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Artificial intelligence has not overtaken every corner of the
economy, but it dominates the current economic conversa-
tion as though it has. While not unprecedented, it is rare for
a single technology to capture the country’s zeitgeist so com-
pletely. Stock market concentration offers one measure of just
how pervasive the Al narrative is. The ten most Al-exposed
companies now account for around 40 percent of total U.S.
stock market value, according to Bank of America Global In-
vestment Strategy, a share that rivals the peaks reached by
the Nifty Fifty in 1972, Japan’s bubble-era conglomerates in
1989, and the dot-com bubble of 1999 (Figure 1a).

Unfortunately, a bigger investment boom doesn’t always
signal a bigger breakthrough. Plotting peak investment as
a share of GDP against each technology’s estimated long-
run contribution to productivity growth across six historical
episodes produces a relationship that is only faintly positive
(Figure 1b)." However, we would caution against drawing any
strong conclusions from six episodes, each measured with
wide errors.

While boom size has been a weak guide to the growth that
follows it, larger booms do tend to fund more of the underlying
infrastructure that the technology eventually requires. A study
from the Bank for International Settlements characterizes the
technology buildout as a contest among a handful of firms rac-
ing for a small number of dominant positions. This is the same
competitive dynamic that pushed prior technologies toward
overbuilt infrastructure along with excessive financial fragil-
ity. Each firm, rational on its own, over-commits resources to
avoid being shut out of a market that may only support a few
winners. Their study puts the resulting over-investment at 1.5
to 3 times the efficient level. The same competitive logic that
produces the overbuilding also produces the uncertain but
potentially large payoff to whichever firm wins the race, which
is what keeps capital flowing in even after the overbuilding
becomes apparent to everyone in the contest.

The times therefore call for an assessment of what impact
artificial intelligence is currently having, and not having, on the

U.S. macroeconomy. We split the discussion into two parts,
one assessing Al’'s impact on the macro-financial system, the
other on the labor market.

Figure 1a Today's Al concentration mirrors every prior
tech mania
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Figure 1b Buildout size tells us little about the payoff
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THE MACRO-FINANCIAL SYSTEM

What are the current financial realities, and
fantasies, surrounding Al?

One of the key metrics for assessing whether equity markets
are over- or undervalued is the cyclically adjusted price-
earnings ratio, or CAPE. Currently above 40, CAPE is near
the level it reached at the peak of the dot-com bubble (Figure
2a). Andrew Atkeson, Jonathan Heathcote, and Fabrizio Perri
offer a structural explanation. They argue that valuation ratios
have risen above their historical norms over the past 30 years
because labor’s share of corporate output has declined while
corporate investment has remained relatively weak, which
mechanically raises the value of corporations relative to their
earnings. Because free cash flow, defined as earnings minus
net investment, rose in step with enterprise value from 1980
to mid-2022, the ratio of free cash flow to enterprise value
held steady over that period, unlike the standard earnings-
based ratio.

Today, the cyclically adjusted price to free cash flow ratio, or
CAPC, is around 54, against an average of 37 over 1961-2019
and above 80 on average in 2000, at the height of the dot-com
boom. Relative to their 1961-2019 averages, the cash-flow
multiple has risen by far less than the earnings-based one,
about 50 percent above its average against roughly double
for CAPE, and its current level, while high, is nowhere near its
dot-com peak. However, this is changing as free cash flow at
the largest technology firms has begun to fall sharply in 2026,
as they shift from capital-light to capital-heavy operations.
The measure rises by construction during investment booms,
since heavy capital spending depresses free cash flow wheth-
er or not that spending eventually pays off. That is part of why
the dot-com reading was so extreme. Combined free cash
flow at the four largest hyperscalers came to $199 billion in
2025. It fell to $20 billion in the first quarter of 2026 and $7
billion in the second, an annualized rate near $30 billion, with
Amazon and Alphabet’s turning negative (Figure 2b). If this
pace of spending continues, the free cash flow cushion that
made high valuations defensible will begin to disappear, and
the CAPC valuation will drift further upwards relative to CAPE.

There are also signs that at least some corners of financial
markets have stopped pricing Al exposure on economic
fundamentals. The skew in S&P 500 options, a measure of
how much more investors pay for protection against a sharp
decline than for exposure to a comparable rally, recently fell
to its lowest level since mid-2024, according to Cboe. In other
words, investors are betting on further upside about as enthu-
siastically as they are hedging against a downturn, which is
unusual, especially for a market already trading at high valua-

Figure 2a On cash flow, valuations are the highest outside the
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Figure 2b Al capex has eroded Big Tech's cash flow
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tions. It might suggest a concerning level of complacency and
a lack of careful risk pricing.

An illustration of this complacency unwinding came in July
2026, when Leopold Aschenbrenner’s Situational Awareness
fund, built on highly concentrated Al bets, suffered a sell-off
that now ranks as the largest trading loss in history, to the
tune of $35 billion. Meanwhile, Allbirds, a shoe company, re-
branded itself as NewBird Al in 2026 in a shift to GPU cloud
computing. Its stock price surged as much as 600 percent
on the announcement, adding roughly $127 million in market
capitalization within a day. The timing of the current IPO pipe-
line of SpaceX, Anthropic, and OpenAl is in part based on this
investor enthusiasm. Bringing a company public is as much
a question of timing the market as it is of outgrowing what
private capital is able to fund.



https://www.nber.org/papers/w34748
https://www.cboe.com/insights/posts/week-of-8-10-2026-spx-skew-collapses-on-upside-chasing
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https://www.cnbc.com/2026/04/15/allbirds-bird-stock-shoes-ai.html
https://www.cnbc.com/2026/04/15/allbirds-bird-stock-shoes-ai.html

In South Korea, retail investors piled into single-stock lever-
aged exchange-traded funds tracking SK Hynix and Samsung
as the two chipmakers benefited from the Al-driven boom in
memory-chip demand. Combined assets in those leveraged
funds swelled to roughly ¥¢31 trillion (about $20 billion) by
their June 2026 peak, and by early July, the leveraged funds
together with the two underlying stocks accounted for roughly
70 percent of all trading value on the Korean stock market
(Figure 3a). The bubble then popped, with the primary Ko-
rean stock index, the Kospi, falling 44 percent from its June
high. Combined leveraged-ETF trading volume collapsed by
roughly 90 percent within about a week of new trading curbs
taking effect, and assets in the leveraged funds are down by
roughly two-thirds from their June peak. This event is a clas-
sic illustration of how leverage can turn a real trade, the Al
memory-chip boom, into a bubble.

Figure 3a Korea's single-stock leverage bubble inflated and burst
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Figure 3b Markets now price Oracle as riskier than in the
2008-09 crisis
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Credit markets are beginning to signal some warning regard-
ing the current financial excesses. Big Tech credit default
swap spreads have widened as the companies take on debt
to fund the buildout. Oracle’s five-year CDS spread is the
starkest example, surpassing the peak it reached during the
financial crisis of 2008—09 (Figure 3b).

Are these financial metrics warranted?

Are we headed for an unprecedented boom, bust, or some-
thing more mundane? Answering this means setting the mar-
ket narrative aside and asking what the underlying macroeco-
nomic realities and fantasies actually are in relation to Al.

CAPITAL EXPENDITURES

Combined capex among the seven largest Al builders has
climbed from $160 billion in 2022, where it stayed through
2023, to a projected $863 billion in 2026. These figures imply
some remarkable growth rates of 68 percent in 2024, 71 per-
cent in 2025, and 88 percent in 2026 (Figure 4a). This pace
of growth is neither likely nor expected to continue. Big Tech
firms have mostly stopped revising their investment plans
upward, and their guidance points to growth decelerating in
2027 as annual spending is set to surpass one trillion dollars
and increasingly outrun their own free cash flow. Goldman
Sachs’s credit strategists put the share of hyperscaler capital
spending financed by debt at 27 percent in 2025 and roughly
a third in 2026, peaking near 35 percent in 2027. They also
count close to $500 billion of Al-related debt issuance, of
which the hyperscalers account for only 40 percent, with the
rest raised by borrowers who have considerably smaller bal-
ance sheets.

Figure 4a Cash flows are now insufficient to fund the buildout
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Figure 4b The buildout is both a volume and price boom
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This trillion-dollar buildout is not hard to spot in the construc-
tion and investment data, both in quantities and prices (Figure
4b). Private data-center construction spending, measured in
constant dollars, swung from an early, small-base boom and
bustin 2015-19 to a sustained climb since 2023, peaking near
84 percent year-over-year growth in mid-2024 and cooling to
around 20 percent by the spring of 2026. It has reaccelerated
since, to 28 percent in June on a three-month average basis
and 44 percent in the month of June alone. Business invest-
ment in computers and peripheral equipment has followed an
even steeper recent path. It was up 75 percent year-over-year
in the fourth quarter of 2025, 72 percent in the first quarter
of 2026, and 58 percent in the second. Prices for that same
equipment, which historically decline over time, have jumped
sharply in the last few months, to 23 percent year-over-year
in August, likely reflecting the broader Al-driven memory-chip
shortage now passing through into finished computer-equip-
ment prices.

Al-related investment in software and information-processing
equipment, together with the Al-driven wealth effect on con-
sumption described below, accounted for nearly half of core
GDP growth over the year through the second quarter of 2026
(Figure 5a).2 Stripping that contribution out, and disregarding
any crowding-out effects it has had, the remaining economy
has been growing noticeably more slowly than the headline
figures suggest.

EARNINGS GROWTH

The revenues attributable to Al are growing fast. The current
run-rate revenue across the major Al providers is somewhere
between $150 and $217.5 billion on The Economist’s account.
Cumulative Al infrastructure capex among the seven largest
builders since 2022 amounts to about $1.9 trillion (Figure 4a).

Recovering this capital over a (generous) six-year depre-
ciation schedule at a 10 percent required rate of return costs
about $440 billion a year. Epoch Al’s estimate that electricity,
cooling, bandwidth and staff make up about a tenth of the an-
nual total cost of ownership of a one-gigawatt facility puts the
full annual cost of the buildout near $500 billion. J.P. Morgan
Asset Management puts the revenue required for a 10 per-
cent return nearer $650 billion a year. Al revenues are thus
short by a factor of two to four. Revenues have been growing
rapidly, however. Epoch Al finds that combined revenue at
OpenAl and Anthropic tripled in 2024, more than quadrupled
in 2025, and has grown 3.5-fold so far in 2026. Even if total
industry revenues only double each year, this hurdle may be
within reach in a few years. But capex continues to grow as
well, raising the hurdle at the same time.

The broader pattern of strong corporate earnings growth in
the US is not itself an Al story. Reporting in the Wall Street
Journal has traced a meaningful share of 2026’s corporate
profit growth to tariff refunds and to investment gains on the
equity stakes held by Amazon and Alphabet, rather than to Al-
driven productivity gains. Al equity valuation gains have also
boosted consumer spending, thereby supporting corporate
earnings growth. Household holdings of corporate equities
and mutual-fund shares rose from $34 frillion at the end of
2022 to $56 trillion at the end of 2025. Attributing half of that
$22 trillion gain to Al, and applying a marginal propensity to
consume out of wealth of 4 percent, raises the level of con-
sumer spending by about $450 billion by the end of 2025, or
roughly $150 billion a year of additional spending over the
three years. This spending amounts to about a quarter of the
growth in real consumption and a fifth of real GDP growth,
which is about half a percentage point of GDP a year (Figure
5a). That is a meaningful but fragile contribution to aggregate
growth. It depends on Al-related equity valuations continuing
to hold at a moment when the personal saving rate has been
hovering at or below 3 percent.

CIRCULAR FINANCING

Robin Brooks decomposed the U.S. sectoral saving-invest-
ment balance to show that corporations are currently running
as net savers rather than net borrowers. This is a sharp con-
trast with the corporate sector’s position during the dot-com
bubble and a reflection of the profitability of the hyperscal-
ers currently funding much of the buildout (Figure 5b). Up
to 2025, this boom remained mostly self-funded by highly
profitable companies rather than mostly financed by external
debt the way the telecom buildout of the late 1990s was. The
funding has begun to shift toward debt financing as men-
tioned above (Figure 4a). Moreover, much of Al financing has
grown increasingly off-balance-sheet, routed through future
spending commitments and vendor-financing arrangements
that do not show up neatly in any single company’s reported
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Figure 5a Al now drives nearly half of core GDP Growth
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leverage. The Wall Street Journal counts around $3 trillion
of off-balance-sheet commitments at nine large technology
companies. There is a concern that a meaningful amount of
hidden risk is being built up in the financial system.

Nvidia is at the center of this financing structure, as it is both
the industry’s dominant supplier and, increasingly, one of its
principal financiers. The Financial Times puts Nvidia’s bal-
ance-sheet exposure across these arrangements near $200
billion once contingent and off-balance-sheet commitments
are counted. Circular financing of this kind is not inherently
unsound. A supplier with a strong balance sheet extending
credit to its customers is a familiar feature of capital-intensive
industries. But it does mean that a disappointment in Al de-
mand could lead to a much larger unraveling, and the chip
industry, which is currently financing this one, is notoriously
cyclical.

THE LABOR MARKET

Overall employment growth has slowed to a trickle, and tech-
nology hiring in particular has gone from boom to bust since
2022, but neither of these patterns requires an Al explanation.
Software-development job postings, tracked by Indeed, are in
fact recovering, up roughly 20 percent from their 2025 trough
even as overall job postings have drifted down (Figure 6a).
Technology firms hired aggressively during the post-pandem-
ic boom, and the pullback since has been, to a considerable
degree, a correction of that overhiring. That boom was partly
due to the near-zero interest rate environment at the time,
and the Federal Reserve’s subsequent rate increases were
widely expected to tip the economy into recession in 2023.
That recession never arrived, but the tightening was sufficient
to cool the labor market meaningfully.

Overall employment growth is unusually low, though this ap-
pears to be driven mainly by immigration and demographic

Figure 6a Al now drives nearly half of core GDP Growth
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trends. Employment cannot grow if the labor force is not
growing when the economy is at full employment. Youth hiring
has also fallen by more than what a standard business-cycle
fluctuation would predict. The junior share of new hires now
sits 8 to 11 percentage points below its 2019 level across the
United States, the United Kingdom, Canada, and Australia
(Figure 6b).

New business formation has also recently shifted to a higher
rate, and it is being driven disproportionately by non-employer
businesses. Solo business applications are up more than 20
percent since early 2025, while applications from prospective
employers have been broadly flat. Close to half of the increase
in solo applications has come from technology, finance, and
professional services, the sectors where Al adoption is high-
est.

What can be attributed to Al?

There is already no shortage of studies attempting to assess
the effect that Al is having on the labor market. Collectively,
they can support almost any narrative one wants to believe.?
The findings that have gained the most traction are the po-
tential effects that Al has had on reducing junior hiring and
inhibiting wage growth of those occupations most exposed
to it. Few individual studies are more than suggestive in one

Figure 7 The more Al-exposed the job, the less studies agree

direction or the other. At this point, there is certainly no conclu-
sive evidence of a large Al impact on the labor market.

Part of the disagreement has to do with the measurement of
Al exposure and Al adoption. There is no single, agreed-upon
way to measure an occupation’s exposure to Al, and whether
that exposure is one that augments or displaces it. Because
of this, there is a plethora of different measures that do not
always agree with one another. Apollo’s Torsten Slgk created
a compilation of exposure studies showing that disagreement
is larger when exposure estimates are higher (Figure 7).

Al adoption measures also disagree, as the St. Louis Fed
points out. They range widely, depending on who is surveyed
and how the question is worded. When the Census Bureau’s
Business Trends and Outlook Survey changed its own ques-
tion wording in November 2025, from whether a business had
used Al in producing goods or services to whether it had used
Al in any of its business functions, the measured adoption
rate stepped up from about 10 percent to about 17 percent
in a single month. Adoption rises to 37 percent among larger
firms, but even adopting firms still typically use Al to supple-
ment only a small number of business functions rather than
to restructure how the business operates. The reason busi-
nesses most often give for not adopting is that they do not
think Al applies to their business.
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Further muddying the waters is the practice of Al washing, in
which corporations attribute layoffs to Al for public-relations
reasons. In a Resume.org survey of 1,000 hiring managers
fielded in December 2025, 59 percent admitted to playing up
Al’s role in layoffs and hiring freezes because the narrative
sits better with stakeholders than an admission of financial
strain, while only 9 percent said Al had actually replaced
roles at their firm. Challenger, Gray & Christmas data, which
attributed 54,836 announced job cuts in 2025 to Al against
only 7,908 to tariffs, should thus be read with that incentive
in mind. It is also worth keeping the scale of individual layoff
announcements in perspective. Something on the order of 1.7
million layoffs happen every month in the United States in the
ordinary course of business, which means any single com-
pany’s job-cut announcement, however prominently covered
by the media, is rarely informative about the economy-wide
pattern.

What does remote work have to do with Al?

The shift to working from home accelerated sharply during the
pandemic, before generative Al tools began appearing. Re-
mote work makes coaching and supervising junior employees
harder, leading to reductions in junior hiring through a similar
mechanism that is often attributed to Al. Consistent with that
account, Lambert and Schindler find that the occupations
most exposed to remote work turn out to be the same occu-
pations most exposed to generative Al (Figure 8a). The shift
to remote work also fits the timing better than the introduc-
tion of generative Al, with the decline in early-career postings
beginning around 2020. More importantly, once remote-work
exposure is controlled for, Al exposure no longer predicts
a significant decline in early-career job postings (or hiring),
while the remote-work effect remains present when control-
ling for Al (Figure 8b).

The work of Gregor Schubert, here at UCLA Anderson, adds
another layer of nuance that does not require picking a winner
between whether remote work or Al is inhibiting junior hiring.
Schubert shows that remote-work adoption itself drives firms’
later Al adoption. Firms that hired remotely in 2021 and 2022
shifted toward technical and managerial talent, and that capa-
bility lowered the cost of adopting generative Al in 2023 and
2024, with a ten-percentage-point increase in remote hiring
predicting a 0.4 to 0.7 percentage-point rise in Al adoption.
If remote work sits upstream of Al adoption, the two are not
competing explanations at all but successive rungs on the

Figure 8a WFH and GenAl exposure are highly correlated
across occupations
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Figure 8b Remote work, not Al, tracks the decline in early
career postings
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same ladder, climbed by the same technology-forward firms.
Controlling for remote work, as Lambert and Schindler do,
would then absorb part of the channel through which Al af-
fects junior hiring.
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PRODUCTIVITY GROWTH

Al is expected to induce anywhere from modest to unprec-
edented gains in productivity. Measured against the historical
relationship between GDP growth and employment growth,
the current expansion is only producing marginally more out-
put per unit of job growth than the 1948-2019 average would
predict (Figure 9a). Against the depressed productivity growth
of the 2010s, this is an improvement, but against the full sweep
of postwar history, it looks more like a normalization. There is
hope that the economy is on a trajectory similar to that of the
late-1990s productivity boom, though so far it is a softer ver-
sion of it. The economy now sits about 0.4 percentage points
above the historical relationship, against roughly 0.8 in late
1999, and with substantially less employment growth.

The most recent rise in productivity does not appear to be
coming from Al either. Boyle, Fernald, and Li of the Federal
Reserve Bank of San Francisco show that since the begin-
ning of 2024, and across 2025 and 2026, higher capacity uti-
lization accounts for essentially all of the growth in total factor
productivity, meaning firms are running their existing capital
and labor harder rather than becoming more efficient at con-
verting inputs into output in any fundamental sense (Figure
9b). Across 2025 and 2026, utilization-adjusted total factor
productivity has been slightly negative even as measured
productivity growth stayed positive, a much less encouraging
story than the headline numbers suggest.

Chad Syverson, among the most prominent economists
studying productivity, reaches a similar conclusion in his 2026

Figure 9a Today's productivity run echoes the late-1990s boom
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report, finding no clear evidence that Al is yet moving aggre-
gate productivity. He notes a timing problem for anyone eager
to credit Al with the recent uptick. The acceleration began
when Al investment was still small relative to the economy,
which leans against Al having been its initial cause. However,
he does note that even if something else started the accelera-
tion, Al could well be contributing now. If we are willing to ig-
nore the retail sector, higher Al adoption (as measured by the
Census Bureau’s Business Trends and Outlook Survey) does
loosely line up with larger productivity gains across sectors.
The admitted tenuousness of his results underlines one of the
main takeaways of this report, which is that it is simply still too
soon to make any concrete statement regarding the effects of
Al. However, the longer elevated productivity growth persists,
the more plausible an Al contribution becomes.

CONCLUSION

None of this should be read as an argument that Al will fail to
transform the economy, and the labor market with it. At the
time of this writing, however, while the buildout and financing
of Al are having large effects on the macroeconomy, the im-
pact of the technology itself remains marginal to non-existent.
When more conclusive evidence arrives, which the econo-
mists here at UCLA Anderson Forecast expect it eventually
will, we will address it. This may not happen quickly, as new
general-purpose technologies have historically taken a long
time to be productively absorbed into the economy. Al may
move faster than its predecessors given how quickly the un-
derlying tools are already diffusing, but by the evidence avail-
able today, we remain at the very beginning of this economic
transformation.



https://cepr.org/voxeu/columns/higher-utilisation-explains-recent-surge-productivity-growth
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https://www.wsj.com/tech/ai/why-big-techs-ai-spending-is-3-trillion-higher-than-it-seems-e1067bb2
https://epoch.ai/gradient-updates/an-update-on-ais-most-important-number
https://epoch.ai/gradient-updates/an-update-on-ais-most-important-number
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