center outsourcing) may shrink materially. The implications of AI for developing countries’ competitiveness and the global distribution of production are critical to understand.
The interaction between AI and innovation itself also opens a rich research agenda. On the one hand, AI can erode market power in existing downstream industries by lowering costs and enabling entry. On the other hand, our analysis shows that if fixed costs rise, industry structure may become more concentrated, reducing the variety available to end consumers and slowing innovation. From the perspective of AI innovation, if monopoly rents are the primary reward for investing in frontier AI, restricting those rents too aggressively might dull incentives for innovation. Understanding how different forms of pricing, competition, and regulation shape innovation incentives in AI, and how this interacts with broader patterns of technological progress, remains a pressing challenge.

Conclusions
This paper argues that the payoff from preserving competition in AI has been underappre-ciated in macroeconomic discussions. Growth models and popular narratives often assume that AI will deliver cheap goods and services in abundance. Our observation is that this outcome is unlikely in the absence of competition, particularly if the profits from the tech-nology accrue outside a country or are not shared throughout the economy. Instead, we show how market power in AI factors of production allows the provider to extract rents and prevent prices from falling to match declines in labor. A profit-maximizing downstream firm may be just indifferent about adopting AI, but the decision redistributes rents outside the country and away from displaced workers within the country. Because AI is a general-purpose upstream technology, monopoly harms include increased concentration and higher prices within downstream sectors but extend well beyond directly impacted sectors, justify-ing a general equilibrium framework. Our models demonstrate that the welfare impact of AI depends critically on market structure; they further highlight the important role of worker transitions and their unique value and productivity in alternative sectors.
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