
   “The Michigan Model” 

Some highlights from the most recent RSQE Michigan forecast, released on May 25, 2018: 

The first full quarter of Michigan’s labor market data 
for 2018 is now in the books, and it tells an 
encouraging tale. Michigan added 24,100 jobs in 
the quarter, a sizzling 2.2 percent annualized rate. 
We expect growth to take a bit of a breather over 
the next couple of quarters before settling in at a 
pace of about one percent per year over the rest of 
the forecast. Those growth rates translate into 
gains of 51,900 jobs in 2018 and 43,100 jobs in 
2019, consistent with the gradual trend toward 
slower growth in Michigan’s labor market. 

We expect Michigan’s unemployment rate to 
average 4.6 percent this year. Although that would 
match last year’s average, we do see the state’s 
continued job growth bringing down the 
unemployment rate eventually. The state 
unemployment rate averages 4.5 percent in the 
fourth quarter of this year and 4.3 percent in 2019. 

Four sectors account for more than two-thirds of 
the job gains we foresee in Michigan in 2018 and 
2019: professional and business services; 
construction; trade, transportation, and utilities; 
and leisure and hospitality. The manufacturing 
sector adds just 4,100 jobs in that time as Detroit 
Three vehicle sales stay roughly flat. We expect 
the United States to muddle along without major 
disruptions to international trade through 2019. 

Detroit CPI inflation accelerated from 1.6 percent 
in 2016 to 2.1 percent last year, as energy prices 
rose and national inflation firmed. We expect local 
inflation to stay at 2.1 percent this year before 
declining to 1.7 percent in 2019 as energy prices 
stabilize. 

Personal income growth registered a mediocre 2.8 
percent in 2016 and 2.6 percent in 2017. We 
expect income growth to accelerate to 4.4 percent 
in 2018 and 4.6 percent in 2019. Two major factors 
driving the acceleration in income growth are the 
rosy outlook for wages and salaries as the labor 
market approaches full employment, and a boost 
to property income from rising interest rates. 

Real disposable income growth fell from its modest 
pace of 1.3 percent in 2016 to a very disappointing 
0.4 percent last year with the pickup in inflation. We 
see real disposable income growth rising to a 
healthy 2.7 percent in each of 2018 and 2019 as 
nominal income growth accelerates. The Tax Cuts 
and Jobs Act of 2017 provides an additional boost 
to real disposable income in 2018. The faster 
growth of federal personal taxes in 2019 is offset 
by higher nominal growth and lower inflation. For 
comparison, real disposable income growth 
averaged 1.6 percent from 1970 through 2017, well 
below the forecasted pace in 2018 and 2019. 
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