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Abstract:

We investigate the economic impact of artificial intelligence (Al) technologies on municipalities by leveraging spatial
variation in labor investments in Al. Employing an instrumental variable analysis, difference-in-differences regressions
and an entropy balancing approach, we identify causal effects while controlling for economic conditions and
demographics. We find that increases in labor investments in Al within a county lead to lower yields, something that
prompts municipalities to issue longer-term bonds. Qualitatively similar results that exploit the introduction of
ChatGPT, further support causality. Differential effects on economic activity and government revenues, due to labor
investments in Al within a region, suggest an economic revitalization channel.
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