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Stage Set for Labor Market Deterioration in 1H21 +5511 3553.8487

e According to the IBGE’s National Household Survey (PNAD), the unemployment rate stood at 13.9% in the
three months to December, in line with our estimate and slightly below market consensus (14.0%), implying
a 2.9 p.p rise from the year-ago level (11.0%). We calculate that the seasonally adjusted jobless rate moved
up to 14.8%, compared to 14.6% in November—a new all-time high for the series.

e The results showed seasonally adjusted gains of 0.1% and 0.3% in employed population, and the labor
force, respectively. The labor market participation rate stood at 56.5% (sa), a slight increase compared to
the November result (56.2%). However, the participation rate remains 4.8 p.p. below the pre-crisis mark.

e The 2020 average unemployment rate stood at 13.2%, above the 2019 result (11.9%). This reflects the
impacts of the pandemic, which were not entirely reflected in 2020 data, due to low labor market
participation throughout the year.

e All PNAD data is based on a three-month moving average. We estimate that the monthly unemployment
rate figure stood at 14.6% (sa) in December, compared to 14.8% in November. This result followed +0.1%
and -0.1% MoM sa variations in in employed population and the labor force, respectively. This shows that,
at the margin, the unemployment rate has fallen slightly, although the trend remains upward.

e The effective real wage bill posted a 10.0% YoY drop in November (data lagged one month relative to other
PNAD series), even worse than October's 8.6% YoY drop. As income remained depressed, goods
consumption in 2H20 was sustained mainly by government emergency cash transfers, in our view.

e Looking ahead, we expect the unemployment rate to rise significantly throughout 1H21, as the labor force
returns to pre-pandemic levels and employment recovers more slowly, following the halt to emergency aid
and new mobility restrictions.

The IBGE National Household Survey (PNAD) showed that the unemployment rate reached 13.9% in the
three months to December, in line with our forecast and slightly below market consensus (14.0%), a rise of
2.9 p.p. in comparison with the year-ago level. We estimate that the seasonally adjusted unemployment rate
rose to 14.8% in December, from 14.6% in November, as shown in Figures 1 and 2.A. The 0.3% MoM-sa
increase in the labor force more than offset the 0.1% MoM-sa growth in employed population. Both employed
population and the labor force remain in historically low levels, 8.8% and 6.4% below the February (pre-
pandemic) levels, respectively.

IMPORTANT DISCLOSURES/CERTIFICATIONS ARE IN THE “IMPORTANT DISCLOSURES” SECTION OF THIS REPORT.
U.S. investors' inquiries should be directed to Santander Investment at (212) 350-0707.
*Employed by a non-US affiliate of Santander Investment Securities Inc. and is not registered/qualified as a research
analyst under FINRA rules, is not an associated person of the member firm, and therefore may not be subject to
FINRA Rules 2241 and 2242 and incorporated NYSE Rule 472 restrictions.
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Figure 1 — PNAD Breakdown

s.a. % YoY % Feb-20*
Oct-20 Nov-20 Dec-20 Oct-20 Nov-20 Dec-20 Oct-20 Nov-20 Dec-20
Unemployment rate (%) 14.4 14.6 14.8 2.7 2.9 2.9 2.9 3.0 3.2
Participation rate (%) 55.9 56.2 56.5 -6.1 -54 -5.1 -53 -5.1 -4.8
Labor force {millions) 98.1 98.7 99.0 -1.6 -6.3 -5.7 -13 -6.7 -64
Employment 839 84.3 84.4 -10.4 -9.4 -8.9 -9.3 -89 -88
Unemployment 14.1 14.4 14.6 13.7 18.2 19.7 2.0 2.2 2.5
Formalization Rate (%) 58.7 58.8 59.1 24 2.0 14 2.0 2.0 2.3
Formal Workers (millions) 49.3 495 49.8 -6.5 -6.1 -6.5 -3.6 -3.4 -3.1
Informal Workes (millions) 346 348 345 -153 -135 -11.9 -5.7 -5.5 -5.7
Average usual earmnings - - - 57 4.0 2.7 - - -
Average effective earnings - - - 1.0 -1.0 - - - -
Usual wage bill - - - -53 -59 -6.5 - - -
Effective wage bill - - - -8.6 -10.0 - - - -

*Variation relative to February 2020 (pre-pandemic) reading. For rates, change is in percentage points.

Sources: IBGE, Santander.

Figure 2.A. Unemployment Rate (% of the labor force) Figure 2.B. Employed and Unemployed (% YoY)
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Labor market participation rate remained historically depressed despite some recovery at the margin (56.5%
sa in December, from 56.2% sa in November). In a counterfactual exercise, if the labor force had remained at
the February 2020 level, the unemployment rate would be at 18.7% in December, as shown in Figure 3.A. We
believe that, due to the halt to emergency aid in 1Q21 and the higher levels of mobility compared to 2Q20 and
3Q20, the labor force and patrticipation rate should come closer to pre-pandemic levels.

Figure 3.A. Counterfactual Exercise Figure 3.B. Participation Rate and Labor Force (sa)
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All PNAD data is based on a three-month moving average. We estimate that the monthly unemployment rate
figure stood at 14.6% (sa) in December, compared to 14.8% in November. This result followed +0.1% and
-0.1% MoM sa variations in in employed population and the labor force, respectively. This shows that, at the
margin, the unemployment rate has fallen slightly, although the trend remains upward, as shown in Figure 4.A.
Nonetheless, we believe that the labor force should resume its recent upward trend in the following months. In
our view, employment should perform poorly in 1Q21, due to new mobility restrictions and a drop in economic

activity, details in the link!. Therefore, the total number of unemployed should keep the high YoY growth, as
shown in Figure 4.B.

Figure 4.A. Unemployment rate: Santander Monthly

Figure 4.B. Unemployed: Santander Monthly
Estimate (% sa)
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Sources: IBGE, Santander. Sources: IBGE, Santander.

The PNAD survey continues to show the different magnitudes of the pandemic’s impact on sectors. December
data indicated a deceleration of employment at the margin for some sectors, as shown in Figure 5.A. In the
services sector, accumulated job losses remain above 4 million since the beginning of the pandemic, as more
socially integrated activities suffered more from mobility restrictions. The labor market formalization rate stood
at 57.8%, consolidating a trajectory of a slow reduction in the past few months, but still high due to the stronger
impact of the pandemic on informal workers versus formal ones, as illustrated in Figure 5.B. In our view,
informal jobs will lead the employment recovery as the economy reopens, especially in the services sector.

Figure 5.A. Post-Pandemic Accumulated Job Losses

Figure 5.B. Employment by Position (% YoY)
(s.a.)

61%

5 60%
1
0y
S 0 59%

B - 58%
53 E
3 57%
g -4 10
F 56%
) ) -15 —Formal Worker 559
-6 —Agriculture —Manufacturing — Informal Worker
7 Construction —Retail -20 Formalization Rate (RHS) 54%
—Services
8 25 53%
S S S o S S o S S o =SS o o222 2222R KRR
) h h ) ) b ) ) h ~ & g U - ¢ g U - ¢ g U = ¢ o U
= = > c = o [=N k] > o S 30222 s Ss0 LS oL
§ <% § = = E! g 3 g 8 = w o = v a = w o = n 0O

Sources: IBGE, Santander. Sources: IBGE, Santander.

The effective real wage bill has worsened additionally in November (data lagged one month relative to other
PNAD series), with a 10.0 YoY drop, as shown in Figure 6.A. As discussed in our recent report, details in the

1 Santander Brazil Economic Activity - “Lingering Impacts to Slow the Recovery” — February 23, 2021- Available on: http://bit.ly/Sant-
econact-chart-fev2l
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link?, government cash transfers and the emergency aid allowed the “expanded” real wage bill to increase in
2020. We expect the “expanded” real wage bill to have sharply dropped in 1Q21, with the halting of the
Emergency Aid program and a fall in the employment rate. There has been a decoupling between usual and
effective real wage bills, as shown in Figure 6.B. This happened due to a significant rise in real usual income,

derived from a composition effect as job losses were concentrated between employees with lower wages. In
our view, this difference should reduce in the following quarters.

Figure 6.A. Real Wage Bill (% YoY) Figure 6.B. Real Wage Bill (% YoY)
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Sources: IBGE, Santander.

All'in all, the December PNAD indicates additional deterioration in labor market. In our view, the current job
market fragility tends to be exacerbated in 1Q21. We expect the labor force to continue to recover, which,
combined with a slight fall in the employment rate, should lead to a sharp rise in unemployment rate, following
the end of the government’s Emergency Aid program and new mobility restrictions in January and February.

The scenario of a more precarious job market in the post-pandemic becomes clearer, as the informality rate
should rise and wages and the real wage bill should fall.

2

More details on: Santander Brazil Activity and Fiscal Policy — “Labor Market — 2021 Thermometer” — February 4, 2021- Available on:
http://bit.ly/Sant-Ilbrmkt-040221
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