Slight bump in the road for the labor market
in April

=  Unemployment rate (April; nsa): 2.82%; Banorte: 2.79%; consensus:
2.75% (range: 2.47% to 2.80%); previous: 2.39%

=  Part-time workers: 8.4% (previous: 6.8%); Participation rate: 60.4%
(previous: 60.5%)

= In April, 112.2 thousand jobs were lost, below its usual trend, although
after a couple of months of substantial progress in this front

=  The labor force rose by 152.3 thousand, with those unemployed up by
264.5 thousand. The combination of these factors explains the higher
unemployment rate

=  The participation rate had a slight step back, while the part-time rate
had a relevant increase. Outside of the labor force, those catalogued as
‘available for work’ decreased by 280.4 thousand

=  Seasonally adjusted, the unemployment rate increased by Sbps to
2.83%, which remains quite low

=  In the informal sector, 230.3 thousand jobs were lost, with the formal
sector adding 118.1 thousand positions. As such, the informality rate fell
to 54.7% (previous: 55.0%)

=  Average hourly wages came in at $54.36 (previous: $51.55), which
implies +8.8% y/y (previous: 10.6%). We still believe that performance
is supported by the ‘lighthouse effect’ associated with the increase in the
minimum wage, in a context of tight labor market conditions

=  The labor market will likely maintain its strength in coming months,
albeit with risks toward the end of the year persisting

Job lost in April at 112.2 thousand, with a less favorable seasonal effect on
the unemployment rate. With original figures, the unemployment rate stood at
2.82% (graph below, left), above consensus (2.75%) but closer to our estimate
(2.79%). The result is consistent with its typical seasonal pattern, recalling that
the metric tends to be higher due to distortions from the Easter holiday.
Seasonally adjusted, the rate climbed to 2.83% from 2.78%, which is still quite
low. Back to original data, the labor force increased 152.3 thousand, with 112.3
thousand less employees and +264.5 thousand unemployed. We note that jobs
were below their long-term average for the period (around +70 thousand
positions), albeit recognizing that it could be facing a challenging base effect after
relevant increases in previous months. The labor force tends to increase, which
did materialize. Despite of this, given that this was outweighed by a larger
population, the participation rate moderated to 60.4% (previous: 60.5%).
Meanwhile, people outside of the labor force increased by 263.0 thousand, with
the expansion driven by those catalogued as ‘not available for work’ (+543.4
thousand), but with those ‘available’ down by 280.4 thousand. In our view, these
figures keep signaling that the labor market maintains a solid position despite of
its marginal deterioration, acknowledging that some volatility is not surprising.
In this backdrop, total employees reached 59.0 million.
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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 labor market
conditions. With this, the ‘expanded’ unemployment rate stood at 10.5%,
unchanged vs. March, supporting our favorable view.
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Informal employees and industry drive job losses. The informal sector shed
230.3 thousand jobs, while the formal sector added 118.1 thousand. The latter is
better than IMSS data, which showed just +24.0 thousand jobs (original figures).
As a result, the informality rate declined to 54.7% (previous: 55.0%). By sectors,
industry led lower (-742.6 thousand), with increases in services (+194.4 thousand)
and the primary sector (+460.7 thousand). Within the former, the decline was
generalized, albeit with construction (-400.0 thousand) and manufacturing
(-295.4 thousand) being the most affected. In the second ones, we saw a relevant
increase in restaurants and lodging (+169.3 thousand), with transportation lower
(-164.2 thousand). On the other hand, the part-time rate increased sharply to 8.4%,
nearing its long-term average. Finally, the average hourly wage came in at $54.36,
accelerating by $2.26 vs. the previous month. However, it moderated to 8.8% y/y
(previous: +10.6%). The result is still influenced by the ‘lighthouse effect’ from
the minimum wage in a tight labor market.

INEGI’'s employment report
Non-seasonally adjusted figures

% Apr-23 Mar-23 Difference
Unemployment rate 2.82 2.39 0.43
Participation rate 60.4 60.5 0.1
Part-time workers rate 8.4 6.8 16
Formal employment 453 45.0 0.3
Informal employment? 54.7 55.0 0.3
Working in the informal economy 275 28.2 0.6
Working in the formal economy 272 26.8 0.3
Note: Differences might not match due to the number of decimals allowed in the table
Source: INEGI

! 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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The labor market will likely remain strong in the short-term, albeit with
risks towards the end of the year. We still believe that the labor market remains
in a favorable position despite today’s results. Thus, the synergy between activity,
employment, and consumption is still an important factor in our 2023 GDP
estimate at 2.0%. While we think that results will remain favorable in coming
months, we cannot dismiss some recent signs of a slowdown, so we will be closely
watching employment results in the next few releases.

One thing that we think will underpin strength is that the labor market seems very
tight, with the unemployment rate below the level that we consider to be full
employment. Anecdotally, several employers have commented that the cost of
acquiring and retaining employees has increased. The president of the Mexican
Association of Human Capital Companies (AMECH), Héctor Marquez, endorsed
this, commenting that “...employers have to offer more competitive salaries in
order to attract and retain their personnel..”. This is one of the basic
characteristics of a tight market, with strong labor demand inducing higher prices
—in this case, wages— to keep or hire employees. We believe this factor, along
with the ‘lighthouse effect’ of the minimum wage hike and recent years of high
inflation, have also impacted compensation growth.

Towards the end of the year risks appear to be climbing, highlighting our forecast
of a moderation in activity —-impacted by lower external demand. While this could
translate into a deterioration of the labor market, we believe that the difficulty in
attracting labor faced by some companies could result in more moderate
adjustments relative to similar periods. In addition, the labor market could remain
stronger than previously anticipated given a favorable outlook for growth in 2024.
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