One million jobs created in April, but the May 27, 2021
unemployment rate moved higher banorie.com
=  Unemployment rate (April; nsa): 4.65%; Banorte: 4.27%; consensus: @analisis_fundam
4.20% (range: 3.80% to 4.58%); previous: 3.89%
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=  Part-time workers: 13.7% (previous: 13.2%); Participation rate: 59.1% Director of Economic Research
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=  In the month, one million jobs were created, accelerating relative to the Francisco Flores
previous month. With this, 903.3 thousand jobs are still left to recover Senior Economist, Mexico

francisco.flores. banorte.
relative to February 2020, before the pandemic shock ranciscofores.serrano@banorte.con

= In addition, 1.5 million workers returned to the labor force, of which
496.3 thousand did so as unemployed. This helps explain the significant
increase in the unemployment rate. In our view, this suggests that better
conditions regarding COVID-19, with more people are searching for a
job

=  As a result, the participation rate increased strongly. In contrast, the
part-time rate went up, against our expectations of an additional
improvement given fewer restrictions on activity

=  Moreover, the period’s seasonality is adverse. Considering this and all
factors mentioned above, with seasonally adjusted figures, the
unemployment rate increased to 4.65% from 4.50% in March

=  Job gains in the formal sector were at 1.1 million, with 65.4 thousand
less in informality. Therefore, the informality rate fell to 55.6% from
56.8% in March

= Average hourly wages reached $46.61, above the $44.44 seen in March.
This represents a 22.1% y/y contraction, albeit heavily distorted by a
base effect because of the pandemic

=  Wereiterate our call that the recovery will keep supporting employment
gains. In the short-term, we warn about headwinds on industry amid
shortages of raw materials

Strong sequential increase of the unemployment rate in April. Using original

figures, it stood at 4.65% (chart below, left), strongly above consensus (4.20%)

and our 4.27%. With this move, the rate stands at its highest since October 2020.

Nevertheless, some precisions must be made, which suggest that this increase is

not as weak as initially portrayed. First, we think that the effects of the pandemic

are still distorting figures. In this respect, the labor force surged by 1.5 million

workers, which is very high relative to historical averages. From this, 1.0 million

people did so with a job, while 496.3 thousand were catalogued as unemployed.

In our view, this was mainly driven by better conditions regarding COVID-19,

inducing more people to feel that prospects to find a job have improved, therefore

searching for one, which is positive relative to the recent backdrop. Second, the

period usually sees a relevant upward adjustment relative to March, mainly on Document for distribution among the
seasonal factors. general public
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In our view, this is related to the full reversal of distortions at the turn of the year
(related to temporary workers and other processes) and workforce adjustments
due to the Easter holiday (likely hiring in March and some losses in related sectors
April, after the period ends). Considering these factors, with seasonally adjusted
figures, the unemployment rate came at 4.65%, 16bps higher than in the previous
month. Nevertheless, we judge the results as positive, especially as the total
number of employees reached 54.8 million, only 900.3 thousand less than in
February 2020, before the pandemic began. In this backdrop, we believe that
strong economic dynamism is also helping, with the monthly GDP-proxy for
March (IGAE) accelerating.

In related indicators, the participation rate increased strongly, to 59.1% (previous:
57.2%,; chart below on the right). As in previous releases, to reflect labor market
conditions more accurately, if we sum the people ‘available for work’ not in the
labor force both to the unemployed and into the labor force, the ‘expanded’
unemployment rate stood at 15.9%, marginally below the previous month but
much more favorable than the 33.8% one year ago —which surged as it was the
first month of strict lockdowns. In February 2020 it reached 12.0%, suggesting
that there is still some room left for gains. Nevertheless, it suggests that a sizable
improvement in labor market conditions has already been achieved.
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Job gains were only seen in the formal sector. Of the 1.0 million net jobs

created, 1.1 milion were in the formal sector, with the informal economy shedding

65.4 thousand. The former is much higher than the 44.8 thousand jobs created

associated to IMSS. As a result, the informality rate fell to 55.6% (previous:

55.8%). This was somewhat surprising, as we believed that, as mobility indicators

have kept trending towards pre-pandemic levels, more people would have

reengaged in informal activities. By sectors, we highlight that manufacturing

recovered 35.9 thousand positions. This is also positive considering supply chain

issues and scarcity of some raw materials that has affected industry the most.

Moreover, restaurants and hotels shed 37.0 thousand after adding 263.1k in

March, giving credence to our view that this is a relevant seasonal effect. Overall,

services were up by 1.4 million, with losses of 565.5 in the agricultural sector. On

a negative note, the part-time rate picked up to 13.7% from 13.2%., contrasting

with other signals of better labor market conditions.
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Average wages per hour stood at $46.61 pesos, up $2.18 sequentially but -21.1%
y/y lower. Nevertheless, the latter is heavily distorted by a base effect related to
the pandemic. Given recent supply and demand shocks, along higher inflation,
we will keep tracking this figure closely.

INEGI’s employment report
Non-seasonally adjusted figures

% Apr-21 Mar-21 Difference
Unemployment rate 4.65 3.89 0.76
Participation rate 59.1 57.2 1.9
Part-time workers rate 13.7 13.2 05
Formal employment 444 432 1.2
Informal employment! 55.6 56.8 -1.2

Working in the informal economy 28.0 28.7 0.6

Working in the formal economy 27.6 28.1 0.6

Source: INEGI

We continue seeing employment gains despite possible headwinds from
industry and the outsourcing reform. As mentioned, we think the report is
positive despite the increase in the unemployment rate, with the labor market
underpinned by higher economic dynamism. In turn, this has been supported by
the better evolution of COVID-19, among other factors. Regarding this, new cases
and deaths in the latest update are near one-year lows. On vaccinations, currently
the 7-day moving average of daily doses applied has reached a new historical
high, close to 500,000. Other reasons that have likely helped include higher
immunity from people that have already acquired and recovered from the disease,
along warmer temperature. In our view, another strong wave is less probable, but
we cannot rule it out completely. Considering this environment, our base case still
assumes a gradual reduction of the unemployment rate in coming quarters,
reaching close to 4.0% by end-2021. Regarding this, we should also say that there
is still ample room for improvement according to this metric, as it was close to
3.5% before the pandemic.

On the contrary, we warn about relevant short-term risks. Among them, limits to
increase production due to the lack of raw materials and higher costs due to supply
chain issues. This could result in stronger adverse effects, especially in
manufacturing. We think temporary stoppages already announced by some
companies will not mean strong job losses. Nevertheless, if these issues extend
further —both in time and scope—, factories could be obliged to fire workers. This
could be observed even in a backdrop of vigorous external demand. Therefore,
we will be watching closely for potential deviations from the recovery trend seen
in recent months.

! 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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