Unemployment rate reverts December gains,
standing at 3.66%

=  Unemployment rate (January; sa): 3.66%; Banorte: 3.39%; consensus:
3.30% (range of estimates: 3.11% to 3.56%0); previous: 3.16%

=  Part-time workers: 7.49% (previous: 7.61%b); Participation rate:
60.26% (previous: 60.36%0)

= The unemployment rate saw a sharp 5lbps increase, more than
reversing last month’s gain and climbing to a new high since September
2016. Details within the report were mostly negative, with only an
improvement in the part-time workers rate

= Informal employment was practically unchanged at 55.98%,
highlighting the decline of those working in the formal economy during
the month, from 28.61% to 28.26%

= Asexpected, the unemployment rate corrected higher, albeit at a faster
pace than projected. Going forward, we anticipate that the rate could
hover around these levels, offset by pressures from higher wages and an
acceleration in economic activity

= At the state level and for a second consecutive month, Tabasco posted
the largest decline in the unemployment rate in the annual comparison

The unemployment rate rebounds strongly in January. According to INEGI ’s
report, the rate reached 3.66% (seasonally-adjusted figures), above consensus at
3.30% closer to but still far from our forecast (3.39%). The increase was the
sharpest since March 2014, resulting in an unemployment rate at a new high not
seen since September 2016. It should be noted that this more than reversed the
previous month’s improvement, in which the rate had reached its third lowest
level in history (using revised figures). In addition, the headline figure was
accompanied by an 11bps contraction in the participation rate, to 60.26%. On the
contrary, part-time workers fell to 7.49%, now adding two months improving.
Regarding informal employment, the share of total workers in this condition was
broadly stable, at 55.98%. Among them, the number of employees working within
the formal sector fell to 28.26% from 28.61%, while purely informal workers
inched higher by 28bps to 27.72%, as shown in the table below.

INEGI's employment report
Seasonally adjusted figures

% Jan-20 Dec-19 Difference
Unemployment rate 3.66 3.16 0.51
Participation rate 60.26 60.36 -0.11
Part-time workers rate 7.49 7.61 0.12
Formal employment 4402 43.95 0.08
Informal employment! 55.98 56.05 -0.08

Working in the informal economy 21.72 2744 0.28

Working in the formal economy 28.26 28.61 -0.36

Source: INEGI

! Informal employment considers workers not affiliated to the Social Security Institutes (IMSS and ISSSTE)
and the armed forces. However, workers in the formal economy do pay some form of income tax
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We expect the unemployment rate to hover around these levels in coming
months. As we expected, the unemployment rate bounced back in January after
the previous month’s steep decline. Nevertheless, the adjustment was much
stronger, as we forecasted a smoother and gradual increase in a span of several
months. We believe this could be explained, at least in part, by the further
deceleration in the annual pace of formal job creation, growing 1.6%, lowest since
early 2010 in the aftermath of the Financial Crisis. In absolute terms, there were
68,955 new jobs in January, slowest for a comparable period since 2015. These
figures continue to show that formal employment continues cooling down,
probably impacted by two factors: (1) The deceleration of economic activity; and
(2) higher wage pressures in the formal sector, driving workers into informality.
In this context, today’s figures continue to show this gradual transition (see chart
below), which seems to have accelerated in more recent months. If this trend
continues, we could see workers catalogued as purely informal overtake those
working the formal sector for the first time in the series’ history.

Nevertheless, we believe there could be other supporting factors for employment
in the short-term, including the seasonal hiring by INEGI to conduct the 2020
Census and the start of key infrastructure projects, particularly in the southeast.
Moreover, a pickup in economic activity, although mild by historical standards,
should also be more positive for employment levels. However, we still need to be
keenly focused on possible shifts in its composition, as increased informality
could reduce prospects for consumption and credit growth.
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At the state level

For the second consecutive month, Tabasco posted the largest decline in the
unemployment rate in the annual comparison. Analyzing non-seasonally
adjusted figures (given that sa data for the federal entities are highly volatile), we
highlight the 1.6pp annual reduction in Tabasco’s unemployment rate, going from
7.8% in January 2019 to 6.2% currently. Nevertheless, it remains the highest in
the country, as shown in the table below. The fall in annual terms is partially
explained by support from National Employment Service Programs. In this
context, employment boards placed more than 2,460 people into new jobs. In
addition, it’s important to highlight that 26 out of the 32 states showed a better
performance relative to the national average, as shown in the following graph.

Minor and major difference in the unemployment rate by state: January 2020
total change over a year ago
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The labor market in Colima, Chiapas, Sinaloa, and Durango has improved
substantially, with significant declines in the unemployment rate. However, in
Jalisco, Chihuahua, Veracruz, Yucatan, and Queretaro it has worsened. Last but
not least, the lowest level of the unemployment rate was again in Guerrero (1.4%).
However, this implies a 0.3pp fall relative to the same month of the previous year
as shown in the following table.
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Unemployment rate by state — January 2020

%; nsa
Jan-20 Jan-19 2019 difference

Tabasco 6.2 7.8 71 -1.6
Colima 2.8 4.1 3.6 -14
Chiapas 25 35 3.3 -1.0
Sinaloa 2.7 3.6 3.2 -0.9
Durango 3.7 4.4 4.2 -0.7
Campeche 33 3.7 33 05
Tamaulipas 341 35 34 04
Mexico City 5.2 55 5.1 0.3
San Luis Potosi 2.0 2.3 2.6 0.3
Guanajuato 3.6 3.9 3.8 0.3
Guerrero 14 1.7 1.5 0.3
Tlaxcala 3.8 4.0 4.0 -0.2
Puebla 25 2.7 2.7 0.2
Baja California 24 2.5 2.5 0.1
Michoacan 25 2.6 2.7 0.0
Zacatecas 2.8 2.8 3.0 0.0
Hidalgo 2.3 2.3 24 0.0
Quintana Roo 3.0 3.0 341 0.0
Aguascalientes 3.5 3.5 3.5 0.0
Nayarit 3.6 35 3.9 0.1
Oaxaca 2.2 2.2 1.8 0.1
Morelos 2.0 1.9 24 0.1
Sonora 44 43 44 0.1
Coahuila 4.0 3.8 4.6 0.2
Nuevo Leon 3.6 3.4 3.5 0.2
StteofMexico_ 4 42 45 02 _
National . 36 . 35 . 02 _ 1
Baja California Sur 34 3.0 41 04
Queretaro 4.0 3.6 43 0.4
Yucatan 1.9 14 19 05
Veracruz 3.0 25 29 0.5
Chihuahua 3.0 24 3.0 0.6
Jalisco 3.3 2.5 3.0 0.8

Source: INEGI
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