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Executive Summary 

The conversation surrounding AI and employment is hotly contested among 
researchers and increasingly divisive within the global labour market. Current 
headlines often frame the office as a battlefield: a “bosses vs. workers” conflict 
centred on the threat of significant job displacement and the question of who 
ultimately benefits from AI integration. 

This report aims to provide small and medium-sized enterprise (SME) leaders with 
an evidence-based framework for AI implementation, grounded in the current state of 
AI capabilities and their near-term potential. The central conclusion is simple but 
powerful: under present conditions, AI makes many employees more (not less) 
valuable. The most successful small businesses treat AI as a workforce multiplier, 
blending the strategic upskilling of current teams with selective, capability-focused 
hiring. While reducing headcount may be justified in specific cases, such decisions 
warrant careful evaluation against the evidence presented here, and their potential 
longer-term organisational consequences. 

Key Findings: 

• 80% of SMEs using Generative AI (GenAI) report productivity gains of 20%+ 
• SMEs using GenAI for strategy and decision-making are almost 3x more likely 

to increase productivity by more than 20% 
• AI-skilled workers command a 56% wage premium 
• Internal reskilling with AI training programmes is the smart play (3x cheaper 

than new hires, 94% higher likelihood of retention) 
• AI-adopters keep their people (95% not cutting headcount) 
• 89% of organisations require new technological skills, but only 16% of 

employees receive adequate training to use AI tools effectively 

investing in people + implementing AI strategically = maximum value 
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Introduction: Moving Beyond the “AI Warzone” 

There is a “hard-nosed” view in economic theory – going back at least to Milton 
Friedman (1962, 1970) – that “the social responsibility of business is to increase its 
profits.” This view could be used to argue that if AI reduces labour requirements, 
then firms should reduce headcount to increase profits and stay competitive. 

While this report acknowledges the pressure SMEs are under to remain profitable 
and competitive, it urges business leaders to consider a wider view which highlights 
the benefits of workforce augmentation, rather than headcount reduction, as the 
primary strategy. For SMEs, the economically rational workforce strategy depends 
on task structure, margin pressure, socialising the next generation of managers and 
CEOs, and the scope for upskilling and redeployment, rather than on technology 
alone. 

Drawing on recent research and synthesis from leading institutions including the 
WEF, the OECD, McKinsey and PwC, this report identifies practical strategies that 
balance efficiency gains with workforce sustainability.  
 
The central recommendation is to adopt a “human-in-the-loop” approach that 
preserves organisational memory, critical thinking, strategic context and legal 
accountability, while leveraging AI to automate routine tasks and workflows, augment 
decision-making, compensate for skills gaps, and enable new business capabilities. 

Positioning This Report Within the AI–Jobs Debate 

Contemporary discussion about AI and employment tends to conflate multiple, 
distinct questions. Some arguments focus on near-term disruption caused by the 
automation of routine cognitive tasks; others project much further into the future, 
asking whether sufficiently advanced artificial general intelligence (AGI) could 
ultimately eliminate the economic need for human labour altogether. This report 
deliberately addresses the former, not the latter. 
 

Companies deploying GenAI early report $3.70 in value for every dollar invested, 
with top performers achieving $10.30 returns per dollar 

 
The analysis that follows is grounded in current and near-term AI capabilities 
(principally generative models, workflow automation, predictive analytics, and 
decision-support systems) and in empirical evidence from SME adoption in recent 
years. It does not assume the arrival of AGI, nor does it rely on historical guarantees 
that employment will always adapt. Instead, it examines how AI affects work through 
task automation, how those task-level changes aggregate into job redesign, and how 
SMEs can respond strategically under present technological and economic 
conditions. 
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Positioning This Report Within Recent WEF Scenario Analysis 
 
Recent scenario analysis by the World Economic Forum (WEF) highlights that AI-
driven job outcomes by 2030 are not technologically predetermined, but contingent 
on workforce readiness, governance, and deployment choices. The WEF 
recommends a number of “no-regret” strategies to help organisations achieve 
success in all potential scenarios.1 
 

 
 
The analysis contained in this report aligns with the WEF’s recommended strategies 
with a particular focus on the following: 
 

• Coordinating technology and talent strategies: ensuring that technology 
and talent evolve in tandem is critical for unlocking broader productivity gains 
and systemic resilience within value chains. AI learning must be integrated 
into workflows to allow for continuous, personalised and domain-specific 
talent development 

• Investing in human-AI collaboration and agentic workflows: designing 
workflows that thrive on human–AI collaboration will be critical to increase 
trust, productivity, adoption and resilience. To make this work, organisations 
need to prioritise investment in augmentation, the integration of agentic 
workflows, the development of AI-ready lifelong learning systems, contextual 
judgement, and core workforce skills 

• Anticipating talent needs and future-proofing value chains: organisations 
should use foresight and AI-enabled predictive analytics to scope emerging 
talent and capability gaps; develop in-house training capacity and intra- and 
inter-industry talent mobility frameworks to help workers transition across 
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occupations and tasks; and develop cross-functional and complementary 
skills 

• Building multi-generational teams: employers should enable older workers 
to learn from younger cohorts, who are generally better acquainted with AI. 
Building multi-generational learning teams can help accelerate adoption and 
reduce culture gaps. (We might add here that older workers, in turn, 
contribute organisational memory, contextual judgement, ethical awareness, 
and deep domain expertise that help interpret AI outputs, avoid repeated 
mistakes, and align innovation with organisational values) 

1. The AI Value Proposition for SMEs 

Before exploring workforce strategies, it is essential to acknowledge that AI (when 
properly implemented) delivers measurable value across multiple dimensions of 
SME operations. 

The Scale of Impact 

The evidence for AI’s value creation is substantial and growing. Recent studies 
reveal that SMEs adopting AI strategically are seeing transformative results: 

Productivity Growth: 

• 80% of SMEs using Generative AI (GenAI) report productivity gains of 20% or 
more2  

41% of GenAI adopters report revenue growth of 20% or more 

Revenue Impact: 

• 41% of GenAI adopters report revenue growth of 20% or more2 
• This indicates that AI is enabling new business opportunities, not just 

efficiency improvements 

Strategic Decision-Making: 

• SMEs using GenAI for strategy and decision-making are 2.8x more likely to 
increase productivity by more than 20%2 

• This suggests that AI adds value far beyond routine task automation 

Return on Investment: 

• Companies deploying GenAI early report $3.70 in value for every dollar 
invested, with top performers achieving $10.30 returns per dollar3 
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Beyond Generative AI: The Full AI Spectrum 

While the GenAI capabilities of large language models (LLMs) such as ChatGPT, 
Claude, and Gemini dominate public attention, forward-looking SMEs are identifying 
value-creation opportunities across the wider AI landscape: 

Workflow Automation: 

• Tools like n8n, Zapier and Make.com enable SMEs to automate complex 
multi-step processes without coding expertise 

• Example applications: automated invoice processing, lead qualification, 
customer onboarding sequences 

• Impact: Studies show that workflow automation can reduce repetitive tasks by 
60-95%, leading to time savings of up to 77% on routine activities 

• Businesses incorporating AI into their workflows could achieve a 
transformative 40% boost in workforce productivity over the next decade4  

Workflow automation can reduce repetitive tasks by as much as 95% 

Predictive Analytics: 

• AI-powered forecasting tools help SMEs predict demand, optimise inventory 
and identify customers at risk of churning 

• SMEs adopting predictive analytics report 20-30% productivity gains in 
operational areas including inventory management and demand forecasting5 

Intelligent Document Processing: 

• AI systems can extract, categorise and route information from emails, 
contracts and forms 

• Studies show IDP can cut document processing time by 50% or more, with 
some implementations achieving over 90% time reduction6 

Customer Intelligence: 

• AI systems can analyse customer sentiment, while chatbots and automated 
service platforms provide scalable, 24/7 customer support 

• Leading chatbot implementations achieve 85%+ accuracy rates for common 
inquiries, with best practices targeting less than 15% escalation to human 
agents7 
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Skills Gap Compensation 

Perhaps most importantly for resource-constrained SMEs, AI enables capabilities 
that would otherwise require specialist hires: 

• 39% of SMEs using GenAI said it helped compensate for skills gaps, i.e. AI is 
enabling SMEs to perform tasks they previously couldn’t do at all (not just 
faster)8 

• SMEs identify “performing new tasks” as a key benefit alongside cost savings 
and improved employee performance9 

This democratisation of capability is particularly valuable for small businesses 
competing against larger firms with deeper specialist benches. 

The Strategic Integration Challenge 

A survey by Gusto suggests that most SMEs are still only using GenAI for writing 
and research, and that they remain cautious about using AI for complex tasks like 
financial analysis.2 Many SMEs also lack a formal AI strategy and continue to worry 
about costs, technical challenges and data privacy. This suggests that there is 
immense scope for growth in SME AI implementation. 

Although AI offers substantial benefits, the value it delivers depends critically on how 
it is implemented. While some scholars argue that recent advances in AI represent a 
break from historical patterns and may lead to greater labour displacement – e.g. 
Acemoglu & Restrepo (2020), Frey & Osborne (2017) – there is research evidence 
to suggest that AI amplifies human capability rather than replacing it.  
 
Autor (2015) demonstrates that technological change primarily reshapes tasks rather 
than eliminating the need for work; Teece (1997, 2007) explains why organisations 
that can reconfigure human and technological assets outperform over time; and 
Brynjolfsson & McAfee (2014, 2017) show that the highest productivity gains arise 
when technology augments human capability rather than substitutes for it. 

Interestingly, 95% of small businesses using GenAI regularly are NOT currently 
cutting headcount. Instead, they’re augmenting existing teams and creating hybrid 
human-AI workflows that combine AI efficiency with human judgement.2 

The remainder of this report explores how SMEs can capture value through strategic 
AI implementation and employee development, treating workforce reduction as a last 
resort. But first it is worth considering the limitations of AI in this era of change. 
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2. Understanding AI’s Limitations 

Having identified some of the main benefits of AI implementation, it is also important 
to highlight that over-reliance on LLM outputs can create material operational 
and governance risks. In July 2025, for example, it was reported that a software 
engineer’s experiment with an AI-assisted “vibe coding” tool resulted in the AI agent 
deleting the live company database during an active code freeze. The AI agent later 
apologised for what it described as “a catastrophic failure on my part.”10 

More serious documented cases include fatal car accidents involving AI driver-
assistance systems11; hallucinated legal citations generated by ChatGPT and 
submitted in court filings12; and West Midlands Police’s failure to verify AI-generated 
information from Microsoft Copilot that falsely identified Maccabi Tel Aviv fans as 
football hooligans, leading to wrongful match bans.13 

Yann LeCun has argued that current LLMs lack four important human abilities: 
understanding the physical world, persistent memory, reasoning, and planning 
capabilities.14 Adverse incidents may occur when the limitations of AI systems are 
ignored, not recognised, or not managed appropriately. We could summarise the 
causes of these kinds of incidents as follows: 

Item Classification Description 

Automation 
complacency 

Human failure  Reduced vigilance and critical thinking as trust 
in automated systems increases 

Skill atrophy Human failure  Decline in human capability or confidence to 
intervene due to reduced practice 

Responsibility 
diffusion 

Human failure  Accountability shifts from individuals to 
systems, weakening ownership and oversight 

Speed 
amplification 

AI / system 
feature risk  

Automated systems propagate and compound 
errors at machine speed, outpacing human 
response 

Illusion of 
intelligence 

Human–AI 
interaction 
pitfall 

Fluent AI output creates a false impression of 
“thinking”, understanding or judgement, 
encouraging humans to over-attribute 
competence or agency 

Although LLMs are improving, the upward trajectory isn’t infinite because the 
relationship between compute and performance follows a power law with diminishing 
returns. This means that each incremental increase in compute delivers 
progressively smaller improvements in performance, rather than unlimited returns. It 
seems unlikely that even the best models will stop hallucinating any time soon, as 
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hallucinations stem primarily from the inherent operational characteristics of LLMs: 
their probabilistic nature, data limitations, and imperfect optimisation. And even with 
zero hallucinations, LLMs will not achieve Artificial General Intelligence (AGI), nor 
fully replace human workers.15 16 17 18 19 20 

It is important to be precise about the scope of this claim. The limitations described 
here apply to current LLM architectures and adjacent AI systems as deployed in 
2026. They do not constitute a proof that AGI is impossible, nor do they rule out 
future systems with fundamentally different capabilities. Rather, they define the 
practical boundary of today’s AI tools in organisational settings: systems that can 
process and generate information at scale, but that do not possess independent 
agency, contextual understanding, or accountability. 

Within this boundary, human involvement remains essential. Even a perfectly 
accurate AI lacks the specific human traits that make employees indispensable in an 
SME setting: 

• Abstract Thinking and Strategy: While AI generates language, it lacks the 
abstract thinking and visionary leadership required to pivot a business in a 
crisis or understand “unspoken” client needs (Autor, 2015) 

• Emotional Intelligence (EQ): Human-led roles involving empathy, ethical 
judgement, and high-touch relationship management are resistant to 
replacement21 

• Agency and Intentionality: A 0% hallucinating LLM is still a reactive tool; it 
does not have its own goals, persistence, or the ability to autonomously “care” 
about the success of a project (Wooldridge, 2020) 

• Legal Personhood: The consensus among legal scholars and regulators in 
2026 is that AI is a “liability shield” for developers, but a “liability 
magnet” for users. If an LLM gives bad advice, the software company isn’t 
sued, you are22  

Taken together, these limitations define a clear boundary between AI as a powerful 
tool and AI as an autonomous agent. While LLMs can process and generate 
information at extraordinary scale, they do not possess agency, accountability, or the 
contextual judgement required to operate independently in real organisational 
settings. The most credible path forward is therefore not to replace human 
capability, but to strengthen it: nurturing human agency, emotion-based connections, 
creativity, and AI literacy (Artificial Intelligence Quotient or AIQ), while allowing AI 
systems to handle routine and repetitive tasks with appropriate human oversight. 
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3. The Financial Case for Reskilling Over Replacement 
& Redundancies 

PwC found that AI can make people more productive and enable them to create 
more value even in the most highly automatable jobs. This is because even in highly 
automatable roles, AI can strip out low-value manual effort while allowing employees 
to concentrate on judgement, exception handling and accountability. As routine tasks 
are automated, human input becomes more leveraged, more consequential, and 
more visible to organisational outcomes. Productivity gains therefore coexist with 
increased marginal value of human work, even as overall (human) task volumes 
decline. 

It is therefore unsurprising that workers with AI skills commanded a 56% wage 
premium in 2025, up from 25% in 2024. For SMEs operating on tight budgets, this 
sharply alters the economics of talent acquisition: “AI-native” hires can quickly be 
priced out of reach in the external market. This makes internal upskilling the most 
sustainable route to value creation.23 

Venture capitalist Jeffrey Bussgang describes “AI-native employees” as 
professionals who “infuse AI into everything they do”, and who are “wildly adept at 
using a wide range of modern AI tools” as part of daily work, signalling a mindset and 
capability beyond basic tool use.24 

AI-skilled employees commanded a 56% wage premium in 2025 

Cost Efficiency at Scale 

Reskilling an existing employee costs 3-4 times less than recruiting, onboarding, 
and training a new hire in 2025. This differential becomes even more significant 
when accounting for the productivity loss during transition periods.25 

The Profitability and Retention Dividend 

Companies with comprehensive training programmes generate 218% higher 
income per employee, and 94% of employees are more likely to remain with 
employers who invest in their learning and development.26 Upskilling therefore 
delivers a dual dividend: raising productivity while strengthening retention. 

Yet this opportunity remains widely underexploited. Although almost 89% of 
organisations expect to require new technological skills within the next 12 months, 
only 22% of HR leaders identify skill development as a strategic priority over the next 
two years, and just 16% of employees report having received adequate training to 
use AI tools effectively.27 The result is a widening gap between technological 
ambition and workforce readiness. 
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Institutional Memory as Competitive Advantage 

SMEs depend heavily on what researchers describe as institutional or organisational 
memory: the accumulated facts, experiences, and contextual know-how that firms 
develop over time and draw upon in decision-making and day-to-day operations.  

While AI can automate routine tasks and codified processes, it cannot replicate the 
tacit knowledge embedded in long-standing client relationships, process nuances, 
and historically informed judgement. Empirical studies show that organisational 
memory positively influences performance and innovation outcomes (Moorman & 
Miner, 1997) and contributes to sustained competitive advantage through learning 
and innovation capabilities (Camisón & Villar-López, 2011). 

The Hidden Costs of the Redundancy Shortcut 

For leaders facing pressure to cut costs quickly, redundancies can appear to be the 
fastest path to improved margins. The reality is more complex and potentially more 
expensive. 

The Regret Tax 

55% of businesses that made employees redundant when implementing AI later 
admitted they made wrong decisions about those redundancies, primarily due to lost 
institutional knowledge and reduced organisational capability. This isn’t just hindsight 
bias; it represents real business impact that became apparent within months of the 
cuts.28 

55% of businesses that made employees redundant when implementing AI 
regretted it later 

The True Cost Differential 

When comparing reskilling versus the redundancy-and-rehire approach, reskilling a 
financial services employee (for example) costs an average of £31,800, while the 
redundancy and rehire approach carries a cost of £80,900. This cost gap exists 
because the redundancy route includes severance packages, legal fees, lost 
productivity during the vacancy period, recruitment costs, and the extended ramp-up 
time for new hires to reach full productivity.29 

Survivor Syndrome and the Morale Penalty 

Perhaps the most insidious cost of redundancies is their impact on remaining staff. 
Research into “workplace survivor syndrome” reveals that employees who remain 
after layoffs experience a complex mixture of guilt, anxiety and fear that directly 
impacts performance. 
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In studies of layoff survivors, 74% reported that their own productivity declined after 
redundancies, while 81% observed a decline in customer service.30 This isn’t merely 
an emotional response but a measurable business impact that persists for months. 

For SMEs, where teams are smaller and relationships closer, survivor syndrome can 
be particularly acute. When employees watch colleagues being made redundant 
rather than offered reskilling opportunities, the implicit message is clear: “We view 
people as disposable costs, not as valuable colleagues who should be nurtured 
because they bring creativity, effort and accountability to the business.” 

The Rehiring Penalty 

Many organisations that conduct AI-fuelled redundancies (often based on technology 
that does not yet exist) find themselves reversing layoffs when automation fails to 
replace human expertise. Data from workforce analytics firms show that a notable 
share (over 5%) of laid-off workers eventually return to firms as “boomerang hires”, 
reflecting the imperfect substitution of AI for human work.31  

This tension creates a perverse outcome: companies that cut staff to save money 
may be forced to rebuild teams – either by rehiring, recruiting offshore at lower rates, 
or paying above-market rates for in-demand skills – all of which can erode the 
expected savings and impose hidden costs.32 33 

The Strategic Signal 

Beyond the quantifiable costs, there’s a reputational dimension. In an era where 
employer brand matters and SMEs compete for talent with larger firms, 
redundancies send a signal about organisational values. Prospective employees –
particularly those with high AI capabilities – increasingly evaluate potential 
employers on how they treat existing staff during technological transitions. 

Companies known for investing in their people during times of change attract 
stronger candidates. Those known for quick cuts to headcount find themselves 
fishing in shallower talent pools, competing primarily on compensation rather than 
culture or growth opportunity.34 35 36 37 

4. Strategic Hiring & Upskilling: The Rise of AIQ 

We noted previously that SMEs are not (yet) laying off workers at scale, opting 
instead to create hybrid human-AI workflows. When SMEs do hire externally, the 
profile of ideal candidates has changed dramatically. The era of narrow specialists is 
giving way to adaptable generalists with advanced AI capabilities. Some 66% of 
leaders now say they would be reluctant to hire someone without AI skills, while 71% 
would prefer a less experienced candidate with AI skills over a more experienced 
candidate without them.39 

mailto:adriaan@adriaanvanheerden.co.uk


 
 

Adriaan van Heerden, PhD (Cantab.) FRGS 
adriaan@adriaanvanheerden.co.uk 

Page 12 
© 2026 All Rights Reserved 

 

Emerging evidence suggests that AI capability – often described as AIQ – has 
become a strategic priority for a growing number of SMEs. 35% of SMEs reported 
actively using AI technology in 2025, up from 25% in 2024. Approximately 60% of 
survey respondents report using AI for content creation and knowledge work.38 
There is also a recognition of the potential growth in this area, with 90% of SME 
employers believing that AI will impact communication and collaboration, and 88% 
believing it will impact productivity-related tasks.44 

Employees with high AIQ – whom Microsoft calls “power users” – are familiar to 
extremely familiar with AI, using it at work at least several times a week and saving 
more than 30 minutes a day. Power users say AI makes their overwhelming 
workload more manageable (92%); boosts their creativity (92%); helps them focus 
on the most important work (93%); makes them feel more motivated (91%); and 
helps them to enjoy work more (91%). Significantly, power users thrive when they 
are supported with leadership encouragement and tailored training.39 

However, it is predicted that only 25% of employees will have high AIQ by 2026,40 

which means that there is immense scope for productivity gains and improving 
employee satisfaction through targeted education and training programmes. 

5. The Entry-Level Transformation: From Drought to 
Redesign 

While mid- to senior-level positions appear to be evolving gradually, the entry-level 
labour market is undergoing a more fundamental transformation. Traditional junior 
roles – historically centred on data handling, initial drafting and routine research – 
are being displaced as AI systems absorb these foundational tasks. As of 2026, 33% 
of SMEs using AI report reduced graduate and entry-level hiring, reflecting the 
eroding economic rationale for such positions in their conventional form.41 

33% of SMEs have reduced their graduate and entry-level intake 

The decline in traditional entry-level roles does not contradict the broader finding that 
AI increases the value of human labour. These outcomes coexist because AI does 
not affect all work uniformly. Routine cognitive tasks are increasingly automatable, 
and consequently roles built around such work are impacted disproportionately. On 
the other hand, roles that combine judgement, context, accountability, EQ and 
coordination become more valuable. Entry-level positions are therefore not 
disappearing because they are junior, but because their historical task composition 
no longer reflects where human comparative advantage lies in an AI-augmented 
organisation. 

This shift is not without risk. In 2025, Anthropic’s CEO warned that AI could eliminate 
up to 50% of entry-level white-collar jobs by 203042, highlighting the potential for 
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labour-market disruption and the need for coordinated policy responses. However, at 
the organisational level, SMEs retain meaningful agency. The disappearance of 
traditional junior roles does not imply the end of early-career employment, but rather 
the need to redesign entry-level work around new sources of value. 

The way forward lies in role evolution rather than role elimination. Many 
employers are bypassing traditional entry-level roles and hiring graduates directly 
into more advanced positions, while others are reimagining junior roles to focus on 
soft skills such as creativity and strategy.  
 
This shift reflects a broader transition from credential-based to capability-based 
hiring. Today's entry-level workers require a new skillset: AI literacy and digital 
fluency, the ability to work with AI-generated work, and the human skills 
(communication, critical thinking, adaptability, collaboration) that technology cannot 
replicate.43 
 
These changes signal the evolution of junior roles away from traditional entry points 
(scheduling, data cleaning, basic research, drafting, simple coding) towards AIQ, soft 
skills and human skills.  
 
While such role redesign will not prevent all junior job losses, it provides a clear 
pathway for workforce renewal. For those starting their careers, these redesigned 
roles offer a viable route to learning how organisations create value in an AI-
augmented economy, while preserving a pipeline of future talent for SMEs. 
 
One caveat merits attention: even when tasks become automatable, human 
understanding of their underlying logic remains valuable and employers should allow 
for the development of such understanding. Without such foundational knowledge, 
validating AI outputs becomes nearly impossible – a reminder that automation 
should augment rather than replace human comprehension. 

6. Strategic Framework: A Segmented Approach 

Different workforce segments require different strategies. The framework below 
synthesises current research and practitioner evidence to provide practical guidance.  

In addition to these role-specific strategies, two cross-cutting principles apply across 
the organisation: 
 

• Across all workforce segments, AIQ should be actively developed, and  
• Internal mobility should be prioritised as the primary mechanism for 

redeploying staff displaced by task-level automation, as it delivers higher 
return on investment (ROI) than external hiring, preserves institutional 
context, and strengthens engagement and retention. 
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Role Category Recommended 
Approach 

Rationale 

Entry-Level 
(New Hires) 

Selective Hire & 
Redesign 

Routine junior tasks are increasingly 
automatable, but entry-level roles remain 
essential for developing judgement, cultural 
fluency, and the future leadership pipeline; 
roles should emphasise validation, 
exception handling, and learning 

Roles 
Dominated by 
Routine Tasks 

Redesign First; 
Eliminate if 
Necessary 

Automate routine components while 
redeploying staff to exception handling, 
quality control, and human-facing work; 
eliminate roles only where no meaningful 
human value remains 

Executive & 
Leadership 

AI Governance & 
Literacy Training 

Critical for setting guardrails, managing 
“shadow AI” risk, and ensuring accountable, 
ethical, and value-aligned AI use across the 
organisation (“shadow AI” refers to the 
unmanaged use of AI tools by employees 
outside official systems, controls, and 
accountability structures) 

7. Implementation Principles: The “Human-in-the-
Loop” Premium 

The most successful SMEs in 2026 share a common philosophy: AI amplifies 
human judgement rather than replaces it. This approach requires specific 
implementation principles: 

Value Creation Through Verification 

AI outputs require human review to catch errors, apply contextual judgement, and 
ensure alignment with client needs, ethical standards, organisational governance 
and legal frameworks. Organisations that skip this verification step sacrifice quality 
for speed and may ultimately damage their market position and institutional 
reputation. 

Redesigning Roles for Human Comparative Advantage 

Rather than asking “What can AI do?”, leading SMEs ask “Where does human 
judgement create the most value?” This reframes AI integration as a strategic 
exercise in comparative advantage, deliberately combining machine efficiency with 
human context, accountability, and decision-making. 
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Continuous Learning Culture 

UK SMEs face a widening AI skills paradox. While 79% reported material skills gaps 
and over a third identify AI capability as a direct constraint on productivity and 
growth, fewer than one in three employees received formal training in 2024.  

91% of employers recognise the need for increased skills training and professional 
development to retain talent, and yet investment in employee upskilling through 
training and development initiatives actually decreased in 2023 (26% vs. 33% in 
2022) due to budget pressure, time constraints, and administrative complexity. Less 
than a third of SMEs using generative AI are taking measures to train staff, set 
internal guidelines, or research copyright, legal and regulatory issues.  

The result is a growing gap between the acknowledged value of AI skills and the 
capacity to develop them, particularly in smaller firms. 44 45 SME leaders should take 
note of the benefits of staff training and take steps to put targeted training 
programmes in place. 

AI tools evolve rapidly, making one-off training initiatives insufficient. High-
performing organisations embed continuous learning into day-to-day operations, 
creating a feedback loop in which real-world AI use reveals skills gaps; training 
addresses those gaps; and improved capability enables more effective and 
responsible AI adoption. 

 

 
Image created using Google Gemini (January 2026), based on the conceptual framework provided by the author 
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Conclusion: A Balanced Path Forward 

Some researchers argue that sufficiently advanced AGI could, in the long run, 
eliminate the economic necessity of human labour altogether. Whether or when such 
a capability might emerge remains deeply uncertain. This report takes no position on 
that question. Instead, it addresses the strategic decisions SME leaders must make 
under current and foreseeable conditions, where AI meaningfully reshapes work but 
does not remove the need for human judgement, accountability, and organisational 
memory. 

The AI transformation of SME workforces is neither apocalyptic nor utopian; it is a 
complex transition requiring thoughtful navigation. The research is clear: value 
accrues to organisations that invest in their people while strategically 
implementing AI capabilities. 

This means: 

• Redesigning rather than eliminating entry-level roles to focus on 
developing AIQ, soft skills and human skills 

• Prioritising reskilling of existing staff over external hiring for mid-level 
positions 

• Hiring for adaptability and AIQ alongside domain expertise, rather than 
narrow, static technical specialisations 

• Maintaining human judgement as the critical layer that transforms AI 
outputs into business value 

SMEs that embrace this balanced approach position themselves not just to survive 
the AI transition, but to thrive within it. 

Actions for Implementation 

SME leaders seeking to implement these strategies may wish to focus on the 
following actions: 

• Analyse value creation and information flows to identify where judgement, 
coordination, and decision-making generate competitive advantage 

• Map roles and tasks to understand what each job consists of and which task 
components are suitable for automation or augmentation 

• Assess AI readiness by evaluating current workforce capabilities, AI literacy 
(AIQ), existing tool usage, and potential AI champions and power users 

• Develop a phased upskilling roadmap aligned to business priorities, 
focusing on judgement, oversight, and human–AI collaboration 

• Redesign team composition to enable knowledge sharing across 
generations 
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• Establish clear AI governance frameworks covering tool selection, 
acceptable use, accountability and escalation 

• Embed continuous feedback loops that use real-world AI deployment 
outcomes to inform role redesign, skills development, and governance 
updates 
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