Economic and Financial Markets Research
Economic Research, Mexico

Job gains resume in May, corroborating the strength
of the labor market

= Unemployment rate (May; nsa): 2.62%; Banorte: 2.72%; consensus: 2.68% (range:
2.60% to 2.72%); previous: 2.61%

= Part-time workers: 7.4% (previous: 7.7%); participation rate: 60.5% (previous: 60.5%)

= In May, 6.2 thousand jobs were created, contrasting with both the long-term seasonal
pattern (of large gains) and the performance in recent years (with relevant loses). The
number of unemployed persons increased by 7.1 thousand, with the labor force up by
13.3 thousand. The combination of these factors explains the stability in the
unemployment rate

= With this, the participation rate increased marginally, while the part-time rate
reversing down. Outside of the labor force, people ‘available to work’ increased by 73.8
thousand

= With seasonally adjusted figures, the unemployment rate declined by 2bps to 2.61%,
remaining below 3% for nineteen consecutive months

= The formal sector created 66.7 thousand jobs, with the informal sector shedding 60.5
thousand. As such, the informality rate came in at 54.4% (previous: 54.6%). By sectors,
gains centered in industry (+500.8 thousand)

= Average hourly wages came in at $60.33 (previous: $59.46), with the annual
comparison at +8.0% y/y (previous: +9.4%). The expansion rate remains elevated vs.
historical averages despite a moderation in its pace

= We believe that the labor market will remain strong in the short- and medium-term.
Nevertheless, a likely moderation in economic activity could result in a marginal
increase in the unemployment rate and a slower pace of job gains

Job creation resumes in May, up 6.2 thousand, with mixed historical patterns for the
period. With nsa figures, the unemployment rate came in at 2.62% (see chart below, left),
below consensus (2.68%) and our estimate (2.72%). With Easter holiday distortions left
behind, the period tends to insert and upward bias to unemployment metrics, albeit with
the performance in terms of the number of employees and the labor force a little more
mixed, particularly in the last couple of years. However, using seasonally adjusted figures,
the unemployment rate declined 2bps to 2.61%, still firmly below the 3% threshold, which
is very positive. Back to original figures, the labor force increased by 13.3 thousand persons
—with the participation rate unchanged at 60.5%—, with 6.2 thousand more employees and
7.1 thousand more unemployed. This contrasts with both the long-term trend —of large
employment gains— and what we have seen in the last three years —with notable job losses.
With this, accumulated jobs created in the last 12 months reached 1.6 million positions.
Meanwhile, people outside of the labor force declined by 89.0 thousand, with the main
driver being the contraction in those ‘not available for work’ (-162.9 thousand).
Nevertheless, those ‘available’ increased by 73.8 thousand. As in previous reports, we added
those ‘available for work’ not in the labor force both to the unemployed and the labor force
to better reflect market conditions. With this, the ‘expanded’ unemployment rate stood at
9.99%, higher than the last month (9.88%). Despite its increase, we believe the labor market
keeps improving, as reflected in other metrics. As such, we continue to see very little slack,
a situation that we still expect to extend into coming months.
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Mixed performance across sectors. Formal employment increased by 66.7 thousand, with
positions in informality down by 60.5 thousand. Hence, the informality rate fell to 54.4%
(previous: 54.6%). By sectors, industry added 500.8 thousand positions, with manufacturing
quite positive at 530.4 thousand, but with construction losing 71.2 thousand. On the contrary,
both agriculture (-129.9 thousand) and services (-318.8 thousand) were negative. Within the
latter, loses centered in ‘others’ (-252.6 thousand) and social services (-234.0 thousand).
Commerce (+247.7 thousand) and restaurants and lodging (+114.6 thousand) picked up. The
part-time rate ticked down to 7.4%. Finally, average hourly wages came in at $60.33, up $0.87
vs. the previous month. The annual rate moderated again to 8.0% (previous: +9.4%). However,
we believe a positive trend will remain supported by little labor market slack and the
‘lighthouse effect’ from the minimum wage.

INEGI’'s employment report
Non-seasonally adjusted figures, %

May-24 Apr-24 Difference
Unemployment rate 2.62 2.61 0.01
Participation rate 60.5 60.5 0.1
Part-time workers rate 7.4 7.7 -0.3
Formal employment 45.6 454 0.1
Informal employment* 54.4 54.6 -0.1
Working in the informal economy 28.8 28.1 0.6
Working in the formal economy 25.7 26.4 -0.7

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.

Note: Differences might not match due to the number of decimals allowed in the table. Source: INEGI
Labor market strength will continue in coming months despite a more challenging economic
outlook. As elaborated in other publications, we expect economic activity to moderate, with
several headwinds and a more challenging base effect materializing in 3Q24. We think this will
result in upward adjustments to the unemployment rate, although remaining considerably
below its 4.1% long-term average in our forecast horizon. In addition, another likely effect
would be a slowdown in the pace of job creation, albeit not forecasting relevant job losses. As
aresult, wage dynamism could also moderate, although with ‘lighthouse effect’ from minimum
wage hikes and accumulated inflation in previous years remaining in the driver’s seat.

We maintain a positive view on the labor market, expecting tightness to prevail. Broadly
speaking, this could be explained by: (1) A favorable starting point, considering that the
unemployment rate is currently close to historical lows while wages keep climbing at high
rates; (2) reports of vacancies and difficulties in filling them with qualified personnel —as we
have elaborated in previous reports; and (3) an encouraging outlook for the economy after the
slowdown, anticipating that nearshoring momentum and US resilience will continue. Given
this, we believe companies will opt to retain staff even in an adverse event, a lesson left over
from the pandemic as they sought to fill some of the shortages once the recovery began.
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