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INTRODUCTION

he world is changing faster than our levers of policy

can move. Using artificial intelligence, robotics, and

global communication networks, entrepreneurs are

breaking down barriers in new markets and upend-
ing traditional business models for consumer benefit. While
this is ultimately a sign of progress, the transition between
our economy and the economy of the future could be fraught
with political instability if we do not help our labor markets
adjust alongside innovation. For this reason, the essential
question for the future of work is how we can prepare our
labor markets and workforce for a period of dynamism and
turnover as new technologies are incorporated throughout
the economy.

This is not a new process; creative destruction has been the
driving force behind much of the wealth creation of the last
200 years. But, on both sides of the Atlantic, there has been
asense—whether real or imagined—that the rate of change is
speeding up and that workers might be left behind. Accord-
ingly, in an environment marked by uncertainty about the
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shape the future will take, policymakers would do well to
learn from the experiences of previous attempts to prepare
for waves of worker automation.

To that end, in 2018, the R Street Institute and the Konrad
Adenauer Stiftung convened a set of workshops on the future
of work and labor automation, first in Washington D.C. and
then in Berlin. These workshops brought together experts
from a diverse set of ideological backgrounds and expertise.

Taking a holistic viewpoint, we discussed previous attempts
to respond to worker automation and the likelihood of vari-
ous policy proposals to be effective in the future. The follow-
ing policy brief should not be viewed as a comprehensive list
of all discussion points or even necessarily as a consensus
document with which all participating groups would agree.
Rather, grounded in the discussions from the workshops, it
will attempt to lay out broad principles of reform that policy-
makers can use to guide and augment their thinking as they
prepare for the future of work.

CONSIDER THE WIDE ARRAY OF POSSIBLE
FUTURES

One of the first discussion points that quickly became appar-
ent is the wide variety of viewpoints and predictions for what
our future, and specifically, what the rate of technological
change, will look like.

Four recent books help showcase the widely divergent pre-
dictions about the future of technological innovation and
their effect of the workforce: Ryan Avent’s “The Wealth
of Humans;”! Erik Brynjolfsson and Andrew McAfee’s
“The Second Machine Age;”? Tyler Cowen’s “The Great
Stagnation”® and Robert Gordon’s “The Rise and Fall of Eco-
nomic Growth.”*
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In the first, Avent predicts that as a large supply of work-
ers compete over the limited set of economically productive
jobs available, rapid automation will leave sizable portions
of the labor force unemployed or with stagnating wages.
In the second, Brynjolfsson and McAfee argue that we are
entering the “second half of the chessboard”® and that rapid
innovation will bring about massive prosperity that can be
broadly shared with the right changes to our policy frame-
work. In the third, Cowen looks backward at the last 50 years
of low-productivity growth and argues that progress has
slowed down and it is difficult to know when new advances
will finally start boosting economic productivity. And final-
ly, Gordon argues that we have started to reach decreasing
marginal gains from new innovations and should therefore
recognize that future waves of technological change will be
far more muted as compared to the early 1900’s.

These are but a sampling of the expert hypotheses on the
future prospects for automation and economic growth. And
yet, taking just these four predictions seriously would entail
pursuing radically different policy agendas to prepare for
each future. While some of these visions undoubtedly seem
more plausible than others, given the extreme uncertainty
around the future and the poor track record of previous
experts to correctly predict future economic and techno-
logical trends,’ policymakers would be wise not to put all of
their eggs in one basket.

Of course, policymakers should be discerning and not give
equal weight to all potential scenarios, but they should also
remain humble about individual, specific forecasts. In gener-
al, higher probability should be assigned to projections that
appear in-line with the effects of previous waves of automa-
tion and those which make specific, quantifiable predictions
about the near future and are proven correct.

PRIORITIZE BROADLY BENEFICIAL POLICIES

There is a temptation to take any single, particular vision
of the future at face value, especially when it is extremely
optimistic or pessimistic, and to then proceed with a policy
framework aimed solely at that target. However, such an
approach seems unlikely to be successful. A better strate-
gy would look for common threads between visions of the
future and focus on broad, macro-stabilizing policy options
that are likely to have positive effects in a wide variety of
possible outcomes. Beyond that, policymakers may look for
programs that can be rapidly scaled up or down depending
on the future in which we find ourselves.

As arelatively simple example, consider the Earned Income
Tax Credit (EITC), which has been frequently lauded as one
of the most effective dollar-for-dollar tools to boost wages for
low-skill workers and with little risk of disemployment.” An
infrastructure around this policy already exists and groups

from both the political right and left have recommended its
expansion.?

If large swaths of workers are moved into low-productiv-
ity service sector jobs because these are more difficult to
automate, an expanded EITC should help increase the real-
ized take-home pay for these workers and maintain their
standards of living. Alternatively, in an optimistic future of
very high productivity and wage growth that is distributed
across the entire economy, the EITC program should natu-
rally begin to wind down as the share of workers who earn
incomes above the cutoff for the program increases. Or final-
ly, in a future with production that has been almost entirely
automated and with mass unemployment, an EITC could
be transitioned toward alternative programs like a Negative
Income Tax or Universal Basic Income to ensure all citizens
can take part in the new robot bounty.’

Accordingly, policies like the EITC, which seem likely to
have positive or neutral effects in a wide variety of possi-
ble futures and which can be easily scaled up or down in
response to rapid changes, should be given priority as we
debate between various options.

INCREASE LABOR MARKET FLEXIBILITY

One theme that continued to emerge throughout the work-
shops was the importance of a dynamic labor market that can
help re-accommodate workers in the event they lose their
jobs as aresult of automation. Having a flexible labor market
is important for a number of reasons.

First, it enables the economy to take advantage of new pro-
ductivity-enhancing innovations as workers can be quickly
hired and re-trained in new booming sectors of the econo-
my, while firms that are no longer economically efficient are
phased out.*® This is the process of creative destruction in
action. Labor regulations, which impede the speed at which
employers can hire and fire workers or make it more dif-
ficult for workers to quit current jobs and find new ones,
decrease the flexibility of labor markets to adjust to new cir-
cumstances."

Indeed, across abroad range of countries, labor market flexi-
bility has been shown to correlate with lower unemployment
rates'? and to improve the incentives of workers to invest in
more useful forms of human capital.’?

In both the United States and Germany, policymakers can
work toward greater labor market flexibility on a number of
margins. First, we should aim to make worker and social ben-
efits more portable between jobs. For example, in the United
States, the reliance on employer-sponsored health insurance
has led to “entrepreneurship lock,” wherein workers are less
likely to start new businesses when they know they will lose
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their health insurance plan as a result." Similar empirical
findings suggest that people are less likely to switch jobs or
start their own businesses because of the associated higher
cost of employer sponsored health insurance elsewhere.’s

Proposals to remedy this in the United States vary widely
between worker-controlled benefit exchanges,' single-payer
health insurance or simply removing the tax advantage for
employer-sponsored health insurance. In any event, address-
ing this and similar benefit-portability concerns will be key
to facilitating more flexible labor markets. Insofar as we can
reduce the cost of switching jobs, we are likely to see more
job switching and thus a healthier and more dynamic labor
market.

Second, we should recognize that policies that make it more
difficult to fire workers inevitably make it riskier to hire new
ones and increase the likelihood that labor is inefficiently
allocated across the economy. Insofar as policymakers seek
to provide income stability for workers, they would be better
off providing direct wage subsidies.” Policymakers should
therefore aim to stabilize employment in general, rather than
a specific job at a particular employer.*®

Third, policies that reduce the geographic mobility of work-
ers or make it more difficult to enter into new job sectors
should be reconsidered. Occupational licensing, for example,
has quickly grown to cover a quarter of all U.S. jobs, includ-
ing many occupations where the requirements serve no
obvious public safety benefit (like hair braiding and flow-
er arranging).’” Pursuing these licenses can frequently cost
thousands of dollars and take hundreds of hours, which cre-
ates a major strain on workers and disincentivizes them from
considering entry to these fields. Removing occupational
licenses where they serve no purpose and more carefully
targeting them when necessary would therefore be low-
hanging fruit to increase labor market flexibility.

It is also worth keeping in mind that while all of the above
suggestions for increasing labor market flexibility would be
beneficial in our current economic climate, the need becomes
even more pronounced if automation begins to substantially
increase the rate of job turnover. In an economy with signifi-
cant labor market frictions, exposure to technological shocks
runs the risk of exacerbating unemployment considerably
and sparking political backlash.?

RECOGNIZE THAT AUTOMATION IS DIFFICULT TO
BAN OR SLOW

Some policymakers may be tempted to look at the political
difficulties of creating a dynamic labor market and conclude
that it will be easier or more prudent to slow down the pace
of automation or to ban it entirely. Even if this were a desir-
able course of action, it may be largely impossible.

History is littered with examples of labor unions and poli-
ticians attempting to slow down or avoid certain forms of
worker automation.» While a few of these attempts may have
appeared to be temporarily successful, by and large, efforts
to stop automation have failed over the medium and long
run.?2 Meanwhile, the efforts themselves caused significant
and unnecessary social strife, as pessimistic concerns about
permanent technological unemployment have turned out to
be incorrect.?

In an increasingly globalized world, our ability to stop or
slow particular technologies from evolving is further lim-
ited. Even if the United States or the European Union were
to successfully ban a form of automation, this would only
lead to technical investment leaving our borders for more
welcoming regulatory jurisdictions like China or India.?* If
other countries gain and maintain a technological edge in
manufacturing, more domestic production will instead be
outsourced. This would likely lead to similar or worse job
losses from offshoring than those that we attempt to avoid
from automation in the first place.

Recognizing the futility and counterproductivity of banning
or slowing automation should only strengthen the resolve of
policymakers to undertake the more systemic reforms neces-
sary to strengthen our labor markets and education systems.

ENCOURAGE EXPERIMENTATION; RECOGNIZE
LIMITS

Representatives from both the United States and Germany
shared a common thread of ideas on the challenges that
face today’s students and workforce. There was a consistent
emphasis on the growing complexity of work and the need
for recurring skill development. If the pace of technologi-
cal change begins to accelerate, creating an infrastructure
that prepares students for a variety of careers and provides
opportunities for existing employees to re-skill becomes
even more crucial.

As policymakers begin to tackle this problem, they should
recognize that we cannot necessarily predict beforehand
which reforms will best achieve these goals. For example, the
education system is incredibly complex and the needs of stu-
dents will be constantly evolving. For this reason, we should
embrace experimentation and be willing to fund a variety of
approaches to education reform and workforce preparation.
Ideally, this could best be achieved through small-scale, ran-
domized controlled experiments to maximize the external
validity of the studies.?® Approaches that show promise can
then be scaled-up for further study or implementation.

Looking at approaches to education and re-training that have
been successful in other countries, especially those at similar
levels of economic development, is an obvious choice to find
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models with which to experiment. However, we should also
be careful to recognize that some models are closely integrat-
ed with a country’s culture and history and may not apply as
well outside of that context.

For example, many commentators have suggested the Unit-
ed States could learn from Germany’s broadly successful
apprenticeship system for manufacturing and skill posi-
tions.?® There are already some efforts to export this dual-
training system to other countries. Recently, the German
Chamber of Commerce and Industry has launched pilot pro-
grams in Slovakia, Latvia, Spain, Portugal, Ttaly and Greece.

However, the projects are by no means indications that the
rest of the world should adopt this model right away, as
they are relatively new and the countries are all fellow EU
member-states. Accordingly, they are all closely connected
already in labor, regulatory and monetary policy. Even with
these similarities, in order for these projects to be sustain-
able in the long term, the model will have to be adapted to the
respective social characteristics of each individual country. 2*

As discussed during the workshop, it appears that this model
might be even less applicable to the United States for a num-
ber of reasons. Primarily, the German apprenticeship model
is based on a heavily unionized workforce that can harshly
punish defectors and discourage jumping ship during the
apprenticeship time period. While the United States may be
able to adapt certain aspects of the German model, without
radically reshaping U.S. labor markets around stronger union
control in manufacturing sectors, it seems unlikely it will
have much success with a full-scale adoption.?

Nevertheless, considering the scope and scale of the prob-
lem, experimentation along these margins should be encour-
aged. And, learning from the successes of our trans-Atlantic
allies is a logical place to begin.

THE FUTURE OF WORK IS BROADER THAN WE
REALIZE

There is a temptation to look strictly at labor, education and
technology policy as the primary issues that affect the future
of work. But seemingly unrelated macroeconomic forces like
the cost of housing and monetary policy, in particular, have
an enormous effect and thus should not be ignored.

For example, in the United States, interstate migration has
been steadily declining for the past 30 years.** This is a symp-
tom of an unhealthy labor market, as individuals and fami-
lies are not moving toward better job opportunities as they
once did.* While there are a number of factors likely at play
here, one significant issue has been the skyrocketing cost of
owning or renting a home in high- productivity coastal cit-
ies like San Francisco, New York and Washington, D.C.32 In

turn, this seems to be most affected by the lack of new hous-
ing stock being built in these cities due to restrictive local
zoning regulations.®

Until more dense housing options are allowed, the cost of
living in these cities will remain prohibitively high for a large
swath of workers, effectively locking them out of the parts of
the country with the most economic growth and job oppor-
tunities.** For this class of workers then, the future of work
is closely intertwined with housing and local zoning policy.

Monetary policy also serves as an underrated future-of-
work policy issue that is frequently left out of the discus-
sion. However, the policies and mandates adopted by both
the Federal Reserve and the European Central Bank can, and
will, have an impact on worker bargaining power and labor
readjustment time. This is especially the case if our economy
is entering a period of rapid productivity growth fueled by
labor automation.

Some participants and commentators have suggested that
by switching the central bank’s mandate from an inflation
target to a nominal-GDP-level target,** we would be better
positioned to pass along the gains from a large productivity
boost to workers.* Essentially, if massive productivity gains
lead to lower production costs, the savings should naturally
be passed along to consumers in the form of lower prices and
thus higher real wages. But, if central banks continue to use a
traditional inflation target as their mandate, they could com-
pletely offset this effect and inadvertently shift the income
share away from labor and toward capital.’”

This line of thinking would lead to the conclusion that while
huge increases in productivity could be a positive outcome, if
the relevant central banks continue using an inflation target
rather than a nominal-GDP target, they could substantially
increase income inequality above and beyond what “natural”
market outcomes might have produced.®

Regardless of whether these particular proposals discussed
during the workshop prove to be the most effective for pre-
paring for labor automation and higher productivity growth,
this discussion should hopefully illustrate that the range of
policies we consider under “future of work” should be broad-
er than has traditionally been contemplated.

CONCLUSION

Most predictions made in the past about our world today
turned out to be clearly incorrect. We should similarly expect
to miss many details about what the future of work and labor
automation may entail. For these reasons, flexibility, humil-
ity and clear-eyed judgement will be core attributes needed
from effective policymakers of tomorrow. However, even
today, we can begin the hard process of reform by using the
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broad principles articulated above to guide and augment our
thinking,
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