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Abstract

The debate about AI and jobs tends to focus on howmany jobs will disappear, while where the profits
will land and where the losses will go is the question that will matter the most. In India’s IT services
sector, net positions per additional billion dollars in revenue dropped from around 14,800 in 2022 to
around 7,500 in 2026 and in the U.S., youth in occupations exposed to AI are being hired less than
their counterparts in occupations that are less exposed. Growth ceases to create jobs by default since
the markets they are absorbed in will not grow by the same factor as productivity. In manufacturing,
cost estimates show that physical AI will become favorable to labor costs in Western Europe and the
U.S. first. With automation at 80%, Vietnam has a labor cost advantage of 22 to 1 over Germany that
drops to about 6.5 to 1. Building advanced human capital takes decades and cannot be bought with
tools; institutions can evolve faster and will decide where the human capital works. The tax base is
not solely based on howmany people are employed but on where the income and the income holder
are located. Concepts like salary insurance that were proposed by Brookings in October 2026 rely on
getting employed and having enough revenue, both of which this technology can undermine.

Introduction: Where the Gains and Losses of AI Will Land

There are many debates surrounding AI and jobs. How many jobs will be lost is the main takeaway
most people draw from these discussions but where will the profits go and who will take the losses,
is what will define the outcome. From 2023 to 2026, the same tools became available in Bangalore,
Stuttgart, Seoul and Hanoi. They became available at similar price points and yet these locations
could be economically further apart in 10 years than they were in the past generation. Workers dis‑
placed by AI will not affect countries equally. A wage advantage that took 40 years to build can be
taken away in 10 years, while a research base that took 40 years to build cannot be bought in 10. This
is what this article is based on.

This articlewill followalong the linesof the researchpaperpublishedbySIAIResearch. Itwill use some
of their estimates.[1] It begins in the white‑collar labor market, then moves to how physical labor can
be moved and the value of advanced human capital and the competition for it. Finally, it comes to
whowill foot the bill. Each topic is exploredwith real‑life cases visible today. Somewill contradict the
simplified narrative.

Part I: AI Will Start Taking White‑Collar Jobs

For the last 30years, the software industry andmanyprofessional serviceshaveoperatedunder theas‑
sumption that as revenue grows, staffwill grow. Firms hiredmore people to sell more hours, whether
that be consulting, auditing or software development offshore. They staffed their projectswith a base
of young people and a few senior leaders on top, then grew by adding the next set of young people.
There is no industry that has grown by this formula more than India’s IT services, where the gap be‑
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tween an engineer in Bangalore and New Jersey created a national industry, which is why India is the
first example here.

NASSCOM reports show this relationship is starting to weaken. In fiscal 2022, India’s tech industry
grew 15.5% to roughly $227 billion USD and created approximately 450,000 jobs.[2] In fiscal 2026, the
industry was projected to grow by 6.1% to $315 billion and create 135,000 jobs net.[3] Dividing these
gives a rough estimate of jobs per additional billion in revenue: about 14,800 jobs per billion in 2022
and about 7,500 jobs per billion in 2026. These numbers are not exact and are being done in nominal
dollars and 2022 saw a boom after the pandemic, so the ratio isn’t very significant and in 2023 it went
the other way, but the trend over the last 3 years is hard to ignore.

Figure 1. Each added billion of revenue now brings about half the hiring it did in 2022.

India’s software industryhasnot collapsedand thereare4 things tonote. Jobsare still beingcreated in
this industry, just at a lower rate, growingby about 2.3% last year to 5.95million. Hiring has decreased
drastically and turnednegative in thebiggest companies. In fiscal 2026 the top5 IT services companies
saw a net loss of 7,389 jobs, while they gained 12,718 in the previous year.[4] There are productivity
gains being reported by the companies themselves. In a study by the Indian Council for Research
on International Economic Relations of 651 companies and OpenAI, 65% of companies reported they
hired fewer people after implementing AI and 55% reduced the number of entry‑level positions, with
82% reporting no changes at the top and only 27% expected their headcount to decrease.[5] The last
is the drop in jobs per revenue, which can go unnoticed for years while the industry grows.

Tata Consultancy Services is an example of these factors being difficult to tell apart. Their headcount
dropped from 607,979 to 584,519 in fiscal 2026, while their revenue in USD dropped 0.5% and 2.4%
in constant currency.[6] Demand played a role here, at the very least. Their CEO said that they would
be cutting around 12,000 jobs due to skills not aligning, not due to productivity gains from AI. It is
reported that most of these were mid‑ to senior‑level executives.[7] Causality cannot be determined
from one company, but this shows what it looks like when people who know how to do one thing can
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no longer be moved to do another.

Why aren’t more jobs created as revenue grows? There is only somuchmarket for what these compa‑
nies sell. If a company canmake 5x asmuchwith the same number of employees, they will not sell 5x
asmuch. No bank or insurance company is going to increase its IT budget by 5x because software has
become cheaper. There is a limited market for these products at any given price point. In the simpli‑
fied framework of the accompanying paper, if productivity increases 5 times and demand elasticity is
0.5, employment ends up at 45%of its original level. Most businesses that buy from IT services will be
more like this scenario than someone buying a product that became cheaper. Once there is competi‑
tion, it becomes clear who keeps their employees. The company that is most efficient can keep all its
employees and others will see a decrease in revenue and therefore jobs. Overall, there will be fewer
jobs in that industry.

This can be seen outside of India as well. The top 4 audit firms in the UK have decreased their gradu‑
ate hiring. KPMGdecreased by 29% andDeloitte, EY and PwC decreased by 18%, 11% and 6%, respec‑
tively, while also facing a recession in their consulting business and opening overseas locations.[8] In
the US, the Stanford Digital Economy Lab found that thosewhowere 22‑25 in 2026 had lower employ‑
ment in jobs exposed to AI than those who weren’t by 19%. They found this was because companies
were not hiring asmany of them and there was no gap in experienced workers.[9] In Denmark, admin‑
istrative data show the opposite, with confidence intervals that rule out effects above 2% in earnings
and hours worked through 2024.[10] These don’t conflict as much as it may seem. If companies are
hiring less, the ones who were not hired will feel it first.

Figure 2. The cuts land at the graduate entry point first.

The effects on people are judged by what happens to them once they lose their job. According to
the Bureau of Labor Statistics, 66.1% of Americans who lost long‑held jobs from 2023 to 2025 found
employment by January 2026. Of those who found another full‑time job, about 49% were making
the same or more. That number was around 62% two years ago.[11] This is before any major loss of
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jobs due to AI. Studies have shown that once people lose their jobs, the ones who are downskilled to
a lower‑paying job see the biggest impact on their income.[12] A 50‑year‑old project manager who is
laid off from his outsourcing companywill be competing for a shrinking job pool, with companies not
hiring as many as before. As that pipeline shrinks, there will be fewer jobs for people like him. Many
will find themselves on a gig economyplatformorworking in service below their education if they find
a job at all. In the accelerated scenario from the accompanying paper, the number of Americans who
are unemployed after being displaced increases from 34% to 48%, while another group of people will
be downskilled. This is just a scenario and should not be taken as fact, but the idea that someonewho
lost a job this year will have a similar one next year looks unlikely.

Part II: AI Will Be Favorable to Higher Labor Costs First

Everything discussed so far is computer work. Manufacturing will take longer to replace because it is
harder to automate human hands than human words. So this is the focus here. Manufacturing with
robots will be judged by how much it costs per unit of useful work, not on how cool a demo looks.
Capital costs, time to get online, maintenance, human supervision, downtime and reliability will all
play a factor. Even if a robot can cut things for free, it still costs something. Based on the assumptions
published in the accompanying paper, human labor becomes more expensive than using a robot at
around $78 per hour in 2026, dropping to $11 in 2029 and $3.80 by 2036. This is based on projections
of reliability that are not yet proven.

Which countries will cross this line first is interesting because technology is usually assumed to flow
from thewealthy countries to the poorer ones. The cost of an hour of labor in Germanywas 45.0 Euros
and 47.9 Euros in the Netherlands in 2025.[13] JETRO found that in 2023 Japanese subsidiaries in Asia
paid an average monthly wage of $576 in China and $273 in Vietnam.[14] So if a factory in Germany
can replace one of its employees, they are saving significantly more than a factory in Vietnam, which
means Western Europe has the most to gain from using robots to do work. Estimates show that the
Netherlands, Germany, Sweden and the U.S. will become cost‑effective to use robots in 2029, along
with the Czech Republic, Poland and Japan at around $20‑$22 an hour. Mexico will follow in 2033
and China in 2034. Malaysia, Thailand, Indonesia, India and Vietnam will not be cost‑effective until
after 2040. China installed 354,000 industrial robots in 2025, which is 59% of the world total, while
the EU installed 11% fewer robots in 2025 than the previous year.[15] There are many factors that go
into these numbers, but they don’t show howmuch labor is being saved per robot installed and with
China’s lower wages, each robot saves much less. Companies in Europe are waiting for systems that
are ready to go on a production line.
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Table 1. Labor Costs and First Year of Sustainable Robotic Production by Economy

Economy Labor Cost, $ per
hour

First sustainable year, baseline
scenario

Savings Per Hour with
80% Automation in

2036, $

Netherlands 54.13 2029 38.65

Germany 50.85 2029 36.14

Sweden 48.70 2029 34.49

USA 48.62 2029 34.42

Czech Republic 22.37 2029 14.27

Poland 21.58 2029 13.66

Japan 20.16 2029 12.57

Mexico 5.79 2033 1.53

China 4.81 2034 0.78

India 2.81 After 2040 0.00

Vietnam 2.28 After 2040 0.00

Source: SIAI Research (2026) AI‑Driven Labor Displacement and National Economic Competitiveness.
Note: Labor costs are observable, with different reference years per country. The first sustainable year and savings are
scenario estimates.

Germany’s car industry is a great example of this not being a factor yet. They have lost 42,300 jobs or
5.8%, in one year to have 691,500 employees in the first half of 2026, the lowest they have been since
2005. All of Germany lost 144,100 jobs in manufacturing.[16] This was not caused by robots. There are
many factors at play, like the change to EVs and Chinese competition. Germany is losing jobs to these
factors before it can be competitive again with automation, which will be dangerous if automation
can’t take over where its workforce left off.

There is still a longway fromdemo to production line. BMWplaced 2 Figure 02 robots in their Spartan‑
burg factory for 11months, where they logged over 1,250 hours and placed over 90,000metal compo‑
nents. Therewas no public data on howwell these robots performed or how they failed.[17] BMW then
placed Hexagon AEON robots in Leipzig in December of 2025 for their first test run, with more being
implemented in April of 2026 and a pilot phase to begin in the summer.[18] Hyundai has announced
that they will begin placing their Atlas robots to place parts in their Georgia factory in 2028 and be‑
gin to put parts together in 2030, with each process being validated individually.[19] All of these are
small tests that are being run. The robots available today are not good enough for a production line.
They will take time to mass‑produce them and nobody knows how they will perform in a real‑world
scenario, which is why 2028‑2029 is used here as the estimated time for robots to begin taking over in
the industrial space. The simulation does not rely on this year and the 2036 results change little with
varying arrival times.

Where will companies decide to build their factories if these cost curves hold? In a factory in 2036
that has 80% of its hours automated, Germany drops from around $51 per equivalent man‑hour to
around $15. Vietnam will remain at about $2.30 because a robot is not cheaper than their workers
at this point. Vietnam will go from having a 22‑to‑1 cost advantage over Germany to about 6.5 to 1.
With 95% automation, this number drops to 3.5 to 1. Their advantage will not be gone but will be
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greatly diminished. Once the gap is small enough, other factors will play a larger role in where a com‑
pany decides to locate: engineers that are nearby, reliable electricity, vendors, customers, tariffs and
transportation, most of which favor older industrial areas. When manufacturing comes back, more
products and capital come back, not jobs. Germany should not expect to have the same number of
employees it once did when its car factories come back.

Figure 3. Automation narrows Germany’s labor‑cost gap with Vietnamwithout closing it.

Countries that are developing will suffer from this change as well. There is no need to wait for hu‑
manoids to see the effects of automation on jobs. A study by Solidaridad Bangladesh, Bangladesh
Labor Foundation and BRAC University showed that workers in Dhaka, Gazipur and Narayanganj saw
a decrease of 30.58% after implementing new technology in their garment factories. Cutting lost
48.34%of jobsandsewing lost 26.57%of jobs,withhelpersandotherentry‑levelpositionshithardest.[20]

This study is not large enough tomake any real conclusions, but the effects on jobs are clear. Another
study looked atMexico and found that when the U.S. implemented robots, its local labormarkets saw
a decrease in employment, specifically among those who operated machines at a low skill level. Ex‑
ports also decreased during this time.[21] On a global scale, the results are mixed. One study found
that as wealthy countries automated their production, they saw an increase in trade with poor coun‑
tries, both importing and exporting to them but saw their exports to the wealthy countries decrease.
Overall, the study found that the South tends to prosper in its model.[22]
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Figure 4. Entry‑level cutting jobs took the heaviest losses.

The fear is not that all poor countries will lose jobs to automation, but that the ladder out of poverty
will get shorter. Manufacturing allowed people to leave farming and work in the city and progress to
higher‑paying jobs. Vietnamhas seen itsmanufacturing increase from18.8%of its GDP to 24.3% from
2005‑2024. India has gone from 16.0% to 13.1% over the same time frame.[23] A country that is at the
level Vietnam is can still benefit from this technology. If they haven’t begun this journey, they may
find automation taking those jobs before they get there, just as young developers in India are seeing
with AI and software.

Part III: Human Capital That Takes Decades to Build

As robots take over jobs that require manual dexterity and AI takes over jobs that require basic cogni‑
tive ability, therewill be a shortage of humanswho can operate these robots and build newAImodels.
This is where a country’s schooling and research will determine how much wealth it can keep in its
country. Advanced human capital is defined here as someone who can do science, math or engineer‑
ing at an advanced level and produce new ideas.

There are many ways to measure a country’s research capabilities and human capital. National num‑
bers show that Korea has increased its research and development from 2.05% of its GDP to 4.94%
from 2000 to 2023. China has grown from 0.88% to 2.58% over the same time frame and Germany
from 2.39% to 3.15%. The U.S. currently stands at 3.45%. Productivity has changed as well over this
time. Germany has seen its GDP per employee drop from 101% of the U.S. on a PPP basis to 80% in
2025. Japan has dropped from 71% to 56% over the same time frame. Korea has increased from 52%
to 63% and China has increased from 7% to 31%.[24]

© 2026 The Economy 8



RESEARCH PAPER SERIES

Figure 5. Korea and China raised research intensity fastest.

Japan and Korea are both very advanced in manufacturing technology but see lower productivity in
other areas of their economy. So they have a high amount of research but can’t translate it into eco‑
nomic gains. Korea has the highest research intensity in the sample and its GDP per worker has not
moved since 2010. The U.S. has a PISA score of 465 in math, which is below the OECD average of 472,
but has the best research institutions and tech companies in the world.[25] Part of this is because of
the people they are able to train from other countries, which Part IV covers.

Figure 6. Higher research spending has not closed the productivity gap with the US.
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There is a common theme across all these countries. They have built on top of what came before
them. Having a great research institution is only half of whatmakes it great. It needs others around it
who have done the work before: manufacturers of equipment and companies that can employ some‑
one with a PhD and investors that know how to value them, all of which Western Europe, the U.S.
and Japan have been able to accomplish over generations, althoughWestern Europe has not had the
pipeline to get to scale from research as quickly. China has been trying to build this in a shorter period.
Agroupof researchers fromStanfordand theHoover Institution lookedat the223authors thatworked
on DeepSeek’s core papers. They found that almost all were trained in China and over half never left
the country to study or work. Most of those who worked in the U.S. came back.[26] They were able to
do this after years of training people in engineering and having amassive industry at home to support
them.

There is a misconception that training more people produces more researchers. Korea has a higher
education enrollment rate of over 100% according to the World Bank. Vietnam is much lower but its
15‑year‑olds scored 469 on PISA inmath, which is 4 points higher than theU.S. Enrollment shows how
many people are in the classroom. Universities can’t teach students what they should have learned
in elementary and high school, which is why there are such large gaps in people’s basic education.
Anyone who has taught students who came to college without knowing math knows this takes more
than a year or two to catch them up, no matter how fast the teaching. A rough assumption is that it
takes about 20 years to develop a researcher who can work in these fields and 40 to have them in a
productive work environment. These numbers are approximate, but the people who will be doing
research in 2036 are already in high school or older.

Could AI speed this process? Having access to these tools will help people learn. There is a benefit
to this in technical jobs that require a base of knowledge but without the basics, there is little way of
knowingwhenamodel iswrong,which iswhatadvanced training teaches. Thesemodelswill continue
to get better, but it will take children the same amount of time to learnmath. If AI can help those who
already know these skills, it will only increase the gap between countries that can research.

Part IV: Where Will the Best Talent Work?

Katalin Karikó left Hungary in 1985 when her job was taken from her. She and her family left the
country with $1,200 hidden in her daughter’s teddy bear.[27] After moving to the US, she struggled
to find funding for her research and was demoted four times.[28] She eventually moved to BioNTech
and shared the Nobel Prize in Physiology or Medicine in 2023 for her work on mRNA. This story is of‑
ten told about one woman and her perseverance, but it can also be told about institutions. She had
two institutions that did not want to fund her or help her reach her potential and it was a company in
another country that helped her achieve her goals.

There are many people who have stories like this and did not make it to the top. A physicist who can
build a new energy technology, such as a fusion power plant, needs investors who can understand
the work, labs that can help test it and people who can tell if the physicist is good. If those things
aren’t around, years of a career are lost. Companies will invest in whoever they think is best and not
the person who is. At some point that person will move to a country that can evaluate what they are
doing. A country can’t recognize its best if it doesn’t have many. These people are only useful when
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they can be used in an economy, which is determined by the institutions around them, or innovation
ecosystem readiness.

Peoplewill follow these institutions. A studyby theBankofKorea inNovember 2025 found that 62%of
Koreanswith amaster’s or PhD in science or engineering in their 20s and 30swere thinking ofworking
abroad in the next 3 years. Two‑thirds of those who wanted to work abroad cited money as a reason.
Koreans who work overseas reach peak average incomes of $366,000, against $127,000 at home.[29]

This is happening in a country that spends themost on research relative toGDP in the sample. MacroP‑
olo found that 47%of top AI researchers in 2022 received their undergraduate education in China and
only about a fifthof researchers of Indiandescentwork in India.[30]When thesepeople leave a country,
the country isn’t just losing a salary; it is losing the companies, patents and students they will create.

Figure 7. The youngest researchers are the most ready to leave.

Countries have started to act on this. TheU.S. has started charging $100,000 for newH‑1B visas. China
has opened its K visa for foreigners who can help with science and technology and Canada’s PM has
publicly said they want to help those who are affected.[31] This will be costly for the country that has
benefited the most from other countries educating their workforce.

With remotework, this changecanhappenwithoutpeoplehaving to leave. Someone inSeoul cannow
work for a company in California. Countries can lose the value of their talent while the people stay at
home. There will still be things that require humans to be on site for research and production. The
Netherlands showed this in March 2024 with a 2.51 billion euro package for housing, transportation
and schooling for engineers in the Eindhoven area, to keep ASML investing in the country.[32] There is
no remote work solution for that. This also plays a role in taxes. Someone can stay at their job and
move their money and IP to another country.

Institutions can change faster than schools, which is the biggest takeaway from this article, but it
will be difficult to accomplish. Take 2 countries that are similar in human capital in 2026, where one
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changes its institutions to allow for research and the other doesn’t. In the model, they can increase
their institution quality by 3/4 of a standard deviation in 10 years. The number of people displaced
and not working drops from about 48% to about 25% in advanced economies. This assumes stronger
demand as well in the reform scenario. Institutions help research, but not as much as expected. The
cross‑country regressions found that institutions predictedmore income from IP in one specification,
but they did not raise the productivity of research. In 2031, this will show in where companies are
founded and where people can find their first job. By 2036, it will show in national debt, with Ger‑
many being 10.4 points lower and Vietnam 7.9 points lower in debt in the reform scenario than in the
weak adaptation scenario. This is the only lever that a government can pull during this time and 10
years is a demanding horizon for it.

Part V: WhoWill Pay for This

Every step above has come down to one thing, paying for it. When workers lose their jobs, the state
is going to need the money when most of their income will be diminished. However, when there are
fewer workers, tax revenues are not automatically less. SIAI’s AI and Tax series explains that fiscal risk
comes less from fewer workers than from changes in the composition, timing, location and jurisdic‑
tion of the tax base.[33] If ten workers who make $100,000 each are replaced with two workers who
make $300,000 each, payroll decreases by 40% but on an indicative scale, income tax decreases by
only 15%. As workers become more productive and fewer in number, they can raise tax revenue per
worker. In the simulation, advanced economies’ tax revenues are higher than the no‑AI baseline in all
cases due to higher output.

This is on theassumption thatbothof thoseworkers stay. If one leaves, the samescale showsadropof
57.5%. When income ismobile, that’s where the progressive state breaks down. These numbers need
tobe readwith caution fromboth sides. A studydone in the Journal of EconomicPerspectives showed
that thewealthy can respond significantly to taxeswhen they are not tied to a location. However, they
caution that not all demographics respond in the samemanner.[34] In the UK, non‑doms and deemed
doms owed a total of £13.6 billion in taxes for the 2024 to 2025 year, an increase of 9%, as reported by
HM Revenue and Customs.[35] These numbers end before the change in April 2025, so the reaction is
not yet known. Britain’s public discourse has run ahead of the data here. Governments will need to
account for fewer people paying personal tax, without assuming they will all leave the country.

The bigger the welfare state, the bigger the problem. Germany and the U.S. raised 64.8% and 63.5%
of their tax revenue from personal tax and social contributions, respectively, in 2023, while Mexico
raised only 34.6%.[36] So Germany is more at risk, but it will be able to tax more if it can keep profits
in the country. Low‑income countries will be at risk of a relentless math problem: not many to tax,
little ownership of the technology and having to pay formodels and robots that live elsewhere. In the
accelerated scenario, tax revenue comes in 3% to 7% lower than the no‑AI baseline in China, India,
Vietnam and Mexico. Debt as a percentage of GDP will increase by a median of 14.1 points in Mexico
and 11.2 points in Vietnam, compared to 4.0 points in Germany and decreasing slightly in the U.S.
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Figure 8. Large welfare states lean hardest on labor‑linked taxes.

Robert E. Litan’s paper to the Brookings Institution in October 2026 shows how conventional policy
will struggle to function if labor markets are different. It suggests wage insurance, helping with re‑
training and tax credits for those who can take entry‑level positions. It would cost around $60 billion
dollars a year, or roughly 0.2% of U.S. GDP.[37] It’s well thought out and wage insurance has evidence
behind it from a smaller U.S. program. The main benefit is that they will only pay someone if they
find a job. If people can get back to work, it makes sense to pay them in this manner. If they can’t,
then fewer people will be paid and the bill will come out of decreased tax revenue. In the accelerated
scenario, helping only people who are unable to find work would cost around 0.77% of U.S. GDP by
2036. It is another method, but it shows how large this can get.
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Table 2. Change in Public Debt and Income Support until 2036 by Scenario

Economy Debt, Scenario A Debt, Scenario B Debt, Scenario C Income support,
Scenario A, % of

GDP

USA ‑2.0 ‑8.6 ‑12.9 0.77

Germany +4.0 ‑2.6 ‑6.4 0.85

South Korea +0.2 ‑4.9 ‑7.6 0.80

China +8.6 +1.1 ‑3.4 0.95

India +9.5 +3.9 +0.9 0.57

Vietnam +11.2 +5.5 +3.3 0.65

Mexico +14.1 +6.0 +2.7 0.98

Source: SIAI Research (2026) AI‑Driven Labor Displacement and National Economic Competitiveness.
Note: Median simulation values for 2036. Debt is in percentage points of GDP versus the path without AI. Scenario A:
accelerated automation and weak adaptation. Scenario B: unequal adjustment. Scenario C: institutional reform and
strengthening of human capital.

The question is not only whether to help those who will be affected by AI, but whether economies
will be able to pay for it. This depends on all the steps above. How fast are jobs lost and do robots
bring production home? Were the people who will build the next wave of businesses educated in the
country and will they stay? There will be many factors that come into play when deciding if AI will
benefit or hinder an economy, from what machines can do to what humans can do and how much
governments are able to retain. Countries that already combine high labor costs, deep research bases
and institutions able to keep their best people are likely to covermuch of the cost of displacement out
of higher output, while economies that grew on cheap labormay face job losses, weaker revenue and
rising debt at the same time. That sets the order for policy. Before committing to wage insurance
or any wider income support, governments need to know howmany displaced workers actually find
comparable work and how much of the income AI creates stays taxable at home, and institutional
reform is the one lever that can begin to show results within the decade. It remains to be seen which
countries will excel at all of these.
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