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Abstract: This report applies the knowledge-hierarchy framework developed by Ide and Talamas
(2025) to examine how rising Al capability and autonomy reshape knowledge work and affect the
distribution of economic gains. It first reviews three emerging developments: the contraction of entry-level
jobs in professional services, the stronger benefits of Al assistance for workers with less accumulated
experience, and the rise of “small team, large output” firms. It then parameterizes and solves the original
model to trace the evolution of occupational structure, wage distribution, and firm organization as Al

capability increases.

The analysis shows that Al does not simply replace human labor. Its effects depend on where its
capability lies relative to the workforce’s knowledge distribution, reshaping the division of labor between
humans and technology and producing a directional reversal as Al improves. When basic autonomous Al
remains within the capability range of ordinary production tasks, entry-level workers and some professionals
in the middle of the knowledge distribution face greater adjustment pressure, and wage inequality may widen.
As Al becomes more capable and provides high-quality advisory support, workers at earlier career stages,
with relatively limited accumulated knowledge and experience, may also gain from Al, slowing the

expansion of inequality. Al autonomy is another important determinant of distribution: at the same capability
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level, nonautonomous Al is more favorable to workers who have lower knowledge in performing their jobs,

but generates lower total output than autonomous Al.

Al governance should therefore neither treat technology as an external threat to be contained nor leave
the costs of transition entirely to market forces. A more balanced approach is to embrace Al and unlock its
productive potential while strengthening vocational training, career-development pathways, accountability
rules, and redistribution mechanisms. Such an approach can protect human dignity and ensure that

technological progress creates broader and more inclusive opportunities.

Keywords Aurtificial Intelligence; Knowledge Work; Division of Labor; Income Distribution; Al

Autonomy
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