Unemployment rate reaches a historical low
of 3.13% in December

=  Unemployment rate (December; sa): 3.13%; Banorte: 3.56%;
consensus: 3.60% (range of estimates: 3.44% to 3.73%); previous:
3.48%

=  Part-time workers: 7.69% (previous: 8.20%); Participation rate:
60.39% (previous: 60.24%b)

=  The unemployment rate saw its steepest decline since November 2015,
plunging by 35bps to a new historical low two since the survey is
available (2005). Details within the report were relatively favorable,
with a higher participation and a lower part-time rate

= Informal employment was broadly stable as it stood at 56.1%,
highlighting the decline of those working in the formal economy during
the year, going from 29.3% to 28.6%

=  Despite today’s significant surprise, we believe the unemployment rate
will correct higher in coming months, as activity levels and formal job
creation remain muted

= At a state level, Tabasco posted the largest decline in the
unemployment rate in the annual comparison

The unemployment rate plunged in December. According to INEGI s report,
the rate reached 3.13% (seasonally-adjusted figures), significantly below
consensus at 3.60% and our forecast (3.56%). The decline was the steepest since
November 2015, resulting in an unemployment rate at its historical low since
the survey is available. Moreover, the headline figure was accompanied by a
16bps improvement in the participation rate, to 60.39%. Moreover, part-time
workers fell to 7.69%, almost reversing the previous month’s increase that
pushed it towards 8.20%, which is a two-and-a-half year high. Regarding
informal employment, the share of total workers in this condition was broadly
stable, at 56.05%. Among them, the number of employees working within the
formal sector fell to 28.64% from 28.89%, while purely informal workers
inched higher by 23bps to 27.41%, as shown in the table below.

INEGI’s employment report: December 2019
Seasonally adjusted figures

% Dec-19 Nov-19 Difference
Unemployment rate 313 348 -0.35
Participation rate 60.39 60.24 0.16
Part-time workers rate 7.69 8.20 -0.51
Formal employment 43.95 43.93 0.01
Informal employment! 56.05 56.07 -0.01

Working in the informal economy 27.41 27.18 0.23

Working in the formal economy 28.64 28.89 -0.25

Source: INEGI

Y 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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Despite December’s steep decline, other signals suggest more muted labor
market dynamics. The highly surprising and significant fall in the
unemployment rate resulted in a better performance than our expectation of a
year-end level of 3.6%. Nonetheless, the 2019 average was closer, at 3.5%. In
this respect, other signals suggest a more muted performance of the labor
market. In particular, formal jobs according to IMSS plunged by 382,210, which
even after taking into account that this particular period is highly seasonal (as it
always shows net losses), is the weakest historical print for any given month.
Moreover, IMEF’s employment components also declined. Therefore, we
believe it is very important to wait for January data in order to see if there is
additional support for the hefty decline in today’s report.

Considering available information, our hypothesis is that the decline was likely
influenced by most new labor force participants being categorized as occupied.
Given differences in magnitude between these measures, the total effect on the
unemployment rate would be a significant decline. In this respect, it should be
mentioned that the labor force rose to 60.39%, its maximum since November
2015 which is also the historical high. We think more insights can be obtained
when absolute figures about the labor force are released by INEGI on February
13™ On the contrary, the higher participation is favorable but seems to be
skewed towards more informality (see chart, below), particularly those purely
informal, which typically have less access to job benefits. Nevertheless, we
cannot rule out some support given government hiring for the development of
infrastructure projects, particularly in the Southeast, as well as temporary jobs
added by INEGI to carry out the 2020 Census.

Going forward, we expect the unemployment rate to adjust higher in coming
months, limited to the downside by low levels of economic activity. Moreover,
we believe the minimum wage increase for 2020 could add pressures in terms of
the composition of the labor force, as it is our take that some employers will
search for cheaper alternatives in the informal sector, thus limiting growth in
total payrolls and therefore on consumption growth.
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At the state level

Tabasco posted the largest decline in the unemployment rate in the annual
comparison. Analyzing non-seasonally adjusted figures (given that sa data for
federal entities is highly volatile), we highlight the 1.4pp annual reduction in
Tabasco’s unemployment rate, going from 7.9% in December 2018 to 6.4%.
Nevertheless, it continues as the highest in the country, at 6.4% (as shown in the
table below). The fall in annual terms is backed up by the 2,895 formal jobs
created, partially explained by the support of the National Employment Service
Programs. In this context, employment boards and job web pages placed more
than 3,100 people into new positions. In addition, we also note that only 6 out of
32 states showed a better performance relative to the national level, as shown in
the following graph.

Minor and major difference in the unemployment rate by state: December 2019
total change over a year ago
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The labor market in Chiapas, Durango, Tamaulipas, and Colima has improved
substantially, with significant declines in the unemployment rate. However, in
Queretaro, Coahuila, Jalisco, Yucatan, and Sonora it has worsened. Last but not
least, the lowest level of the unemployment rate was again in Guerrero (1.5%).
This implies a 0.2pp increase relative to the same month of the previous year as
shown in the following table.
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Unemployment rate by state — December 2019

%; nsa
Dec-19 Dec-18 2019 Difference

Tabasco 6.4 7.9 71 14
Chiapas 25 35 33 -1.0
Durango 843 41 42 -0.8
Tamaulipas 31 3.9 34 -0.8
Colima 3.0 36 36 -0.6
Sinaloa 2.7 3.2 3.2 -0.5
National 2.9 34 35 -0.4
Tlaxcala 37 41 4.0 04
Guanajuato 34 37 38 -0.3
Campeche 31 35 33 -0.3
Aguascalientes 3.2 34 35 -0.2
Baja California 2.2 22 25 0.0
San Luis Potosi 2.1 21 2.6 0.0
Puebla 25 25 2.7 0.0
Quintana Roo 31 31 31 0.0
Zacatecas 25 25 3.0 0.0
Oaxaca 20 2.0 1.8 0.0
Mexico City 52 5.2 5.1 0.0
State of Mexico 4.2 4.1 45 0.1
Nayarit 3.6 34 3.9 0.2
Veracruz 29 2.7 29 0.2
Nuevo Leon 3.6 3.3 35 0.2
Guerrero 15 1.3 15 0.2
Baja California Sur 37 34 441 0.3
Michoacan 28 24 2.7 0.3
Hidalgo 25 21 24 0.3
Morelos 25 2.1 2.4 0.4
Chihuahua 2.5 2.1 3.0 04
Sonora 4.0 35 4.4 0.5
Yucatan 2.0 1.5 1.9 0.5
Jalisco 31 2.6 3.0 0.5
Coahuila 42 3.6 46 0.6
Queretaro 47 3.7 4.3 1.0

Source: INEGI

Disclaimer

The information contained in this document is illustrative and informative so it should not be
considered as an advice and/or recommendation of any kind. BANORTE is not part of any party or

political trend.
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Guide for investment recommendations.

Reference
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The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy or
completeness. The information, estimations and recommendations included in this document are valid as of the issue date, but are subject to
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