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Abstract: 

Artificial intelligence is increasingly transforming work processes, employment structures, and productivity outcomes, particularly 

within service-sector economies. While existing research has extensively debated the potential of AI to displace jobs, less attention 

has been paid to the combined analysis of employment and productivity effects within service-oriented contexts. This study 

addresses this gap by conducting a systematic literature review of peer-reviewed research published between 2019 and 2025, 

drawing from economics, management, and information systems scholarship. The review synthesizes evidence on how AI adoption 

reshapes task composition, alters skill demand, and influences productivity performance in service organizations. The findings 

indicate that AI functions predominantly as a labor-augmenting technology in the service sector, reconfiguring work rather than 

eliminating employment, while productivity gains depend heavily on organizational readiness, workforce reskilling, and ethical 

implementation practices. By integrating employment, productivity, and well-being perspectives, the study contributes to ongoing 

debates on human-centered AI and highlights policy and managerial implications for inclusive and sustainable AI adoption in 

service-based economies. 
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Introduction: 

The proliferation of Artificial Intelligence technologies 

is fundamentally reshaping the global economic 

landscape, particularly within the service sector, by 

introducing novel paradigms for operational efficiency 

and human-machine interaction (Jadhav & 

Banubakode, 2024). This transformation, far from 

merely eliminating jobs, is largely characterized by a 

profound redefinition of work roles and an 

augmentation of human capabilities, leading to 

substantial productivity gains across various industries 

(Kassa & Worku, 2025; Mossavar-Rahmani & Zohuri, 

2024). This academic study aims to thoroughly 

investigate the multifaceted impact of AI on 

employment patterns and productivity metrics within 

the service sector, examining both the challenges and 

opportunities presented by these advanced 

technologies (Akpan & Adebayo, 2025; Mishra, 2024). 

Specifically, it analyzes how AI automation influences 

job displacement and creation, workforce reskilling 

demands, and the overall enhancement of service 

delivery mechanisms (Kanagarla, 2024). Furthermore, 

this research delves into the differential effects of AI 

adoption on firm-level productivity, particularly within 

the service sector, where previous studies have 

identified a notable gap in understanding compared to 

job or national-level analyses (Park et al., 2025). The 

commercial availability of advanced AI models since 

late 2022 has intensified this discussion, prompting 

critical questions regarding AI's actual economic 

impact and its mechanisms for influencing productivity 

and employment (Necula et al., 2024). This study 
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critically examines the bifurcated impact of AI, 

considering both job displacement and the generation 

of new employment categories, especially in roles 

requiring human-AI collaboration (Kanagarla, 2024). 

The integration of AI is predicted to result in increased 

self-service options, heightened productivity, and an 

evolution towards more service-driven economies 

(Ullal et al., 2022). This is largely due to AI's ability to 

automate business processes, extract knowledge from 

extensive datasets, and provide sophisticated 

predictions and recommendations, often surpassing 

human analytical and computational capabilities (Lozie 

et al., 2024; Xu et al., 2024). This predictive capability, 

central to AI, is particularly impactful in decision-

making under uncertainty, allowing AI to address a 

wide array of business challenges with varied labor 

implications (Babina et al., 2023). The application of 

AI in the service sector, encompassing areas such as 

automated customer service via chatbots and 

personalized preference customization using machine 

learning, significantly enhances efficiency and 

profitability by reducing operational expenses (Kim, 

2023). Furthermore, AI integration often improves both 

service quality and employee satisfaction by 

standardizing procedures, reducing repetitive tasks, 

and enabling employees to focus on more complex 

problem-solving activities (Roget et al., 2025).  

Literature Review: 

1. Artificial Intelligence and Employment 

Transformation in the Service Sector 

The growing integration of artificial intelligence 

into service-sector activities has prompted extensive 

debate regarding its implications for employment. 

Early strands of the literature largely framed AI as a 

disruptive force capable of replacing human labor, 

particularly in routine and standardized service 

tasks (Fusco-Forni & Jamal, 2021; Reis et al., 

2020). These concerns are especially pronounced in 

service industries where administrative, clerical, 

and basic customer support functions are 

increasingly automated. 

More recent studies, however, present a more 

nuanced interpretation of AI’s employment effects. 

Rather than leading to large-scale job elimination, 

AI adoption in the service sector is increasingly 

associated with task transformation and 

occupational restructuring (Akpan & Adebayo, 

2025; Mishra, 2024). AI systems often assume 

responsibility for repetitive or data-intensive 

subtasks, while human workers retain responsibility 

for judgment-based, interpersonal, and creative 

functions. This reconfiguration has contributed to 

the emergence of new roles related to AI 

supervision, system training, and human–AI 

coordination. 

Despite this shift in perspective, the literature does 

not present a uniform conclusion regarding 

employment outcomes. While some studies 

highlight transitional job displacement and 

heightened insecurity among certain worker groups, 

others emphasize compensatory mechanisms such 

as demand expansion and job creation in 

complementary activities. These mixed findings 

suggest that employment effects are highly 

contingent on organizational strategies, skill 

endowments, and institutional environments rather 

than being determined solely by technological 

capability. 

The reviewed literature also highlights significant 

heterogeneity within the service sector. 

Employment and productivity effects of AI differ 

across customer-facing versus back-office services, 

low-skill versus high-skill occupations, and across 

institutional contexts. Knowledge-intensive 

services such as finance, healthcare, and 

professional services tend to experience stronger 

augmentation and productivity gains, while routine, 

customer-facing service roles often face greater 
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adjustment pressures. These differences suggest 

that AI-driven transformation in services cannot be 

understood through a uniform lens and must be 

analyzed in relation to occupational structure and 

institutional environment. 

2.  Labor Substitution versus Labor Augmentation: 

Competing Perspectives 

A central theoretical debate in the AI–work 

literature concerns whether artificial intelligence 

functions primarily as a substitute for human labor 

or as a complementary, productivity-enhancing 

technology. The substitution perspective 

emphasizes AI’s capacity to automate tasks 

traditionally performed by service workers, leading 

to reduced labor demand in areas such as 

administrative services, customer interactions, and 

routine analysis. 

In contrast, a growing body of research supports the 

labor-augmentation perspective, arguing that AI 

enhances human performance rather than replacing 

workers outright (Huang & Rust, 2018; Cain et al., 

2019). Within service contexts, AI-enabled tools 

frequently support employees by improving 

decision accuracy, accelerating information 

processing, and reducing cognitive burden, thereby 

enabling workers to focus on higher-value 

activities. This perspective aligns with the view of 

AI as a general-purpose technology that amplifies 

human capabilities across a range of service 

functions. 

Recent literature increasingly reconciles these two 

perspectives through a task-based framework. From 

this viewpoint, AI simultaneously substitutes for 

certain tasks while augmenting others, resulting in 

heterogeneous labor outcomes across occupations 

and skill levels. This hybrid interpretation provides 

a more accurate account of AI’s role in reshaping 

service-sector employment and underscores the 

importance of organizational design in determining 

whether AI adoption yields displacement or 

augmentation effects. 

3.  Skill Demand, Upskilling, and Workforce 

Adaptation 

The reconfiguration of service-sector work under AI 

adoption has significant implications for workforce 

skills. A consistent finding across studies is that AI 

reduces reliance on routine task execution while 

increasing demand for advanced cognitive, 

analytical, and socio-emotional skills (Lee et al., 

2021). Skills related to problem-solving, 

communication, adaptability, and digital literacy are 

increasingly emphasized as essential complements 

to AI-enabled systems. 

The literature strongly highlights upskilling and 

reskilling as critical mediating factors shaping 

employment outcomes. Organizations that invest in 

continuous learning and workforce development are 

better positioned to leverage AI for productivity 

gains while mitigating negative employment 

effects. Conversely, insufficient training and skill 

mismatch are frequently associated with employee 

resistance, anxiety, and reduced adoption 

effectiveness. 

Despite widespread recognition of the importance 

of skill development, several studies note persistent 

gaps in organizational preparedness. Many service 

firms lack structured reskilling frameworks aligned 

with AI implementation, raising concerns about 

workforce polarization and long-term 

employability. These findings point to the need for 

coordinated efforts involving employers, 

educational institutions, and policymakers to 

support skill adaptation in AI-intensive service 

environments. 

4.  Artificial Intelligence and Productivity in 

Service Organizations 

Alongside employment effects, a substantial body 

of literature examines the productivity implications 
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of AI adoption in service-sector organizations. AI 

technologies are widely reported to enhance 

operational efficiency, service quality, and 

scalability by enabling faster processing, improved 

accuracy, and data-driven decision-making 

(Czarnitzki et al., 2023; Ullal et al., 2022). 

However, productivity gains are neither automatic 

nor uniform. Empirical studies emphasize that the 

effectiveness of AI depends heavily on how 

technologies are integrated into organizational 

workflows. Firms that align AI adoption with 

process redesign, employee training, and 

organizational change tend to experience stronger 

productivity improvements. In contrast, superficial 

or poorly coordinated implementation often yields 

limited returns. 

The literature also highlights significant 

heterogeneity in productivity outcomes across 

service industries. Knowledge-intensive services, 

such as finance, healthcare, and professional 

services, appear to benefit more consistently from 

AI adoption than labor-intensive personal services, 

where human interaction remains central. These 

findings reinforce the importance of sector-specific 

analysis when assessing AI’s productivity effects. 

5.  Organizational Readiness, Ethics, and Employee 

Well-being 

Beyond economic outcomes, recent research 

increasingly examines the organizational and 

ethical dimensions of AI adoption in service 

workplaces. Employee perceptions of AI are shaped 

not only by efficiency gains but also by concerns 

related to job security, surveillance, autonomy, and 

fairness (Ersoy & Ehtíyar, 2023). Poorly managed 

AI implementation has been associated with 

heightened stress, reduced trust, and diminished 

well-being among workers. 

Conversely, studies emphasize that transparent, 

participatory, and human-centered AI strategies can 

foster employee acceptance and collaboration. 

Ethical considerations, including bias, 

accountability, and data privacy, have emerged as 

central issues in AI-enabled service environments. 

These concerns are particularly salient in customer-

facing services, where algorithmic decisions 

directly affect both workers and users. 

The literature increasingly calls for governance 

frameworks that balance technological efficiency 

with employee dignity and social responsibility. 

Organizational readiness, encompassing leadership 

commitment, ethical guidelines, and employee 

engagement, is therefore identified as a key 

determinant of successful and sustainable AI 

adoption. 

6.  Synthesis and Research Gap 

Taken together, the literature demonstrates that 

artificial intelligence is reshaping service-sector 

employment and productivity through complex and 

interrelated mechanisms. While existing studies 

provide valuable insights, three key gaps remain. 

First, employment and productivity are often 

examined separately, limiting understanding of 

their interaction. Second, service-sector-specific 

characteristics are under-theorized relative to 

manufacturing contexts. Third, insufficient 

attention is given to organizational and ethical 

mediators that shape AI outcomes. 

By systematically synthesizing these strands of 

research, the present study addresses these gaps and 

contributes to a more integrated and human-

centered understanding of AI’s role in transforming 

service-sector work. 

7.  Conceptual Contribution of the Review 

Building on the synthesized literature, this study 

advances a human-centered, task-based 

conceptual perspective on artificial intelligence in 

the service sector. From this perspective, AI does 

not exert uniform effects on employment or 
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productivity; rather, outcomes emerge from the 

interaction between task design, skill adaptation, 

and organizational governance. Employment and 

productivity are therefore jointly shaped by how 

service organizations reallocate tasks between 

humans and machines, invest in workforce 

capabilities, and embed ethical and participatory 

practices into AI adoption. This framing moves 

beyond deterministic narratives of automation and 

provides a unified lens for understanding AI-driven 

transformation in service-based economies. 

 

Figure 4. Conceptual framework illustrates the relationship between artificial intelligence adoption, 

employment outcomes, and productivity in the service sector. 

 

 

Methodology: 

The present study employs a systematic literature 

review (SLR) as its primary method of research to 

examine the impact of artificial intelligence on 

employment and productivity in the service sector. This 

method is particularly suitable for addressing complex 

and interdisciplinary research questions, where existing 

knowledge is dispersed across multiple academic fields 

such as economics, management, information systems, 

and labor studies. 

The research follows a structured and transparent 

review process designed to identify, evaluate, and 

synthesize relevant scholarly work. Academic 

literature was sourced from established databases 

including Scopus, Web of Science, and Google Scholar 

to ensure comprehensive coverage of peer-reviewed 

studies. The review focuses on literature published  

 

 

 

 

 

 

 

 

 

 

 

 

between 2019 and 2025, a period marked by 

accelerated AI adoption and the emergence of 

advanced machine learning and generative AI 

applications. 

Studies were selected based on predefined inclusion 

and exclusion criteria to ensure relevance and quality. 

Only peer-reviewed journal articles, review papers, and 

high-quality working papers addressing AI-related 

employment effects, productivity outcomes, skill 

transformation, or organizational implications within 

service-sector contexts were included. Purely technical 

studies lacking labor or organizational relevance were 

excluded. 

Data from the selected studies were analyzed using a 

thematic synthesis approach. Key themes such as 

employment transformation, labor augmentation 
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versus substitution, productivity enhancement, skill 

development, organizational readiness, and ethical 

considerations were identified and systematically 

compared across studies. This approach enables the 

identification of recurring patterns, contradictions, and 

gaps within the existing literature. 

By adopting a systematic literature review method, the 

study provides an integrated and critical assessment of 

current research rather than generating primary 

empirical evidence. This method allows for the 

development of a coherent analytical framework that 

captures the multifaceted relationship between 

artificial intelligence, employment, and productivity in 

service-based economies. 

Objectives of the Study: 

1. To examine the impact of artificial intelligence on 

employment patterns in the service sector, including 

job creation, displacement, and task transformation. 

2. To analyze how AI adoption influences productivity 

levels in service-based organizations. 

3. To identify changes in skill requirements and the 

need for reskilling and upskilling in an AI-driven 

work environment. 

4. To evaluate the role of AI as a labour-augmenting 

versus labour-displacing technology within the 

service sector. 

5. To assess the organizational and policy implications 

of AI adoption for ensuring inclusive and 

sustainable employment growth. 

Discussion:  

The findings of this systematic literature review 

highlight the complex and multifaceted ways in which 

artificial intelligence is reshaping employment and 

productivity in the service sector. Rather than 

supporting a deterministic narrative of widespread job 

displacement, the reviewed literature consistently 

points toward a process of work transformation, 

characterized by task reallocation, skill shifts, and 

evolving human–AI relationships. This aligns with 

emerging perspectives that frame AI as a socio-

technical system whose outcomes depend heavily on 

organizational, institutional, and human factors rather 

than technological capability alone. 

1.  AI, Task Reconfiguration, and Employment 

Outcomes 

A central insight emerging from the literature is that 

AI adoption in the service sector primarily affects 

the structure and content of work rather than 

employment levels per se. AI systems tend to 

automate routine, repetitive, and data-intensive 

service tasks, while simultaneously increasing 

demand for tasks requiring human judgment, 

emotional intelligence, and contextual 

understanding (Akpan & Adebayo, 2025; Mishra, 

2024). This task-based transformation explains why 

empirical findings on employment effects remain 

mixed, with some studies reporting short-term 

displacement alongside longer-term job creation in 

complementary roles. 

These findings reinforce the argument that 

employment outcomes are contingent on how 

organizations redesign work around AI 

technologies. Firms that treat AI purely as a cost-

reduction tool are more likely to experience 

workforce disruption, whereas those that adopt AI 

as a complementary resource tend to generate new 

roles related to system oversight, coordination, and 

service innovation. This suggests that 

organizational strategy plays a decisive role in 

shaping whether AI adoption results in substitution 

or augmentation effects. 

2.  Productivity Gains and Organizational 

Conditions 

The discussion of productivity effects reveals that 

AI adoption can generate significant efficiency and 

performance gains in service organizations, but 

such gains are neither uniform nor automatic. 

Productivity improvements are most evident when 
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AI is embedded within broader organizational 

change initiatives, including workflow redesign, 

employee training, and managerial support 

(Czarnitzki et al., 2023; Ullal et al., 2022). In 

contrast, isolated or poorly integrated AI 

applications often fail to deliver sustained 

productivity benefits. 

Importantly, the literature highlights sectoral 

variation in productivity outcomes. Knowledge-

intensive services appear better positioned to 

leverage AI for value creation, while labor-intensive 

personal services face greater constraints due to the 

centrality of human interaction. These findings 

underscore the limitations of applying 

manufacturing-based productivity models to service 

contexts and reinforce the need for service-specific 

analytical frameworks. 

3.  Skills, Adaptation, and Workforce Polarization 

The reviewed studies consistently emphasize that 

skills and adaptability are critical mediators of 

AI’s impact on service-sector work. AI adoption 

intensifies demand for advanced cognitive, 

analytical, and socio-emotional skills, while 

reducing reliance on routine task execution (Lee et 

al., 2021). Workers equipped with such skills are 

more likely to benefit from AI integration, whereas 

those lacking opportunities for reskilling face 

heightened vulnerability to displacement or 

marginalization. 

This dynamic raises concerns about workforce 

polarization and inequality within service 

economies. Although many studies advocate 

upskilling and reskilling as solutions, the literature 

also reveals persistent gaps in organizational 

commitment and institutional support for 

continuous learning. Without coordinated efforts 

from firms, educational institutions, and 

policymakers, AI-driven transformation risks 

exacerbating existing labor market inequalities 

rather than promoting inclusive growth. 

4.  Organizational Readiness, Ethics, and Employee 

Well-being 

Beyond economic outcomes, the discussion 

highlights the growing importance of 

organizational readiness and ethical governance 

in AI-enabled service environments. Employee 

perceptions of AI are shaped not only by 

productivity outcomes but also by concerns related 

to job security, surveillance, fairness, and autonomy 

(Ersoy & Ehtíyar, 2023). Poorly managed AI 

implementation has been associated with increased 

stress, resistance, and reduced trust, which can 

undermine both performance and well-being. 

Conversely, studies indicate that participatory, 

transparent, and human-centered approaches to AI 

adoption foster greater acceptance and 

collaboration. Ethical considerations, including 

algorithmic bias, accountability, and data privacy, 

are particularly salient in service contexts where AI 

systems directly influence worker–customer 

interactions. These findings reinforce the view that 

ethical governance is not a peripheral concern but a 

central determinant of sustainable AI adoption. 

5.  Integrating Employment and Productivity 

Perspectives 

An important contribution of this discussion is the 

integration of employment and productivity 

perspectives, which are often treated separately in 

existing research. The literature suggests that 

productivity gains from AI are closely linked to how 

employment is managed, particularly with respect 

to skill development, work design, and employee 

engagement. AI adoption strategies that prioritize 

short-term efficiency at the expense of workforce 

development may achieve temporary productivity 

improvements but risk long-term organizational 

fragility. 
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By contrast, human-centered AI strategies that 

emphasize complementarity between technology 

and labor appear more likely to generate durable 

productivity gains alongside positive employment 

outcomes. This integrated perspective aligns with 

broader debates on responsible and inclusive AI and 

underscores the need to evaluate AI adoption not 

only in terms of efficiency but also in terms of social 

and organizational sustainability. 

6.  Implications for AI and Society 

From an AI & Society perspective, the findings of 

this study highlight that the societal consequences 

of AI adoption in the service sector are deeply 

shaped by governance choices at the organizational 

and policy levels. AI does not impose 

predetermined outcomes on work and employment; 

rather, its effects emerge through interactions 

between technology, institutions, and human 

agency. Recognizing this contingency is essential 

for designing policies and organizational practices 

that support equitable, productive, and ethical AI-

driven transformations. 

While human-centered and ethical AI strategies are 

widely advocated in the literature, empirical 

evidence of their consistent implementation remains 

limited, raising concerns about the gap between 

normative frameworks and actual workplace 

practices. 

Conclusion: 

In conclusion, the transformative impact of AI on the 

service sector necessitates a strategic, human-centric 

approach to integration, emphasizing reskilling, ethical 

deployment, and transparent communication to harness 

its full potential for enhanced productivity and 

employee well-being (Tasheva & Karpovich, 2024). 

This includes recognizing that effective change 

management significantly accelerates the time-to-value 

of AI implementations, often achieving break-even 

points much earlier than projects with inadequate 

support (Goyal, 2025). Furthermore, fostering a 

continuous learning culture and providing accessible 

training programs are paramount for equipping 

employees with the requisite skills to thrive alongside 

AI technologies (Kertechian & El-Farr, 2024). This 

proactive investment in human capital not only 

prepares the workforce for evolving job demands but 

also reinforces the organization's commitment to its 

employees, fostering a resilient and adaptive 

organizational culture (Tjondronegoro, 2025). These 

efforts contribute to a positive AI attitude among 

workers and successful uptake, especially when AI 

implementation aligns with their values and career 

goals (Savolainen et al., 2025). Moreover, leaders must 

champion ethical AI practices by integrating principles 

of fairness, transparency, and accountability into all 

stages of AI development and deployment to ensure 

responsible technological stewardship (Najana et al., 

2024; Oyekunle et al., 2024). This requires a 

comprehensive strategy that includes robust training 

programs aimed at upskilling and reskilling employees, 

thereby enabling them to adapt to new roles and 

responsibilities in an AI-augmented workplace 

(Morandini et al., 2023). Such initiatives are crucial for 

cultivating a workforce capable of leveraging AI tools 

effectively, ensuring that technological advancements 

translate into tangible improvements in productivity 

and service delivery (Vishwanath, 2023). Beyond 

technical training, organizations must also cultivate a 

culture of continuous learning and adaptability, 

ensuring employees are not only proficient in using AI 

tools but also possess the critical thinking and problem-

solving skills necessary to innovate alongside these 

advanced systems (Bruno, 2024). Human Resources 

Management plays a critical role in spearheading these 

upskilling initiatives and fostering an AI-ready 

organizational culture that encourages innovation, 

human-centricity, and ongoing professional 

development (Fenwick et al., 2024). This 
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comprehensive approach ensures that employees are 

not only prepared for the technical demands of an AI-

driven environment but also embrace the philosophical 

shift towards symbiotic human-AI collaboration 

(Fenwick et al., 2024). HRM can also ensure that the 

fears and ethical concerns surrounding AI usage are 

addressed, thereby facilitating a smoother adoption 

process and fostering employee well-being (Fenwick et 

al., 2024). By emphasizing continuous learning and 

development, HR professionals can equip the 

workforce with the necessary skills to effectively 

leverage AI tools, promoting ethical AI adoption and 

ensuring transparency in AI-driven HRM practices (-, 

2024; Fenwick et al., 2024). This strategic alignment is 

crucial for establishing a shared understanding of AI 

systems, their potential value, and associated risks, 

thereby facilitating robust governance frameworks 

(Abu-Dawas, 2024; Fang et al., 2025). Such 

frameworks, by clearly defining responsibilities and 

ethical guidelines, contribute significantly to the 

responsible and effective integration of AI within an 

organization, aligning technological progress with 

human values (Bodea et al., 2024).  
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