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Abstract—The rapid proliferation of artificial
intelligence (AI) systems is transforming global
economies, labor markets, and societal structures. While
Al promises significant productivity gains and
innovation, its deployment also poses substantial risks,
including job displacement, heightened inequality, and
the erosion of traditional tax bases. This paper argues
that the development and implementation of a targeted
Al taxation framework is an urgent economic and ethical
necessity. Such a framework is required not to stifle
innovation but to manage its disruptive externalities,
fund essential societal transitions, and ensure the
benefits of automation are equitably shared. This
analysis examines the rationales for Al taxation, explores
potential models, addresses critical counterarguments,
and proposes principles for effective policy design.

Significance of the Study: In this study, the researcher
discusses tax policy on artificial intelligence, going
beyond a limited technical discussion. The researcher
addresses a fundamental question of the 21st century:
How can we harness the transformative power of
artificial intelligence to create a more prosperous,
equitable, and stable future for all? By presenting a
compelling, evidence-based argument for intelligent Al
taxation, this research provides a practical and ethical
path to ensure that the Al revolution benefits not just a
few, but many, thereby safeguarding the social contract
in the digital age. The insights are indispensable for
policymakers, economists, corporate leaders, and civil
society navigating the profound economic restructuring
currently underway. Therefore, this study is significant.

Index Terms—AI Tools, Al Tax, White Collar Job,
1. INTRODUCTION

Not a day goes by without hearing news about how Al
will transform the economy. While many of these
claims may seem exaggerated, we must prepare for the
changes. The most reliable way to ensure that Al
benefits society is through taxes. So, what would an
Al tax actually look like? The most practical approach
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is to tax the key inputs required for Al development,
such as energy, chips, or compute time. The US has
imposed a 15 percent tariff on the sale of certain Al
chips to China, demonstrating how an Al input tax can
be effective. Some have also suggested that, in light of
the changes brought about by AI, we should also
change how we tax capital. Any structure of an Al tax
will depend on what the government aims to achieve
with it. One might also ask, why should we tax Al at
all? The answer to this question lies in two
fundamental aspects: our current tax system and how
Al is transforming the economy. Firstly, many
countries currently tax human labor in the job market
more heavily than their potential Al competitors. In
the US, approximately 85 percent of federal revenue
comes from taxes on people's work, while relatively
less is collected from capital and corporate profits.
Technologies like Al benefit from tax breaks and
preferential corporate tax rates.

Secondly, economists expect that Al will yield greater
economic returns compared to labor. In its most
extreme form, this would involve 'Al agents' capable
of designing, replicating, and self-managing
themselves, meaning capital itself would perform the
role of labor. Under current tax policies, such a shift
would exacerbate inequality. An Al tax could create a
level playing field for both humans and machines.
Earlier this year, Anthropic CEO Dario Amodei
warned that Al could eliminate half of entry-level
'white-collar' jobs in the next five years, potentially
leading to unemployment rates of 10-20 percent.
Taxing labor more heavily than capital encourages
automation, where machines replace human workers
instead of assisting them. We must at least ensure that
our tax system does not fuel such a trend. Another
major concern is that if a large number of jobs are lost
or new hiring slows down, governments currently
reliant on income and payroll taxes could face a
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serious fiscal crisis. This risk persists even if new Al-
related jobs are created later. Wealthy nations are
grappling with the challenge of funding healthcare and
pensions for their aging populations, while poorer
countries face the challenge of educating and
employing large young populations despite lower tax
revenues. In this situation, tax revenue from Al could
offer a solution to both problems. Taxing labor more
heavily than capital encourages automation, where
machines replace human workers instead of assisting
them. We must ensure that our tax system does not
contribute to this. Furthermore, this revenue could be
reinvested in Al-related initiatives, with the aim of
benefiting the public. An Al tax could be used to
increase unemployment insurance and retrain
displaced workers. Currently, policymakers do not
want to stifle innovation or fall behind in the Al race.
But this indifference will end when people become
aware, and if the victory in Al means not just large
models and wealthy companies, but healthy people,
happy children, and a more efficient workforce, then
an Al tax could make this possible.

II. RESEARCH METHODOLOGY

The researcher has attempted to prepare a descriptive
research paper. This entire study is based on the
collection of relevant secondary data. The secondary
data has been collected from various sources such as
published books, articles published in various journals
and newspapers, periodicals, conference papers,
working papers, and websites, etc.

III. OBJECTIVE OF THE STUDY

e To study the AI Revolution and Its Fiscal
Disruption

e To Study the Rationales for Al Taxation

e To Study The Potential Models for Al Taxation

e To Study the Principles for Effective Policy
Design

IV. ALREVOLUTION AND ITS FISCAL
DISRUPTION

Artificial intelligence, particularly machine learning

and autonomous systems, is transitioning from a
speculative technology to a core driver of economic
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value. From algorithmic management to robotic
process automation and generative Al, these
technologies are enhancing efficiency but
simultaneously  disrupting traditional economic
models. A primary concern for governments
worldwide is the potential for Al-driven automation to
displace human labor at an unprecedented scale,
threatening payroll and income tax revenues the
bedrock of most national treasuries. Concurrently,
corporate profits may increasingly accrue to capital
owners leveraging Al, exacerbating wealth
concentration. This dual challenge fiscal erosion and
rising inequality necessitates a proactive re-evaluation
of tax policy. Taxing aspects of Al activity emerges
not as a punitive measure but as a pragmatic tool for
sustainable governance in the 21st century.

V. THE RATIONALE BEHIND A TAX ON
ARTIFICIAL INTELLIGENCE

There are several compelling reasons behind the
demand for a special tax on artificial intelligence:
Mitigating the effects of labor market displacement
and funding the transition: As Al systems automate
tasks across various sectors, significant workforce
displacement is anticipated. A special tax on Al could
generate revenue for robust social safety nets,
expanded retraining and rescaling programs (e.g.,
lifelong learning initiatives), and potentially social
experiments like conditional Universal Basic Income
(UBI). This acts as an 'automation insurance,' ensuring
that the capital benefiting from labor substitution
contributes to mitigating its social costs.

Maintaining the tax base: Traditional tax systems rely
heavily on labor income. Widespread automation
could lead to a situation of 'profit-rich, payroll-poor’
industries, where value is created with minimal human
employees, thus eroding the income tax base. An Al
tax conceived as a tax on the economic rents derived
from automation or on the use of non-human 'digital
labor' helps recoup lost revenue and maintain the
capacity for public investment.

Addressing inequality and distributive justice: The
productivity gains from Al are likely to be
concentrated among technology owners, investors,
and highly skilled workers. This risks exacerbating
economic inequality. A well-designed tax can act as a
redistributive mechanism, ensuring that a portion of
the surplus profits generated by Al is channeled into
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public goods, infrastructure, and services that benefit
society as a whole, thereby upholding principles of
equity and social cohesion. * Managing Negative
Externalities: The wuse of artificial intelligence
generates externalities beyond the labor market,
including privacy violations, algorithmic bias,
environmental costs from the energy consumption of
large data centers, and systemic risks. Pigouvian-style
taxes can be adjusted to account for these social costs,
incentivizing more ethical and sustainable Al
development, and providing funding for regulatory
oversight and mitigation efforts.

VI. POTENTIAL MODELS FOR AI TAXATION

Various technical models have been proposed, each
with distinct advantages and challenges.

4 AN

Robot Tax

N

/ Automation

/ Corporate \ /  Potential i Levy or
Taxation — Modelsfor —— Payroll
Reforms: | \ AT Taxation | |\ Subtraction

/ ﬁ—/ ‘\ Model / .

Digital
Services
Tax (DST)

\, Expansion:

,/ \\\‘

Robot Tax: Popularly advocated, this would levy a tax
on owners of physical robots or specific Al software
that directly displaces human workers. While
conceptually straightforward, it faces definitional
problems (what constitutes a  "robot" or
"displacement"?) and risks discouraging valuable
productivity-enhancing investments.

Automation Levy or Payroll Subtraction Model: A
more nuanced approach involves taxing companies
based on the differential between a hypothetical
standard payroll (for a given revenue or profit level)
and their actual, reduced payroll. This effectively taxes
the "saved" labor costs from automation, directly
linking the tax to the displacement effect.
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Digital Services Tax (DST) Expansion: Existing DSTs
target revenues from user data and digital advertising.
This model could be expanded to cover revenues
generated specifically by Al-driven services, treating
advanced Al as a distinct digital activity. However,
this may struggle to isolate the Al component from
broader digital operations.

Corporate Taxation Reforms: Broader international
efforts, such as the OECD/G20 Inclusive Framework's
global minimum tax, could be adapted. This might
involve reallocating taxing rights to market
jurisdictions ("Pillar One") and applying a higher
minimum tax rate ("Pillar Two") to excess profits
deemed to derive from highly automated, low-labor
business models.

VIIL. PRINCIPLES FOR EFFECTIVE POLICY
DESIGN

A successful Al tax regime should adhere to several

guiding principles:

1. Neutrality and Efficiency: The tax should distort
investment decisions as little as possible,
targeting economic rents rather than capital
formation.

2. Progressivity: The burden should fall
proportionally more on large entities benefiting
most from scalable Al, shielding startups and
SME:s to preserve competition.

3. Revenue Earmarking: To build public trust and
efficacy, revenues should be transparently linked
to programs addressing Al's disruptions, such as
workforce adaptation and social insurance.

4. Adaptability: The policy must include regular
review mechanisms to adjust to technological
changes, avoiding legislative obsolescence.

5. International Collaboration: Pursuing multilateral
agreements is critical to prevent arbitrage and
ensure a level playing field.

VIII. CONCLUSION & SUGGESTION

The present study was undertaken with the sole
intention of enhancing public awareness regarding A
case study: Taxing artificial intelligence is the need of
the hour. The researcher, functioning as both a social
observer and a concerned citizen, asserts that the
opinions presented are entirely personal and are not
influenced by any political, commercial, or
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organizational agenda. The integration of Al into the
global economy is a tectonic shift demanding a
commensurate evolution in fiscal policy. A well-
considered tax on artificial intelligence is a necessary
instrument to safeguard social stability, ensure
intergenerational equity, and finance the public goods
required in an automated age. The challenge is not
whether to tax AI, but how to do so intelligently
designing a system that captures a share of
automation’s bounty to foster inclusive growth
without compromising the innovation engine itself.
Proactive dialogue among policymakers, economists,
technologists, and ethicists is the need of the hour to
construct a framework that ensures the Al revolution
benefits all of humanity, not merely its architects.
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