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f USE § TO MOVE.
5 T FOR LIGHT ATTACK.

P s FOR HEAVY ATTACK.
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business models, in which multiple distinct groups of persons
interact through an intermediary or platform, and the decisions of
each group of persons affect the outcome for the other groups
of persons through a positive or negative externality; tendency
toward monopoly in certain business models relying heavily on
network effects; and volatility due to lower barriers to entry into
markets and rapidly evolving technology, as well as the speed
with which customers choose to adopt new products and services
at eh expense of older ones.

The digital economy has also accelerated and changed the spread
of global value chains in which MNEs integrate their worldwide
operations. In the past, it was common for an MNE group to
establish a subsidiary in each country. This structure was dictated
by a number of factors, including slow communications, currency
exchange rules, customs duties, and relatively high transportation

costs that made integrated global supply chains difficult to
operate. Advances in ICT, reductions in many currency and
custom barriers, and the move to digital products and a service-
based economy, however, combined to break down barriers to
integration, allowing MNE groups to operate much more as global
firms. This integration has made it easier for business to adopt
global business models that centralize functions at a regional or
global level, rather than at a country-by-country level. Even for
small and medium enterprises, it has now become possible to
be “micro-multinationals” that operate and have personnel in
multiple countries and continents. ICT technologies have been
instrumental in this major trend, which was further exacerbated by
the fact that many of the major digital companies are young and
were designed from the beginning to operate on an integrated
basis at a global scale.
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The digital economy and its business models present
some key features which are potentially relevant from
a tax perspective. These features include mobility,
with respect to (1) the intangibles on which the digital
economy relies heavily, (2) users, and (3) business
functions; reliance on data, the massive use of which
has facilitated by an increase in computing power and
storage capacity and a decrease in data storage cost;
network effects, which refer to the fact that decisions
of users may have a direct impact on the benefit
received by other users; the spread of multi-sided
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Because the digital economy is increasingly becoming the
economy itself, it would be difficult, if not impossible, to isolate the
digital economy from the rest of the economy for tax purposes.
Attempting to isolate the digital economy as a separate sector
would inevitably require arbitrary lines to be drawn between what
is digital and what is not. As a result, the tax challenges and
the tax-base erosion and profit shifting concerns raised by the
digital economy are better identified and addressed by analyzing
existing structures adopted by Multi-national enterprises (MNEs)
together with new business models and by focusing on the key
features of the digital economy and determining which of those
features raise or exacerbate tax challenges. Although many digital
economy business models have parallels in traditional business,
modern advances in ICT have made it possible to conduct many
types of business at substantially greater scale and over longer
distances than was previously possible. These include several
varieties of e-commerce, online payment services, app stores,
online advertising, cloud computing, participative networked
platforms, and high-speed trading.

The digital economy is in a continuous state of evolution and
possible future developments need to be monitored to evaluate
their impact on tax systems. The rapid technological progress
that has characterized the digital economy has led to a number of
emerging trends and potential developments. Although the rapid
changes make it difficult to predict future developments with any
degree of reliability, these potential developments should be
monitored closely as they may generate additional challenges
for tax policy makers in the near future. These developments
include the Internet of Things, referring to the dramatic increase
in networked devices; virtual currencies, including bitcoin;
developments in advanced robotics and 3D printing, which have
the potential to bring manufacturing closer to consumers, altering
where and how value is created within manufacturing supply
chains, as well as the characterization of the business income;
the sharing economy which allows peer-to-peer sharing of goods
and services; increase access to government data, which has
the potential to improve accountability and performance, and
to allow participation of third parties in government business;
and reinforced protection of personal data, which is more widely
available in the digital economy.
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The Digital Economy,
Its Business Models,
Its Key Features, and
Its Taxation (1)

The digital economy is the result of a transformative process brought by
Information and Communication Technology (ICT). The ICT revolution has made
technologies cheaper, more powerful, and widely standardized, improving
business process and bolstering innovation across all sectors of the economy.
For example, retailers allow customers to place on line orders and are able
to gather and analyze customer data to provide personalized service and
advertising; the logistics sector has been transformed by the ability to track
vehicles and cargo across continents; financial services providers increasingly
enable customers to manage their finances, conduct transactions and access
new products on line; in manufacturing, the digital economy has enhanced the
ability to remotely monitor production processes and to control and use robots;
in the education sector, universities tutoring services and other education
service providers are able to provide courses remotely, which enables them
to tap into global demand; in the healthcare sector, the digital economy is
enabling remote diagnosis and the use of health records to enhance system
efficiencies and patient experience. The broadcasting and media industry have
been revolutionized, expanding the role in news media of non-traditional news
sources, and expanding user participation in media through user-generated
content and social working.
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| Editorial

Addressing the
Tax Ghallenges
of the Digital
Economy

Political leaders, media outlets, and civil society around
the world have expressed growing concern about tax
planning by multinational enterprises that makes use
of gaps in the interaction of different tax systems to
artificially reduce taxable income or shift profits to
low-tax jurisdictions. One of the main concerns in this
respect is the issues of tax-base erosion and profit
shifting raised by the digital economy. A special Task
Force at OECD has been assigned the mandate to
develop a report identifying tax issues raised by the
digital economy and detailed options to address them.
This Task Force has consulted with all stakeholders:
civil society, academics and developing countries
before reaching conclusions regarding the digital
economy. ALZAKAH WAALDAKHAL will highlight this
important subject of the digital economy and the
recommendations to address its tax challenges.
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