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I would like to acknowledge the Traditional Owners of this land, the Gadigal people of the Eora
Nation. We are very lucky in Australia to have a First Nations people that take such good care of our
land and culture and pass this on to future generations. I pay my respect to elders past and present

and extend this respect to any First Nations people here with us today.

Introduction


https://www.rba.gov.au/
https://www.youtube.com/watch?v=DCxjdxlaVXk

Artificial intelligence (AI) is generating enormous interest and investment globally and here in
Australia. The nature of the technology is raising important questions about security, privacy,
governance and trust; the opportunities are becoming clearer, but so are the risks and uncertainties.
We can see the economy and society changing as the technology diffuses across businesses and
households, and the pace and spread of the technology is raising fundamental questions that
societies and governments around the world are grappling with. In Australia, firms and individuals are

experimenting with, and rapidly adopting, the technology (Graph 1).
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As this continues, AI will become embedded in all parts of the economy and our day-to-day lives. It's
likely that how we live and work will be fundamentally changed by the technology. These changes

will affect our future productive capacity, the jobs that we do and ultimately our living standards.

Today I'll be focusing on the channels through which Al will affect the economy. But before I do this,
it's important to note that AI may also be increasing risks to financial stability via operational and

financial risk channels, and these issues all fit squarely within the responsibilities of a central bank.



Rapid advancements in Al could, for example, worsen the cyber threat landscape before defensive
capabilities are fully developed, increasing the likelihood that underlying operational vulnerabilities
are exposed. And on financial risk, exposure of financial market participants to the Al investment
boom is increasing at a time when risk premia in global financial markets are low by historical
standards. If the returns to Al investment disappoint, some asset prices (including equities and
corporate debt) will be exposed to sharp repricing and possibly disorderly adjustments. I won't go
into these issues today, but they’re receiving close attention from my colleagues and are discussed in

more detail in the RBA's latest Financial Stability Review'!! and Statement on Monetary Policy.'?

To tackle the multiple channels through which AI will impact the economy, I'll set out the high-level
framework we're using to analyse its adoption, and to understand the economic risks and benefits.
We can already see the technology starting to reshape demand patterns across the economy,
through the rapid increase in data centre building activity. And from limited usage just a few years
ago, most businesses are now using Al and considering fundamental changes to systems and

processes to take full advantage of the technology.

Much of what I'll say will be hypothetical and focused on possible impact channels through the real
economy. It's too early to say how large the effects will be or predict precisely when they will
emerge. Understanding the size and timing of the effects and the implications for monetary policy is
an ongoing research and analytical priority for us. A substantial program of work is underway at the

RBA, with some of the early work supporting the speech released today. |

A framework for the effect of Al on the economy

Al is often described as a general-purpose technology; that is, a technology with the potential to

affect all parts of the economy, transforming the way businesses operate.

Previous general-purpose technologies, such as electricity and the internet, ultimately had profound
economic effects. For example, the internet did much more than make existing activities faster or
easier: over time, it enabled entirely new business models and industries, while fundamentally
reshaping existing ones, from retail and advertising to media, banking and communications.
Alongside these changes, new occupations and ways of working emerged and pre-existing roles
evolved as the technology spread. But those effects took time to emerge and were often difficult to
predict in advance.

Likewise, it is difficult today to know what the new jobs and industries will be, or what overall effects

AI will have on the economy. Current estimates for the impact of AI on annual productivity growth



over the next decade range from over 2 per cent per annum to just 0.1 per cent. |4

Economic frameworks can help us think systematically about the many channels through which new

technologies affect activity, inflation, labour markets and living standards.

A good place to start is by using the macroeconomists’ workhorse — the aggregate supply and
demand framework. Figure 1 summarises some of the ways in which we think AI will affect supply

and demand, as well as how those effects might change over time.

Figure 1: Economic Impacts of Al
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Let's start with the supply side of the economy and distinguish between what could happen in the

future and what we think is happening now.

There’s plenty of evidence for Al enabling people to complete some tasks faster, improve the quality
of their work, or help them take on tasks that previously were not feasible. For example, lawyers are
reporting that they can review and summarise large volumes of documents more quickly, and

customer service workers can provide more tailored responses to clients faster.

Evidence to date suggests Al is diffusing quickly — by many measures faster than earlier general-
purpose technologies. '>! Some businesses are embedding AI more meaningfully so that it transforms
how parts of their systems and processes work — for example, software companies using Al agents to

produce batches of code, with software engineer roles transforming to oversee the work.



So far, there is limited evidence that Al has materially lifted aggregate productivity (Graph 2). 6/
Firms are taking time to invest and reorganise to realise the full benefits, while managing the new
operational and resilience risks that the technology is creating. The term ‘Al slop’ has entered our
vernacular to capture unproductive uses, and firms and institutions that provide critical services are

grappling with the emergence of a new class of cyber risk.

Graph 2
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This experience mirrors that of previous general-purpose technologies. Their implementation typically
led to what economists call a productivity J-curve. That is, there is an initial period of weak or falling
measured productivity as firms invest time and resources into experimenting and undertaking the
necessary complementary investment and organisational changes to take advantage of the
technology, before productivity rises as the technology becomes embedded. One example is

electricity. The largest productivity gains did not come simply from replacing steam engines with



electric motors, but from reorganising production and redesigning factory processes to best suit this

new source of energy. |’

AI could also change the nature and speed of innovation itself. By reducing the time and cost
involved in research, design and experimentation, AI will allow firms to develop and commercialise
new products and services more quickly, or scientists to test more hypotheses and make more
breakthroughs. A recent study using US equity returns suggests that market participants expect Al
will permanently raise software engineering productivity by around 30 per cent. '8! If these gains
become widespread, Al will lift productivity and, over time, increase the amount the economy can

sustainably produce. Ultimately, this would lead to higher aggregate incomes and living standards.

Aggregate demand

While the supply-side benefits of Al may take time to emerge, its effects on demand are already
apparent around the world, including here in Australia. This is most clearly seen through the rapid

build out of Al-related investment globally, and the spillovers from that activity.

A substantial amount of physical investment in data centres and utility networks is already underway
to enable the technology (Graph 3).'°! These investments are directly adding to demand, supporting
growth in several of Australia’s major trading partners, including the United States. |1/ They're also
spilling over into demand for AI-enabling machinery and equipment, such as computer servers and
advanced semiconductors, boosting exports growth in technology-intensive economies such as
Taiwan and South Korea (Graph 3). 1!
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This investment cycle is visible in Australia, most notably in the rapid expansion of data centres; our
estimates for realised data centre investment have increased 10-fold (from a very low base) over the
past three years (Graph 4). Much of the spending is on imported machinery and equipment,
particularly IT equipment manufactured overseas, which dampens the net contribution to GDP. But
through our business and community liaison program, and in the data we track, we're hearing and
seeing evidence of modest indirect spillovers to supporting industries, including construction and

engineering services and infrastructure (particularly energy generation and transmission). ' 12
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The build-out of Al infrastructure is also likely to affect commodity markets, increasing demand for
electricity, energy resources and some critical minerals. For now, these effects are difficult to separate
from the broader energy transition, but Al-related investment is becoming an increasingly important

source of commodity demand.

And trade patterns are also likely to shift. Australia’s imports of IT services have grown rapidly in
recent years, and it's possible that over time Australian-based data centres may be used to export
compute to overseas customers, particularly for training new Al models where proximity to users and

the associated latency is less important.

AI may also impact on peoples’ consumption, through increases in productivity and national income,
which could lift aggregate consumer spending. Anticipating this, some households may start
consuming more today or in the near future, before the impact of Al on the economy’s potential
growth is fully realised, by saving a bit less or borrowing a bit more to bring forward spending. In

part, this channel could come through wealth effects. In the United States, the share prices of AI-



related companies have roughly quadrupled since the end of 2022 (Graph 5). Staff estimates suggest
that around 5 per cent of Australian households’ financial wealth is invested in the equity of Al-

related companies, both directly and through superannuation. 13
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Equity Prices*
2 January 2023 = 100

index index
US Al estimate**

400 .f\ 400

300 300

US (S&P 500)
200 200

Australia (ASX 200)

100

2023 2024 2025 2026

*  Total return basis. Updated to 4 November 2026.

** Al index is estimated as a market-cap-weighted index of selected
'hyperscalers' (Alphabet, Amazon, Microsoft, Meta and Oracle) and
a subset of larger US semiconductor companies (those that were
in the Philadelphia Semiconductor Index and the S&P 500 as of
December 2022).

Sources: LSEG; RBA.

That said, the benefits of Al are unlikely to be distributed evenly. The financial returns have so far
been concentrated among a relatively small number of firms and their owners or equity holders.
Some workers may face a difficult period of adjustment as demand for particular roles or tasks
decline, which will weigh on income and spending by some households. The strength of the
consumption response will depend not only on the overall increase in income, but also on how
broadly the gains are shared across the economy and the pathway for integrating the technology into

our daily lives.

The increase in demand for investment, potentially at the same time as global savings falls, could

push up the neutral rate of interest — the rate that balances demand and supply of savings globally.



Firms want to invest to take advantage of the new technology and to expand their capacity to meet
faster future growth. Given this is happening globally, they’ll be competing for scarce savings,

pushing up interest rates.

Such dynamics would be consistent with previous periods of strong productivity growth associated
with past general-purpose technologies. One example is the late 1990s and early 2000s, when the
internet spread across the world. This period was characterised by robust economic growth and
higher interest rates globally. There is tentative evidence of this happening with AI; our estimates for
the neutral rate have risen in recent years (Graph 6), and bond yields have increased over the past
couple of months with market participants citing strong demand for capital as a key driver. 4! But as
with all aspects of Al's impact, the extent of the increase is hard to quantify at this stage, and we will

continue to assess the economic implications of these moves in yields.
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Inflation



So, what does this mean for inflation? The effect is likely to vary over time. In the near term, the
positive shock to aggregate demand set against the economy’s current supply capacity will put some

upward pressure on inflation.

This appears consistent with what we're currently seeing. Surging global Al-related investment has
contributed to capacity pressures in supply chains for Al-enabling products such as semiconductors.
These upstream cost pressures are passing through to the prices of some downstream goods in
advanced economies (Graph 7). Price increases have been concentrated in a narrow set of
consumer electronics goods that have small weights in CPI baskets. And some liaison contacts are
reporting that data centre construction is adding to demand for some already-stretched construction

skilled trades.

Graph 7
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Over time, supply will catch up with demand as data centre capacity and related sectors expand,
easing current bottlenecks. If Al delivers broader productivity gains, economies will be able to
produce more with the same inputs. As a result, the initial inflationary pressures from Al investment

are likely to dissipate.

But this transition doesn’t mean AI will continually put downward pressure on inflation. As I

previously outlined, over time stronger demand is likely to accompany the increase in the economy’s



productive capacity. Consistent with previous general-purpose technologies, Al's long-run effect on

inflation is likely to be broadly neutral.

Labour market

Like other major technological shifts, Al is likely to change the labour market significantly.
Understandably, this has raised concerns about what Al could mean for jobs. Given our monetary
policy mandate, understanding how the labour market will change is an important question for

us too.

We are mindful that aggregate labour indicators may mask disruptive displacement effects that Al
could have on individuals looking for work, those whose jobs are directly impacted, and professions

that are disproportionately affected.

So far, there is little evidence that AI has had large effects on aggregate employment in advanced
economies, although there are emerging signs of weaker hiring, particularly among younger workers
in highly Al-exposed occupations. | 1>! In Australia, contacts in the RBA's liaison program indicate that

Al has not yet impacted most firms’ headcount (Graph 8) and is not expected to over the next year.
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This is consistent with occupation-level analysis showing little sign to date that AI has materially
disrupted the labour market. [*®! However, there are tentative signs of adjustment, through weaker
job ad posting (Graph 9) and employment outcomes in more Al-exposed occupations, and stronger
growth in areas where the technology has had less of an impact, particularly for younger workers
(Graph 10). But these differences are modest, and it’s too early to tell whether they reflect Al

adoption or other factors.
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As I said earlier, Al is likely to transform all aspects of work and so change most, if not all, of the jobs
that we do today. While much of the public discussion focuses on whether AI will replace jobs, the
effects are likely to be more complex. AI will automate some tasks, complement workers in others

and create new roles as the economy adapts. '/

So, exposure to Al does not necessarily mean job loss. Jobs and Skills Australia estimates that
around 4 per cent of workers in Australia are highly ‘exposed’ to automation from AI, compared with
31 per cent that are highly ‘exposed’ to Al complementing or augmenting their work (Graph 11). 18
But it's important to keep these numbers in perspective. They capture the potential for Al to affect
the tasks people do, rather than how much AI is actually being used or how jobs will ultimately
change. Even where Al replaces tasks, it may not replace the whole job. Given the implications for

employment, wages and income distribution, we will analyse these developments closely.
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Conclusion

Al is likely to be one of the most significant technological developments of our time. It's already
starting to reshape the economy, affecting business investment and the patterns of demand across

the economy.

History suggests that the largest gains from transformative technologies often take longer to emerge
than initially expected, but their long-run impacts can be profound. For central banks, understanding

the transition and the end-state will therefore be critical.

To begin grappling with this, the RBA is pursuing a broad research agenda'*°! to deepen our
understanding of Al’s implications for financial markets, productivity, labour markets, inflation,
financial stability and ultimately monetary policy, ensuring we're well placed to navigate the

changes ahead.
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