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the virus. As a result, the gap to recovery (using February 2020 as

benchmark) now stands only at 670.4 thousand

=  Weshould note that 201.8 thousand workers returned to the labor force,
with unemployed people rising by 25.2 thousand. We believe this was
mainly driven by higher hopes of finding a job —which were mostly
fulfilled—

=  Despite of this, the participation rate diminished at the margin, due to
higher population growth as a result of an update of the latter’s
quarterly projections. On a positive note, the part-time rate fell,
consistent with allowed activities remaining mostly unchanged

=  The period’s seasonality is slightly more adverse. Considering this and
all factors mentioned above, with seasonally adjusted figures, the
unemployment rate declined to 3.97% from 4.12% in May

=  Job gains in the formal sector stood at 169.4 thousand (96.0%), with 7.2
thousand in informality (4.0%). Therefore, the informality rate declined
to 55.4% from 55.5%

=  Average hourly wages reached $46.74, below the $46.89 from May. This
represents a 2.7% y/y contraction, with the latter still somewhat
distorted by effects from the pandemic

=  Given an additional deterioration in epidemiological conditions, there is
some uncertainty about the trend in the short-term. However, we expect
once this wave passes, gains will resume

Job gains continue in June. Using original figures, the unemployment rate stood

at 4.02% (chart below, left), surprising consensus which coincided with our

forecast (4.48%), thus being practically unchanged vs. the 3.99% from May.

However, this is partly skewed by a seasonal effect, with some trends from the

Summer holiday period starting to have an effect. As such, seasonally adjusted

figures show a 16bps decrease in the rate, standing at 3.97%, its best level since

the pandemic began. We believe this is quite positive considering more adverse

virus dynamics in the month, which we thought could have hindered new hires

and even triggered some layoffs. In this context, and back to non-seasonally

adjusted figures, job gains stood at 176.6 thousand, picking up after a slight

moderation in May (+56.3k). This happened as part of an increase of 201.8

thousand persons in the labor force, implying 25.2 thousand new unemployed

people. While at face value this might seem negative, in our view it partly reflects

willingness from people to return to the labor market, especially as most of them Document for distribution among the
are doing so with a job. general public
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Despite of the latter, the participation rate declined at the margin to 58.5% from
58.7%. However, there was a substantial increase in the qualifying population (15
and older), which was the driver behind the decrease. In this sense, INEGI
mentioned that, starting with this print, they used updated population projections,
so this probably helps explain the latter. In this context, people outside of the labor
force rose by 501.7 thousand, with most of them being classified as ‘available’
(319.0 thousand). Meanwhile, total employees reached 55.1 million, with just
670.4 thousand jobs left to be made-up vs. February 2020, before the pandemic
began.

As in previous releases, to reflect labor market conditions more accurately, if we
sum those ‘available for work’ not in the labor force both to the unemployed and
the labor force, the ‘expanded’ unemployment rate stood at 16.0%, slightly higher
than in the previous month (15.6%) but much more favorable than the 24.9% one
year ago. In February 2020 it reached 12.0%, suggesting that there is still room
left for gains. Nevertheless, it still indicates that a sizable improvement in labor
market conditions has already been achieved.
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Job gains centered in primary activities, as losses mounted in manufacturing.
Of the 176.6 thousand net jobs created, 169.4 thousand were in the formal sector,
with the informal economy adding only 7.2 thousand. The former is better than
the 65.9 thousand jobs added associated to IMSS. As a result, the informality rate
fell to 55.4% (previous: 55.5%). This represents three consecutive months of
declines, contrasting with our view that a wider reopening would have helped this
sector the most. Industry lost 422.0 thousand jobs, with gains in construction (46.2
thousand) and mining and utilities (6.7 thousand), albeit with a second month of
relevant losses in manufacturing (-474.9 thousand). This continues to be
concerning, as it could be related to additional impacts of the several issues
plaguing the sector. In services, jobs lost reached 70.8 thousand, with losses in
commerce and restaurants but gains in transportation and social services. Lastly,
primary activities added a whopping 647.8 thousand positions, in our view aided
by improving conditions in terms of the drought. Meanwhile, the part-time rate
declined to 12.4% from 12.9%, which may be related to the fact that despite an
increase in cases, restrictions were broadly unchanged.
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Average wages per hour stood at $46.74 pesos, down $0.28 sequentially and
-2.7% y/y. While the latter is better than the -7.4% from the previous month, it
remains distorted by a base effect related to the pandemic, considering the large
number of jobs still left to be made up last year.

INEGI’s employment report
Non-seasonally adjusted figures

% Jun-21 May-21 Difference
Unemployment rate 4.02 3.99 0.03
Participation rate 58.5 58.7 0.2
Part-time workers rate 124 12.9 05
Formal employment 446 445 0.2
Informal employment! 55.4 55.5 0.2

Working in the informal economy 275 28.7 -1.2

Working in the formal economy 27.9 26.8 11

Source: INEGI

Risks mounting for the labor market ahead. As already mentioned, the result
was surprising as timelier data and virus trends pointed to a more challenging
situation. Although this is positive, sector data provided some warning signs
about the potential trend in coming months. Among them, epidemiological
conditions have continued to worsen, and it is still difficult to gauge when we
might hit a peak as it has been driven by the more contagious ‘delta’ variant. In
this backdrop, the latest ‘traffic light indicator’ shows now 1 state in ‘red’, 13 in
‘orange’, 15 in ‘yellow’ and only 3 in ‘green’. This is considerably worse relative
to the levels in late June, where there were no states in ‘red’, 5 in ‘orange’, 8 in
‘yellow’ and 19 in ‘green’. To make matters even more challenging, the Federal
Government modified the criteria to determine this indicator on July 20", making
historical data strictly not comparable. This is important as we think the
population indeed changes its behavior depending on this system. Authorities’
comments seem to suggest that they may take a more open approach to dealing
with this wave of the virus, resulting in lower restrictions. This could be positive
in terms of the fallout on employment, albeit adding uncertainty about what could
happen to job levels in coming months. On a more positive note, the pace of
vaccinations has remained above 400 thousand on average since the second half
of June. We believe progress on the latter has been key to avoid a spike in deaths.

On other risks, those related to supply chains issues remain present. This are
probably impacting manufacturing the most, as evidenced by jobs shed in May
and June. We remain concerned about additional losses as they had already
showed a significant rebound earlier in the recovery process. At the margin, we
expect robust demand from abroad to continue dampening these effects, possibly
aiding some subsectors that have lagged so far. We also note a pressing risk for
wages as inflation has remained elevated in the last few prints. This has likely led
workers to ask for higher wages. Nevertheless, the uptick should be modest as
there is still ample slack. All in all, we consider that the balance of risks has
deteriorated at the margin despite positive results lately. We expect this to be
temporary, with a positive trend resuming later in the year, aided by progress on
vaccinations and the overall pace of economic activity.

! Informal employment considers workers not affiliated to the Social Security Institutes (IMSS and ISSSTE)
and the armed forces. However, those in the formal economy do pay some form of income tax
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