
   “The Michigan Model” 

Some highlights from the most recent RSQE Michigan forecast, released on October 5, 2018: 

The pace of job growth in Michigan has cooled 
recently, from a whopping 24,100 jobs in the first 
quarter of the year to 9,700 in the second quarter. 
Based on the data so far, we estimate that the state 
added 7,600 more jobs in the third quarter. We see 
the pace in the second and third quarters as the 
new normal over the next few years. We are 
forecasting average job gains of about 10,000 jobs 
per quarter over the period 2018q4–2020q4, an 
average annualized pace of 0.9 percent. 

Michigan’s unemployment rate in August was 4.1 
percent, the lowest since November 2000. We 
expect Michigan’s unemployment rate to average 
4.4 percent this year, inching down to 3.8 percent 
by 2020. The strong labor market outweighs the 
retirements of the baby boomers, leading the labor 
force participation rate to tick up from 61.4 percent 
this year to 61.7 percent in 2020. 

We see professional and business services, leisure 
and hospitality, private education and health 
services, and construction leading the way in job 
growth from 2018 to 2020. The manufacturing and 
government sectors both lag during that time but 
manage to eke out modest job gains. The recently 
proposed U.S.-Mexico-Canada trade agreement is 
not so different from NAFTA, which should come 
as a relief to the auto industry. 

Detroit CPI inflation is on pace to accelerate from 
2.1 percent last year to 2.5 percent this year, which 
would be its briskest pace since 2006 with the 
exception of 2011. In 2019 and 2020, oil prices stay 
essentially flat and local inflation backs off, settling 
in at 1.8 percent in both years. 

Personal income growth moves up progressively 
throughout the forecast period, from 3.5 percent in 
2017 to 3.7 percent this year, 4.1 percent next year, 
and 4.7 percent in 2020. Faster wage growth and 
rising interest rates both contribute to the 
acceleration of personal income growth. 

Real disposable income growth has historically 
been slower in Michigan than many people realize. 
It averaged a modest 1.2 percent per year growth 
rate over the 20 year period 1998–2017. We see 
real disposable income growth picking up from 1.4 
percent in 2017 to 1.7 percent in 2018, supported 
by more rapid nominal income growth and a 
decline in federal personal taxes brought about by 
the federal tax cut. Real income growth moves up 
to 2.2 percent in 2019 with the continued 
strengthening of nominal income growth and 
moderating local inflation, reaching 2.7 percent in 
2020 as nominal income growth continues to 
strengthen. That pace would be more than double 
the average over the past 20 years. 
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