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Introduction

1 -Elr‘eatlng systems that can replicate human intelligence and problam-salving abilities

has been one of the main objectives of artificial intelligence research since the 1950s.
With 20% of businesses in the UK using Al?, there is a clear trend of increasing Al
adopfion rates. In the labour market, people are increasingly concerned about their jobs
being replaced by Al, as by 2027, 42% of business tasks are set fo be automated.? Jobs
with repefifive and predictable tasks are at the most risk of being displaced by Al due to
| Al's ability to manage vast volumes of information without I‘atlguea

2 -Et is important fo study the impacts of Al on the labour market because Al has the
potential to significantly alter unemployment rates and productivity levels in the UK. On
one hand, structural and technological unemployment could leave millions of people
displaced from their jobs. However, contrastingly, productivity changes could provide a
solufion to the UK's productivity problem and help promote economic growth and create
new job opportunities. The impact on income inequality is also likely to be significant, as
| Alis expected to affect lower-wage occupations more.

3 Ehe aim of this assignmentis to explore the effects of artificial intelligence on the labour
market, driven by its increasing integration into the workforce. | aim io analyse how Alin
the UK is impacting labour market dynamics and productivity changes in several crucial
sectors such as education and healthcare. Additionally, this project will examine how Al
changes wealth distribution and income inequality in the labour market, identifying both
the opportunities and challenges created by Al Ultimately, | will ask whether Al will lead

to the hollowing out of the labour market in the Ul'g

" hittps:itween soottishai, comine wathe- history -of-si  (Scottish Al Alllance, 2024)

T hittps: S econo mist.comthe sworld -abead/ 202471120 Ahere -will-ba-na-imme digte -productivine-boost-
froum-ai [Williams, 2024)

¥ hitps: e waforum, orgfou blic s tion efthe future -of -jo bis -re port - 2023 fn-fulld (Zahidi 5. &, 2023)
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Labour Market Dynamics

New Jobs Creation

4 _E'u the last few decades, the UK, along with other developed nations, has seen
significant advancement in technology, including Al. These new technologies are
creating new jobs and, indeed, new industries. This is because there is both a need to
develop and update technologies. Similarly, the new opportunities Al presents require
human capacity. Techopedia references this point when considering the UK's increase

in Al usage: “The same businesses need humans to man Al tools and tumn them into
productivity machines".* This indicates that Al development and deployment require a
skilled human workforce, meaning there is a higher demand for people with

| programming skills and computer science-related degrees specialised in aE recent 1A
5 report from the WEF develops this point by showeasing how "technological skills are
projected to grow in importance more rapidly than any other type of skill. Al and big data
top the list as the fastestgrowing skills"* This shows thatin the short term, this demand
|_shift to the rightin the labour market will increase wages for workers in those sectars:] 11A
6 -Ehis aligns with PWC’s findings, which state that workers with Al skills are expected to
eam 14% more.® Furthermore, in 2023 software engineering saw the steepest rise in
applications, up 16% compared to 2022.7 This shows that higher pay incentivises more

people to graduate from computer science-related degrees, resulting in a rightward shift
in the supply of workers, transforming markets towards reaching equilibrium in the long
run. As a result, a greater number of individuals are employed in highly skilled positions,
|_contributing to a more advanced labour marka:t] 11A

7 E—{weuar, having a higher demand for workers in Al-related fields does not necessarily
mean there are enough workers to meet that demand. Evidence regarding this states:
“A severs shartage of the nation’s tech skills may stifle the government’s push to
turbocharge Al"® This shows that labour shortages in key areas, such as Al-related

4 hitps: feewe. techopedia . c omtha -state -of - the -ai wrarkf oroe -in-the-uk (Okeke, 2024)

3 httpa: M waforum. or g pu blications/the -future of -jobe-re port-20257 (Zahidi 5. , 20285)

8 https: e owe. co, uk/issuesfgenerative -artificia l-inte Ui gence fuk-ai-obs-barometa r.htmi  (PWG, 20024)
7 hitps- e, Bhe comdnews/technology-6817824 7 (McCallum S, ., 2023)

8 bt Al linance vahoo.comdnews/uk -skills-gap -threate ns-5tal-092943835 himl  (Koopman, 2025)

4
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fields, can disrupt the market expansion due to a limited supply of skilled workers, since

10

Lfirms struggle to find qualified workers to fill roles Eﬂoraover. evidence from CK Group
confirms that skill shortages can disrupt economic expansion: "STEM skills gap
projected to cost the UK £120 billion by 2030".9 This highlights that skill shortages can
reduce government revenue and cost businesses profits as they struggle to fill the roles.
One of the reasgns is because wages in the Al sector are likely to rize due to a limited
supplj.r of work ﬁEeﬂumd profits can potentially reduce firms' capital available to
spend on innovation and investment in areas such as R&D, which often drives the
creation of additional high-skilled jobs, and this underinvestment can lead to higher
unemployment. This link between R&D and unemployment has been referenced on the

WEF: “Increasing R&D expenditure as a percentage of GDP has been found to

_decrease a country's unemployment raie“,a

Eigum 1- Taral private imastroants in octifcial intelligence {(A)) warfdwide from 2073 to 2023, by region

= =

115.24

228
1LEY pps@ 1095 a.8%

Sourca 1 - Statista

¥ https: e karoup.co. uk/gtem- qklllq -gap-proweted -to-c oot -the. gk-1 20-hillian -y -30307 [CK Group, 2024)
18 hitipe st 2315 e saarch- ::Iuv-:l:-prne nt-creats-

jobedf~ tet= A 2 0one* 'R:ADEC-II"‘tU"‘:-JGII'IC reaseh 20in analyreds 20datatedMromW4 2071 %2 0countria s
tCharIIun 2023)

W ittps: M statista, o gmista tistics M 472607/ private -investme nts -ai-by-region’  (Statista, 2024)

o rum
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A, like any other industry, both influences and is influenced by globalisation. From the
graph above,'? | can analyse that China's private sector invested over 4.5 times more
ﬂmn the UK in Al, while the USA invested 15 times maora than the UaEighsr
investment in Al by the private sector can drive both job creation and potential wage
growth by expanding high-skilled opporiunifies. If the UK's Al industry receives less
investment than other developed nations, it risks slower Al development compared to
the USA and China. This could significantly impact labour market dynamics, as the UK's
high-skilled Al professionals may relocate fo countries offering better career
opporiunities and higher wages, a phenomenon known as 'brain drain’ economic theory.
This has been referenced by The Independent, stating that 'brain drain’ of talented Al

-;pvacialists may occu r.ﬂﬁmls talent loss could weaken the UK labour market by further
reducing the supply of high-skilled professionals and become increasingly reliant on
low-skilled jobs, leading to the hollowing out of the skilled jobs in the UK labour market.
Thus, 'brain drain” may undermine the UK's Al plan to establish a strong global
presence: "the skills gap in the UK's workforce could hinder the adoption of Al
technologies".' This highlights the concem that the skills gap caused by the 'brain
drain' could be damaging; as high-skilled professionals migrate elsewhere, the economy

13

risks falling further behind in the global Al r:_-mg contributing to a higher structural
unemployment.

Job Displacement

Tﬂ.s | have recognised in my preceding section, Al has the potential to create new
opportunities in the labour market. However, it too has the potential o displace jﬂbS.E
the UK alone almost 8 million jobs could be lost to AlL'S This shows that technological
and structural unemployment could rise in the UK labour market. Workers in low-wage
occupations are 14 times more likely to need to change their job following the impact of

12 hibps: fwanw. statista, c om/statistics M 472607/ pov ate -investme nts -aiby-region/ (Statista, 2024)

L sfhvesna.incde pendent. co, uk/busines s uk-r sks- beco ming-i ney bato -gc ono my-wie re-tech -Ss1anups.
develop-then-laaye-b2E0090 8. hitiml (Shead, UK risks becoming 'incubator aconamy” where tech star-ups
develop then leave, 2025)

™ kg Sevews. science medigoentre, orgfex pert -reaction-to-the -goverm men e -ai-Op o e iitie &-a ¢ th fi-pla nd
(Science Media Centre, 2025)

13 hitpes: (e theguardian o
in-uk-sayvs-raport  {Partington, 2024)
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_ftl.'“ This shows that a higher proportion of low-wage workers will be aﬁacmﬁhe
result of this is that this demographic will mast likely need to seek refraining, and in
doing so will encounter challenges due to the financial costs of upskilling. Given this
demographic already experiences wealth inequality, this issue is particulary
exacerbated. Evidence suggests that almaost a third of people are prevented fram
upskilling due to financial barriers.'” This shows that there could be a lack of mobility in
the labour market amongst low-wage workers, which would increase the time taken in
fransitioning, potentially leading to a rise in frictional unemployment. This aligns with the
finding: “Al adoption by businesses is likely to lead to substantial short-term frictional
unemployment,”®

.E'- the short term, increased spending on unemployment benefits and retraining
schemes due to frictional, technological and structural unemployment can increase the
government deficit and national debt. This in furn may lead to higher barrowing costs if
investors perceive greater risk. Thus, reallocation of public spending might be
necessary, as the govermment may have to allocate a bigger proportion of a budget to
paying the interest on debt. The government faces the basic economic problem of
scarce resources, crealing an opportunity cost. Thus, the govemment may have to
sacrifice additional spending on public services, which would hinder demand and further

job creation. This contractionary fiscal policy can further lead to higher unemplnymnﬂ

™ https:dblogs. |52 ac. uk/businessraview /20231 2/ 14/ haw -the-most-recen t-al-wave-attectsfobsd  (Josten,
2023)

W https: e silic onrepublic comfcaras refucd-profes sio nal -acsda my-rap ot -cost &- basnar -ups kil lingg
(0'Dea, Costs and lack of employer input are barrers to workers wanting 1o upskill, 2023)

" https: Mdataspace princeton.edu/handls A84365 /Msp01 57 nwd 79 {Duncan, 2024)
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E_lgufﬁ-.? - Ermplaymant, inactivily and unemployment retes; working age populstion [16-64 year alds); 2033

Emplayment, s tvity and unemplaymant rates: working age population (1864 year olde); 2023

100.0%
T5.0%
50.0%
25.0%

0.0%

P lgraduale Gaaduate Nom Grsdusio

m Uinymployment rata
| Inact vty rake
| Employmaent rale

Source 2 - Graduate labour markal staristics '

In the long term, job displacement by Al can be beneficial if those who are displaced get
additional education forthe labour market. The ONS graph above shows the differences
in unemployment between different levels of education. It can be analysed from the

graph numbers that post-graduates are around 2 4 times more likely to be employed
compared to non-graduates, stating that non-graduates have an unemployment rate of

5.1%, while graduate unemployment is at 3% and post-graduate is at 2.1%.2 This
shows that higher education and upskilling opporiunities can significantly lower

_unernpluyment rates JFurthermore, workers who were previously in low-wage jobs can
be transformed into high-skilled individuals with higher wages and higher productivity
due to additional education they consumed while they were unemployed. Such a well-
educated workforce is beneficial for the economy, as there are fewer unemployment
benefits to pay out and more taxes collected from higher-eaming workers, contribufing
to a higher-skilled labour markeg

W hitpe:Aexplore-education -statistics, serice. gov. ukfind -stati stic e/ gra dua te-lab sur-markets (UK
Govammaent, 2024)
= hitpsAexplore-edycation -statistics senice. gow bk ind -statistics/dra duate-labour-markets (UK
Gowvemment, 2024)
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Sub-Conclusion

18 -E'IE rapid advancements in Al and technology have significantly increased the demand

for highly skilled waorkers, especially in computer science-related fields, promising higher
wages. However, there is a risk of notbeing able to provide enough supply of workers in
Al as the number of skilled workers Is still limited. “Brain Drain” could negatively impact
the UK's labour market, as many high-skilled individuals may be attracted to higher
wages in countries where Al indusiries are bigger. While Al may lead to job losses in
the short term, there is an opportunity for effective retraining and education in the long
term, which if used effectively, can lead to a more productive labour market with a larger
number of high-skilled workers than before the integration of Al, and ultimately a

decreased unemploymeant ratE:rJ
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Productivity

Healthcare

-Eine of the reasons for the UK’s productivity problem is rooted in the large number of
people with long-term iliness. Figures from the ONS show that there are around
600,000 people who are willing but unable to work due to sickness. 2! Additionally,
research from Microsoft states: “Al is already helping to support earlier cancer and
disease detection in the NHS. Not only could this save the NHS an addiional £500
million by 2030, butit would transform outcomes for patients and families."* This shows
that Al is efficient at supporting the healthcare system in several ways. Assuming the
government allocates the savings effectively, the vast sums of money saved by Al
indicate that more can be investad in the NHS to improve healtheare outcomes and
boost the size of the workforce by reducing the number of individuals unable to work
_due to long-term illnesa‘rhis would expand the labour force, increasing the economy’s
 productive capacity and potentially raising overall economic uumut.Eargarfunding is
likely to lead to reduced waiting lists, as evidence suggests: "9 in 10 health leaders say
reducing waiting lists is being hindered by a decade long |lack of investment.™® This
shows that more investment in the NHS from the money saved by Al is likely to
decrease waiting lists, potentially reducing absenteeism due to illness and long waiting
times. This can increase productivity as less people will be absent from work. This point
has been highlighted in The Guardian, stating: “*500 UK business leaders polled for the

TUC said workers had to take time off in the last year because of problems accessing
|_public sewlces.ﬂ

Eemndly, according to Pat McFadden Al can detect some cancers earlier that are not
detectable by the human eye.?® This suggests that people are more likely to survive

# hips e b comd news’husine ss-52660581  [Cuffa, 2024}
sl : i mfeatu resfal-could -boost-uk-gdp by -550-hi lli on-by - -rasaarsh-shows!

{Dawson, 2024)

B higos: weinhsc onfe d, org new slack -capital-fu ndi ng -ri gk ing -patien - satany -an d-waiting st -rec overy
(MHS Condederation, 2022)

¥ bitnsShaeew thag yardian comibusing ss 2024 foc 28 /o re akl ng -publ e - senvice s-ara -costing-c ompanie s-4n-
absent-staff-amployars-tall-tug  (Jolly, 2024)

= hitpsweew. bbe. comdnewafaticlasforrlskaleg  (MaoMahan, 20235)
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cancer, since Al allows earlier delection, and if treatment is available, then it can
increase chances of survival. This would have a direct impact on labour force
participafion and economic output, as earlier diagnosis and treatment increase the
chance of survival. A higher survival rate would enable more individuals to remain in or

| retum to work, increasing economic pmduclivits.I—lealthcare Is an example of positive
consumption externality, making investmentin that area particularly beneficial, as a
healthier population will lead to social benefits including improved productivity, as
shown on the graph below where MSB=MPB.

Figura 3- Posithe Conswemption Externality

Undercoreumgtion ]

Education

E!igh-quallty education often reflects a high-guality workforce that is typically skilled,
adaptive and innovative. According to The Guardian “This investment will ... face to
face teaching".?® This suggests that Al could enhance teaching quality by allowing
leachers o spend more time educating students, leading to a more productive
workforce since students may acguire more skills and gain deeper knowledge of their
subject, becoming experts in their fields. This is advantageous for the economy, as a

® hitps: Sesney theguardian. c omfeduc ationda ric bef2 0248 ug 28 fna ke -a b-too ls -to-re duce -teac her -
worklnads-tach-companies-urged  {Adams, 2024)

11
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higher-educataed future workforce is likely to lead 1o more innovations, and a more

competitive economy, especially if Al skills can be taught, helping reduce the Al labour

shortages. This has been referenced in The Guardian article, which states: "Arificial

intelligence, when made safe and reliable, represents an exciting opportunity to give our

school leaders and teachers a helping hand with classroom life".?” Meanwhile, firms

benefit from a higher-skilled pool of labour, increasing their productivity and the overall
_pmdumiuity of the econ nrnyz.]

Transport jobs

-E'U'hile Al could enhance occupational mobility by improving education, geographical
mobility is also likely to improve. For example, Forbes article states: “it's predicted that
50% of transport jobs are at risk of automation by the mid-2030s."2 This pointis
developed further by evidence: “The automation of transport presents us a unique
opportunity. It can make the network ... cheaper and more efficient."® This suggests
that transport firms such as bus companies might expand transport connectivity

26

_I::etu.rasn towns, since automation allows to save mstihis is because instead of
paying wages, more can be spant on capital assets, such as buses, allowing bus
companies to run more routes, In the long-term, this means that both the working
population and the unemployed will experience greater geographical mobility, exposing
them to more job opportunities, potentially increasing labour force participation and
boosting aggregate produ ctivity.

Elnweuer, in the short-term Al and automation can reduce aggregate produclivity as
they change the job market. For example, as transportation jobs are automalted,

workers who specialised in these areas may find themselves without suilable jobs. This
can lead to higher structural unemployment and skill mismatches, where displaced
workers take jobs that do not use their full skills, reducing labour productivity in the short
term. Additionally, even with training programs, there is a temporary period where

B https- /v theguar dian.c omieduc ationfa rticle/2 024/a ug (28 fma ke-a i-tools-to-re duce-teac her-
f -1, O Pl i (Adams, 2024)

1 e S=LIT

*® hibbpas Ao forb e s comdsi ol -gi srup then-h ow-is-a{-s8t-10-
redafing-the-workd orce )l [(Cole, 2023)
B httpes: fwesans b sine ssandi nduwst iy, o, Uk man utactunn gflets-a nsure -automation -of transpot-takes.

averyong-on-the-ridel  (Feldman, 2023)
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produclivity decreasas due to workers learming new skills or adapling lo new jobs. This
displacement of workers could also cause reduced demand for labour in routine jobs,
putting downward pressure on wages. This is mentioned in "Displacement effect” as
argued by Acemoglu and Restrepo (2018); “displacement effect causes a decoupling of

wages and output per wmker“,a

Infrastructure
Ec:mrding to Gov.uk, Al can help address some of the most drastic challenges -

including the housing market crisis. Al can help with planning consultations, helping to
achieve the plan to build more affordable houses. ! This shows that the government
believes Al can speed up the time of approvals as well as reduce the time baetween
project conception and the start of construction. This, in tum, has a chance to reduce
unemployment, As more houses are completed more guickly, new areas can develop

29

_fastsn allowing businesses to open sooner and create jl:-ba This will also lead o
positive multiplier effect as higher economic activity leads to higher job creation.

Physical jobs

Eor many jobs that require physical interference, strong health condifions are vital. Al is

now able to support those with physical jobs by filming workers and then identifying the
prassure points and potential problem areas on the body. That information is then used
to provide workers with “exoskeletons” that support their body.* This evidence suggests
that Al could lead to higher productivity of the workforce as they are more likely to work

| longer hours as they are less likely to feel pain from working long hou raEhis i5
particulary relevant for the UK's aging population, as Al-driven systems would allow
older people to work longer and therefore increase number of economically active
people, making workforce more productive. The BBC reinforces this point, stating: "This
type of technology assists them in working for Innger"_ﬂ

stworking papersi? A196/wZ41 96 pdf  (Acemogiu, 2018)

I hitpedhwene Tow.u kfgove mmea nt/naweprims -minister-gets-out-blusprnt-to-turbocharge-ai - (LK
Governmant, 2025)

= hitps: dwwner bbc.co, ukinews/uk-england -62089349  (Machin, 2024)

M https:dtwaener bbe . oo ukinews Ao k-england -68969349  (Machin, 2024)
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Financial sector jobs

Einancial services are one of the biggest exports in the UK economy as well as 12% of
UK's GVA in 2023, Evidence suggests that Al has led to a significant rise in
productivity in the UK's financial sector: "Up to 30% productivity gains across analyst
roles by processing information at speed and scale that were not possible befora™ 35
This shows that Al directly increases produciivity, decreasing the time of producing
services. Thus, firms' costs of production could potentially drop as workers require

32

33

|_fewer paid hours for the same EanricEEinns are unlikely to decrease the prices of their
services in response to reduced production costs due to oligopolistic markets.
However, higher profits are likely to lead to more R&D enhancing productivity and
innovation

Market Structures

Ejua to Al having a profound impact on produclivity, as mentioned earlier, this can lead
to bigger firms gaining a higher advantage from technology, potentially driving out
competfition, as smaller firms cannot compete due to higher bamiers to entry, as itis
expensive to adapt to Al. The evidence states: "High fixed training costs are the main Al
market entry bamier. This favours large firms with the financial capacity to cover these
costs". 3 This shows that some firms are likely to turn into oligopolies/monopolies since
barriers to entry rise. This is because new firs are less likely to enter the market,
leading to consolidation around major firms. The range of employers could namow,

potentially leading to less competitive wages in the labour mark&ﬂgﬂunﬂpalies could
also lead to a lack of incentive to improve, which will lead to lower quality products and
lower productivity. While cligopolies may engage in price wars, leading to higher prices

M hitps: feasas. pve. co. ke finduatries fina ncial-se nice ad naigh ts e me work for-growth-and - k-finame ial -
saryicas himie:~text=Financial¥hd dee rloes?h 2 0an 0% 20re late d% 20p rofe selona L2 4% 20milion® 2 dio bs%e2
Qinp20202Z.  (PWC, 2024)

B hitps: s, odive i man. c.omy'c ante nis i jeat Juk-linancea-r
w (Mackintash, 2024)

hittps: v, Bconomic sonling.c o.uk/busingss economics/tanks. him U if:—1ex1=The% 200 K% 20banking¥%2 0

sectortad0ls theth20markatts 20ist20claarhde20 oligoplistic.  (Ansari, 2020}

¥ hitns: e Brues | orgf polley-brief fwivw-atificial-intelligance-c reating-fundemental-c hallenges-
competition-

pabicyd:~:taxt=High% 20fixad® 20tr sining 20c oEts% 2 0a e, ag reame mts3%:2 Owi ths 20bigs: 2Dtec vl 201irms. &1

axt=Madaldhd0training® 30 requirs s%2axpansive% 20dadicata 43204 FiH0proce ssarg,  (Marens, 2024)

14

SQA | www.understandingstandards.org.uk

14 of 25

FM-A

FM-A



Advancgd Higher Economics Project 2025 Candidate Evidence Annotated
Will artificial intelligence hollow out the labour market in the UK?
in the long term and lower consumer spending as a result, this may slow down job
creation and the UK's GDP gmwth:]
Sub-Conclusion
34 E‘he integration of Al into the UK economy has shown significant promise for enhancing

productivity, particularly by improving disease diagnostics, automating administrative
processes, and improving both occupational and geographical mobility of workers. Al's
capacity to poost the workforce and reduce long-temm iliness-related absences in
heaalthcare directly influences overall economic output. However, there are concerms
including the risk of job displacemant leading to lower productivity in short-term due to
retraining efforts. Grealer markel monopolisation could also lead to less competitive
wages, since firms are less incentivised to improve workers' conditions. Overall, Al is

likely to increase pml:luc:liw'ta
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Socio-Economic Impact

E{mrding to a BBC aricle, Al is likely to help mare journalists with average writing skills

to write aricles. More people will be able to work as journalists and other professions
associated with writing, driving up compefition, which may decrease their wages due to
an increased supply of workers.®® This shows that many professions in "middle class”
might transform to lower income jobs as they become more accessible for everyone.
Moreover, evidence states: "Good writing exhibits genuinely human qualities™ This
shows that while joumnalism is likely to become accessible for more people, high eamers
in writing will still exist due to individual qualities of writers. This may deepen income
inequality as Al is likely to make it harder to differentiate themselves, while high-skilled

| individuals with unique talents will still exist.

-Elhlle the UK is planning to become one of the global leaders in Al, itis currently at risk
of becaming an "incubator economy” 4 This shows that as Al businesses in the UK
develop and eam profit, they are likely to leave the UK and move their businesses to
another country where businesses are more profitable. This does not only lead less
taxes collected but also fewer employers and less jobs available in the labour market.
This aligns with the evidence: "Every UK unicorn that gallops overseas to list,_or sells

| gut to foreign investors, is a blow to UK PLC and our aspirations for growth ".*§This can
lead to further socio-economic challenges due to lower economic growth, as there will

be a rise in the proportion of low-skilled workers in comparison to before the Alindustry
has grown. Issues in funding public services may arise due to the hollowing out of high

| eamaers,

Elowever, this argument can be opposed by the government's Al plan. If it proceeds as
anticipated, the UK will experience growth and overall wealthier individuals due to the

*® nittpa: A Dbe cominewsitachnology- 65102150 (Vallance, 2023)

® hibkpess A theguas dian. c omdechnolosy 3026 fme il 4dhuma nitia 5-eachi
{Endarsby, 2025)

2 ity par -wwmhn&ﬁ@ o nre T ge-of = lords-media -noticas 2025 feb ruan-
2025/ uk-risks-bacoming- s -pelion-ta-suppori-ous-tes h-compania s-to-
scale-m/ (UK Pariamant, iﬂiﬁj

A hittpa:fiweswy inds pen dant, oo, ukibusinessfuk -risks-becomingincubato r-ac ono my-where-tech -startups-
develop-then-leave-b2690008.hem | (Shead, UK risks becoming “incubator economy’ where tech start-ups

devalop then leawva, 2025)
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positive multiplier effect. This has been mentioned on Gov.uk: “Al drives the economic
growth on which the prosperity of our people and the performance of our public services
depand”*? This means more can be collected from taxes and could be redistributed to
those areas with the highest poverty rates, improving their public services to help
reduce inequality. Increased public spending can help acquire jobs and improve the
_pupulalir.:n's health, leading to a lower inequalitﬂ

Eﬁigital exclusion is one of the most reinforcing factors for poverly among lower incomes,
with around 7% of adulls in the UK who did not have access to the intemet at home in
2023.* The negative impact of not having access to the internet is likely to increase
with the development of Al. This is because those who are digitally excluded will not be
able to benefit from Al's productivity benefits, as mentioned by the WEF: "To fully
hamess Al, everyone needs access to the technology, as well as the tools, education
and infrastructure that underpin it"* This shows that Al can create a higher barrier for
lower income workers to access better opportunities. This could lead to more people
living in poverty, as well as bigger gaps in unemployment due to workers not having the
| digital access and skills related to Al and prugramming]

E is also argued that Alis likely to lead to greater wage polarisation, as the demand for
technology educated workers with analytical thinking and innovative skills is expected to
grow by 41%.%% This shows that those without ‘technology education® are likely to
experience stagnating wages due to reduced demand, thus increasing the gap betwean

| income inequalitﬁhia is because of the reduction in job opportunities in the middie
section of the income spectrum, which can increase the supply of workers in the lower
income saction, putting downward pressure on wages. This aligns with the IMF's
managing diractor Kristalina Georgieva: “in mosl scenarios, Al will likely worsen overall

-'ln&quall'tr".“ Eurtl"larmc-rve. this can lead to more government spending on those with

4 bk fveani gow. U kS gevve nme nt/publicati ons/ai -opportunitics -acti on-plan/ai-opportunitie s-ac tinn-
plan?utm source (UK Gowermnment, 2025)

4 https: Mordsiibra ry. pa rliamen tuk/dip tal e o Shome 0 =1 - k-0 oo ueica tions -and-digi tal-comrmit tes -
reportd (UK Padlament, 2024)

4 hittpes: hesied wilorum, org) sbo ries f20 25001 fdigita L-divida-inte i gen t-a ge-how-eve ryone -can-be nefit -

Biff—text=lk" 5% 20importan 20t 0% 20pay % 20attention, an d% 20i nlra st uct une % 20tha1% 2 0unde rpin %20t ,
(Gmith, 2025)

% hittps: Hsitas by, edufueal20 2402 105 fais -impact-on-income-inequality’  (Kharate, 2024)

* https: e bbc co ukinews/business-6T9TTA6T  [Liang, 2024)
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lower incomes, hindering investment in high-quality jobs and workforce skills due to the
opportunity cost associated with Income ineguality. This reallocation of funds could limit
the government's ability to invest in sectors that drive job creation and innovation of the

workforce
_—

43 -E-.Dmrding to Techopedia, UK companies are already facing a significant Al skills
shortage.*” This shows that if the govemment fails to address these supply issues, the
growth of the Al sector in the UK can slow down and become less competitive globally,
as there would not be enough human resources to fulfil the roles. This could lead to
wage-polarisation, where a small number of high-paying Al jobs coexist with a growing

N umber of lower-skilled, widening income inequality in the labour market,

Sub-Conclusion

44 E\ conclusion, Alis likely to exacerbate income inequality and widen the gap between

those with technology education and those without. Digital exclusion is likely to become
a bigger problem as many Al benefits are online. Shortages in the Al labour market
could also significantly increase wages for Al skilled workers, which creates extremely

high eamers. The potential relocation of Al firms could further strain the UK economy,
reducing tax revenues and job opportunities. Unless the govemment interferes to make

Al skills and digital devices more acgessible for everyone, Al is likely to lead to higher
socio-economic inequality in the :j

T hibps e techopedia, ¢ om fhe -state ol theai-workforce -in-the-uk  {Okals, Techopedia, 2024)
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Conclusion

[Emnduda that the labour market is likely fo be temporarily hollowed outin the short
term but is extremely likely to benefit from additional education. Al is likely to widen
income inequality and higher unemployment, as Al is 14 times more likely to affect low-

| wage occupation workers, 18

Ene recommendation | can make is to integrate computing skills into the school
surriculum as a mandatory subject alongside maths and English. This could bridge the
unequal levels of computer skills and make the younger generation more prepared for
_Iab-nur market transitions§l would also recommend providing basic technology to those
wha cannaot afford if, so they have equal accass to online cpporunities. This would help

minimise disparities, preventincome inequality from widening and reduce the risk of
hollowing out the labour market.

[cnnclude that while short-term productivity may be impacted by frictional, structural
and technolegical unemployment due to job displacement resulting in almaost 8 million
jobs lostin the UK,* the long-term productivity gains depend on effective retraining
policies and how well the government can support those who lost their jobs to Al If the
government fails to help the labour market fransition, there is a risk of hollowing outin
_lh& labour market,

E‘h us, | recommend implementing supply-side policlies aimed at those who lost their jobs
to Al, such as building retraining cenfres focused on computer skills. This would be
beneficial for the labour force, as workers displaced by Al can now transition to high-
demand, higher-paying jobs. This would also benefit those enlering the labour market,
as higher wages in Alindustries could stimulate economic growth, leading to more job
creation and a healthier labour marlf.eg

Enmher conclusion | can make is that the UK's economy is at risk of becoming an
“incubalor economy” with businesses and workers leaving to seek higher eamings

M hips:dhlogs lge. g, ukibusinessrevie w2023 201 dihow -t he-most-regent-pi-wave-affactsdobs) (losten,
2023)
A hitos:dtassns. theguardlan.c omdtechnolopy 2024 iman'2 Mal -apocabynse -could-Take -y -3 ling st -Bm-joks -

In-uk-savs-repoit  (Partington, 2024)
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_abruaquuld recommend setting a lower corporate tax bracket for firms in the Al
sector; this would be beneficial for the labour market, as the Al firms will be less
incentivised to move abroad, while they will also earn higher profits, potentially providing
more competitive wages compared to before the reduction in corporate taxes. This will
disincentivise some people from moving abroad, preventing high -skilled workers from
leaving the UK labour market.
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