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Thank you, President Nagel and the Bundesbank, for the opportunity to meet with you

today.} | am excited to be here. | cherish opportunities to talk with groups of young
people such as this. | spent most of my career as a professor and university
administrator. | am glad to return to those roots a bit today. | will make sure | leave
plenty of time for questions. But | would like to start by speaking with you about a topic
that's been on my mind, and | bet it has been on many of yours: artificial intelligence
(Al.

Often, when | gather with students, consumers, or businesspeople, the conversation
quickly turns to Al. And it is easy to understand why-you do not even need to ask a
chatbot! Al has the potential to transform how we work and how we live, and it could
have a profound effect on the economy. Today, | will talk about Al's rapid growth and
how | approach thinking about Al by examining it through the lens of the dual mandate
given to the Federal Reserve by the U.S. Congress. That mandate instructs America's
central bank to pursue maximum employment and price stability. | will describe the
effects that Al may have on both sides of that mandate. Finally, | will briefly update you
on my economic outlook before turning to your questions.

Al's Rapid Growth

In a few short years, Al morphed from the realm of science fiction to a tool that high
schoolers use to help them do their science homework! Seriously, it is amazing to see
school children use Al to generate quizzes to prepare for exams, home chefs use it to
create recipes for a wholesome dinner, and jobseekers use it to consider career
tradeoffs, among many other purposes. Consumer use of Al has grown rapidly, and it is
integrated into a multitude of existing products, including search engines, phones, and
vehicles.

As of last month, ChatGPT, which is just one of a growing number of generative Al
models, is used by more than 800 million people every week, an increase from 500

million a week at the end of March.2 Enterprise use of Al has been growing too. A
recently released study showed that the proportion of Americans using Al at their jobs
has also been growing at a fast clip. Researchers found that workers' adoption of
generative Al rose from 30.1 percent as of December 2024 to 45.9 percent as of June

and July of this year.E And among survey respondents who had adopted Al tools, about
a third said they use them daily. That same study found that Al is most used at jobs by
younger, more highly educated, and higher-earning workers and that productivity for
workers increased substantially when using Al tools.

There is strong evidence that Al can increase labor productivity in various industries
and occupations. For example, a paper from Stanford economist, Erik Brynjolfsson, and
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coauthors showed the effects of Al implementation among customer support agents.*
They found that Al tools increased productivity-as measured by issues resolved per
hour-14 percent, on average, and the improvement in productivity for novice and low-
skilled employees was much larger.

Al is also advancing productivity in highly technical scientific research. Take protein
folding, for example. Proteins are the building blocks of the human body and life itself.
They assume an almost infinite variety of shapes. Predicting those shapes-which
determine their function-is vital for understanding how cells and diseases work and for
finding drugs to treat them. Just five years ago, scientists had a good understanding of

the structures of just 17 percent of the roughly 20,000 proteins in the human body.E For
each protein, that knowledge was earned through months or years of hard work and a
potential cost of tens of thousands of dollars or more. Thanks to the development of the
AlphaFold model, an Al system that predicts a protein's structure, scientists now know

the structures of all the proteins in the human body-and some 200 million more.8

More broadly, like many others, | see the promise for Al technology to be
transformative, perhaps in ways as dramatic as past technological achievements, such
as the printing press, steam engine, and the Internet, which are known as general
purpose technologies for their wide-ranging effects.

Labor Market and Prices

When | think about this technology, | consider how it will affect both sides of the Fed's
dual mandate of promoting maximum employment and stable prices. As such, itis
something that economists and policymakers must monitor.

Al can allow a worker to complete tasks in moments that previously took many minutes,
if not hours. That has caused many to question whether Al will lead to notable job loss.
This potential disruption of labor is a real risk. By automating certain tasks, it could lead
to a reduction in some types of jobs. But increased productivity leads to economic
growth, which may create new employment opportunities. Al is also expected to create
new job categories and transform existing ones. There has been robust competition

among high-tech firms for workers who possess the skills to develop this technology.z

Many have legitimate concerns that Al will cause job loss. At least for certain firms and
workers in certain occupations, this is likely to be true. There are many examples where
transformative technologies, such as the personal computer, did cause some workers
to lose their jobs, but we also saw new industries and occupations emerge because of
the innovation. Indeed, some large employers have recently indicated they are lowering

overall hiring plans in light of advances in Al and other forms of automation. Some
research has also suggested that Al is having a more detrimental effect on the job
prospects of younger, less experienced workers, including recent graduates, relative to

those further along in their careers.? The net effect on employment is highly uncertain
and may show variation across industries and occupations over time. For the overall
economy, one way to think about Al-related job losses-at least until it creates new jobs-
is that it can create economic slack. In a world where firms only deployed Al to replace
existing workers, even at a lower level of overall employment, the productive capacity of
the economy has increased (or stayed the same). Of course, if people seamlessly get
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redeployed to more productive tasks, the economy produces more without any
additional slack-more on this soon. Whether Al substitutes for labor or complements it is
an important question that requires continued study.

On the other side of our dual mandate, price stability, Al could help the economy
achieve higher growth through increased productivity while reducing inflationary
pressures. Specifically, increased productivity could lower production costs and put
downward pressure on prices. Not only could Al allow a specific worker to be more
efficient in their day-to-day tasks, but it also has the potential to allow for better thinking
around complex problems-for example, in logistics and transportation. More efficient
allocation of resources as well as potential improvements in supply chains could reduce
associated costs, leading to lower prices for various goods and services. Conversely, Al
could put upward pressure on certain price categories as many firms push to scale up
the technology. | mentioned the rising wages for certain workers with skills that
complement Al. Al technology also requires data centers, which compete with other
production processes for land, energy, and other inputs. So, | think that Al's effect on
inflation is not solely downward pressure.

Implications on monetary policy

So, what do these still-developing labor and price effects mean for monetary policy?
The short answer is that it is likely still too soon to tell. As always, policymakers confront
the challenge of sorting out changes in the economy that are due to cyclical factors
from those resulting from structural change, which Al may well represent. Some of the
recent changes in hiring patterns, productivity growth, and inflation are likely to
represent Al-driven change, but it is difficult to know the degree.

Productivity gains from Al may affect the relationship between employment and inflation
and hence the conduct of monetary policy. For example, a productivity-induced boost to
the growth rate of potential output could imply that monetary policy will not need to react
strongly to what would have previously been perceived as tightness in the labor market.

The uncertain implications of Al for employment and inflation could take some time to
filter broadly through economy. Also, Al's effects will likely vary across different
industries and regions of both the U.S. and the world. And monetary policy decisions
need to be made with a broad view of what is happening in the economy, not just in one
sector or technology. There is still much to learn. | counsel exercising humility about the
challenges in predicting Al's effects on employment and inflation. Policymakers,
businesses, and individuals should remain flexible and prepared to adapt as the effects
of Al continue to unfold.

Economic Outlook

Now having discussed the policy implications of Al, I would like to briefly update you
about my current outlook for the U.S. economy. While federal statistical agencies are
largely not producing data during the government shutdown, data available from other
sources suggest that the overall economic picture in the U.S. has not changed much
over the past few months. The economy has been growing at a moderate pace while
labor market conditions appear to be consistent with a gradually cooling. Inflation is
running at a rate similar to that of a year ago. The lack of progress on headline inflation
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appears to be due to tariff effects, with signs that underlying inflation may be continuing
to make progress to 2 percent. Market-based long-term inflation expectations continue
to be well-anchored. | remain firmly committed to returning inflation to the Fed's 2
percent target.

| supported last week's decision to reduce our policy rate by a quarter percentage point.
That step was appropriate because | see the balance of risks as having shifted in recent
months as downside risks to employment have increased. The current policy stance is
still somewhat restrictive, but we have moved it closer to its neutral level that neither
restricts nor stimulates the economy. Given this, it makes sense to proceed slowly as
we approach the neutral rate.

With respect to the path of the policy rate going forward, | will continue to determine
policy based on the incoming data, the evolving outlook, and the balance of risks. |
always take a meeting-by-meeting approach. This approach is especially prudent
because it is unclear how much official data we will have before our December meeting.

Before | turn to your questions, let me conclude by saying that this is an exciting time. It
feels like we are at the dawn of a new age-an age your generation will shape and see
come to its full maturity. By the end of your careers, many of you will take on tasks and
accomplish feats you cannot even imagine at this moment, and Al technology may well
be part of that progress.

Thank you again for having me. It is an honor to be here. | am looking forward to our
discussion.
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