Economic Research
Mexico

Seasonal factors drive the unemployment
rate sharply down in December
▪

Unemployment rate (December; nsa): 3.80%; Banorte: 4.05%;
consensus: 4.28% (range: 4.05% to 4.70%); previous: 4.37%

▪

Part-time workers: 14.2% (previous: 15.9%); Participation rate: 56.4%
(previous: 56.8%)

▪

Despite the loss of 95.0 thousand positions, the report was very
favorable, as the unemployment rate fell more than usually for this
period. Moreover, this happened amid a more complex backdrop, with
epidemiological conditions worsening. In this context, there are close to
2.9 million jobs left to be recovered

▪

The participation rate also declined, in line with its seasonal trend, with
a reduction of 425.8 thousand in the labor force. Most were reclassified
as ‘not available for work’, possibly distorted by the pandemic but not
uncommon when compared to recent years

▪

Also positive, the part time rate declined to a new post-pandemic low,
albeit remaining high as businesses keep trying to implement different
schemes in a bid to preserve jobs amid more difficult conditions

▪

Job losses were exclusively in the informal sector, with the informality
rate declining to 55.8% from 56.3% in the previous month. Moreover,
these were concentrated in the lower-end of the wage distribution, likely
affected again by heightened restrictions due to the pandemic

▪

Despite today’s favorable report, labor conditions remain relatively
fragile while short-term risks for the recovery of the labor market have
increased

The unemployment rate surprises to the downside in December. Specifically,
it stood at 3.80% (non-seasonally adjusted figures, see chart below to the left),
well below consensus (4.28%) and closer, but still far from our 4.05% forecast.
Despite a major positive seasonal effect in the month, adjusted data also suggests
an improvement in labor market conditions. In this context, we consider the report
was very favorable amid signs of a deceleration in activity and worsening
epidemiological conditions. In the period, net employment decreased by 95.0
thousand positions, more modest relative to losses in previous years, reinforcing
that conditions were better. In this sense, total employees stood at 52.8 million,
about 2.9 million lower than in February, before the pandemic started. The
medium-term outlook has become more positive given the start of vaccinations
and stronger dynamism abroad. Nevertheless, short-term risks remain high. The
labor force fell to 54.9 million, which is 2.9 million below February’s level. As a
result, the participation rate declined to 56.4% (chart below on the right). People
not in the labor force increased by 375.4 thousand, with most of the uptick (243.7
thousand) in those ‘not available for work’. This is not atypical relative to history,
so it is likely that this change is mostly reversed by February. Meanwhile, those
‘available for work’ increased by 131.7 thousand, recalling that this group
captured most of the people that lost their jobs at the start of the pandemic.
1

January 21, 2021
www.banorte.com
@analisis_fundam

Juan Carlos Alderete, CFA
Director of Economic Research
juan.alderete.macal@banorte.com

Francisco Flores

Senior Economist, Mexico
francisco.flores.serrano@banorte.com

Winners of the award for best
economic forecasters for Mexico in
2019, granted by Refinitiv

Document for distribution among the
general public

In this respect, the total number of people in the latter group stands at 9.4 million,
still reflecting the impact from the pandemic. To reflect labor market conditions
more accurately, if we sum this group to the total unemployed and into the labor
force, the ‘expanded’ unemployment rate would have reached 17.9% (previous:
18.1%), above the 12.0% seen in December 2019.
Unemployment rate

Participation rate

%, nsa
6.6

%, nsa
62
60

5.8

58
56.4

56

5.0

54
4.2
3.8
3.4
2.6
Dec-05

52
50
48

Dec-08

Dec-11

Dec-14

Dec-17

Dec-20

Note: Dotted lines correspond to data obtained through the phone survey. The grey line indicates
the hybrid survey
Source: Banorte with data from INEGI

46
Dec-05

Dec-08

Dec-11

Job losses concentrated in informality. Specifically, 289.5 thousand jobs were
lost in the informal sector, while 194.4 thousand were added in the formal one.
The latter is stronger than the signal provided by the employment report from
IMSS, which showed a net decline of 277.8 thousand. Thus, other formal
positions (e.g. governments, Defense Ministry and Pemex) should have raised
their payrolls significantly during the month. Therefore, the informality rate
declined to 55.8% from 56.3% in November. The part-time rate declined to 14.2%
(previous: 15.9%), which is a positive development. We still believe this metric
will stay high relative to its historical norm, limited by social-distancing
measures. Average wages per hour increased by MXN 28 cents sequentially,
reaching 44.33 pesos. When looking at employment changes by income level, all
groups exhibited losses except those earning between 2 and 3 minimum wages.
Nevertheless, the decrease was more pronounced among lower earners,
explaining the uptick in the average wage. On a sector basis, losses were mainly
in agriculture (-121.8 thousand) followed by industry (-91.7 thousand),
highlighting the decline of 116.9k in construction within the latter. Lastly,
services increased 164.1 thousand, with commerce strong (+356.4 thousand) but
all other services mostly shedding positions.
INEGI’s employment report

Non-seasonally adjusted figures
%
Unemployment rate
Participation rate
Part-time workers rate
Formal employment
Informal employment1
Working in the informal economy
Working in the formal economy

Dec-20
3.80
56.4
14.2
44.2
55.8
27.8
28.1

Nov-20
4.37
56.8
15.9
43.7
56.3
27.9
28.4

Difference
-0.57
-0.4
-1.8
0.4
-0.4
-0.1
-0.3

Source: INEGI
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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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Relevant short-term risks for activity and employment. Today’s report is still
giving signs of a recovery, despite seasonal effects being the main drivers of the
decline during the last two months, which could also possibly skew January’s
data. Although results were a significantly positive surprise, there are signals of
mounting risks in the short-term, including an additional deterioration in
epidemiological conditions, with the traffic light indicator currently showing 10
states in ‘red’, including Mexico City and the State of Mexico since midDecember. In this backdrop, forward-looking data provide hints of a deceleration,
including IMEF’s indicators and the Timely Indicator of Economic Activity.
More recently, mobility figures have been falling since early January, a situation
which could have an especially negative impact on services and the informal
sector. The fact that the latter was the most affected in December, when
restrictions started to increase again, suggests that more difficulties may lie ahead.
Nevertheless, we think that medium-term expectations could be more favorable,
with more optimism due to the start of vaccinations –both globally and
domestically–, as well as increased fiscal stimulus in the US, which could have a
positive spillover effect on our country. Hence, policymakers worldwide have
stressed the need of ‘building bridges’ for an easier transition between the shortand medium-term.
We believe there is still very high uncertainty about the path of the unemployment
rate going forward, with doubts about when and how we could see people
‘available to work’ back into the labor force, either as employed or unemployed.
We expect the unemployment rate to remain relatively high over the coming
months, although we recognize that the recovery has been stronger than foreseen.
Moreover, it could accelerate further to the downside once we see a more vigorous
increase in activity, particularly on sectors which have been affected the most.
The informal sector will continue recovering most positions once mobility returns
to more normal levels, with the informality rate still below its historical average.
Meanwhile, the part-time rate will probably remain elevated, acting as a shockabsorber to avoid additional employment losses. On wages, we believe slack
conditions will keep upward adjustments at bay despite the 15% increase to the
minimum wage. Lastly, it should be noted that references for the different wage
tranches will be adjusted relative to the new base of $141.70, probably driving
differentiated changes across groups (with higher earners having a proportionally
lower adjustment, limiting further the so-called ‘lighthouse effect’). We will
remain highly attentive to the performance of the labor market, as its health will
be crucial to consolidate a sustainable recovery, especially in the domestic front,
in which performance remains muted.
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