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AI and Wage powe
The setting of wage floors alone cannot fix
deep-seated structural issues like a shortage of

for technology bec
shifting companie
status quo to active

Various empiric
countries that impl

high-value industries or skill mismatches in
the broader labour supply.

regulations show a clear causal link be
rising low-skilled workers’ wages and
increased automation innovation.
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Employees balance their financial needs,
such as a commensurate productivity-linked
wage, with a conducive workplace environ-
ment when evaluating their job satisfaction.

Achieving this balance requires employ-
ers to address both direct financial compen-
sation and the quality of the workplace cul
ture. Fair wages serve as a baseline, while
extended benefits – such as skill develop-
ment, career pathways, and financial
well-being programmes – anchor productiv-
ity improvement and long-term job satisfac
tion.

Within reasonable limitations and risks,
state intervention in wage-setting and labour
markets is considered justified and neces-
sary when market mechanisms fail to ensur
fair living standards for low-paid workers,
correct market and wage bargaining powe
imbalances compared to large employers, or
promote social cohesion, as fair pay ensure
social community stability.

However, state intervention is a double-
edged measure. Overly rigid or aggressive
wage-setting can limit freedom of contract
and create compliance burdens for business-
es, especially those with thin margins.

workforce flexibility, increasing reliance on
part-time or temporary staff, and restructur
ing allowances and discretionary benefits.

Higher minimum wages act as a signifi-
cant catalyst forcing companies to restruc-
ture toward automation, particularly in
industries heavily reliant on routine, low-
skilled labour.

This industrial transition is driven by a
shifting economic reality: as the statutory
minimum wage rises, the capital-to-labour
cost ratio flips. This flip makes technology
investments financially viable compared to
cheap manual labour, incentivising compa-
nies to substitute human workers with auto-
mation, machines, robotics, or software.

When the cost of human labour crosses a
certain threshold, the return on investment

structural issues like a shortage of high-
value industries or skill mismatches in the

oader labour supply.
The Khazanah Research Institute con-

rmed that the growth of Malaysia's tertiary-
ducated workforce has severely outpaced

the creation of high-skilled jobs, leading to
despread underemployment.
Raising wages alone cannot address skill
smatches or create sufficient high-value

mployment opportunities.
This oversupply and structural misalign-
nt of the tertiary-educated workforce rel-

ative to high-skilled jobs depresses entry-
evel wages and overall employee compen-

sation.

The unintended economic effects arising
from setting a minimum wage too high rela-
tive to workers’ productivity mean that com-
panies must adjust their business strategies
to manage total payroll costs, especially in
labour-intensive industries.

These adjustments include slowing down

increases the likelihood of industrial r
adoption by roughly 8% in sectors like
ufacturing. Also, a 1% increase in low-ski
wages can lead to a 2% to 5% rise in automa-
tion technology patents and developme

Moreover, a 10% increase in the mi
mum wage raises the probability of a manu-
facturing or routine-task firm adopting
robots or automated systems by roughl
to 11%.
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