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One of the most unassailable buzzwords  of our time is “ innovation ”. We are repeatedly told
that our economies aren’t working properly simply because we aren’t “getting enough 
innovation
” these days.

However, what our singular attention to the innovation mantra  misses is that the knowledge
economy is harder to measure ,
and therefore to tax.

The very aspects that define the knowledge economy are the ones that make it so difficult to
tax. These include its intangible nature , global structure  spread across multiple jurisdictions
and its seemingly endless components, including: information, bio and financial technology “
fintech
”, smart renewables and cities, social networks, and the 
sharing economy
.

The knowledge economy is now a defining factor  for countries around the world. If fiscal policy
regulation does not catch up, the gap between the outcomes for financially successful
multinational companies and the broader society will only 
widen
.

A very recent example of this fiscal challenge can be seen in the lenient tax deal  the UK
government signed with Google, a vanguard of the knowledge economy, for a paltry 130 million
pounds. This amount was seen by many policymakers as “
derisory
”, although Google insists that the deal is fair.

Another example is the comparison of the finances of the State of California as opposed to its
residing Silicon Valley tech giants. Whereas the State of California has suffered from budget
difficulties for decades and considers maintaining fiscal balance to be “ an ongoing challenge ”,
the Silicon Valley companies 
have more cash

 1 / 3

https://theconversation.com/translated-the-baffling-world-of-business-jargon-52795
http://www.theatlantic.com/business/archive/2013/06/innovation-the-history-of-a-buzzword/277067/
http://www.wsj.com/articles/SB10001424052702304791704577418250902309914
http://link.springer.com/chapter/10.1007/978-0-387-35634-1_2
http://www.emeraldinsight.com/doi/abs/10.1108/EUM0000000005869
http://www.emeraldinsight.com/doi/abs/10.1108/13683040410524702
http://www.jstor.org/stable/2118291?seq=1#page_scan_tab_contents
http://www.sciencedirect.com/science/article/pii/S0165410101000453
http://www.inc.com/magazine/201509/maria-aspan/2015-inc5000-fintech-finally-lifts-off.html
http://search.proquest.com/openview/00c3f127a46b194079e4a02ab4e2b12d/1?pq-origsite=gscholar&amp;cbl=27157
http://grattan.edu.au/wp-content/uploads/2014/07/814-mapping-australia-economy.pdf
http://www.jstor.org/stable/29737691?seq=1#page_scan_tab_contents
http://bloombergview.com/articles/2016-01-28/the-u-k-gives-google-a-sweetheart-tax-deal
http://www.bloomberg.com/news/articles/2016-01-26/mcdonnell-presses-osborne-over-google-s-derisory-u-k-tax-deal
http://www.ebudget.ca.gov/FullBudgetSummary.pdf
http://www.forbes.com/sites/liyanchen/2015/10/27/apple-still-leads-cash-rich-silicon-valley-nearly-doubling-microsoft/#44aea08e16a8


When ‘innovation’ fails to fix our finances

Written by The Conversation USA

than they know what to do with.

Turning innovation into a vehicle  for broader prosperity requires that both the redistribution of
taxation and increasing the amount of public services offered, in accordance with the notion of 
tax morality
, which argues that there is a normative, moral imperative for large economic entities to
contribute to the tax base.

To implement this, financial regulators must adapt to the demands of the digital age, and
engage in responsible and active oversight of the knowledge economy. In the case of the
Google-UK debate, it was the Parliamentary Accounts Committee  that acted as a vehicle of fi
scal scrutiny
. 
Legislative involvement
in budgetary oversight is more necessary now than ever.

Additionally, institutions that are responsible for financial regulation need to collaborate at an
international level if they are to increase democratic leverage  on behalf of citizens.

There is a negative backlash to all this, as explained by the economic phenomenon of tax
reactance
, whereby taxes are perceived as a threat to the exercise of individual freedom, this includes
increasing profit. This 
inflexibility
helps to explain in part the low effective tax rates paid by many large participants in the
knowledge economy.

All this is not to imply in any way that the rate of innovation in society should be slowed or
stalled. Instead, it is important for fiscal policy to innovate in tandem with the rest of the
participants along the technological curve .

There is some room for optimism. Some recent cases,  including Amazon, show technology
companies can be made to contribute to the tax framework. Furthermore, the OECD has been
at the forefront  of designing an action
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plan for addressing tax base erosion.

The question that we must ask is: how many  lenient tax deals are governments willing to offer
before driving more concerted reform?

Usman W. Chohan does not work for, consult, own shares in or receive funding from any
company or organization that would benefit from this article, and has disclosed no relevant
affiliations beyond the academic appointment above.
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