
   
 

 

 

 

Automation Creates Jobs and Raises Wages  
 

By Byron Reese  and Bill Leber 

 

On December 21, 2016, the New York Times ran an article titled “The Long-Term Jobs Killer Is 

Not China. It’s Automation.” It repeated across its 1250 words the assertion that automation is 

bad news for the worker. This is demonstrably wrong, and, in fact, the opposite is true. 

Automation increases human productivity, lowers costs, increases wages, and creates good 

jobs. Centuries of economic data bear this out. Think about the amount of automation that has 

been introduced since the end of the 18th Century and compare that with the increase in the 

standard of living over the same period. One of the most unequivocal lessons of history is that 

increases in automation improve the standard of living of workers. To portray automation in a 

villainous role is, by extension, to maintain that the Industrial Revolution itself was a bad idea 

that harmed workers.  

 

How exactly does automation create jobs and raise wages? What are the mechanisms at work? 

Let’s start by looking at how jobs are created in the first place. Jobs are made when a person 

takes something, such as lumber, and adds labor and know-how to it, thereby turning it into 

something of higher value, such as a bookcase. In a moderately free market, the amount of 

value the person is able to add is the upper limit to the wage they earn for the work. If craftsman 

Bill buys $5 worth of lumber, works for five hours, and makes a bookcase he sells for $55, he 

made $50 in five hours, so Bill created a $10-an-hour job.  

 

So how does automation play in? Imagine that Bill’s neighbor Jill decides to get into the 

bookcase-making business as well. But Jill invests in automation: She buys a power saw and an 

electric sander. Then, using $5 worth of lumber, she makes the same kind of bookcase that Bill 

makes, but she does so in just one hour. Selling this bookcase for the same $55, Jill ends up 

with $50 in profit for one hour of labor, so Jill created a $50-an-hour job.  

 

Although this example is simple, it illustrates the manner in which automation raises wages. 

Increases in productivity lead to increases in wages. A person using a forklift to move bricks 

makes more money than a person who hauls bricks on their back, just as a roofer with a nail 

gun makes more than a roofer with a hammer. It is by this simple mechanism that the U.S. and 

the industrialized nations have achieved such a high standard of living.  

 

Empirical data bear out that these mechanisms are still at work today. In 2015, Harvard 

Business Review published an article titled “Robots Seem to Be Improving Productivity, Not 

Costing Jobs.” The authors cited findings published by London’s Center for Economic Research 

that suggest that robotics have recently increased labor productivity by 0.35 percent a year, the 

same amount that the steam engine did in the latter half of the 19th Century.  



   
 

 

 

 

If that’s how automation increases productivity and wages, what are the mechanics that lead to 

automation creating additional jobs? It works like this: The demand for $55 bookcases in the 

town in which Bill and Jill live is pretty low. Combined, they sell just a couple a day, so for both 

of them, it is just a part-time job. But Jill is ambitious. She decides to drop the price of her 

bookcases to $25. Yes, she sees her hourly wage fall to $20, but the lower price causes a 

massive increase in the demand for bookcases. At $25 per, she has people lining up at her front 

door to buy them. There is so much demand, in fact, that she hires Bill and their other neighbor 

Phil to make bookcases from dawn to dusk. She pays them $15 an hour, which is a step up for 

Bill from the $10 an hour he was making before. Jill can pay this higher wage and still make a 

profit. Thus, by lowering costs, automation increases demand, which in turn creates jobs.  

 

Again, this is a simplified example, but this is exactly what happens in the real world. The price 

of the Model T, for instance, fell from $800 to $250 between 1910 and 1925 because Ford used 

the gains in manufacturing efficiency to constantly lower the price, all the while hiring more and 

more people and paying them higher wages. In fact, the number of places where the 

introduction of automation boosted employment are too numerous to list, but here are a few 

examples: Going way back, when Gutenberg brought automation to printing, the price of books 

fell so much that the world needed more printers. This principle still applies today. Not long ago, 

some worried that ATMs would eliminate tellers’ jobs. Instead, there are many more bank tellers 

today than there were before the ATM. Why? ATMs lowered the cost of opening new branches, 

so bankers built more. In accounting, software now automates much of the job, yet demand for 

accountants is still strong and growing. 

 

In December of last year, technology writer Christopher Mims summed it up well in the Wall 

Street Journal: “Evidence shows increased productivity leads to more wealth, cheaper goods, 

greater spending power and ultimately, more jobs.” 

 

As we work through the mechanics of how automation affects jobs, there are also positive 

downstream effects of the lower costs that automation enables. Continuing with our hypothetical 

bookcase example, everyone in Jill’s town has new bookcases, so they have room for more 

books! This would perhaps trigger an increased demand for books, which might increase the 

demand for paper, and so on. Lowered costs ripple through the economy and create new 

demand for new products, and hence new jobs. And, of course, the fact that Jill is making more 

money means that Jill is spending more money, which creates more jobs.  

 

Are there cases where lowered prices do not create enough new demand to offset the gains in 

productivity, resulting in job loss? Absolutely. The agricultural sector is an obvious example. In 

1900, 40 percent of Americans were farmers. And guess what percentage of people’s income 

was used to buy food? On average, it was about 40 percent. Today, only 2 percent of 

Americans farm, and we spend about 10 percent of our income on food, which is much more 

varied and often served to us in restaurants. Without a doubt, automation decreased farm 



   
 

 

 

 

employment dramatically, but demand for food didn’t rise enough to fully offset it. That’s not all 

that surprising. If the price of food falls by half, you don’t eat twice as much. So, yes, automation 

did eliminate jobs in this sector and did not directly offset them with new employment. Is 

automation the villain in that instance? The answer is still no. When we went from spending 40 

percent of our income on food to just 10 percent, people still spent that 30 percent, just on 

different things. That in turn created jobs for the displaced farm workers.  

 

That’s what automation does. It creates higher-paying and more-rewarding jobs. When you 

deploy it, you increase productivity, which raises wages and lowers cost. This results in either 

more demand for the lower-cost item (like cheaper cars) or new demand for other products due 

to the freed-up capital (as in agriculture). In addition to all of this, there are other benefits to 

automation: It anchors a company to the community and creates jobs that are safer, less 

repetitive, have lower turnover, and offer a better career path. 

 

At times, critics of automation concede that it has been beneficial for the past couple of 

centuries but claim that “this time is different.” What do we say to this? Well, consider this quote 

from Time magazine: 

 

What worries many job experts more is that automation may prevent the economy from 

creating enough new jobs … Today’s new industries have comparatively few jobs for the 

unskilled or semiskilled, just the class of workers whose jobs are being eliminated by 

automation. 

 

The irony is that Time printed that in 1961. It turns out the “this time is different” argument has 

been around for decades. And time and time again, “this time” was not different at all. Those 

who assert “this time is different” fail to understand a basic truth: Anything that increases worker 

productivity is good. From the invention of the wheel to the high-tech tools of tomorrow, all 

increases in productivity have increased wealth. That being said, let’s consider the four most 

often-heard “this time is different” arguments against automation today.  

 

First, some suggest “this time is different” because the technology we are building today doesn’t 

enhance workers’ productivity, but flat-out replaces workers. This is a flawed distinction. The 

cotton gin famously let one person do the work of 20. How is that materially different from a 

cotton gin robot in which zero people do the work of 20? In both cases, the price of cotton would 

fall and a huge number of new jobs in the clothing industry would be created. Today’s 

technologies and yesterday’s both directly eliminated some number of jobs in the same fashion. 

Just ask a telephone switchboard operator or telegram delivery boy, if you can find one.  

 

The second reason that some argue “this time is different” is the speed at which businesses are 

adopting and deploying new technology. But breakthrough productivity technology has often 

been adopted rapidly. In one 22-year period in the U.S., steam went from generating 5 percent 



   
 

 

 

 

of our power to 80 percent. Other productivity technologies such as electrification and 

mechanization had similar “bursts” of rapid adoption. Businesses have always sought 

advantages that give them the edge on their competition, and when a dramatically better 

technology comes along, there is often a race to adopt it.  

 

The third “this time is different” argument is that the new jobs that are created are too high tech 

for much of the workforce to do. The setup to this claim often involves listing out all the new 

high-tech jobs that are being created, then asking if the person who loses their retail job is going 

to be able to do them. But that isn’t how things really work, is it? All that is required for the entire 

workforce to stay technologically relevant is for each member to learn a skill slightly more 

technical than they currently have. Imagine a list of all the jobs in the world stacked from most 

technical to least technical. Then imagine that a new super-technical job is created at the very 

top, while a job is lost at the very bottom. It isn’t that the person at the bottom takes the new job; 

rather, everyone just “levels up” one notch. That’s how we went from an agricultural economy to 

a manufacturing economy to a knowledge economy.  

The fourth reason some think “this time is different” is that the technologies today have much 

more dramatic effects than before. This is the hardest case to make. While modern advances in 

automation are impactful, they aren’t dramatically more so than the replacement of animal 

power with mechanical power or the adoption of electricity in industry. Those were big, big 

deals, and the economic record doesn’t show spikes in unemployment when these happened.  

 

So while the various technologies that have driven automation over the centuries have all been 

different, their net effect hasn’t been. Through all of this, we have seen rising productivity driving 

rising wages.  

 

While automation has a long history of being a rising tide that raises all ships, it can be, of 

course, disruptive as it does so. Automation does change some people’s jobs and, yes, in some 

cases, such as the telephone switchboard operator and telegram delivery boy, it eliminates jobs 

entirely. What do we do about this? Well, there are no easy answers here. Our jobs are 

important to us at so many levels, and no matter the underlying cause, losing them can be 

stressful if not outright frightening. How can we help people who find themselves out of work, 

regardless of the reason?  

 

Clearly the answer is in education and training. The jobs are there; areas in which automation is 

introduced frequently experience shortages of trained workers. We need to help people obtain 

the skills they need for the better jobs that automation creates. This will involve a wide range of 

tactics, such as more college-level and vocational learning options, programs that help all 

workers acquire new skills, and more investments in job training. Also, the idea that 12 or 16 

years of schooling is all you need to be employable for life isn’t a reality anymore. Rethinking 

education to incorporate the skill of lifetime learning is a good beginning, but we can certainly 

think of many more ways that our schools and businesses can sync up better.  



   
 

 

 

 

 

Automation propels us forward and upward, and should be fully embraced. Imagine if the first 

people who saw an assembly line said, “This thing is a job killer!” and turned their backs on it. 

Where would we be now? Anything that increases human productivity is inherently good. Let’s 

work together and move forward so everyone can participate in the many benefits that 

automation provides.  
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