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Latam Daily: Chile/Colombia Jobs; Mexico
Inflation & Finances; Peru Unveils Budget

e Chile: Labour market narrows employment gap vs. pre-pandemic

e Colombia: Employment shows strongest monthly rebound since
September 2020; closing gaps vs. pre-pandemic

e Mexico: Quarterly Inflation Report highlights stronger growth; fiscal
accounts show improvement over 2021

e Peru: Government unveils a “steady as she goes” budget

CHILE: LABOUR MARKET CREATED 108 THOUSAND JOBS IN JULY,
NARROWING THE EMPLOYMENT GAP COMPARED TO PRE-PANDEMIC

On Tuesday, August 31st, Chile’s statistical agency, INE, released the
country’s updated unemployment rate, showing a drop to 8.9% in the
quarter ended in July (Bloomberg: 9.2%), as workers returned energetically
to the labor market, especially informal workers (chart 1). The drop compared
to the previous month reflects a higher growth in employment (1.3%) in relation to
that observed in the workforce (0.7%). Employment grew again (+108 thousand),
after four consecutive months of falls or null variations. However, the figures show
that most of the new jobs are informal (104 thousand) while only four thousand of
them correspond to formal jobs. Nonetheless, the increase in employment was the
largest since December 2020 (chart 2). It should be remembered that, with the
extension of the Universal Emergency Family Income (IFE) until the end of the
year, the Government proposed the creation of 500,000 new formal jobs during
the remainder of the year.

July’s figures narrow the employment gap against pre-pandemic levels, as
these dropped to 914 thousand jobs, of which 476 thousand are formal jobs (52%
of the total) and 439 thousand are informal. We believe that a part of the remaining
gap will begin to recover (mainly in informal ones), given the fewer restrictions
imposed by authorities in recent weeks, due to the drop in COVID-19 cases.
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On the other hand, fiscal spending had a new record expansion last month, anticipating strong economic growth for July.
According to figures from the Budget Office, total spending expanded 59.7% yly in real terms in July, its highest increase so far
this year, highlighting the growth of current spending (+65.7% y/y) which was partly explained by the implementation of the IFE
Universal. All in all, we expect July’s economic activity index (Imacec) to grow 17% y/y (+1.0% m/m).

—Jorge Selaive, Anibal Alarcon, & Waldo Riveras

COLOMBIA: EMPLOYMENT SHOWS STRONGEST MONTHLY REBOUND SINCE SEPTEMBER 2020; CLOSING GAPS VS.
PRE-PANDEMIC

As Colombia advanced with vaccination Chart 3 Chart 4
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events. Additionally, people returning to the
office and schools would lead to better demand dynamics.

Earlier negative trends are now improving:

1. Female Participation: the wider gap between the female unemployment rate (18.6%) and male rate (10.9%) is narrowing, as the
rebound in services sectors and children going back in school are allowing women to participate more in the labor force.

2. Formality: formality is improving, evidenced by the 57% of employment attributable to formal jobs in July, while self-
employment contributed with 38%. Informality is also moderating, for urban areas (13 major cities) informality is around
46.3%, while for a wider sample (23 cities) it is 47.5%.
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Summing up, July showed an overall recovery in the labor market, showing that now services sectors are leading the
gains and are contributing to close somewhat the gender gap and to improve formal jobs. We expect the labor market to
continue gradually improving, as major cities are now broadly operating normally. In addition, the vaccine roll-out is now available
for children above 12 years which would lead to a better dynamic in the education sector in terms of job creation but also allowing
women to return to the labor market.

—Sergio Olarte & Jackeline Pirajan

MEXICO: PUBLIC FINANCES SHOWED A LOWER THAN PROGRAMMED DEFICIT IN JANUARY-JULY AS REVENUES
SURGE HIGHER THAN EXPENDITURES YTD IN REAL TERMS

I. Public finances improve as revenues surge

According to data published by the Ministry of Finance and Public Credit (SHCP), in the months from January to July
2021, the public sector balance reported a deficit of MXN -242.67 billion pesos (USD -12.1 million). This deficit was MXN
205.2 billion lower than expected and lower than the MXN -414.64 billion deficit in the same period a year ago as a result of higher
revenues but also lower expenditures than programmed. The primary balance recorded a surplus of MXN 132.92 billion (USD 6.6
million), above the deficit of MXN -15.19 billion programmed for this period.

Looking at the details:

e Public revenues totaled MXN 3.409 trillion (USD 170 billion). This figure is 3.5% higher than programmed, and represents
an increase of 8.2% YTD in real terms. Oil revenues, about 15% of total revenues, rose 59.8% YTD in real terms owing to the
strong recovery of oil prices y/y. Non-oil revenues surged 2.4% YTD, as tax revenues rose 2.3% thanks to 12.6% in VAT
despite the drops of -0.7% and -8.3% in income taxes and production, respectively. Non-tax revenues soared 18.5% owing to
the use of financial assets.

e Total expenditures amounted to MXN 3.689 trillion (USD 183.9 billion), marginally below the programmed amount for the
period, yet 2.1% YTD above a year earlier. In particular, programmable expenditures counted for 73.9% of the total and rose
4.6% YTD in real terms. Non-programmable expenditures dropped -4.3% YTD in real terms.

e Finally, the Public Sector Borrowing Requirements registered a deficit of MXN 434.3 billion (USD 21.6 million). Thus,
the broader measure of public debt, Historical Balance of Public Sector Borrowing Requirements (SHRFSP) totaled MXN
12.498 trillion (USD 623.03 billion), equivalent to 50.8% of GDP.

In recent days, the president and the finance ministry indicated their intention to use the SDRs that the IMF provided to Mexico’s
Central Bank (USD 112.117 billion) in order to pay public debt with high rates and reduce the amount of debt outflows. However,
according to the Central Bank Constitutional Law, SDRs are considered part of the international reserves, meaning that in order to
make use of them the federal government would have to buy them from Banxico at market prices. More information regarding
FinMin and Banxico’s negotiations on this issue will be announced in the coming days, along with the fiscal budget, to be released
on September 8".

—NMiguel Saldana

Il. Banxico’s Quarterly Inflation Report inflation unchanged, faster growth

Banxico’s latest Quarterly Inflation Report (QIR) released August 31° offers little in terms of new forecasts but does add
more clarity into the central bank’s current priorities. Given that Banxico had already made two upward revisions to its inflation
forecasts from the May 2021 QIR, and the latest relatively benign print, which saw inflation drop about 20 bps, there were no
changes in August. Notably, growth forecasts to 2021 were revised up based on the strong Q2 data. Banxico’s new central
scenario envisions 6.2% growth for the year (we expect our own revised forecasts will land quite close to that), while
Banxico anticipates 2022 growth at 3.0%.

Banxico’s current inflation forecasts see CPI converging to 20 bps above the midpoint of its 3% +/- 1 pp target by 2022 H2, within
the central bank’s policy horizon. Because Banxico also estimates the output gap will be largely closed by the second half of 2022,
we are calling for policy settings to move to neutral by the end of next year, at which point Banxico’s own forecasts suggest
inflation will be close to target.
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The latest estimate of the neutral policy rate

we have from Banxico was published a
couple of years ago. In it, the central bank
suggests neutral policy settings would be
consistent with real rates of 1.8-3.4 percent.
We can either take the consensus long-run

inflation or Banxico’s inflation target to proxy

where neutral settings would end up as the
economy moves closer to potential, which
would mean a neutral nominal rate in the

5.85% to 6.1% range, depending on whether

we take long run inflation estimates or
Banxico’s inflation target. Our current
forecast has Banxico rapidly moving its
policy rate to 5.25% (which is still
accommodative), followed by gradual

tightening throughout 2022, leaving policy

Chart7
Mexico: Contributions to
Overall Inflation
& r yly % change & pet point contributions
ra B Merchandss
Core
E' L W Services
5 ¢ Horr-Core
4 b
= ‘ |
2 | | |
| |
1]
-1
oo W Fe P 03 W @ D D e e
-."—‘T“—.E'."““'?""T'“
E £ 2 5 o o =20 B 2 E E
§32<4L°82802293

Sources: Scotiabank Economics, Bancdco.

settings at neutral by the end of next year, chart9

which are consistent with the output gap
being close to shut by the end of 2022.

We remain comfortable with our forecast,

but acknowledge that communication
from Banxico’s board members,
alongside the arrival of former FinMin
Herrera as Governor (his comments on
monetary policy so far suggest he will
lean dovish) point towards a skewing of
risks towards a slower unwinding of
stimulus than we currently expect.
However, if tightening falls behind inflation,
resulting in lower real policy rates, there is a
risk that inflation could become self-
sustaining, which suggests a more gradual
rate hike path might risk a higher terminal
rate.
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In terms of the Report’s focus, there is a fair amount of work dedicated to evaluating the impact of the pandemic’s supply chain
disruptions on overall economic activity levels as well as prices. Key highlights include:

e Non-core inflation was contained by price caps on residential gas, although these caps are described as temporary. Non-
core inflation’s contribution to headline has been steadily declining since their peak at the end of Q2.

Table 1
Mexico: GDP % Growth

Table 2

2021f 2022f

Mexico: Headline and Core Inflation Forecasts by Banxico

Report
Central Scenario 6.2
Current  Lower Limit Trajectory 5.7
Upper Limit Trajectory 6.7
Central Scenario 6.0
Previous Lower Limit Trajectory 5.0
Upper Limit Trajectory 7.0

2021

2022 2023

— yly % Q1 Q2 Q3f Q4f Q1f Q2f Q3f Q4f Q1f Q2f

20 Headline

4.0 Current 40 6.0 56 57 52 39 32 34 31 31

3.0 May-21 40 58 45 48 43 3.0 31 31 29

20 Core

40 Current 39 44 47 50 51 44 36 33 3.1 3.0
May-21 39 43 39 39 39 33 32 32 32

Sources: Scotiabank Economics, Banxico.

Sources: Scotiabank Economics, Banxico.
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Core inflation dynamics have been the main drivers of upward price momentum. Even though a large part of price
spikes is driven by supply chain disruption, the broad-based rise warrants caution given it is running at twice the target level.
In addition, Banxico also focused on the longer than anticipated deviation of inflation from its target.

The other driver of earlier than expected rate hikes was the deterioration in expectations, including Banxico’s own.
After two upwards revisions to the central bank’s own forecasts since May, the latest QIR did not present any further
deterioration in the central bank’s inflation forecasts. However, we did see a moderate upwards revision to GDP expectations
for 2021, which implies an earlier closure of the output gap.

Banxico estimates that the microchip scarcity shock to the auto industry reduced production by about 380k in the
first half of the year and could reduce production by about 450k-650k in the second half. For GDP, the impact from the
auto sector supply disruptions is estimated to be between 70 bps and 100 bps of growth in 2021.

Most of the labor indicators tracked by Banxico show the labor market has recovered to levels seen before the onset
of the pandemic. Consistent with this, Banxico’s estimate of the labor market “gap” shows virtually no slack is left in the labor

market (0.5% slack vs a peak of 15.5% seen in the summer of 2020).

e The QIR spends some time discussing the anticipated trajectory of monetary stimulus unwinding in both the
advanced and emerging world, consistent with its recurring references to “relative monetary conditions” in past
monetary policy decision statements. This monitoring of other central bank actions could, on the margin, help explain the
earlier tightening as “insurance” against any capital flow disruption from the Fed'’s tapering (estimated around year-end). In
this regard, Banxico’s pre-emptive rate hikes could help reduce financial volatility risks around year-end.

e In terms of the economy, Banxico sees a multi-speed recovery in output, with the output gap virtually closed by the

end of next year.

—Eduardo Suarez, Miguel Saldaina & Paulina Villanueva

PERU: THE 2022 BUDGET—STEADY AS SHE GOES

The Ministry of Finance, MEF, released its 2022 fiscal budget plan, public debt program
and its yearly multi-annual fiscal policy framework document, Marco Macroeconémico
Multanual, MMM, over the last few days. The next step is for the budget to be discussed
within the Congressional budget committee. Congress then has to approve the budget
by December. If precedent holds, Congress will introduce modifications without
materially affecting the basic guidelines of the budget.

The 2022 budget totals PEN/197 bn (approximately USD48 bn) and represents a
moderate 7.6% increase over the initial 2021 budget. This will require a PEN/ 38 bn
(USD9.5 bn) increase in debt, including PEN/ 30.6 bn (USD7.7 bn) in sovereign bonds
issuance. This would be lower than the PEN/ 41.9 bn by which the debt increased in
2021. Frequently, the actual debt requirements surpass the initial budget allowance,
although normally not by a huge amount.

According to these documents, the MEF estimates that the 2022 Budget will allow for a
decrease in the fiscal deficit from 4.7% of GDP 2021 to 3.7% in 2022. As a result, the
public sector debt in 2022 will reach 36.6% of GDP. The MEF was keen on stressing in
these documents the government’s intention to meet the fiscal rule long-run target of a
1.0% fiscal deficit by 2025.

N
IS}

Chart 11
Peru: Fiscal Deficit - MEF Targets
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The MEF is forecasting 4.8% GDP growth in 2022, which greatly surpasses our own forecast of 2.6%. The greatest difference is

not discounting due to confidence issues resulting from policy and political uncertainty.

The two sectors which will see the greatest budget increase are education, 7.9% higher, and health, 5.8%. The Budget includes a
3.2% increase in government spending, in real terms. Public investment will rise 6.7%, in real terms.
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What appears to be lacking from the new budget, interestingly enough, is any mention of an increase in taxes on mining, or other
tax reform measures. However, this may simply reflect lack of time to structure a proposal for inclusion in this version of the
budget. The overriding message is that this is a budget that is reasonable and more prudent than we might have expected.
Following COVID-19 and Peru’s lockdown last year, any government would have needed to contend with a certain amount of fiscal
deterioration. Outside of the normal concern one may have over this, there is otherwise nothing untoward or exceptional in the
2022 budget. The weight of the MEF as an institution appears clearly in the budget’s design. This is not a budget that is all that
different from budgets in the past.

—Guillermo Arbe
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