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To address the major societal concern around income inequality, the standard policy approach for 
aiding low-skilled workers is providing them with cash or resources like education or healthcare. 
However, findings at the frontier of economics suggests that another approach may be more effective: 
Using government policy to redirect private-sector innovation in ways that benefits low-skilled 
workers. The key insight is that reorienting production away from capital and high-skilled workers and 
toward low-skilled workers has an important collateral effect. Doing so encourages innovation that 
further drives up demand for low-skilled workers that increases their wages and employment prospects. 
This Article describes innovation and tax policy that can be used to reorient the economy toward a 
trajectory that rewards low-skilled workers, addressing skyrocketing income inequality in a way that 
minimizes harm to economic growth. 
 
An innovation policy that responds to these concerns would be for the government to create what I call 
“ARPA-L.” Currently the federal government has ARPA-E, which invests in R&D in advanced energy 
technologies. “ARPA-L” would do the same for technologies that increase demand for low-skilled 
workers—for example, industrial exoskeletons that keep low-skilled workers employed in lieu of 
complete mechanization. Of course, identifying technologies that will ultimately end up benefitting 
low-skilled workers is difficult. As a result, this investment should be modest and experimental, aimed 
at only the most promising ideas and at testing how well such a targeted approach would work. ARPA-
L should also come with carefully-crafted intellectual property rules that most effectively spread the 
use of the innovations to most effectively combat inequality. 
 
Tax policy that responds to these concerns about technological development militates in favor of higher 
taxes on capital and high-wage earners and lower taxes on low-wage earners. Such a tax policy (which 
is the reverse of the direction of American tax policy over the past two generations) has the direct effect 
of aiding low-skilled workers; that is well-understood. What has not been understood is the collateral 
effect of encouraging private-sector innovation that further benefits low-skilled workers, without cost 
to the taxpayer. 
 
The Article primarily focuses on economic standard notions of efficiency and welfare. But many 
people hold the nonstandard policy view that encouraging work is intrinsically important. Such a 
perspective redoubles the value of focusing on innovation that gets increases opportunities for low-
skilled people to have well-paid employment. 
 
As policymakers confront widespread concern about inequality, they are typically currently failing to 
consider the essential tool of innovation policy. This Article shows why and how to use innovation 
policy to address income inequality most cheaply and effectively.  
 


