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Thank you, Jon, and thank you for the opportunity to speak to you today.1  It is 

such a pleasure to be back in Miami, a city I have seen grow and become ever more 

dynamic over the decades, as I have come many times to visit my large extended family 

here ever since the 1980s. 

As I discussed in my final speech of 2024, two positive supply shocks have 

significantly benefited the U.S. economy over the past two years and have also affected 

the conduct of monetary policy.2 

The first of these has been the surge in population over the past few years that has 

helped bring labor supply into balance with labor demand and, thus, also helped move 

inflation toward the Federal Open Market Committee’s (FOMC) 2 percent goal.  The 

other positive supply shock, which I outlined in my remarks in December, has been a 

step-up in aggregate productivity growth since 2020, which is an increase in the amount 

of economic output, across the economy, per hour worked or some other unit of labor.  

Although productivity growth, measured quarterly, can be quite volatile, over the past 

five years this acceleration is quite evident.  While productivity grew by about 1.5 

percent a year from 2005 to 2019, starting in 2020 it has grown about 2 percent a year.  

This difference may not look dramatic, but because of compounding year-over-year, the 

consequences of an additional 1/2 percentage point in growth over the past five years are 

significant for workers and the U.S. economy.  When workers are more productive, it 

effectively means that businesses can produce more without needing to add workers, and 

 
1 The views expressed here are my own and are not necessarily those of my colleagues on the Federal 
Reserve Board or the Federal Open Market Committee.  
2 See Adriana D. Kugler (2024), “A Year in Review:  A Tale of Two Supply Shocks,” speech delivered at 
the Detroit Economic Club, Detroit, Michigan, December 3, 
https://www.federalreserve.gov/newsevents/speech/kugler20241203a.htm. 

https://www.federalreserve.gov/newsevents/speech/kugler20241203a.htm
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that they can pay workers more without needing to raise prices.  When they are more 

productive, it can also serve as an incentive for businesses to expand.  Across the 

economy, higher productivity growth means that real wages and living standards for 

workers can rise faster without putting upward pressure on inflation.   

And that is exactly what has been happening recently, a period when inflation has 

been falling while the economy is expanding.  While fast growth in wages was one of the 

factors driving inflation in 2021 and 2022, most likely some of that increase was due to 

productivity growth and, hence, was not inflationary.  If productivity continues to grow at 

an accelerated pace, it would support the FOMC’s efforts to keep unemployment low and 

return inflation to a sustained level of 2 percent.  For that reason, I would like to spend 

the balance of my remarks exploring some of the possible reasons why productivity has 

accelerated, and the prospects that this fortunate development will continue.   

Numerous factors affect aggregate productivity, and several may have driven the 

increase in productivity growth in the U.S. since the pandemic, in contrast to the subdued 

productivity growth experienced by other advanced economies around the world. 

One such factor may have been a result of the enormous movement of workers 

caused by the pandemic.  It began with the dramatic loss of 22 million jobs in the spring 

of 2020, the reemployment of many of those workers and the continued mobility as 

people quit jobs, switched occupations and careers, and relocated in response to the 

enormous changes in work and home life brought about by the pandemic.  In finding new 

jobs, in what became a very tight labor market, workers had the opportunity to find better 

matches for their skills and, to some extent, work that they were motivated to carry out 

and which made them more productive.  One indication that this was probably a 
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significant factor in the U.S. is that other advanced economies where there was less 

worker movement have experienced lower rates of productivity growth.3  Economic data 

and research suggest that periods of strong job re-allocation are accompanied or followed 

by higher productivity growth.4 

The tightness of the labor market since 2021 has also likely led firms to invest to a 

greater extent in labor-saving as well as labor-enhancing technologies, which, of course, 

is traditionally one of the major sources of productivity gains.  For example, many retail 

businesses seemed to have installed more self-checkout machines after the onset of the 

pandemic, allowing employers to substitute capital for workers when workers could not 

come to work in person and when there were severe shortages.  More generally, digital 

technology allowed employees to continue working from home during the period of the 

pandemic and beyond, saving commuting time and making employees potentially more 

productive.5 

To the extent that these factors are boosting productivity growth, they are by their 

nature one-off developments that eventually will fade.  A notable exception may turn out 

to be productivity improvements from investments in artificial intelligence (AI).  AI 

investment by businesses has stepped up in the past two years, and it appears to be 

accelerating.6  The advent of the internet and related innovations boosted productivity 

 
3 See Joaquin García-Cabo, Anna Lipińska, and Gaston Navarro (2023), “Sectoral Shocks, Reallocation, 
and Labor Market Policies,” European Economic Review, vol. 156 (July), 104494. 
4 See, for example, Lucia Foster, John Haltiwanger, and C.J. Krizan (2001), “Aggregate Productivity 
Growth:  Lessons from Microeconomic Evidence,” in Charles R. Hulten, Edwin R. Dean, and Michael J. 
Harper, eds., New Developments in Productivity Analysis (Chicago:  University of Chicago Press), pp. 303–
63; and John Haltiwanger, Henry Hyatt, Erika McEntarfer, and Matthew Staiger (2025), “Cyclical Worker 
Flows:  Cleansing vs. Sullying,” Review of Economic Dynamics, vol. 55 (January), 101252. 
5 See Myrto Oikonomou, Nicola Pierri, and Yannick Timmer (2023), “IT Shields:  Technology Adoption 
and Economic Resilience during the COVID-19 Pandemic,” Labour Economics, vol. 81 (April), 102330. 
6 Estimates of current AI usage by firms vary widely, but uptake appears to be significant and rising.  See 
Leland Crane, Michael Green, and Paul Soto (2025), “Measuring AI Uptake in the Workplace,” FEDS 
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growth for about 10 years starting in the mid-1990s, and the benefits of AI could 

potentially be that revolutionary and persistent. 

In addition to being temporary, the factors that I have outlined that could be 

boosting productivity, job re-allocation, and technological investments are themselves 

hard to measure across the economy.  And so are their effects on productivity as well.  

But there is another important factor that is likely to be driving productivity higher whose 

effects may well persist, and that is the surge in new business formation experienced 

since 2019.  As I will explain, new businesses are associated with higher rates of overall 

productivity growth, and that may be particularly true for some of the sectors in which 

these businesses were created.  

Applications for new business tax identification numbers jumped shortly after the 

pandemic began and have remained elevated since then.7  In 2024, the pace of 

applications that are likely to result in employer business formation was about 30 percent 

above its 2019 pace.  This surge is largely unique to the U.S.  In the euro zone, for 

example, business registrations have been relatively flat.  This may help explain why 

labor productivity growth in Europe has been well below that of the U.S. in recent years.8   

 
Notes (Washington:  Board of Governors of the Federal Reserve System, February 5), 
https://www.federalreserve.gov/econres/notes/feds-notes/measuring-ai-uptake-in-the-workplace-
20240205.html. 
7 These data, which track applications to the Internal Revenue Service for new Employer Identification 
Numbers, are available from the Census Bureau’s Business Formation Statistics.  I focus specifically on 
“high-propensity applications,” which are those applications deemed by the Census Bureau to be 
particularly likely to result in the creation of new firms with formal employees. 
8 See Francois de Soyres, Joaquin Garcia-Cabo Herrero, Nils Goernemann, Sharon Jeon, Grace Lofstrom, 
and Dylan Moore (2024), “Why Is the U.S. GDP Recovering Faster Than Other Advanced Economies?” 
FEDS Notes (Washington:  Board of Governors of the Federal Reserve System, May 17), 
https://www.federalreserve.gov/econres/notes/feds-notes/why-is-the-u-s-gdp-recovering-faster-than-other-
advanced-economies-20240517.html. 

https://www.federalreserve.gov/econres/notes/feds-notes/measuring-ai-uptake-in-the-workplace-20240205.html
https://www.federalreserve.gov/econres/notes/feds-notes/measuring-ai-uptake-in-the-workplace-20240205.html
https://www.federalreserve.gov/econres/notes/feds-notes/why-is-the-u-s-gdp-recovering-faster-than-other-advanced-economies-20240517.html
https://www.federalreserve.gov/econres/notes/feds-notes/why-is-the-u-s-gdp-recovering-faster-than-other-advanced-economies-20240517.html
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The surge in applications in early 2020 was an early signal of an acceleration in 

the creation of job-creating new firms.9  The latest data available indicate that new firms 

created 1.9 million jobs in 2023, 14 percent higher than the total for 2019.10  

A couple of aspects of this surge in business entry in the U.S. are noteworthy.  

First, the surge was particularly noticeable in high-tech industries that, historically, are 

important for overall innovation and productivity growth.11  Second, while the pace of 

business applications has cooled somewhat over the past year, it still remains elevated 

and well above pre-pandemic norms.  It is, in fact, proving somewhat more persistent 

than some expected.  

For these reasons, the surge in new business formation is highly relevant to our 

discussion about productivity.  There is a large body of research that finds that new firms 

are key contributors to innovation and growth in aggregate productivity.12  This might 

seem surprising and counterintuitive, since it is well known that many new firms fail in 

their first year or two.  But in the commotion of competition that these many new 

 
9 For extensive documentation and analysis of the pandemic business entry patterns, see Ryan A. Decker 
and John Haltiwanger (2024), “Surging Business Formation in the Pandemic:  Causes and Consequences?” 
Brookings Papers on Economic Activity, Fall, pp. 249–302; and Ryan Decker and John Haltiwanger 
(2024), “Surging Business Formation in the Pandemic:  A Brief Update,” working paper. 
10 Data on employment among firms with age zero from the Bureau of Labor Statistics Business 
Employment Dynamics.  These are annual data with a March reference period. 
11 For documentation of the pandemic high-tech entry surge, see Ryan Decker and John Haltiwanger 
(2024), “High Tech Business Entry in the Pandemic Era,” FEDS Notes (Washington:  Board of Governors 
of the Federal Reserve System, April 19), https://www.federalreserve.gov/econres/notes/feds-notes/high-
tech-business-entry-in-the-pandemic-era-20240419.html.  For the role of high-tech industries in aggregate 
productivity growth, see John G. Fernald (2015), “Productivity and Potential Output before, during, and 
after the Great Recession,” NBER Macroeconomics Annual, vol. 29, pp. 1–51. 
12 The relevant literature is vast.  For example, see Marcela Eslava, John Haltiwanger, Adriana Kugler, and 
Maurice Kugler (2004), “The Effects of Structural Reforms on Productivity and Profitability Enhancing 
Reallocation:  Evidence from Colombia,” Journal of Development Economics, vol. 75 (December), pp. 
333–71; Titan Alon, David Berger, Robert Dent, and Benjamin Pugsley (2018), “Older and Slower:  The 
Startup Deficit’s Lasting Effects on Productivity Growth,” Journal of Monetary Economics, vol. 93 
(January), pp. 68–85; and Ryan Decker, John Haltiwanger, Ron Jarmin, and Javier Miranda (2014), “The 
Role of Entrepreneurship in US Job Creation and Economic Dynamism,” Journal of Economic 
Perspectives, vol. 28 (Summer), pp. 3–24. 

https://www.federalreserve.gov/econres/notes/feds-notes/high-tech-business-entry-in-the-pandemic-era-20240419.html
https://www.federalreserve.gov/econres/notes/feds-notes/high-tech-business-entry-in-the-pandemic-era-20240419.html
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businesses face, there are always businesses that persist and keep their lights on, and 

those often do so because they are innovative and more productive.  New businesses are 

the essence of the competition that drives market-based economies, and it is not 

surprising that they would be an important source of new products or processes for doing 

business—and a source of growth.13  

Of course, not every new firm has to innovate and grow to make important 

economic contributions.  Every entrepreneur contributes even if they just create a job for 

themselves and their family members.  But those new firms that do innovate and grow are 

critical for improvements in overall productivity over time.  

As I noted before, since the surge in entrepreneurship after the onset of the 

pandemic featured an increase in high-tech businesses as well, the productivity 

implications could be significant.  Indeed, the last period of strong productivity growth in 

the U.S., which ran from the late 1990s into the early 2000s, was preceded by a surge of 

new business creation in high-tech industries, including those industries that more 

recently have been associated with AI-related developments.14  So this is one source of 

my optimism about continued robust productivity growth in the U.S. 

But it is not only the innovations produced directly by new businesses that are 

important, since by any measure these new firms are a small share of total businesses.  

New businesses also help drive innovation by existing firms.  As they scramble for 

 
13 See Daron Acemoglu, Ufuk Akcigit, Harun Alp, Nicholas Bloom, and William Kerr (2018), “Innovation, 
Reallocation, and Growth,” American Economic Review, vol. 108 (November), pp. 3450–91; and Vincent 
Sterk, Petr Sedlacek, and Benjamin Pugsley (2021), “The Nature of Firm Growth,” American Economic 
Review, vol. 111 (February), pp. 547–79. 
14 See Lucia Foster, Cheryl Grim, John C. Haltiwanger, and Zoltan Wolf (2021), “Innovation, Productivity 
Dispersion, and Productivity Growth,” in Carol Corrado, Jonathan Haskel, Javier Miranda, and Daniel 
Sichel, eds., Measuring and Accounting for Innovation in the Twenty-First Century (Chicago:  University 
of Chicago Press). 
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funding, customers, and human capital, new businesses will increase competition with 

existing ones, forcing them to innovate as well so they can succeed.  This is surely also 

driving the recent acceleration in productivity growth.  

Many predicted that the surge in new business creation would disappear as effects 

of the pandemic have faded, but this has not really happened.  It is possible that the surge 

in entry will recede and that its productivity effects will likewise be temporary.  On the 

other hand, the productivity gains from a surge in entry could last for some time, since 

these highly productive young firms have been found to grow rapidly for several years, 

contributing to aggregate productivity growth along the way.  Time will tell, but for now, 

it seems likely that this is a factor supporting productivity growth at a higher-than-

historical rate. 

I will confess to you all that it is not a coincidence that I have come to Miami to 

highlight the role of entrepreneurship in innovation and productivity growth.  Miami and 

the Miami metropolitan area is an extraordinarily entrepreneurial area, a place with high 

rates of new business creation, and it is likely an important source of the recent 

productivity surge.   

Out of more than 900 U.S. cities for which we have data, Miami’s post-pandemic 

new firm entry rate ranked 8th in the nation.15  And Miami is not alone in Florida; 5 of 

the top 20 cities for pandemic-era business formation are here in your state.16  Miami 

specifically, and Florida generally, has been a key part of the U.S. entrepreneurship story 

 
15 Entry rates are measured as new firms as a share of all firms for 2021–22 (average) from the Census 
Bureau Business Dynamics Statistics; the Census Bureau data report entry rates for core-based statistical 
areas.   
16 The 5 Florida cities in the top 20 are Orlando-Kissimmee-Sanford, Miami-Fort Lauderdale-West Palm 
Beach, Cape Coral-Fort Myers, Tampa-St. Petersburg-Clearwater, and Crestview-Fort Walton Beach-
Destin. 
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for some time.  During the decade before the pandemic, Miami ranked 5th out of more 

than 900 U.S. cities for firm entry rates, and Florida featured 8 of the top 20 U.S. cities.17   

Miami is special in this regard.  I wonder what is in the water here to produce 

such a dynamic, entrepreneurial culture.  Perhaps it is the extent of sunshine, which has 

long been associated with optimism.  Perhaps it is the friendly economic climate—in my 

own academic research, I have found that policies that facilitate business entry and 

support worker or job re-allocation are indeed helpful for dynamism and productivity.18  

But an interesting question for me as the first Hispanic at the Board of Governors since 

its creation is whether the large Hispanic population in Florida is also a factor behind the 

impressive pace of business dynamism that I have just described.   

More than 25 percent of Florida’s population is Hispanic, compared with around 

20 percent for the United States as a whole.19  Nationwide, recent data indicate that 

Latinos account for a dominant—and rapidly growing—share of new entrepreneurship in 

the U.S., with a particular increase since the pandemic.20  Of course, many of these 

Latino entrepreneurs are also immigrants, another group with a well-known proclivity for 

entrepreneurship.21 There are immigrants in Miami from the Caribbean and all over the 

 
17 I measure the pre-pandemic decade using average firm entry rates for 2010–19.  The 8 Florida cities in 
the top 20 are Orlando-Kissimmee-Sanford, Miami-Fort Lauderdale-West Palm Beach, Cape Coral-Fort 
Myers, Wildwood-The Villages, Tampa-St. Petersburg-Clearwater, Naples-Marco Island, North Port-
Bradenton-Sarasota, and Jacksonville. 
18 See, for example, David Autor, William Kerr, and Adriana Kugler (2007), “Do Employment Protections 
Reduce Productivity?  Evidence from U.S. States,” Economic Journal, vol. 117 (June), pp. F189–F217; and 
Marcela Eslava, John Haltiwanger, Adriana Kugler, and Maurice Kugler (2004), “The Effects of Structural 
Reforms on Productivity and Profitability Enhancing Reallocation:  Evidence from Colombia,” Journal of 
Development Economics, vol. 75 (December), pp. 333–71. 
19 Data from the 2023 American Community Survey. 
20 Analysis by Robert Fairlie using Bureau of Labor Statistics Current Population Survey data reported in 
Ruth Simon (2024), “Latinos Are Starting U.S. Businesses at a  Torrid Pace,” Wall Street Journal, March 
26. 
21 See Sari Pekkala Kerr and William Kerr (2020), “Immigrant Entrepreneurship in America:  Evidence 
from the Survey of Business Owners 2007 & 2012,” Research Policy, vol. 49 (April), 103918. 
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world who contribute to the entrepreneurial culture of this city, and it is surely this 

culture, as much as the efforts of any nationality or group, that is the real engine of the 

dynamism here.  I applaud you all for fostering that culture here in Florida, which is such 

an important contributor to the economic growth of our nation.  More entrepreneurs 

means more productivity, which is crucial to U.S. prosperity.   

Let me conclude with an outline of my views on the outlook for the U.S. economy 

and the FOMC’s efforts to return inflation to our 2 percent goal while maintaining a 

strong labor market. 

The U.S. economy remains on a firm footing.  

Real gross domestic product (GDP) continues to grow at a solid pace.  The 

Bureau for Economic Analysis estimates that real GDP grew 2.3 percent in the fourth 

quarter of 2024, and private domestic final purchases, which is the best indicator for GDP 

one quarter ahead, grew a solid 3.2 percent. Therefore, I anticipate solid GDP growth also 

in the first quarter of this year.  In addition, earlier today the Labor Department reported 

that U.S. employers created 143,000 jobs in January and the unemployment rate edged 

down to 4 percent, consistent with a healthy labor market that is neither weakening nor 

showing signs of overheating.   

Inflation has fallen significantly since its peak in the middle of 2022, and in 

September the FOMC judged that it was time to begin reducing our policy interest rate 

from levels intended to strongly restrict aggregate demand and put downward pressure on 

inflation.  We reduced our policy rate 100 basis points through December, but the recent 

progress on inflation has been slow and uneven, and inflation remains elevated.  There is 

also considerable uncertainty about the economic effects of proposals of new policies.  
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Going forward, in considering the appropriate federal funds rate, we will watch these 

developments closely and continue to carefully assess incoming data, the evolving 

outlook, and the balance of risks. 

Thank you again for the opportunity to speak to you today. 
 


