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Key Messages'

e The economic impact of artificial intelligence depends not only on the creation of new technologies,
but also on how rapidly firms adopt and integrate them into production processes.

e Firms in countries with stricter employment protection tend to report lower adoption of technologies
that require substantial organisational change, including artificial intelligence and digital security.

e Forillustration, a one-point difference in employment protection legislation (broadly comparable to
differences between countries such as France and Denmark) is associated with differences in Al
adoption rates of around 9—10 percentage points. This reflects a statistical association rather than
a causal effect.

e The relationship between labour market institutions and technology adoption appears weaker for
more modular technologies, such as cloud computing, which can be implemented with fewer
workplace adjustments.

e Adjustment costs associated with retraining, internal reallocation, and changes in work organisation
appear to play an important role in shaping firms’ adoption decisions.

e The impact is not uniform across firms: large incumbent firms appear more affected, while younger
and fast-growing firms tend to show higher adoption rates, consistent with greater organisational
flexibility.

e As aresult, even highly productive firms may not always be the fastest adopters when adjustment
costs are particularly high, and adoption may occur in less transformative forms that require fewer
workplace changes.

e Policies that support workforce and organisational adjustment may help facilitate the diffusion of
new technologies. Approaches that combine flexibility and security for workers (often referred to
as “flexicurity”) may be particularly relevant in this context.

Executive Summary

The diffusion of artificial intelligence (Al) is widely recognised as a key driver of productivity growth, yet
adoption remains uneven across firms and countries. This paper provides evidence that an important, and
often underappreciated, factor lies in firms’ ability to implement workforce and organisational adjustments.

Using firm-level survey data across OECD countries, the analysis identifies a consistent pattern. Stricter
employment protection is associated with lower adoption of technologies that typically require substantial
workplace change, including Al and digital security. By contrast, this relationship appears weaker for more
modular technologies, such as cloud computing, which can often be implemented with fewer adjustments
to existing workflows. For illustration, a one-point difference in employment protection legislation (broadly
comparable to differences between countries such as France and Denmark) is associated with differences
in Al adoption rates of around 9—10 percentage points. This reflects a statistical association rather than a
causal effect.

The results are consistent with the role of workforce and organisational adjustment costs. Adopting Al
often involves redesigning tasks, retraining workers, and reallocating staff across functions. Where such
adjustments are more difficult or costly, firms may be more likely to delay or forgo adoption, even when
technologies are potentially productivity-enhancing.

These patterns are not uniform across firms. Differences are particularly visible among large incumbent
firms, which may face more complex organisational adjustments, while younger and fast-growing firms
tend to show higher adoption rates. This suggests that workplace flexibility may play an important role in
enabling technology adoption.

These findings have implications for policy. Current approaches to Al diffusion often focus on innovation
capacity, investment, and access to technology. The results of this analysis suggest that conditions
affecting firms’ ability to implement workforce and organisational adjustments may also influence adoption

" The views expressed in this paper are those of the author and do not necessarily reflect the official position of the
European Commission.



outcomes. In this sense, labour market conditions may interact with innovation policies in shaping the pace
and pattern of technology diffusion.

These findings point to several areas that may be relevant for policy, including strengthening access to
training and reskilling, facilitating internal labour mobility and task reallocation within firms, and supporting
workplace adaptation, particularly in firms facing more complex restructuring needs.

If constraints related to workforce and organisational adjustment persist, they may affect not only the pace
and breadth of Al diffusion, but also the extent to which firms implement new technologies in transformative
ways, with potential implications for productivity growth and competitiveness.

Overall, the findings highlight the importance of considering not only innovation and investment, but also
the conditions that enable firms to adapt their workforce and organisation to new technologies when
assessing the diffusion of Al.
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1. Introduction

The diffusion of artificial intelligence (Al) and related digital technologies is widely seen as a key driver of
productivity growth, competitiveness, and long-term economic performance. While technological innovation
continues to advance rapidly, the extent to which firms adopt and integrate these technologies into their
production processes varies considerably across countries and firms. These differences are increasingly
viewed as an important factor behind divergent productivity trends. This raises a key question: why do some
firms adopt new technologies rapidly, while others lag behind?

Recent policy discussions, including the Draghi Report on European competitiveness, have emphasised that
Europe’s productivity challenge may reflect not only weaker innovation performance, but also slower diffusion
and adoption of new technologies across firms. In Europe, concerns about a potential gap in the uptake of new
technologies relative to other advanced economies have gained prominence. While European firms remain
active in innovation, the uneven diffusion of new technologies suggests that, beyond their creation, the
conditions shaping their implementation and use within firms play a central role.

Technology adoption is not a purely technical decision. In many cases, integrating new technologies requires
firms to reorganise production processes, adjust job tasks, and develop new skills within the workforce. These
changes can involve substantial costs and uncertainties, particularly for established firms with complex
organisational structures. As a result, firms’ ability to adopt new technologies depends not only on access to
innovation, but also on their capacity to implement workplace change.

Against this background, labour market institutions may influence technology adoption by shaping the costs
and incentives associated with workforce adjustment. Employment protection legislation (EPL), for example,
affects how easily firms can reallocate workers across tasks, restructure teams, or adjust employment levels
in response to new technologies. While such institutions play an important role in providing worker security
and supporting stable employment relationships, they may also affect how firms respond to technological
change.

Understanding how these institutional factors relate to technology adoption is therefore important for policy. If
barriers to workforce adjustment slow the diffusion of certain technologies, this could have implications for
productivity growth and the broader benefits of digital transformation.

This paper examines the relationship between employment protection legislation and firm-level technology
adoption using recent survey data covering firms across OECD countries. It focuses in particular on the
adoption of artificial intelligence and other technologies that require organisational change, and explores how
these patterns differ across firms and types of technologies. The analysis aims to provide insights into the
mechanisms that may shape technology diffusion and their potential relevance for policy.

2. What the data shows

This section presents key patterns in firm-level technology adoption based on recent survey data covering
firms across OECD countries. The focus is on artificial intelligence and related digital technologies, and on
how adoption patterns vary across countries, technologies, and types of firms. The results should be
interpreted as descriptive evidence, highlighting statistical associations rather than causal relationships.

21. Cross-country patterns

There is substantial variation in the adoption of artificial intelligence across countries. In some economies, a
relatively large share of firms report using Al technologies, while in others adoption remains more limited.
These differences persist even among advanced economies and are not fully explained by observable
differences in firm size or sectoral composition.

A comparison with indicators of employment protection legislation reveals a clear and systematic pattern:
countries with stricter employment protection tend to exhibit lower rates of Al adoption (Figure 1). This negative
association is visible both in country-level comparisons and in firm-level analyses.? While this pattern should

2 The working paper version (Canton, 2026) complements the descriptive analysis with firm-level regressions
controlling for factors such as sector, firm size, firm age, and country characteristics. The negative association



be interpreted with caution, it suggests that labour market institutions may be one factor associated with cross-
country differences in technology diffusion.

At the same time, cross-country comparisons are subject to important limitations. Reported adoption rates are
based on firms’ self-assessment and may reflect differences in how technologies are interpreted across
countries. The results should therefore be understood as indicative patterns rather than precise measures of
underlying adoption gaps.

Figure 1. Al adoption and employment protection legislation across countries
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Notes: The figure plots country-level Al adoption rates against the OECD employment protection legislation
indicator for collective dismissals. EPL is measured on a scale from O (least restrictive) to 6 (most restrictive).
Selected countries are labeled for illustration. Al adoption rates are based on the full Flash Eurobarometer 559
sample. Source: Own calculations based on Flash Eurobarometer 559.

2.2. Differences across technologies

The relationship between labour market institutions and technology adoption differs across types of
technologies. In particular, the negative association with employment protection legislation appears stronger
for technologies that require substantial organisational change.

Artificial intelligence and digital security technologies often involve changes in workflows, task allocation, and
skill requirements. Their adoption may therefore require firms to reorganise production processes, redesign
job tasks, and adjust their workforce. In some cases, firms may also need to reallocate workers across
functions or introduce new organisational structures. By contrast, more modular technologies — such as cloud
computing — can often be implemented with fewer changes to existing workplace arrangements.

Consistent with this distinction, the data suggest that the association between employment protection and
adoption is more pronounced for Al and related technologies than for more modular digital tools. This pattern
points to the importance of considering not only whether firms adopt new technologies, but also how deeply
these technologies are integrated into production processes and organisational structures. When workforce
adjustment costs are high, firms may adopt new technologies in more incremental and less transformative
ways in order to limit workplace disruption.

between employment protection legislation and the adoption of restructuring-intensive technologies remains
robust across specifications.



2.3. Differences across firms

Technology adoption also varies markedly across firms within countries. Larger firms tend to report higher
overall adoption rates, reflecting greater resources and capacity to invest in new technologies. However, the
relationship between firm size and adoption differs across institutional environments (Figure 2).

In particular, differences in adoption rates across countries appear more pronounced among large incumbent
firms. In environments with higher employment protection, large firms show relatively lower adoption of Al and
similar technologies compared to their counterparts in countries with less stringent regulations. This suggests
that factors associated with labour market institutions may be particularly relevant for firms facing more
complex organisational adjustments.

Figure 2 illustrates differences in Al adoption by firm size between the European Union and the United States.
While the figure does not directly measure labour market institutions, these patterns can be interpreted in the
context of broader cross-country differences in employment protection legislation. In particular, the more
pronounced differences observed among larger firms are consistent with the idea that organisational
complexity and workforce adjustment costs play an important role in shaping adoption decisions.

By contrast, younger and fast-growing firms — such as startups and scaleups — tend to exhibit higher adoption
rates. These firms are often more flexible in their workplace structures and may face fewer constraints when
integrating new technologies. Their adoption patterns appear less strongly associated with cross-country
differences in employment protection, although variation remains.

Taken together, these patterns highlight the importance of firm heterogeneity. The relationship between labour
market institutions and technology adoption is not uniform, but depends on firm characteristics such as size,
age, and growth dynamics. This heterogeneity is an important feature of the data and plays a central role in
interpreting the broader implications for technology diffusion.

Figure 2. Artificial intelligence adoption by firm size in the European Union and the United States
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Notes: The figure reports Al adoption rates by firm size for firms in the European Union and the United States.
Al adoption rates are based on the full Flash Eurobarometer 559 sample. Source: Own calculations based on
Flash Eurobarometer 559.



3. Interpreting the patterns: the role of workforce adjustment

The patterns documented in the previous section point to a central feature of technology adoption: integrating
new technologies often requires firms to reorganise their workforce. This section provides an economic
interpretation of these patterns by focusing on the role of workforce adjustment in shaping firms’ adoption
decisions.

3.1. Technology adoption and organisational change

Adopting new technologies is rarely a purely technical process. In many cases, it involves changes in how
production is organised, how tasks are allocated, and how workers interact with technology. For example, the
use of artificial intelligence may require firms to redesign workflows, introduce new roles, and shift tasks
between workers and machines. Similarly, the adoption of digital security systems may entail changes in
processes, responsibilities, and internal coordination.

These changes can be relatively limited for some technologies, but more extensive for others. Technologies
that are modular in nature — such as cloud computing — can often be integrated into existing processes with
minimal disruption. By contrast, technologies that are more closely tied to core production or decision-making
processes typically require broader organisational adjustments.

As a result, firms’ ability to adopt new technologies depends not only on access to innovation, but also on their
capacity to absorb and implement new knowledge (Cohen and Levinthal, 1990; Hall and Khan, 2003). Firms
that can adjust more easily may be better positioned to adopt technologies that transform production
processes, while firms facing greater constraints may be more selective in their adoption choices.

3.2. Workforce adjustment and adoption costs

Organisational change is often associated with substantial adjustment costs. These can include the need to
retrain workers, reallocate employees across tasks, or reorganise teams and management structures. In some
cases, firms may also need to adjust employment levels, for example when new technologies substitute for
certain tasks while complementing others.

The magnitude of these costs can vary across firms and institutional environments. Labour market institutions,
including employment protection legislation, can influence how these adjustments take place. For instance,
they may affect the ease with which firms can reassign workers, modify job roles, or adjust their workforce
composition. While such institutions can provide important benefits in terms of worker security and stability,
they may also shape the costs associated with organisational change.

When adjustment costs are relatively low, firms may be more willing to adopt technologies that require
substantial reorganisation, as the expected gains from adoption can be realised more easily. By contrast, when
adjustment costs are higher, firms may be more cautious. Even if a technology is potentially beneficial, the
costs and uncertainties associated with implementing it can lead firms to delay or reconsider adoption.

3.3. Heterogeneous firm responses

The interaction between technology adoption and workforce adjustment helps to explain why adoption patterns
differ across firms. Firms vary in their productivity, workplace structure, and capacity to manage change, and
these differences shape how they respond to new technologies.

Some firms may adopt new technologies and expand, using them to increase productivity and scale up their
operations. Others may adopt but reduce employment, for example by automating certain tasks while
reallocating resources elsewhere. At the same time, some firms may choose not to adopt, particularly if the
costs of adjustment are perceived to be too high relative to the expected benefits.

Importantly, the relationship between firm productivity and adoption is not necessarily straightforward. While
more productive firms are generally better positioned to benefit from new technologies, they may also face
larger adjustment challenges, especially when operating at scale. As a result, even highly productive firms
may delay or forgo adoption when workforce adjustment is particularly costly, or adopt technologies in more
incremental ways.

This perspective helps to interpret the empirical patterns observed in the data. It suggests that differences in
technology adoption across countries and firms may reflect, in part, variation in the costs and constraints
associated with workforce adjustment. These factors do not determine adoption outcomes on their own, but
they can play an important role in shaping the pace and direction of technology diffusion.



4. Implications for policy

The findings presented in this paper provide insights into how institutional frameworks may be associated with
the diffusion of new technologies across firms. While they do not establish causal relationships, the findings
point to mechanisms that may shape the effectiveness of policies aimed at supporting productivity growth and
digital transformation.

41. Technology diffusion and workforce adjustment

A central implication of the analysis is that the diffusion of certain technologies depends not only on their
availability or potential benefits, but also on firms’ ability to reorganise their workforce. Technologies such as
artificial intelligence often require adjustments in tasks, skills, and organisational structures. As a result, the
conditions under which firms can implement such changes may influence the pace and pattern of adoption.

This suggests that, alongside policies that support innovation and technological development, attention to the
conditions that facilitate workplace change may also be important for technology diffusion. In particular, factors
that affect firms’ ability to adapt their workforce — such as training systems, internal mobility, and organisational
practices — may play a role in shaping adoption outcomes.

4.2. Balancing flexibility and security

Labour market institutions serve multiple objectives, including the provision of worker protection, income
stability, and incentives for human capital investment (Belot et al., 2007). These functions can support stable
employment relationships and encourage investment in firm-specific skills. More broadly, they can contribute
to economic resilience and social cohesion. At the same time, such institutions may also influence how firms
adjust to technological change.

The findings in this paper suggest that the relationship between labour market institutions and technology
adoption involves trade-offs. While employment protection may support stable employment relationships and
encourage investment in skills, it may also be associated with higher costs of workforce adjustment in some
contexts. These effects are likely to differ across firms and types of technologies, reflecting the heterogeneity
observed in the data.

Recognizing these trade-offs is important for policy design. The results do not imply that any particular
institutional arrangement is universally preferable, but rather that the interaction between labour market
institutions and technological change may have implications for how new technologies are adopted and
diffused.

4.3. Supporting adaptation to technological change

The analysis highlights the potential relevance of policies that support firms’ capacity to adapt to new
technologies. This includes measures that facilitate workforce adjustment while maintaining appropriate levels
of worker protection.

Such measures may include policies that strengthen access to training and reskilling, support transitions
between tasks within firms, and promote organisational practices that enable effective use of new technologies.
By helping firms manage the process of adjustment, these policies may contribute to a more effective
translation of technological advances into productivity gains.

At the same time, the effectiveness of such measures is likely to depend on broader institutional and economic
conditions. The findings of this paper point to the importance of considering how different elements of the
policy framework interact in shaping firms’ responses to technological change, rather than focusing on
individual policy instruments in isolation.

5. Limitations

The findings presented in this paper should be interpreted with appropriate caution. The empirical analysis is
based on cross-sectional survey data, which captures firm-reported adoption of technologies at a given point
in time. As a result, the analysis identifies statistical associations rather than causal relationships, and does
not allow for a definitive assessment of the direction of causality.



In addition, the measurement of technology adoption relies on firms’ self-reported use of different technologies.
Differences in how firms interpret survey questions, as well as variation in sectoral composition and firm
characteristics across countries, may influence the comparability of reported adoption rates.

The interpretation of the results also builds on a stylised economic framework that focuses on workforce
adjustment as one channel through which labour market institutions may affect firms’ adoption decisions. While
this perspective helps to organise the empirical patterns, it does not capture all possible mechanisms. Other
factors — such as access to finance, management practices, product market conditions, and regulatory
environments — may also play an important role in shaping technology adoption.

Taken together, these limitations imply that the results should be viewed as indicative rather than conclusive.
They highlight patterns and potential mechanisms that may be relevant for policy, while leaving scope for
further analysis and more detailed empirical investigation.

6. Conclusion

The adoption of artificial intelligence and related technologies varies substantially across countries and firms,
with important implications for productivity growth and economic performance. This paper documents a
negative association between employment protection legislation and the adoption of technologies that require
substantial organisational change, alongside weaker relationships for more modular digital technologies.

The analysis highlights that technology adoption is closely linked to firms’ ability to reorganise their workforce.
Differences in workforce adjustment costs may contribute to the observed variation in adoption patterns,
including across firms with different characteristics. In particular, the findings suggest that even highly
productive firms may delay the adoption of new technologies when the costs of adjustment are high.

These results point to the importance of considering how institutional frameworks interact with technological
change. Policies aimed at supporting innovation and digital transformation may be complemented by measures
that facilitate workforce adjustment and organisational adaptation within firms.

At the same time, the findings should be interpreted with caution, given the descriptive nature of the evidence
and the stylised framework used in the analysis. Further research, including longitudinal data and more
detailed firm-level evidence, would be valuable to better understand the causal mechanisms underlying
technology adoption and its broader economic effects.
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How do labour market institutions shape the adoption of new
technologies? This policy brief examines how firms’ ability to
reorganise their workforce plays an important role in the uptake
of artificial intelligence and related technologies. Using firm-
level data across OECD countries, it finds that adoption
patterns differ across technologies and firms, and are
associated with differences in workforce adjustment costs. The
results highlight that technology diffusion depends not only on
innovation, but also on how easily firms can adapt their
organisation to new technologies.
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