature on responses to pandem-
ics more generally, we outline the following five
response areas:!'?

o Al. Health and safety: Measures aimed to
improve access to health, improved sanita-
tion, etc. that protect the well-being of indi-
viduals and workers.

o A2, Welfare: Measures to maintain employ-
ment levels and support temporarily unem-
ployed workers, such as cash transfers, fee
waivers, wage or employment support.

o A3. Finance and credit: Measures aimed
at facilitating access to credit and reducing
related costs, such as economic stimulus,
credit schemes, loan guarantees.

o A4. Taxes and fees: Measures aimed at
reducing or postponing indirect tax bur-
dens and fees for the informal sector -
either directly or indirectly - in relation to
VAT [value-added tax], mobile money, digi-
tal tools, utilities, etc.

o AS5. Structural policies: Measures aimed at
streamlining procedures providing support
for clarity in rules, developing skills, tele-
working/ digitalisation, innovation, train-
ing and redeployment etc.

These areas, Al to A5, will be the core of the
analysis and will be used to group proposed and
announced measures for each country.

3.2 Assessingimpact of COVID-19 on
informal MSMEs

It is currently unclear how the various poli-
cies and measures announced in the wake of
COVID-19 will impact the informal sector.
This paper proposes a diagnostic tool to inves-
tigate these measures, assessing four indicator
areas: breadth, access, short-term cover, and
medium- to long-term adequacy across the five
policy areas. By standardising the responses
across the indicators and response areas, an
unweighted index helps examine variation
across countries. The details of this tool are dis-
cussed below. (Also see Box 1).

i. Breadth
The breadth of the measures for the informal
sector is assessed in two steps: first, the general

availability to MSMEs is identified from the
policy announcement; second, the scope for
the informal sector is assessed based on the
wording of the announcement, as well as dis-
cussions in the media. The second step is a sub-
jective assessment that can be refined using an
expert panel or secondary review. Breadth is
the product of availability and scope and ranges
between [0, 1, 2] and is standardised within [0,
100] for the composite score.

ii. Access

Even when there is availability and scope for the
informal sector, access will vary across coun-
tries, especially as without employers, banks or
ID [identification] systems to share contacts, it
is difficult to reach citizens in need of assistance.
Access will therefore be dependent on the exist-
ing scenario in country. Access is measured for
each policy area, to assess the country scenario,
irrespective of a new measure, as follows:

Health and safety: Access for those in the infor-
mal sector is based on the share of out-of-pocket
spending on health by households (of total cur-
rent health expenditures). This measure cap-
tures weaknesses, strengths and areas that need
investment in a country, such as additional
health facilities, better health information sys-
tems or better trained human resources. Health
financing also serves as a proxy for access to
health facilities and progress towards universal
health coverage.

Welfare: Access to welfare measures is captured
using the Country Policy and Institutional
Assessment (CPIA) rating for policies on social
inclusion and equity (1: low to 6: high) - which
includes gender equality, equity of public
resource use, building human resources, social
protection and labour, and policies and institu-
tions for environmental sustainability.

Finance and credit: Access to finance and credit
support is based on the World Bank’s Depth
of credit information index — which measures
rules affecting the scope, accessibility and qual-
ity of credit information available through pub-
lic or private credit registries. The index ranges
from 0 to 8, with higher values indicating the
availability of more credit information, from
either a public registry or a private bureau, to
facilitate lending decisions.

Taxes and fees: As governments announce waiv-
ers of utility fees, a major share of the informal
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sector may lack access to such utilities. Access
to responses on taxes and fees for the informal
sector is based on a combined assessment using
two variables:

o First, access to electricity (as a percentage
of the population) - it being impossible to
operate a factory, run a shop, grow crops or
deliver goods to consumers without using
some form of energy. Using the broad indi-
cator of electricity access helps assess the
likely ease or complexity for informal enter-
prises and workers to make use of fee waiv-
ers on electricity.

o Second, account ownership at a financial
institution or with a mobile-money service
provider (as a percentage of the population
aged 15 years or more) captures the likely
extent to which the informal sector will be
accessing the waivers for mobile money and
general loans.

The average across the two variables gives a
good proxy for likely access for the informal
sector.

Structural policies: Some governments have
put in place measures to support innovative
practices such as new modes of finance, digital
ways of working, as well as promoting entre-
preneurialism for small and medium-sized
enterprises (SMEs) through structural policies
(OECD 2020). Where these measures are in
place, access may be complex for less developed
settings where internet coverage remains lim-
ited. Access to these policies is assessed using
individual use of the internet (as a percentage
of the population), where internet users are
individuals who have used the internet (from
any location) and the internet can be used via a
computer, mobile phone, personal digital assis-
tant, games machine, digital TV, etc.

iii. Cover

Additionally, during the immediate short-term,
there is an urgent need to adopt measures that
address liquidity challenges, reduce layofts, and
avoid firm closures and bankruptcies. Short-
term cover is measured as follows:

Health and safety: Short-term cover is assessed
by the level of current health expenditure (as
a percentage of GDP) that include healthcare
goods and services consumed. While this is a
general measure, it proxies for immediate gaps
by country.

Welfare: Assessed for short-term cover using
the measure of coverage of social protection and
labour programmes. This shows the percentage
of the population participating in social insur-
ance, the ‘social safety net, and unemployment
benefits and active labour market programmes.
Estimates include both direct and indirect ben-
eficiaries and therefore also provide a proxy for
informal sector actors.

Finance and credit: Governments have
announced fiscal support packages. Ensuring
liquidity support through direct credit lines or
guaranteed commercial loans in the short-term
is measured in terms of announced fiscal sup-
port (as a percentage of GDP) taken from Elgin
et al. (2020); Hale et al. (2020); and supple-
mented by public announcements.

Taxes and fees: Short-term cover of these mea-
sures is proxied using other taxes (as a percent-
age of revenue). These include employer payroll
or labour taxes, taxes on property, and taxes not
allocable to other categories (such as penalties
for late payment or non-payment of taxes) —
which are more likely to be affecting the infor-
mal sector, directly or indirectly. The extent to
which there is existing compliance to these will
provide an approximation of the relief available
for the informal enterprises.

Structural policies: Structural measures which
streamline and provide information about pro-
cedures and new ways of working will be criti-
cal. The short-term cover of such responses is
proxied using mobile coverage measured by
mobile cellular subscriptions (per 100 people),
which includes the number of post-paid sub-
scriptions and the number of active prepaid
accounts and applies to all mobile cellular sub-
scriptions that offer voice communications. It
excludes general internet subscriptions.

iv. Adequacy

Further, the recovery period will include chal-
lenges that firms will face once the epidemic is
contained and lockdowns are removed, allow-
ing businesses to reopen. The indicators there-
fore include an assessment of medium- to
long-term effects in terms of area-specific chal-
lenges for informal MSMEs. Medium- to long-
term adequacy is assessed as follows:

Health and safety: The medium- to long-term
effects are proxied by the Global Health Security
Index - an overall score as the weighted sum of
the following category scores: 1) prevention of
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the emergence or release of pathogens (16.3%);
2) early detection and reporting of epidemics
of potential international concern (19.2%); 3)
rapid response to and mitigation of the spread
of an epidemic (19.2%); 4) a sufficient and
robust health sector to treat the sick and pro-
tect health workers (16.7%); 5) commitments
to improving national capacity, financing and
adherence to norms (15.8%); and 6) the overall
risk environment and country vulnerability to
biological threats (12.8%).

Welfare: The potential medium -to long-term
effects are examined using the measure ade-
quacy of social protection and labour pro-
grammes. This is based on the total transfer
amount received by the population participat-
ing in social insurance, the ‘social safety net, and
unemployment benefits and active labour mar-
ket programmes as a share of their total welfare.
‘Welfare’ is defined as the total income or total
expenditure of beneficiary households. Again,
estimates include both direct and indirect ben-
eficiaries, and provide an approximate idea of
the longer-term scenario for the informal sector.

Finance and credit: The long-term likelihood of
recovering from depressed demand is proxied
by the COVID-19 Economic Stimulus Index
(CESI), which combines all adopted fiscal,
monetary and exchange rate measures (Elgin,
et al. 2020). This measure combines informa-
tion across the categories of fiscal policy, mon-
etary policy and balance of payment/exchange
rate policy, and provides a good proxy for
medium- to long-term implications.

Taxes and fees: The medium- to long-term
effects will be driven by the fiscal capacity of the
government. This is measured using the current

account balance of the government (as a per-
centage of GDP), that is the sum of net exports
of goods and services, net primary income, and
net secondary income. The measure provides
an indication of the country’s fiscal space and
therefore reflects the medium- to long-term
implications for adequate financial support to
firms, households and workers.

Structural policies: To enhance longer-term
resilience of SMEs and their potential for
growth after the crisis, it is important that
country responses to the pandemic include a
broader array of structural policies. Medium-
to longer-term measures should include train-
ings and investments in building capabilities.
This potential is captured using a country’s
research and development (R&D) expendi-
tures — the percentage of firms that spend on
R&D. Based on underlying data from World
Bank enterprise surveys, the universe of firms
includes both formal and informal firms and so
serves as an approximate measure for implica-
tions for the informal sector.

The four different indicators are combined
to yield a simple unweighted additive CRIS
index'* that allows for systematic comparisons
across the countries.!> CRIS can be denoted as
below:

n=4

CRIS = %2&

i=1

_ 1 >
Where x = o E x is the average for each of
i=1

the four indicators across the five policy areas,
such that x includes health and safety, welfare,
finance and credit, taxes and fees and structural
policies.

4. Assessing policy responses and measures

Responding to COVID-19, governments
adopted economic packages including fiscal,
monetary and financial policy measures, with
these targeting households, firms, health sys-
tems, etc. There is a significant variation in the
sets of responses across countries (Hale et. al.
2020), especially so for those measures that
may affect the informal sector, either directly or
indirectly.

4.1 Breadth

Using the framework as described above, the
policy responses across the Commonwealth
countries in the Pacific are classified under the
five policy response areas. This involved a care-
ful review of current economic policy responses
and measures. Annex Table A1 details the most
relevant measures that were identified - as of
15 May 2020.
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Figure 3. Policy responses across Pacific Commonwealth — availability
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Figure 3 depicts the number of coun-
tries that have implemented each of the five
types of responses. Eight out of the nine
Commonwealth countries in the Pacific have
announced or implemented welfare measures,
while five countries have responded with mea-
sures in relation to tax and fees. Few countries
have also put health and safety and/or finance
and credit measures in place. Structural poli-
cies appear most limited, as only three coun-
tries had covered this policy area. The assessed
scope for the informal sector for these measures
is also quite varied - and low among all coun-
tries. Availability is weighted by scope, to yield
breadth and is presented in Figure 4.

4.1.1 Health and safety measures

The UN Pacific Strategy (UNPS) (UN in the
Pacific 2017, p.13) identifies that the dominance

8
7
5 5
4A
3
) l
04

Healthand Welfare Financeand Taxes

Structural

credit and fees policies

of the informal and subsistence economy poses
a challenge to sustainable development due to
the vulnerability of informal subsistence work-
ers and the lack of formal social security sys-
tems for those engaged in these activities.

In response to COVID-19, governments
have implemented measures aimed at improv-
ing access to health, improved sanitation, etc.,
including social distancing, with the aim of
protecting the well-being of individuals.

Due to their lack of adequate health infra-
structure, the Pacificislands countries are receiv-
ing support from nearby high-income nations.
For instance, Australia has been providing
bilateral support for COVID-19 preparedness
and response to: Fiji (isolation infrastructure,
risk communication, personal protective equip-
ment [PPE] and medical equipment, IT sup-
port); Kiribati (PPE, medical equipment and
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consumables); Nauru (medical equipment
and consumables, testing); Papua New Guinea
(quarantine management, isolation and inten-
sive care units, laboratory support, risk com-
munication and community awareness, PPE,
medical equipment and technical assistance).!®

In Tuvalu, a public health emergency, which
was first declared on 20 March 2020, was
extended for six months on 26 March 2020.
In Papua New Guinea, containment measures
since early February have included a ban on
travellers, mandatory health declaration forms
for incoming travellers and enhanced screening
at designated ports of entry. It also extended the
state of emergency, which started on 24 March,
for a further two months.!”

4.1.2 Welfare

Various measures to maintain employment lev-
els and support for temporarily unemployed
workers, such as cash transfers, fee waivers,
and wage or employment support, have been
announced by most Pacific countries. Cash
transfers are the most used instrument in the
majority of Pacific countries.

Some examples include the Fijian parlia-
ment announcing that informal sector workers
who test positive for COVID-19 will be given
a one-off sum of 1,000 Fiji Islands dollars (F$).
Additionally, informal businesses in lockdown
areas will receive a one-off government relief
payment of F$150 if they hold a street trader
or hawker license.’® In Samoa, one measure
included a 300 tala or Samoan dollar (T) one-off
special pension to be added to the next monthly
pension of T145.1 Furthermore, the govern-
ment promised to carry over three months of
loan repayments for all small businesses under
its Government Guarantee Schemes, adminis-
tered by the Samoa Business Hub.?

In Solomon Islands, there will be an exemp-
tion of surcharges for employers. A sum of up
to 5,000 Solomon Islands dollars (SI$) will be
paid for workers under the age of 50 years who
are temporarily laid off or are unemployed.?! In
Kiribati, the government will develop a four-
month food buffer strategy. This will ensure
continuity of supply and, in terms of its imple-
mentation, public-private partnerships will be
explored.?

4.1.3 Finance and credit support

Seven countries have also implemented mea-
sures aimed at facilitating access to credit and

reducing related costs such as credit schemes
and loan guarantees. In Vanuatu, the govern-
ment announced a first-stage fiscal package
worth 4.4 billion vatu (Vt) (roughly 4.5 per
cent of GDP). It includes: deferred and can-
celled taxes, license fees and charges for busi-
nesses in 2020; backdating to the start of 2020
of some reductions resulting from forthcom-
ing business license reforms; the Employment
Stabilization Payment; SMEs (turnover of less
than 200 million Vt) to receive the value of their
business license fees; price-based subsidies, if
needed, to support producers of copra, kava
and cocoa; and support to the transport sec-
tor to facilitate farmers” access to major market
centres such as Port Vila and Luganville. The
government will also support jobs through the
Employment Stabilization Payment, which will
reimburse employers up to VT30,000 (US$243)
per month per employee on their payroll for
four months.??

In Tonga, the government announced an
Economic and Social Stimulus Package of 60
million paanga or Tongan dollars (T$) (5.3 per
cent of GDP) for the financial year 2020 on 2
April 2020. This package is intended to provide
short-term assistance to all affected sectors in
response to the COVID-19 pandemic. Over a
third of the funds will be directed to the health
sector, while the rest will support tourism,
transport, agriculture, education and security.
In Fiji, the government has allocated US$3 mil-
lion for unemployment benefit for the informal
sector. Furthermore, loan repayments have
been deferred for six months, including mort-
gages, personal loans and hire purchase for
those who have lost their jobs or are on reduced
pay. Banks will also waive all charges on mini-
mum balances for customers.?*

4.1.4 Taxes and fees

A common but critical economic response of
countries around the world has been associ-
ated with measures aimed at reducing or post-
poning indirect tax burdens and fees for the
informal sector - either directly or indirectly,
in relation to VAT, mobile money, digital tools,
utilities, etc. However, such measures are rare
in the Pacific area. Although they have been
announced in some cases, there is less clarity
about coverage for the informal sector.

In Samoa, the government has announced a
reduction in utility prices (electricity and water):
by 10 sene (or cents) on the price of electricity,
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of which the Ministry of Finance will cover 7
sene and the Electric Power Corporation will
to cover 3 sene for six months; and a 20 sene
reduction in water rates for six months, which
will be covered by the Ministry of Finance.? In
Vanuatu, the government announced support
to businesses by deferring a number of taxes
and charges. These include road tax, work per-
mit fees, business license fees, residence permit
charges and rent tax. Meanwhile, in Fiji, the
government promised no water supply discon-
nections until 31 December 2020. The Water
Authority of Fiji has also agreed to transport
water to any area impacted by cuts through July
2020 - at a cost of just over US$2 million.

4.1.5 Structural policies

At a time when firms are rushing to adapt
to new ways of operating, measures aimed
at streamlining bureaucratic procedures by
providing support for clarity of rules are of
great importance. While governments have
announced relief and recovery measures,
structural policies — which provide training,
resources, information etc. — are an equally
critical aspect (OECD 2020). For instance,
without awareness, the target populations may
not be able to benefit from schemes.?

There is some evidence of emerging mea-
sures to support innovative practices and
entrepreneurialism of MSMEs, but the inten-
sity of such measure is low. To enhance longer-
term resilience, it is important that country
responses to the pandemic include structural
policies. Increasingly, developed countries
are putting in place structural policies to help
SMEs adopt to new working modes and digi-
tal technologies to continue operations. These
policies aim to address urgent, short-term
challenges such as teleworking. Such direct
measures are quite rare in the Pacific area and
need to be taken in account going forward to
the recovery phase.

4.2 Access, cover and adequacy

This section presents an assessment of different
types of emerging policy responses on the infor-
mal sector. Responses are assessed to review if
they are sufficient to safeguard enterprises and
individuals in the informal economy. Given the
rapidly changing landscape, it is difficult to cap-
ture the likely impact of the policy responses.
Instead, the sets of measures are compared
for relative access, cover and adequacy for the
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informal sector across the countries - role of
health and safety measures in supporting well-
being, adequate welfare support, finance and
credit in maintaining liquidity, tax and util-
ity waivers in adjusting to price shocks and the
role for structural policies. The effects are also
reviewed by broad sectors, focusing on agri-
business, tourism and other services, especially
as the prevalence of small businesses differs
across these sectors. The underlying proxy mea-
sures of access, cover and adequacy are discussed
by each response area.

4.2.1 Well-being

Access: COVID-19 has drawn particular atten-
tion to availability and allocation of health sec-
tor financing, as responses to address gaps in
health and safety will affect both enterprises
and workers in the informal sector. Effects will
be both direct and indirect, as ill-health or poor
sanitation could result in economic losses from
closures, absenteeism, as well as affecting con-
sumer demand in the marketplace. The Pacific
countries have relatively low out-of-pocket
expenses (on health), but the situation varies.
Examining the levels of out-of-pocket expendi-
ture (Figure 5) highlights the variation in access
to health facilities — Fiji is the country with the
highest expense.

Cover: The short-term appropriateness of health
and safety responses is assessed using the coun-
try’s per capita health expenditure as a proxy
indicator — as shown in Figure 6. Health expen-
diture as a percentage of GDP in Pacific coun-
tries ranges from 2.5 to 17 per cent. In the short
term, the most critical issues concerning the
health of informal workers are around hygiene
and sanitation. Health guidelines are needed
for informal traders (WIEGO 2020) and should
be implemented swiftly if these workers are to
go back to work safely.

Adequacy: COVID-19 will also have important
long-term consequences, with effects on human
capital accumulation, and will require invest-
ments in strengthening healthcare capacities.
Examining the Global Health Security (GHS)
Index reveals low levels of long-term prepared-
ness in Pacific countries. Figure 7 reports the
GHS Index for 2019 by country, in comparison
with the world average. From a medium- to
long-term perspective, the economic shocks
and loss of employment may push informal
workers to work without adequate preventive
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Figure 5. Out-of-pocket expenditure (% of current health expenditure)
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Source: Author's own, using World Development Indicators data.

measures or appropriate protection (FAO
2020), thus exposing themselves and their fam-
ilies to long-term health and safety risks. These
long-term health risks may exacerbate their
expenses and have a catastrophic impact.

4.2.2 Adequate welfare support

Access: Aswelfare measuresarebeingannounced,
access may not be straightforward for the infor-
mal sector. The Country Policy and Institutional
Assessment (CPIA) rating for policies on social
inclusion in the Pacific is at an average rating of
3 (on a scale of 1 to 6), with countries such as
Papua New Guinea and Solomon Islands at the
lower end of equity in terms of social protection
and labour. This highlights the need for effec-
tive and targeted social safety nets that can be

Figure 6. Health expenditure in Pacific countries
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accessed by the poor and vulnerable, especially
in the informal sector.

Cover and adequacy: Measuring likely coverage
of welfare programmes - the percentage of the
population participating in social protection
and labour programmes - provides information
on short-term cover from such programmes.
A medium- to longer-term indicator could be
proxied by the adequacy of existing welfare
programmes in these countries, with this mea-
sured as the total transfer amount received by
all beneficiaries as a share of the total welfare
(income) of beneficiaries. Longer-term ade-
quacy will also depend on public works, etc.
Both the short-term and medium- to lon-
ger-term indicators are reported in Figure 8.
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Figure 7. Global Health Security Index for 2019 — Pacific countries
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Figure 8. Coverage and adequacy of social protection and labour programmes in the Pacific
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in social protection and labour programmes. Adequacy is measured as the total transfer amount received by the
population participating in social insurance, the 'social safety net’, and unemployment benefits and active labour
market programnmes as a share of their total welfare, defined as the total income or total expenditure of
beneficiary households.
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Coverage is low in Tonga and Solomon Islands;
adequacy of existing programmes also appears
to be low, at about 20 to 30 per cent compared
to an average of 80 per cent in more advanced
economies. This figure is extremely low in
Papua New Guinea.

4.2.3 Maintaining liquidity for firms

Access: The World Bank Credit information
index, which measures the accessibility and
quality of credit information (the range is from
0 to 8) suggests differences across countries.
While this information is lacking for countries
such as Kiribati and Nauru, the core for the
region is closer to the world average. The target-
ing of liquidity measures will be key to reach-
ing out to informal sector enterprises, as their
information may not be easily available.

Cover: Examining the size of fiscal support
gives a picture of potential liquidity available
in the short-term. Examining information on
announced fiscal policy stimulus (percentage
of GDP) across countries, as of 15 May, 2020,
reveals substantial differences. Most countries
have announced fiscal stimulus measures rang-
ing from 2 to 4 per cent of GDP. However, these
measures have only a temporary effect in terms
of easing pressures on SMEs; they do little to
build long-term sustainability.

The crisis will be forcing a fundamental
rethinking of business and operating models,
which will transform small business sectors for
years to come. In general, there is a large variety
in financial support available to MSMEs; how-
ever, this support is used differently depending
on the firms’ size, formality, time in business,
and skills/network of entrepreneurs. For exam-
ple, there are special SME funds, microfinance,
grant schemes, asset-based finance, trade
finance and venture capital funds. The conclu-
sion from the literature is that MSMEs in the
informal economy rely mostly on traditional
loans, with these mainly from microfinance
or community-based finance groups.?”” Other
financial interventions mostly target special
groups of high-potential entrepreneurs (e.g.
start-ups) in the formal economy (see, for
example, Fox and Kaul 2017; Datta et al. 2018).

In the Pacific countries, states’ governments
already acutely recognise the importance of
social capital in the delivery of financial and
non-financial small business support schemes,
through solidarity groups within the communi-
ties. These groups are seen as a valuable asset to

reach out to remote or indigenous communities
for business learning, the generation of business
ideas, the identification of needs and the devel-
opment of micro finance institutions at the
village level (Tuibeqa 2015). As such, microfi-
nance services in the Pacific region already use
social capital to extend their microfinance out-
reach and to build new village-based microfi-
nance institutions. Building on that experience,
COVID-19 related interventions should make
use of the same channels to reach MSMEs and
increase impact.

Interventions that aim to increase the liquid-
ity of MSMEs in the informal sector in the
short-term should be channelled through
community-based financial institutions, and
microfinance institutions should be consid-
ered essential services during the crisis. Beyond
emergency liquidity, these institutions should
directly support debt waivers, lower interest
rates and moratoriums on debt repayment for
MSMEs. However, they need support from
their lenders (e.g. banks or investors) and in
terms of regulations.

One of the problems is that a moratorium
on debt repayments during the COVID-19
crisis is not mandatory and does not automati-
cally apply for debt repayments by microfi-
nance institutes to banks.”® When banks or
private investors still demand repayments from
microfinance institutions, in turn, they can-
not implement the moratorium or interest rate
reductions to their clients, at least not for an
extensive period of time. Furthermore, during
the moratorium, the interest payment often
accumulates. This makes it harder for MSMEs
in the informal sector that pay higher interest
rates and have to pay more in total interest over
the longer period of time of their debt. Debt
waivers will also fail for informal MSMEs if
this group is not explicitly targeted with such
policies. Policies are often vague on how the
strategy can target debt waivers for enterprises
in the informal economy, reducing its effective-
ness for the majority of businesses.

Adequacy: In a prolonged crisis, there may be
a need for (conditional) grants and soft loans
to rebuild working capital, assets and the like
in the informal sector (World Bank 2020).
Governments play a crucial role in providing
emergency loans to SMEs, with flexible repay-
ments, even on existing loans, often guaranteed
through public funds. However, such mecha-
nisms do not necessarily or automatically
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reach MSMEs in the informal sector. This
is only possible through targeted policies to
informal sector actors, along with consulta-
tion and co-ordination with representatives of
informal sector associations and community
self-organisation groups. Furthermore, liquid-
ity through the availability of cheap new loans
is only relevant for MSMEs that have less of a
debt burden.

To structurally increase liquidity for MSMEs
in the Pacific, extended microfinance systems
that include other services, like insurance,
technical assistance and business trainings are
strongly required. The literature is clear that
combining access to finance interventions with
advisory services, technical assistance and
business trainings tends to have a more posi-
tive effect on firms (in terms of productivity,
upscaling, even employment effects) than just
financial support.? However, research in the
Pacific region shows that there is a significant
lack of access to business advisory services and
capital for MSMEs. This is due to them being
unaware of opportunities and the existence of
small business advisory and microfinance ser-
vices (Nair and Chelliah 2012; Nand 2014).

Currently, most combined interventions for
enterprises are tailor-made and include larger
amounts of finance. This increases the risk for
the lender and therefore excludes micro- and
small enterprises in the informal economy,
focusing instead on high potentials in the for-
mal economy. One way to increase incentives
to lend to MSME:s is through credit/loan guar-
antee funds. The literature is clear that such
guarantees are indeed making loans to MSMEs
less risky, enabling banks to reduce collateral
requirements or extend loan durations. These
are also able to target special sectors if more
attention is needed there (e.g. in tourism, agri-
culture). However, such guarantee funds do
not necessarily include all MSMEs and neither
reduce interest rates nor fees, with the result that
micro- and small enterprises that face struc-
tural barriers are still excluded (Saadani 2011).
Most finance institutions that are participat-
ing in loan guarantee schemes merely provide
‘comfort, with no changes in loan procedures.
This is important, as it will not change the atti-
tude and procedures for MSME:s to access guar-
anteed loans (Hansen et al. 2014).

Finally, in the long term it is also important
that MSME debtors can rely on an insolvency
framework that suits them. They are often treated
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differently because MSME debtors tend to lack
good records and reliable financial information.
They are also usually financed with a mixture of
corporate debt and personal debt and are often
informal entities. Insolvency frameworks do
not permit or incentivise financing after formal
insolvency proceedings are filed, even though
such financing will be vital to the MSME’s sur-
vival. MSME:s are specifically vulnerable to this
risk, as they will not be offered a restructuring or
reorganisation process (by virtue of their size).
Even then, MSME:s often lack the resources to
cover the costs and fees for a formal insolvency
procedure. With an insolvency system that is
not working for them, insolvent MSMEs are
most likely to go in liquidation.*

4.2.4 Adjusting to price shocks and supply
chain disruptions

Access: Adjusting to price shocks will be con-
tingent on measures aimed at reducing or post-
poning indirect tax burdens and fees for the
informal sector - either directly or indirectly,
in relation to VAT, mobile money, digital tools,
utilities, etc. Figure 9 reports the percentage
revenue from other taxes, which highlights the
very low extent to which there is existing cover.

Cover: Value chain disruptions, like abrupt
changes in demand, input supplies and prices,
have huge impacts on MSMEs in the informal
sector, as they rely on day-to-day sales for sur-
vival. During the crisis, to avoid insolvencies,
MSME:s in the informal sector will increasingly
rely on short-term measures that lower utility
and operational costs (e.g. subsidies, temporary
fee reductions). Temporary exemptions from
tax payments may also be offered; however, this
measure is mostly addressed to the formal sec-
tor. Informal sector enterprises pay taxes in the
form of fees, such as daily market fees to local
authorities, whether or not they are registered.
The most effective tax incentive for MSMEs
in the informal sector, therefore, is to reduce
such fees.

Expanding business linkages is possible in
times of limited mobility during COVID-19.
For example, facilitating the way in which large,
formal businesses work with small, informal
business as their outlets and for the distribution
of essential goods to people’s doorsteps. With
COVID-19, when crowds are forbidden, this
can ensure that business continues in new ways,
especially with area-based outlets (ILO 2020b).
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Figure 9. Other taxes in the Pacific
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Furthermore, economic stimulus packages
should be directed to improve informal econ-
omy working spaces and infrastructure - such
as markets and communal workshops - in such
a way that they promote social distancing, so
they can become operational in the short term,
even during the current crisis. Public spending
can also be directed to investments in roads and
electricity supplies in the areas where MSMEs in
the informal sector operate, in order to reduce
their costs in the longer term and improve their
connections to mobile solutions.

Trainings and technical assistance during
sustained lockdown, because of the need for
reduced interactions between large groups,
are of specific concern during COVID-19.
Technology can provide a solution for e-train-
ing but could be less effective for MSMEs in the
informal sector. Micro and small entrepreneurs
that make use of digital financial systems in

Figure 10. Fiscal balance in the Pacific countries
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the value chain can, for example, benefit from
direct payments, transparent confirmation of
payments, and can reduce security risks, as they
are not carrying large amounts of cash around.
This could also increase productivity, as pay-
ments go directly to the entrepreneur’s mobile
wallet, and increase efficiency, as they do not
need to travel to collect or disburse cash.

Adequacy: Long-term effects can be assessed
using a country’s fiscal balance, as reported in
Figure 10. A country in the region with a rate
of inflation below the world inflation threshold
and a primary balance greater than its corre-
sponding threshold is considered to have ade-
quate fiscal and monetary space. Otherwise, the
country may not have monetary space or fiscal
space (or both).
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to enable operators in the informal sector to
strengthen their businesses and shift their busi-
ness activities to other sectors, or to provide
goods or services that are in demand, as a way
to seize new opportunities that may arise in the
market as a result of the crisis. This may require
upskilling and reskilling, including remotely
and online, and access to knowledge and tech-
nologies, as well as fostering linkages between
larger formal and informal businesses. Non-
financial enterprise interventions are costly and
need selection processes to find the best suited
firms. This often reduces the chances of MSMEs
in the informal sector from being able to access
such interventions.

Evidence from developing countries also
shows that interventions that support very
isolated or internalised larger production
structures are less likely to create forward and
backward linkages, meaning that MSMEs will
only receive limited benefits (Quak and Flynn
2019). With the right incentives, along with
support and interventions targeted around
localised MSMEs, forward and backward link-
ages can be built (e.g. tourism). Such linkages
can be built with informal MSMEs and could
create semi-informal market relations.

There is some positive evidence on interven-
tions by governments to increase wages and
incomes through chain interventions, such
as joint interventions with the private sector
where the government provides policy, legal,
infrastructure and/or financial resources (such
as tax incentives, land and grants), creating an
enabling environment that is more conducive
to promoting activities in a chain or sector. The
voluntary nature of such programmes is often

Figure 11. Mobile coverage across Pacific countries
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mentioned as an important way to engage with
private sector actors to push for change; yet for
others this shows a lack of structural change or
enforcement.

Finally, if any non-financial interventions,
sector-specific policies or stimulus packages in
value chains are to work for the informal sector,
it is important that informal economy associa-
tions and member-based organisations play a
key role in the design and deployment of these
strategies to ensure they are fit for purpose.

4.2.5 Role for structural policies

Access: In the short term, information for adapt-
ing, identifying and learning about unknown
elements is required as quickly as such elements
appear. In order to enhance access to social
protection and welfare support, for example,
it is essential to improve access, simplify pro-
cedures and simplify associated contribution
payment mechanisms. Ease of access to mea-
sures that simplify procedures or provide infor-
mation for adapting to new ways of working is
assessed using individual use of the internet (as
a percentage of the population), as with lock-
down measures, the internet would serve as a
key source of information. This statistic reveals
quite varied levels across Pacific countries -
Kiribati, Papua New Guinea and Solomon
Island have only about 15 per cent access.

Cover: To proxy for the short-term cover from
such measures, the depth of mobile coverage
will be important, as mobile subscriptions cover
both formal and informal sector. Figure 11
reports mobile coverage for Pacific countries.
It reveals good short-term cover, as individuals
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Source: Author's own using World Development Indicators data.
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in these countries will be able to make use of
mobile-based information dissemination.

Research shows that MSMEs increasingly
make use of mobile solutions, like mobile money
and digital information services; this is also the
case in the informal economy. In the context of
the Pacific region, several studies have empha-
sised the potential of, for example, mobile-
money services as these could alleviate the
impact of structural impediments and persistent
challenges, such as geographic remoteness and
dispersion, small-scale, limited infrastructure,
and fragile correspondent banking relationships.

Mobile money is a cheap and accessible
channel for business transactions to consumers
(both in-store and remotely) and for making
payments to suppliers or employees;*! for gov-
ernment payments and for receiving govern-
ment subsidies; and to access credit. All this is
important to cope and adapt to the COVID-19
containment measures.

However, it should not be overlooked that cash
transactions still remain important for MSMEs
in the informal economy. Also, cultural and
social relations remain important in communi-
ties. Therefore, community-based finance groups
(e.g. local savings and loan groups) should not
be overlooked within a mobile-money approach.
Mobile solutions in finance should complement
existing efforts to promote financial inclusion
(Davidovic et al. 2019). Neglecting an under-
standing of the social relations within communi-
ties is likely to make the attainment of financial
inclusion far more challenging.

In the crisis, interventions to lower or waive
mobile service fees could have an impact on

MSMEs that are searching for m-solutions.
Digital technologies can simplify the loan appli-
cation process and provide alternative methods
and data to facilitate and expedite credit deci-
sions by state development banks. Partnerships
between banks and mobile network operators
should be promoted to provide such loans to
subscribers. Financial institutions could also
leverage online platforms for reverse-factoring
transactions that ease supply-chain financing
for MSMEs and shorten the maturity of the
payments involved (World Bank 2020).

Adequacy: Medium- to long-term digital trans-
formation objectives should help ensure that
enterprises can bounce back strongly: solutions
that negate the need for large upfront capital
outlays and that can be easily implemented
will ease the adoption of new technologies for
SME:s. The cloud removes many of the obstacles
to digital transformation. While research and
development (R&D) serves as a good measure,
this information is rarely available for Pacific
countries.

4.3 Overall assessment

Finally, these measures yield the composite
CRIS Index (0-100), developed to capture the
variety in policy responses, including breadth,
access, short-term, and medium- to longer-
term effects across the five areas, from the per-
spective of the informal sector. See Figure 12.
Table 1 provides summary statistics across the
indicators and areas.®

To examine the underlying indicators fur-
ther, Figure 13 reports the relationship between

Figure 12. COVID-19 Response for Informal Sector (CRIS) Index
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Table 1. Summary statistics

Area Mean Median SD Min Max
Health and safety

Overall score 37.9 42.4 7.5 28.4 47.1
Breadth 27.8 50.0 26.4 0.0 50.0
Access 93.0 91.0 5.6 84.4 99.9
Cover 7.1 53 49 2.5 17.1
Adequacy 23.7 25.1 3.1 19.2 27.8
Welfare

Overall score 28.2 27.6 9.7 16.3 45.0
Breadth 44.4 50.0 30.0 0.0 100.0
Access 41.4 41.4 7.5 32.0 58.0
Cover 9.9 9.9 9.9 1.3 33.6
Adequacy 17.1 17.1 9.1 0.5 29.1
Finance and credit

Overall score 27.9 24.9 111 12.5 43.0
Breadth 44.4 50 30.0 0.0 100.0
Access 18.1 0.0 27.3 0.0 62.5
Cover 35 3.0 3.1 0.0 8.7
Adequacy 455 46.4 53 37.1 52.5
Tax and fees

Overall score 32.0 30.9 7.9 19.7 47.9
Breadth 33.3 50.0 35.4 0.0 100.0
Access 85.4 96.8 19.3 54.4 100.0
Cover 0.4 0.3 0.5 0.0 1.5
Adequacy 8.9 6.7 15.4 -8.5 38.0
Structural policies

Overall score 24.0 22.6 122 9.6 43.0
Breadth 16.7 0.0 25.0 0.0 50.0
Access 32.7 33.6 17.7 11.2 57.0
Cover 259 22.6 15.5 5.6 512
Adeqguacy 20.8 20.8 0.4 20.0 21.5

Note: Mean, SD = Standard deviation, Min = minimum, Max = maximum.

Figure 13. Average breadth and access for informal sectors in Commonwealth Pacific countries
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Figure 14. Average cover and adequacy in Commonwealth Pacific
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average assessed breadth and access across the
five key areas. It is notable that most countries
have some scope for the informal sector (this
ranges from a low of 10 per cent in Kiribati to
60 per cent in Fiji and Tonga). Further, thereisa
positive but weak correlation between breadth
and access for informal sector.

Figure 14 depicts the correlation between
average short-term cover and medium- to lon-
ger-term adequacy of the responses. On aver-
age, cover and adequacy across the five areas
appear low at approximately 8 to 23 per cent.
Countries in quadrant I (Kiribati, Papua New
Guinea) are the ones with lower than average
short-term cover, but higher medium- to long-
term adequacy; those in quadrant II (Tuvalu)
score higher both in terms of the short-term and
medium- to longer-term measures; Solomon

Islands in quadrant III scores low on both
measures; finally, quadrant IV countries (Fiji,
Samoa, etc.) fare well in terms of short-term
cover, but score lower than the regional average
on the medium- to longer-term effects.

To examine the underlying indicators fur-
ther, Figure 15 reports the correlation between
the CRIS Index and the Global Health Security
Index. As of 15 May 2020, none of the Pacific
countries scored high on the composite CRIS
measure — nor on the Global Health Security
Index. Countries such as Tonga and Fiji scored
relatively higher on the CRIS Index, but their
Global Health Security Index was at the lower
end. There is a need to strengthen health and
safety preparedness as an important compo-
nent of economic policy responses across all
Pacific countries.

Figure 15. CRIS Index and the Global Health Security Index
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5. Recommendations

This report outlines six recommendations on
how governments can intervene to preserve the
informal sector and prevent mass unemploy-
ment post COVID-19.

Strengthen health and sanitation for the
informal sector with capacity building

o The current health crisis places an empha-
sis on the need to strengthen public health
capabilities. For the informal sector, clean
water supplies and distribution of protec-
tive materials such as masks and gloves will
need renewed focus, in particular when the
tourism sector reopens.

o Fiscal policy should redirect government
expenditure to increase these capacities in
the health system, to provide adequate and
affordable medical supplies and sanitation
in the immediate period.

o Longer-term strengthening of health infra-
structure will be important for medium- to
long-term capacity, so informal MSMEs’
services to tourists can take place safely.

Targeted fiscal measures and income
supportin the short term

Income support should be provided to the most
vulnerable in the informal sector — especially
those in sectors where containment measures
prevent people from working, such as the tour-
ism sector in the Pacific. Immediate responses
in the informal sector should target cash trans-
fers; short-term subsidised food, electricity and
other basic services; and a temporary freeze on
loans, etc. Countries such as Kiribati, Tuvalu and
Nauru need these measures to be fast-tracked.
Fiscal authorities in Pacific countries should
also assist affected firms and sectors of produc-
tion through tax relief, temporary credit lines
(at favourable rates of interest and repayment
terms), and by providing delays on debt repay-
ments (Loayza and Pennings 2020). These can be
targeted to specific sectors that are worst hit by
the crisis - through development banks, microfi-
nance and community-led finance groups.

Wider supply-side measures to support the
informal sector

o Targeted loans for the informal sector
can sustain them through the collapse in
demand.

o MSMEs in the informal sector can most
effectively be supported with short-term
measures that lower utility and operational
costs (e.g. subsidies on rent, electricity fee
reductions, etc.). Local taxes in the form
of fees, such as daily market fees to local
authorities, should be frozen or reduced for
informal firms.

« Stimulus packages should include informal
economy working spaces and infrastruc-
ture, directed to the worst hit sectors, such
as in tourism. This should become more
structural investments in the longer term.

« Business linkages between MSMEs and
large, formal businesses should be facilitated
within the local context around informal
business outlets and distribution channels.
This will facilitate business continuity in the
short term and create market opportunities
through such networks for the medium and
longer term.

Innovative digital solutions to support the
informal sector

Digital technologies can provide a solution for
the disbursement and expansion of social assis-
tance to individuals, households and businesses
in the informal sector using registered mobile-
money accounts. However, although mobile
money is becoming more important in the
Pacific - in terms of doing business in the infor-
mal economy, accessing financial services and
receiving social protection payments — the cash
economy remains important for large parts of
the informal sector. Other mobile solutions can
be promoted, such as e-health or e-learning
tools. The report suggests additional support
for Kiribati, Papua New Guinea, Samoa and
Solomon Islands.

Investing in medium- to long-term
resilience

o Medium- to long-term measures should
be focused on supporting recovery to pre-
crisis production and employment levels.
Targeting swift and comprehensive mea-
sures today will support this recovery.
Policy-makers will have to monitor the situ-
ation and be innovative in responding to
gaps in their measures.
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o Enterprise interventions that combine
financial and non-financial (e.g. trainings,
mentoring, networking) support generate
better outcomes, but should become more
tailor-made and include larger amounts
of finance for MSMEs. The best way to do
this is via a sector or value-chain approach
that includes industry-specific networking,
regulations, standards, innovation and lead
firm-SME linkage programmes.

o Governments and employers’ organisations
should strengthen business development
services to enable operators in the informal
sector to shift their business activities to
sectors or products and services with better
opportunities.

o Short-term interventions that target
MSMEs in the informal sector can be linked
with longer-term resilience programmes,
for example, by making cash transfers

conditional, or linking emergency finance
measures with non-financial support pro-
grammes, or through structural invest-
ments in value chains or sectors.

Foster wide-reaching collaborations that
include associations and communities

Closer collaborations are recommended
between banks and investors and microfinance
institutions, informal sector representatives
from associations and community self-organ-
isations (self-help groups), and also from com-
munities in remote islands, to help in decisions
on what interventions could work better to sup-
port local MSMEs during the crisis. To stimu-
late short-term and medium- to longer-term
linkages between informal and formal enter-
prises, closer partnerships need to be fostered
between sector-specific employer organisations
(e.g. tourism) and SME representatives.
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Annex

Box Al. Notesfor COVID-19 Response for Informal Sector (CRIS) Index

BREADTH Breadth = Availability*Scope
Availability: General availability for MSMEs for each area, identified from the CPRIM [0 or 1]

Scope: for the informal sector based on the wording of the announcement, as well as
discussions in the media [0,1,2]
Source: COVID-19 Policy Response for Informal Enterprise Monitor (CPRIM)

ACCESS » Health and safety: Share of out-of-pocket spending on health by households

« Welfare: Country Policy and Institutional Assessment (CPIA) rating for policies for social
inclusion and equity —gender equality, equity of public resource use, building human
resources, social protection and labour, and policies and institutions for sustainability

» Finance and credit: Credit information index affecting the scope, accessibility and quality
of credit information

- Taxes and fees: Access to electricity (% of population) and account at a financial
institution or with a mobile money-service provider (% of population, 15 years or over)

« Structural policies: Individual use of internet (% of population)

Source: World Development Indicators

COVER - Health and safety: Current health expenditure (% of gross domestic product [GDP])

« Welfare: Based on coverage (both direct and indirect beneficiaries) of social protection
and labour programmes (% of population), which provides approximate measures of
social protection systems' performance for the country, based on nationally
representative household surveys

« Finance and credit: Liquidity support, based on announced fiscal support (% of GDP)

- Taxes and fees: Cover from indirect tax or fee exemptions, based on other taxes (as %
of revenue), including employer payroll or labour taxes, taxes on property, and taxes not
allocable to other categories, such as penalties for late payment or non-payment of
taxes

 Structural policies: Mobile coverage, based on mobile cellular subscriptions (per 100
people)

Sources: World Development Indicators; ASPIRE: The Atlas of Social Protection —
Indicators of Resilience and Equity, The World Bank; Elgin et al. (2020); Hale et al.
(2020) - supplemented by announcements; International Telecommunication Union

ADEQUACY - Health and safety: Medium- to long-term effects based on the Global Health Security

Index

» Welfare: Based on adequacy (both direct and indirect beneficiaries) of social protection
and labour programmes (% of total welfare of beneficiary households) that provides
approximate measures of social protection systems' performance for the country,
based on nationally representative household surveys

» Finance and credit: Medium- to long-term likelihood of recovering from depressed
demand, based on the COVID-19 Economic Stimulus Index (CESI)

« Taxes and fees: Fiscal space using current account balance of the government (% of
GDP)

« Structural policies: Research and development focus of firms — R&D (% of firms)

Sources: World Development Indicators; ASPIRE: The Atlas of Social Protection —
Indicators of Resilience and Equity, The World Bank; Elgin et al. (2020)

The four different indicators are combined to yield a simple unweighted index, CRIS, that can be denoted as
below:

i=1

_ - 1 4
Where X; is the simple average across four indicators for each policy area (i) and can be written as: X; = FZ 71)/.
yis a vector that includes breadth, access, cover and adequacy. =
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Table A4. COVID-19 Response for Informal Sector (CRIS) Index—PCA

An Assessment of the Impact of COVID-19 Responses on MSMEs in the Informal Sector

Health and Safety
Component
Component 1
Component 2
Component 3
Component 4
Variable
Breadth
Access
Short-Term
Long-Term
Welfare
Component
Component 1
Component 2
Component 3
Component 4
Variable
Breadth
Access
Short-Term
Long-Term

Finance and Credit

Component
Component 1
Component 2
Component 3
Component 4
Variable
Breadth
Access
Short-Term
Long-Term
Tax and Credits
Component
Component 1
Component 2
Component 3
Component 4
Variable
Breadth
Access
Short-Term
Long-Term

Structural Measures

Component
Component 1
Component 2
Component 3
Component 4
Variable
Breadth
Access
Short-Term
Long-Term

Eigenvalue

1.59

1.10

0.84

0.47
Component 1
-0.37

0.67

0.47
-0.44

Eigenvalue
2.02
0.90
0.65
0.42
Component 1
0.52
0.56
0.56
0.33

Eigenvalue
1.27
1.03
0.99
0.71
Component 1
0.64
-0.27
0.72
-0.05

Eigenvalue
1.80
1.15
0.58
0.47
Component 1
0.62
0.08
0.53
-0.57

Eigenvalue
1.96
1.02
0.69
0.33
Component 1
0.48
0.61
0.61
0.16

Difference
0.49
0.26
0.37
Component 2
0.76
-0.05
0.05
-0.65

Difference
1.11
0.25
0.23
Component 2
-0.04
-0.38
-0.12
0.92

Difference
0.24
0.04
0.28
Component 2
0.36
0.79
-0.06
-0.49

Difference

0.64

0.57

0.12
Component 2
-0.15

0.85

0.40

0.32

Difference
0.93
0.33
0.36
Component 2
-0.25
0.14
-0.18
0.94

Proportion
0.40
0.27
0.21
0.12
Component 3
0.24
-0.25
0.87
0.35

Proportion
0.50
0.23
0.16
0.11
Component 3
0.81
-0.14
-0.56
-0.10

Proportion
0.32
0.26
0.25
0.18
Component 3
0.27
0.42
-0.02
0.87

Proportion

0.45

0.29

0.15

0.12
Component 3
-0.01
-0.52

0.67

0.54

Proportion
0.49
0.26
0.17
0.08
Component 3
0.83
-0.41
-0.30
0.22

Cumulative
0.40
0.67
0.88
1.00
Component 4
0.49
0.70
-0.14
0.51

Cumulative

0.50

0.73

0.89

1.00
Component 4
-0.27

0.72
-0.60

0.21

Cumulative

0.32

0.57

0.82

1.00
Component 4
-0.62

0.36

0.69

0.03

Cumulative
0.45
0.74
0.88
1.00
Component 4
0.77
0.10
-0.34
0.53

Cumulative

0.49

0.74

0.92

1.00
Component 4
-0.13
-0.67

0.71

0.20
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Figure Al. Correlation between unweighted CRIS and CRIS using PCA
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Note: CRIS unweighted (x-axis) and CRIS with PCA (Y-axis). We find a highly significant correlation between the
twoat0.82.
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