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1 Introduction

How will artificial intelligence (Al) affect the economy? Forecasts of the effects on GDP span an
enormous range: from modest gains of roughly one percent over a decade (Acemoglu, 2025) to
scenarios in which Al raises growth rates by an order of magnitude (Trammell and Korinek, 2023;
Davidson et al., 2026). This wide range points to the difficulty of measuring the impact of Al, in
part because many of the advances have yet to play out.

A key channel through which Al affects the economy—both recently and likely in the future—is
software engineering. Since the release of ChatGPT in November 2022, software engineering has
become more productive, being a leading use case of Al. The pace of improvement seems to be
accelerating: in 2026, coding agents such as Claude Code and Codex have revolutionized software
engineering. More advances are likely in the future.

This paper measures the effects of Al on software engineering productivity and, through this
channel, on the macroeconomy. We use information from financial markets. The main idea is that
if Al raises the productivity of software engineers, then firms that rely more heavily on them should
benefit more. Therefore news about Al generates higher expected profits for these firms. These
profits are capitalized into larger stock price responses. Combining these stock price responses
with a model, we can pin down the increase in software engineering productivity expected by
financial markets.

The view from financial markets is unlikely to be perfectly accurate. However, a market-based
approach has several significant advantages. First, market prices are forward-looking, providing
a signal about advances in Al that are yet to come. Second, market prices are available at high
frequency and in real time, which is critical given the rapid development and adoption of Al Third,
by using firm-level information from stock prices, one can measure overall software engineering
productivity improvements, rather than gains on isolated tasks within the firm.

In the empirical part of the paper, we estimate how the sensitivity of firm stock returns to
news about Al depends on the firm’s share of payroll in software engineering. We use a two-stage
approach. In the first stage, we estimate each firm’s stock return sensitivity to returns on an Al
stock market index. In particular, we regress firm-level stock returns on the return of the ROBO
Global Artificial Intelligence index (THNQ), controlling for standard Fama-French risk factors. In
the second stage, we regress the firm-level sensitivity to the Al index on firms’ software engineering
payroll shares, controlling for industry fixed effects and firm size. The payroll share is from Revelio
Labs’ employee-level data. We discuss how the second-stage slope isolates changes in software
engineering productivity, even if movements in the Al index reflect shocks other than software
engineering productivity (e.g. overall productivity shocks, discount rate shocks, and demand

shocks that shift expenditure toward software-intensive goods).



To cleanly measure how Al raises software engineering productivity, we base our productivity
estimate on differential responses across a sample of firms that use software engineering as an
input, rather than firms that produce or sell software (e.g. so-called “SaaS” firms). We exclude
firms in software-producing industries or the semiconductor supply chain. Firms that use software
engineering intensively in our sample include: eBay (online marketplaces), Sonos (electronics
manufacturing), and Expedia or Airbnb (travel booking platforms).

Our second-stage regression yields an estimated slope of 1.24. That is, if two firms’ payroll
shares differ by one percentage point, a one-percentage-point movement in the Al index predicts a
return differential of 1.24 basis points. The result is robust across a wide range of specifications that
control for alternative or additional risk factors, or use other Al stock market indexes, in the first
stage; and for firms’ product-market exposure to generative Al, standard financial ratios, and fine
industry fixed effects in the second stage. A formal coefficient-stability test following Oster (2019)
suggests unobserved heterogeneity does not explain the cross-sectional relationship. Year-by-year
regressions are stable in every year from 2022 through 2025.

We combine our empirical estimates with a model to measure the expected present value of
increases in software engineering productivity due to Al. The second-stage regression coefficient
reflects two components: the key object x, which measures the market’s expected present value of
increases in software engineering productivity per unit of excess return on the Al index (residualized
against risk factors), and how firms’ stock return sensitivity to software engineering productivity
gains depends on differences in their software engineering payroll shares. The model pins down
the latter in terms of a few key parameters, including the elasticity of substitution across goods and
the substitution elasticity between software engineering and other labor.! The model then allows
us to translate the second-stage slope into k. Multiplying x by the cumulative residualized excess
Al-index return in a given window yields software engineering productivity gains due to Al news
over that window.

From the launch of ChatGPT in November 2022, through December 2025, Al news led to a
present-value increase in software engineering productivity equivalent to a permanent increase of
32.6%. This estimate is comparable in magnitude to the 21-56% task-level speed-ups found in the
experimental literature (Peng et al., 2023; Paradis et al., 2025). Two offsetting forces can explain
the similarity. On one hand, our present-value estimate includes expected future gains in software
engineering productivity, which should exceed the gains from today’s tools alone. On the other

hand, complementarities and bottlenecks between tasks imply that aggregate productivity gains

The baseline model features firms that produce differentiated goods, substitute between software engineers and
other labor, and differ in the intensity with which they use software engineers. As we discuss, this simple model is
isomorphic to a richer task-based model in which firms buy software from a sector that combines Al and software
engineers.



should be smaller than task-level gains (Jones and Tonetti, 2026; Demirer et al., 2026).

One major benefit of our market-based approach is that it provides a high-frequency, near-real-
time measure. We extend our measure through the first half of 2026 using the latest data. Expected
software engineering productivity gains driven by news in the first half of 2026 were larger than
those driven by news over the previous three years. This acceleration coincides with the rapid
development and widespread adoption of coding agents such as Codex and Claude Code. Markets
appear to expect significant productivity gains from these tools. Our series will provide a timely
indicator of further productivity gains as the frontier continues to advance.

We next translate the software engineering productivity gains due to Al into an impact on GDP.
Our baseline calculation applies a modified version of Hulten’s theorem in the spirit of Aghion and
Bunel (2024) and Acemoglu (2025). Because we focus on the aggregate impact, we also include firms
that produce and sell software in this calculation; software engineering productivity gains lower
their marginal costs as well. News about Al from November 2022 to December 2025 corresponds to
a present-value GDP increase equivalent to a permanent 3.61 percent level increase.

We then consider two extensions and show that the software engineering productivity gain
and GDP impact remain similar. First, we introduce a task-based framework with an explicit Al
sector. Software suppliers bundle digital tasks performed by either software engineering labor or
Al according to comparative advantage. Advances in Al replace software engineering labor and
raise the productivity of software suppliers. Software suppliers then provide software inputs to
differentiated-good producers. We derive an isomorphism between this model and our baseline
framework. The mapping from the empirical estimates to the productivity gains and GDP impact
is largely unchanged, though we require additional data on software spending. Second, we embed
the framework in the full U.S. input-output network, explicitly capturing features such as upstream
production and the economy-wide use of software. The network extension changes the inferred
productivity gain and GDP impact only moderately.

We finally evaluate how the GDP impact changes when software engineering affects innovation.
We embed our framework in a semi-endogenous growth model with an R&D sector, to which
software engineering is an input. This extension leaves the mapping from the empirical estimates
to software engineering productivity gains unchanged but significantly amplifies the mapping
from these productivity gains to GDP. The reason is that higher software engineering productivity
raises effective R&D input. Under our calibration, the implied impact on GDP nearly doubles due
to software’s effect on R&D. These results are large relative to the other model extensions we have

considered.

Literature review. A growing literature quantifies the macroeconomic impact of Al. The starting

point is often occupation-level Al exposure measures that classify tasks by their susceptibility



to automation (Eloundou et al., 2024; Acemoglu et al., 2022; Hampole et al., 2025). Papers then
use these measures to quantify the macroeconomic effects, aggregating across various channels
including the effect of Al on software engineering productivity. The estimates span a wide range (see
also Karger et al., 2026 for expert disagreement about Al's macroeconomic effects). For example,
Acemoglu (2025) estimates cumulative TFP level gains of 0.53-0.66% over a decade, while Aghion
and Bunel (2024) estimate cumulative TFP level gains of 6.8-13% over a decade. We find markets
expected TFP level gains, through the software engineering channel alone, of 3.61% at the end of
2025 and more than twice that amount by mid-2026.

Recent studies find large task-level speed-ups from Al coding assistants (e.g. Peng et al., 2023;
Paradis et al., 2025; Cui et al., 2026; Gambacorta et al., 2024; Murphy-Hill et al., 2026). However,
translating task-level gains into effects on firm-level or aggregate-level productivity is difficult
(e.g. Brynjolfsson et al., 2021). Jones and Tonetti (2026) explain why: if production involves
complementary tasks, then “weak links” attenuate the translation of task-level improvements from
Al into firm-level or aggregate productivity gains. Demirer et al. (2026) provide direct evidence
of this attenuation in software development. Large gains in coding activity translate into smaller
increases in projects and releases and no detectable increase in consumer usage of new apps. Our
paper takes a different route. Because asset prices already embed market beliefs about task-to-job
aggregation, we sidestep these aggregation difficulties.

A growing literature uses asset prices to study how markets value the effects of Al on firms and
the broader economy. In a pioneering paper, Eisfeldt et al. (2026) construct a novel measure of
firms’ exposure to generative Al, and show that firms with high exposure gained roughly 5% in
market value relative to low-exposure firms after ChatGPT’s release. The results are consistent
with generative Al substituting for workers.> Andrews and Farboodi (2025) study the behavior of
US bond yields around major Al release dates, and find clear evidence that investors price the
possibility of transformative Al. Chow et al. (2026) argue more generally that long-term real interest
rates provide an excellent way to assess whether markets price in transformative growth. Borri et al.
(2026) construct a novel, high-frequency Al factor from OpenRouter token consumption and find
that firms with greater exposure to the factor earn higher subsequent returns. We differ from these
papers in focusing on the software engineering channel of Al, and in providing a framework to size
the productivity gains using asset prices.

A related literature studies how Al affects firm-level outcomes. For instance, Babina et al. (2026)
show that Al investments have led to productivity gains, driven by the accumulation of organization

capital built by Al-skilled workers.> Hampole et al. (2025) construct novel measures of Al exposure,

ZBertomeu et al. (2025) use Italy’s temporary ChatGPT ban and find that high-exposure firms lost roughly 6% in
market value relative to low-exposure firms during the ban.
3Babina et al. (2024) show that firms investing in earlier waves of Al experience higher growth in sales, employment,



and find that Al substitutes for labor at the task level, but also generates productivity gains and task
reallocation that dampen this substitution effect. Brynjolfsson et al. (2026) and Hosseini Maasoum
and Lichtinger (2026) find early evidence consistent with Al leading to large declines in hiring for
young and junior workers in exposed occupations. We complement these papers by providing
not only evidence on the effects of Al to date but also a forward-looking assessment via financial
markets.

Finally, our work connects to the theoretical literature on Al, automation, and growth. In
particular, it builds on the task-based framework for analyzing how automation displaces labor
(Acemoglu and Restrepo, 2018, 2019, 2022). Recent work emphasizes that Al-driven changes in task
composition interact with workers’ comparative advantage and occupational mobility to produce
heterogeneous labor market effects (Freund and Mann, 2026; Althoff and Reichardt, 2026; Fan,
2025). Growth-theoretic models show that Al's long-run impact depends critically on whether it
can automate the research process itself (Aghion et al., 2019; Korinek and Suh, 2024; Bontadini
et al., 2026; Davidson et al., 2026), consistent with our findings on the importance of accounting

for the innovation channel when sizing the GDP impact of Al

Roadmap. Section 2 develops our methods. Section 3 presents the empirical implementation
and estimates of software engineering productivity gains. Section 4 quantifies the GDP impact and
considers extensions. Section 5 incorporates innovation, and Section 6 concludes. Main proofs
appear at the end of the main text. The Supplemental Appendix contains additional tables, figures,

data details, and proofs. The additional materials contain further empirical results and extensions.

2 Sizing the Software Engineering Productivity Gain from Al

We develop a framework that combines cross-sectional estimates with a general equilibrium model
to infer software engineering (SWE) productivity changes due to Al. To simplify the exposition and
derive closed-form expressions for the objects of interest, we use a stripped-down environment.
Sections 4 and 5 later show that our procedure is robust to multiple extensions and explain how to

translate the implied productivity change into a GDP impact.

2.1 Environment

Time is discrete, indexed by ¢ € {0,1,...}. The economy comprises a unit continuum of firms,
indexed by j € [0, 1], each producing a distinct good. Each firm is small and takes aggregates

as given. A representative household owns all firms, and financial markets are complete. There

and market value, in large part because Al helps them innovate their products.
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are three aggregate shocks: S;, A;, and ;. S; denotes the productivity of software engineers. A;
denotes Hicks-neutral aggregate productivity. 3; is a time-varying one-period discount factor. The

aggregate shocks may be arbitrarily correlated.

Households. The representative household is endowed with s units of software engineering labor
and L units of non-SWE labor, both supplied inelastically. Their respective wages at date ¢ are w;
and W;. Household consumption preferences are
o0
[ Z ( H ﬁ()u(ct)]
t=0 " =0
with the convention Hzio =1, where f3; € (0,1) and has steady-state value . The consumption

bundle is a standard CES aggregate with fixed demand weights w ; integrating to one,

el(e=1) 1
C, = [f Ve glebieq ]] , fowjdj=1-

Cost minimization implies

C]t—w](lj)”) SCI and P,= [f a)]p]t d]]ll(l £)

t
where P; is the consumer price index and p;, denotes the price of good j. The aggregate price

index serves as numeraire, P; = 1 for all . The stochastic discount factor (SDF) is Z; ;41 =

Bruc(Cri1)/uc(Cy).

Production. Each firm j produces output using a technology with constant returns to scale. A

CES labor composite combines SWE and non-SWE labor,
ol(lc-1)

Hjt: (/) (S Sit )(U 1)/0’+(1 (P )I/UL(U /o )
where s;; and Lj; are firm j’s employment of SWE and non-SWE labor, and o > 0 is the elasticity of
substitution across the two types of labor. The parameter ¢ ; € (0, 1) governs software engineering
intensity within the labor composite and varies across firms. S; is software engineering productivity,
which augments SWE labor. The firm then combines the labor composite with materials (in units
of final goods) through a Cobb-Douglas function:

yie= A ) (), M

where m;; is firm j’s use of final-good materials and « is the labor share of total costs. A; is a
Hicks-neutral aggregate productivity shock. The total cost of firm j is €j; = w;sj; + WiLj: + mj;.
Let g, denote the unit cost of the labor composite,

1/(1-0)
gje=|jw /1SN "7+ (L -pW; ™



With final-good materials priced at the numeraire, firm j’s unit cost is mc;; = A% qjo.‘t, where w;/S;
is the effective software engineering wage. Firms face CES demand and charge a constant markup
Pjt= ﬁ mcj;. Per-period profits are a constant fraction of nominal revenue, 7, = % PijtYijt-

We define the software engineering channel as the effects of Al that operate through a reduction
in the effective cost of firms’ software input. In the benchmark model, this reduction is driven by
higher SWE productivity S;, which lowers the effective SWE wage w;/S;.

Section 4.2 shows that the software engineering channel operates similarly in a richer setting,
in which an upstream sector sells software services to final-goods producers. This software sector
combines software engineers and Al input, supplied by an explicit Al sector, using a task-based
production technology. The software engineering channel in this richer environment is isomorphic
to its baseline counterpart: Al advances automate software engineering tasks, replace software
engineers, and lower the price of software services for firms.

We define firm j’s software engineering payroll share as y;; = w;s;;/(w;sj; + WiLj.). Since
« is the labor share of total cost, the corresponding software engineering cost share is ay;; =
(wSj¢)/ €t The CES labor composite implies yj; = ¢ (wt/(S[qjt))l_U, which is strictly increasing

in ¢;. The value of firm j is the present discounted value of its profit stream,
o0
Vie = [Et[ Z B+t ter |- 2)
7=0

= — = —17t-1=
Here ¢ =1and E¢ r47r =[1,_( Er+e 4041 forv= 1.

Market clearing. Goods market clearing requires the production of each differentiated good to
equal household consumption demand plus firms’ final-good materials demand for that good.
Labor market clearing requires fol sjrdj =sand fol Lj,dj = L. We define firm j’s final-expenditure
share as fj; = pjcj;/Cy = wj(pjt/Pt)l‘g, with fol fijrdj =1. These are the weights the price index
and demand system operate on. In this model they are also sales shares, fj; = p;:y;:/ fol PrtVitdk,
and value-added shares, fj; = (pj:yje—mjs)/ fol (PxtYike—Mmi)dk. The aggregate (final-expenditure-
weighted) software engineering payroll share is y; = fol fityjed].

2.2 Response of Firm-Level Stock Returns to Aggregate Shocks

This subsection characterizes the response of firm-level stock returns to changes in software
engineering productivity, as well as other aggregate shocks. These results pave the way for our main
result, which uses firm-level stock returns to back out changes in software engineering productivity.

We characterize the first-order response of the economy to a perturbation (dlogS;, dlog A,
dlog ;). We start by characterizing the first-order response of firm profits. We drop ¢ subscripts

when referring to steady-state values. Given CES demand with constant markups, and since the



numeraire satisfies P; = 1, per-period profits satisfy:
dlogmj; = (1-¢)dlogmcj; +dlogC;.

By Shephard’s lemma, the unit cost moves as a cost-share-weighted average of effective input

prices, so that
dlogmcj; = —dlogA; + ayj(dlogw; — dlogS;) + a(1 —y;)dlogWy,

where materials are priced in units of the final good, whose price is the numeraire, and therefore
do not contribute a separate price term. Software engineering productivity S; enters by reducing
the effective SWE wage dlog w; — dlogS;, with an impact proportional to the firm's SWE payroll
share y; scaled by the labor cost share a. The constant price index (dlog P; = 0) implies the final-
expenditure-weighted average of unit cost changes satisfies 0 = —dlog A; + a[y(dlogw;—dlogS,) +
(1-7y)dlogW;], where y = fol fiy;jdj is the final-expenditure-weighted aggregate software engi-
neering payroll share. Subtracting this zero from dlogmecj, isolates the relative cost change,
dlogmcj; = —a(yj—7y)ldlogS; — (dlogw; — dlog W;)]. Substituting the relative cost change into
the profit equation yields:

dlognj; =—(e—-Daly;—7y)(dlogw; — dlogW; - dlogS;) + dlogC;. 3)

Equation (3) suggests a promising link between software engineering productivity and firm-
level profits, which will form the core of our measurement strategy. The equation characterizes the
response of profits in terms of a firm-specific component that depends on software engineering
productivity, and an aggregate component. The first, firm-specific component contains the effec-
tive wage of software engineers (dlog w;—dlog W;—dlogS;), relative to other labor and accounting
for software engineering productivity. The relative effective wage falls either because software
engineering productivity dlogS; rises, or because relative wages dlog w; — dlog W; fall. When
the relative effective wage falls, firms with a higher-than-average reliance on software engineers
(y;j > ) experience a relative marginal cost decline. Since demand is elastic (¢ > 1), consumers
substitute toward these newly cheaper goods, translating the cost advantage into profit gains. The
second, aggregate component captures changes in aggregate demand dlog C; that do not generate
cross-sectional variation. Nor do other aggregate shocks generate cross-sectional variation in
profits: the aggregate productivity shock A; drops out of relative costs because it scales all produc-
tion frontiers uniformly; the time-varying discount factor f, shifts the stochastic discount factor
uniformly across firms.

We can further characterize how firm-level profits respond to software engineering productivity
shocks by solving for the general equilibrium response of the relative effective wage. When S;

increases, software engineering labor becomes more abundant in efficiency units, so the relative



effective software engineering wage falls to clear the labor market. The size of this adjustment is

2
Oy

ya-y)’

where ai = fol filyj— y)?d ] is the cross-sectional variance of software engineering payroll shares.

1
dlogw; —dlogW; —dlogS; = —EdlogSt, with =0+ [ae-1)-(0-1)]

2 is the aggregate elasticity of substitution between software engineers and other labor, accounting
for both within-firm substitution and reallocation between firms that use software engineers more
or less intensively. A higher aggregate elasticity of substitution between software engineers and
other labor X dampens the equilibrium wage response: when the economy can substitute more
easily between the two types of labor, demand for software engineering labor is more elastic.
Therefore, the relative effective wage of software engineering labor falls less in response to the
increase in effective labor supply induced by higher software engineering productivity.

The aggregate elasticity of substitution X combines two channels through which the economy
absorbs a software engineering productivity shock. The first is within-firm substitution, governed
by o: as o rises, firms substitute more easily toward the now-cheaper software engineering labor,
so aggregate substitutability X rises as well. The second is between-firm reallocation: consumers
shift spending toward software-intensive firms whose prices fall by more. Holding payroll shares
and o fixed, a higher demand elasticity ¢ or a higher labor share «a raises Z by strengthening the
reallocation channel. The cross-sectional variance ai enters because this reallocation channel
operates only when firms differ in SWE intensity; if all firms had the same payroll share, Z would
equal o. These terms and channels have already been emphasized in the context of capital-labor
substitution (Oberfield and Raval, 2021).

Substituting this general equilibrium wage adjustment back into the expression for the response
of profits, equation (3), yields an expression for the response of firm-level profits that depends only
on the firm-level response to software engineering productivity—which varies in the cross-section
with software engineering payroll share—and the firm-invariant response to aggregate demand.

This expression is

-1
dlogﬂj[:6S(yj—y)dlog8t+dlog(}t, 65504%. (4)

The structural gradient §° is the profit elasticity with respect to S; per unit of the software engi-
neering payroll share.
We next begin mapping the profit response into firm returns by aggregating (4) across future

horizons. Log-linearizing firm value (2) and substituting in the response of profits implies:

, (B

dlogVj, =65y, - P —ﬁ)[Et[ 3 BrdlogS,.x
k=0

+ (1= PE;| Y. B¥(d10gCar +dl0gZy,1.k)
k=0

where the second term is firm-invariant. To connect with the empirical strategy based on stock



returns, let Rj; = Vj;/Vj 1 — 1= dlogVj; —dlogV; 1 denote firm j’s realized return.*
We wish to link returns to news about the present value of software engineering productivity.

We define this news as
S1=01-P)E —[Er—l)[ > prdlogS,k|. (6)
k=0

The 1- 8 term is an annuitization factor which normalizes news about the present value of software
engineering productivity. Under this normalization and under a random-walk process for log S,
< equals the period- ¢ innovation in log software engineering productivity, dlogS; —E;_;[dlogS;].

The following lemma links firm-level returns to software engineering productivity news, and is

the key result of this subsection.

Lemma 1 (Firm Return Response). To first order, each firm j’s unexpected period-t return is linked

to the period-t news in normalized present-value software engineering productivity by:
Rj—Ei-1[Rj :5syﬂ/j+ﬁlt; ()
where W, is firm-invariant, collecting unexpected responses common to all firms.

The key feature of (7) is that news about software engineering productivity affects firm returns
differentially according to firms’ software engineering payroll shares. The structural gradient 65
governs how strongly this news translates into cross-sectional return differences per unit of the
payroll share. In contrast, Hicks-neutral productivity and discount-rate shocks move all firm values
proportionally and are therefore absorbed into ;. The next subsection shows how to combine a

regression based on (7) with §° to recover Al-driven software engineering productivity news.

2.3 Backing Out Software Engineering Productivity Gains due to Al

We now come to the main use of the framework, which is to use the cross-sectional return dif-
ferences to back out software engineering productivity gains due to Al. For this purpose, we use
the excess return of the Al index as an informative signal about Al-related news and project soft-
ware engineering productivity news onto this return. This projection allows us to infer software
engineering productivity news conditional on the excess Al-index return:
Cov,(F, RM)
Var, (RM)

E*[ | RN =«-RM,  where « (8)

where E*[- | -] denotes the best linear predictor. E?I is the residualized excess Al-index return,

obtained by subtracting the risk-free rate from the return on the Al index, R/t\I - R{ , and then

“The empirical returns are standard CRSP holding-period total returns. The return defined here is instead con-
structed from cum-dividend value. The two differ by a dividend adjustment known at ¢ — 1. This adjustment drops out
of the unexpected return in Lemma 1. Together with condition (ii) imposed below, this leaves the projection in (9)
unchanged.
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removing movements explained by a vector of risk factors F; (e.g., the Fama-French market, SMB,
and HML factors).> We assume that (i) E[R?] = 0, so that the Al index earns no unconditional
abnormal return relative to the risk factors, and (ii) Cov;(E;-1[R};] — R{ , Ré’“) =0 for every firm j, so
that the residualized Al-index return is uncorrelated with conditional risk premia. Together, these
conditions capture the idea that the risk factors absorb the priced discount-rate variation in the
Al-index return. Both conditions hold if }?‘;‘I is unforecastable at t —1, i.e., E;_; [}?/t“] =0.

The key object of interest is x, which measures news about software engineering productivity
associated with a unit change in the residualized excess Al-index return R2. Multiplying x by R
therefore yields period- f news about software engineering productivity attributable to Al.

We infer x by combining the model with a regression. Under the two assumptions above,

projecting the firm-level return differences (7) in Lemma 1 onto R yields:
E*[Rj | R = 65 RNy + i + fir, 9)

where f[i; and fi; are firm and time fixed effects, respectively. Equation (9) takes the form of a
regression. Regressing the firm-level return R;; on the interaction between the Al excess return
RM and the firm’s software engineering payroll share y j» controlling for firm and time fixed effects,
yields a coefficient of §5x. We can then combine the regression coefficient with the calibrated
model-based structural gradient §° in (4) to recover the object of interest .

Empirically, to implement (9) and ensure that our procedure for recovering « is robust to the
extensions of the simple model (e.g., other drivers of movements in the Al index, as discussed in
the next subsection), we use a two-step approach that allows for additional firm-level controls. In
the first stage, we regress firm j’s excess return Rj; — R{ on the excess Al-index return, R?I - R{ ,and
the control factors F; to obtain its first-stage Al-index beta. By the Frisch-Waugh-Lovell theorem,
firm j’s first-stage Al-index beta equals ,6‘;.‘1 =Cov,(Rj; - R/, R™) /Var, (RM). In the second stage, we
regress each firm j’s Al-index beta ,6‘}1 on its payroll share y; and a vector of firm-level controls X
to obtain the second-stage coefficient 6 = Cov; (,B?I,yj | X;)/Var;(yj| X).

The proposition below, the main result of this subsection, shows that the second-stage coeffi-
cient 4 in our two-stage procedure equals the regression coefficient § Sx in (9), so the procedure
indeed implements (9). Combining the second-stage coefficient § with the structural gradient §°

then recovers the object of interest k.

Proposition 1 (Financial-Market-Implied Software Engineering Productivity Change). The best

linear predictor of the period-t news in normalized present-value software engineering productivity

SFormally, let R‘?‘I - R{ =a+y; w‘?IFit + e‘t\l denote the projection of the excess Al-index return on risk factors, and
define RM = RA — R{ -y Fyy
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given the contemporaneous movement in the residualized Al index is
E*[.S | R =« - RY, where KZE:L-& (10)
65 a(e-1)

This proposition summarizes how to construct a series measuring news about software en-
gineering productivity due to Al. Using firm-level stock prices gives this series three advantages.
First, the series is forward looking: it captures the present value of productivity gains, reflecting
not only the effects of Al to date but also the effects that the market expects in the future. Second,
the measure can be constructed at high frequency and in real time because asset-price data are
readily available. Third, by using firm-level information, our measure of software engineering
productivity sidesteps the difficulty of aggregating how Al affects the productivity of tasks within
the firm, which is complicated by the presence of “bottleneck tasks” whose productivity is difficult
for Al to improve (Jones and Tonetti, 2026).

To measure cumulative news about software engineering productivity due to Al over a given
period, we cumulate our series. For instance, the cumulative Al news from the launch of ChatGPT
in November 2022 to the end of 2025 is

end '25 AL end '25 Al
" ~ ~

Y EAIRY =k Y R

t="22 Nov t="22 Nov

2.4 Identifying Software Engineering Channel

In our simple environment, shocks to software engineering productivity are the only aggregate
shocks that move Al index returns and affect firms differently. We now depart from the baseline
environment by introducing two additional drivers of Al index returns that affect firms differentially,
and we discuss how our procedure nevertheless identifies the software engineering channel and
recovers software engineering productivity gains due to Al. First, we introduce an aggregate shock
that shifts expenditure toward software-intensive goods. Second, we introduce discount-rate news

that affects firm values differently.

Demand composition. Let Z; be a demand shifter. The consumption bundle becomes
! el e
Cr= [fo wj(Zec;y d]] ,

where the CES demand weights w j (Z;), normalized so that fol w;(Zy)dj =1, generalize the constant
benchmark weights w ; by letting the shifter Z; reallocate expenditure across goods. Production is
unchanged from equation (1). Now, the full set of aggregate shocks is (S;, A, B+, Z¢).

The demand shifter Z; can contaminate the payroll-share slope 6 through two channels. First,
there is a direct demand channel. Suppose Z; shifts expenditure weights w;(Z;) in a way that,

conditional on regression controls, correlates with the software engineering payroll share y ;. Then

12



the profits of software-intensive firms go up even if their costs do not change, because of higher
demand. Second, there is a factor-price channel: if Z; shifts demand toward software-intensive
goods in a final-expenditure-weighted sense, demand for software engineering labor rises, driving
up the relative wage of software engineers and generating cost differentials proportional to the
software engineering payroll share y;. Assumption 1 shuts down both channels. We will verify
both conditions of this assumption empirically, for example, by using product-market exposure to

generative Al as a proxy for the demand-weight elasticity a)’j.

Assumption 1. The demand-weight elasticities a)’j = 0logw/0log Z|ss have zero covariance with

software engineering payroll shares in two distinct senses,’
Covj(@,yj1 X)=0 and  Covy;(w}y,)=0.

The first condition targets the direct demand channel: the demand shift may raise the profits
of high-y; firms simply because consumers now want their products more. The condition is
conditional on firm-level controls X, consistent with our empirical implementation. We condition
on X; because only demand variation that survives the controls can bias the regression. When X;;
includes industry fixed effects, the regression already absorbs any demand reallocation that merely
moves spending across industries, so the condition asks only that no reallocation survive within
industries, conditional on any additional firm-level controls in X.

The second condition targets the factor-price channel. When the final-expenditure-weighted
covariance is zero, demand reallocation does not raise aggregate demand for software engineering
labor, so the relative wage of software engineers does not move and no cost differentials arise.
These weights appear here, and not in the first condition, because the labor market clears in
weighted terms: each firm’s demand for software engineers scales with its sales (equivalently, its
final-expenditure share). Therefore large firms contribute more to aggregate software engineer
demand. The wage responds to the final-expenditure-weighted shift of demand toward software-

intensive firms. Later on we will provide an empirical test of this assumption.

Discount-rate heterogeneity. In the benchmark, the time-varying discount factor §; shifts all
firm valuations proportionally and is absorbed into the common component p;. In practice, firms’
values may respond heterogeneously to common discount-rate news. If that heterogeneity covaries
with the payroll share y; conditional on firm-level controls, and the residualized Al index captures
discount-rate news that is not spanned by the first-stage factors, the estimated slope 6 could

conflate the software engineering productivity channel with discount-rate-driven valuation effects.

5We define Cov¢ ;(w'",y) = i - @ )y —v)dj, where @', = ! w'djandy = ! iyidj. Since the final-
L@l 0 Jj\W; =Wty r = Jo Jj@; 0Jjvi

expenditure weights integrate to one, this equals fol fityj— y)w} daj.

13



We extend the firm-return equation (7) to allow for heterogeneous exposure to discount-rate
news:

Rjt_[Et—l[Rjt]:53Yj<sﬂt+nj@t+ﬂt’ (11)

where &; is the period-t discount-rate news in normalized present-value terms, as defined in
equation (E4). The equation says that the firm return responds to software engineering produc-
tivity news through 65y j (as before) and to common SDF news through the duration loading 1 ;.
Appendix F microfounds 7 ; through firms’ franchise duration. Under standard AR(1) discount-rate
news, 7 is strictly increasing in duration, reaching the benchmark value n; = 1 for a perpetual
claim.

Recall that R} is obtained by residualizing the excess return on the Al stock market index
against risk factors. These factors control for the variation in 9, that they span. Therefore, only het-
erogeneous exposure to discount-rate news not absorbed by these factors can bias the second-stage
regression coefficient 6. In particular, § = k&S + k=8=, where 6= = Covj(nj,yj| Xj)/Var(y;| X;)
and k= = Cov,(2;, }?‘?I)/Vart(ﬁft“). The slope 6 = measures whether software engineering-intensive
firms have systematically different equity duration, while k= measures whether the residualized
Al index still loads on common discount-rate news. Thus, the bias k=6 is nonzero only if equity
duration varies systematically with software engineering payroll share and the relevant discount-
rate news is not absorbed by the risk factors. Assumption 2 requires that at least one of these

ingredients is absent.

Assumption 2. At least one of the following conditions holds:
Cov (2, R =0 or  Covi(nj,y;lX;)=0.

The first condition (factor spanning) requires that the first-stage factors absorb the priced discount-
rate variation in the Al index. The second condition (cross-sectional orthogonality) requires that

discount-rate loadings are conditionally uncorrelated with software engineering payroll shares.

The factor spanning condition is strengthened by including richer controls in the first-stage
regression (13). The baseline Fama-French three factors already absorb the component of discount-
rate news spanned by broad market, size, and value-factor returns. In Section 3.3, we show that
the regression coefficient 6 remains stable after adding the NASDAQ 100 return (QQQ), the Fama-
French five factors, and momentum to the first stage, supporting the first condition.”

The cross-sectional orthogonality condition is strengthened by including proxies for equity

duration in the second-stage controls. In Section 3.3, we show that the regression coefficient 6 is

“Babina et al. (2025) show that firms’ Al investment leads to heterogeneous exposure to the market factor. Because
the market factor is always controlled for in our first-stage regression, the heterogeneous exposure they study does not
bias our estimates of §.
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stable when the second stage controls for book-to-market, operating profitability, investment, and
leverage, standard cross-sectional pricing controls that proxy for equity duration (e.g., Lettau and

Wachter, 2007; Campbell et al., 2010), supporting the second condition.

Proposition 2 (Identification). Consider the demand-composition extension under Assumption 1
and the discount-rate-heterogeneity extension under Assumption 2. In either case,

0 z

K= S aesD) (12)

and Proposition 1 continues to hold.

The separate discussion of these two threats illustrates a broader advantage of our procedure.
The residualized excess return on the Al index f?ft“ need not be a pure measure of news about
Al-driven software engineering productivity. To back out software engineering productivity, we
require only that R be a noisy signal of the software engineering productivity news .#;. In each
extension, I?‘;‘I may reflect the corresponding demand or discount-rate news, as discussed above, or
other news unrelated to software engineering productivity (e.g. Hicks-neutral productivity shocks).
Any such component will not bias our method if firms’ heterogeneous exposures to these shocks

are uncorrelated with their software engineering payroll shares, conditional on firm-level controls.

3 Estimates of the Software Engineering Channel

This section implements the strategy of Section 2 to back out software engineering productivity
gains due to Al Section 3.1 describes the data sources and the construction of the analysis sample.
Section 3.2 describes the main specification. Section 3.3 presents the baseline estimates of the
cross-sectional slope 6 in our two-step procedure. Section 3.4 uses the results from Section 2 to
translate this slope into the implied software engineering productivity gain. It also shows how our

approach can be used to update the market view, in real time.

3.1 Data

Our core data sources are resume history data from Revelio Labs, financial statement variables
from Compustat, historical data on the Fama-French factors from Kenneth French’s website, stock
and exchange-traded fund (ETF) price data from the Center for Research in Security Prices (CRSP),
and returns on Al-related ETFs that serve as our aggregate Al index.

Revelio Labs aggregates publicly available professional profiles from platforms such as LinkedIn
to construct a comprehensive, worker-level dataset. Each record includes a standardized occupa-

tion classification that can be linked to O*NET codes, which Revelio then aggregates into approxi-
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mately ten broad role categories (e.g. “Software Engineer”). Each record also includes a measure
of total compensation imputed by Revelio using features of the job. The dataset also provides
sampling weights that adjust for the fact that workers in some occupations are more likely to have
public professional profiles than others. We use these data to construct the key firm-level regressor
in our analysis: the share of total payroll attributable to software engineers.?

Compustat provides standardized financial statement variables drawn from firms’ annual and
quarterly public filings with the SEC. We use the Compustat annual fundamentals file to obtain
firm-level measures of total assets, net sales, operating profitability, investment, leverage, and
book-to-market ratios. We also use the Compustat-CRSP link table to merge accounting data with
stock return data at the firm level.

The Fama-French factor returns, available from Kenneth French’s data library, provide daily and
weekly time series of the standard risk factors used in asset pricing (Fama and French, 1993, 2015).
In our baseline results, we use the three factors of Fama and French (1993): the excess market
return (MKT), the size factor (SMB), and the value factor (HML). In robustness exercises, we also
include the investment factor (CMA) and the profitability factor (RMW) from the five-factor model
of Fama and French (2015). These factors are designed to capture exposure to broad market forces
and to well-documented cross-sectional return premia.’

The Center for Research in Security Prices (CRSP) US Stock and US Index databases provide
historical security-level data on prices, returns, shares outstanding, and market capitalization for all
securities listed on major US exchanges. We use weekly holding-period returns from CRSP for the
firm-level time-series regressions in our first stage. CRSP also provides returns on exchange-traded
funds, which we use to obtain the return series for the Al-related ETFs that serve as our aggregate
Al index.

In the main results, we use THNQ as our Al stock market index. THNQ tracks the ROBO Global
Artificial Intelligence Index, which selects constituents based on their revenue exposure to artificial
intelligence and classifies them into two broad categories: firms providing Al infrastructure (such
as cloud computing) and firms developing or deploying Al applications (such as healthcare Al).
The index uses a modified equal-weight methodology, in which holdings are assigned to scoring
tiers based on the depth of their Al revenue exposure and then approximately equally weighted

within each tier, giving higher aggregate weight to firms with more direct Al exposure. The index

8Appendix Figure B.1 compares the occupation distribution in Revelio with that in representative data from
the Occupational Employment Statistics; even with Revelio’s sampling weights, our main dataset over-represents
the “Management” and “Computer and Mathematical” occupation groups. We therefore present robustness tests
addressing representativeness.

9MKT is the return on the US equity market minus the risk-free rate. SMB is the difference in returns between
portfolios of small-cap and large-cap stocks. HML is the difference in returns between high book-to-market (value)
firms and low book-to-market (growth) firms. CMA is the difference in returns between firms with low and high asset
growth rates. RMW is the difference in returns between highly profitable and less profitable firms.
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typically contains around 50 to 60 holdings and is rebalanced quarterly. Table E.1 lists the twenty
largest holdings and their weights in the index. In our robustness checks, we replace THNQ with
the AIQ index, which uses market-capitalization weights and has broader coverage. '’

Our main measure of the importance of software engineers at a firm is the share of total
compensation in Revelio that goes to all workers in the “Software Engineer” category in 2021 (the

year before our stock-price panel begins).!!

We compute the total number of workers in each
occupation at a firm using Revelio’s individual-level weights. Since compensation is imputed, we
will also report results using raw employment shares of software engineers rather than payroll

shares.

Sample selection. Table A.2 shows how we arrive at our main analysis sample. The time period is
from the start of 2022 to the end of 2025. We start with the initial CRSP-Compustat merge (Row
1). In Row 2, we restrict to nonfinancial firms by dropping firms with SIC codes 6000-6999. In
Row 3, we retain only firms that match to Revelio in 2021. In Row 4, we compute average assets
and average sales from 2017 to 2021, ignoring missing years, then restrict to firms with strictly
positive average assets and sales over this period. In Row 5, we restrict to a balanced panel of firms
with stock price data for all weeks of 2022 through 2025, and we also require non-missing market
capitalization data for the end of 2021. In Row 6, we drop all firms that are among the holdings of
either THNQ or AIQ as of March 2026.

To cleanly measure how Al raises software engineering productivity by reducing the cost of
software engineering, we base our productivity estimate on a sample of firms that use software
engineering as an input, excluding those that produce or sell software or inputs into Al production.
In Row 7, we drop from our baseline sample a list of firms classified by GPT 5.6 Sol as being involved
in the development or production of semiconductors. These firms’ stock returns will likely covary
with returns on an Al ETF because they supply hardware required to train and to run Al models.'?

In Row 8, we drop firms that produce or sell software: as in Acemoglu et al. (2022), we exclude
firms in NAICS sectors 51 (Information) and 54 (Professional, Scientific, and Technical Services),
as many firms in these sectors are producers of Al rather than users. Finally, in Row 9, we drop
the bottom 5% of remaining firms ranked by total employment in Revelio: sample selection is a

concern for these firms, because they may have few resumes posted online. At this point, we have

10A1Q tracks the Indxx Artificial Intelligence and Big Data Index, which selects firms that derive a meaningful share
of their revenue from Al, big data, or related technology segments; and uses market-capitalization weights capped at
3% at each rebalance. Table E.2 lists the twenty largest holdings and their index weights.

11Occupations in Revelio’s “Software Engineer” category are linked to 125 distinct O*NET occupation codes. Table
A.1lists the twenty largest by compensation share.

128pecifically, we ask GPT 5.6 Sol to identify firms that are part of the semiconductor supply chain, based on their
NAICS codes and their business model descriptions from Compustat. The majority of the 64 firms in our final list are
in NAICS 334413 (Semiconductor and Related Device Manufacturing). Table E.3 summarizes the full set of dropped
semiconductor-related firms, and Appendix C.5 contains the full text of the prompt used for the classification.
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the final dataset. The table also lists the percentiles of 2021 sales. Even as we make the sample
restrictions, the distribution of firm sales remains reasonably similar.'®

We present descriptive statistics about our main regressor, the firm-level payroll share of
software engineers. Table E.4 shows the top 20 firms with the highest software engineering intensity
according to our measure. There seem to be two business models in common among the firms
with a high share of software engineers, namely high-tech manufacturing (e.g. Sonos, Arlo) and

e-commerce platforms (e.g. Expedia).'*

3.2 Main Specification

To implement the firm-level regression (9) from the previous section, we adopt a two-stage pro-
cedure. In the first stage, in the spirit of Fama and MacBeth (1973), we obtain a firm-level Al
news sensitivity (or “beta”) by estimating each firm’s stock return sensitivity to an Al index while
controlling for standard risk factors. In the second stage, we regress these estimated betas on firms’
software engineer payroll shares, controlling for industry fixed effects and other firm-level controls,

to estimate the cross-sectional slope §.'°

First stage: firm-level Al betas. We start by estimating each firm’s beta with respect to the return
of an Al-focused exchange-traded fund. For each firm j in the regression sample, which we

described in Section 3.1, we run the following time-series regression using weekly data:

Rji— Rl =a;+ B} (R =R} + L wjiFu+eje, (13)
i

where R;; is firm j’s stock return, R‘t\I is the return on the Al index, R{ is the risk-free rate, and F;;
are risk factors. In the baseline specification, the controls are the Fama-French three factors (Fama
and French, 1993). The coefficient ,B‘}I measures firm j’s Al-factor loading: a one percentage point
increase in the Al index excess return is associated with a ﬁf}l percentage point movement in the
firm’s excess return. The risk factors absorb each stock’s exposure to broad market forces, such as

the market risk premium, size, and value.

Second stage: explaining cross-sectional betas. The cross-sectional model relates estimated

firm betas to software-engineering intensity:

ﬁ’}lz6-yj+F-Xj+uj, (14)

BFigure B.5 shows the distribution of firms across NAICS2 sectors after basic Compustat cleaning and in our cleaned
final sample; the distributions are similar in each. In addition, Table A.3 presents medians of several firm characteristics
for the firms in our final sample with the highest and lowest software engineer payroll shares.

4Figure B.6 shows the full distribution of software engineer payroll shares; for reference, in our main sample, there
are 185 firms with zero software engineers observed in our dataset in 2021.

15By the Frisch-Waugh-Lovell theorem, this two-stage procedure is equivalent to regression equation (9).
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where ,BA‘;.‘I is the first-stage estimate of firm j’s Al beta, y; is the software engineering payroll
share, and X; denotes the full vector of second-stage controls. In the baseline specification, X
includes firm size controls (indicators for quintiles of average 2017-2021 sales and assets) together
with a full set of industry indicators (either NAICS2 or NAICS3). We trim observations above
the 99th percentile of the software engineering payroll share in our main analysis sample, which
is 31.6%. The coefficient 6 measures the increase in the Al beta per unit increase in a firm’s
software engineering payroll share, conditional on this common control set X;. In return units,
comparing two firms whose payroll shares differ by one percentage point, a one percentage point
movement in the Al index predicts a return differential of 4 basis points. The baseline regression
is unweighted, with heteroskedasticity-robust standard errors. As discussed, to cleanly estimate
software engineering productivity gains due to Al, we focus on firms that use software as an input
into production. The sample therefore excludes firms that produce or sell software and firms
in the semiconductor supply chain. However, when we use the model in Section 4 to infer the
macroeconomic impact of Al through the software engineering channel, we account for these

firms as well.

3.3 Baseline Estimates

This subsection presents our main empirical results. Table 1 reports estimates of the second-stage
regression coefficient 6 from (14). In the first column, we present estimates of the regression of the
Al index beta on the software engineering payroll share without controls, which yields a coefficient
of 1.70. The estimates remain similar as we add size controls in column 2 (1.81) and 2-digit industry
fixed effects in column 3 (1.91). Column 4, with size controls and 3-digit industry fixed effects, is
our baseline specification and yields § = 1.24. The coefficient means that, comparing two firms
that differ by 1 pp in software engineering payroll share, a 1 pp Al index increase predicts a return
that is 1.24 basis points higher for the more SWE-intensive firm. The estimates are statistically
significant and precisely estimated in all specifications. In the final column, we add a control
for workforce exposure to generative Al, measured as the employment-weighted share of a firm’s
occupational tasks that can be performed or assisted by large language models (Eisfeldt et al., 2026).
The estimate is essentially unchanged at 1.28. We visualize the result with a binned scatter plot.
Specifically, Figure 1 plots 40 bins of the software engineering payroll share on the x-axis, against
the firm’s sensitivity to the Al index on the y-axis, after controlling for NAICS3 and size fixed effects
as well as generative Al task exposure (i.e. the specification in column 5 of the table). There is a

clear positive relationship between software engineering payroll share and sensitivity to the Al
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Table 1: Regression of THNQ beta on software engineer payroll share

Dependent Variable: Beta on THNQ excess return
(1) 2) 3) (4) 5)

Software engineer payroll share 1.70*** 1.81*** 1.91*** 1.24*** 1.28***

(0.21) (0.20) (0.21) (0.26) (0.33)
Quintile of average 2017-2021 assets Yes Yes Yes Yes
Quintile of average 2017-2021 sales Yes Yes Yes Yes
NAICS2 Yes
NAICS3 Yes Yes
Quintile of GenAl task exposure (Eisfeldt et al., 2026) Yes
Observations 1,855 1,855 1,855 1,850 1,144

Notes: The dependent variable is the firm-level beta on THNQ excess returns, estimated in a first-stage weekly
regression of firm excess returns on THNQ excess returns with FF3 controls over the 2022-2025 balanced panel.
The key regressor is the software engineer payroll share, measured using Revelio and defined as the share of firm
payroll attributable to software engineer occupations. Columns differ only in the controls and fixed effects indicated
in the table; specifications with fixed effects drop singleton fixed-effect groups if they are present. All columns
trim observations above the 99th percentile of the software engineer payroll share in the main analysis sample.
Heteroskedasticity-robust standard errors are reported in parentheses. Significance levels are denoted by *** p < 0.01,
**p <0.05,and * p <0.10.

index. 16

The estimated coefficients remain similar as we consider an extensive range of robustness
exercises, as Table 2 documents. The first row is the baseline specification, from column 4 of Table
1. We start with robustness tests that speak directly to the two identification assumptions of Section
2.4, which require that other aggregate shocks do not generate cross-sectional variation in Al betas
correlated with the software engineering payroll share.

The first threat is demand composition (Assumption 1). With industry fixed effects in the
second stage, the direct demand channel (a violation of part 1 of Assumption 1) operates only
through within-industry reallocation toward software-engineering-intensive firms. Rows 2-3
provide evidence against this channel by controlling for the most granular possible industry fixed
effects, at the 4- and 6-digit levels. Row 4 further probes this channel by controlling for three
measures of firms’ exposure to generative Al through the product market, exactly as constructed
in Eisfeldt et al. (2026): (1) an indicator for whether GPT classified a firm as a likely beneficiary of
GenAl based on the business description section of its 10-K, (2) the number of Al-related keywords
in its 10-K, and (3) the share of its workers with Al-related skills as defined in Babina et al. (2024).

The coefficient remains stable, supporting part 1 of Assumption 1. The factor-price channel

16Figure B.7 shows the distribution of our first-stage betas, and Table E.5 shows summary statistics. This measure of
firm-level loadings on our chosen Al index is centered near zero, and 18.2% of firms have Al betas that are significant
at the 5% level, using Newey-West standard errors with four lags.
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Figure 1: Software engineering payroll share vs. THNQ beta
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Notes: The figure plots 40 equal-sized bins of the software engineering payroll share (x-axis) against the firm’s
estimated beta on THNQ excess returns (y-axis). We residualize against NAICS3 industry and firm size quintile fixed
effects, as well as quintiles of the generative Al task exposure measure of Eisfeldt et al. (2026). The fitted line is the OLS

slope from the corresponding column of Table 1.

(a violation of part 2 of Assumption 1) is probed separately by the final-expenditure-weighted
covariance test discussed in Section 2.4. The test implemented in Appendix C.1 cannot reject the
null that the final-expenditure-weighted covariance is zero, supporting part 2 of Assumption 1.

The second threat is discount-rate heterogeneity (Assumption 2), which biases 6§ only if the
residualized Al index loads on discount-rate news not spanned by the first-stage factors and
loadings covary with the SWE payroll share. Rows 5-6 study the spanning condition (part 1 of
Assumption 2) by enriching the first-stage factor span with QQQ and additional Fama-French
factors. Row 7 adds the momentum factor on top of the standard Fama-French three factors. Row
8 tests the cross-sectional orthogonality condition (part 2 of Assumption 2) by controlling for
standard equity-duration proxies, namely book-to-market, operating profitability, investment, and
leverage, in the second stage (e.g., Lettau and Wachter, 2007; Campbell et al., 2010). The stability of
0 across these specifications supports both parts of Assumption 2.

Next, we add additional controls to the second-stage cross-sectional regression. Row 9 controls
for baseline firm market capitalization. Row 10 controls for region, via the location of the firm’s
headquarters. Row 11 controls for the payroll shares of several other occupations, namely Engi-
neer, Finance, Project and IT Specialist, and Technician. Row 12 controls for the firm’s average

compensation per worker.
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Although, as discussed above, our methods allow the Al index to reflect shocks unrelated to
Al, one concern is that such shocks may dominate its movements. As a prelude, Row 13 runs
the first-stage regression (13) using daily rather than weekly data. Then, Row 14 assuages the
concern by restricting the daily first-stage sample to the day of each major Al model release and
the following day, when movements in the Al index are especially likely to reflect Al-related news.
We use release dates for models from OpenAl, Anthropic, and Google between 2022 and 2025
compiled by Andrews and Farboodi (2025).

Finally, we add in assorted additional robustness tests. In row 15, we replace the standard
Fama-French market factor in our first-stage regressions with an alternate version that excludes
the “Magnificent 7” tech firms, to construct a market return less affected by Al-related news. Row
16 drops micro-cap firms, defined as firms with market capitalization below $1 billion at the end of
2021. Row 17 uses AIQ as the “Al index” as an alternative to our baseline choice of THNQ. Row 18
weights the regression by size (end of 2021 market capitalization). Since compensation in Revelio
is imputed, row 19 instead uses raw employment shares of software engineers. Row 20 attempts
to correct for selection in which types of workers are more likely to have online profiles that are
represented in the Revelio data, by reweighting broad occupations to match the distribution of
employment across occupations in representative survey data; we describe the full procedure in
Appendix C.3. Row 21 assesses robustness to potential measurement error in the software engineer
payroll share by instrumenting its 2021 value with its 2020 value. Finally, row 22 addresses potential
concerns about serial correlation in the first-stage time series and sampling uncertainty in the
cross section by reporting bootstrap standard errors.'”

It is reassuring that the coefficients are stable as we consider various permutations. As Oster
(2019) points out, stability of the coefficients as we add observed heterogeneity to the controls is
informative. It suggests that unobserved heterogeneity is unlikely to bias the estimates. Building
on this idea, we implement the formal test of Oster (2019) in Appendix C.2 and find that there is
limited scope for omitted variable bias to explain our results.

Our baseline regression uses the software engineering payroll share as a continuous regressor.
We now discretize firms with positive payroll shares into five quintiles. Table A.4 reports the results.
As the table shows, relative to zero-share firms, Al sensitivity is higher in the top quintile and
to some extent the fourth quintile. That is, the top tail of software engineering intensity drives
the results. In Table A.5, we show this result is not driven by outliers, either at the top end of the
software engineer payroll share distribution or at the bottom (as is apparent from Figure 1). We

also study the stability of our estimates, by estimating 6 separately for every year. Figure B.2 plots

17Calendar weeks are resampled using a moving-block bootstrap with block length 6 weeks, firms are resampled
with replacement, and both stages are re-estimated in each iteration. The bootstrap standard error is larger than the
baseline heteroskedasticity-robust standard error (0.47 vs. 0.26), but the coefficient remains statistically significant.
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Table 2: Streamlined robustness checks relative to the NAICS3 FE anchor specification.

Coefficient Std. Error Observations

1. Baseline 1.24 0.26 1850
2. NAICS4 FE 1.10 0.31 1768
3. NAICS6 FE 0.75 0.40 1486
4. Control for GenAl product exposure 1.41 0.38 837
5. NASDAQ control in first stage 1.20 0.26 1850
6. FF5 factors in first stage 1.04 0.28 1850
7. Add momentum factor in first stage 1.12 0.26 1850
8. Control for common financial ratios 1.45 0.27 1777
9. Control for log 2021 market cap 1.38 0.26 1850
10. HQ state FE 1.14 0.28 1702
11. Control for adjacent occupation shares 1.42 0.30 1850
12. Control for average compensation 1.30 0.26 1850
13. Daily data in first stage 1.50 0.19 1850
14. Al model release dates in first stage 1.71 0.55 1850
15. Ex-“Mag 7” market factor in first stage 1.31 0.25 1850
16. Drop micro-cap firms 1.67 0.27 1054
17. Alternate Al index: AIQ 1.08 0.34 1850
18. Weight by 2021 market cap 1.07 0.38 1850
19. Use SWE employment share 1.23 0.26 1850
20. Reweight occupations for Revelio coverage 1.38 0.41 1844
21. Instrument for SWE payroll share with its lagged value 1.24 0.26 1850
22. Bootstrap SE (block + firm resample) 1.24 0.47 1850

Notes: The Baseline row corresponds to the baseline NAICS3 fixed-effects specification in the main continuous table.
Standard errors are heteroskedasticity robust. Row 4 controls for three measures of firms’ exposure to generative
Al through the product market, as defined in Table VII of Eisfeldt et al. (2026). Row 8 controls for book-to-market,
operating profitability, investment (capex to assets), book leverage, Tobin’s Q, return on assets, labor intensity, asset
tangibility, and market leverage. Row 9 controls for log market capitalization at the end of 2021, and Row 18 weights
the regression by the level of market capitalization at the end of 2021. Row 13 estimates firm exposure using daily
excess returns from 2022-2025, with daily FF3 factors and daily THNQ excess returns in the first stage. Row 14
estimates firms’ Al betas using the unique trading dates corresponding to the day of a major Al model release or
one day later. We apply the same trimming procedure as in Table 1 except in Row 19, where we trim at the 99th
percentile of the software engineering employment share. Row 20 uses adjusted software engineer payroll shares that
reweight occupations so that within each NAICS2 sector, each occupation’s employment share in Revelio matches its
corresponding employment share in OEWS data. Row 21 instruments the 2021 software engineer payroll share with its
2020 value and reports HC1-style heteroskedasticity-robust standard errors.

the coefficients. The estimates are similar in every year. Finally, in Figure B.3, we show results
from estimating the regression separately on each NAICS3 sector with at least 25 firms in our main

sample.

3.4 Quantifying the Software Engineering Productivity Gain from Al

This subsection turns to the paper’s goal: backing out news about software engineering productivity

from the second-stage empirical estimates  and the model, using the method in Section 2.
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The formula. Proposition 1 uses 6 to recover the market-implied news about Al-driven software
engineering productivity. By equation (10), a movement R} in the residualized Al index implies a

normalized present-value software engineering productivity change of x - R, where

2
0 z e—1 o

K=—=——:6, &5=a—, Z=o+[ale-1)-(0-1)]——.

65 a(-1) > y(1-7v)

That is, a residualized Al-index return of 1% predicts a normalized present-value software engi-

neering productivity change of k%. We already have estimates of the regression coefficient 6 in

hand. We now calibrate the model parameters that determine &°.

The demand elasticity e. The demand elasticity governs the product-market force: how strongly
arelative cost advantage translates into relative profit gains. Standard values in the production-
network literature are € = 4-6, based on trade-elasticity estimates from Broda and Weinstein (2006).
Following Broda and Weinstein (2006), we set our baseline to € = 5, which corresponds to a markup
ofu=e/(e—-1)=1.25.

The within-firm substitution elasticity . The parameter o governs substitution between soft-
ware engineering and other labor inputs within the firm. Since software engineers produce software,
the most directly relevant evidence is the substitutability between software and other inputs in
production.'® Using Korean firm-level data, Aum and Shin (2024) estimate an elasticity of substitu-
tion between software and other labor of 1.6. Our baseline is accordingly o = 1.6. This value is also
close to the canonical estimate of substitution across education groups: Katz and Murphy (1992)
estimate an elasticity of 1.4 between college and non-college labor.

The elasticity o is the most influential structural parameter: when cross-sectional dispersion in
SWE payroll shares (072,) is small relative to y(1 —y), the aggregate substitution elasticity satisfies
X = 0, so the productivity multiplier k is approximately proportional to o. Given its importance,
we also explore o € {0.5,1.0,1.5,2.0}, a range that deliberately spans the two economically distinct
cases: gross complementarity between software engineering labor and non-SWE labor when o < 1,
and gross substitutability when o > 1. The range also reflects the empirical ambiguity in AI’s effect
on non-SWE labor demand: Al may substitute for exposed tasks and reduce demand for some
non-SWE labor, but it may also complement non-SWE workers by shifting effort toward tasks that

remain difficult to automate (Acemoglu et al., 2022; Hampole et al., 2025).

Data-based objects. We construct y, the sales-weighted aggregate software engineering payroll
share, directly from the all-sector Compustat-Revelio data, using data for 2021. Unlike in the regres-
sion sample, this object retains NAICS 51 and 54, semiconductor-related firms, and constituents of

our chosen Al ETFs, because the object here is the sales-weighted aggregate software engineering

18Section 4.2 makes this point precise by showing that a richer model with an upstream sector that sells software is
isomorphic to our baseline model.

24



payroll share for the full economy. We still exclude firms in SIC industries 6000-6999 because 7y is a
sales-weighted object, and sales for financial and real-estate firms are not directly comparable to
sales for nonfinancial firms.

We require one additional assumption, which is that the sales-weighted average software
engineer payroll share is the same among firms in our sample as in the universe of unobserved

. . . sales; .
firms. With this assumption, we can compute y = ¥ jegbserved firms toral opservedsales ¥ j» Where v is

firm j’s software engineer payroll share. We also report results using alternative estimates of y in
Appendix Table A.8.

The above calculation yields y = 0.111. We compute 0)2,, the sales-weighted variance of software
engineering payroll shares across firms, in a similar manner by assuming that the sales share-
weighted variance of y; is the same for observed and unobserved firms. This gives us 072, =~ 0.0116.
In practice, software engineering payroll shares are small and concentrated: most firms have vy ;
close to zero, while a handful of technology-intensive firms have much higher values. This implies
0% < y(1—-7), so that the between-firm reallocation channel is quantitatively modest.

We construct the labor cost share a using the BEA/BLS KLEMS production accounts, which
provide labor compensation and gross output for 61 private-sector industries (excluding federal and
state-and-local government). Using this dataset, we obtain the ratio of total labor compensation
to total gross output across all private industries, which is 0.297. Because gross output includes
profits, we convert this ratio into labor’s share of total cost, @, using the markup y = ¢/(¢ - 1):

. tomié?:logrrf):ipf;ﬁﬂon =1.25x0.297 = 0.372. Combining a = 0.372 with y = 0.111 implies a

sales-weighted average cost share of software engineering = 0.041.

a=p

As we have discussed, our second-stage regression yields 6 = 1.24 (column 4 of Table 1, the
specification with NAICS3 fixed effects and size controls).

From November 2022 (the launch of ChatGPT) to December 2025, the cumulative residual-
ized Al-index return (after Fama-French projection) is 2?2‘122215\] ov R‘;“I = 22.9%. We calculate this
cumulative return using factor betas estimated by regressing weekly Al-index excess returns on
the Fama-French factors over the same sample period as the first-stage regression (13). Consistent
with the definition of R in Section 2, we then residualize the Al-index excess return by removing
movements associated with the Fama-French factors.'?

For this calculation, we use the cumulative residualized Al-index return rather than the raw
Al-index return. Movements in the risk factors capture discount-rate news that moves all stocks.
Therefore, we residualize the Al-index return with respect to these factors before using it to back

out software engineering productivity news. Residualization is also required for consistency with

19Specifically, we estimate R — R/ = aAl + ¥, N F;, + ¢ and define R = @M +éM = RN - R/ — ¥, /M F;,. We retain
the Al index’s estimated abnormal return when constructing R because it reflects the positive Al news during the
post-ChatGPT period. Excluding the intercept @*! from the residualized return would exclude this news.
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the construction of x. The multiplier in (8) maps a unit movement in R2 into software engineering
productivity news. The second-stage slope ¢ is estimated after controlling for the risk factors, so
it measures firm exposure to the residualized index. Cumulative productivity news is therefore

kY, RN, where R has been residualized.

Quantifying news about software engineering productivity gains due to AI. We can now cal-
culate the paper’s headline estimates of software engineering productivity gains due to Al. Based
on the calibrated elasticities 0 = 1.6 and € = 5, the labor cost share a = 0.372, and the data-based
objects y = 0.111 and G?Y ~ 0.0116, the aggregate substitution elasticity is approximately Z = 1.70.

The corresponding structural gradient is then

4
55 = cx% = 0372 x — = 0.87.

Proposition 1 gives the productivity multiplier «, the percent increase in normalized present-value
software engineering productivity implied by a residualized Al-index return of 1%: k = §/6° =~ 1.42.
This means that a residualized Al-index return of 1% implies a 1.42% increase in the normalized
present value of software engineering productivity. Aggregating over the event window gives the
Al-driven software engineering productivity gain implied by Al news from November 2022 to
December 2025:

end 25 B end’25
Y EFAIRM =k Y RMxxx0.229%32.6%, (15)
t="22 Nov t="22 Nov

where the cumulative residualized return over the window is 22.9%. If (log) software engineering
productivity follows a random walk (permanent innovations), each news term equals the corre-
sponding innovation in (log) productivity. The sum above therefore corresponds to a permanent
32.6% increase in software engineering productivity.

Interestingly, our estimate is similar in magnitude to the task-level gains from Al coding assis-
tants reported in experimental studies: Peng et al. (2023) find a 56% reduction in task completion
time for a standardized programming task; Paradis et al. (2025) report a reduction of approximately
21% for a standardized enterprise task at Google; Cui et al. (2026) estimate a 26% increase in pull
requests per developer per week, and Gambacorta et al. (2024) find a 55% increase in code output.

Two offsetting forces make our estimate comparable in magnitude to these task-level figures.
First, our estimate is forward-looking, reflecting not only today’s Al-driven productivity gains but
also anticipated future advances in Al models, workflows, and adoption. This forward-looking
component pushes our estimate above the gains delivered by current tools alone. Second, because
a developer’s workflow bundles many complementary tasks, total productivity is constrained by
the least-improvable steps, so task-level speed-ups overstate overall gains (Chen and Stratton,
2026; Demirer et al., 2026; Jones and Tonetti, 2026).
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Therole of 0. Table A.6 reports the structural gradient 5%, the productivity multiplier x = §/55,
and the inferred Al-driven software engineering productivity gain from November 2022 to Decem-
ber 2025 across values of the within-firm substitution elasticity o between software engineering
and non-software-engineering labor.

A higher o increases the inferred productivity gain. A larger o lets firms substitute more easily
toward software engineering labor when software-engineering productivity rises, raising aggregate
substitutability . When X is higher, the economy shifts more demand toward software engineering
labor after a software engineering productivity gain, bidding up its relative wage and offsetting
part of the cost advantage of SWE-intensive firms. This offset lowers the structural gradient 65,
meaning that a given software engineering productivity gain translates into smaller differences
in returns between more and less SWE-intensive firms, i.e., a smaller observed slope §. Hence a
larger underlying software engineering productivity change is needed to explain a given observed
slope 6 obtained from our two-step empirical approach. On the other hand, a lower o reduces
the inferred productivity gain. The implied productivity gain falls to 22.5% under Cobb-Douglas
substitution (o = 1) and to 14.0% under complementarity between software engineering and

non-software-engineering labor (o = 0.5).

Robustness. The Al-driven software engineering productivity gain implied by Al news in (15)

depends on the second-stage empirical estimate 6, the structural gradient 6 S and the cumulative

end 25
t="22 Nov

robust across specifications. For the structural gradient %, a potential concern is that we calculate

residualized return ) RM. Table 2 shows that the second-stage empirical estimate & is
its key inputs, the sales-weighted average software engineer payroll share y and its cross-sectional
variance o7,
alternative calibration based on representative data from the Occupational Employment Statistics,

which yields y = 0.053 and 0)2, ~ 0.009. Under this calibration, 6° = 0.847, and the implied software

using Revelio firms, which may not be representative. We therefore consider an

engineering productivity gain is Y32 E* [ | RM] = 33.6%, close to the baseline estimate of

32.6%. Table A.8 further shows that the inferred software engineering productivity gain is robust to

alternative calculations of y.

nd '25
='22 Nov

residualization methods. In addition to the baseline FF3 model, we residualize the Al-index returns

For the cumulative residualized return 3.7 RM, Table A.7 reports robustness to alternative
using a market-only model, an FF5 model, and an FF3 model that replaces the standard market
factor with an ex-Magnificent 7 market factor. We also consider a rolling specification in which
the factor loadings used to residualize the Al-index returns are estimated over the preceding 104
weeks rather than over the fixed window from January 2022 through December 2025 used in our
main analysis. At the lower end, the market-only model yields a somewhat lower estimate because

omitting the additional Fama-French factors overestimates the market beta and thus over-subtracts
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Figure 2: Software Engineering Productivity News in Real Time
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Notes: The figure reports x )_; f(’?l at each month end. Weekly Al-index excess returns are residualized using
Fama-French three-factor loadings estimated over the preceding 104 weeks, excluding the current week, and
cumulated from November 2022; « is the baseline productivity multiplier.

the market run-up. At the upper end, the model with the ex-Magnificent 7 market factor yields a
somewhat higher estimate because Magnificent 7 firms are important drivers of movements in the
standard market factor. We prefer the baseline residualization with three Fama-French factors over
those alternatives both because it matches the first-stage specification and because it is standard

to assume that the three factors span relevant movements in the SDE

Real-time Estimates One major benefit of our approach is that it delivers real-time quantification
of news about Al-driven software engineering productivity, Y., E*[# | RM] =« - ¥, RM. Once the
productivity multiplier « is estimated, we can translate the residualized Al-index return over a
given time window into news about Al-driven software engineering productivity over that window.

Figure 2 plots cumulative news about Al-driven software engineering productivity. For each
week, we estimate the Fama-French three-factor loadings using the preceding 104 weeks, excluding
the current week, and use these loadings to residualize that week’s Al-index excess return. We then
cumulate the weekly residualized returns from November 2022 onward. We multiply the resulting
cumulative return by x to obtain the software engineering productivity news x ¥, RM. This series
can be updated with each new weekly return and is shown here using the latest available data
through the first half of 2026.

While news about software engineering productivity arrived gradually from November 2022
to the end of 2025, the pattern changes from 2026 onward. There is a sharp increase in the first
half of 2026, with news about Al-driven software engineering productivity exceeding the total over
the previous three years. One likely reason is the widespread introduction and adoption of coding

agents, such as Claude Code and Codex, in 2026. We plan to monitor this series as the frontier of Al
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continues to expand.

4 The GDP Impact of the Software Engineering Channel

This section extends our baseline model along several dimensions, primarily to translate news
about software engineering productivity, due to Al, into its impact on aggregate GDP. Section
4.1 derives this impact using a modified version of Hulten’s theorem in the simple environment
of Section 2. Section 4.2 introduces an explicit upstream Al sector that supplies an Al input to
a software supplier, which bundles a continuum of digital tasks performed by either software
engineering labor or Al under comparative advantage. We derive an isomorphism to the baseline
model, which leaves the software engineering productivity and GDP impact largely unchanged.
Section 4.3 embeds the framework in the full U.S. input-output network. The inferred software

engineering productivity gain is nearly unchanged; the GDP impact declines moderately.

4.1 A Modified Version of Hulten’s Theorem for the GDP Impact

Having inferred news about Al-driven software engineering productivity .#; above, we now trans-
late it into its impact on GDP. A software engineering productivity gain lowers firms’ marginal
costs. One might want to apply the standard version of Hulten’s theorem directly to obtain the
aggregate GDP effect of this gain using a sales-based Domar weight (each firm’s total sales divided
by GDP).?° However, that benchmark holds only in an efficient economy and does not apply here
because markups distort production. We instead apply the modified version of Hulten’s theorem
developed by Baqaee and Farhi (2020) for an economy with distortions, under which the relevant
per-firm weight is the cost-based Domar weight A j- In our economy, this weight is the firm’s
final-expenditure share f; scaled by the roundabout multiplier 1/a: A j = fj/a. The multiplier
reflects feedback from the use of final goods as materials inputs: a productivity gain at one firm
lowers costs elsewhere and feeds back through the network.

The modified Hulten theorem aggregates firm-level marginal-cost reductions using cost-based
Domar weights. A unit increase in software engineering productivity S; lowers firm j’s marginal
cost by its software engineering cost share ay ;. When these cost reductions are weighted by A j» the
1/a in the weight cancels the «a in the cost share. Integrating across firms, the GDP change induced

by the increase in S; is

1
lethlsz'}/dlogStr Y:\L f]Y]d]’

20Firm j’s sales-Domar weight is A jt = Pjtyji/ Cr. Because each good’s sales equal final consumption plus materials
demand, A;; =6 fj;. Thus fol Ajrdj=06,where 0 =1/[1-(1-a)(e~-1)/e] = 1is the ratio of gross use of the final-good
composite, household consumption plus firms’ materials purchases, to GDP.
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where vy is firm j’s software engineering payroll share and y = fol fivjd]j its final-expenditure-
weighted average.?! Combining this period-by-period map with news about software engineering
productivity from Proposition 1 delivers the headline GDP impact via the software engineering

channel.

Proposition 3 (GDP Impact of Al through the Software Engineering Channel). Define the period-t

news in normalized present-value GDP through the software engineering channel as

Y, =(1-P)(E, —E;1) [ Y rdlog Vil
k=0

In our economy, %; = y.%;. Hence, the best linear predictor of GDP news through the software

engineering channel given the contemporaneous movement in the Al index is
)

AL AL RA
E* (% | RM) = yx- R = 5 x — X Y Ry (16)
—~— ale—1) ~—
observed — cost-based GDP weight:
cross-sectional slope inversion: Py

index return—

Equation (16) provides a transparent sufficient-statistic formula for the GDP impact of Al
through the software engineering productivity channel. The brackets decompose the multiplier
into three components. The first factor is the observed cross-sectional slope from the second
stage of our empirical analysis. The second is the inverse of the structural gradient §°, converting
the observed slope into the normalized present-value software engineering productivity change
per unit movement in the residualized Al index. The third factor translates software engineering
productivity into GDP: the final-expenditure-weighted payroll share y governs how much a given
productivity gain raises output.

As an illustrative special case, suppose (log) software engineering productivity follows a random

walk. Then each period-# GDP news term is the innovation in (log) GDP, so
%Y, =dlogY;|s—E,_1[dlogY;|s] =y(dlogS, —E,_1[dlogS,]) =y (17)

We apply Proposition 3 to the productivity gain of 32.6% computed in Section 3.4, implied by
the Al news from November 2022 (the launch of ChatGPT) to December 2025. The GDP weight
is the final-expenditure-weighted software engineering payroll share y = fol fiyjdj=0.111. As

discussed above, to study the macroeconomic impact of Al through the software engineering

21The resulting GDP elasticity y exceeds the value the standard sales-Domar Hulten formula would assign to the
same cost reductions, fol Ajay;idj = aBy, by the factor 1/(a0): the joint markup-and-materials correction, which
vanishes only without roundabout production (¢ — 1) or without markups (¢ — 0co). One might expect from Baqaee
and Farhi (2020) an additional reallocation term for the GDP impact, since with markups a productivity gain that shifts
resources across firms moves GDP even at first order. It is absent here because all firms have the same labor share and
buy the same materials composite, so the markup wedge is uniform across firms and reallocating between them does
not change aggregate efficiency (see the proof of Proposition 3 for details). The input-output network of Section 4.3
breaks this symmetry and revives the term, where we find it to be small.
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channel, we include firms that produce and sell software (e.g., firms in NAICS 51 and 54) in the
calculation of y because software engineering productivity gains can also lower their marginal costs.

The implied normalized present-value GDP change through the software engineering channel is

end '25 B end '25 B
Y IR =y Y E[FAIRM =0.1110 x 32.6% ~ 3.61%.
t="22 Nov t="22 Nov

If (log) software engineering productivity follows a random walk, the GDP news corresponds to
a one-time, permanent increase of 3.61% in the level of GDP through the software engineering
channel (not an increase in the GDP growth rate of 3.61% per yealr).22

A concern is that the modified Hulten formula in Proposition 3 is an approximation that may
work well only for small productivity changes but not for a change of the magnitude we estimate. To
address this concern, we also solve the nonlinear model exactly, comparing GDP before and after
a 0.326 log-point increase in software engineering productivity. Reassuringly, the exact solution
raises the GDP impact only from 0.0361 to 0.0384 log points.>® The final column of Table A.6 also
reports the GDP change implied by the Al-driven software engineering productivity change for
different values of 0. The GDP impact inherits the sensitivity of x to o noted in Section 3.4. In
addition, because the final-expenditure-weighted average software engineering payroll share y is a
key input to the formula in Proposition 3, Table A.8 reports the GDP impact through the software
engineering channel using several alternative methods for calculating y.

As with the software engineering productivity gains, we can track the GDP impact in real
time using market prices. We use Proposition 3 to translate the real-time software engineering
productivity news in Figure 2 into the corresponding real-time GDP impact shown in Figure B.4.
Naturally, there is an acceleration in the GDP impact in the first half of 2026.

We compare our estimate with existing estimates of the macroeconomic effects of Al. Aggre-
gating across all the channels through which Al can affect the economy—software engineering
productivity among them—Acemoglu (2025) estimates cumulative TFP level gains of 0.53-0.66%
over a decade. On the other hand, Aghion and Bunel (2024) estimate cumulative TFP level gains
of 6.8-13% over a decade. To make this comparison, we express our estimate of the GDP impact,
via the software channel, in units of aggregate TFP. Following Baqaee and Farhi (2020), changes in
aggregate TFP equal changes in GDP net of cost-based-Domar-weighted primary-factor changes.
Because the endowments of both primary factors in our environment are fixed, these factor-change

terms are zero (see Appendix D.1 for details). Hence, dlogTFP ,;| g=dlog Yt| - Define normalized

22Under the Occupational Employment Statistics-based calibration, y = 0.053 and the inferred software engineering
productivity gain is 33.6%, implying a corresponding GDP increase of approximately 0.053 x 33.6% = 1.77%.

ZThe exact effect is slightly larger because the productivity gain makes software engineering labor cheaper in
effective terms, inducing firms to use more of it and raising the cost-based GDP weight from 0.111 to 0.125. The
modified Hulten formula instead holds this weight fixed at its pre-Al value and therefore slightly understates the effect.
Appendix H reports the exact calculations for this section and for the production network economy of Section 4.3.
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present-value TFP news through the software engineering channel as
Fi=(1-p)(E~Ec)| ]iﬁ"dlogTFPHus] .
Hence, 9; = %;,.

Therefore, our estimated 3.61% normalized present-value GDP gain can also be read as a
3.61% normalized present-value TFP gain. As we have discussed, this number is comparable to a
permanent level increase in TFP of 3.61% due to the software engineering channel. Our estimated
TFP level gains are therefore higher than the 10-year effect estimated by Acemoglu (2025) and lower
than that estimated by Aghion and Bunel (2024).2* Two points suggest that our 3.61% estimate is a
lower bound for the expected effects of Al on TFP. First, we capture the effects of Al on TFP only
through the software engineering channel, and other mechanisms likely also contribute. Second,
this estimate excludes news after the end of 2025. As we have seen, news in the first half of 2026

approximately doubles the TFP level gains.

4.2 Extension: Al Sector and Task-Based Production

The benchmark model of Section 2 studies Al's impact as a labor-augmenting productivity shock S;
that multiplies software engineering labor. One could argue that Al should instead be modeled as a
separately produced commodity, supplied to firms by an upstream sector with its own productivity.
One could also argue for modeling Al's economic impact in a task-based framework that features
substitution between software engineering labor and Al at the task level, with an endogenous
automation margin governing which tasks Al performs, as in Acemoglu and Restrepo (2019, 2022).

This subsection addresses both concerns jointly. We introduce an explicit upstream Al sec-
tor that supplies an Al input to a software supplier that bundles a continuum of digital tasks,
each performed by either software engineering labor or Al under comparative advantage. The
differentiated-good producer, which maps to firms in our baseline regression, then aggregates
software inputs, materials, and non-SWE labor through a technology similar to that in Section
2. The software engineering channel operates as in the baseline analysis because of a cost-side
isomorphism. Firm marginal cost has the same functional form as the baseline, so Al-driven gains
in software engineering productivity reduce marginal cost in the same way. Hence, the procedure
to back out the Al-driven software engineering gain and its GDP impact carries through largely

unchanged. However, we do have to introduce additional data on firms’ software spending.

Environment. Time, preferences, demand, and the outer production nest are exactly as in Section

2. We modify the supply side of the software engineering input in two steps. First, a perfectly

24Acemoglu also reports larger effects on GDP than on TFP because his GDP estimates incorporate capital deepening,
a channel beyond our simple framework.
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competitive upstream Al sector supplies a homogeneous Al input. It is built from compute, a
scarce primary factor in fixed supply K that households own and supply inelastically, earning a
rental rate pg,;. Under a linear, compute-augmenting technology, one unit of compute yields S4
units of the Al input, so competition prices the Al input at p# = pg,,/S4. Arise in S# lowers the
effective price of the Al input for a given compute rental rate.

Second, competitive software suppliers now sell their output to each differentiated-good
producer. Supplier j operates a continuum of digital tasks indexed by z € [0, 1]. Each task can be
performed by software engineering labor or by Al Let s;,(z) denote the SWE labor allocated to
task z for supplier j and X ﬁ(z) the corresponding Al input. The task is produced with the linear
technology

Vi@ = ys(2)s1(2) + ya(2) X712,

where 5(z), ¥ 4(z) > 0 are task-specific factor productivities common across firms. We order tasks
so that the comparative advantage of software engineering labor, ¥ s(2)/1 4(2), is strictly increasing
in z. Higher-z tasks are relatively more productive when performed by SWE labor; lower-z tasks
are relatively more productive when performed by Al. The task productivities ¥ s(z), ¥ 4(z) and the
cross-task elasticity n are uniform across firms.

Task outputs aggregate through a CES with elasticity n > 0 into a task composite that captures

the software output of supplier j,

1

The software composite T)j; enters the differentiated-good producer’s technology in the role that

n/(n-1)

effective software-engineering labor S;s;; plays in Section 2: it combines with non-SWE labor

through the CES aggregate
Hje = [gl/oTio=000 1 (1 =yt oDl ot
which in turn enters the outer Cobb-Douglas nest over H;; and final-good materials, with cost
share ¢« on H jt, as in Section 2.
The final-good market clears with output absorbed by consumption and materials, exactly as
in Section 2. The SWE and non-SWE labor markets clear, and the compute market clears when the

Al sector’s compute demand equals the fixed endowment.

Equilibrium task allocation. Each task is performed by whichever factor delivers the lowest
effective unit cost. The unit cost of task z is w;/ys(2) if performed by SWE labor and p?'/y 4(2)
if performed by Al. Monotonicity of ¥ s(z)/w 4(z) implies that Al performs all tasks below some
threshold I; € (0,1) and SWE labor performs all tasks above it, with the threshold pinned down by
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the indifference condition
A
wy P

= . 18
wsy)  wally) (18)

Arise in the Al sector’s productivity S2 lowers p? relative to w, and shifts I, to the right: Al takes
over additional tasks at the margin. In this sense, the task model here captures the notion that Al
advances displace software engineering labor.
Splitting the CES task-price integral at the equilibrium threshold I; shows that the software
price p! is a CES aggregator over the two effective input prices w, and p# with elasticity 7,
pi = [BA(Ir)(pf)l_" + Bs(1) wi_n 1/(1—17)’ (19)
where Ba(l;) = fOI” wA(z)”_ldz and Bs(I;) = fllt wg(z)”_ldz are the weights on Al and software
engineering labor, respectively, and depend endogenously on the automation threshold (see
Appendix D.2 for a derivation). Let g;; denote firm j’s unit cost of the CES aggregate Hj;, and let
mcj; denote firm j’s marginal cost. Then
1/(1-0) 1
dje= ¢ T+ A=ppW; 7 ;M= (20)
Equation (20) is identical to the benchmark unit cost of Section 2, with the effective software
engineering wage w,/S; replaced by the software price p!. In this sense, there is a cost-side

isomorphism.

Backing out the software engineering productivity gain and its GDP impact. As in Section 2,
we seek to infer the Al-driven normalized present-value productivity change from cross-sectional
variation in firm Al-index betas. The task-based environment changes the source of the soft-
ware engineering productivity improvement: it now comes from upstream Al productivity Sf.
Specifically, holding the SWE wage and the compute rental rate fixed, differentiating (19) gives
dlogp! = —pdlogS#, with the threshold response dropping out by the indifference condition (18).

The change in the total productivity of the software sector is hence given by dlog$S; = pdlogS#,
Ba)(ph' "
(pHt=n
because the task productivities and the task elasticity are uniform.

where p = is the Al share of software spending. This share is common across firms

We now show that our procedure for backing out software engineering productivity news due
to Al remains effectively unchanged, with )/].T in place of y;, where y]T =pl'Tj/(p"Tj + WL)) =
¢ j(pT/ q j)l_‘f is the ratio of firm j’s total costs for software services to firm j’s total costs for the
input bundle Hj;, the counterpart of the software-engineering payroll share y ; in the main analysis.
Specifically, equation (13), the first stage of our empirical strategy, remains the same, while the
second stage now regresses firm betas on ij. We then invert the resulting estimate 67 to obtain
the normalized present-value Al-driven software engineering productivity gain implied by Al news,

as in Proposition 1, replacing y, 0%, and £ with y" = i ij;‘.rdj, (0y)* = I fj(y;’? -y")2dj, and
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=T, given by the same formula as X in Section 3.4 with y” and (o))

in place of y and o%. The
final-expenditure shares f; = w;(p;/ P)!7¢ are still defined as in Section 2. The GDP impact in

Proposition 3 also follows with y7 replacing y.

Proposition 4. In the task-based environment, the best linear predictor of the period-t news in
normalized present-value software engineering productivity given the contemporaneous movement
in the residualized Al index is

T
E* [ | RY =« RY K= o 65’T—a£;1 21)
t t 1= t - 6S,T, - ZT )

and the corresponding best linear predictor of GDP news through the software engineering channel is
E* [, | RM =yTx R (22)

Quantifying the productivity gain and its GDP impact. To back out software engineering produc-
tivity news in this extension, we need an empirical measure of y]T, defined as firms’ spending on
the software composite T, (including both compensation of software engineers and costs of pur-
chasing software services) as a share of total costs of the input bundle Hj; (including both spending
on the software composite and other labor costs). We construct this measure by augmenting our
Revelio data, on software engineer compensation, with data on firms’ software budgets from the Ci
Technology Database (produced by the marketing company Harte-Hanks). This database has also
been used in Bloom et al. (2016) and De Ridder (2024).

The dataset is built from surveys of establishment-level spending on a variety of IT products,
most importantly software, and is targeted at technology vendors seeking information on potential

customers’ IT needs and budgets. We measure y]T as follows:

r Software engineer compensation + Total software budget
Yi=

23
Total labor compensation + Total software budget @3

One key concern with this data is measurement error, as the number of establishments sur-
veyed for a particular firm can fluctuate substantially from year to year. Existing work recommends
using software budgets for firms’ headquarters locations because they are less susceptible to mea-
surement error from inconsistent survey coverage (De Ridder, 2024). So, in the regressions in this
section, we instrument for yjr with an alternate version of this variable that replaces the firm’s total
software budget across all establishments with its software budget for its headquarters location.
In Appendix C.4, we provide details on the construction of the software budget measure, and verify
that Harte-Hanks's surveys capture a large share of total revenue and software expenditure among

private businesses.

25Although the first stage of this IV procedure involves two fractions, the relationship is still reasonably linear, as
shown by Figure C.2.
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We repeat the second-stage specifications reported in Table 1, replacing y; with y]T and using its
HQ-only counterpart as an instrument. We trim both variables at their respective 99th percentiles
within the Harte-Hanks matched sample. The regression coefficient on y;‘.r corresponding to
column (4) of Table 1 is 67 = 0.98. Using yJT calculated based on (23), we obtain y’ = 0.148,
(04)?=0.017, and =" = 1.721.°° With these numbers in hand, Proposition 4 gives x =~ 1.13.

Thus a residualized Al-index return of 1% implies a 1.13% increase in the normalized present
value of software engineering productivity. Applying the cumulative residualized Al-index return
over the window from November 2022 through the end of 2025 gives the implied software engi-
neering productivity gain Y ¢"4'25 F* [ | RM] ~ 25.9%. The corresponding GDP news driven by

t="22 Nov
: d25 BALY
the software channel is Y52, % E*[%; | R;"] = 3.84%.
The inferred productivity gain of 25.9% and GDP impact of 3.84% are close to the baseline
estimates of 32.6% and 3.61%, respectively. In Figure B.4, we also use the task-based model
to translate the real-time cumulative residualized Al-index return into corresponding software

engineering productivity news and its implied GDP impact.

4.3 Extension: The Production Network

The model in Section 2 has no input-output structure. This subsection embeds the framework in
the full U.S. production network, which consists of 65 BEA Summary sectors, as in Filippucci et al.
(2026). These include not only the sectors represented in our empirical analysis but also upstream
sectors that produce and sell software, such as those corresponding to NAICS sectors 51 and 54.
Each sector is populated by a continuum of firms that differ in software engineering intensity;,
and each sector buys intermediate inputs from every other sector, while keeping the demand
elasticity, markup, and labor-substitution elasticity as in Section 2. This extension allows us to
study whether accounting for the production network, in which software is produced upstream
and used throughout the economy, affects the inversion used to recover the software engineering
productivity gain and the associated GDP impact. Appendix G sets up the economy and provides
the results; here we summarize them.

We construct the input-output cost-share matrix from the BEA Make-Use tables. The bench-
mark sets the across-sector demand elasticity to { = € = 5, under which the two CES demand
tiers collapse to the single CES demand aggregator used in the main analysis. Lowering { while

maintaining { < ¢ leaves the headline result essentially unchanged.

26We calculate these moments using raw values of y]T because firm-level noise in software budgets is less of a concern
for economy-wide averages. Also, applying (23) consistently would require including firms’ software budgets in the
calibration of the cost share a, since the input bundle now includes purchased software services in addition to labor.
This adjustment is immaterial, raising « from 0.372 to roughly 0.388 and lowering x by about 4%. We therefore use the
common value & = 0.372 in both the benchmark and task-based environments.
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First, the inversion from cross-sectional estimates to an Al-driven software engineering pro-
ductivity gain remains essentially unchanged. The network effects on intermediate-input prices
and sector-level demand are common within sector, so they are absorbed by the second-stage
industry fixed effects (Proposition 8). The relative effective software engineering wage response,
dlogw;—dlogS; — dlogW; in Section 2, barely moves (-0.573 in the network economy, against
—0.587 in the benchmark). The structural gradient 6 isn, which we use to invert the empirical second-
stage coefficient §, also changes only moderately: 6 iSn =0.97, compared with 0.87 in Section 3.4.
The multiplier becomes x = /6 1Si1 =1.24/0.97 = 1.28, so the Al-driven software engineering produc-
tivity gain implied by Al news over the event window is Z‘;'Zdzzzf\l WE IR =« z‘;gdzzzg R =
K x 22.9% = 29.3%, close to the 32.6% of Section 3.4.

Second, the GDP impact through the software engineering channel is somewhat lowered
relative to the benchmark. Proposition 9 extends the cost-based Domar accounting developed in
Section 4.1 to the network economy. The GDP elasticity y'© is a cost-based-Domar-weighted sum
of sector software engineering cost shares, minus the small markup-induced factor-reallocation
term in Baqaee and Farhi (2020). In our calibration, y'° =~ 0.082. The gap between the network-
economy y'© and the baseline y = 0.111 mainly reflects the reweighting of sector SWE shares by
economy-wide sector sizes implied by the BEA production network and final-demand shares. The
baseline is computed from Compustat-Revelio firms, whereas the network calculation includes
every sector in the economy. y'© is smaller because roughly 15 percent of labor income in the
model economy is earned in sectors with zero measured software engineering payroll share and
that are not in the Compustat-Revelio sample.?’

Together, the present-value GDP change through the software engineering channel is

end '25 B end’25
Y B RN =y Y RM=0.0825x 1.277 x 22.9% ~ 2.41%,
t="22 Nov t="22 Nov

smaller than the 3.61% benchmark in Section 4.1. Solving the same network economy exactly and
nonlinearly raises the implied log GDP change only modestly, from 0.0241 to 0.0255, confirming
that the first-order approximation is accurate at the inferred productivity change. In Figure B.4, we
also use the production-network model to translate the real-time cumulative residualized Al-index

return into corresponding software engineering productivity news and its implied GDP impact.

2The corresponding sector-reweighting exercise in the baseline economy similarly lowers the implied GDP impact
to 2.44% (row 3 of Table A.8).
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5 Al and Innovation

We now extend the framework of Section 2 to allow an Al-driven software engineering productivity
gain to affect the macroeconomy through a second channel: innovation. Embedding software
engineering labor in a semi-endogenous-growth-style R&D sector adds a new innovation channel:
an Al-driven reduction in the cost of effective software engineering labor in R&D facilitates innova-
tion, which in turn raises GDP. This section shows that the procedure in Section 2 used to recover
the Al-driven software engineering productivity gain remains unchanged, but that innovation
amplifies the GDP impact. Measured in the same units as in our baseline analysis, the implied GDP
impact rises from 3.61% to roughly 6.48%. These magnitudes are sizable, both in absolute terms
and relative to the other extensions we have considered. How Al affects innovation is therefore key

to assessing its GDP impact.

5.1 Environment

Time is discrete, indexed by ¢ € {0,1,...}. Household preferences are as in Section 2, and each
incumbent variety uses the production technology (1); what changes here is that the set of varieties
is endogenous, j € [0, N;] with N; pinned by an endogenous-growth-style R&D sector. We use the
same production labor endowments (s, L) and aggregate shocks (S;, A;) as in Section 2, drop time
variation in the discount factor for clarity, and keep the same numeraire (P; = 1).

Variety producers. With an endogenous continuum of varieties, the household’s CES bundle and

price index become?®

N; el(e-1) N; 1/(1-¢)
C = [fo el and P, =| 0 plsdi| (24)
with the standard CES demand cj; = (pj;/P;)"“C;, exactly as in Section 2. Materials and the
R&D sector final-good input use the same CES composite, so total demand for variety j is y;; =
(pje!Py)~¢Qy, where Q; = C; + M, + X ; is the sum of consumption C;, aggregate materials M;, and
the R&D final-good input Xy ;. The final-expenditure-weighted aggregate software engineering
payroll shareisy = fON* fivjdj, where the SWE payroll share y; is as in Section 2, and f; = pjc;/C =
p;y;j!Q are the final-expenditure shares, which integrate to one. Each variety survives to the next

period with exogenous probability p € (0, 1), so that 1 — p is the obsolescence rate. The value of an

active variety is therefore

o0
Vit = [Et[ Y O B+t |s (25)
7=0

281n contrast to the fixed weights w j integrating to one in Section 2, we deliberately do not normalize the aggregator
(24) by the variety mass N;. This missing normalization is precisely love of variety (Romer, 1990): it is the channel
through which a larger variety stock raises real output.
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where Z; ;; is the SDF from Section 2.

R&D sector. A competitive R&D sector creates new varieties using three inputs: R&D-specific
software engineering labor s, R&D-specific non-software-engineering labor Lg, and final-good
output Xg ;. The labor endowments for R&D (sg, Lg) are fixed and earn wages (wg ;, Wg ;) that
equal their marginal value products in R&D. The final-good output Xp ; adjusts endogenously. The

flow of new varieties follows
Ni1= N, +6RG(Sr, Ly, Xp,) " N?", (26)

where G is a Cobb-Douglas aggregator with constant exponents as, ay, ag satisfying as+ap+ag =
1,%Y the software engineering productivity S; augments software engineering labor in R&D exactly
as in production, 6 > 0 is an R&D productivity parameter, Ay € (0, 1] governs diminishing returns
to R&D inputs, capturing duplication externalities, and ¢r < 1 governs intertemporal knowledge
spillovers, with lower values corresponding to stronger fishing-out effects (Jones, 1995; Bloom
et al., 2020). The case ¢g = 1 corresponds to fully endogenous growth, while ¢z < 1 corresponds
to semi-endogenous growth. Following the empirical scale-effects argument in Jones (1995), we
focus on the semi-endogenous case ¢r < 1, in which a permanent increase dlogS$ in software
engineering productivity raises the steady-state level of GDP but does not permanently change the
GDP growth rate.

New varieties are drawn from the same type distribution of software engineering intensity
as existing varieties, so the expected value of an entrant equals the average incumbent value V*.

Markets clear in the standard way. Appendix D.4 provides details.

5.2 Software Engineering Productivity Gain due to Al, and Its GDP Impact

The inversion for AI-driven SWE productivity gain is unchanged. The inversion in Section 2
maps the observed cross-sectional slope 6 from the regression of Al-index betas on software engi-
neering payroll shares into the Al-driven change in software engineering productivity. The same
inversion applies in this extension, with the implied present-value productivity change adjusted
for obsolescence because financial markets price existing varieties according to their survival
probabilities. As in the main analysis, if innovations in log software engineering productivity,
dlogS, are permanent, the inferred normalized present-value news equals the innovation in dlog S
regardless of the obsolescence parameter p.

Appendix D.5 proves that the procedure for backing out software engineering productivity news

2Treating software engineering as part of the R&D production function is consistent with evidence that software-
intensive firms produce more patents per R&D dollar and that IT complements R&D in patent production (Branstetter
etal., 2019).
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applies unchanged in the innovation model. The basic intuition is similar to that in Section 2.4: as
long as the obsolescence rate (the creative destruction risk) is equal across firms, our approach
to inferring software engineering productivity gains from firms’ differential exposure to these
gains remains valid. We then use the model to quantify the macroeconomic impact of software
engineering productivity gains while accounting for innovation. The model helps fill in the missing

intercept, namely, the impact of these gains through innovation.

The GDP impact with innovation. Because characterizing transitional dynamics is much more
involved and analytically intractable in our environment with semi-endogenous growth, we focus
on the first-order response of steady-state GDP dlog Y * to a permanent change in dlogS, holding
other aggregate shocks fixed. As discussed above, dlog Y™ is measured in the same units as the
normalized present-value GDP news %; studied in the main analysis.

We first decompose the first-order response of steady-state GDP into production-side and
innovation effects:

1
dlogY* =ydlogS+ ———dlogN*. 27
og ydlogs+ ey dlog 27)

The first term is the production-side Hulten effect: cheaper effective software engineering labor
lowers unit costs in every production firm, with aggregate impact equal to the final-expenditure-
weighted software engineering payroll share y, the cost-based GDP weight of Proposition 3. The
second term is the innovation effect, combining love of variety with the dilution of per-variety
output when the fixed production endowments (s, L) are spread across more firms.

Because a positive dlog S also augments software engineering labor in R&D, it raises effective
R&D input G, which increases the flow of new varieties and hence the steady-state variety stock.
Through the innovation term in (27), the larger variety stock raises GDP. The resulting GDP increase
raises the steady-state final-goods input to R&D, X, which further raises G and generates a

feedback loop. The main result characterizes the fixed point of this loop in closed form.

Proposition 5 (Hulten’s Theorem with Innovation). The first-order response of steady-state GDP to
a permanent change dlogS is

Y+l

dlogY™ = 0 dlogs, (28)

—IlAR

wheret= Ap/la(e—1)(1 — </)R)].30

The innovation-augmented GDP coefficient in (28) combines three economically distinct ob-

jects: v, ta, and tag. The first, y, is the production channel in (27) as in the main analysis: cheaper

30The formula requires two regularity conditions: ta < 1 for a stable, positive finite feedback multiplier, and
Xp/Y* =0BAr(1-p)ar/[e(1 - Pp)] <1 for positive consumption. Here Y* denotes GDP, equal to consumption plus
R&D investment: Y* = C* + X;, and9=1/[1-(1- a)%] is the ratio of gross final-good use Q* to GDP. Since the
steady-state R&D spending share X /Y™ is constant, consumption has the same first-order log response as GDP:
dlogC* =dlogY™.
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effective software engineering labor lowers unit costs in every production firm, with aggregate
impact given by the same weight as in Proposition 3. The second, ta, is the direct innovation
channel through which software engineering productivity augments software engineering labor in
R&D, thereby raising the effective R&D input G and hence the steady-state variety count by the
semi-endogenous factor Ag/(1 —¢g). The larger variety stock then raises Y * through love of variety
by the additional factor 1/(a(e —1)). The product of these two factors is ¢ (the semi-endogenous
growth “increasing returns” term in the terminology of Jones (2022)), and weighting it by the
software engineering share of R&D inputs gives ta ;. The third term, ta g, governs the GDP feedback
loop in the denominator: higher GDP raises the final-goods input to R&D, X}, and higher X raises
effective R&D input G, the steady-state variety stock N*, and hence GDP further.

Quantification. We now quantify the GDP impact of the software engineering channel, taking
innovation into account. The exercise inherits y = 0.111 from Section 4.1, the demand elasticity
€ =5, and the permanent software engineering productivity change dlog$ = 0.326 from Section
3.4, because Proposition 6 preserves the inversion to Al-driven software engineering productivity
gains.

For the new parameters introduced by the innovation block, the innovation-augmented GDP
coefficient in (28) depends on (Ag,¢r) only through the composite t = Ag/[a(e —1)(1 — ¢r)], so
we calibrate this composite directly. In the semi-endogenous accounting of Jones (2022), the
corresponding object is the increasing returns parameter y; = Aro;/f;, where o; maps ideas
into output and f; is the dynamic diminishing-returns parameter in idea production. In our
notation, a larger idea (variety) stock raises real value-added output with elasticity 1/(a(e — 1)), the
variety-margin coefficient in (27), so o = 1/(a(e — 1)); the fishing-out term is f; = 1 —¢r. Hence y;
is exactly ourt = Ap/[a(e—1)(1—¢pg)]. Following Jones (2022), we sett = yj = 1/3. This value is close
to the corresponding value in Bloom et al. (2020): their baseline aggregate estimate of dynamic
diminishing returns is 3.1, measured with ideas in TFP units so that it corresponds to 8;/0 here;
combined with Ag =1, itimplies t = Ago;/f; =1/3.1 = 0.323.

The R&D non-labor share ap, is the cost share of final output used by the R&D sector. Using
the NCSES Business Enterprise R&D Survey cost categories and classifying salaries, wages, fringe
benefits, stock-based compensation, and temporary staffing as labor-like costs gives a;+ a1 = 0.68
and hence a g = 0.32. Given ap, the relevant uncertainty is the split of R&D labor between software
engineering and other labor. Our baseline sets a; = 0.20 and hence a = 0.48, based on the Cobb-
Douglas patent production function in Kleis et al. (2012), which estimates an IT elasticity close to
0.20.

Under this calibration, the direct innovation channel contributes ta; = 0.0667, and the GDP-

feedback denominatoris 1-tap = 0.893, corresponding to a feedback multiplier of 1/(1-tag) = 1.12.
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Combining these terms gives the innovation-augmented GDP coefficient:
Y+ias 0.1110+0.0667
1—wap 0893

Compared to the production-only Hulten coefficient y = 0.111, the macro impact of Al through

= 0.199. (29)

the software engineering channel is roughly 1.79 times as large. The amplification decomposes
as follows: the direct innovation channel ta raises the coefficient from 0.111 to 0.178 (a factor of
1.60), and the GDP feedback loop raises it from 0.178 to 0.199 (a further factor of 1.12). Using a
permanent shock to software-engineering productivity dlog S = 0.326 from Section 3.4, the implied
Al-driven GDP change through the software engineering channel is

+ia
Y% dlog S ~0.199 x 0.326 ~ 6.48%, 30)
1- AR

dlogY™ =

compared to the 3.61% production-only baseline of Section 4. In Figure B.4, we also use the

innovation model to translate the real-time cumulative residualized Al-index return into the
corresponding GDP impact.

Innovation thus substantially amplifies the GDP impact of Al, both in absolute terms and

relative to the other extensions we have considered.

6 Conclusion

This paper uses asset prices to infer the macroeconomic impact of Al through the software engineer-
ing channel. By exploiting the cross-sectional relationship between firms’ Al-index betas and their
software engineering payroll shares, and inverting this relationship through a structural model,
we estimate that news about Al from November 2022 to December 2025 implies a present-value
increase in software engineering productivity equivalent to a permanent increase of roughly 32.6
percent, and a present-value GDP increase through the software engineering channel equivalent
to a permanent increase of approximately 3.61 percent. Accounting for the innovation channel
can raise the permanent GDP impact to roughly 1.8 times the baseline estimate. A further benefit
of our approach is that it quantifies news about Al-driven productivity in real time. Applying our
procedure to early 2026 implies large software engineering productivity and GDP gains from Al
news during this period. These gains are consistent with the rapid development and adoption of
Al coding agents during this period.

Our approach naturally extends to other occupation groups through which Al may affect the
macroeconomy by applying the same cross-sectional identification strategy with occupation-
specific cost shares. Future work can use this framework to quantify these additional channels and
assess their contribution to the macroeconomic impact of Al. Our innovation result suggests a key

area for future research: how Al affects the innovation process through software engineering.
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Main proofs

Proof of Lemma 1
The proof has three steps: relative profits given factor prices, the general-equilibrium factor-price
response to the software engineering shock, and valuation.

Step 1: relative profits. Because households and firms purchase the same final-good composite,
let M; = fol m;:dj denote aggregate materials use and let Q; = C; + M, denote total use of the
final-good composite. Since firms charge a constant markup, profits are a constant fraction of

revenue. Under CES demand and the numeraire P, =1,

1 1 1-¢
je=ZPjtyjt= 0P Q.

Equation (33) in Step 2 implies Q; = §C; with constant 8. Hence dlogQ; = dlogC;, and therefore
dlogmj; = (1-¢)dlogmcj; +dlogC;.

By Shephard’s lemma applied to the unit-cost function, and using that materials are priced in units

of the numeraire,

dlogmcj; = —dlogA; + ayj(dlogw, — dlogS;) + a(1—y;)dlogW;.
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Differentiating the CES price index gives the final-expenditure-weighted average cost change,
1
dlogP; = f fidlogpj:dj=—dlogA;+ ay(dlogw;—dlogS;) + a(l —y)dlogW;.
0

The numeraire P; = 1 sets the left side to zero. Subtracting the price-index equation from firm j’s

unit-cost equation gives the relative unit-cost change
dlogmcj; = —a(y;—7y)[dlogS,— (dlogw; — dlogWy)]. (31)
Substituting (31) into the profit equation yields
dlognj, = (e—1Da(y;—vy)(dlogS; — (dlogw; — dlogW;)) + dlogC;. (32)
Step 2: factor prices. Define
x;=dlogS;— (dlogw;—dlogW,),

the change in the effective software engineering cost advantage relative to non-SWE labor. We
derive x; from labor-market clearing.

Define firm j’s sales-Domar weightas Aj; = pj;y;:/C;. Since pj;yjr = fj: Q1)

A’jtzefjtr ==

Materials are the fraction 1 — a of each firm’s cost, while cost is the fraction (¢ — 1)/¢ of revenue.

Aggregating across firms therefore gives
e—1
M,=(01- Ol)TQt-

Combining this identity with Q; = C; + M; yields

_Q 1

0= C; 1-(1-a)e-1/e

(33)

which is constant. In particular, f; Ajidj=0and i Ajrayjdj=0ay;, wherey, = f ficyjedj.
The outer Cobb-Douglas nest between the labor composite and materials fixes labor’s share of

total cost at a. Since markups are constant, each firm'’s total cost is the constant fraction E;—l ofits

revenue, and the time- ¢ cost shares ay j; and a(1 -y ;) of that cost go to SWE and non-SWE labor.

Integrating across firms,

-1 ! -1 -1
Wes = £ - th Ajrayjdj = £ - Clhay; and WL = £ - Cha(l—1vyy).
0
Because 0 is constant, fixed factor supplies give
d d
dlogw, = dlogC, + % and  dlogW, = dlogC, — 1 re
Y =Y
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The aggregate demand term dlogC; cancels in the relative wage:

d'yt
Y-y
It remains to compute dy;. First, CES demand implies

dlogw;—dlogW; =

dlogfis = (1—¢)(dlogpj;—dlogPy) = (e = Daly;—y)xs,

where the second equality uses dlogpj; = dlogmec;;, dlogP; = 0, and the relative unit-cost re-

sponse (31). Second, the CES payroll-share formula implies

Yit \_ i
log(l—m) = log; —qu) +(1-0)(ogw; —logS; ~log Wy),

SO

dyjr=(0-1y;jAd—-yj)xs.
Therefore, using d f; = fjdlog f;; to convert the log differential to the absolute differential,
dyt:folyjdfjtdj+folfjdyjtdj: (8—l)afolijj(yj—)/)dj-xﬁ(a—l)folfnfj(l—)/j)dj-xt.
Using 1 1
[ rvici-vaj=ci and [ fya-ypj=ya-p-o,
we obtain
dy;=|@-Dya-y)+(ale-1) - (@-D)o?|x.

Substituting into the relative wage expression gives
o2

dlogw; — dlogW, = [(0_1)+(“(8_1)_(0_1))},(11},)]“'

Using the definition of x;,

x;=dlogS;— (dlogw; - dlogW;)
2
Oy
:dlogSt—[(0—1)+(a(£—1)—(0—1)) ]xt.

yd-7)
Hence
2
1 gy
xr==dlogS;, where ZX=o0+[ale-1)-(0-1)] :
z Y1 —-7)
Substituting back into (32) yields the period-by-period profit response
-1
dlognjt:6S(yj—y)dlog8t+dlogct, where 5SEaET. (34)
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Step 3: firm value and software engineering productivity news. The period-by-period profit

response (34) applies at every future horizon. Therefore, for each k =0,
dlogmj sy = 65()/]- -v)dlogS;ix +dlogCy.

The Hicks-neutral shock A; cancels from relative unit costs entirely, and the discount-factor shock
B+ does not enter profits directly; the firm-invariant level shift dlog C;, x captures the aggregate

demand effect. Log-linearizing firm value (2) to first order gives

dlogVj; = (1-PE, ,Bk(dlogn~,t+k+dlogEI,[+k)
J
k=0

Substituting the horizon-specific profit response and combining the firm-invariant terms yields

the firm-value level response

o0
dlogVj =6%y;(1- PE| Y. pFdlogS,.i|+ul, (35)
k=0

where u! collects all firm-invariant terms: the present-value aggregate demand effect, the stochas-
tic discount factor effect, and the cross-sectional mean profit response.
The empirical first stage uses returns. To first order, R;j; = dlogVj; —dlogV; 1, and since

dlogV; -1 isknown at ¢ — 1, the unexpected return satisfies
Rjr—E;_1[Rj;] = dlogV;; —E,_1[dlog Vj,.
Taking the unexpected component of (35) therefore applies the revision (E; —E,_;) to each term.
Defining the unexpected firm-invariant component as u; = p —E,_1[u}] gives
Rjr—E;1[Rj(] :5Sijt+Mt, (36)

where .#; is the software engineering productivity news defined in (6). Thus, (36) establishes
(7). O

Proof of Proposition 1

By (7) in Lemma 1, the unexpected firm return admits the representation
Rjr—Es-1[Rje] = 58Yj=5pt+/«tty
where i, is common across firms. Condition (ii) in Section 2.3, Cov(E;-1[Rj;] — R{ ,ﬁf‘l) =0,
implies Cov;(Rj; — R{,ﬁ’tﬂ) = Cov(Rj; — 4 [R]-t],R'?I). Projecting the excess return Rj; — R[ on
the residualized Al-index return gives
ar_ Cove(Rje - RI RN
! Var,(RM)

_ IB‘AI+6SKY]_, (37)
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where .
AAI — COVt(/Jt»Rt )

Var,(RM)

is firm-invariant and _
Cov(F;, RM)
K= ———

Var,(RM)
is the projection coefficient defined in (8). Taking the cross-sectional partial regression coefficient
on the payroll share y; conditional on controls X,

_ COV]'(,B‘;-‘I,Y]' | X;)
Var j ()/ j | X j)

S

- ’

where the second equality follows from (37): ﬁf}l is affine in y; alone, so partialling out X; does not

affect the slope. Rearranging,
0 z

2= s
68 a(e-1

The residualized Al return has unconditional mean zero by condition (i) in Section 2.3. Because .%#;

K=

is a conditional-expectation revision, the law of iterated expectations implies E[.#;] = 0. Therefore,

the best linear predictor has no constant term:
E*[# | R =« - RY,

which is (10). O

Proof of Proposition 2

We treat the two extensions separately.

Part (i): demand shifter. With state-dependent demand weights, per-period profits satisfy
dlogmj; = w’jdlogZ[ + (1 —¢)dlogmec;j; + dlogCy,

where w’j = 0logwj/dlog Z|ss. Throughout the derivation through (38), normalize dlog Z; = 1 and
hold all other shocks fixed. Thus all differentials below are equilibrium responses per unit of the

demand shock. Define w = dlog w; — dlog W;. Factor-market clearing gives
e—1
wes = TGatht,
-1
WL = ETea(l ~Y)C,

where 6 = Q;/C; is constant. Since factor supplies are fixed,

dy;
y(1-y)

w=
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Differentiating y; = fol firyjed], using
dlog fi :w’j +(1-8alyj—y)w+c

and

dyjr=Q0-0)y;d-y)w,

where ¢y is firm-invariant, gives
1 1
dyt:fo ijjdlogfjtdj+f0 fidyjdj.

Since final-expenditure shares integrate to one, fol fidlog fj:dj = 0, so the first integral is un-
changed if y; is replaced by y; —y. The firm-invariant term ¢y then drops out because fol filyj—
Y)dj =0, and

dy:= folfj(Yj —Ywidj
+|a-aya-p+(al - - 1-0)o2|w.
Combining these equations with the definition of Z gives
Jo ity —mwid]

Zy(l-7y)
The firm-specific component of the per-period profit response to a unit demand shock is

(38)

w=

w’j +(1-8ay;w.
Define the normalized present-value demand-shifter news by
Zi= (- PE~E-)| ) fdlogZic].
k=0

The per-period loading is the same at every horizon. Linearizing the value equation (2) and taking

the period- revision therefore adds
[w’j +(1-8ay;wlZ;

to the unexpected return, up to a firm-invariant term. Because discount-rate exposure remains

homogeneous as in the benchmark, the unexpected return is
Rj—E,_1[Rj1 = 8% F + 0+ (L= ) ay, W Z; + (39)

where u; collects all firm-invariant terms.

Condition (ii) in Section 2.3 implies

Covy(Rj; — R}, RM) = Cov,(Rj; —E,—1[Rjs], RY).
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Define -
7 _ Covi(Z, R

K =
Var, (RM)

Projecting (39) on the residualized Al-index return gives
g =pY +x6%; +x7 [+ (1 - )ay; W],
where 8! is common across firms. Projecting this coefficient on y j conditional on X; gives
8 =x85 +x%267%, (40)
where
L, Covj(a)’].,yj | X))

= Varj()flej) +(1-&)aw. (41)

The first condition of Assumption 1 zeros the covariance term in (41). Its second condition zeros

the numerator in (38), so @ = 0. Hence 6% = 0, and (40) reduces to § = k6.

Part (ii): discount-rate heterogeneity. With constant demand weights, the return representation
(11)is
Rjr—Ei1[Rje] = 5Syj9t +0 D + [y
Define
Cov (2, RM)
Var, (RM)

=

K

and
Covi(mj,yjlX;)

Var;(y; | X;)

6= =

(42)

Condition (ii) in Section 2.3 and the first-stage projection give
Al _ Al Sv . B
B; =B +x6%y;+x7n;,

where B! is common across firms. Taking the cross-sectional partial regression coefficient on y j
conditional on X; gives
5 =85 +k=6%.

Under the first condition of Assumption 2, x= = 0. Under its second condition, 6= = 0. Thus
x=6= = 0 under either condition, and & = x65.
Both parts therefore imply 6 = x5°. Using 6° = a(e — 1)/ gives
o >
"85 ae-1

Finally, condition (i) in Section 2.3 gives [E[}?‘;‘I] =0, while the law of iterated expectations and the

K

definition of ., give E[.#;] = 0. The best linear predictor therefore has no constant term, so the
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inversion in Proposition 1 continues to hold. O

Proof of Proposition 3

The proof has four steps.

Step 1: state the Bagaee-Farhi decomposition. All shares and cost-based weights without time
subscripts are evaluated at the no-shock steady state around which we take the first-order approxi-
mation. We use Theorem 1, equation (4), of Baqaee and Farhi (2020), together with the fictitious-
producer construction in their Section II.A. Introduce a competitive producer S that transforms
raw SWE labor into effective SWE services with productivity S;. Its unit price is pf = w;/S;, and its
markup is one. The markups of downstream firms are also fixed. Baqaee and Farhi’s equation (4)
therefore becomes

dlogY;|g=AsdlogS;— AsdlogAg,— ArdlogAyp, (43)

where Ag is the cost-based Domar weight of the effective-SWE producer, A; and A; are the cost-

based weights of the two raw factors, and
w;s WL
AS,l’ = ) Lt = .
Y; Yy

Step 2: compute the cost-based weights. Every downstream firm spends the share 1 —a of its cost

on the same materials composite, whose final-expenditure share on good j is f;. The cost-based

input-output coefficient from buyer k to supplier j is therefore
Q kj= (1 - (X)f]
The downstream cost-based Domar weights satisfy
5 1 00 f]
Aj:f‘]'+‘[ Akajdefj Z(l—a)r =—,
0 r=0 a
The effective-SWE producer supplies the share ay; of firm j’s cost. Since producer S spends all its

cost on raw SWE labor, its cost-based Domar weight and the raw-factor weights are
1 1
As =f0 Ajayjdj =f0 fividj=v, (44)
AS = Y}
~ 1 ~
Ar :f Aja(l—y)dj=1-y.
0

Step 3: show that the reallocation term vanishes. Let downstream gross sales be 0 times GDP.

Aggregate materials spending is (1 — @)/ u times downstream gross sales, so
1
0= ———.
1-1-a)/u
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Downstream total cost is gross sales divided by u. Since households and materials buyers both
spend according to fj;, firm sales remain proportional to f;;, while each firm pays the share ay ;;
of cost to effective SWE services. Hence, at every date,

A _aHY A _aH (I-v¢)
A = ) L, = - *
S, H t t IJ t

The common multiplier af/p is constant. Substituting the cost-based weights in (44) and these

factor-income shares into the reallocation term in (43) gives
AsdlogAg+ ArdlogAr, =ydlogy:+ (1 —y)dlog(1—7y;)
=dy,—dy,
=0.
Thus the factor-reallocation term vanishes even though the individual factor-income shares may
move. This cancellation uses the common markup, common outer labor share, and common
materials composite. Substituting this result and Ag = y from (44) into (43) yields

dlogYiii|s =ydlogSiik. (45)

Step 4: pass from flow effects to news. Applying the normalized present-value news operator to

(45) period by period gives
Y, =(1-B)E, —E, 1) [ Y p¥dlog Yt+k|s]
k=0
= )/5@
Combining this relation with (10) and using linearity of the best linear predictor gives
Yz

E* [, | R = vk RAL _ 5,
(¥ | Ry 1= YKR; YK ae—1)

which proves (16). O
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Supplemental Appendix to “The Macroeconomic Effect of Al: Sizing

the Software Engineering Channel”!

Alex Blumenfeld Jonathon Hazell Chen Lian Andreas Schaab

This document contains the Supplemental Appendix for the article “The Macroeconomic Effect of
Al: Sizing the Software Engineering Channel.” Any references to equations or sections that are not pre-

ceded by a capitalized letter refer to the main article.

A Appendix Tables

Table A.1: O*NET codes in Revelio’s “Software Engineer” category

O*NET Code Occupation Title Compensation Share (%)
15-1252.00 Software Developers 33.15
15-1299.08 Computer Systems Engineers/Architects 10.74
15-1254.00 Web Developers 5.57
17-2199.06 Microsystems Engineers 5.15
15-1253.00 Software Quality Assurance Analysts and Testers 3.91
11-9041.00 Architectural and Engineering Managers 3.38
15-1255.00 Web and Digital Interface Designers 3.34
15-2051.00 Data Scientists 3.01
27-1029.00 Designers, All Other 2.87
15-1241.00 Computer Network Architects 2.47
15-1243.00 Database Architects 2.34
15-1299.09 Information Technology Project Managers 2.10
15-1299.07 Blockchain Engineers 1.79
15-1221.00 Computer and Information Research Scientists 1.61
15-1251.00 Computer Programmers 1.56
41-9031.00 Sales Engineers 1.16
15-1299.05 Information Security Engineers 1.06
27-1014.00 Special Effects Artists and Animators 0.99
27-1011.00 Art Directors 0.96
17-2072.01 Radio Frequency Identification Device Specialists 0.90
Top 20 Total 88.06

Notes: This table lists the twenty largest O*NET occupation codes, ranked by compensation share, among the 125
codes that Revelio Labs classifies under the “Software Engineer” role category. The compensation share is each
occupation’s percentage of the total weighted compensation summed across all Software Engineer workers in
2021, where the weighting uses Revelio’s individual-level sampling weights. These twenty occupations collectively
account for 88% of total software engineer compensation. Source: Revelio Labs.

1Blumenfeld: UC Berkeley, alex.blumenfeld@berkeley.edu; Hazell: London School of Economics, j.hazell@lse.
ac.uk; Lian: UC Berkeley and NBER, chen_lian@berkeley.edu; Schaab: UC Berkeley and NBER, schaab@berkeley.edu.
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Table A.2: Sample size progression and 2021 sales percentiles across key cleaning filters

Percentiles of 2021 Sales

Filter Firms Firms with 2021 Sales Data P10 P25 P50 P75 P90
Initial CRSP dataset (active GVKEY links) 5,070 4,040 0.3 29.3 340.6 2,026.1 8,455.3
Drop SIC 6000-6999 4,317 3,047 6.5 49.6 488.1 2,639.4 9,843.8
Revelio match in 2021 3,290 2,828 7.3 60.0 525.7 2,881.9 10,814.5
Average sales/assets filter 2,889 2,828 7.3 60.0 525.7 2,881.9 10,8145
Balanced panel 2,547 2,498 11.5 104.3 656.3 3,346.3 12,156.9
Drop firms in THNQ/AIQ 2,470 2,421 10.6 975 607.3 3,125.4 11,141.0
Drop semiconductor-related firms 2,406 2,357 10.5 974 6072 3,171.4 11,191.1
Drop NAICS 51/54 1,973 1,926 9.5 954 7373 3,632.2 12,571.8
Revelio size trim 1,874 1,831 12.3 110.7 825.8 3,815.6 12,861.0

Note: Sales is Compustat sale (net sales/revenue), measured in USD millions for fiscal year 2021. Row 1 percentiles use the unrestricted latest 2021
Compustat filing; later rows use the positive-assets/positive-sales panel used for 2021 size controls.

Table A.3: Median characteristics of firms by software engineer payroll share in the final regression sample

Characteristic Top 400 Bottom 400
Average sales, 2017-2021 (USD millions) 896 [400] 62 [400]
Average assets, 2017-2021 (USD millions) 1,029 [400] 175 [400]
End-of-2021 market capitalization (USD millions) 2,754 [400] 341 [400]
Tobin’s Q 2.17 [392] 1.65 [373]
Return on assets (percent) 7.7 [397] 2.2 [374]
Capital expenditures/assets (percent) 1.7 [397] 1.7 [374]
Market leverage (percent) 8.6 [394] 11.6 [373]
Total employment 2,008 [400] 115 [400]
Average annual compensation (USD thousands) 108.5 [400] 129.8 [400]

Note: The sample is the balanced 2022-2025 final regression sample after all sample exclusions and the Revelio employment-size trim. Top 400 contains
the 400 firms with the highest software engineer payroll shares. Bottom 400 contains the 400 firms with the lowest shares, including both zero and
positive shares. Entries are unweighted medians. Bracketed values report the row-specific number of firms with nonmissing data.



Table A.4: Regression of THNQ beta on software engineer payroll share quintiles

Dependent Variable: Beta on THNQ excess return
Model: 1) 2) 3) 4) 5)
Variables
Quintile 1 -0.05 0.00 -0.01  0.00 -0.10
(0.05) (0.06) (0.06) (0.06) (0.09)
Quintile 2 -0.11**  -0.02  -0.02 -0.04 -0.10
(0.05) (0.06) (0.06) (0.06) (0.09)
Quintile 3 -0.05 0.04 0.06 0.00 -0.07
(0.05) (0.06) (0.06) (0.06) (0.09)
Quintile 4 0.00 0.09 0.12** 0.01 -0.06
(0.05) (0.06) (0.06) (0.06) (0.09)
Quintile 5 0.19*** 0.26"** 0.28"** 0.15** 0.09

(0.05) (0.06) (0.06) (0.06) (0.09)

Fixed-effects

Quintile of average 2017-2021 assets Yes Yes Yes Yes
Quintile of average 2017-2021 sales Yes Yes Yes Yes
NAICS2 Yes

NAICS3 Yes Yes
Quintile of GenAl task exposure (Eisfeldt et al., 2026) Yes
Fit statistics

Observations 1,855 1,855 1,855 1,850 1,144
R? 0.04 0.07 0.10 0.15 0.22
Within R? 004 004 0.01 0.02

HCS3 standard-errors in parentheses
Signif. Codes: ***: 0.01, **: 0.05, *: 0.1

Notes: Quintile indicators are constructed from the same software engineer payroll-share measure used in the
continuous specification. Firms with positive software engineer payroll share are partitioned into quintiles, and
coefficients are reported relative to the omitted zero-share group. Columns retain the same sequence of controls,
fixed effects, and trimming procedure as in Table 1. Heteroskedasticity-robust standard errors are reported in
parentheses. Observations are firms.
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Table A.5: Sensitivity of the baseline coefficient to outlier treatment

Dependent Variable: Beta on THNQ excess return

Specification Baseline (trim  Drop firms with No outlier Trim top 5% Winsorize top  Winsorize top
top 1%) Yj=0 handling 1% 5%

Model: (1) (2) (3) 4) Q) (6)

Variables

Software engineer payroll share 1.24*** 1.25%** 1.30*** 1.20*** 1.35%** 1.55%**

(0.26) (0.27) (0.23) (0.37) (0.24) (0.29)

Fixed-effects

NAICS3 Yes Yes Yes Yes Yes Yes

Quintile of average 2017-2021 assets Yes Yes Yes Yes Yes Yes

Quintile of average 2017-2021 sales Yes Yes Yes Yes Yes Yes

Fit statistics

Observations 1,850 1,667 1,869 1,775 1,869 1,869

R? 0.15 0.17 0.16 0.13 0.16 0.16

Within R? 0.01 0.02 0.02 0.007 0.02 0.02

HC3 standard-errors in parentheses

Signif. Codes: ***: 0.01, **: 0.05, *: 0.1

Notes: This table starts from the baseline NAICS3 fixed-effects specification and varies only the treatment of the software engineer payroll-share regres-
sor. Column (1) is identical to Column (4) of Table 1; Column (2) drops firms with software engineer payroll shares of zero; Column (3) does not trim
the software engineer payroll share at all; Column (4) trims at the 95th percentile; and Columns (5) and (6) winsorize at the 99th and 95th percentiles,
respectively. All other controls, fixed effects, and the dependent variable are held fixed across columns. Heteroskedasticity-robust standard errors are
reported in parentheses. Observations are firms.
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Table A.6: Productivity and GDP sensitivity to the within-firm substitution elasticity (simple model, no I0)

Payroll gradient Multiplier Implied productivity change Implied GDP change
7 6% k=616% (%) (%)
0.5 2.03 0.61 14.0 1.56
1.0 1.27 0.98 22,5 2.49
1.5 0.92 1.35 30.9 3.43
1.6 (baseline) 0.87 1.42 32.6 3.61
2.0 0.72 1.71 39.3 4.36

Notes: The demand elasticity is fixed at the baseline value € = 5. Data-based inputs, rounded for display, are the
all-sector Compustat-Revelio objects from Section 3.4: y = 0.111, ai ~0.0116, @ = 0.372, and & = 1.24. 6% is the
payroll-share structural cross-sectional gradient from Proposition 1. x = §/8° is the software engineering pro-
ductivity news per unit of residualized Al-index return: for example, ¥ = 1.42 means that a residualized Al-index
return of 1% predicts software engineering productivity news of 1.42%. The equivalent cost-share expression is
x = 6%/ [(e — 1)/Z], where §°°%t = §/a. The final two columns report the event-window fitted present-value pro-
ductivity and GDP news, computed as x - ¥*"%2  RM and yx - X020 R using Y42 RAM =22.9%. Each
cell uses the no-I10 formula from Section 2.

Table A.7: Robustness of market-implied software engineering productivity news

Nov 2022-Dec 2025

Specification Y RN Y EF[S | RN
FF3 (baseline), fixed 22.9% 32.6%
FF3, rolling 104-week 21.4% 30.5%
Market only, fixed 9.6% 13.7%
FF5, fixed 16.5% 23.4%
FF3, ex-Mag 7 market, fixed 38.3% 54.4%

Notes: In the fixed specifications, the factor loadings used to residualize the Al-index returns are estimated over
the fixed window from January 2022 through December 2025 used in our main analysis. In the rolling specifi-
cation, the factor loadings are estimated over the preceding 104 weeks, excluding the current week. The first
outcome column reports cumulative factor-adjusted excess returns on the Al index. The second outcome col-
umn multiplies those returns by the corresponding productivity multiplier .
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Table A.8: Robustness of market-implied GDP news to alternative calculations of y

YELIRY X B RY

Row Method ¥ oy
(%) (%)

Revelio: baseline 0.1110 0.0116 32.6% 3.61%

2 Revelio: reweight sectors using BEA gross ~ 0.0929 0.0096 32.5% 3.02%
output, exclude unmatched sectors

3 Revelio: reweight sectors using BEA gross ~ 0.0745 0.0090 32.8% 2.44%
output, fill unmatched sectors’ values with
Zeros
OEWS: Computer Occupations 0.0528 0.0088 33.6% 1.77%
Revelio: all roles mapped to SOC codes for 0.1542 0.0138 32.4% 4.99%

Computer Occupations

Notes: This table varies the measurement of the average software engineering payroll share ¥ and its cross-
sectional variance O'%,. All rows hold fixed the remaining baseline inversion inputs, including a = 0.372, € = 5,
o = 1.6, the empirical slope § = 1.240, and the cumulative residualized Al-index return of 22.9%. The last
two columns show the implied software engineer productivity impact and GDP impact under each alternative
methodology for calculating y and 0%,.

Row 1 uses our baseline Revelio methodology for computing y: a sales-weighted average of firm payroll shares.
In Rows 2 and 3, we take sales-weighted averages of firms’ payroll shares within each industry, and then industry
means are averaged using gross output weights for private industries from the BEA production accounts. In-
dustries without any firms in our Revelio dataset are either excluded (with the weights then renormalized) or
assigned zero payroll shares. Row 4 computes the economy-wide software engineering payroll share using OEWS
data: each industry’s numerator is its total wage bill for Computer Occupations (all SOC codes beginning with
15-12), the denominator is the industry’s total wage bill, and industry payroll shares are averaged using BEA gross
output weights. Row 5 again computes software engineer payroll shares in Revelio, but the numerator includes
all Revelio employees whose job titles are mapped to SOC codes under Computer Occupations by Revelio’s cross-
walk, rather than using the Revelio-defined Software Engineer group.



B Appendix Figures

Figure B.1: Employment shares of major occupation groups in Revelio data vs. OEWS
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Notes: The blue bars show the 2021 employment shares of high-level SOC occupations in the set of firms retained
at the “Balanced panel” stage of our sample selection process described in Table A.2, using Revelio’s provided
crosswalk to map from Revelio’s own occupation classification to SOC codes. The orange bars show occupation
shares at private establishments in OEWS data from May 2021. 98.8% of employees in our Revelio dataset are in
occupation categories that map to a valid non-military SOC code.



Figure B.2: Year-by-year second-stage coefficient estimates

Coefficient on software engineer payroll share

2022 2023 2024 2025

Notes: Each bar reports the estimated coefficient on the software engineering payroll share from the second-stage
specification corresponding to Column (4) of Table 1, where the first-stage Al betas are estimated using data from
a single calendar year only. Whiskers show 95% confidence intervals based on heteroskedasticity-robust standard
eITors.
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Figure B.3: Second-stage regression results: industry heterogeneity
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Notes: This figure shows point estimates and 95% confidence intervals from second-stage regressions run one
NAICSS3 sector at a time. The outcome is the firm-level beta on THNQ excess returns, and the main regressor is
the software engineer payroll share, trimmed at the 99th percentile as in Table 1. We drop NAICS3 sectors with
fewer than 25 firms. To avoid singleton fixed-effect cells in these smaller samples, we replace fixed effects for
quintiles of assets and sales with continuous controls for log assets and log sales. Confidence intervals are based
on heteroskedasticity-robust standard errors.
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Figure B.4: Market-implied software engineering productivity and GDP news in real time
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Notes: Panel (a) reports k ¥, R} at each month end, where « is the productivity multiplier for each model. Panel
(b) reports the corresponding cumulative GDP news. Weekly Al-index excess returns are residualized using Fama-—
French three-factor loadings estimated over the preceding 104 weeks, excluding the current week, and cumulated
from November 2022. The innovation extension shares the baseline productivity multiplier and therefore appears
only in panel (b).
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Figure B.5: Sectoral composition of the analysis sample
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44-45: Retail Trade

48-49: Transportation and Warehousing

42: Wholesale Trade

99: Missing / Unknown
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(b) Share of 2021 sales

Notes: Panel (a) shows the share of firms in each NAICS2 sector; panel (b) shows the share of aggregate 2021 sales.
The light bars show the distribution after the “Drop SIC 6000-6999” stage of sample selection in Table A.2. The
dark bars show the distribution in the final analysis sample after the “Revelio size trim” row of Table A.2.
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Figure B.6: Distribution of software engineer payroll shares
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Notes: This figure shows the distribution of the software engineer payroll share across firms in the final analysis
sample, measured in 2021. The payroll share is the fraction of total firm compensation attributable to workers
classified under Revelio’s “Software Engineer” role category. The distribution has a mass point at zero (185 firms)

and a long right tail.
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Figure B.7: Distribution of firm-level Al betas (baseline specification)
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Notes: This figure shows the distribution of estimated firm-level Al betas from the first-stage regression of weekly

firm excess returns on THNQ excess returns, controlling for the Fama-French three factors (MKT, SMB, HML),
over the balanced 2022-2025 panel. Each observation is a unique firm.
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C Data Appendix

C.1 Testing Assumption 1, Part 2

In this section, we explicitly test the second condition of Assumption 1: Covy ; (a)’j,y i) =0, where w’j is
the elasticity of a firm’s final-demand weight with respect to a demand shifter, y; is its software engi-
neering payroll share, and fj is its final expenditure weight. Conceptually, we are asking whether ag-
gregate shocks could be reallocating demand toward software-engineering-intensive firms in a final-
expenditure-weighted sense. If this were the case, then our estimate of the cross-sectional slope §
could be contaminated by movements in firm values that were caused by these shifts in demand, not
by news about software engineers’ productivity. As our empirical proxy for a)’j, we use a measure of
firms’ exposure to Generative Al through product market channels from Eisfeldt et al. (2026). Specif-
ically, they build an indicator called GPT10K Product Exposure by prompting GPT 3.5 Turbo with text
from the business description section of a firm’s 10-K report and asking it whether the firm could be-
come a short-term beneficiary of improvements in Generative Al by adding Al features to its products.
This captures the extent to which consumers’ demand for a firm’s output could move in response to a
change in Al capabilities, which is exactly what a)’j is meant to capture. For clarity, we show in Figure
C.1 the full prompt used by Eisfeldt et al. (2026) to construct this indicator; their Internet Appendix
contains further details.

We test the hypothesis Covy (w’j, Y ;) = 0 with a wild bootstrap clustered at the level of NAICS2 sec-
tors. We cluster in order to allow residual dependence between software engineer payroll shares and
product-market exposure to Generative Al within a sector, and we choose a wild bootstrap because of
the small number of clusters. Unlike in our baseline empirical analysis in Section 3, we include both
members of our chosen Al ETFs and other firms in NAICS sectors 51 and 54, since we are concerned
with economy-wide effects of Al innovations on firms’ final-demand weights. To implement the test,
we first compute the empirical covariance Cf = Cazf_ j(w’j,y ). In bootstrap iteration r, we draw a

multiplier v}, for each NAICS2 sector n, then construct a simulated software engineer payroll share
r

n(j)
y;j and @j = y;j —y. Then, we compute C}’, = Covy,j (w'j,y;) for each iteration, and we label the stan-

for each firm j under the null: )f;. =y+v .iUj, where vy is the final-expenditure-weighted mean of

dard deviation of this object across bootstrap iterations as sAe(C’f). Finally, we form our test statistic

as C rl se(C ) and compute a p-value based on a normal approximation using our bootstrap standard

error. We report results for the test in Table C.1.
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Figure C.1: Full prompt for building GPT10K Product Exposure measure from Eisfeldt et al. (2026)

systemprompt = “You are a financial analyst who is an expert in evaluating company filings for their business
implications. \

You are evaluating whether a given company's business description in their annual report suggests that the
company's products will be in higher demand as a result of a recent boom in generative artificial intelligence
applications.’

You are only interested in companies whose product sales might be directly impacted by the Generative AI
boom, not companies that might benefit from labor productivity gains due to incorporating Generative AI into
their processes.

Among the companies that are likely to see their product market positively affected by the Generative AI boom,
ALL of the following might be reasons why they have positive direct exposure:’

1) Empowered users. Technology companies leveraging Generative AI technology to amplify their product
functionality will be directly positively exposed.\n %

2) Enablers: Select makers of semiconductors and related equipment or other infrastructure needed to build
or deploy Generative AI technolegy will be directly positively exposed.\n

3) Hyperscalers: Large companies using their extensive cloud computing infrastructures to commercialize
Generative Al on a large scale will be directly positively exposed. ‘n \

You are reasoning through how a company's product as described in the business description section of the
annual report might be affected by a boom in demand for Generative artificial intelligence applications, taking
into account the possible impact channels just described.\

Then, you use that reasoning to decide if a company is: \n \

Pl: directly positively affected in its product market, which requires that it either supplies products
{e.g. equipment, chips, infrastructure) that will be needed to support the Generative AI boom, or has immediate
benefits in terms of adding AI capabilities into its product, e.g. because of access to proprietary data, or
providing solutions to user problems for which Generative AI is highly complementary. The company should fall
into one of the categories of Empowered User, Enabler, or Hyperscaler to get a P1 exposure score. \n \

P@: no direct positive impact in its product market, as it does not sell inputs into the Generative AI
activities of other firms and does not have immediate ability to incorporate new Al capabilities into its
products. This includes more remote indirect impacts from generative AI leading to broader increases in
innovation or demand for the industry but not necessarily for this company in particular. “n \

Note that you should assign P1 only when there is immediate product market impact (e.g. the company
product involves to a large degree chatbots or text generation that Generative AI can easily improve, or
supplies key inputs), but should assign P@ (not exposed) when the AT impact on the firm's product capabilities
is more remote, or only somewhat probable, such as requiring future AI-based tools to be built by other
companies that might then complement the firm's product. Also note that companies that provide critical inputs
into Generative AI usage, such as infrastructure or hardware can also be directly affected and should get a
score of P1, as those components are essential for using AI and will see higher demand in a boom."

Prompt preceding the “Business” text submission”:

prefix = “Read the following business description from a company's annual report. Then do two things. \
1: Reason step by step to apply a score of P@ (not directly positively exposed) or P1 (directly positively
exposed) to rate its product market exposure. Use the rubric and generative AI product market exposure
categories provided to you before (considering whether the company might be an Empowered User, Enabler, or
Hyperscaler, all of which positively exposed) to decide whether the company's product market is going to be
positively affected by the boom in Generative artifical intelligence. \
Report the label that you think fits best and provide up to two sentences that summarize your reasoning for the
product market exposure score that you assigned. Do not say N/A.\n %

2: Report only the product market exposure score that you determined for the company, which should match
the score in step 1. Do not reply N/A. \n\

The business description follows:\n

Overall prompt structure (here, fulltert is the “Business” description to be scored):

prompt = [{"role": “system", “content": systemprompt},
{"role": "“user", “content"“: user_prompts[@]},
{"role": "assistant", "content": assistant_prompts[@]},
{"role"; "user", “"content": user_prompts(1]},
{"role": “assistant", “content": assistant_prompts[1]}]

Table C.1: Wild cluster bootstrap results for testing part 2 of Assumption 1

Estimate

Covf,j(a)’j,yj) 0.0159
Bootstrap s.e. 0.0112
95% confidence interval [-0.0060, 0.0379]
p-value 0.155

Final-expenditure-weighted mean of a)’j 0.0953

Final-expenditure-weighted mean of y; 0.1155

Number of firms 1,319
Number of NAICS2 clusters 17

Notes: The test uses 9,999 bootstrap draws. We use Rademacher weights (-1 or 1 with equal probability) for
scaling the residuals in the wild bootstrap procedure.
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With a p-value of 0.155, the bootstrap fails to reject the null that Covy, j(a)’j,y j) = 0. We therefore
conclude that potential correlation between firms’ software engineer payroll shares and their expo-

sure to Generative Al through demand channels is not a major threat to identification.

C.2 Oster (2019) Coefficient Stability Test

In Section 3.3, we showed that our second-stage estimate of the cross-sectional slope 4 is robust to
adding a wide variety of controls, as illustrated by Table 2. Following the logic of Oster (2019), if we be-
lieve that selection on unobservables would move our regression coefficient in the same direction as
selection on observables, then we can use this observation to argue that selection on unobservables
is unlikely to fundamentally change our results. We formalize that idea in this section by implement-
ing the test described by Oster (2019). The concept is straightforward: if we know how much our
coefficient of interest changes when we add a variety of observable controls to the regression, and
we believe that selection on observables is somewhat informative about selection on unobservables,
then we can directly scale the difference between the coefficients from the “baseline” and “controlled”
regressions to back out the implied coefficient that would correspond to any possible magnitude of
selection on unobservables. The test is only useful if the observable controls have explanatory power,
in terms of increasing the R? of the regression relative to the baseline specification, because otherwise
they would offer no useful information about either kind of selection.

We take as our baseline regression the specification from column (4) of Table 1, which already
includes NAICS3 fixed effects as well as fixed effects for quintiles of firm assets and sales. For the
“controlled” specification that will be informative about the extent of selection on observables, we
additionally control for the Generative Al task exposure measure from column (5) of Table 1, as well
as the following variables from Table 2: log(market cap) from row 9; four of the financial controls from
row 8, namely book-to-market, operating profitability, investment, and book leverage; HQ state FE
from row 10; the Generative Al product-market exposure measures in row 4; and the payroll shares of
four key non-software-engineer occupations in row 11. To ensure an apples-to-apples comparison,
we run both the baseline and controlled specifications on the subsample of firms for which none of
the extra controls are missing. The results are shown in Table C.2; because the baseline regression
already includes multiple fixed effects, we run versions of the test using both the overall R?> and within
R®.
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Table C.2: Results of Oster (2019) test for second-stage regression

Panel A. Regression results for baseline and controlled specifications

R? type 6 (initial) & (augmented) R? (initial) R? (augmented) AR? N (initial) N (augmented)

Overall 1.38 1.90 0.24 0.35 0.11 809 803
Within 1.38 1.90 0.03 0.10 0.07 809 803

Panel B. Sensitivity of Oster-implied coefficient

R? type Assumed Oster's § | Rmax =1 Rmax = 1.3R1 Rmax = 1.5R;
Overall 0.50 3.44 2.15 2.31
1.00 4.97 2.40 2.73
2.00 8.04 2.89 3.55
Within 0.50 5.33 2.02 2.09
1.00 8.75 2.13 2.28
2.00 15.60 2.36 2.67

Notes: Panel A shows results for the “baseline” regressions from column (4) of Table 1 and for the “controlled”
specification described above. Panel B plugs these coefficients into the Oster test’s formula for the adjusted §
under various assumptions about two parameters: (1) the maximum possible R? from including all possible
covariates, R;;4x, and (2) the degree of selection on unobservables relative to selection on observables, referred
to as “Oster’s 6” (to distinguish it from our second-stage cross-sectional slope, which is also labeled 9).

Each comparison uses the same estimation sample in the baseline and augmented specifications; the final
sample sizes are different only because there are slightly more singleton FE observations in the augmented
specification. The table reports results for both the overall R?> and within R?. Because the augmented spec-
ification includes controls for task-based and product-market-based exposure to Generative Al from Eisfeldt
et al. (2026), which are missing for many firms, the sample size is smaller than in Table 1.

Panel A of Table C.2 shows the regression results from the “baseline” and “extra controls” specifi-
cations, and Panel B gives the implied second-stage coefficient based on various assumptions about
the test’s two parameters. The rows correspond to the degree of selection on unobservables relative to
selection on observables, and the columns correspond to the maximum achievable R? from including
all possible covariates in the regression, as a function of the “controlled” regression’s R? (referred to
as R;). The entry at the center of the table corresponds to the parameter values suggested by Oster
(2019). In this benchmark, selection on unobservables is believed to have the same magnitude as
selection on observables, and the maximum achievable R? is 1.3x the R? from the “controlled” speci-
fication.

Our results clearly pass the Oster test: adding extra controls to our second-stage regression actu-
ally increases our estimate of §. This is the opposite of what we would expect if we believed that failing

to include omitted variables was causing us to arrive at a spurious positive estimate 6 instead of a true
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zero 0. So, in order to drive the true 0 to zero, selection on unobservables would have to work in the

opposite direction from selection on observables.

C.3 Coverage of Employment in Revelio Data

In this section, we use sector-by-occupation employment data from OEWS to account for possible se-
lection in which kinds of workers have profiles observed in the Revelio data. This addresses concerns
about Revelio’s coverage raised by Table A.8: in OEWS data, the national payroll share of Computer
Occupations is 5.3%, compared to our Revelio sales-weighted payroll share for Software Engineers of
11.1% (note that this is not a perfect comparison due to different weights and exact occupation def-
initions). Although Revelio does provide sampling weights at the occupation-by-country level that
aim to correct for the fact that workers in some occupations are more likely to have online profiles
than others, we still find that our sample of Compustat firms over-represents workers in Computer
and Mathematical Occupations, as shown by Figure B.1. To deal with this, we consider an extra cor-
rection in the construction of firms’ software engineer payroll shares that attempts to mitigate these
remaining coverage concerns.

The idea is to compute a scaling factor a,, for each sector n and occupation o, which captures the
extent to which occupation o is over- or under-represented in sector n’s total employment in Revelio
relative to OEWS. Then, we will multiply each worker’s Revelio-provided weight by their correspond-
ing a,, when building firm-level software engineer payroll shares: if Revelio says, for instance, that
Software Engineers have a higher employment share in sector n than OEWS does, then we will have
ane < 1 for Software Engineers. This means that we will down-weight any Software Engineers we ob-
serve in sector n, because we are concerned that this occupation is over-represented in Revelio data

for firms in that sector. The construction is as follows:

JOEWS
_ Sno
Ano = —xp
Sno
where s9WS$ is the employment share of 0 in n from OEWS data, and s%, is the employment share of

o in n in Revelio data, after applying Revelio’s provided weights.

For each high-level Revelio occupation and NAICS sector, we compute s%  using all US employ-
ment from 2021, based on firms’ NAICS codes recorded in Revelio. We build s?"S using May 2021
OEWS data for private industries. Each six-digit SOC code in the OEWS data has its OEWS employ-
ment allocated proportionally across the corresponding Revelio occupations identified by Revelio’s
provided crosswalk, using the observed employment shares of Revelio occupations among all Revelio
employment linked to that SOC code in the crosswalk.

We consider three options for this reweighting procedure: one where we estimate the “scaling fac-

tor” a,, separately for each NAICS2 sector n and Revelio occupation o, one where we use NAICS3
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sectors instead, and one where we pool across industries to generate a single factor a, for each occu-
pation. The NAICS3-based version is more flexible because it corrects for patterns of selection into
having an online profile that may vary across industries, such as if Software Engineers in the Telecom-
munications sector are more likely to have online profiles than Software Engineers in the Apparel
Manufacturing sector. In contrast, the version that pools across sectors is less sensitive to noisy em-
ployment data in small NAICS3-by-occupation cells. As a middle ground, we report results for the
NAICS2-based version in Table 2.

In the specification where we pool across industries, the estimated scaling factor for Software En-
gineers is a, = 0.522: even after applying Revelio’s provided sampling weights, the national employ-
ment share of Software Engineers is almost twice as high in Revelio as in the OEWS data, so we down-
weight each Software Engineer observed in Revelio by almost 50% when computing firms’ software
engineer payroll shares. On the other hand, the scaling factor for Healthcare Providers is a, = 1.28,
meaning that those workers are under-represented in the Revelio data.

As shown in Table 2, our second-stage regression coefficient actually increases from 1.24 to 1.38
when we apply the NAICS2-based scaling factors to each firm’s payroll data. The estimates with the
NAICS3-based and pooling-industries versions of a,, are 1.15 and 1.55, respectively, and are both
still highly significant. So, although applying these corrections implies a somewhat lower economy-
wide software engineer payroll share y compared to the value used in the main text (as suggested
by Figure B.1), the cross-sectional relationship between firms’ Al betas and their software engineer

payroll shares is highly robust to this change in measurement.

C.4 Harte-Hanks Software Budget Data

As described in Section 4.2, we use data on firm-level software budgets from the marketing company
Harte-Hanks to estimate firms’ total spending on inputs that correspond to the model’s software com-
posite object. These numbers are based on establishment-level surveys asking about the IT products
that firms have installed, such as laptops, servers, and software, and they involve some imputation
in addition to the raw survey results. The data cover 2010 and 2012-2016, but we use only 2012-2015
because these are the years with the most stable coverage of IT budgets. In all results reported in
Section 4.2, when we combine the Harte-Hanks software budget data with our main dataset of firms’
software engineering payroll shares (which are from 2021), we multiply each year’s software budgets
by the growth of CPI from the corresponding year to 2021, to ensure that software expenditure and
software engineer payroll have consistent units.

We match the Harte-Hanks dataset to Compustat based on cleaned firm names, then link firms
to individual “sites” in the Harte-Hanks data. Our baseline measure of firms’ software budgets sums

site-level budgets across all of a firm’s establishments, averaged over all years between 2012 and 2015
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for which the firm has non-missing software budget information. As discussed in Section 4.2, in our
regressions, potential concerns about measurement error lead us to instrument for yjr with an alter-
nate version that includes only HQ-location software budgets, for the same reasons that De Ridder
(2024) focuses on HQ locations when measuring firms’ software budgets using this data. Figure C.2
plots the “all-establishments software” version of )/]T against the “headquarters-only software” version
(the instrument), demonstrating that the relationship is reasonably linear.

Figure C.2: Scatterplot of y]T values computed using all-establishments vs. headquarters-only software budgets

40%

30%

20%

SWE + all-sites software composite share

10%

0%

0% 10% 20% 30%
SWE + HQ-only software composite share

Notes: The y-axis plots values of y]T as defined in Section 4.2, and the x-axis plots values of the corresponding
variable produced by replacing “Total software budget” in the numerator and denominator with the software
budget of the firm’s headquarters location. Each variable is trimmed at the 99th percentile within the subset of
firms in our final analysis sample that have non-zero values for both. This figure is conceptually similar to the
first stage of the IV procedure used to estimate §” in Section 4.2, although for simplicity, it plots the raw values
of the LHS and RHS variables, without residualizing on the controls used in the regression; the corresponding
residualized scatterplot looks similar.

To validate the scale of the Harte-Hanks data, we first benchmark total private revenue reported
in Harte-Hanks against private gross output from the Bureau of Economic Analysis (BEA). The results
are shown in Table C.3: in terms of total revenue of the establishments surveyed, the Harte-Hanks

dataset has reasonably good coverage of the universe of US private businesses.
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Table C.3: Harte-Hanks Site-Level Revenue vs. BEA Gross Output

Year H-H Revenue ($bn) BEA Gross Output ($bn) Ratio

2012 18,989.8 24,319.8 0.78
2013 19,098.7 25,368.1 0.75
2014 26,741.1 26,670.3 1.00
2015 25,334.8 26,984.8 0.94

Notes: Private Harte-Hanks revenue excludes establishments tagged as government-related, such as military
bases and schools. Private BEA gross output excludes the federal government, state and local government, and
housing sectors.

We now compare total private software spending in Harte-Hanks to a measure of software invest-
ment from the BEA. Specifically, we consider private investment in prepackaged and custom soft-
ware (fields ENS1 and ENS2) from the BEA's fixed asset tables. We do not include ENS3 (own-account
software) because this would likely not be captured by Harte-Hanks’s surveys, which are focused on
purchases of software rather than in-house spending on the development of new software. The com-

parison is shown in Table C.4.

Table C.4: Harte-Hanks Software Budgets vs. BEA Software Investment

Year H-H Software Budget ($bn) BEA Software Investment ($bn) Ratio

2012 114.4 221.8 0.52
2013 131.1 233.5 0.56
2014 127.5 248.0 0.51
2015 152.9 257.3 0.59

Notes: Private BEA software investment is defined as the sum of prepackaged and custom software investment,
over all sectors excluding federal government, state and local government, and housing.

Although we are unable to perfectly match total software investment in the national accounts, it
is still the case that the Harte-Hanks data cover a significant portion of software investment by US
private businesses. It is worth noting that because Harte-Hanks covers somewhat less than 100% of
private gross output over 2012-2015, as seen in Table C.3, its coverage of true software budgets among
the subset of firms that were surveyed is likely slightly better than the 50-60% figures shown in Table
C.4, where the denominator is based on the full universe of firms.

We also present cross-industry comparisons in Figure C.3. In each year of data that we use (2012-
2015), the cross-industry correlation between log(Harte-Hanks software budget) and log(BEA soft-
ware investment) is above 0.7, as is the corresponding rank correlation. This is further evidence that

Harte-Hanks'’s surveys are picking up meaningful variation in software usage across firms.
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Figure C.3: Cross-Industry Comparison of Harte-Hanks and BEA Software Spending
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Notes: Each panel plots BEA software investment on the x-axis against Harte-Hanks software budgets on the
y-axis, across private industries. BEA software investment is defined as the sum of prepackaged and custom
software investment. Harte-Hanks software budgets are summed across all private sites in the industry. Both
axes are in millions of dollars and use log scales. Panel titles report coefficients from a regression of log Harte-
Hanks software budget on log BEA software investment, along with the log correlation and rank correlation.
We match NAICS3 codes from the Harte-Hanks dataset to BEA industry codes in the fixed asset tables.
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C.5 LLM Prompt for Classifying Firms as Semiconductor-Related

I have attached “firms_for_semiconductor_classification.csv™, a CSV list of firms with their
Compustat GVKEY, ticker, company name, NAICS codes/names, end-of-2021 market cap, and Compustat

business description.

Please return a CSV named “firms_with_semiconductor_classification_gpt56_20260823.csv" that

preserves every original row and column, and adds:

1. “semiconductor_related”: 1 if the firm is directly part of the semiconductor production
supply chain, O otherwise.

2. "semiconductor_category” : short label such as chip_design, chip_manufacturing,
fabless_semiconductor, semiconductor_equipment, semiconductor_materials, EDA_IP,
assembly_testing_packaging, or none.

3. “semiconductor_reason : one or two sentences explaining the classification.

Use “semiconductor_related = 1° for firms whose business description or industry classification
indicates that they:

- design, manufacture, fabricate, package, test, or sell semiconductor devices;

- are fabless semiconductor companies;

- make semiconductor manufacturing equipment;

- produce specialized materials, wafers, photomasks, gases, chemicals, or other direct inputs
for semiconductor fabrication;

- provide EDA software, semiconductor IP, or design tools used primarily in chip design.

Use “semiconductor_related = 0 for firms that are only downstream users of semiconductors; do
not classify a firm as semiconductor-related solely because it uses chips, sells AI products,

operates data centers, sells electronic products, or is in a broad computer/electronics NAICS

sector. For solar/PV companies, use O unless the description clearly indicates

semiconductor-device production beyond solar panels/modules.
When evidence is ambiguous, lean towards “semiconductor_related = 1° only if the firm appears

to be a direct supplier to semiconductor production rather than a downstream technology user.

Keep the output row order unchanged.
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D Proofs

D.1 TFP through the Software Engineering Channel

Step 1: relate TFP to GDP. Proposition 1 of Baqaee and Farhi (2020) defines aggregate TFP changes

as GDP changes net of raw-factor changes weighted by cost-based factor Domar weights:
dlogTFP,i|s = dlogY;.i|g— Asdlogs— ApdlogL.
Both raw primary-factor endowments are fixed, so dlogs = dlogL = 0. Using (45),
AdlogTFP i|s = dlog Yy k| =ydlogS k.

Step 2: pass from flow effects to news. Applying the normalized present-value news operator period

by period gives

Ti=(1-PE~E )| Y pFdlogTFP, |
k=0

= (1-B)(E, — [Et_l)[ Y B¥dlog Yt+k|s]
k=0

:@t:)/yt-

D.2 Endogenous CES Representation of the Task Price Index

This appendix derives the closed form of the software price index (19) stated in Section 4.2, repeated

here for convenience:
T Ayl— 1 /="
Pl = [Baln(p)' "+ BsIyw; "]

)

with productivity indices Ba(Iy) = fol‘ wa(2)"'dz and Bs(I,) = fll,; ws(2)" dz.

Derivation of (19). The CES task aggregator Tj, = [f; ijt(z) 0=1/1 g 21" M=1) has dual unit cost

1 1/(1-m)
pi=| fo a2 dz|

where ¢;(z) is the unit cost of task z. Cost minimization within each task assigns task z to whichever
factor has lower effective unit cost: ¢q;(z) = min{w;/ws(z), pf/ wa(z)}. By the monotonicity of

Ws(2)/y a(2) in z, this minimum is attained by Al for z < I; and by SWE labor for z > I;, with the
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threshold I; defined by the indifference condition (18). Splitting the integral at I;,

1 I; A (1-g 1 w 1-n
1-14 :f Pt d +f d d
fo qulz) dz= | (wA(z)) ), (1!/5(2)) z

I; 1
= (Pf)l_”fo a2 dz+ wi_"fl vs(2)" dz

= BaU)(pH' "+ Bs(UIpw, "

Raising to the power 1/(1 —n) gives (19). The expression has the form of a two-factor CES aggregator
over w; and p# with elasticity n and weights Bs(I;), B4(I;) that depend endogenously on the equilib-
rium threshold. O

D.3 Proof of Proposition 4

Proof. We work to first order around the steady state and drop time subscripts on steady-state ob-
jects. We assume that the steady-state price ratio w/p lies strictly inside the range of ws(I)/y 4(I)
for I € [0,1], so the equilibrium threshold satisfies I € (0,1). We restrict attention to sufficiently small

perturbations that preserve interiority.

Step 0: accounting with scarce compute and materials. Because the Al input is built from compute
rather than from the final good, the only roundabout use of output is materials, exactly as in Section
2. Let Q; denote total use of the final-good composite (consumption plus materials) and C; aggregate
consumption, which equals real GDP in this economy. With materials the fraction 1 — a of each pro-
ducer’s cost, C; = Q;/0 with8 =1/[1-(1 — a)gg—l], so dlogC; = dlogQ;. Each good’s demand scales
with total use, yj; =w;(pj/Pr) ¢ Q.

As in Section 2, the time-t final-expenditure shares are f;; = wj(pjt/Pt)l‘E = pjicji! Cy, which
integrate to one; the sales-Domar weights Aj; = p;;y;:/C; equal Hfjt.z Write y! = fol fjty]Ttdj for the
time- ¢ final-expenditure-weighted software-composite cost share, and let y” denote its steady-state
value. Constant markups make each producer’s cost the fraction 5;—1 of its revenue, with the input
bundle H;; accounting for the fraction « of cost and materials the fraction 1 - a; the software supplier
and the Al sector are competitive. Integrating input bills across producers at time ¢ and splitting the
software bill into its SWE and compute parts, in proportions 1 - p; and p;, gives the factor-income

identities
wrs=A-p)ay; Qi priK=pray{Qr,  WiL==al-y])Q:. (D.1)

Adding materials spending % (1-a)Q; and profit %Q ¢ Tecovers gross output Q;; netting out materials

2Unlike in Section 2, the fj+ are no longer the firms’ value-added shares: firm value added here also nets out purchased
software, and the SWE payroll and the compute rents are the value added of the software supplier and the Al sector. The
proof uses these shares only as final-expenditure weights.
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leaves nominal GDP w;s+ pk, K+ W;L+ %Qt = C;, of which the compute rent pg, ;K is a component.
Step 1: the software price (envelope argument). Differentiating (19) with respect to (w;, pA, 1)),
the threshold terms enter through B',(I;) = wa(I)" ! and Bg(I) = ~yps(I)"! and sum to
[(pHY My A (1) - w “Mps(I)"1]dI,, which the indifference condition (18) sets to zero. Di-
viding the remaining terms by (1 -n)(p, 1= and using p; = BA(It)(p’;‘)1 "/(ptT)l T gives

dlogp! = (1-p)dlogw; +pdlogp?,  pi= ITSIZL‘
t

with the coefficients evaluated at the steady-state p. The cross-task elasticity n does not appear: by

) (D.2)

the envelope theorem, reassigning the indifferent marginal task is first-order costless, so p! moves as
if the automation threshold were fixed. Holding w; and pk,; fixed, this delivers the software-sector
productivity gain dlogS; = —dlogp! |y, p, = pdlogSs.

Step 2: cross-sectional profit response. With y;; = w; p]Tth and constant markups, dlogm;, = (1 -
g)dlogmecj; + dlogC;. Shephard’s lemma applied to (20) and (D.2) gives

dlogmcj; = —dlogA; + a dlogW,; — ayjrxtT, x, =dlogW; - dlogptT,

so the relative price driving substitution is that of the software composite against non-SWE labor. The

numeraire P; = 1 weights by final-expenditure shares, 0 = fol fidlogmecj.d j, hence
adlogW;—dlogA; = ayTxtT (D.3)

Subtracting,
dlogmj; = (s—l)a(y]r—yT)x;r+dlogCt. (D.4)

The Hicks-neutral shock A, cancels from x! and the time-varying discount factor 8, does not en-
ter production; both move only the firm-invariant terms dlog W; and dlogC;. Software engineering

productivity is the sole source of cross-sectional variation.

Step 3: general-equilibrium factor prices and the automation margin. We determine x! from
factor-market clearing, setting dlog A; = 0.

(i) Numeraire. Because dlog A, = 0, equation (D.3) reduces to adlogW; = ay” x!. Dividing by «
yields dlog W, =yTx!.

(ii) The displacement elasticity. Differentiating the time-  compute share p; = B4 (I t)(p‘;‘)l (p; yl-n

with the threshold moving through the indifference condition (18), and evaluating at the steady state

gives
dp: * A * v
=" -1)(dlogw;—dlo ), =N+———->n, (D.5)
o(l-p) n g Wy 8P n=n 90(1—p) n
ws()

where 9 = £ log is the slope of comparative advantage at the margin and v = (w/y (1) ™/ (pT)1 ="

wall)

3Throughout this appendix, we assume that v 4 and g are positive and continuous on [0,1] and differentiable in a

neighborhood of any equilibrium threshold, with 0 < dil log zj((?) < oo at the threshold.
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the cost weight of the marginal task. The derivation parallels Step 1 but retains the share term that
drops out of the price derivation: n* combines an intensive part i) (substitution at a fixed threshold)
and an extensive part v/[9p(1 — p)] (the threshold reassigning tasks).

(iii) Factor markets and incidence. With (s, L, K) fixed, the income identities (D.1) imply

d
dlogw; = —% + dlogytT +dlogCy,

d
dlogpxk,: = % + dlog)ftT + dlogC;, (D.6)

dlogw, = - 211
Oth——l YT+d10gCt.

Subtracting the first two relations in (D.6) gives the incidence identity dlogw; — dlogpk,; =
—dp/[p(1— p)]: with both factors fixed, the relative price absorbs the share movement one-for-one.
Combining with (D.5) and dlogp# = dlogpk,; — dlogS? delivers the change in the share and the

SWE-compute displacement,

*

-1
dlogSf, dlog We __7 " dlogS‘;‘. (D.7)

n* PK,: n

(iv) Reallocation and solving for xI'. CES demand and (D.4) give dlog fj; = (e — l)a(yjr —yD)xl,

n*-1

dp:=p(1-p)

and the CES payroll-share formula gives dy! = (o — 1)yT (1 - yT)x!; these combine exactly as in the
jt J jt y

benchmark in the proof of Lemma 1 to

T Ty T T T (UYT)Z
dlogy, =1-y)E" -Dx;, X :U+[a(€—1)—(0—1)]YT (D.8)

1-yh
Combining (D.6) with the envelope (D.2) and dlog pf =dlogpk,;—dlog S{‘ collapses the share move-
ment: dlogp! = dlogy! + dlogC, — p dlogS%, in which dp,, and hence 1*, cancels. The non-SWE
identity in (D.6), together with (D.3) at dlogA; = 0 and (D.8), gives dlogC; = yT=Tx!. Substituting
both into x! = dlogW; — dlogp!, the coefficients collect to =T and

1
xl = ﬁdlogst. (D.9)
Step 4: firm value and inversion. Substituting (D.9) into (D.4),

e-1
dlogm, = aF(y]T —vT)dlog$; + dlogC;

-1
= agz—T)/]r dlogS; + (firm-invariant).

The same linearization holds at every horizon. Aggregating with V;; = E, [ Y r20=st+77j,r+7 | and tak-

ing the unexpected period-¢ return, exactly as in the proof of Lemma 1, yields the first-order firm-

return response

e-1
Rjr—E¢1[Rjel = “?Y]Tyt + Ui Fr=01-p)(E; _[Et—l)[ > p*dlog S,k
k=0

)
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where p, is firm-invariant. Projecting on the residualized Al-index return gives ,6’}1 = A+ a’sz;Tle]T,
where B is firm-invariant and « is the projection of #; on R in (8). The firm beta is affine in the
composite payroll share y]r, so the second-stage partial regression on y;‘.r has slope
Al T
T_COVj(ﬁj,leXj)_ e—1

= —xka—— =x657, = .
Varj(y]”Xj) T =T

Rearranging gives x =57 /6%7, which is (21), with the structural gradient 5657 = a(e —1)/Z7.

Step 5: GDP impact. Real GDP is consumption, dlogY; = dlogC;. The non-SWE income identity in

T
(D.1), with L fixed, gives dlogC; = dlogW; + ld_szT. Using (D.3) at dlog A; = 0 together with (D.8),

dlogV,=y"[1+ " -1]x] =y =" x] =y" dlogs,,

the last step using (D.9). Equivalently, the fictitious-producer construction in Baqaee and Farhi (2020)
gives the software-composite supplier the cost-based Domar weight fol (fila) ayjrd j=v'. The factor-
reallocation term in (43) again vanishes for the same reason as in Step 3 of the proof of Proposition
3. Although the shock changes the division of factor income among SWE labor, non-SWE labor, and
compute, sales remain proportional to f;, the markup p and the cost share a are uniform across pro-
ducers, and the competitive software suppliers and the Al sector pass revenue through to factor pay-
ments one for one. Aggregate factor income w;s+ W;L + pk ;K therefore remains the fraction af/u
of GDP at all dates, so the weighted changes in the three factor-income shares cancel. At the steady
state, the relevant cost-based shares are (1 - p)y!, 1-y', and py’. The movement in p, merely re-
distributes the software bill between SWE wages and compute rents within this constant total. Ag-
gregating over horizons exactly as in the proof of Proposition 3 gives %; = y’.%#;, and linearity of the
projection delivers E* [%; | RM] = yTx R, which is (22). Substituting (D.9) into dlog Y; = y =T x! gives
dlogY; =yTdlogsS;: alarger aggregate substitution elasticity =7 dampens the relative-price response
but proportionally raises the GDP response to that relative-price change. The cost-based Domar in-
terpretation is on a GDP basis: the downstream weight f;/a offsets the direct software cost share ayjr,
leaving the aggregate weight y”. As p — 0 the composite collapses to software-engineering labor and
yT, =T reduce to their Section 2 counterparts.

O

D.4 R&D Optimality and Market Clearing in Section 5

This appendix states the R&D optimality condition, the market-clearing conditions, and the definition

of competitive equilibrium for the innovation economy of Section 5.

R&D optimality. New varieties are drawn from the same type distribution of software engineering

intensity ¢; as existing varieties, so that the expected value of an entrant equals V*, where V* =
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n*/(1 - Bp) and n* is the average per-period steady-state profit, with the expectation taken over
the distribution of ¢;. Hence, each additional unit of the final-goods input to R&D, X, creates
S rARGM*1(0G/0XR) Nk new varieties with dG/0Xg = arG/ Xy, and each newly created variety has
expected discounted value fV*. The steady-state optimality condition on the Xz margin therefore
equates the unit cost of final output to its marginal benefit in variety creation,

*
*/IR—I aRG
*

R

1=pV* -8rArG N*9x, (D.10)

Markets and equilibrium. Let m% denote economy-wide materials demand for variety j, and let

xg,j: denote R&D demand for variety j. The corresponding aggregate composites are

N; (e—1)/e qele-1
XR’t:[‘[o Xp it d]] .

Goods markets clear variety by variety, y;j; = ¢j; + m% + Xg,j¢. Production labor-market clearing is
fONt sjtdj = s and fONt Lj;dj = L as in Section 2; R&D labor is sector-specific and clears within the

R&D sector. GDP is value added, gross final-good output net of intermediate materials,
Yt:Q[—M[:CI‘FXR,I. (D].].)

A competitive equilibrium is a collection of quantities, prices, and firm values such that households
and firms optimize, the R&D optimality condition (D.10) holds, R&D factor returns equal marginal

value products, and all markets clear.

D.5 Inversion under Endogenous Innovation

At the steady state, financial markets value each existing variety’s future profit stream with discount
factor Bp, since the variety survives only with probability p each period. We therefore define the

obsolescence-discounted software engineering productivity news as
= (1—/59)([@—[@_1)[ Y (B)*dlog S,k |, (D.12)
k=0

which replaces the pure §-discounted news object .%; of Section 2. If log software engineering pro-
ductivity follows a random walk, so that innovations are permanent, the obsolescence-discounted
news term equals the corresponding innovation in log productivity. Hence, a single unanticipated

permanent innovation gives 5@9 =dlogS; regardless of p.

Proposition 6 (Inversion under Endogenous Innovation). Consider the model of Section 5.1. To first

order, each active variety j's unexpected return is linked to news in normalized present-value software
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engineering productivity by
S s_ €-1 ay
Rjt—Ei1[Rj1 =6% S+, 6°=a—, Z:0+[a(s—l)—((f—l)]y(l_y),

z
where 072, = fON* filyj—y)*dj is the final-expenditure-weighted cross-sectional variance of software en-

(D.13)

gineering payroll shares at the stationary steady state, and [, is firm-invariant. The best linear predic-
tor of news in normalized present-value software engineering productivity given the contemporaneous

movement in the residualized Al index is

- - 0 z
E*[#f | RM =« RY, where « = —

55 = 2e—D) 0. (D.14)

This is identical to the benchmark inversion of Proposition 1.

The structural gradient §° is the same as the structural gradient from Section 2, with the same de-
pendence on (o, ¢) and on the payroll-share dispersion ai. Endogenous variety creation enters the
firm-value response only through two level effects: a common shift in production wages induced by
the changing mass of varieties, and a common shift in aggregate goods demand as X co-moves with
Y*. Both shifts are firm-invariant and absorbed into p; neither contaminates the payroll-share load-

ing that the cross-sectional regression isolates.

Proof. The proof differs from the proof of Lemma 1 in two ways: the mass of varieties can move, and
active varieties survive with probability p. Neither change affects the cross-sectional production-side
gradient. Let

x;=dlogS;— (dlogw; — dlogW;)

denote the reduction in the effective software engineering cost relative to non-SWE labor.

We first show that the extensive margin drops out of the distribution of expenditure shares. To
formalize, let h(¢p) denote the fixed probability density of software engineering intensity. Because
survival is type-independent and entrants draw their type from h(¢), the measure of active varieties
of type ¢ is N h(¢)d¢p at every date. Writing p;(¢p) and y(¢p) for the price and payroll share of a type-¢
variety, the final-expenditure-share density over types is
N h(@)pi(¢)'~°

p}¢
with [ fi(Pp)d¢p =1 and y; = [ fi(p)y:(p)d¢p. Differentiating the price index and imposing the nu-
meraire P; = 1 gives [ f(¢p)dlogp(Pp)d¢p = E_le log N;: a change in the variety mass must be offset by

fi(p) = , P f =N, f h(p) p(p) ¢dep,

a common change in prices. Because h(¢) is fixed, differentiating the expenditure-share density then

gives

dlog f;(¢p) = dlog N, + (1 - e)dlog p; () = (1 —¢) dlogpt«p)—ff(gﬁ)dlogpt(gﬁ)d@ ,
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so the direct dlog N; term is exactly offset by the common price change required to keep P; = 1, and
only price changes relative to the expenditure-weighted mean move the distribution of expenditure
shares.

The production technology, markup, and payroll shares (with cost share ay(¢) for a type-¢ va-
riety) are the same as in Section 2, so the constant markup and Shephard’s lemma deliver the same

demeaned price response as (31):

dlogp.(¢) —ff(cﬁ)dlogpr(cﬁ)dcﬁ = —aly(®) - ylx.
Hence dlog f;(¢) = a(e — 1)[y(¢p) — y]x; and the CES payroll-share response dy(¢) = (0 — 1)y(¢p)[1 —

Y ()] x; coincide with their fixed-variety counterparts, so the computation of dy; in Step 2 of the proof
of Lemma 1 applies verbatim and gives dy; = [(0 — 1)y(1 —y) + (a(e = 1) — (¢ — 1))o3] x;. Production

labor-market clearing,
e—-1 e—1
wes = T“YtQt and WL = ?a(l =Y1)Qs,

with fixed factor supplies again implies dlogw; — dlogW; = dy;/[y(1 — )], because total final-good
use Q; cancels in the ratio of the two conditions. Substituting the expression for dy into the definition

of x; gives, exactly as in the proof of Lemma 1,

oy
yd-7)’
Per-period profit for an active variety j of type ¢; is wj; = p:(¢ j)l_E Q/e. Splitting its price

1
xt:EdlogSt, where Z=o+[ale-1)-(0-1)]

change into the demeaned response above and the common mean ﬁd log N;, and substituting
x;=dlogS,;/%,
e—1
dlogmj, = aT)/jdlogSt + (firm-invariant),

where the second term collects everything common across active varieties: the demand change
dlogQ;, the variety-mass term —dlogN;, and the term proportional to the mean payroll share y.
The same linearization applies at every horizon. Substituting this profit response into (25), using the
steady-state relation =, ;. = A%, and applying the expectation revision in (D.12) gives
)
Rj;—E;1[Rj¢] = (1- o) (E;—E;-1) [ ];)(ﬁg)k(dlogﬂj,wk +dlogZ; 11 k)
= 55ijt9 + Uy,

where 6° = a(e —1)/Z and y;, collects all firm-invariant terms, including SDF news. This establishes
(D.13).

Projecting the excess return R;; — R{ (equivalently its unexpected component by condition (ii) in
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Section 2.3) on the residualized Al-index return R} gives

- - Cov, (g, RM Cov, (¢, RA
B =iy, P e l) SO )
J Var(RM) Var(RM)
Taking the cross-sectional partial regression coefficient on the payroll share y ; conditional on controls
X; gives 6 = 6. Rearranging yields
o >

K=—= -0.

65 ae-1)

Condition (i) in Section 2.3 gives E[R2] = 0. The law of iterated expectations also gives E[#?] = 0

because th is a conditional-expectation revision. Hence the best-linear-predictor intercept in (D.14)
is E[.#°] — kE[RM] = 0. This proves (D.14). O

D.6 Proof of Proposition 5

Proof. We first derive the production-side decomposition in (27), holding A fixed, and then combine

it with the innovation block.

Output. Constant markups imply Q* = [p;y;dj = 56, where Q" is total use of the final-good
composite and € = f 6;dj is total cost. Labor is the cost share a and materials the share 1 - a, so
w*s+ W*L = a6 and aggregate materials are M* = (1 — a)%. GDP is value added, Y* = Q* — M*;
eliminating € = (w*s+ W*L)/a gives

. W's+W*Lp ¢

Y™ = -1-a)|,
a e—1

where (w*, W*) are steady-state production wages. The endowments (s, L) are fixed and the bracket
is constant, so log-differentiating gives
w*s
dlogY™* =ydl *+(1-y)dlogW*, =— D.15
0g ydlogw" +(1-7y)dlog Y= s WL ( )
The weight y is the aggregate software engineering payroll share. Writing the SWE wage bill w*s =
J ay€;dj and the total labor bill w* s+ W* L = a6, and using the value-added share identity €;/€ =
fi /
w*s ay;j€;dj /‘ )
= = : d ,
w*s+W=L a€ fividj

the final-expenditure-weighted payroll share of Section 2.

Numeraire. Under constant markups, dlogp; = dlogmc;. By Shephard’s lemma applied to the

unit-cost function dual to (1), with final-good materials priced at the numeraire,
dlogmc; = ayjdlog(w*/S) + a(l-y;)dlogW™, (D.16)

where the labor coefficients ay; and a(1 —y;) sum to a, the labor cost share, because materials take

the cost share 1 — a and carry no price movement, and we hold A fixed. When N* changes simultane-
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ously with S, the numeraire condition must account for the extensive margin. The total differential of
Pl = [V pl-edj=1is

" foN* P}_Ed]'

0:(1—5)f fidlogp;dj+——7"—

0 N*

where the second term is the average contribution of a marginal entrant mass drawn from the same

dN*,

type distribution as incumbents. Since fON* p}‘g dj =1, substituting and rearranging,

ﬁ; ﬁdbgmdjzgg?%L.

Applying (D.16) gives ay dlog(w*/S) + a(1 —y)dlogW* = dlog N* /(¢ — 1); dividing by «a gives the nu-
meraire condition with extensive margin,

dlogN*
ae-1)"
Combining. Adding and subtracting y dlog S in the output expression above,

ydlog(w*/8)+ (1-y)dlogW™ = (D.17)

dlogY* =ydlogS+ydlog(w*/S)+ (1-y)dlogW™.

By (D.17), the last two terms equal dlog N*/(a(e —1)). Hence dlogY* =y dlogS+ dlog N*/(a(e — 1)),
which is (27).

We now solve for the innovation-augmented response. The proof proceeds in three steps: the
R&D optimality condition pins X as a constant fraction of GDP, the stationary-variety condition de-
termines dlog N* in terms of (dlog S, dlog Y *), and the resulting system is solved jointly with (27).
Step 1: the optimality condition pins dlog X = dlogY*. Multiplying both sides of (D.10) by X, and
using the Cobb-Douglas property (0G/0Xg) Xr = arG gives

X} = BV ARaprSrG* R N* 8, (D.18)

The stationary-variety condition requires new variety creation to exactly replace obsolescence. Set-
ting Nyy1 = Ny = N* in (26),
(1-p)N* = 5RG* R N*9x, (D.19)

Substituting (D.19) into (D.18) yields X, = BV*Arar(1 —p)N*. Using the steady-state variety value
V* =% /(1-Bp) from the SDF-weighted survival value (25), and the fact that, since entrants are drawn
from the same type distribution as existing varieties, 7* N* = fON ' Jr;f dj=11%,
X5 = BAR(1 _Q)aRH*.
1-pp
Under constant markups, total profit is a constant fraction 1/¢ of total revenue, so [1* = Q*/¢. Mate-
rials are the fraction 1 — a of each variety’s cost, and cost is the fraction 5;—1 of revenue, so aggregate

materials are M* = (1—a) %Q*. The resource constraint (D.11) therefore gives Y* = Q*-M* = Q*/0,
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where =1/[1-(1—-a) %] is the ratio of gross final-good use to GDP. Hence IT* =0Y * /¢, and
* ﬁ/lR(l_Q)aRe *
R = Y .
£(1-po)

Every coefficient on the right is a structural parameter that does not vary across steady states. Log-

(D.20)

differentiating (D.20) gives
dlog Xy =dlogY™. (D.21)

Step 2: the stationary-variety condition gives dlog N*. Log-differentiating (D.19) (with p and dy
constants),
dlog N* = ApdlogG™ + ¢prdlogN™,

which rearranges to dlog N* = 1il(’;R

and the sector-specific R&D endowments (sg, Lg) are fixed,

dlogG*. Because G is Cobb-Douglas with constant exponents

dlogG* = a;dlog(Ssg) + ardlogLg + ardlog X, = asdlog S+ ardlog X5.

Substituting (D.21) gives

A
dlogN*:1 R (asdlogS+ agrdlogY™). (D.22)
R

Step 3: solving the system. Equations (27) and (D.22) form a linear system in (dlogY™,dlog N*)
given dlogS. Substituting (D.22) into (27),

. /lR
ae—1) 1-¢p
=ydlogS+iasdlogS+iagrdlogY™,

dlogY* =ydlogS+

(asdlogS+ agrdlogY™)

where 1 = Ag/[a(e —1)(1 — ¢r)]. Collecting dlog Y * terms,
(1—tagr)dlogY™ = (y +1as)dlogS.

The coefficient 1 —tar > 0 by the stability condition stated in footnote 30. Dividing gives (28). O
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E Additional Tables

Table E.1: Twenty largest holdings in the THNQ ETF

Rank Company Portfolio Weight (%)
1 Lumentum Holdings (LITE) 5.05
2 Palo Alto Networks (PANW) 3.95
3 Lam Research (LRCX) 3.12
4 Nebius Group (NBIS) 2.97
5 TSMC (2330.TW) 2.97
6 Teradyne (TER) 2.84
7 ASML Holding (ASML) 2.79
8 Analog Devices (ADI) 2.65
9 Cloudflare (NET) 2.64
10 Cognex (CGNX) 2.57
11 MediaTek (2454.TW) 2.50
12 Alphabet (GOOGL) 2.44
13 Global Unichip (3443.TW) 2.38
14 Arista Networks (ANET) 2.27
15 NVIDIA (NVDA) 2.25
16 Infineon Technologies (IFX) 2.25
17 Advanced Micro Devices (AMD) 2.24
18 Meta Platforms (META) 2.21
19 Amazon.com (AMZN) 2.21
20 Pure Storage (PSTG) 2.16

Top 20 Total 54.46

Notes: This table reports the twenty largest holdings in the THNQ ETF by portfolio weight as of March 21, 2026. The fund
held 51 securities in total on this date. Source: ROBO Global ETFs (https://www.roboglobaletfs.com/thnq).



Table E.2: Twenty largest holdings in the AIQ ETF

Rank Company Portfolio Weight (%)
1 SK hynix (000660.KRX) 4.34
2 Samsung Electronics (005930.KRX) 4.26
3 Netflix (NFLX) 3.65
4 Micron Technology (MU) 3.54
5 Cisco Systems (CSCO) 3.47
6 TSMC (TSM) 3.34
7 Apple (AAPL) 3.32
8 Broadcom (AVGO) 3.16
9 NVIDIA (NVDA) 3.11
10 Meta Platforms (META) 3.05
11 Alphabet (GOOGL) 3.03
12 Palantir Technologies (PLTR) 3.02
13 Amazon.com (AMZN) 291
14 Microsoft (MSFT) 2.81
15 Tencent Holdings (0700.HK) 2.81
16 Oracle (ORCL) 2.79
17 Tesla (TSLA) 2.72
18 AMD (AMD) 2.64
19 IBM (IBM) 2.33
20 Alibaba Group (BABA) 2.30

Top 20 Total 62.60

Notes: This table reports the twenty largest holdings in the AIQ ETF by portfolio weight as of March 21, 2026. The fund
held 84 securities in total on this date. Source: Global X ETFs (https://www.globalxetfs.com/funds/aiq).



Table E.3: GPT-5.6-classified semiconductor-related firms

Panel A: NAICS6 composition of GPT-5.6-classified semiconductor-related firms

NAICS

Count of firms

334413: Semiconductor and Related Device Manufacturing
333242: Semiconductor Machinery Manufacturing
334513: Instruments and Related Products Manufacturing for Measuring,

Displaying, and Controlling Industrial Process Variables

39

w

334515: Instrument Manufacturing for Measuring and Testing Electricityand 3

Electrical Signals
513210: Software Publishers
325120: Industrial Gas Manufacturing

331410: Nonferrous Metal (except Aluminum) Smelting and Refining

333310: Commercial and Service Industry Machinery Manufacturing

333314: Missing / Unknown

334511: Search, Detection, Navigation, Guidance, Aeronautical, and Nautical

System and Instrument Manufacturing

336110: Automobile and Light Duty Motor Vehicle Manufacturing

Missing: Missing / Unknown

— e e e = W

Panel B: 25 largest GPT-5.6-classified semiconductor-related firms

Rank Firm Market Cap (2021)
1 LINDE PLC $177.6 B
2 TEXAS INSTRUMENTS INC $174.1 B
3 APPLIED MATERIALS INC $139.5B
4 KLA CORP $64.8 B
5 MICROCHIP TECHNOLOGY INC $48.4 B
6 STMICROELECTRONICS NV $44.5B
7 GLOBALFOUNDRIES INC $34.6 B
8 ON SEMICONDUCTOR CORP $29.4 B
9 SKYWORKS SOLUTIONS INC $25.5B
10 MONOLITHIC POWER SYSTEMS INC $22.8B

Continued on next page



Table E.3: GPT-5.6-classified semiconductor-related firms (continued)

Panel B continued

Rank Firm Market Cap (2021)
11 ENTEGRIS INC $18.8 B
12 QORVO INC $17.0B
13 WOLFSPEED INC $13.0B
14 SYNAPTICS INC $11.4B
15 LATTICE SEMICONDUCTOR CORP $10.6 B
16 MKS INC $9.7B
17 IPG PHOTONICS CORP $9.1B
18 SILICON LABORATORIES INC $79B
19 SITIME CORP $6.1 B
20 AMKOR TECHNOLOGY INC $6.1 B
21 MAXLINEAR INC $5.8B
22 SEMTECH CORP $5.7B
23 POWER INTEGRATIONS INC $5.6 B
24 MACOM TECHNLGY SOL HLDGS INC $5.5B
25 CIRRUS LOGIC INC $5.3B

Notes: Both panels restrict attention to firms that remain after excluding THNQ/AIQ constituents and before drop-

ping semiconductor-related firms; this yields 64 firms. Panel A reports the NAICS6 composition of firms that GPT 5.6

classified as semiconductor-related. Panel B reports the 25 largest GPT-5.6-classified semiconductor-related firms

ranked by end-of-2021 market capitalization. Panel A reports NAICS entries as code followed by description. Market

capitalization is reported in billions of U.S. dollars.



Table E.4: Firms with the highest and lowest software engineer payroll shares

Rank Firm

NAICS2

Market Cap (2021)

Panel A: 20 firms with the highest software engineer payroll shares

1

© 0 N O Gk~ w N

e e T e T e T e T o T = T B = R =
© 00 N OO Uk W N = O

20

Panel B: 20 largest firms with zero software engineer payroll share

1

0 N O s W

CIMPRESS PLC

INNOVIZ TECHNOLOGIES LTD
UBIQUITTINC

MASTECH DIGITAL INC
CIENA CORP

ENERGOUS CORP

ARLO TECHNOLOGIES INC
PAYPAL HOLDINGS INC
MARQETA INC

GARMIN LTD

SHIFT4 PAYMENTS INC
SONOS INC

AEVA TECHNOLOGIES INC
CAMBIUM NETWORKS CORP
EXPEDIA GROUP INC

BED BATH & BEYOND INC
LANTRONIXINC

COMTECH TELECOMMUN
EXTREME NETWORKS INC
MOTOROLA SOLUTIONS INC

O’REILLY AUTOMOTIVE INC

HERTZ GLOBAL HOLDINGS INC

API GROUP CORP

AMN HEALTHCARE SERVICES INC

SONOCO PRODUCTS CO
CELSIUS HOLDINGS INC
WINGSTOP INC

NATIONAL BEVERAGE CORP

31-33
31-33
31-33
56

31-33
31-33
31-33
52

52

31-33
52

31-33
31-33
31-33
56

44-45
31-33
31-33
31-33
31-33

44-45
53
23
56
31-33
31-33
72
31-33

$1.9B
$0.9B
$19.2B
$0.2 B
$11.9B
$0.1B
$0.9B
$220.3B
$7.2B
$26.2 B
$3.0B
$3.8B
$1.6 B
$0.7B
$27.1B
$2.5B
$0.3B
$0.6 B
$2.0B
$45.9B

$47.3B
$11.2B
$5.8 B
$5.8 B
$5.7B
$5.6 B
$5.2B
$4.2B

Continued on next page



Table E.4: Firms with the highest and lowest software engineer payroll shares (continued)

Rank Firm NAICS2 Market Cap (2021)
9 ACADEMY SPO AND OU INC 44-45 $3.9B
10 AMERICAN STATES WATER CO 22 $3.8B
11 FIRSTCASH HOLDINGS INC 52 $3.6 B
12 INTERPARFUMS INC 31-33 $3.4B
13 LATHAM GROUP INC 31-33 $3.0B
14 CLEARWAY ENERGY INC 22 $2.9B
15 KENON HOLDINGS LTD 22 $2.8B
16 H20 AMERICA 22 $2.2B
17 KNOWLES CORP 31-33 $2.2B
18 XENON PHARMACEUTICALSINC 31-33 $1.6B
19 HIGHPEAK ENERGY INC 21 $1.4B
20 FLEXLNGLTD 48-49 $1.3B

Notes: Panel A reports the 20 firms with the highest software engineer payroll shares in the sample. Panel B reports

the 20 largest firms with zero software engineer payroll share in Revelio. Market capitalization is reported in billions
of U.S. dollars.



Table E.5: Summary statistics for baseline first-stage firm betas on THNQ excess returns

Statistic Value

N 1874
Mean -0.043
SD 0.512
Min -3.331
P10 -0.529
P25 -0.314
Median  -0.084
P75 0.194
P90 0.541
Max 3.346

Share>0 0.411

Note: The sample uses the balanced 2022-2025 panel and the baseline FF3 specification. Betas are firm-level coefficients
on weekly THNQ excess returns from the baseline FF3 first-stage specification. Each observation is a unique firm (gvkey).
Share > 0is the fraction of firms with a positive beta.




F Franchise Duration and Heterogeneous SDF Loading

This appendix microfounds the extended firm-value response (11) of Section 2.4 by endowing each

firm with a finite franchise duration on the common stochastic discount factor.

E1l Setup

Each firm j is a single legal entity that holds a proprietary franchise over its good. If firm j is alive at the
start of period 7, it survives to the start of 7+ 1 with probability p; € (0,1], independently across firms
and independently of aggregate shocks. Upon death, the incumbent’s equity is extinguished and a re-
placement entity with identical technology (¢, 0 ;) is immediately installed in the same goods-market
position, facing the same CES demand curve. The replacement’s equity is endowed to the represen-
tative household at birth. The parameter p; is a structural primitive of firm j’s franchise (a patent
length, imitation lag, or charter renewal horizon), not an asset-pricing parameter. The benchmark of
Section 2 corresponds to g; = 1.
For the discount-rate component, write the one-period discount factor as

ﬁt:ﬁev?, P = Pe

vF Ue (Cr+1)
uc(Cy)
The steady state has v= = 0, so the steady-state SDF satisfies Z;, ;. x = B~.

Because the replacement firm operates the same technology and faces the same demand curve as
the incumbent it succeeds, the cross-sectional distribution of active firms is time-invariant: at each
date exactly one firm of each index j is alive and produces using technology ¢ ;. The static allocation,
equilibrium factor prices (w;, Wy), unit costs mc;;, Domar weights A j;, and aggregate consumption C;
are identical to those of the benchmark economy. Mortality changes only the mapping from firm j’s
profits into equity claims on those profits, not the profits themselves. In particular, the period-profit
response of Section 2 carries through verbatim.

The replacement at 7+ 1 has the same technology, faces the same aggregate state, and is itself alive
with probability p; going forward, so its equity at birth has the same conditional value as the incum-
bent would have had at 7 + 1 had it survived. Firm-level death is therefore idiosyncratic with respect
to the household’s marginal utility, and the representative-household SDF =; ;.1 depends only on ag-
gregate shocks. The same SDF prices every firm’s equity. Firm j’s equity, the claim on the operating

profits of the current incarnation, satisfies the recursive pricing equation
Vite=mje+ 0 [=r 41 Vi 41D

together with the transversality condition limj_. Q?[Et [Z41+k Vi r+k] = 0, which holds for value paths

bounded around the steady state because fp; < 1. Iterating forward and using the independence of
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survival from aggregate shocks,

o0
Vie = [Et[ Z Q?Et,ﬁkﬂj,t-&-k . (E1)
k=0

Setting p; = 1 recovers (2) exactly.

E2 Firm-Value Response

Define the firm-specific news operator
2, =1 -Bp(E:~Er)| Y BdlogXiuk|, B =PBej, (F2)
k=0

for any stochastic process X. When the period-¢ forecast revision is uniform across horizons, as un-
der a random-walk process for log X;, ,%t(j ) equals the period-¢ innovation dlog X; — E;_;[dlog X;]
for every p, because the duration weights (1 - B i) ﬁf sum to one. When p; =1, &, [(j ) reduces to the
benchmark news operator Z;.

With mortality, Rj; is the return on firm j’s equity conditional on the incumbent surviving the
window, which to first order equals dlog Vj; —dlogV; ;—1, and E;_ [R;] is the corresponding survival-
conditional expectation. The mortality component of the unconditional return is idiosyncratic and

unpriced, and drops out of the aggregate-news revisions below.

Lemma 2 (Firm-Value Response with Franchise Duration). 7o first order, firm j's unexpected return is
Rjt—E1[Rji =85(y; -V +6 + 2, (E3)

where yt(j ) and Cglfj ) are the firm-specific news inlog S andlogC defined via (E2), and the firm-specific

SDF news is o0
@ij) = (1 —:Bj)([Et_[Et—l)[ > 5§d10g3t’t+k )
k=0

Proof. The franchise-duration block leaves the static allocation unchanged, so the period-profit re-
sponse of Section 2 applies horizon by horizon: dlogm; ;v = 65()/]- —y)dlogS;ii + dlogCiik. As
elsewhere in the paper, we drop ¢ subscripts when referring to steady-state values. From (E1), the

steady-state relations Z; ;¢ = ¥ and 7 1+ = 7 give

o0 IT ;
V= (,BQ')kﬂ' — J
j ];) jT 1= 5,

First-order perturbation of (E1) around this steady state yields, for each horizon k,

AE s 4k r4k) = ﬁkﬂj (dlogE; 4k +dlogmj 1+k),

SO
o0
avij, = [El‘[ Z Q?ﬁk”j(dlogEt,Hk +dlogmj k)|
k=0

10
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Dividing by the steady-state value V; and substituting the period-profit response gives the level re-
sponse in terms of the present-value operators (1 — f8 j)E¢[-]. The return satisfies R;; =~ dlogVj; —
dlogVj. 1. Subtracting its conditional expectation at ¢ — 1 applies the revision (E; — E;-;) to each

operator and yields (E3). O

Cross-sectional heterogeneity in loadings on aggregate news arises through the effective discount
factor f3 j: when an innovation has a non-flat expected horizon profile, longer-duration firms (higher

;) place more weight on distant horizons and load differently than shorter-duration firms.

E3 Closed-Form Loading

To recover the scalar SDF-news representation used in the main text, we impose two conditions.

Assumption 3. (Uniform real cash-flow news) At date t, the forecast revisions are uniform across hori-
zons: (Er—E;_1)[d1logS;k] = F; and (E; —E;—1)[dlog Cri k] = 6, for all k = 0, where #; and €; are the
benchmark (p; = 1) news inlogS andlogC.

For the SDF news, decompose dlog=Z; +r = dlogZ; ;1 klz + dlogu.(C;x) — dlogu.(C;), where

dlogZ; i klz = Z],f;é dvf+ ¢ Is the discount-rate component.

Assumption 4. (One-factor SDF term structure) Let etE = dv% —E;q [dvtE] denote the period-t inno-
vation in the discount-factor state. The revision in the expected cumulative log-SDF response to this

innovation admits the representation
(E:—Er-1)[dlog= rrklz] = arer,  ao=0,

for a deterministic sequence {ai}x=o common across firms, with E;_1[e5] = 0, Z%’:Oﬁklakl < oo, and

(1-P LR, B ar #0.

Assumption 3 means that period- ¢ news shifts the expected paths of log S and log C uniformly at
all horizons. Because a uniform revision passes through the unit-sum weights in (E2) unchanged,
its common value automatically equals the benchmark news .%#; (resp. 6;). The assumption is the
appendix counterpart of the random-walk normalization behind (6): under a random-walk process
for logS;, the period-t innovation dlogS; —E;_;[dlogS;] revises expected productivity by the same
amount at every horizon, so the assumption holds with .#; equal to that innovation. Dynamics al-
ready anticipated at ¢ — 1, such as a predictable drift, are left unrestricted. Under Assumption 3, the
consumption component of SDF news drops out of the period- ¢ revision to first order, leaving only the
discount-rate component. Assumption 4 then requires the horizon profile of this remaining news to
be generated by the single innovation €=, with common term-structure loadings {a,}. This condition

holds, for example, when v+ follows a linear stationary process driven by a single innovation. Define

11
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the benchmark discount-rate news by applying the duration weights at ¢; = 1 to the discount-rate

component of the SDF:
D= (- P)(E~Er1)| Y. fdlogE, uxlz]. (E4)
k=0

Proposition 7 (Heterogeneous SDF Loading). Under Assumptions 3 and 4, the unexpected firm return
admits the representation
Rjt —E,_1[Rj1 = 8% S+ 0D + s, (E5)

where the firm-invariant component is ji; = 6; — 65y.%;, and the loading is

(1- 5]') 2o Blax

= ] ~

= ’ ﬁ i — ﬁ@ j (F6)

(1-P X2, Brax Fo

depending only on o ; and the common term structure {ay}. When the discount-factor state follows the

nj

AR(1) clvtE = pgdvf_l + etE, with persistence pz € [0,1),

nj= (E7)

which is strictly increasing in ¢ j. The benchmark pj =1 givesn; = 1.

Proof. Under Assumption 3, the revision inside (E2) equals .%; (resp. 6;) at every horizon, and the
duration weights (1 - ) ,Bf sum to one, so yt(] )= &, and <€[(] ‘=%, independent of j. Substituting

into (E3) and collecting firm-invariant terms gives

Rji—E,1[Rji]1 = 8% %+ DY + (6, - 657.%).
[ ——

=Ht
By Assumption 3, the consumption component of the SDF news drops out of the revision: to first
order, dlogu.(Cyyr)—dlogu.(Cy) = ”l”fc ((%C (dlogCix—dlog Cy), where C is steady-state consumption,

and the revisions of dlogCy. and dlogC; both equal €, so (E; —E;_1)[dlogC;. i — dlogC,] = 0 for
all k = 0. Hence (E;—E;_1)[dlog= k] = (E; —E—1)[dlog=, ;1 k|=]. Assumption 4 then gives @Ej) =
1- ,3]-) Z‘,’COZO ﬁ?ak . 6‘%, and (E4) gives Z; = (1 - p) Z%"ZO ,Bkak . etE. Both are proportional to etE; defining
n; as the ratio of their coefficients gives (E6), which depends on p; but not on etE.

For the AR(1) specialization, the conditional forecast revision satisfies

(E;—Er—1)[dV7, ) = phef.

Therefore,

1=

k-1 ¢ = l_P =
(Er—E-1)[dlogZ rklz] = ) pzer = €7,
=0 l1-p

[1]

which is Assumption 4 with a; = (1 - pé)/ (1 - p=). Evaluating the numerator of (E6),
1-B; ( 1 1 ) B;

1-pz\1-B; 1-Bjp=) 1-Bjp=’
12

a-6,)> ﬁ?ﬂk =
k=0



The denominator evaluates analogously with f j replaced by B, giving /(1 — fp=). Taking the ratio
and substituting i=Poj
Bj/0-Bjpz) p;(1-Ppz)
I ppz)  1-Pejp=

which is (E7). Differentiating with respect to o,

onj _ 1-pp=

dp; (1-Pejp=)?
forall € (0,1), p=€[0,1),and g € (0,1]. O

>0

Under the AR(1) specialization, the loading 7 ; is monotone in g ;: longer-duration firms load more
strongly on common discount-rate news. Two limiting cases are illuminating. With p= = 0 (iid news),
nj = Qj, so the loading equals the survival probability directly. With p= — 1 (permanent news), ; =
pj(1—p)/(1 - Bp;), the familiar duration-of-a-perpetuity formula adjusted for franchise mortality.

G Production Network Economy

This appendix sets up the production network economy of Section 4.3, states the results used there,
and documents the measurement and calibration behind the reported numbers. The economy places
a continuum of firms inside each of N sectors: firms are the objects the empirical analysis observes,
sectors are the objects the input-output accounts measure, and an exact aggregation result connects
the two tiers. All results established in Section 2 for a single sector are taken as given. Proofs are

provided at the end of this appendix.

G.1 Environment

The economy comprises N sectors, indexed by n, each populated by a unit continuum of firms in-
dexed by j € [0,1]. The household, the inelastically supplied endowments s and L, the complete-
markets structure, and the timing are as in Section 2. The economy is driven by software engineering
productivity S; and by a vector Z; of other aggregate shocks with components Z;; indexed by k, which
may include Hicks-neutral productivity, discount-factor shocks, and shifters of the composition of de-

mand across sectors, and which may be arbitrarily correlated.

Demand. Consumption is a two-tier CES aggregate. The upper tier combines sector composites Cj,;
with elasticity  and demand weights w,(Z;) summing to one; the lower tier combines the varieties of
the firms in a sector with the elasticity ¢ of Section 2,

¢I(¢-1) el(e-1)

1
Ct = ) Cnt = [L Cnt(j)(g_l)/gdj ’

N
n=1
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with sector price indices P, consumer price index P; = 1 as numeraire, and final-expenditure shares
fnt = PntCnt! Y1 PmiCryr summing to one. When { = ¢, the two CES demand tiers collapse to the
single CES demand aggregator used in Section 2.

The sector composite is the only channel through which sector n’s output reaches the economy:
the household consumes the quantity C,; of it, and every downstream firm purchases the same bun-
dle as an intermediate input, allocating across the constituent varieties with the same elasticity €. This
is the substantive aggregation assumption of the model, and it is what the nesting of Section 2 already
implies: a firm that cuts its relative price gains demand from its sector peers at the rate € whether the

buyer is a household or a downstream producer.

Production. Firm j in sector n produces with the technology of Section 2, with sector composites in

place of final-good materials,

Hnt(j))a” l—[ (Xnm,t(j))gﬂm

yuel]) = Avzn()( =2 e
n m:Qum>0 nm

N
) ap+ Z Qum =1,
m=1

where X;,,,,:(j) is the firm’s use of the sector-m composite, Q,,, the corresponding cost share, and
H,(j) the CES labor composite of Section 2, with software engineering intensity ¢,(j), substitu-
tion elasticity o, and unit cost g,;(j), so that marginal cost is mc,;(j) = gn:(j)*" HmP,?l’;’"/(Atzn(j)).
The intermediate block extends Section 2’s final-good materials to the multi-sector setting. Capi-
tal is a reproducible input rather than a separate accumulated factor: firms purchase capital ser-
vices through the same intermediate block, so the row ;. absorbs materials and capital services
alike. Accordingly, a, is the labor share of sector n’s total costs, and GDP is value added. Firms
in a sector share (a,,Q,.,0) and differ only in ¢,(j), which generates the payroll share y,;(j) =
WeSne(J) N (wesne(j) + WLy (7)), and in the idiosyncratic productivity z,(j), which is orthogonal to
bn(j)-

Each firm is atomistic within its sector: it takes sector composites and aggregate prices as given,
faces the within-sector CES demand with elasticity €, and charges the constant markup u = €/(e—1) of
Section 2 (a parameter, not to be confused with the firm-invariant return component p;), so p,:(j) =
p-men () and () = 2P () yne ().

Sector aggregates. Let 2,/(j) = pn:(j) yn:(j) denote firm sales, %, = fol Zn:(j)dj aggregate sector
sales, and ¢,;(j) = Zn:(j) R pi = (Pm:(j)/Pm)l_g the firm’s share of sector sales. We summarize the

within-sector distribution of payroll shares by its sales-weighted mean and variance,

1 1
7nt:£ Cnt(]))’nt(])d]» Ui,nzﬁ Cnt(j)(')’nt(j)_?nt)zdj;

the sector-level counterparts of y and 072, in Section 2. Sector n’s software engineering and non-SWE
labor cost shares are a,,y,, and 0,=a,l —7vn). Stacking the intermediate shares into the N x N matrix

Q, the Leontiefinverseis A = (I-Q) "}, the cost-share identity gives Aa = 1, and the cost-based Domar

14
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weight 1 = AT f propagates final expenditure through the un-marked-up Leontief inverse, coinciding
with the sales share %,,/(P;C;) when u =1 or Q = 0. Finally, we record the equilibrium factor-price
responses to a unit software engineering productivity shock in the two scalars
dlogw;—dlogS; dlogW;
u= , V= ———,
dlogS; dlogS;

so that u — v is the response of the effective relative wage that drives the entire cross-section.

G.2 Aggregation, Identification, and the GDP Impact

The first result shows that the sector-level objects measured in the input-output accounts are exactly
the sales-weighted aggregates of their firm-level counterparts and do not otherwise depend on the

shape of the within-sector distribution.
Lemma 3 (Exact Aggregation). Suppose firms in sector n share «,;, and the common markup p. Then:

(i) The sector software engineering cost share, sector SWE compensation divided by sector total cost,

equals the sales-weighted mean of the firm cost shares, fol Sn(PNanyn(HNAdj=anyn.

(ii) Each firm’s cost-based Domar weight factorizes as A,(j) = Ancn(j), so the economy-wide cost-

based-Domar-weighted SWE cost share aggregates exactly to the sector level,
>
n=1J0

The sales weighting is a consequence of the common composite: a firm’s weight in any sector

1 _ N
A(Danyn(fldj = Z An@nYn.
n=1

aggregate is its share of sector sales, because that is the share of every transaction the sector supplies.
Since a sales-weighted mean of ratios collapses to a ratio of totals, the sector share in part (i) is the
sector SWE wage bill over sector cost, with the correct weighting already built in. This aggregation
result allows us to measure sector levels and firm slopes using different data sources.

We next characterize the first-order response of firm profits around the steady state, dropping ¢
subscripts from steady-state values. Letv,, = a, 7%/ X axY %\ denote sector n’s share of economy-

wide SWE compensation and v,Ll =0,%,1Y k 0% its share of non-SWE compensation.
Lemma 4 (Equilibrium Responses). 7o first order in dlogS;, under the normalization dlogS; = 1:

(i) A firm’s price relative to its sector composite moves only with its own software engineering intensity,

dlogpm‘(]) - dlogpnt = an(Yn(]) _'yn)(u_ V).

(i) Net of the economy-wide expenditure response, the firm’s profit response is a sector-common term

plus a firm-specific deviation carrying the within-sector demand elasticity,
dlogﬂnt(j) - legEt = bn + (1 - g)an()/n(]) - Yn)(u - U), (Gl)

15



(iii)

whereb,, = dlog %, — dlogE; is common to all firms in sector n and carries the input-output and
across-sector propagation relative to aggregate expenditure: stacking, b = B(ayu+0v), where the
sector sales-response matrix 98 is built from the Leontief inverse A\, the across-sector elasticity ,
and the demand-side inverse ¥ = (I - )™, with F;,,, = QunZm! (UR,) the share of sector n's

sales accounted for by sector m's intermediate purchases.

The two factor-market-clearing conditions and the numeraire condition jointly determine (u, v, d10g E;).
Eliminating dlog E; leaves a 2 x 2 linear system in (u, v), in which the within-sector distributions

enter only through the moments (y , U%n)-

Part (i) is the key for the aggregation: all firms in a sector buy the same composites at the same

shares, so their marginal costs differ only through the labor composite, and within it only through

the payroll share. Part (ii) turns the price deviation into a profit deviation through the within-sector

elasticity, since ¢ is the rate at which every buyer substitutes inside the composite; the across-sector

elasticity ¢ and the network matrices (¥, A) appear only in b,, which the second stage’s sector fixed

effects absorb.

Capitalizing the profit responses from Lemma 4 into firm values, as in Section 2, yields firm (n, j)’s

unexpected period-f return:

Rut(j) = Er_1 [Rue()] = bpFs + Y b2k Z,
k (G.2)

+(L=8an(yn() = Tn)| (U= 0)F +>_ (U — vi) Zie | + e,
k

where Zi, is the news in normalized present-value Z; defined analogously to .#;, the scalars (ug, vg)

are the factor-price responses to a unit Z; shock, bf’“ collects the sector-common response to Zj net

of common expenditure, and p; collects firm-invariant news, including revisions to capitalized com-

mon expenditure. Every within-sector deviation carries the same gradient, because inside a sector

an aggregate shock can separate firms by software engineering intensity only by moving the effective

relative wage. Under condition (ii) in Section 2.3, unexpected returns and excess returns have the

same first-stage Al-index beta. Substituting (G.2) into the two-stage regression and projecting on the

payroll share conditional on the controls X ;, which include the sector fixed effects, yields

§=x65 +Y kL6,  oh=(-oau-v), 67=Q0-ealur- vy, (G-3)
k

where x and Kf are the projection coefficients of (#;, Zi;) onto the residualized Al-index return. Here

@ is the coefficient on the SWE payroll share y; in a regression of the SWE cost share a;y; onyj,

using the same sample, controls, and fixed effects as the empirical second stage. It measures how

differences in payroll shares translate into differences in cost shares after applying those controls.

The sector fixed effects absorb b, and bf’“, so network propagation does not affect the estimated

slope. Because the response is affine in y,(j) within each model sector, using NAICS3 fixed effects
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leaves the within-cell slope unchanged when NAICS3 cells are at least as fine as the model’s sectors.

Identification then requires only that the other aggregate shocks not move the effective relative wage.

Assumption 5. (Balanced incidence in the network.) For each aggregate shock Zy., the sector sales re-

sponses are balanced across software-engineering-intensive and other sectors,
N Z
Y (va—vE)bpk =0.
n=1

Assumption 5 is the network analogue of the second condition in Assumption 1. The first condi-
tion is unnecessary here because the sector fixed effects in X absorb each shock’s direct sector-level
incidence. It holds exactly for any shock whose sector-level incidence is uniform, such as discount-
factor shocks and, under a common labor share, Hicks-neutral productivity. Its main content is to
restrict demand-composition shocks: expenditure shifts across sectors must not systematically favor
sectors that employ software engineers intensively. Unlike Assumption 1, which restricts primitives,

it is stated on the equilibrium incidence bf’c, because that is exactly what identification requires.

Proposition 8 (Identification in the Network Economy). Under Assumption 5, uy = vy for every k, so

0 f =0, the equation (G.3) collapses to 6 = k6 fn, and

6

PN
6in

In the one-sector roundabout economy of Section 2 (N =1 and Q11 = 1— @, so that b =0), the system of

K 83 =1 -ea(u-v). (G.4)

Lemma 4(iii) givesu—v = —-1/X and 6fn =a(e—1)/Z, the closed form of Section 2.

The two-stage procedure therefore recovers x by dividing the empirical slope by the corresponding
model-implied slope. In the network economy, this model-implied slope depends on the equilibrium
relative-wage response u — v and the coefficient @ defined above.

Turning to the GDP impact, real GDP is the consumption aggregate Y; = C;. Define the cost-based-
Domar-weighted primary-factor technology weights §s =3, Aha nYnand Sp =), 1,0,,. They sum to
one because Ss+5; = f TAa=1. Let ss,r = wyslYy and sg = W;L/Y; denote the actual factor-income
shares in GDP.

Proposition 9 (Modified Hulten Formula in the Network Economy). 7o first order, the GDP impact of

the software engineering channel is

N _ dlogs
dlogY:|s = y©dlogs,, y©= Y An@n¥n - > 3 851 (G.5)
n=1

St——»
res  dlogS:

—_— -
cost-based Domar technology factor reallocation A

a cost-based-Domar-weighted sum of sector software engineering cost shares, minus the Baqaee and

Farhi (2020) factor-reallocation term. The reallocation term vanishes when =1 or Q = 0. Aggregat-

ing over horizons as in Section 2 gives %; = y'0.#,. The best linear predictor of GDP news given the
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residualized Al-index return is
E*[%; | RM) = yOx - R (G.6)

G.3 Taking the Model to the Data

The calculation in the next subsection requires the production network and final-demand weights,
sector labor and software engineering shares, the elasticities and markup, and two empirical inputs:
the second-stage slope and the cumulative residualized Al-index return. We calibrate each input as

follows.

The production network and labor shares. We use the 2024 BEA Summary input-output tables and
retain NV = 65 private sectors. We exclude owner-occupied housing and five government sectors, so
the resulting GDP effect refers to the private market economy. The accounts supply the observed in-
termediate transactions and sector gross output, from which we construct the input cost-share matrix

Q and residual final-demand shares f. We obtain the sector labor cost share from

labor compensation,,

In= B> gross output,,

The gross-up converts the revenue share in the accounts into the cost share used by the production
function. We treat capital services and imports as produced inputs that can expand with the econ-
omy, rather than as fixed primary factors. Because they do not appear as separate supplying sectors
in our private-sector network, we allocate them across each buyer’s observed suppliers in the same
proportions as its other intermediate purchases. We therefore rescale each row of Q to sumto 1 - a,,
which ensures Aa = 1. After this adjustment, the original BEA sector-output figures no longer ex-
actly balance the model’s supplies and demands. We resolve this discrepancy by holding the adjusted
production network and the observed composition of final demand fixed and solving for the sector

outputs that clear all goods markets:
RZ=I-Q" /1w fE,

where the scale E is immaterial. We also recompute each sector’s final-sales share from this equilib-
rium. Sector output in the calibrated model may therefore differ slightly from its BEA counterpart.
Both the linearized calculation and the nonlinear calculation use this same recalibrated economy, so

their results are directly comparable.

Elasticities and markup. We set the within-firm elasticity between software engineering and other
labor to o = 1.6, as in Section 3.4. The within-sector demand elasticity is € = 5, implying the uniform
markup p = /(e — 1) = 1.25. We set the across-sector elasticity to { = € = 5, so the two CES demand

tiers collapse to a single CES aggregator. We impose Cobb-Douglas intermediate-input shares.
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Sector software engineering shares. We map the all-sector Compustat-Revelio firm panel into the
BEA sectors and use 2021 sales as weights. We retain firms with a nonmissing payroll share that map
to a retained sector; firms with zero or missing 2021 sales receive zero weight. For each sector n, we

compute
_5i &), X R () (yn (D) = Vn)?
L N Y %))

These moments enter the factor-market-clearing system, while a7, enters the GDP weight. We use

the all-sector panel because the GDP calculation must include software-producing sectors that are
excluded from the regression sample. Eight sectors with no assigned firms are given y, = 072,_,1 =0.
For the nonlinear calculation, we assume that y,(j) follows a Beta distribution, a standard distribu-
tion for shares bounded between zero and one, whose two parameters are uniquely chosen to match
()7,1,0%”) ; a zero-variance sector has a degenerate distribution at its mean. This assumption intro-

duces no additional calibrated parameter beyond the two moments used in the linearized calculation.

The empirical slope and Al returns. The baseline second-stage estimate is § = 1.24, from column 4
of Table 1, which includes NAICS3, asset-size-quintile, and sales-size-quintile fixed effects. To obtain
the structural gradient 6i5n, we run the same regression inside the model on firms in the regression
sample that can be uniquely assigned to a retained BEA Summary sector, using the same payroll-
share regressor, fixed effects, and controls. Finally, following Section 3.4, the cumulative residualized

Al-index return is Y. D¢5 2023 RIM = 22.9%.

G.4 Numerical Procedure and Results

We now use the calibrated production network model to infer software engineering productivity news
from the Al-index return and quantify the implied effect on GDP. The calculation proceeds in three
steps. Factor prices are obtained by combining the sector price map through A with the demand map
98 of Lemma 4(ii). Substituting these maps into the factor-market-clearing conditions and imposing
the numeraire eliminates the common expenditure response, leaving a 2 x 2 linear system for (u, v).
The structural gradient iSn is obtained by computing each included firm’s profit elasticity from (G.1)
and running the same payroll-share regression, with the same controls and fixed effects, as in the
empirical second stage. The GDP calculation uses the cost-based Domar weights A = AT f. The tech-
nology term is A7 (ay), while the income-side equilibrium response gives the GDP weight y'°; their
difference is the factor-reallocation term A in (G.5). Every object in this linearized system is evaluated
at the same internally consistent economy described above.

At the baseline calibration (o, ¢,{, u) = (1.6,5,5,1.25), the factor-market-clearing system gives u —
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v =—-0.573, and the inversion and the GDP impact follow from (G.4) and (G.5):

83 =(1-e)a(u—v) = (1-5)x0.424 x (0.573) = 0.97,
K =0/8;, =1.24/0.97 = 1.28,

Y E S RN =x ) RM =1.28 x 22.9% = 29.3%,
t t

y0 = AT (ay) — A = 0.0850 — 0.0025 = 0.0825,

Dec. 2025 B B
Y B RN =99 RM =0.0825 x 1.277 x 22.9% = 2.41%.
t=Nov. 2022 t

Relative to the one-sector benchmark, the network estimate lowers implied software engineering
productivity news from 32.6% to 29.3% and the GDP impact from 3.61% to 2.41%. Table G.1 decom-
poses this difference. Rows 1-4 start from the one-sector benchmark and sequentially introduce the
components of the network calculation. Row 1 reproduces the one-sector benchmark from Section
4.1. Row 2 replaces the benchmark structural gradient §° = 0.87 with the network-economy in-sample
gradient § 1Sn = 0.97, while holding the empirical slope 6 = 1.24 and the benchmark GDP weight 0.1110
fixed. Row 3 retains the Row 2 inversion for software engineering productivity news and replaces the
benchmark technology term 0.1110 with its network-economy counterpart, the cost-based-Domar
technology term in (G.5), 0.0850. Row 4 subtracts the markup-induced factor-reallocation term in
(G.5), A = 0.0025, yielding the network-economy GDP elasticity y'© = 0.0825.

The network-economy adjustment to implied software engineering productivity news is modest.
Replacing the one-sector structural gradient 0.87 with the network-economy gradient 0.97 lowers
implied software engineering productivity news from 32.6% to 29.3% and the GDP impact by 0.37
percentage points, to 3.25%. Aggregation accounts for most of the remaining difference. Replacing
the benchmark economy’s cost-based GDP weight of 0.1110 with the network-economy cost-based-
Domar technology term in (G.5) lowers the GDP impact by another 0.76 percentage points, to 2.49%.
Subtracting the markup-induced factor-reallocation term A = 0.0025 lowers the GDP impact by a fur-
ther 0.07 percentage points. Thus, the inversion accounts for about 30% of the gap between the one-

sector and network GDP-impact estimates, while aggregation to GDP accounts for about 70%.

Sensitivity and verification. As in Section 3.4, the results are most sensitive to the within-firm sub-
stitution elasticity 0. Varying o from 0.5 to 2 changes the implied GDP impact in the network economy
from 1.06% to 2.91% (Table G.2). The baseline impact is nearly invariant to the across-sector elasticity
(: lowering ¢ from 5 to 0.5 changes the GDP impact only from 2.41% to 2.35% (Table G.3, Panel A).
The within-sector elasticity € matters more for the inversion. Varying ¢ from 4 to 6 lowers the implied
productivity change from 36.3% to 24.6% and the GDP impact from 2.96% to 2.05% (Panel B). The
GDP weight itself remains close to 0.082, so this sensitivity operates primarily through the structural

gradient and the inferred productivity change. The GDP impact rises from 2.41% to 2.96% if «, is
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Table G.1: From the one-sector benchmark to the production-network estimates

Productivity inversion Aggregation to GDP

Calculation Empirical Stru.cturals Productivity GPP . GDP

slope 6 gradient § news weight impact
Panel A. Sequential decomposition
1. One-sector benchmark 1.24 0.87 32.6% 0.1110 3.61%
2. Network-economy 1.24 0.97 29.3% 0.1110 3.25%
structural gradient
3. Economy-wide 1.24 0.97 29.3% 0.0850 2.49%
cost-based Domar weight
4. Markup-induced factor 1.24 0.97 29.3% 0.0825 2.41%
reallocation

Notes: In each row, productivity news is ¥ ,E*[#; | RM] = (§/65) L, R, using the entries in the empirical-slope and
structural-gradient columns. The GDP impact equals productivity news times the entry in the GDP-weight column. The
corresponding one-sector and network-economy weights are denoted by y and y'©, respectively. All sums run over the
event window from November 2022 through December 2025, and Ztﬁft“ = 22.9%. Panel A holds the baseline empiri-
cal slope 6 = 1.24 fixed and sequentially introduces the components of the network calculation. Row 1 reproduces the
one-sector benchmark of Section 4.1. Row 2 replaces only the benchmark structural gradient with the network-economy
gradient 6i5n = 0.97. Row 3 replaces the benchmark GDP weight 0.1110 with the network-economy cost-based-Domar
technology term 0.0850 in (G.5). Row 4 subtracts the markup-induced factor-reallocation term A = 0.0025, yielding the
network-economy GDP elasticity y'° = 0.0825.

measured as the labor share of sales rather than the labor share of total cost.

We verify the first-order solution derived above using a nonlinear general-equilibrium solver for
the same calibrated economy. Within each sector, the solver represents firms using the Beta distribu-
tion that matches the Revelio sales-weighted mean and variance. It solves the model in levels, rebates
profits to the household, and imposes all market-clearing conditions. At the inferred finite productiv-

ity change, the exact solution raises the GDP impact only from 2.41% to 2.55% (Table G.4).
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Table G.2: GDP impact sensitivity to the within-firm substitution elasticity (production network economy)

. 55 Implied productivity Implied GDP
n change (%) change (%)
0.5 2.13 0.58 13.4 1.06
1.0 1.38 0.90 20.6 1.68
1.5 1.02 1.21 27.8 2.29
1.6 (baseline) | 0.97 1.28 29.3 2.41
2.0 0.81 1.53 35.1 291

Notes: Each row solves the production network economy of Appendix G at the indicated g, holdinge ={ =5, u=¢€/(e—-1) =
1.25, and the baseline slope 6 = 1.24 (payroll-share basis). 6 lsn is the in-sample structural gradient from Proposition 8 and
K =0/ 6i5n the software engineering productivity news per unit of Al-index return. The GDP news through the software

engineering channel is 'O - 252‘122215\] ov RM, using Z?E%_zzi ov RA = 22.9% and the weight y'© of Proposition 9 recomputed
ateacho.

Table G.3: Sensitivity to demand elasticities in the production network economy

¢ Implied productivity =~ GDP  Implied GDP
Parameter Value n
change (%) weight  change (%)
Panel A. Across-sector demand elasticity
¢ 0.5 1.03 27.5 0.085 2.35
1.0 1.03 27.7 0.085 2.35
2.0 1.01 28.1 0.084 2.37
5.0 (baseline) | 0.97 29.3 0.082 241

Panel B. Within-sector demand elasticity

€ 4.0 0.78 36.3 0.082 2.96
5.0 (baseline) | 0.97 29.3 0.082 241
6.0 1.15 24.6 0.083 2.05

Notes: Panel A varies the elasticity across sector composites, holding the within-sector elasticity and markup at € =5 and
p = 1.25. Panel B varies the elasticity across firms within a sector and recomputes the markup p = /(¢ — 1) and all cost-
share objects in each row, holding { = 5. Allrows hold o = 1.6, the empirical slope § = 1.24, and the cumulative residualized
Al-index return at 22.9%. The GDP weight is y'© from Proposition 9.
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Table G.4: GDP impact under the modified Hulten formula and the exact solution of the model

Implied productivity GDP change, GDP change,
news (%) modified Hulten (%) exact (%)
Benchmark, Nov. 2022 — Dec. 2025 32.6 3.61 3.84
Production network, Nov. 2022 — Dec. 2025 29.3 2.41 2.55

Notes: All entries are reported on a log-change basis and multiplied by 100. The first column reports normalized present-
value productivity news; the last two columns report corresponding changes in GDP. The first row is the benchmark econ-
omy of Section 4.1 and the second row the production network economy of Section 4.3. The implied productivity news is
held fixed across the last two columns and is taken from the inversion in the corresponding section; only the map from that
news to GDP differs. The modified Hulten column applies the first-order GDP elasticity, y in the benchmark and y'© in the
network economy, to the productivity news. The exact column treats the productivity news as an equivalent log increase,
solves the model in levels at the pre-Al and implied productivity levels, and reports the log change in real GDP between
the two equilibria. In the production network row, both columns use the same internally consistent production-network
calibration described in Appendix G.3; sector output is recomputed so that supply equals demand after capital services
and imports are incorporated into the production network. The nonlinear solver assumes that each sector’s software en-
gineering payroll share follows a Beta distribution matching its Revelio sales-weighted mean and variance. Calibration is
as in the corresponding section: € =5, 0 = 1.6, § = 1.24, and p = 1.25 in the network economy.

G.5 Proofs
G.5.1 ProofofLemma3

Proof. Part (i). Under constant returns and the constant markup, firm (7, j)’s total cost is 2, (j)/u,
of which the fraction a,y,(j) is software engineering compensation. Sector SWE compensation is

therefore ﬁfol anYn(j)Z,(j)dj and sector total cost is ifol,%n(j)dj =R,/ u. Their ratio is

1 . o

AnYn(NRn(j)d] v )

fO nYn% L :anj(; Cn(])Yn(])d]:anYn;
n

using that &, is common within the sector. The markup cancels, so the sector share is the accounting
ratio of SWE compensation to cost for any p.

Part (ii). Firm (n, j)'s output reaches the economy only as a component of the sector-n composite,
of which it supplies the fraction ¢, (j), the same fraction in every transaction, since all buyers purchase
the composite. Its total direct-plus-indirect requirement per unit of final expenditure is therefore the

sector requirement scaled by its share, 1,(j) = 1,¢,(j). Hence

1 _ _ 1 _
](; An(])an')/n(])d] :Ananfo Cn(])Yn(])d] = /lnanf/n»

and summing over n gives part (ii). O
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G.5.2 Proofof Lemma 4

Proof. Throughout, i; = w;/S; is the effective SWE wage; we normalize dlogS; =1, so u = dlog i,
and v = dlogW;.

Part (i): relative price. By Shephard’s lemma on the labor composite, dlog g, (j) = y,(jlu+ (1 -
Y»(j))v. With the Cobb-Douglas outer nest and the constant markup,

dlogpu(j) = an[yn(Du+ A —ya(Nv]+d QnmdlogPp.
m

The composite price moves with the sales-weighted average of individual variety prices, dlogP,, =
fol ¢n(j)dlogp,(j)d j, which takes the same form with y,, in place of y,,(j). Subtracting, the intermediate-
price terms cancel, and the two labor terms combine through a,[(1-7,()) — (1 =yl = —a,(yn(j) -
Yn), giving part (i).

Part (ii): profit deviation. Because every buyer allocates across sector-n varieties with elasticity ¢,

firm sales are Z,(j) = (pn(j)/ Pyn) "¢ R, where %! is total spending on sector n. Hence
dlogZn(j) = (1 —¢)(dlogpn(j) — dlog P,) + dlog %",

and the second term is common to all firms in the sector. Profits are the constant fraction 1/¢ of
sales, so subtracting dlog E; from the firm sales response, using part (i), and defining b,, = dlog %Z'°* —
dlogE; gives (G.1). For the stacked form of b, total spending on sector 7 is final expenditure plus
intermediate purchases, Z,, = fLE; + Y m QmnZm! 1, where E; =3, P Cyr is nominal final expen-
diture and intermediate purchases equal cost shares times cost £,/ u. Differentiating with constant
(Q,w) and using fLE:/Rp+ Y 1 Tnm =1 gives
fuE
Rn
Here 9, = QunZm/! (UZ ). Stacking sectors and substituting the price response dlogP = A(ayu +
Ov) from part (i) yields b = B(aju+0v) with B = Vdiag(f,E;/Z,)1-)I~-1f A and ¥ = (I-9) L.
Part (iii): factor-market clearing. SWE labor clears when w;s = ianol anYn()Z,(j)dj. Dif-

dlog%#, —dlogE; =

1 —()(dloan -y fmdlogpm) +Y. Trm(dlogR,, — dlogE).
m m

ferentiating, two within-sector channels operate: the cost-share response of the labor composite,
dlog(a,yn(j)) =1 —=v,(j))(1 —0)(u—v) by Shephard’s lemma on the CES nest, and the full sales re-
sponse of part (ii), which splits into dlog E;, the sector-common b,,, and the deviation (1-¢)a, (y,(j)—

Yn)(u—v). Aggregating each channel against SWE compensation uses the two moment identities

1 1
fogn(j)yn(j)(l—)fn(j))dj:)7,1(1—)7”)—072,,”, focn(j)yn(j)(yn(j)—?n)dj=0§,n-

Dividing the SWE market-clearing condition by w;s and using dlogs = 0 yields the first equation

below, where v,, are the SWE compensation weights. Applying the same steps to non-SWE market

L

clearing yields the second equation, where v;,

are the non-SWE compensation weights, the cost-

share responses are complementary, and the firm-specific sales deviation is aggregated with weight
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—0% | (1=7p):

2
y.n

Yn

o

u+1=dlogE;+Y vy |by+(1-7n) (1= 0)(u=v)| + Y va[(A - &an - 1-0)] L2 w-),
n n

2
Oy
1_

n

(u-v),

v= dlogE[+Zvﬁ[bn—}7n(l—U)(u— v)] S vila-ga,-1-0)]
n n
0=f"Alayu+0v) =3Ssu+5.v.

The first two equations are the factor-market-clearing conditions, and the last follows from the main-
tained numeraire P; = 1. The distributions enter only through ()7,1,072,’”). Subtracting the first two
equations eliminates dlog E;. All terms in the differenced factor condition depend only on u — v. In

particular, b is unaffected by a common shift of (u, v) because a,y, + én =a, and Ba =0, using
I-1fHAa=T-1fNH)1=0.

The differenced factor condition and the numeraire condition therefore form a 2 x 2 linear system in
(u,v).

One-sector roundabout closed form. With N = 1 and Q;; = 1 — a, the centering matrix (I—-1f")
maps the single sector’s price response to zero, so b = 0. Differencing the first two equations elim-
inates dlogE;. The coefficient on u — v in the resulting condition is the sum of the cost-share term
1-0)[1- ai/ (y(1 —7¥))] and the sales-deviation term a(1 — ¢€) [0%/ (y(1 —=7¥))]. Collecting terms and
using u— v = (dlogw; — dlogW;) — dlog§;,

2

1 oy
U—v=—-—, T=o+[ae-1)-(0-1)]= —,
> Y1 -7)
which is the closed form of Section 2. O

G.5.3 Proof of Proposition 8

Proof. Step 1: returns. For each aggregate shock, the argument of Lemma 4 applies verbatim: the only
firm-level heterogeneity inside a sector is the payroll share, and demand weights w,(Z;) are sector-
level objects, so net of the common expenditure response a shock Z; generates the profit response
bf’c + (A —-&)a,(yn(j)—vn) (ur — vi), where (ug, vy) are the wage responses to a unit Z; shock. Capital-
izing profits into values and taking period- ¢ revisions exactly as in Lemma 1 yields (G.2).

Step 2: the relative wage does not respond to Zi. Applying the factor-market-clearing equations
in the proof of Lemma 4 to a unit Z; shock and subtracting the non-SWE condition from the SWE
condition gives

Ky(up—vp) = Y (v —vE) b,
n
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where

L L
_ _ _ Ly _(Yn . _Yn ) 2 _ Vo, Vi )2
Ky=1+ (o 1);{%(1 Yn) +Vi¥n (7n+1—?n)0%”}+(8 I)Xn:an(?n+1_?n)a%n.

After collecting terms, the coefficient on o — 1 lies between zero and one. Nonnegativity follows from
0= af,y » < ¥n(1—7,). The upper bound follows from the definitions of v,, and v£ and weighted con-
cavity. The terms proportional to € — 1 are nonnegative. Hence K,, = min{o, 1} > 0. Assumption 5 sets
the right-hand side of the first equation to zero. Therefore u; = vy and 6 f =1 -¢g)a(ur—vi) =0 for
every k.

Step 3: projection. After the first-stage projection, the firm’s Al beta equals a sector-common term
plus k(1 —¢€)(u—v)a,y,(j). The sector fixed effects absorb the sector-common term. By linearity of

the second-stage regression and the definition of @, its coefficient on the payroll share is
o=x(l-&)(u-va= Kéisn.

This establishes equation (G.4). The no-network closed form follows from the last part of the proof of

Lemma 4. O

G.5.4 Proof of Proposition 9

Proof. Step 1: prices. Because S; enters costs only through the effective SWE wage, the sector price

responses propagate through the Leontief inverse: using the sector cost shares of Lemma 3,
dlogP, =) Apm|am¥mdlogw; +0,,dlogW;].
m

Definel,, =Y, Apm@m¥m. Since Aa = 1, the coefficient on dlog Wy is 1-T',, so dlog P, =T ,dlog i+
(1-T,)dlogW;. The numeraire P; = 1 imposes Y., f,dlogP, = 0; with ¥, f.T',, = §s and dlogiv; =
dlogw; —dlogS;, this is

Ssdlogw; + S dlogW; = §sdlogS;. (G.7)

Step 2: GDP accounting. Both factor supplies are fixed and P; = 1, so the factor-income shares
st satisfy dlogss,; = dlogw; —dlogY; and dlogsy,; = dlogW; — dlogY;, thatis, dlogY; = dlogw; —
dlogss; = dlogW; —dlogs; ;. Taking the §-weighted average of these two identities, whose weights

sum to one, and substituting (G.7),

dlogY; = (Ssdlogw; + S,dlogW;) = Y _ §;dlog s, = SsdlogS;— )_5;dlogs: s,
T T

which is (G.5) with §s = ¥, L@, 7.
Step 3: when the reallocation term vanishes. At u = 1, cost equals sales, so the cost-based Do-
mar weights solve the same fixed point as sales shares: goods-market clearing gives %, = f,Y; +

Y QmnZm, hence Z,/Y; = 1, and nominal GDP equals factor income, Y; = w;s + W;L. Then
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§r =8, and
Y 5;dlogs;, = (ssdlogw; + spdlogW;) — dlog Y; = dlog(w;s + W;L) — dlog Y; =0,
T
using P; =1. When Q =0, @, =1, A = I, and all sector sales are final, so Z,,;/Y; = f,,;- Hence

1 _
$S,t = _ant')/nt;
B

1 _
SLe = _ant(l —Ynt)-
K

Since Y, fur = 1, ss,¢ + S1,; = 1/ at every date. At the steady state, f,, = A, so these shares equal §s/u

and 1/, respectively, and §; = s;,;/(ss,; + S1,7). Evaluating differentials at the steady state gives
Y §dlogs; = dlog(ss,:+ sp,;) = dlog(1/u) =0.
T

Away from these two cases, the reallocation term is computed from the solved system of Lemma 4(iii),
with dlog Y; obtained from the income side, including the profit response.

Step 4: best linear predictor. Multiplying (G.5) by (1 — B) ¥, summing over horizons, and applying
the revision operator (E; —E,_;) gives %; = )/105”;. By Proposition 8, E* [.#; | R‘t“] = Kﬁ‘t“, and linearity
of the projection gives (G.6). O

H Solving the Model Exactly and Nonlinearly

The modified version of Hulten’s theorem, which we use in Section 4.1 and again in Section 4.3, is
a first-order result. The gains we infer from asset prices are large enough to warrant checking the
accuracy of this approximation. This appendix reports what the model delivers when we do not ap-
proximate.

The exercise takes the inferred (log-point) increase in software engineering productivity as given
and asks how much GDP it produces. We solve for the equilibrium of the economy twice, once at
the pre-Al level of software engineering productivity and once after a gain of the size our inversion
implies, and compare real GDP across the two. Both are full solutions of the model in levels: all prices
and quantities adjust, profits are rebated to the household, and every market clears. In the network
economy, each sector’s firms follow a Beta distribution of software engineering payroll shares, with
parameters uniquely determined by the Revelio sales-weighted mean and variance. Both the lin-
earized calculation and the level solution use the same internally consistent economy described in
Appendix G.3. Table G.4 collects the results.

Solving exactly raises the GDP impact by roughly six percent of itself, and the reason is the same

in the benchmark and in the network economy. GDP responds to a software engineering produc-
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tivity gain according to the changing cost-based GDP weight.> A productivity gain makes software
engineering labor cheaper in effective terms, and firms respond by using more of it. The cost-based
GDP weight therefore rises from 0.111 to 0.125 in the benchmark. In the network economy, the cor-
responding local GDP elasticity rises from 0.082 to 0.092. The modified Hulten formula applies the
pre-Al elasticity to the whole gain, whereas the exact calculation allows it to rise as the gain accumu-
lates.

The correction is mostly about substitution between software engineering and other labor, not
about the production network. Its size is nearly the same in the benchmark and network economies
despite their different production structures. As effective software engineering labor becomes cheaper,
its expenditure share rises inside the labor bundle; cross-sector demand reallocation contributes little

to the difference between the first-order and level solutions.
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