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Thank you for having me today, it is great to be back in Omaha and I look forward to our
discussion. The Kansas City Fed covers a seven-state region comprising roughly 20 million
people and a large portion of the middle of the country. In addition to Kansas City, we rely on
offices in Denver, Oklahoma City, and Omaha to cover such a large and diverse geography.
These offices play a vital role in all the Federal Reserve’s three primary mission areas.

As you likely know, the first of these mission areas is monetary policy, which people are
often most familiar with due to the broad effects that changes in interest rates have across
businesses and households. I will spend most of my time addressing monetary policy today. In
addition, the Federal Reserve is also a regulator of commercial banks, with supervisory
responsibilities for banks that have a state charter and are members of the Federal Reserve
System. Lastly, the Federal Reserve is heavily involved in supporting national initiatives related
to payments and financial services, including work for the U.S. Treasury.

I want to share this context with all of you as a way to specifically highlight the important
work and footprint of our Omaha office and the 150 employees who work here in support of
these functions. For example, we have staff, under the leadership of Branch Executive Nate
Kauffman and others who are in attendance today, who conduct research and connect with many
of you in an effort to understand economic developments that are useful when informing broader
discussions about monetary policy. We also have a number of bank examiners and other
individuals working to ensure the stability of banks and the financial system throughout the state
of Nebraska.

Perhaps most unique to our Omaha office, however, is work that we do on behalf of the
U.S. Treasury to support our service men and women stationed on bases or ships throughout the
world. Today, the Kansas City Fed has nearly 100 employees in Omaha who build, manage and
maintain a program known as "Stored Value Card,” which is focused on displacing the use of
physical cash at military locations and on naval ships, which, as you might imagine, can carry
significant risks in certain parts of the world. The development of this stored value card solution
provides an easy and efficient end-to-end financial transaction system that can be used by our

military in the most austere locations.



Growth and Monetary Policy
For most of my time today, I want to take a step back to focus on a few longer-term

trends that will shape the environment for monetary policy in the coming years:

e First, technology and productivity growth, and the role that energy can play as
either an enabler or constraint.
e Second, demographics and projections for the size of the workforce.

e And third, the growth of government debt, both in the United States and abroad.

All three of these factors leave an imprint on monetary policy, not so much for the
meeting-to-meeting interest rate decisions of the Federal Open Market Committee, but more for
where interest rates will settle over time.

But before gazing into the crystal ball, let’s look back at the FOMC’s decision earlier this
month. During its November meeting, the FOMC cut its policy rate by a %4 percentage point,
following a %2 point cut in September. These cuts came after a year of holding rates flat and,
before that, a rapid increase in rates as the Fed moved to address the spike in inflation that
followed the pandemic. The decision to lower rates is an acknowledgement of the Committee’s
growing confidence that inflation is on a path to reach the Fed’s 2% objective—a confidence
based in part on signs that both labor and product markets have come into better balance in
recent months. While now is the time to begin dialing back the restrictiveness of monetary
policy, it remains to be seen how much further interest rates will decline or where they might

eventually settle.

Productivity, Technology, and Energy

The first long-run factor I will review is productivity. Productivity determines how
efficient an economy is at producing goods and services with a given quantity of materials and
labor. A more productive economy allows for both strong growth and moderate inflation—a
winning combination—and is the key determinant of sustained increases in living standards.
Strong productivity growth can also lead to relatively high equilibrium interest rates by
strengthening investment demand and supporting consumption.

Recent productivity growth has been solid. Labor productivity, or the amount of output

produced with one hour of work, has increased at an average 2.5% pace for the past year-and-a



half, more than twice as fast as in the decade prior to the pandemic. In part, this pick up could be
a temporary boost as some factors that have depressed productivity fade. The historically tight
labor market of 2022 and 2023, and the high number of open positions, led to a record number of
workers quitting their current job for something new. While in the long run, having workers in
jobs that are a better match to their abilities and desires can boost productivity, in the short-run,
turnover decreases the skill of the workforce and results in higher training costs.! With the labor
market cooling this year, workers are no longer quitting at an elevated pace, and labor market
churn has fallen off dramatically, leading to at least a temporary increase in productivity.

But perhaps the most important and persistent changes in productivity typically arise
from technological advancements. Of course, there is much excitement about artificial
intelligence, or Al. The excitement around Al is high, and the massive investments being made
suggest that the expected productivity gains from the technology must be enormous. While the
full potential remains uncertain, Al appears set to change the way people work and interact.

One aspect of Al that cannot be overlooked is its interaction with the energy economy.
Last week, the Kansas City Fed along with the Dallas Fed hosted an Energy symposium where a
main topic of discussion was the resurgent growth in power demand. Al is an energy intensive
technology, and will likely influence and reshape energy markets, especially for electricity.

The growth of Al and data centers is already having a significant impact on the market
for electricity. Demand for electricity in the United States has grown at a 1.3% pace over the past
three years, more than twice as fast as in the decade before the pandemic. Research at the Kansas
City Fed highlights that this recent surge in demand has been concentrated in a few key states
where the rapid expansion of data centers has been a major contributor to rising electricity use.?
Two states in the Tenth District, Nebraska and Wyoming, have experienced a big jump in
commercial electricity use since the beginning of this year, likely spurred by major projects by
large tech firms. While data centers are just one piece of the puzzle, their rapid expansion
illustrates the broader transformation taking place across industries that rely heavily on digital

infrastructure, including Al and cloud computing. These developments highlight the critical role
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electricity will play in driving future economic growth, both in our districts and across the
nation.

More generally, what we are seeing is an increase in U.S. electricity intensity—the
amount of electricity used per unit of GDP. Historically, the U.S. economy has grown more
energy-efficient, with electricity intensity declining since the early 1990s, reflecting
technological advancements, energy-efficient practices, and structural shifts in the economy.
However, this trend appears set to reverse as the economy becomes more electrified.

Even as these trends point to an increasing digital and electrified economy, they also
present challenges. One of the key constraints we now face is ensuring that energy infrastructure
can keep pace with this accelerating demand. The adoption of advanced technologies like Al,
automation, and data centers, while crucial for maintaining economic competitiveness, has
created significant strains on our energy systems. Without sufficient investment in power
generation, transmission, and distribution networks, the ongoing surge in electricity demand

could result in supply constraints that potentially slow economic growth.

Demographics

The second long-term factor I would like to focus on is demographics. Population trends
are generally slow-moving and predictable, and here the outlook is not supportive of growth.
From the end of World War II until the present, the working age population of the United States
increased by about 100 million potential workers. However, from this year until the end of the
century, projections have only about 10 million new potential workers joining the labor force. We
are transitioning from a period where the number of workers in the United States increased
rapidly, to a future where there is almost no increase in the workforce. This is not a recipe for
strong growth.

And it is not just the United States. The growth rate of the global population is expected
to decline steadily to zero by the end of the century, and projections for some individual
countries are stunning. Most notably, after increasing by close to 1 billion people from 1950 to
now, the population of China is expected to shrink by almost 1 billion people by the end of the
century. As the world population ages, both in the United States and globally, there will be fewer

workers, which reduces demand for physical capital and investment, depressing interest rates.



Older populations also save more, which can further push down interest rates. This is to say that

demographic trends are likely to put downward pressure on interest rates.

Deficits and Debt

The third long-term factor I would like to discuss is the tremendous growth of
government debt, both in the United States and globally. And here I would like to reiterate some
points that [ made in May at a speech delivered at the Kansas City Fed’s Agricultural Summit in
Omaha.?

Prior to the pandemic, one often-cited explanation for the relatively low interest rates of
the period was high demand for safe assets, including government debt, relative to the supply of
those assets. Increased demand from financial institutions as well as strong growth in China and
emerging markets had boosted demand for such assets, bidding up their price and holding down
interest rates across the yield curve.

However, now this demand has cooled, even as the supply of government debt has
jumped and is expected to continue growing at a very rapid rate. As such, it is possible that the
balance of demand and supply for government debt will shift from a factor holding down interest
rates to a factor boosting interest rates.

Importantly, shifts in supply and demand for safe assets influence interest rates
independent of the Fed’s actions. Though the Fed is not a passive bystander and plays a role in
setting short-term interest rates, it can’t perpetually deviate rates from market forces without
risking its mandates for maximum employment and price stability. In this way, the Fed takes
fiscal decisions as given and steers monetary policy in the appropriate direction to achieve its
dual mandate.

As I said in May, large fiscal deficits will not be inflationary because the Fed will do its
job and achieve its inflation objective, though in doing so, the outcome could be persistently
higher interest rates. This relationship is also at the crux of the rationale for the political
independence of the central bank. Political authorities could very well prefer that deficits not
lead to higher interest rates, but history has shown that following through on this impulse has

often resulted in higher inflation. An independent central bank insulated from immediate political
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pressure and guided by a clear inflation objective has historically been an effective means for

achieving and maintaining low and stable inflation.

Conclusion

I have discussed three long-term trends today: productivity, demographics, and debt. All
three have implications for the long-run path of monetary policy, interest rates, and growth, but
in different directions. Faster productivity growth could lead to relatively high interest rates and
high growth; demographic trends point to low interest rates and slow growth; while debt
dynamics suggest a combination of high interest rates and slow growth. All three factors are
likely to be in effect, and the outcome for interest rates and the economy will be determined by
the balance between them. As an optimist, my hope is that productivity growth can outrun both
demographics and debt. But as a central banker, I will not let my enthusiasm get ahead of the

data or my commitment to the Fed’s dual mandate of price stability and full employment.



