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An underrated risk

Artificial intelligence (Al) is everywhere these days — and not just
in equity markets. Most recently, an OpenAl application caused
a stir by hacking its way into another company’s system on its
own. The lack of control raises uncomfortable questions and in-
evitably calls to mind HAL 9000, the computer in Stanley Ku-
brick’s film “2001: A Space Odyssey,” where the loss of control
over Al becomes a matter of life and death. Al W||| hlt the

That is not the issue at hand. Instead, the focus here is on a |ab0|’ market
largely overlooked macroeconomic consequence of Al. There
has long been broad agreement that Al will fundamentally re-
shape labor markets. Even if the services sector has not yet seen
mass layoffs, employment is likely to suffer over time. For
white-collar workers, Al will have effects similar to those that au-
tomation had years ago on their blue-collar counterparts. Ma-
chines are taking over tasks — and, with them, jobs.
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The Donald Trump phenomenon is rooted in these develop-
ments, among other things. U.S. industrial workers have experi-
enced economic decline through globalization and automation.
Trump promised that American manufacturing would revive once
he became president. There is no sign of that so far. Investment
and employment in the manufacturing sector are falling. But by
now, no one is really surprised by Trumps empty promises.

Al will lead to lower tax revenues

The shift in income and wealth is not the only problem. Public
finances in Europe, the U.S. and Japan are already in disarray.
Debt binges wherever you look. Deficit ratios are rising and ris-
ing. In the rich, so-called advanced economies, public debt has
reached almost 110% of GDP, compared with less than 70% at
the start of the century.

As Al spreads through the economy, the fiscal predicament will
only worsen. Most tax systems rely on taxing labor income, in-
cluding social-security contributions. Figure 2 shows that in al-
most all countries more than half of tax revenues come from in-
come taxes and social contributions — in other words, from em-
ployment. As the labor share of value added declines, these tax
revenues will start to dry up. Fiscal imbalances will grow.

Governments could respond by cutting public services, but that
would likely bolster populists on the right and the left. In any
case, vast savings are hard to come by. Aging societies inevita-
bly mean higher spending on pensions, health care and
long-term care. And Elon Musk and his DOGE followers have
shown that durable spending cuts are easier said than done. In
Germany, the federal government’s plan to supplement the
pay-as-you-go pension system with a partially funded pillar is
laudable in this context — but it comes roughly a generation too
late.

Tax systems need reform

Alternatively, governments would have to overhaul their tax sys-
tems and focus more on what will grow with Al — namely, wealth,
dividends and capital income. This, too, is likely to prove difficult.
Powerful interest groups will move heaven and earth to prevent
such an outcome.

Yet if Al delivers even a fraction of the efficiency and productivity
gains that have been promised, a business-as-usual approach
to public finances will not be sustainable. A timely change of
course would be helpful. We already have ample experience
with problems that are visible from afar but do not go away
simply because they are ignored. Pensions are a case in point.
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Disclaimer:

This publication is addressed exclusively at recipients in the EU, Switzerland, Liechtenstein and the
United Kingdom.

This report is not being distributed by LBBW to any person in the United States and LBBW does not
intend to solicit any person in the United States.

LBBW is under the supervision of the European Central Bank (ECB), Sonnemannstralie 22, 60314
Frankfurt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurhein-
dorfer Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany).

This publication is based on generally available sources which we are not able to verify but which we
believe to be reliable. Nevertheless, we assume no liability for the accuracy and completeness of this
publication. It conveys our non-binding opinion of the market and the products at the time of the editorial
deadline, irrespective of any own holdings in these products. This publication does not replace individual
advice. It serves only for informational purposes and should not be seen as an offer or request for a
purchase or sale. For additional, more timely in-formation on concrete investment options and for indi-
vidual investment advice, please contact your investment advisor.

We retain the right to change the opinions expressed herein at any time and without prior notice. More-
over, we retain the right not to update this information or to stop such updates entirely without prior
notice.

Past performance, simulations and forecasts shown or described in this publication do not constitute a
reliable indicator of future performance.

The acceptance of provided research services by a securities services company can qualify as a benefit
in supervisory law terms. In these cases LBBW assumes that the benefit is intended to improve the
quality of the relevant service for the customer of the benefit recipient.

Additional Disclaimer for recipients in the United Kingdom:

Authorised and regulated by the European Central Bank (ECB), Sonnemannstral3e 22, 60314 Frank-
furt/Main (Germany) and the German Federal Financial Supervisory Authority (BaFin), Graurheindorfer
Str. 108, 53117 Bonn (Germany) / Marie-Curie-Str. 24-28, 60439 Frankfurt/Main (Germany). Authorised
by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by
the Prudential Regulation Authority are available from us on request.

This publication is distributed by LBBW to professional clients and eligible counterparties only and not
retail clients. For these purposes, a retail client means a person who is one (or more) of (i) a client as
defined in point (7) of Article 2(1) of the UK version of Regulation (EU) 600/2014 which is part of UK law
(UK MIFIR) by virtue of the European Union (Withdrawal) Act 2018 (EUWA) who is not a professional
client (as defined in point (8) of Article 2(1) of UK MIFIR); or (ii) a customer within the meaning of the
provisions of the Financial Services and Markets Act 2000 (as amended, the FSMA) and any rules or
regulations made under the FSMA (which were relied on immediately before the 31 December 2020 (IP
completion day)) to implement Directive (EU) 2016/97 on insurance distribution, where that customer
would not qualify as a professional client, as defined in point (8) of Article 2(1) of UK MiFIR; or (iii) not a
qualified investor as defined in the UK version of Regulation (EU) 2017/1129 on the prospectus to be
published when securities are offered to the public or admitted to trading on a regulated market, which
is part of UK law by virtue of the EUWA (the UK Prospectus Regulation).

This publication has been prepared by LBBW for information purposes only. It reflects LBBW'’s views
and it does not offer an objective or independent outlook on the matters discussed. The publication and
the views expressed herein do not constitute a personal recommendation or investment advice and
should not be relied on to make an investment decision. The appropriateness of a particular investment
or strategy will depend on an investor’s individual. You should make your own independent evaluation
of the relevance and adequacy of the information contained in this publication and make such other
investigations as you deem necessary, including obtaining independent financial advice, before partici-
pating in any transaction in respect of the financial instruments referred to this publication herein.

Under no circumstance is the information contained within such publication to be used or considered as
an offer to sell or a solicitation of an offer to buy any particular investment or security. Neither LBBW nor
any of its subsidiary undertakings or affiliates, directors, officers, employees, advisers or agents accepts
any responsibility or liability whatsoever for/or makes any representation or warranty, express or implied,
as to the truth, fullness, accuracy or completeness of the information in this publication (or whether any
information has been omitted from the publication) or any other information relating to the, whether
written, oral or in a visual or electronic form, and howsoever transmitted or made available or for any
loss howsoever arising from any use of this publication or its contents or otherwise arising in connection
therewith.

The information, statements and opinions contained in this publication do not constitute or form part of
a public offer. LBBW assumes no responsibility for any fact, recommendation, opinion or advice con-
tained in any such publication and expressly disclaims any responsibility for any decisions or for the
suitability of any security or transaction based on it. Any decisions that a professional client or eligible
counterparty may make to buy, sell or hold a security based on such publication will be entirely their
own and not in any way deemed to be endorsed or influenced by or attributed to LBBW.

LBBW does not provide investment, tax or legal advice. Prior to entering into any proposed transaction
on the basis of the information contained in this publication, recipients should determine, in consultation
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits,
as well as the legal, tax, regulatory and accounting characteristics and consequences, of the transac-
tion.

This document is a translation of Kraemers Klartext, “Die Folgen von Kl fiir 6ffentliche Finanzen®, original
publication date: 31.07.2026. The translation has been made for convenience only with the German
original always prevailing in all aspects, especially in case of potential discrepancies resulting from the
translation.

Landesbank Baden-Wiurttemberg
Cross-Asset- and Strategy-Research | 07-31-2026

To connect on LinkedIn,
please scan QR-Code

Moritz Kraemer
Chief Economist/Head of Research at
LBBW || Senior Fellow SOAS University of...

LB=BW



