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Al, Specialization, and the

New Economics of Bargaining Power ()

In his thought-provoking essay “Adam Smith at 250,” Professor
Michael Spence revisits one of the foundational ideas in
economics: Adam Smith’s insight that specialization and the
division of labour are central drivers of productivity and prosperity.
Professor Spence argues persuasively that while specialization
remains fundamental to modern economies, it is now undergoing
profound transformation, driven both by rising geopolitical risks
and by the emergence of generative artificial intelligence.

One particularly important aspect of his argument concerns
the impact of Al on the “knowledge-transfer equation.” Smith’s
model of specialization depended critically on the existence of
pockets of knowledge and expertise that were relatively difficult
to acquire and transfer. But if generative Al systems increasingly
make expertise available quickly and at very low cost, the scarcity
value of some forms of human capital may decline substantially,
while other forms may become even more valuable.

This insight has major implications not only for productivity and
labour markets, but also for bargaining power and value capture
across workers, firms, and countries. In economics, outcomes
are often shaped not simply by productivity, but by the strategic
environment within which economic actors interact. In particular,
bargaining outcomes depend crucially on “outside options”, the
alternatives available to individuals, firms, or nations if negotiations
fail. When outside options improve, bargaining power generally
rises. When they weaken, bargaining power tends to decline.

Viewed through this lens, Al may trigger significant
shifts in bargaining power precisely because it changes the
transferability, scarcity, and relative value of knowledge.
Consider labour markets. If Al systems can replicate or
significantly augment certain forms of analytical or technical
expertise, then the scarcity, and therefore bargaining strength,
of some highly skilled workers may diminish. At the same time,
forms of knowledge that remain difficult to codify, replicate, or
transfer may become even more valuable. Human capabilities
involving judgment under uncertainty, trust-building, creativity,
leadership, persuasion, strategic thinking, and relationship
management may therefore command increasing premiums.

Importantly, this process is unlikely to be uniform across
sectors or countries. Economies that rely heavily on exporting
relatively standardized knowledge-intensive services may
face different pressures from those possessing strong

(1) These reflections build on Professor Michael Spence’s article “Adam Smith
at 250,” published in the March 2026 issue of the Economy Bulletin of
the Saudi Economic Association (SEA)
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By Prof. Abhinay Muthoo

Founding Fellow of the Royal Economic Society (FREcon), UK

institutional capacity, advanced innovation ecosystems, or
globally dominant digital platforms.

Theimplicationsforfirms may be equally profound.Companies
that own Al infrastructure, proprietary data, distribution systemes,
or trusted brands may capture a disproportionate share of the
gains generated by Al-enhanced productivity. In many industries,
the key competitive question may not simply be who uses Al most
effectively, but who controls the strategic bottlenecks around
which Al-enabled markets are organized.

This suggests that Al could increase concentration and
market power in some sectors even as it democratizes
access to certain forms of expertise. There are also important
geopolitical implications. Prof. Spence rightly emphasizes
that rising perceptions of interdependence risk are already
reshaping globalization and partially reversing international
specialization. Al may intensify these dynamics. Countries
are increasingly likely to view technological capabilities, data
governance, semiconductor supply chains, cyber resilience,
and digital infrastructure not merely as economic assets, but
as components of national security and strategic autonomy.

As a result, competition among nations may increasingly
revolve aroundthe control of critical technologies, Alecosystems,
and the institutional frameworks governing their use.

At the same time, Al could create opportunities for some
developing economies by reducing barriers to acquiring
certain forms of expertise and enabling faster diffusion of
knowledge. Yet whether these opportunities translate into
sustained prosperity will depend heavily oninstitutional quality,
governance capacity, education systems, and the ability to
adapt strategically to rapidly changing global conditions.

Ultimately, the most important effects of Al may not lie
solely in automation or productivity enhancement, but in how
Al reshapes the strategic landscape within which economic
actors negotiate, compete, and collaborate.

Nearly 250 years after Adam Smith published The Wealth of
Nations, specialization remains central to economic life. But as
Professor Spence insightfully argues, the nature of specialization
itself is changing. The next stage of this transformation may
depend not only on technology, but also on how societies, firms,
and nations adapt to the new structure of knowledge, bargaining
power, and strategic dependence that Al may create.
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