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e According to the IBGE’s National Household Survey (PNAD), the unemployment rate stood at 8.3% in the
three months through May, in line with our estimate and the market consensus, and implying a 1.5 p.p. drop
from the year-ago level (9.8%). We calculate that the seasonally adjusted unemployment rate stood at 8.2%
during the period, slightly above the April level (8.1%).

e The drop in the seasonally adjusted unemployment rate stemmed from +0.2% MoM-sa variations in both
the employed population and the labor force. The labor market participation rate was 61.8% (sa), above the
April level (61.7%). If the participation rate were fixed at 63% (pre-pandemic historical average), we
calculate that the seasonally adjusted unemployment rate would have been 9.9% in May.

e AllPNAD data is based on a three-month moving average. Our monthly unemployment rate estimate stood
at 8.1% (sa) in May, stable compared to April. This estimate stemmed from +0.2% and +0.1% MoM-sa
variations in the employed population and the labor force, respectively.

o Effective real average income posted a -0.4% MoM sa variation in April (data lagged one month relative to
other PNAD series), while usual real average income posted a -0.3% MoM-sa variation in May. Despite the
negative monthly figures, the overall picture remains of relative stability in real income after a strong
recovery in 2H22.

e According to the May CAGED survey, released on June 29, net formal job creation stood at +155k (versus
consensus +190k, Santander estimate +150k), above the historical average for the month (+122k) but
below the observed in May 2022 (+277k). After our seasonal adjustment, net formal job creation decelerated
to 141k, from 152k in April. The number of hirings increased 0.7% MoM-sa, while layoffs increased 1.4%
MoM-sa. CAGED results remained considerably above our estimate for the joblessness-neutral level. We
estimate that the 3mma of CAGED’s gap to the joblessness-neutral level (~90k) stood at +113k (+112k in
April).

e In our view, May labor market surveys were in line with expectations, and continued to show a likely
overheated job market, with roughly the same picture observed since January. We see the CAGED data
still indicating result compatible with a decreasing unemployment rate. The PNAD survey continues to show
a flattish overall behavior, considering unemployment and participation rates, as well as real wages. We
still believe that the unemployment rate remains low due more to a reduction in the participation rate than
to employment growth. We expect the unemployment rate to increase in 2H23, but the continuity of a low
participation rate should limit this trend.
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research analyst under FINRA rules.
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PNAD Household Survey

According to the IBGE National Household Survey (PNAD), the unemployment rate stood at 8.3% in the three
months to May, in line with both our estimate and the market consensus, implying a 1.5 p.p. drop from the
year-ago rate of 9.8%. We calculate that the seasonally adjusted unemployment rate stood at 8.2%, slightly
above the April level (8.1%). The performance of the seasonally adjusted unemployment rate stemmed from
+0.2% MoM-sa variations in both the employed population and the labor force.

Figure 1 — PNAD Breakdown

s.a. % MoM-sa* % YoY*
Mar-23 Apr-23 May-23 Mar-23 Apr-23 May-23 Mar-23 Apr-23 May-23

Unemployment rate (%) 8.3 8.1 8.2 -0.1 -0.1 0.0 -2.3 -2.0 -1.5
Participation rate (%) 61.8 61.7 61.8 0.0 -0.1 0.1 -0.5 -1.0 -1.0
Labor force (millions) 107.6 107.6 107.9 0.2 0.0 0.2 0.0 -0.7 -0.7
Employment 98.7 98.9 99.1 0.2 0.2 0.2 2.7 16 0.9
Unemployment 89 8.8 8.8 -0.7 -1.7 0.6 -21.1 -19.9 -15.9
Formalization Rate (%) 57.9 57.9 57.8 -0.2 0.0 -0.1 0.8 0.9 0.8
Formal Workers (millions) 57.1 57.2 573 0.0 0.2 0.1 4.1 32 2.2
Informal Workers (millions) 416 416 418 0.8 0.0 0.5 0.8 -0.6 -0.9
Average usual earnings (BRL)** 2,909 2,910 2,903 0.0 0.1 -0.3 7.3 7.4 6.5
Average effective earnings (BRL)** 3,026 3,013 - 1.0 -0.4 - 8.0 6.7 -
Usual wage bill (BRL bn)** 282.3 282.8 2827 0.2 0.2 0.0 10.8 9.6 7.9
Effective wage bill (BRL bn)** 293.3 2934 - 0.3 0.0 - 10.2 8.1 -

* For rates, change is in percentage points.
** |n real terms

Sources: IBGE, Santander.

The labor market participation rate stood at 61.8% (sa), above the April level (61.7%). If the participation rate

were fixed at 63% (pre-pandemic historical average), we calculate that the seasonally adjusted unemployment
rate would have been 9.9%.

Figure 2. Unemployment Rate Figure 3. Unemployment Rate and Counterfactual (sa)
16 —Unemployment Rate (%) 16
15 —Unemployment Rate (%) s.a.
14 14
13
12 12
11
10 10
9
8 8 — Counterfactual (participation fixed at 63% from Sep-22)
7 —Unemployment Rate (%) s.a.
6 6
TEERlC 22 IJaayaa Torveersr®ee22 355y
> X 2 > 2 > 2 > 2 > > > 2 > 2 > 2 > S S S G S A S G G G O S O S
[e] © o © o © (o] © (e} © [e] © [e] © [e] © [e] ©
23235232323 23523232°3 232323232s323232323
Sources: IBGE, Santander. Sources: IBGE, Santander.

All PNAD data is based on three-month moving averages. Our monthly unemployment rate estimate stood at
8.1% (sa) in May, stable compared to April. This estimate stemmed from +0.2% and +0.1% MoM-sa variations
in the employed population and the labor force, respectively.
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Figure 4. Monthly Unemployment Rate (sa) Figure 5. Participation Rate and Employment (sa)
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Sources: IBGE, Santander. Sources: IBGE, Santander.

All PNAD data is constructed as 3-month moving averages. We estimate the monthly figures based on a Kalman Filter, according to BCB methodology.

Formal employment posted a +0.1% MoM-sa variation, while informal employment had a +0.5% MoM-sa
variation. This result led the formalization rate to 57.8% (sa), below the April level (57.9%). After reaching a
peak of 58.4% in December 2022, the formalization rate has stabilized at levels slightly below 58%.

Figure 6. Employed Population (sa, Jan-20=100) Figure 7. Formalization Rate (sa)
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The services sector was the highlight of job creation in May, with the exception of the transportation segment,
which showed a contraction compared to April. Agriculture also contributed negatively to employment in May,
as manufacturing, retail and construction remained close to stability at the margin. In our view, more cycle-
sensitive sectors tend to signal deceleration or stability in employment ahead, due to tight financial conditions.
Figure 8. Post-Pandemic Accumulated Job Variation Figure 9. Employed Population Growth
(sa)
° m% MoM-sa B % YoY 42 38 4
1 18
12 1.1 08
0.30-6 0.7 I 0.4 I o.AI -
0 \/ - - 0'_2 0‘1- i = Oﬁ - .I -.
2 -1 -0.5
S -14 -1.3
=
p 37
-3 —Agriculture  ——Manufacturing -6.2
-4 Construction ——Retail g = 5 3 s B 8 £ 8 ¢
£ 5 k] ¢ k5 & 5 3 B B
-5 —Services 3 S 2 « 5 = o o 3 53
5 £ Z s g 5 R
-6 =< § S e = ¢ £ 3
OO0 0 0O e+ a AN N-CNCN®M™M M b3 = g - o g
R B B SR B U S S 8 8
5F385R558383:28353%88¢ < 5

Sources: IBGE, Santander. Sources: IBGE, Santander.
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The effective real average income posted a -0.4% MoM sa variation in April (data lagged one month relative
to other PNAD series), while usual real average income posted a -0.3% MoM-sa variation in May. Despite the

negative monthly figures, the overall picture remains of relative stability in real income after a strong recovery
in 2H22.

Figure 10. Average Real Income (BRL, sa) Figure 11. Real Wage Bill (BRL, sa)
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Sources: IBGE, Santander. Sources: IBGE, Santander.

CAGED Formal Job Survey

According to the May CAGED survey, released on June 29, net formal job creation stood at +155k (versus
consensus +190k, Santander estimate +150k), above the historical average for the month (+122k) but below
the observed in April 2022 (+277Kk). After our seasonal adjustment, net formal job creation decelerated to 141k
from 152k in April. The number of hirings had a +0.7% MoM-sa variation, while layoffs had a +1.4% MoM-sa
variation. The three-month average now points to a payroll expansion of 199k jobs, stable compared to April.
We estimate that the 3mma of CAGED’s gap to the joblessness-neutral level (~90k) stood at +113k (+112k in
April). In the past three months, the gap has increased considerably:.

With the May result, the 12-month accumulated net job creation reached 1.784 million (adjusted to post-
deadline declarations), from 1.906 million in April. Overall, the main sectors indicated relatively stable
performances from April. Services had the most relevant acceleration, to 92k (sa) from 80k in April. On the
other hand, retail, construction and manufacturing decelerated, and have offset the positive influence from

services.
Figure 12 — CAGED Breakdown (thousands)
Headline Headline (s.a.)

Mar-23 Apr-23 May-23 Mar-23 Apr-23 May-23
Net Creation 195.2 180.0 155.3 305.6 151.6 141.4
Creation 2,168 1,865 2,000 2,070 1,922 1,936
Destruction 1,973 1,685 1,845 1,764 1,771 1,795
Mining 1.6 2.5 2.6 1.9 1.6 2.1
Construction 336 26.9 28.0 329 243 20.3
Manufacturing 17.9 14.2 5.8 384 17.8 12.9
Utilities 1.5 2.1 0.0 1.7 14 -04
Retail 18.6 27.6 154 66.4 211 19.7
Agriculture -0.3 2.9 19.6 17.2 5.0 -5.0
Services 122.3 103.9 839 1471 80.3 91.8

Sources: Ministry of Labor, Santander.

! Santander Brazil Special Report: “Estimating a Neutral Level for Caged Net Job Creation Data” — August 15, 2022 — Available on:
https://bit.ly/Std-special-081522
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Figure 13. Net Formal Job Creation (sa) Figure 14. Net Formal Job Creation
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Figure 15. Job Creation and Destruction (sa) Figure 16. Net Formal Job Creation (3mma, sa)
2,300
2 200 _ .
2100 —Creation ——Destruction Manufacturing
’ 150 —Retail
1,900 100 —Services
1,700 » —Construction
" S 50
2 1,500 ] 0
5 g
_§ 1,300 £ -50
= 1,100 -100
900 -150
700 -200
500 -250
cereeeegggs SN YRG cerce2oeges sy
25 YL 592c < 3522935y 2 > > > > X 2 X 3 X > > > X > 5
£2883822532288e228¢% §c8552858:883528¢%3¢
Sources: Ministry of Labor, Santander. Sources: Ministry of Labor, Santander.
Figure 17. Observed CAGED vs. Neutral Figure 18. Net Formal Job Creation Gap (sa)
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Sources: Ministry of Labor, Santander. Sources: IBGE, Ministry of Labor, Santander.

Final Remarks

In our view, May labor market surveys were in line with expectations, and continued to show a likely overheated
job market, with roughly the same picture observed since January. We see the CAGED data still indicating a
result compatible with a decreasing unemployment rate. The PNAD survey continues to show a flattish overall
behavior, considering unemployment and participation rates, as well as real wages. We still believe that the
unemployment rate remains low due more to a reduction in the participation rate than to employment growth.

We expect the unemployment rate to increase in 2H23, but the continuity of a low participation rate should limit
this trend.

May-23
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Figure 19. CAGED vs. PNAD Net Formal Job Creation Figure 20. Net Job Creation and IBC-Br (12m)
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