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AI: The Future Is Happening (Part One) 
RiverFront’s Deep Dive into the Macro Impacts of AI 
Every once in a long while, an investment theme comes along that has the 
potential to change the way we think about everything…with incalculable 
political, societal, economic and investment implications. For the last few 
years, we have been thinking about, writing about and investing in just such a 
theme: Artificial Intelligence (‘AI’). This month we will be publishing a two-
part AI ‘deep dive;’ today we will be covering AI’s broad implications on the 
US economy. Next week, we will dive deeper into more specific corporate 
earnings and cash flow, sector, and industry implications for stock investors. 

Simply put, we believe AI - in both its current and future iterations - is a 
technological advance as significant as the internet, cloud computing and the 
personal computer. It is also potentially even more significant, since its end 
game - Artificial General Intelligence, or ‘AGI’ - when computers can 
understand, learn and apply knowledge at a human-like level of intelligence - 
will likely have profound implications for society.  

There is a race among US and Chinese technology companies to advance the 
capabilities of AI for geopolitical and economic advantage. We believe that 
since the major US companies have so much cash, and Chinese companies 
have the backing of the government, spending on this ‘race’ will continue for 
the foreseeable future at a breathtaking pace.  

It appears to us that the US currently has the technological edge, but victory 
is far from assured and the stakes are high. Thus, the mindset of big US tech 
companies appears to be both: ‘If we build it, they will come’ and ‘we can’t 
afford to be left behind.’ This could lead to overbuilding in the early years… as 
happened with miles of railway in the Industrial Revolution, or fiber optic 
cable in the ‘Dot.com’ era. For investors, the explosive growth of AI is now 
widely known and priced into shares, so the critical judgement from here is 
whether the buildout will match or exceed the pace of adoption. After a deep 
dive into the available research from academics, technologists, and Wall 
Street, it is clear to us that the range of forecasts is extremely wide, and we 

by CHRIS 
KONSTANTINOS, CFA 

by ROD SMYTH 

THE RIVERFRONT WRITING TEAM 

ADAM GROSSMAN, CFA 
Global Equity CIO | Partner 

CHRIS KONSTANTINOS, CFA 
Managing Partner | 
Chief Investment Strategist  

KEVIN NICHOLSON, CFA 
Global Fixed Income CIO | Partner 

ROD SMYTH 
Vice Chairman  

DAN ZOLET, CFA 
Associate Portfolio Manager 

SUMMARY 

• We believe AI will drive gains in 
US productivity and GDP over
the next 5-to-7 years.

• Investors should remain humble
and flexible, given the 
uncertainty surrounding AI 
adoption and scalability.

• RiverFront remains overweight
tech companies levered to AI,
but we expect significant price 
swings from here.

TABLE 1: RiverFront’s Base, Bear and Bull Cases of AI’s Impact 
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likely won’t have clearer answers for several years. Humility and flexibility will be our friends as we navigate this rollercoaster 
of investor excitement and potential disappointment.  

For this reason, we are choosing to apply a scenario framework that allows for three potential outcome ranges through the 
next business cycle, defined by RiverFront as the next 5-to-7 years: 'Base’, ‘Bear’ and ‘Bull’ Cases, (see Table 1 on page above). 
Currently our highest-probability ‘Base Case’ is a relatively optimistic one. This optimism is reflected in RiverFront’s 
portfolio positioning, as we are overweight large-cap, highly-profitable tech companies that we believe benefit directly and 
indirectly from the explosive growth of AI. However, we acknowledge that from here, the ride is likely to be a volatile one 
for investors. 

AI’s Potential Effect on US GDP Growth: A View into Capital, Labor, And Productivity Impacts 

Understanding the potential impacts AI may have on US economic growth over the next 5 to 7 years is crucial for investors, in 
our view. Economic growth has high long-term correlations to corporate earnings trends… and thus to stock prices.  

As background, GDP growth calculations generally are sensitive to changes in input factors such as capital (infrastructure like 
machines or factories) and the size of the labor force. However, productivity – how efficiently this labor and capital can be 
combined - is arguably the most crucial long-term question to answer with regard to AI’s ability to reshape the global 
economy. 

Changes in Capital: A positive effect for now. Currently capital in the AI world is expanding rapidly, as AI requires huge 
investments in physical infrastructure like data centers. A Reuters article from October 31 quotes Goldman Sachs estimates 
of $3 trillion to $4 trillion AI-related infrastructure spending globally by 2030. This spending is necessary because the power 
required for generative AI demands a massive increase in our nation’s electricity generation grid. An April 2025 estimate by 
McKinsey suggests that close to $7 trillion in data center capacity will need to be built by 2030 to keep up with the demand for 
computing power...with over $5 trillion in capacity just due to AI. In 2025 alone, AI ‘hyperscalers’ such as Microsoft, Amazon, 
Meta, and Alphabet are expected to spend roughly $350 billion combined on data centers.   

All of this spending acts as a money ‘multiplier’ as it works its way through the economy. Thus, we believe capital spending is 
likely to be stimulative to GDP in the near-term, though longer-term questions remain for this trend should AI adoption not 
continue to scale. Goldman Sachs estimates AI 
investment is currently less than 1% of U.S. 
GDP, well below the 2% to 5% seen during the 
peak of the electricity and dot-com booms. This 
suggests to us that, despite concerns from 
investors around an ‘AI spending bubble’, there is 
room for the AI spending boom to continue or 
even accelerate in the near-term.  

How is this investment being funded? To this 
point, the buildout has primarily been funded by 
well-heeled tech companies via their enormous 
balance sheets and cash flow generation. These 
have included AI ‘hyperscalers’ such as 
Microsoft, Google, and Amazon, as well as by 
software and chip manufacturers themselves, in 
moves that resemble vendor financing. 

While the ‘circular’ nature of these deals raises 
some eyebrows, the nature of the funding 

CHART 1: Tech Cash Flows Strong Enough to Fund AI Buildout 

Source: LSEG Datastream, RiverFront; data monthly, as of 11/07/25. Chart shown for illustrative 
purposes only. Past performance is no indication of future results. 

 

Chart above shown for illustrative purposes. The table above depicts RiverFront’s predictions using three scenarios (Pessimistic (Bear), Base, and Optimistic 
(Bull)). The assessment is based on RiverFront’s Investment Team’s views and opinions as of November11, 2025. Each case is hypothetical and is not based on 
actual investor experience. The returns above are not an indication of RiverFront portfolio or product performance.  
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source – strong cash flow - gives us confidence that the AI buildout won’t lead to a debt crisis like the housing boom in 2008. 
The US public tech sector capex-to-free-cash flow ratio, while growing rapidly, is still reasonably low relative to history (Chart 
1, above).  

However, the buildout ecosystem has grown more opaque recently, with increased debt funding sourced via private credit 
deals and special purpose vehicles (SPV) from smaller companies, private equity, and asset managers. This part of the 
buildout bears more scrutiny and close monitoring, in our view. 

For all of those reasons, we view capital formation as generally positive to GDP growth across our 5-to-7-year forecast 
horizon, but not necessarily uniform. Some years capital spending may be bigger than others, dependent not only on AI 
demand, but also US credit conditions, monetary supply and overall economic health. 

Changes in the Labor Force: Likely to be slightly negative in the near-term. We must also take potential labor force changes 
into account when analyzing a potentially disruptive technology like AI. It is here where we are forced to temper our 
enthusiasm a bit; in all three of our cases, labor force participation drops in the near term due to the disruptive AI forces of 
labor substitution, especially for entry-level knowledge workers. 

A 2025 UPenn/Wharton study suggests that for more than a quarter of U.S. employment, AI could perform between 90% and 
99% of the work required with minimal oversight. Perhaps not surprisingly given this conclusion, Goldman Sachs estimates 
that AI could expose some 300 million jobs to automation over time. 

We believe there is a long-term silver lining for workers as it relates to AI, however. In past eras of productivity breakthroughs 
such as the US Industrial Revolution (1790-1920), negative near-term effects on unemployment eventually were dwarfed by 
new job creation, often in fields and disciplines heretofore unknown to society. In fact, we believe this emergence of new 
occupations is one of the main drivers of long-term employment gains. To this point, a MIT study from 2018 cited that 60% of 
today's U.S. occupations did not even exist in 19401. We suspect AI will be no different in the long-run; however, across our 
roughly 5-to-7-year forecast horizon, we believe the net effect to employment will be neutral to slightly negative in our Base 
Case. 

 

 

 

 

 

 

 

 

 
1 Autor, David, et al. "New Frontiers: The Origins and Content of New Work, 1940–2018." National Bureau of Economic Research, Aug. 2022. NBER Working 
Paper 30389. NBER, www.nber.org/system/files/working_papers/w30389/w30389.pdf. Accessed 3 Nov. 2025 

CHART 2: Adoption Rate of AI Faster Than the PC or the Internet 

Chart and concept from the Federal Reserve Bank of St. Louis, Sept. 2024. https://www. stlouisfed.org/on-the-economy/2024/sep/rapid-adoption-generative-ai. 
Sources: Real-Time Population Survey (RPS), Current Population Survey (CPS), International Telecommunication Union (ITU) and St Louis Fed author’s calculations. The 
figure shows usage rates at work for three technologies: generative AI, PCs, and the internet. The horizontal axis represents the number of years since the 
introduction of the first mass market product for each technology. AI usage data are from the August 2024 wave of the RPS. PC usage data are from the 1984–2003 
Computer and Internet Use Supplement of the CPS. Internet use estimate comes from 1995–2021 data from the ITU. The samples from the RPS and CPS include all 
individuals ages 18 to 64. The sample from the ITU includes individuals of all ages. The charts shown for illustrative purposes only. Past performance is no indication 
of future results. 

https://www.google.com/url?sa=i&source=web&rct=j&url=https://www.nber.org/system/files/working_papers/w30389/w30389.pdf&ved=2ahUKEwj186fh_NaQAxVfLFkFHR20CBgQy_kOegYIAQgEEAE&opi=89978449&cd&psig=AOvVaw0M-Zxc7UPF8SvsDP-bXfef&ust=1762293432105000
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Changes in Productivity: Positive - AI adoption growing quickly in high relative labor cost industries. First, in order for 
productivity to be meaningful, we believe usage of AI must be fairly widespread. On this front, there is encouraging news: 
early indications of AI usage suggest lightning-fast adoption. Research conducted in September 2024 by the St. Louis Fed 
suggests that AI has already reached faster adoption levels at this point than either the Internet or the personal computer 
(PC) at similar points in their gestation (Chart 2, page above). 

This increases AI’s ability to have a meaningful positive impact on productivity over time. Encouragingly, adoption appears to 
be happening fastest in industries with high relative labor costs – including software development, digital content creation, 
consulting, and legal and financial services. This suggests to us that AI adoption has the potential to be a real productivity 
enhancer at the corporate level. 

But just how much productivity growth should we assume? A literature review of credible AI research over the last few years 
from academia, consulting, think tanks and investment banks suggests a wide range of views and estimates, from minimal 
(barely above zero) to game changing (over +1% increase in productivity per year for the next decade. 

With all prerequisite humility, RiverFront’s ‘House 
View’ is a bit more positive than consensus; we 
expect AI to improve US productivity between 
+0.5%-1.0% a year in our Base Case, with a 
central tendency of about 0.6% per year (see 
Chart 3, right). That represents a significant 
improvement for a total US productivity growth 
trend that’s currently running around +1.5-2% 
annually. Holding capital and labor constant, this 
change in productivity could translate directly to a 
similar gain in GDP growth.  

When you combine the somewhat offsetting 
effects of both productivity gains and downward 
pressure on the labor force, our Base Case is that 
AI could boost US GDP by roughly between a 
quarter-point and half-point a year above its’ 
current trend over the next 5-to-7-years. This is a 
boost we’d term ‘significant’ but not necessarily 
‘revolutionary.’ 

AI’s Impact on Inflation - Eventually 
Disinflationary in All Three Cases 

However, the effects of AI don’t just stop at 
economic growth; our belief is that this 
technology will also have significant effects on inflation as well, and thus Fed policy. If AI technology increases productivity, 
some of that benefit will be passed on to consumers. Offsetting this will be considerable increases in the cost of electricity, 
already being seen in areas where data centers are concentrated. Power companies will have to invest heavily in new 
production and regulated utilities are usually allowed to pass that cost to consumers. A shortage of workers and explosive 
demand will raise prices in the construction industry. On balance we think the disinflationary forces will eventually win out.  

Regarding employment, while AI will create jobs over time, we think it will be disruptive to employment, and will increase 
unemployment initially, as discussed above. Therefore, there is a credible scenario that both sides of the Fed’s mandate will 
argue for lower interest rates, and that inflation hawks on the Fed will not have a case to make against a Trump-appointed 
Fed chairman determined to lower rates. Should this occur, it will be fuel to increase corporate earnings and stock prices in 
our view. 

 

CHART 3: We Are Optimistic About AI's Productivity Boost 

0.00%

0.20%

0.40%

0.60%

0.80%

1.00%

1.20%

1.40%

1.60%

BEAR CASE BASE CASE BULL CASE

RIVERFRONT'S FORECAST:
A.I. % ANNUAL US PRODUCTIVITY 

BOOST

Chart above shown for illustrative purposes. The table above depicts RiverFront’s predictions using three 
scenarios (Pessimistic (Bear), Base, and Optimistic (Bull)). The assessment is based on RiverFront’s 
Investment Team’s views and opinions as of November11, 2025. Projections cannot be guaranteed. 
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CONCLUSION: AI Will Be a Positive US Growth Driver Going Forward 

As investors, we are optimistic about the potential for AI adoption to lead to a pronounced increase in productivity. We are 
confident that the race to adopt AI means that spending on building AI architecture and infrastructure will not slow down in 
2026… and probably not for several years. This is reflected in the relatively high collective probability we place on an outcome 
somewhere between our Base and Bull Case over the next 5-to-7 years (Table 1, page 1).  

We have less clarity on the pace and success of adoption, but early signs are encouraging for those industries where it is 
most suitable. In addition to developing AI, technology companies are one of the biggest users, making the sector continue to 
look attractive in our opinion. Given the uncertainty of how AI demand will play out, the huge commitment the big technology 
companies are making, the current optimism built into their share prices, and the future potential of AI, we believe investors 
should expect significant price swings.  

We will try to navigate these swings as best we can, maintain our optimism as long as we feel it is warranted, and at the same 
time prepare our clients emotionally for this volatility. Investing in AI will not be for the faint of heart…but it is likely to 
remain lucrative for the time being. 

 

 

 

Risk Discussion: All investments in securities, including the strategies discussed above, include a risk of loss of principal 
(invested amount) and any profits that have not been realized. Markets fluctuate substantially over time, and have experienced 
increased volatility in recent years due to global and domestic economic events. Performance of any investment is not 
guaranteed. In a rising interest rate environment, the value of fixed-income securities generally declines. Diversification does 
not guarantee a profit or protect against a loss. Investments in international and emerging markets securities include exposure 
to risks such as currency fluctuations, foreign taxes and regulations, and the potential for illiquid markets and political 
instability. Please see the end of this publication for more disclosures. 
 
Important Disclosure Information :
 
The comments above refer generally to financial markets and not RiverFront portfolios or any related performance. Opinions expressed are current as of the date 
shown and are subject to change. Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  
 

Information or data shown or used in this material was received from sources believed to be reliable, but accuracy is not guaranteed.  
 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision. This report does not take into 
account the specific investment objectives, financial situation or need of any particular client and may not be suitable for all types of investors. Recipients should 
consider the contents of this report as a single factor in making an investment decision. Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report.   
 

The comments above are subject to change and are not intended as investment recommendations. There is no representation that an investor will or is likely to 
achieve positive returns, avoid losses or experience returns as discussed for various market classes. 
 

Chartered Financial Analyst is a professional designation given by the CFA Institute (formerly AIMR) that measures the competence and integrity of financial 
analysts. Candidates are required to pass three levels of exams covering areas such as accounting, economics, ethics, money management and security analysis. 
Four years of investment/financial career experience are required before one can become a CFA charterholder. Enrollees in the program must hold a bachelor’s 
degree. 
 

All charts shown for illustrative purposes only. Technical analysis is based on the study of historical price movements and past trend patterns. There are no 
assurances that movements or trends can or will be duplicated in the future. 
 

Stocks represent partial ownership of a corporation. If the corporation does well, its value increases, and investors share in the appreciation. However, if it goes 
bankrupt, or performs poorly, investors can lose their entire initial investment (i.e., the stock price can go to zero).  Bonds represent a loan made by an investor to a 
corporation or government.  As such, the investor gets a guaranteed interest rate for a specific period of time and expects to get their original investment back at 
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the end of that time period, along with the interest earned. Investment risk is repayment of the principal (amount invested). In the event of a bankruptcy or other 
corporate disruption, bonds are senior to stocks.  Investors should be aware of these differences prior to investing.  
 

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice versa). This 
effect is usually more pronounced for longer-term securities). Fixed income securities also carry inflation risk, liquidity risk, call risk and credit and default risks 
for both issuers and counterparties. Lower-quality fixed income securities involve greater risk of default or price changes due to potential changes in the credit 
quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly in response to adverse issuer, political, 
regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be subject to loss.  
 

Investing in foreign companies poses additional risks since political and economic events unique to a country or region may affect those markets and their 
issuers. In addition to such general international risks, the portfolio may also be exposed to currency fluctuation risks and emerging markets risks as described 
further below.  
 

Changes in the value of foreign currencies compared to the U.S. dollar may affect (positively or negatively) the value of the portfolio’s investments. Such currency 
movements may occur separately from, and/or in response to, events that do not otherwise affect the value of the security in the issuer’s home country. Also, the 
value of the portfolio may be influenced by currency exchange control regulations. The currencies of emerging market countries may experience significant 
declines against the U.S. dollar, and devaluation may occur subsequent to investments in these currencies by the portfolio.  
 

Foreign investments, especially investments in emerging markets, can be riskier and more volatile than investments in the U.S. and are considered speculative and 
subject to heightened risks in addition to the general risks of investing in non-U.S. securities. Also, inflation and rapid fluctuations in inflation rates have had, and 
may continue to have, negative effects on the economies and securities markets of certain emerging market countries.  
 

Technology and internet-related stocks, especially of smaller, less-seasoned companies, tend to be more volatile than the overall market. 
 

Artificial intelligence, or AI, refers to the simulation of human intelligence by software-coded heuristics. Nowadays this code is prevalent in everything from 
cloudbased, enterprise applications to consumer apps and even embedded firmware. 
 

Artificial general intelligence (AGI) is a hypothetical stage in the development of machine learning (ML) in which an artificial intelligence (AI) system can match or 
exceed the cognitive abilities of human beings across any task. It represents the fundamental, abstract goal of AI development: the artificial replication of human 
intelligence in a machine or software. 
 
Definitions:  
Gross domestic product (GDP) is a monetary measure of the market value of all final goods and services produced in a period (quarterly or yearly) of time.  
 

US large cap equities include equities of companies with a market capitalization of over $10 billion. Although large cap equities are generally considered to be safer 
securities, large cap equities are still subject to the risks associated with stocks. 
 

When referring to being “overweight” or “underweight” relative to a market or asset class, RiverFront is referring to our current portfolios’ weightings compared to 
the composite benchmarks for each portfolio. 
 

RiverFront Investment Group, LLC (“RiverFront”), is a registered investment adviser with the Securities and Exchange Commission. Registration as an investment 
adviser does not imply any level of skill or expertise. Any discussion of specific securities is provided for informational purposes only and should not be deemed as 
investment advice or a recommendation to buy or sell any individual security mentioned. RiverFront is affiliated with Robert W. Baird & Co. Incorporated (“Baird”), 
member FINRA/SIPC, from its minority ownership interest in RiverFront. RiverFront is owned primarily by its employees through RiverFront Investment Holding 
Group, LLC, the holding company for RiverFront. Baird Financial Corporation (BFC) is a minority owner of RiverFront Investment Holding Group, LLC and therefore an 
indirect owner of RiverFront. BFC is the parent company of Robert W. Baird & Co. Incorporated, a registered broker/dealer and investment adviser.   
To review other risks and more information about RiverFront, please visit the website at riverfrontig.com and the Form ADV, Part 2A. Copyright ©2025 RiverFront 
Investment Group. All Rights Reserved. ID 4978435 
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