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of artificial intelligence by mitigating the risks of widespread societal
disruption and catastrophic safety accidents.
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e are, and have for years been, bullish on the positive productivity

benefits of AI. We have reshaped Bridgewater to harness the

maximum potential from these technological advancements,
which means we will be disproportionately subject to the taxes and
regulations we recommend below. But the policy measures we suggest must
be implemented immediately in order for the benefits of AI to be realized in
the long run. Below, we lay out why and what steps we would take in policy
makers’ shoes. This will be a controversial Observations.

We always aim to comment on markets and economies from the most unbiased place—as students of history,
building a compounded understanding of cause-and-effect linkages. When it comes to commenting on policy,
our goal is the same today as it was when we shared our assessment of the US’s approach to the financial crisis
in “We Agree” almost 20 years ago or “We’re All Mercantilists Now” nearly two years ago: to identify the critical
crossroads and—without partisanship or self-interest—outline the consequences of one path or another so that
policy makers and investors alike can navigate an uncertain, evolving reality. That is what we aim to do here in
this comment on AT policy. We have left out some of the deeper analyses behind our conclusions to ensure the
main ideas come across clearly. We will follow up with more detailed work in coming Observations.

Al will require the most consequential policy decisions of our lifetimes, and those decisions need to be
made immediately. Major technological change often leads to major social change; how society adapts to that
change can determine whether the new technology leads to societal progress or to societal breakdown. There
has never been a technological disruption as impactful, as global, as fast, or as dangerous as AI. We are creating
an intelligence that is already exceeding ours in some ways, and higher levels of that intelligence are being
unlocked every day. The danger is already here: OpenAlI has identified models in their lab that broke out and
committed hacking crimes that were extremely sophisticated, and other labs have reported similar behaviors.
The apparently minor consequences of these illegal, sophisticated autonomous attacks risk obscuring the
extent of the underlying danger.

Absent intervention today, mitigation of that danger will become nearly impossible as diffusion of the
technology accelerates and models themselves become capable of improving and acting autonomously. We
have to move now to preserve our ability to move at all. Waiting would risk not having any safeguards in
place to address catastrophic accidents that may already be imminent and would risk AT models becoming too
powerful to ever be meaningfully regulated by humans.

As AT becomes smarter than us in critical ways, its unleashing may leave policy makers no time to iterate, to
learn from their mistakes, and to tinker with perfecting the regulatory framework. In other words, we may
only have one shot to get policy right.

While many past innovations have threatened to displace human labor, they have largely turned out to be
complementary to, rather than a substitute for, human intelligence. We can hope artificial intelligence turns
out that way, but we should prepare for the possibility that it does not. In our view, the US’s AI policy should
prioritize consistent and sustainable continued technological progress, as that progress will likely lead
to great productivity gains and will be critical for national defense. In order to achieve that, the US must:

1. Ensure society is resilient to technological disruption, with a pro-human work policy that
ensures a fair transition and shared societal stake in continued AI development.

2. Avoid potential catastrophic outcomes by creating a robust safety protocol governing Al
research and usage and by establishing regular ongoing oversight of AI labs.

Failing to accomplish either of these goals means failing to achieve the promise of AI and will likely lead
to negative societal consequences. Many investors, understandably, are concerned that disruptive regulation
or taxes will slow progress and lead to even worse outcomes. We assess that the long-term risks to investors
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(and more importantly society) are actually much higher if an effective regulatory framework is not put in
place soon that will result in society becoming more invested in, and more prepared for, the technological
transformation that will be wrought by AT

The AI boom will not deliver on its tremendous potential value if widespread disaffection from disruption
makes AT politically unsustainable or if a horrible accident leaves governments and companies with no choice
but to halt AT development. Technological progress of this type requires regulation—specifically an AI policy
that strengthens society, is pro-human work, and ensures safe development. Federal standards for
taxation and regulation can help prevent a more burdensome and scattershot approach state by state. Drawing
from our research on the effects of AT on the macroeconomy and our own experience using the technology,
we lay out below how we think through each of these different priorities, why they matter to getting this
technological breakthrough right, and what we would do in the shoes of policy makers today. Our hope is that
a clear-eyed, realistic examination of the facts and their implications can help society unite around a shared
vision for a sustainable future.

Making Society Resilient by Valuing Human Work and
Ensuring All Citizens Have a Direct Stake in the Success
of This Transition

Over long enough time horizons, productivity growth is the only way to sustainably raise living standards.
But consistent, compounded increases in productivity typically require transforming society to adapt to new
economic models. By necessity, this dynamic creates significant social dislocation as a more productive process
displaces an incumbent one, and unforeseen consequences emerge: industry replacing craft work, electricity
enabling the rise of urbanization, and the outsourcing of labor to China leading to deindustrialization in the
West. There are always winners (e.g., the companies and individuals controlling the new technology) and
losers (e.g., those who relied most on disrupted processes for their livelihoods).

For productivity booms to go well, the government has to keep society together during the transition.
Maintaining societal bonds requires maintaining both a shared sense of fairness—in wealth, influence, and
power, despite the existence of relative winners and losers—as well as a continued sense of shared purpose
and destiny. When those conditions aren’t met, and wealth becomes concentrated while disaffection becomes
widespread, productivity booms go poorly. The rise of communism and fascism following the Industrial
Revolution in the leadup to the Second World War and the populist backlash to globalization in the 21st century
each highlight how progress-fueled technological transformation can become unsustainable.

AT poses the most significant risk to human labor in history given the breadth of ways in which a super
intelligence can be competitive with human intelligence. Much is unknown about how exactly AI disruption
will play out—in particular, which new kinds of human jobs will be created and how much they will offset the
jobs that are eliminated. But the potential for disruption is massive—we estimate that 18% of current US
jobs could be displaced by Al in the next five years. And even though new jobs will be created, societal
disruption is extremely likely. To avoid the inevitable backlash that will result from a large segment
of the population feeling disenfranchised and disconnected, government must proactively step in to
mitigate harm. Many Americans are already coming to the conclusion that AT is a bad deal for them—and we
are only at the very beginning of the Al-enabled transformation. For society to be able to harness and sustain
the full potential of that transformation, this trend needs to be slowed and ideally reversed.

Government should work to ensure that society is resilient to the disruption AI will unleash by pursuing a
policy that’s explicitly pro-human work. That does not mean forgoing the promised productivity miracle; it
means harnessing it by (a) ensuring a level playing field between human and AT work (and when the two are
neck and neck in terms of capability, prioritizing human work to maintain the societal sense of purpose) and
(b) ensuring that, regardless, everyone benefits from the boom (creating a sense of fairness). To achieve those
goals, it will be critical to give everyone a stake in continued AI progress, so that people’s incentives are aligned
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toward furthering the technology, as opposed to calling for radical halts in progress or upheavals to the existing
social and political system. We recommend the following steps:

1.

Tax policy must stop disincentivizing human labor versus machine labor. Right now, human
labor is taxed and regulated in ways that put it at an unnecessary disadvantage versus Al Similar to
globalization in the early 2000s, an entirely new pool of “labor” is coming online via AT, which will
be competitive with human workers. This new source of labor is tax-advantaged because machine
work is not taxed at all, while employers pay wage taxes for human labor—meaning that pursuant to
the tax code as it exists today, government is tipping the scale to benefit AT work relative to human
work. This tax asymmetry unintentionally incentivizes more substitution of AI labor for human
labor than may be optimal under equal tax treatment. This must be addressed early on in the

Al transformation, or it will become embedded in the national economic framework and
accelerate the risk of displacement and societal disruption.

A token tax can help put human and machine labor on the same footing. Tokens are the output
of AI thinking and the prices paid for that output can be analogized to wages paid for AT labor, so
levying a consumption tax on tokens is a good starting proxy for the income tax currently levied on
human labor. Imposing it sooner rather than later can mitigate the risks of widespread displacement
before society becomes too reliant on cheap, tax-advantaged AT labor.

Over time, the details would have to be sorted out for this tax to be designed well to ensure all
machine labor is captured: weighting of input and output tokens across different models, auditing
AT companies to ensure compliance, and ensuring the taxes also cover cases of American businesses
replacing domestic workers with either foreign AT models or models that serve inference demand
from foreign data centers. It may be necessary in the future to further raise the tax rate on tokens if
rising token efficiency drives down the cost of replacing labor and erodes the token tax base. But it is
imperative given the complexity that policy makers get started on this now and not let perfect be the
enemy of good.

The revenues raised from a token tax can be used to mitigate the risks of societal disruption caused
by labor displacement in several ways, including by allowing government to lower income taxes and
to fund programs that ensure all people benefit from the AT disruption. A token tax can also help
companies internalize the cost of compute and steer AI toward the most productive use cases while
disincentivizing “slop.” We estimate that a 35% token tax could raise roughly $150 billion in 2027 and
could scale to $600 billion by 2030.

Citizens should have equity in the leading American AI companies: The companies leading the
charge on AT have used the corpus of all human knowledge to develop a tool that could potentially
displace all human labor. Government should work proactively to ensure that every citizen, and not
just the AT companies themselves, has a claim on the profits generated by the development of this
tool. This will help ensure there is general public support for continued progress in AI development
as well as a shared sense of ownership in the outcomes.

To achieve the goal of giving all Americans a claim on Al profits, the government could use either
token tax revenue or tax credits to purchase an ownership stake in AT companies and then distribute
that ownership stake pro rata to all citizens, who will become shareholders on an equal footing to
every investor who owns stock in the companies. The distribution of equity to citizens (versus the
government maintaining ownership of the stake it obtains) both creates a direct connection between
citizens and AT progress and minimizes the risk of government bureaucracy (at best) or corruption
(at worst) impeding such progress. The fact that every citizen will be an equity holder will also work
to ensure that even actions that an AT company takes on behalf of shareholder interests should end
up benefiting the public at large.
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Avoiding Catastrophic Outcomes by Regulating Safe
Al Development

As investors, we view the parameters of risk as the size of a potential bad outcome, its likelihood, and the
potential for mitigation. The size of a potential bad outcome resulting from a technology as fundamentally
transformational as Al is extremely large; the likelihood of it occurring is high; here, we seek to discuss
whether and how the risk can be mitigated. Intervention, where possible, should mitigate risk of catastrophe
by either limiting access, developing protocols that constrain dangerous capabilities, or decreasing the odds of
accidental misuse. Without intervention, the chances of both catastrophe and accidents short of catastrophe
remain high, and it is worth noting that any event that increases even the perception of risk can create sufficient
pressure to force policy makers to halt technological progress in its tracks.

The key factors in developing protocols to mitigate the safety risks attendant to Al include (1) the size
and likelihood of potential bad outcomes surpassing those of the transformational technologies that
preceded AI, (2) the fundamental and foundational asymmetry between the technical expertise of the
scientists developing AI and the government officials who would regulate Al and (3) the very limited
window for intervention to be effective.

Al is already outsmarting most humans in some ways. Models are operating autonomously in an increasingly
digitally controlled and interconnected world. As Mythos’s cyberattack capabilities and the Hugging Face hack
by an autonomous OpenAl model demonstrate, these risks are no longer theoretical. Al is already capable of
advanced cyberattacks on critical infrastructure (either through intentional misuse or by accident) and will be
increasingly dangerous in other areas such as creating bioweapons. It is difficult to prevent a model from doing
something once it’s capable of it. The limited barriers to accessing this technology increase the probability of
catastrophe. And there are many horrible outcomes short of catastrophic widespread destruction of which AI
models today are already capable: facilitating suicide and murder, committing fraud and theft, etc.

Critically, when it comes to evaluating government regulatory capability, AI is unlike many of the technologies
that defined the post-war era—such as nuclear energy, jet aviation, space travel, and the internet—which were
invented by the government and scaled by government procurement. While the government funded some early
work in the field of AT, the scaling era (from 2019 through today) has been financed almost entirely by private
capital. This has led to an inversion of the expertise distribution that existed for the seminal technologies
described above, where, because the government was the lead customer and co-developer, it was populated by
the foremost experts in the technology. With Al, it is private labs, not government agencies, that are staffed by
the world’s foremost experts in the technology, posing challenges for would-be government regulators. These
challenges make it imperative that government act quickly to develop an advanced, expert understanding of AT
and to design a regulatory framework that can facilitate “hens guarding the fox house.”

The regulatory framework that is needed goes well beyond what is currently under consideration. The AI
regulatory framework should be set by the government, not by industry self-regulation, with standards
in line with the level and likelihood of risks we laid out. For the framework to have any chance of achieving
safety, it needs to regulate at least three critical phases: model development, model release, and model usage.

* Regulating model development: There should be a process in place to ensure that the development
of new AT models appropriately considers and adheres to safety principles. Right now, we rely
entirely on the AT labs themselves to ensure that they are prioritizing safety in the development of
new AI models. Government needs to play a role in guaranteeing that that is in fact the case. This can
be accomplished by government publishing a framework of safety principles that must be adhered
to in model development and regulators subsequently and regularly conducting sworn (subject to
penalty of perjury) interviews of Al lab staff members about safety risks in emerging models and
steps the labs are taking to address those risks. In addition, Congress should consider legislation that
provides AT labs with additional incentives to ensure safety goals are met, including frameworks for
imposing legal liability on labs that don’t reach or comply with mandated safety thresholds for crimes
or torts committed by their models or humans assisted by their models.
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* Regulating model release: We need a formal process in place for evaluating and categorizing
new models based on their capabilities and related safety profile pre-release. Only models deemed
sufficiently safe after that review process should be permitted to be publicly released. And release of
the most powerful models (even those that have met the required safety threshold) should be limited
to individuals and organizations that have undergone a licensing review that evaluates their ability to
safely manage use of the tool.

* Regulating model usage: The reality is that regulators’ ability to assess a model for safety pre-
release is limited and inadequate because harnesses and test-time compute scaling on all models,
and reinforcement learning on open models, unlock capabilities that are not easily foreseen simply
by evaluating the model pre-release. This means that monitoring and reporting of certain types of
usage will also be necessary. Government should work with the AT labs to consider whether and
how certain automatic reporting mechanisms can be built into the models themselves. Additionally,
the licensing protocol described above can be used to obligate licensed users of the models to report
certain types of capabilities or incidents.

The promise of AI enhancing productivity and advancing humankind in a manner that changes our world for
the immensely better is vast. But if we don’t chart a path for harnessing that potential that mitigates the societal
tensions and direct dangers that will result, this promise will not be fulfilled. The above policy and regulatory
steps may feel unrealistic, but the consequences of not doing them are unimaginable. Absent immediate
proactive regulatory action, it is more likely that AT will fail to deliver on its societal and economic promise as
aresult of either a catastrophic accident or broader dispersed effects that are so painful that governments will
have no choice but to try to halt AT’s development. If instead, policy makers intervene now—building policies
rooted in the goals of ensuring society’s resiliency and safety—we believe the world could experience and
benefit from a productivity miracle.
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