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ABSTRACT

Currently, the world, as well as the European Union, has been challenged by digital
transformation. In the present time, digitalization has become the defining characteristic of
modern society, slightly influencing several aspects of society, specifically by developing new
economic platforms and transforming in trade patterns. The European Green Deal and Digital
Transformation strategy represents the critical feature in shaping onr modern world by integrating
digital technologies and employing their potential, the Eunropean Union public adninistration
faces the challenges of effectively implementing digital economy taxation instruments that enbance
economic growth and sustainable development. To address the challenges, the Enrgpean Union
adopted a new strategy to ensure transparent and fair taxation. On March 21, 2018, the
European Commission proposed new rules to ensure digital activities are taxed in a fair and
growth-friendly in the European Union. The study aims to review the new European Union
regulations related to digital activities and consolidate academic evidence regarding tax challenges
initiated by digitalization. The study's determination to present a new perspective on these issues
is intended to address the challenges of new tax policy and how the European Union will achieve
green and digital transformation goals by encouraging a transition to fair and greener industries,
as the digital economy has brought many new opportunities and benefits to citizens and
companies. However, public service still questions adapting and certifying fair competition in this
century. The European Union is playing an important role in this ongoing process and policy
implementation. To promote good tax governance and cooperation within the European Union
and globally. 1t will be beneficial to the Eunropean Union to contribute to economic development

in the new digital era, together with ensuring fair competition and new cooperation.

ABSZTRAKT

Jelenleg a vildgot és az Eurdpai Unidt is kibivisok elé dllitia a digitilis dtalakulds. Napjainfk-
ban a digitalizdcid a modern tirsadalom meghatdrozd jellemzdjévé valt, és a tirsadalom szamos
aspektusat enyhén befolyasolja, kiilondsen azg 1y gazdasdgi platformok kialakitisdaval és a ke-

reskedelmi mintik dtalakitisaval. Az enrdpai 30ld alkn és a digitdlis dtalakulds stratégidja a
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digitalis technoldgidk integraldsdval és a benniik rejld lebetdségek kihaszndldsdval modern vild-
gunk alakitisinak kritikus eleme, az Eurdpai Unid kizigazgatdsinak pedig a gazgdasdgi
novekedést és a fenntarthatd fejlodést eldsegitd digitilis gazdasagi adizdsi eszkiziok hatékony
végrehajtasa jelent kibivist. A kibivdsok fkezelése érdekében az Eurdpai Unid il stratégidt
Jfogadott el azg atlithatd és igazsdgos adizas biztositisa érdekében. Az Eunrdpai Bizottsag 20186.
mdreins 21-én 1 s3abdlyokat javasolt annak biztositisdra, hogy a digitdlis tevékenységek adog-
tatdsa igazsagos és nivekedésbardt modon torténjen a3 Enrdpai Unidban. A tanulmany célja,
haogy dttekintse a digitilis tevékenységekkel kapcsolatos 1y eurdpai unios s3abalyozdsokat, és
dsszegyijtse a digitalizdcid okogta adoiigyi kibivdsokkal kapesolatos tudomanyos bizonyitéko-
kat. A tanulmdiny eltokélt szandéka, hogy 1ij perspektivat mutasson be egekkel a kérdésekrel
kapesolathan, arra iranyul, hogy ag 7ij addpolitika kibivisaival foglalkozzon, valamint azzal,
hogy az Eurdpai Unid hogyan fogja elérni a 36ld és digitilis dtalakulds céljait a tistességes és
200debb ipardgakra vald attérés ostinzésével, mivel a digitilis gazdasdag szdamos 1j lebetdséget
és eldnyt hozott a polgarok és a villalatok szdmdra. A kogsgolgdlat agonban még mindig
kérdéses, hogy ebben az, évszazadban hogyan alkalmazkodik és hogyan igagolja a tisztességes
versenyt. Az Eurdpai Unid fontos szerepet jdtszik ebben a jelenleg is alaknld folyamatban és a
politika végrebajtdsdban. A jo addiigyi kormdnyzds és egylittmiikodés elomozditasa az Eurdpai
Unidn beliil és globalisan. Az Eunrdpai Unid szamidra elonyds lesg, ha a tisztességes verseny és
azg 1y egylittmiikodés biztositdsaval egyiitt hozzdjdrnl a gazdasdgi fejlodéshes az 7ij digitilis
korszakban.

INTRODUCTION

The digital economy has enlarged rapidly in recent years, influenced by the
development of big data and artificial intelligence, and continues multiplication,
playing a key role in transforming various industries, including trade and e-
commerce, and. The nations across the wotld recognize the strategic significance
of the digital economy as a prominent catalyst for encouraging economic growth.
The digital sector is blooming as fast as it can catch up with traditional business.

In the modern global economy, the current tax rules fail to capture the operations
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and impact of digital enterprises. Undeniably, the digitalization of the economy
impacts the contemporary, evolving international tax environment (Athanasaki,
2023). That leads to a totally different business and corporate structure. The
European Union plays an important role in the work of adapting the taxation
system to promote tax good governance (European Council, 2023), as well as
addressing the challenges of the digitalization of the economy(European Council,
2023), and strengthening cooperation between tax authorities in the European
Union member states(European Council, 2023). However, the taxation of digital
goods has become a significant challenge for public administration in the
European Union (European Council, 2023).

The “Digital Economy” is always characterized by intangible assets such as data,
including the element of the economic transaction that relies on data-encoding
technology and any business model that comprehend one or more digital element,
for instance, digital communication, digital content, digital automation, digital
distribution and digital payment (Cristian Oliver & Junquera-Varela, 2021). Which
can be challenging to value and tax and the need to develop tax policies to address
the emerging business models. These challenges require a good design of the
implementation mechanism, innovative solutions, and international cooperation
to ensure that the European Union member states can effectively tax the digital
economy and collect the appropriated amount of revenue.

In recent years, the European Union has made a significant step towards the
digital era in the field of taxation. The effectiveness of the measures depends on
many components, particularly legislation and law enforcement (Ponomareva,
2022). The European Commission proposed new rules for digitalization in 2018
(European Council, 2023). The European Union perceives the importance of fair
and effective taxation in the digital economy. Following are some significant steps

of the European Union tax development.

— 27 Nov 2020, the European Council had approved the conclusion on fair and

effective taxation (European Council, 2023).
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— 22 Mar 2021, the European Union Council adopted a new rule for digital
platforms (European Council, 2023).

— 15 Mar 2022, the European Council adopted conclusions on the
implementation of the Value Added Tax e-commerce package (European
Council, 2023). New Value Added Tax rules for online shopping came into
force on 1 July 2021 as part of efforts to ensure a more level playing field for
all businesses and strengthen the EU Single Market (European Council, 2023).

— 24 Oct 2022, the European Council adopted an European Union single
window for customs, aiming to make international trade easier, expedite
customs clearances, and reduce the risk of fraud (European Council, 2023).

— 12 Dec 2022, the European Council adopted rules on the minimum level of
taxation for the largest corporations. These rules aim to reduce the risk of tax
base erosion and profit shifting while ensuring that the largest multinational
groups pay the agreed global minimum rate corporate tax (European Council,
2023).

Taxing the digital economy can be a tool for creating new sources of revenue.

Likewise, the development of digital economics overturned the traditional

approach by challenging the government to derive income from those services

without having a presence in the territory (Cristian Oliver & Junquera-Varela,

2021). Indeed, the lack of physical presence of the digital platforms presents

questions regarding the roles and responsibilities in the administration of

consumption taxes on digital transactions in the collection of indirect taxation
from online transactions, such as registration, collection, remittance, and
enforcement mechanisms, as well as the new regulatory regulation's effectiveness

in being implemented (Cristian Oliver & Junquera-Varela, 2021)

The paper determined to (i) review the European Union’s new regulation related

to digital activities and present a new perspective on the digital economy; (ii)

address the challenges of new tax policy on the digital economy and how the
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European Union will achieve Green and Digital Transformation goals by
encouraging a transition to fair and greener industries; (iii) review the current
literature on how the new regulation has been adopted and implemented as the
digital economy has brought many new opportunities and beneficial to citizens
and companies, but public service still needs to understand how it can adapt and

certify fair competition in this century (Cristian Oliver & Junquera-Varela, 2021).

The study objective

The objective of this study is to analyze the new European Union tax regulation
related to digital activities and present a perspective on the digital economy based
on the theoretical and practical to identify digital activity along with the innovation
of policy in public administration and to address the challenges of the new tax
policy on how this new regulation will help the European Union achieve Green
and Digital Transformation goals and outlined how the European Union adopt
new regulation and being implemented. The study aims to contribute current
knowledge on the taxation of the digital economy in the European Union by
providing a comprehension analysis together and a valuable contribution to the

academic literature on the use of tax policies.

METHODOLOGY

To study the challenges of digital economy taxation in the European Union public
administration, the researcher employs a quantitative research methodology to
investigate the past and ongoing situation and the implementation of the
regulation.

The researcher conducts the study by performing a comprehensive literature
review to examine the existing theoretical and previous related research on how
the European Union’s public administration in the context of the digital economy
taxation. The study explores how the new regulations for digital economy may

affect taxation system within the European Union and its implications for the
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future. Therefore, the study aims to identify current studies on how the European
Union will achieve Green and Digital Transformation goals by encouraging a
transition to fair and effective taxation. The theoretical analysis will be
complemented by including relevant statistical data to draw the conclusion. In this
research, a comprehensive analysis of 30 papers has been conducted.

The researcher employs the study by gathering secondary data from OECD,
European regulation data, recent research from Scopus, books, relevant databases
such as Web of Science and Google for analysis.

Research Question

The research questions aim to address.

1. What are the implications of digitalization for taxation?

2. What are the challenges of the European Union’s digital economy taxation?
3. How the European Union will achieve green and digital transformation goals

by encouraging a transition to fair and effective taxation?

LITERATURE REVIEW

New development of the European Union regulation

Fair and effective taxation

Fair and effective taxation is essential for the sustainability and growth of the
digital economy (Collosa, 2015). Over the years, the value-added tax (VAT) has
evolved remarkably, transforming into a pivotal and essential source of revenue
for countries worldwide. Representing a progressively larger share of the world’s
economic activity (Bopp, 2022). As governments increasingly recognize the
potential of the Value Added Tax, it has emerged as a significant contributor to
national budgets. In the context of ensuring fair and effective taxation in the
digital economy, it becomes significant to address the issues of profit shifting on
how the business transfers profit (OECD, 2014). Thus, fair and effective taxation
in the digital economy entails enlarged transparency and cooperation in the

compliance and system. Tax fairness can reflect the effectiveness of public policy
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design to ensure that rising inequality can be addressed (OECD, 2014). The rise
of several digital activities is essential that all sectors of our economies pay their
fair share of taxes and contribute to the functioning of our societies (European
Council, 2023). The European Union is ambitious to work toward growth,
boosting Investments and Deeping the integration of the economy (European
Commission, 2018a).
In 2020, the European Commission proposed a new package for measures to
contribute to European Recovery and Growth (European Commission, 2020b):
—  The Tax Action Plan presents 25 distinct actions to make taxation
simpler, fairer, and better attuned to the modern economy over the
coming years. These actions will make life easier for honest taxpayers
by removing obstacles at every step, from registration to reporting,
payment, verification, and dispute resolution. The Action Plan will
help member states to harness the potential of data and new
technologies, fight tax fraud better, improve compliance and reduce
administrative burdens (European Commission, 2020b).
—  The proposal on administrative cooperation (DAC 7) extends the European
Union tax transparency rules to digital platforms so that those who
make money through the sale of goods or services on platforms pay
their fair share of tax. This new proposal will ensure that member
states automatically exchange information on the revenues generated
by sellers on online platforms. The proposal also strengthens and
clarifies the rules in other areas in which member states work
together to fight tax abuse, for example, through joint tax audits
(European Commission, 2020b).
—  The Commmunication on tax good governance focuses on promoting fair
taxation and clamping down on unfair tax competition in the
European Union and internationally. To this end, the European

Commission suggests a reform of the code of conduct, which
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addresses tax competition and tackles harmful tax practices within

the European Union. It also proposes improvements to the

European Union’s list of non-cooperative jurisdictions, which deals

with non-European Union countries that refuse to follow

internationally agreed standards. This list has so far encouraged third

countries to adopt tax good governance standards, but more needs

to be done. The European Commission also outlines the European

Union's approach to working together with developing countries in

the area of taxation, in line with the 2030 sustainable development

agenda (European Commission, 2020b).
Fair taxation is essential for sustainable revenue as fair taxation is central to the
European Union’s social economic model. The European Commission is working
to make tax systems more transparent, accountable, and effective to ensure that

all companies pay tax where they profit (European Commission, 2018a).

New European Union Value Added Tax Role for E-commerce

The European Union introduced new Value Added Tax rules for E-commerce in
2021 as a tool of digital taxation to address the challenges of taxing digital goods
services and to overcome the barrier to cross-border sales (European
Commission, 2021a). This new rule ensures that digital business activities are
taxed in a fair and growth-friendly way in the European Union (European
Commission, 2018b). It applies to all cross-border sales of goods to customers
within the European Union, where dispatch is arranged by or at the suppliet’s
expense and will be subject to Value Added Tax, in the country to which the
goods are dispatch or transported. In Value Added Tax e-commerce is typically
defined along two dimensions (Tilburg, 2016). Under the new rule, businesses
that sell digital goods and services to customers within the European Union
(European Commission, 2021b). The rules aim to simplify the Valued Added Tax

regulation for cross-border sales within the European Union and ensure that tax
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is paid where the values is created (European Commission, 2018b). E-commerce

sellers need to have Value Added Tax legislation with a threshold of €10,000 or

above. The tax must be paid in the member states where the goods are delivered

(European Commission, 2021c). Online sellers can register for the ‘One Stop

Shop’ electronic portal. For non-European Union seller, Applying for the

electronic system called 'Import One Stop Shop' is also required, ensuring more

transparency for customers in the process (European Commission, 2021c).
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Figure 1. A special VAT regulation, IOSS Customs Process

Sources: Eunropean Commission, 2020a

The new Value Added Tax rules have been implemented successfully as the result

of the first six months of operation, and member states collected €6.8 billion in

Value Added Tax revenues via the expanded IOSS portals. In addition to this €6.8

billion, over €2 billion in Value Added Tax revenues was collected on imports of

low-value consignments not exceeding €150 (European Commission, 2021c)
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However, the implementation of the new European Union Value Added Tax
rules for E-commerce has also presented some challenges. The recent regulatory
development need to fully address all the accurate assessment of Value Added
Tax and custom duties for goods and services traded over the internet (European
Court of Auditors, 2019), Including Information and Technology system
integration and cross border transactions. Consequently, both businesses and tax
administration must work diligently to ensure effective compliance with the new
rules while also minimizing the administrative burden on businesses. One aspect
of concern is the ineffective collection of Value-Added Tax, which is exacerbated
by digitalization, especially in business-to-consumer (B2C) and consumer-to-
consumer(C2C) transactions where the cost of collecting Value Added Tax on
low-value transactions of goods can sometime exceed the actual tax revenue

collected (Papis-Almansa, 2019).

Reform the European Union corporate tax

Digital platforms play an essential role in our social and economic life,
contributing to fair and effective taxation. The European Union tries to enhance
the laws to regulate these new services. As the current competition tool is ills —
equip to cover theses new development era. On 21 March 2018, the European
Commission proposed new rules to ensure digital business (European
Commission, 2018b). One of the proposals was directing the first initiative to
reform corporate tax rules. The Commission suggests a long-term solution by
enabling member states to tax profits generated in their territory, even a company
does not have a physical presence there. According to the proposal a digital
platform will be deemed to have a taxable ‘Digital presence, a virtual permanent
establishment in a member states if it fulfills one of the following criteria
(European Commission, 2018b):

— It exceeds a threshold of €7 million in annual revenues in a Member State

(European Commission, 2018b).
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— It has more than 100,000 users in a Member State in a taxable year (European
Commission, 2018b).

— Over 3000 business contracts for digital services are created between the
company and business users in a taxable year (European Commission, 2018b).
The European Commission stated that the new rules will also change how
profit are allocated to member states, reflecting how companies can create
value online. Additionally, this new system secures an actual link between
where digital profits are made and where they are taxed (European

Commission, 2018b).

Under the proposed new rules, companies The attribution of profit will take into
would have to pay tax in each Member State account the market values of:

where they have a significant digital presence,

reaching one of the following thresholds:

o Revenues from supplying é" ey Q Profits from
digital services exceeding u'\éﬁ\_.-_ 1 user data
€7 million “\ = J (e.g. placement of advertising)

0 Number of users
exceeding
100,000

@  Services connecting QQ@

users %
(e.g. online marketplace,
platforms for “sharing economy”®)

0 Number of online business
contracts exceeding
3,000

Other digital services \

(e.g. subscription to
streaming services) ((Q)) ‘3

7 P
(<

4

Figure 2. Purposed digital taxation by the European Commission.
Source: Eunropean Commission, 2018b

The OECD addressed the challenges of the Digital Econony

The OECD categorized the challenges in concerning to nexus, user data, and the
characterization as follow (OECD, 2014).

—  Nexus: The possibility to conduct business without physical presence thanks

to technological advancements (OECD, 2014).
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—  Data User: It is difficult to attribute value to data generated using personal
information of end-users personal information (OECD, 2014).

—  Characterization: The creation of new products and new ways of delivery can
make the characterization of payments uncertain in new digital business
models. For instance, in the case of cloud computing, which facilitates the
storage of data and programs at external services, it saves space on the

consumer's own computer (OECD, 2014).

Related research

The relationship between digitalization and environmental sustainability is
complex and uncertain. While certain digitalization technologies have the
potential to contribute to slowing down environmental degradation, the
production and use of digital hardware and data-intensive applications also
consume significant resources. (Santarius et al., 2023) Investigated into the
digitalization and sustainability. A Call for Digital Green Deal. According to the
author, the primary objective of such a deal should be to achieve enhanced policy
coherence: Current digital policy initiatives should include measures that service
environmental goals, and environmental policies must address risks and advance
opportunities of digital technologies to promote sustainability transformation.
The study finds that Information and Communication Technologies can
significantly improve environmental monitoring and provide real-time data on the
earth system and socio-economic indicators. Also, digital applications can increase
energy and resource efficiency. For example, Smart factories, at the same time,
efficiency improvement, can generate rebound effects that intensify use patterns
and induce new applications of digital technologies. Digitalization can potentially
substitute physical goods and movements with digital service, as it occurs when
workers replace some of their commuting with teleworking. The researcher
mentioned some promising examples of how artificial intelligence could play a

role in climate change mitigation and adaptation by predicting use patterns and

158



flattening energy peaks in urban space. However, the study reveals that in all
initiatives, there needs to be more policy coherence between digital policy
initiatives and policies targeting sustainable development. The policies should set
clear and ambitious energy standards for devices and data centers to ensure
constant improvement of those standards over time (Ha, Huong an Thanh, 2022).
An empirical analysis was conducted to investigate the impact of digitalization on
environmental performance in a sample of 25 European countries from 2015 to
2020. The study utilized two dimensions, namely human health protection and
ecosystem protection, to measure environmental performance, which was
obtained from the Yale Center for Environmental Law and Policy. The study’s
findings indicate that the digital transformation process, particularly in terms of
digital skills, business digitalization, and digital public services, positively
contributes to environmental performance. The authors emphasize the
significance of business digitalization and digital public services in improving
environmental health, and the role of digital connectivity, digital skills, and
business digitalization in enhancing ecosystem vitality. Notably, the positive
impact of the current health crisis on the environment is mainly attributed to
improvements in outdoor air quality resulting from restrictions on human contact
and reduced travel. The advancement of digitalization also plays a crucial role in
the effective collection, recycling, and reuse of electronic waste and materials,
thereby promoting a circular economy.

Furthermore, information and communication technologies facilitate the efficient
implementation of policies and enhance public awareness by visualizing and
communicating biological data. Additionally, digitalization enables the
development of business models that contribute to the preservation of
biodiversity. The study concludes that the process of digital transformation,
specifically the presence of human capital with digital skills, business digitalization,
and digital public services, has a positive long-term impact on environmental

performance, despite potential adverse effects in the short term. The authors
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suggest that promoting digitalization can significantly contribute to enhancing
environmental performance as evidenced by the findings from the international
sample of 25 European countries. They highlight the evident influence of
digitalization on both environmental health and ecosystem vitality.

The digitization of business operations can lead to Tax Revenue Loss, Facilitate
Base Erosion and Profit Shifting (BEPS) and can result in double non-taxation
and reallocation of taxable income (Terada-Hagiwara, Gonzales & Wang, 2019).
Multinational companies in the PRC can avoid tax liabilities in several ways,
including (1) avoiding local permanent establishment, (2) minimizing the scope of
operations and assets to reduce taxable income, and (3) exploiting The People’s
Republic of China (PRC) tax treaty network with developing countries that
generally impose lower tax rates. Under the current international tax rules, allow
the source country to tax the nonresident’s business profits only if its local
presence constitutes a permanent establishment, whether it is a substantial
physical presence or a dependent agent. However, in a digitalized world, the
business can be conducted through a website in the market jurisdiction without
any physical presence; even the website servers need not be set up locally. Typical
examples are online advertising and social network platforms (Terada-Hagiwara,
Gonzales & Wang, 2019).

Furthermore, the digital transformation of business models also challenges the
exception clause of permanent establishment rules. Traditionally considered
preparatory or auxiliary may become the core business model in the market
country. In addition, with advancing digital technology, in-person services can be
delivered online, allowing a business to avoid creating a permanent establishment

in the market country (Terada-Hagiwara, Gonzales & Wang, 2019).

DISCUSSIONS OF FINDINGS
The challenges associated with policy implementation in the new digital economy

have a profound impact on the attainment of fair and efficient public revenue.
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The European Union public administration has faced the complexities of
developing and implementing the tax policy. Cross-border trade in goods,
services, and intangibles significantly challenges Value Added Tax collection,
where private consumers acquire such products from suppliers abroad (OECD,
2014). The income tax base in the digital economy is jeopardized by the fact that
large multinational enterprises are increasingly providing goods and services in
countries without a physical presence; instances where customers pay for certain
digital services by giving their data for free; artificial contracts made for the
purpose of shifting profits; and circumvention of withholding laws (Hadzhieva,

2016)

Implications of digital for Taxation

Even when the taxes are collected, the average tax rate for digital companies is
still much lower than for non-digital, traditional companies (Hadzhieva, 2016).
The complexity of Value Added Tax collection on service and intangible
transactions further complicates cross-border trade taxation. Specifically, when it
comes to consumer-to-consumer (C2C) transactions, which represent an
important part of the e-commerce landscape, the situation differs from
transactions involving business-to-business (B2B) and business-to-consumer
(B2C) markets, where a tax registration and administration system is already in
place. Suppliers in C2C are generally individuals and households. However, if the
current Value Added Tax system needs a specific registration and collection
framework for individual suppliers, consumer-to-consumer transaction often

remains exempt from Value Added Tax (KPMG, 2022).
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Figure 3. Effective average corporate tax rate by business model in EU-28
Source: Jakurti, 2017

In addressing tax collection in the digital economy, the OECD has determined
two main types of tax collection: indirect and direct tax (OECD, 2014).

Firstly, indirect taxes involve the collection of Value Added Tax and Goods and
Services tax on cross-border Business to Customer (B2C) transactions, with
agreement on the destination principle and introduction of a simplified collection
mechanism (OECD, 2014). Digital firms can now access foreign markets without
incurring a taxable nexus per traditional standards requiring a substantial local
presence. Indirect taxes can be complex, mainly when dealing with cross-border
taxation and differing tax rates across various Jurisdictions. Consequently,
collecting indirect taxes can be inefficient, especially for specific types of goods
and services (Olbert & Spengel, 2019).

Secondly, regarding direct taxes, there are significant challenges in collecting them,
primarily in the context of corporate income taxes. Digital firms are known to

engage in more aggressive profit-shifting activities. One major challenge in
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indirect taxation is that highly digitalized businesses can position their point of
sale in low-tax consumption jurisdictions to minimize their Value Added Tax

liability (Olbert & Spengel, 2019).

2022 EU VAT Revenue

18B
16B
14B
128
10B
8B
6B
4B
2B

One Stop Shop (0OSS) VAT revenues collected on imports of
e-commerce goods

Figure 4. Author chart generated, source from Tax Foundation 2023.
Source: Bray & Weigel, 2023

In July 2021, the European Union agreed to eliminate a Value Added Tax
exemption for goods imported into the European Union valued at less than € 22
by non-EU companies. As a result, the European Union can collect Value Added
Tax revenues from E-commerce in 2022 about € 20 Billion, which an increase of
26% from 2021; this amount includes € 17 billion from online sales within the
European Union, which were reported through the One Stop Shop (OSS) portal,
and € 2.5 Billion from imports of e-ecommerce goods (Bray & Weigel, 2023).
These changes highlight the substantial impact of digitalization on tax revenue

collection.
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Challenges of European Union Digital Economy Taxation

The European Union public administration faces several challenges in
implementing cross-border digital transactions, and one key challenge is the need
for good coordination among member states in order to accomplish the digital
economy taxation policy (Marcin, 2021). The FEuropean Union public
administration needs to adopt a new concept of Tax Administration 3.0, which
involves the use of digital technologies and data analytics to improve the efficiency
and effectiveness of tax collection and enforcement in the digital economy
(Grima, Ozen & Boz, 2022). The European Union needs to support the state in
adopting the new policy in different tax systems. Achieving the goals among
member states is challenging due to differences in political considerations, tax
systems, and economic priority. Additionally, ensuring compliance with digital
taxation regulations for tax administration can be difficult, specifically for smaller
companies that might not have the resource to pass through complex tax rules
(Bruckner, 2016). Enforcing the rule can be challenging the digital economy can

be difficult to track and monitor.

Achieving Green and Digital transformation Goals through fair and
effective taxation.

The European Union aims to achieve its Green and Digital transformation goals
by transitioning to fair and effective taxation policy. Taxation should seek to be
neutral and equitable between forms of electronic commerce and between
conventional and electronic forms of commerce (Muench et al., 2022), ensuring
that digitalization does not create unfair advantage or disadvantage for specific
factor. Furthermore, achieving fair and effective taxation and tax implementation
necessitates minimizing the compliance cost for taxpayers, and administrative
costs for the tax authorities should be minimized as far as possible (Cham et al.,

2022). The tax administration is one of the most crucial components. It is
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necessary to improve the efficiency in the use of resources to achieve the best
possible result.

It is fundamental to mark that a successful tax implementation centers on efficient
tax administration. To achieve optimal outcomes, the tax authorities are required
to enhance resource allocation and employment practices, which are the steps
forward to achieve tax implementation effectively. This aspect is often underlined
in several research and policymaker considerations, as it can suggestively impact
the overall success of digital taxation strategies in the digital economy. To
recognize the prominence of reformation tax administration practices to ensure
that fair and effective taxation can be impeccably performed in this progressing

landscape.

CONCLUSION

The challenges established by digitalization led the European Union to face
considerable difficulties due to the digitalization of taxation. Digital economies
moderately impact the fair and efficient collection of public revenue and construct
the challenges that policymakers need to address. A complex taxation model is
one of the leading associations of the digital economy. The collection of Value
Added Tax (VAT) becomes challenging when large multinational enterprises
engage in cross-border trade of goods, services, and intangibles without having a
physical presence.

In July 2021, the European Union's decision to eliminate the Value Added Tax
(VAT) exemption for low-value imports from non-European Union companies
led to a significant increase in Value Added Tax (VAT) revenues from e-
commerce, marking a 26% growth in 2022. This change highlights the
considerable impact of digitalization on tax revenue collection. However, the EU
faces coordination challenges among member states when implementing digital

economy taxation. Achieving effective digital taxation is complex due to varying
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considerations, and enforcing compliance can be challenging, especially for

smaller companies.

The European Union needs to transition to fair and effective taxation policies to

achieve Green and Digital transformation goals, it is required to ensure equity in

taxation, minimize compliance costs, and employ efficient tax administration,

employing digital technologies. To navigating the complexities is vital to achieving

broader green and digital transformation objectives while fostering equitable

taxation and efficient administration.

REFERENCES

1.

Athanasaki, V., 2023. The challenge of taxation in the era of digital economy:
International and EU law concerns and latest developments - ELONtech,
ELONTech. Available at: https://www.clontech.org/the-challenge-of-taxation
(Accessed: 14 October 2023).

Bopp, M., 2022. VAT in the Digital Age (VIDA): new EU rules are out!, KPMG.

Available at: https://kpmg.com/ch/en/blogs/home/posts/2022/12 /vat-in-digital-

age-vida-new-cu-rules.html (Accessed: 14 October 2023).

Bray, S. & Weigel, C.P., 2023. Benefits of Principled Tax Policy: EU VAT Reform

Results, Tax Foundation. Available at: https://taxfoundation.org/blog/cu-vat-

reform-eu-own-resources/ (Accessed: 15 October 2023).

Bruckner, C., 2016. Shortchanged: The Tax Compliance Challenges of Small

Business Operators Driving the On-Demand Platform Economy, SSRIN Electronic
Journal [Preprint|. https://doi.org/10.2139 /ssrn.2784243

Cham, T.H. et al., 2022. Digitalization and its impact on contemporary marketing
strategies and practices’, Journal of Marketing Anabytics, 10(2), 103-105.
https://doi.org/10.1057/s41270-022-00167-6

Collosa, A., 2015. Tax Administrations and Control of The Digital Economy.

Available at: https://www.ciat.org/tax-administrations-and-control-of-the-digital-

economy/?lang=en (Accessed: 14 October 2023).

Cristian Oliver, .M. & Junquera-Varela, R.F., 2021. “Tax Theory Applied ro the

Digital Economy: A Proposal for a Digital Data Tax and a Global Internet Tax

166



10.

11.

12.

13.

14.

Agency. World Bank Group. Available at:
https://documents].worldbank.org/curated/en/615591614758099110/pdf/Tax-

Theory-Applied-to-the-Digital-Economy-A-Proposal-for-a-Digital-Data-Tax-and-

a-Global-Internet-Tax-Agency.pdf

European Commission, 2018a. A fair share: taxation in the EU for the 21st century.
LU: Publications Office. Available at: https://data.ecuropa.cu/doi/10.2778 /848353

European Commission, 2018b. Fair Taxation of the Digital Economy. Available at:
https://taxation-customs.ec.europa.cu/ fair-taxation-digital-economy en (Accessed:

14 October 2023).

European Commission, 2020a. ‘Explanatory Notes on VAT e-commerce rules’.
EUROPEAN COMMISSION DIRECTORATE-GENERAL TAXATION AND
CUSTOMS UNION. Available at: https://taxation-

customs.ec.europa.cu/system/files /2020-

12 /vatecommerceexplanatory 28102020 en.pdf

European Commission, 2020b. Fair and Simple Taxation: Commission proposes
new measures, Buropean Commission - European Commission. Available at:
https://ec.curopa.cu/commission/presscorner/detail/en/ip 20 1334  (Accessed:
14 October 2023).

European Commission, 2021a. One Stop Shop. Available at: https://vat-one-stop-

shop.ec.europa.cu/index en (Accessed: 14 October 2023).

European Commission, 2021b. VAT for e-commerce. Available at: https://taxation-

customs.ec.europa.cu/vat-e-commerce en (Accessed: 15 October 2023).

European Commission, 2021c. VAT: New e-commerce rules in the EU will simplify
life for traders and introduce more transparency for consumers. European
Commission - Press release. Available at:

file: C:/Users/ TAMICOM/Creative%20Cloud%20Files/Downloads/VAT N

ewW_¢-

commerce rules in the HU will simplify life for traders and introduce more

transparency for consumers.pdf

167



15.

16.

17.

18.

19.

20.

21.

22.

European Council, 2023. Digital taxation - Consilium. Available at:
https:/ /www.consilium.europa.eu/en/policies /digital-taxation (Accessed: 14
October 2023).

European Court of Auditors, 2019. E-commerce: many of the challenges of
collecting VAT and customs duties remain to be resolved, European Court of Auditors,
(pursuant to Article 287(4), second subparagraph, TFEU)(No 12). Available at:

https:/ /www.eca.curopa.cu/lists/ecadocuments/sr19 12/sr e-

commerce vulnerability to tax fraud en.pdf.

Grima, S., Ozen, E. & Boz, H. (eds), 2022. The new digital era. Digitalisation,
emerging risks and opportunities. First edition. Bingley, UK: Emerald Publishing
(Contemporary studies in economic and financial analysis, volume 109A).

Ha, L.T., Huong, T.T.L. & Thanh, T.T., 2022. Is digitalization a driver to enhance
environmental performance? An empirical investigation of European countries,
Sustainable Production and Consumption, 32, 230-247.
https://doi.org/10.1016/].spc.2022.04.002

Hadzhieva, E., 2016. Tax Challenges in the Digital Economy, European Parliament,
DIRECTORATE GENERAL FOR INTERNAL POLICIES POLICY
DEPARTMENT A: ECONOMIC AND SCIENTIFIC POLICY [Preprint],
(IP/A/TAXE2/2016-04 PE 579.002). Available at:

http://www.europatl.europa.eu/studies.

Jakurti, E., 2017. Taxing the digital economy—It’s complicated, Brookings. Available
at: https://www.brookings.edu/articles/taxing-the-digital-economy-its-
complicated/ (Accessed: 15 October 2023).

KPMG, 2022. The future of indirect taxation in a digital world - KPMG Global,
KPMG. Available at:

https://kpme.com/xx/en/home/insights /2022 /09 /proposition-3-transactions-in-

the-digital-economy.html (Accessed: 15 October 2023).

Marcin, S., 2021. ‘Taxing the digital economy: New developments and the way
forward’, European Parliament, European Parliamentary Research Service [Preprint],

(PE. 698.761).

168



23.

24.

25.

26.

27.

28.

29.

30.

Muench, S. et al., 2022. Towards a green & digital future: key requirements for
successful twin transitions in the European Union. LU: Publications Office of the
European Union (EUR 31075 EN, OP KJ-NA-31075-EN-N (online) , OP KJ-NA-
31075-EN-C (print), JRC129319). https://data.curopa.eu/doi/10.2760/977331
OECD, 2014. Addressing the Tax Challenges of the Digital Economy. OECD
(OECD/G20 Base Erosion and Profit Shifting Project).
https://doi.org/10.1787/9789264218789-en

Olbert, M. & Spengel, C., 2019. Taxation in the Digital Economy — Recent Policy
Developments and the Question of Value Creation, SSRIN Electronic Journal

[Preprint]. https://doi.org/10.2139/ssrn.3368092

Papis-Almansa, M., 2019. VAT and electronic commerce: the new rules as a means
for simplification, combatting fraud and creating a more level playing field? ERA
Forum, 20(2), 201-223. https://doi.org/10.1007/s12027-019-00575-9

Ponomareva, K.A., 2022. Analysis of the OECD a nd the United Nations’

Approaches to Developing an International Consensus on Reforming the Rules of
Taxation of Digital Services, Kutafin —Law  Revzew, 9(3), 564-585.
https://doi.org/10.17803/2713-0525.2022.3.21.564-585

Santarius, T. et al.,, 2023. Digitalization and Sustainability: A Call for a Digital Green
Deal’, Environmental Science & Policy, 147, 11-14.
https://doi.org/10.1016/j.envsci.2023.04.020

Terada-Hagiwara, A., Gonzales, K. & Wang, J., 2019. Taxation Challenges in a
Digital Economy: The Case of the Peoples Republic of China. 0 edn. ADB Briefs.

Manila, Philippines: Asian Development Bank.
https://doi.org/10.22617/BRF190151-2

Tilburg, V.M., 2016. The New proposal for harmonised rules on certain aspects
concerning contracts for the supply of digital content. European Parliament,
Diretorate-General for International Policies. Available at:
https://epgencms.europarl.europa.cu/cmsdata/upload /abbdafOa-d4cf-4c30-a7¢8-

31£33c72c0a8/pe  536.494 en.pdf

169



ISSN 2630-886X






