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The Fed has two mandates

Maximum

Employment

Price

Stability
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To see the speed limit, look at the stars

Current growth 
(g)

Potential growth
(speed limit: g*)

g* depends on:

• Number of workers

• Worker productivity
• Capital 
• Technology 



NONCONFIDENTIAL // FRSONLY

Over a century of innovations

Electric power generation

Internal combustion engine

Airplane

Telephone

Transistor

Computer

Internet

Mobile and smartphones

Antibiotics

Plastics

Semiconductors

MRI

Cloud computing

ATMs
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Over the last 150 years, was the 

growth rate of productivity 

mostly accelerating, constant, or 

decelerating? 
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Steady 2% productivity growth since 1880!
Annual growth rate of real GDP per capita and trend
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Will AI boost this trend?
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AI adoption rises sharply with firm size

Small firms lag large firms in AI adoption

23% 22% 36%
All U.S firms

Small firms
(1-19 employees)

Large firms
(100+ employees)

14 pts

Note: Data as of September 6, 2026. 
Source: Census Bureau Business Trends and Outlook Survey (BTOS).
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AI adoption rates

AI adoption rates vary a lot by sectors

23% 16% 44%
All U.S firms Retail trade Information

Note: Data as of September 6, 2026. 
Source: Census Bureau Business Trends and Outlook Survey (BTOS).

28 pts
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AI non - adopters note lack of applicability
Share of respondents (%)

61.6%

22.0%

20.7%

8.6%

7.9%

7.1%

6.9%

5.1%

3.2%

2.8%

AI is not applicable to this business

Lack of knowledge on the capabilities of AI

Concerns about privacy/security

Concerns about bias

Other

Lack of skilled workforce

Too expensive

Lack of required data

Previous or current use of AI did not meet expectations

Laws and regulations prevent or restrict use of AI

0% 20% 40% 60%

Share of respondents

Note: Respondents answering 'No' to future AI use; select all that apply.
Source: Business Trends and Outlook Survey (BTOS).
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Top five S&P 500 companies as share of S&P 500 market cap

A few firms are gaining from AI enthusiasm

5%

15%

25%

35%

2000 2010 2020
Note: Data as of September 1, 2026. Shading indicates NBER recession dates.
Source: LSEG Datastream.

28%

Sep 2026
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Real investment in information - processing equipment

Investment in data centers is rising sharply

2026:Q2

$33B

2026:Q2

$631B
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Data centers (left axis)
Structures (right axis)

Billions of 2017 dollars

Note: Billions of chained 2017 U.S. dollars. Quarterly data shown as seasonally adjusted annual rate. 
Shading denotes NBER recession dates. Source: Bureau of Economic Analysis.

Billions of 2017 dollars
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Real investment in information - processing equipment

Strong AI - induced equipment investment

21.5%

6.7%

2.8%

22.2%

0%

5%

10%

15%

20%

25%

1995-1999 2011-2019 2023 Q3 - 2024 Q4 2025:Q1 – 2026:Q2

Note: Average 4-quarter percent change. Data adjusted for inflation and seasonality.
Source: Bureau of Economic Analysis.
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Labor productivity

Investment boosting productivity growth

2.8%

1.1%

2.7%

0%

1%

2%

3%

1995-2005 2011-2019 2023:Q3 – 2026:Q2

Note: Average 4-quarter percent change in real output per hour worked in nonfarm business sector, seasonally adjusted.
Source: Bureau of Labor Statistics.
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1.1 pts

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

2024 2025 2026

Real GDP

Real GDP excl. technology investment

Source: Bureau of Economic Analysis

Real GDP, 4 - quarter change

AI investments supporting GDP growth
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Impact on the labor market
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Degree - requiring job postings, all sectors

Post - 2023 fall in entry - level job postings 

85

90

95

100

105

2022 2023 2024 2025 2026

Entry-level
Non-entry (intermediate + senior)

Index (2022 = 100)

Note: Share among jobs requiring an associate's degree and above, indexed to 2022 = 100. 
Source: Lightcast
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Unemployment rate s

Rising unemployment for recent graduates

2%

4%

6%

8%

10%

12%

14%

2005 2010 2015 2020 2025

Overall unemployment rate
Recent college unemployment rate

Note: Seasonally adjusted, 3-month moving average.
Source: Bureau of Labor Statistics and Federal Reserve Bank of New York.
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Impact on inflation
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Technology equipment price inflation  and contribution to PCE inflation

Tech prices pushing inflation up a bit

Jul 2026

15.5%

12-month inflation

-40
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-10

0
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1990 2000 2010 2020

Percent

Note: Inflation shown as 12-month percent change.
Source: Bureau of Economic Analysis.

Jul 2026

0.24 p.p.

Contribution to headline PCE inflation
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Headline PCE inflation, 12 - month change

Inflation has been rising over the past year

Inflation goal

Jul 2026

3.7%

Headline PCE inflation

0%

2%

4%

6%

8%

2020 2022 2024 2026

Note:  Data through July 2026.
Source: Bureau of Economic Analysis.
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Contributions to 12 - month headline PCE inflation

Goods and energy prices boosting inflation 

Pre

COVID

Avg

2.5

0.5

0.2

0.5

-1

0

1

2

3

4

5

Jan 2024 Jan 2025 Jan 2026

Energy
Food
Core Goods
Core Services

Percentage points

Source: Bureau of Economic Analysis and FRBSF staff calculations.
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Impact on monetary policy?
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Demand effects push inflation up

• higher spending via wealth effects from higher stock prices

• higher investment demand

• pressures on inputs costs for all industries (e.g., memory chips)

Supply effects push inflation down

• higher productivity lowers costs and prices

Demand effects may outpace supply effects early on

Policymakers must net out these effects over time  

AI has demand and supply effects



NONCONFIDENTIAL // FRSONLY

Market - implied federal funds rate path

Markets expect increases in the policy rate

3.00%

3.25%

3.50%

3.75%

4.00%

4.25%

4.50%

4.75%

Jan 2026 Jul 2026 Jan 2027 Jul 2027 Jan 2028

Implied path as of Sep 17, 2026
Implied path as of Jan 27

Current path

Notes: Effective FFR path as implied from fed funds futures contracts covering announced FOMC meeting dates
Source: CME Group, Bloomberg, and FRBSF staff calculations
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