THE Al AUTOMATION PARADOX:
NAVIGATING THE COMPETITIVE RACE TO THE CLIFF

THE PARADOX OF THE
“AUTOMATION ARMS RACE”

THE DEMAND
EXTERNALITY TRAP:
Firme capture full cost
savings from Al but bear
only a fraction of the
resulting consumer
demand loss.
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The majority of the workforce holds roles
with tasks susceptible to automation by
Large Language Models.
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INDIVIDUAL RATIONALITY,

COLLECTIVE WASTE

Competitive pressure forces firms to automate even when they
know it will eventually erode their own revenue.

Al DISPLACEMENT IMPACT (2025 — 2026 INDUSTRY LEADERS)
TECHNOLOGY SECTOR

100,000+

LAYOFFS (2025)
Al-driven labor displacement

BLOCK INC.
5,000 EMPLOYEES
(50% OF STAFF)

Al rendering roles obsolete
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4,000 SUPPORT AGENTS

Replacement by agentic Al systems

CORRECTING THE MARKET FAILURE
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Flexicurity
THE PIGOUVIAN LIMITS OF UBI AND

Model
AUTOMATION TAX CAPITAL TAXES R

The only policy that corrects the margin ~ These tools cushion the fall but fail
by charging firms for the demand loss to change the underlying strategic SELF-REINFORCING PATH
TO ECONOMIC REABSORPTION

they impose on rivals. incentive to over-automate.
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