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Challenges of levying taxes on
digital services
As US announces investigation against countries, it may be more pragmatic to
accept such levies and negotiate bilaterally.

Home /  Opinion /  Web Edits /  Challenges of levying taxes on digital services

Thursday, June 11, 2020

 

Home India Cities Opinion Sports Entertainment Lifestyle

Tech Videos Explained Audio Real Estate Epaper
SUBSCRIBE

Sign in

https://indianexpress.com/profile/columnist/suranjali-tandon/
https://indianexpress.com/
https://tamil.indianexpress.com/
https://bengali.indianexpress.com/
https://malayalam.indianexpress.com/
https://www.jansatta.com/
https://www.loksatta.com/
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CQInggdbhXtrcJr6yrtoPy_SC6AmIupOyXPq56KP7CsiGtLQBEAEgwKWrI2DlwuSDpA6gAcaa-csDyAECqQL67Lywn2hMPuACAKgDAcgDCKoEtAJP0MomA2V9BzXt0ff6um5qbGv-GTZ0IwcNIcqKzWJ8YnP9MooD1vtunNQ2noz-S-2qZUpQxIE_WDUgwnfIO8aH80_0A_nPM9DiyDfDd2dxuXKiiozPSjLBFcta3W7tm7Nlj4MEssXkEYUvo9R5iOATYgIfAlzkBLrfLhNuOZ9OItHUhTF0Ujfs0sWs1krz6x3Pxxa-pSEBlCyzR5FlDYaSVL31GVx_FrDyfZjY1ULowJcv7ZPQkoFx4ATi8XiM95MIhni4EJwc3SdIQVHUZ8b6G9GMeSX1xsfuYCwG16nJs2e0oekdga5csAcwSct79ZpAXuLSQkNt5gUj1har8_QbElxRSJQKihzQSe_JMrg92NcsmlxnSV2MvjXldXlpQFj_Xb22KAdpl3iAEmJoUIWV03cQ4sAEn8yWtswC4AQBoAYCgAei5YY0qAeOzhuoB9XJG6gHk9gbqAe6BqgH8NkbqAfy2RuoB6a-G6gH7NUbqAfz0RuoB-zVG6gHltgbqAfC2hvYBwHSCAkIgOHAYBABGB2xCbei78bwemdOgAoDmAsByAsB2BMDmBYB&ae=1&num=1&cid=CAAScORor16aPuL-ECX1Y9hyolQatePzef8tflc9whPPU7kkgWG32X4kgxBdewcskhPtT_EYF_Ma__A_5Uao67FfY68QyJ4CS1nWV2vr3I9--v1Zv0y91XHvcGoToFfbOtZd6hiIc9TyXG_EDPNVOQJTWk4&sig=AOD64_2KCi4bSol4ceSRzTzG7X69etvx6Q&client=ca-pub-5227748429508049&nx=CLICK_X&ny=CLICK_Y&nb=2&adurl=https://www.silkrummy.com/refid/GoogleC8%3Fgclid%3DEAIaIQobChMImqHumpj56QIVPplLBR1LugCdEAEYASAAEgJhYfD_BwE
https://adssettings.google.com/whythisad?reasons=_fThsxUUawj-faLRdM9pMoRSTCo9_wMJgpGBJCLHK-MFz-PW8qwXNnoLFJwZIHv8AMM-8UBF3sQ-DnQzLOGlRJXMr7qQ2i9L_wWaCYZnjU0hA9b91YP3WkIFWZV1jQ2mZ2kVgEcrvtK6zOgLktcdu9i28tQWGNjA2eYcviIGCzYKS7ct-fC-2Cbkns7fmP7mMoQgxG8198p4xMe7zY1BF06ze55Sl0sfAbPqmpoI8y0Efc1lohA8LQLxAHUu9QgEReZTb6RCilkXRP13ODKyzyM4z9kL72jPEp4fFqqn1RQvMTLWXllcZR69eGaQ,g-QMg2j6x8YIKQcXktusBQ&source=display
https://adssettings.google.com/whythisad?reasons=_fThsxUUawj-faLRdM9pMoRSTCo9_wMJgpGBJCLHK-MFz-PW8qwXNnoLFJwZIHv8AMM-8UBF3sQ-DnQzLOGlRJXMr7qQ2i9L_wWaCYZnjU0hA9b91YP3WkIFWZV1jQ2mZ2kVgEcrvtK6zOgLktcdu9i28tQWGNjA2eYcviIGCzYKS7ct-fC-2Cbkns7fmP7mMoQgxG8198p4xMe7zY1BF06ze55Sl0sfAbPqmpoI8y0Efc1lohA8LQLxAHUu9QgEReZTb6RCilkXRP13ODKyzyM4z9kL72jPEp4fFqqn1RQvMTLWXllcZR69eGaQ,g-QMg2j6x8YIKQcXktusBQ&source=display
https://www.facebook.com/indianexpress
https://twitter.com/indianexpress
https://googleads.g.doubleclick.net/aclk?sa=l&ai=CiIyartfhXs-sHf6f3LUPwt-86Avsn_rMXeu10fO9C7CQHxABIJSrgWhg5cLkg6QOoAGh8eLLA8gBAqkC-uy8sJ9oTD7gAgCoAwHIAwiqBK8CT9AFsww1458GNq6SO0AdHwzbDRsuphK1f5fSZUSgRAsd9eEl22sR0DY3fGXJk__0Z1llzDyqWx2PrSpOprWuKNwZR5Dq7xWU_L-6yecPY77ZE4wLzsw0iTPTivRk2NxMf-GnzQcYv35zNcFOlDTw_oHQ8Ast1Mj4Rl3sZejmVMuyi9XaiFq3DeZ0pLcjwQRcsdjlcaRRGv_0JWIwAtka2BJinifFmvLMipjoAkHZf5th8HLLeBKH9Ia8y_ZwZar7wonNPGCkUYJ-qaY_9crH7BCdKJToFWSVHmrRpvCxbEVUBXcpiGzf4cT7KtNUJvQl52IDRaoSGCPRPXHRSKhJrARKcd_WY4X53yI8h2IogI3v8Yrv8S-zfZRgzsbocS8UvaLTS2i8yAD9ZxfV9cQpwASuqcTqkgLgBAGgBgKAB8eOnTSoB47OG6gH1ckbqAeT2BuoB7oGqAfw2RuoB_LZG6gHpr4bqAfs1RuoB_PRG6gH7NUbqAeW2BuoB8LaG9gHAdIICQiA4cBgEAEYHfIIG2FkeC1zdWJzeW4tOTM4NTIxOTY4OTgxODAzMrEJCzR7O3_mYd6ACgOKCrEBaHR0cHM6Ly9hZC5kb3VibGVjbGljay5uZXQvZGRtL3RyYWNrY2xrL040ODg0MDEuMTk0MzcwMUdETi9CMjM5MDg1MDYuMjY5NDIzMzQ3O2RjX3Rya19haWQ9NDY0MDM1NTUwO2RjX3Rya19jaWQ9MTI5ODIyNTYwO2RjX2xhdD07ZGNfcmRpZD07dGFnX2Zvcl9jaGlsZF9kaXJlY3RlZF90cmVhdG1lbnQ9O3RmdWE9mAsByAsB4AsB2BMM&ae=1&num=1&cid=CAAScORoFUdMrJlBnoA_sf7EydEoLfKR2ETtrHyT1jwoIFnfIouwcGuLY54FprDVzlPwsouiXPw8tawBLmdSakvcUe4L8YQIhWiWod8MR7On6HQ_rG1-ffb38rws_8_n8VyQFlVS8AXSJYh0vvihKgDPKpo&sig=AOD64_2sK6i9svQF2zg79P3sP681fC-iZw&client=ca-pub-3775738955018489&nx=CLICK_X&ny=CLICK_Y&nb=2&adurl=https://www.iciciprulife.com/term-insurance-plans/iprotect-smart-term-insurance-calculator.html%3FUID%3D31946%26cid%3DDisplay:Google:RX:Display:DM:iPS:GDN-SimilarAudience-CM-SearchLeadsInterested-31946:4FamilyTLI%40490::Eng::31946:cpc:::%26gclsrc%3Daw.ds%26%26gclid%3DEAIaIQobChMIz7uoqpn56QIV_g-3AB3CLw-9EAEYASAAEgJnavD_BwE
https://indianexpress.com/
https://indianexpress.com/section/opinion/
https://indianexpress.com/section/opinion/web-edits/
https://www.facebook.com/sharer.php?u=https%3A%2F%2Findianexpress.com%2Farticle%2Fopinion%2Fweb-edits%2Fchallenges-of-levying-taxes-on-digital-services-6452196%2F
https://twitter.com/share?url=https%3A%2F%2Findianexpress.com%2Farticle%2Fopinion%2Fweb-edits%2Fchallenges-of-levying-taxes-on-digital-services-6452196%2F&text=Challenges%20of%20levying%20taxes%20on%20digital%20services&via=IndianExpress
https://www.reddit.com/submit?url=https%3A%2F%2Findianexpress.com%2Farticle%2Fopinion%2Fweb-edits%2Fchallenges-of-levying-taxes-on-digital-services-6452196%2F&title=Challenges%20of%20levying%20taxes%20on%20digital%20services
https://indianexpress.com/
https://indianexpress.com/
https://indianexpress.com/section/india/
https://indianexpress.com/section/cities/
https://indianexpress.com/section/opinion/
https://indianexpress.com/section/sports/
https://indianexpress.com/section/entertainment/
https://indianexpress.com/section/lifestyle/
https://indianexpress.com/section/technology/
https://indianexpress.com/videos/
https://indianexpress.com/section/explained/
https://indianexpress.com/audio/
https://indianexpress.com/section/real-estate/
javascript:void(0);
javascript:void(0);
https://indianexpress.com/
javascript:void(0);


6/11/2020 Challenges of levying taxes on digital services | The Indian Express

https://indianexpress.com/article/opinion/web-edits/challenges-of-levying-taxes-on-digital-services-6452196/ 2/13

We �nd that while India accounts for 12.5 per cent of digital buyers, only 1 per cent of global revenues
from various digital platforms are earned by it.

Recently, the United States declared that its trade representative will pursue an

investigation under section 301 of the Trade Act, 1974, against Austria, Brazil, the

Czech Republic, the European Union, India, Indonesia, Italy, Spain, Turkey and the

UK for implementing digital services tax. The investigations come at a time when

the European Parliament announced a €750 billion fund for its recovery plan (this

includes a digital services tax expected to earn €1.3 billion a year), and after India

expanded the scope of the equalisation levy. This is possibly the culmination of

strains observed earlier in the multilateral process.

The Base Erosion and Profit Shifting (BEPS) project was launched in 2013 at the

behest of G20/OECD. The project consists of 15 action points that address different

issues in international taxation. But the taxation of the digitalised economy turned

out to be a relatively contentious issue. In 2015, while final reports on each of the

action points were published by OECD, work on Action point 1 was far from over.

The report, as is repeatedly expressed, only listed possible measures which

included an equalisation levy, withholding taxes and a new nexus rule. India was

the first to implement an equalisation levy on payments made for digital

advertising to non-residents. The levy was introduced through the Finance Act

2016, rather than an amendment to the Income Tax Act. In doing so, the tax was not
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covered under the tax treaty obligations and, therefore, would be applied to all

qualifying payments. This was severely criticised as a unilateral measure that

would result in double taxation.

In 2018, the OECD published an interim report. The report did not clearly specify a

preferred measure and no consensus was imminent. In the meantime, many other

countries including the EU expressed their preference for a tax applicable on the

gross turnover of digital platforms. Taking cognisance of the increasing preference

for such unilateral measures, the OECD responded with a significant departure

from the earlier commitment. In its policy statement in 2019, it laid out the two-

pillar approach to tackle tax challenges from digitalisation wherein the issue of

allocation of taxing rights would be examined without prejudice. In 2019, the OECD

published a series of consultation documents while continuing engagement with

stakeholders to preserve the multilateral process. By the end of 2019, work on Pillar

one, or as is called — unified approach — was released. The method suggested was

a complex calibration of global non-routine profits, over and above the routine

profit. The distribution of non-routine profits among qualifying jurisdictions is to

be based on revenue thresholds. As history bears out, defining such a normal profit

can be challenging. During the World Wars, an excess profits tax was introduced on

the sectors that profiteered from the war. Excess profits were identified through a

reference to normal pre-war years. Identifying such profits and administering such

taxes became difficult, more so after the war ended. It is a similar puzzle that

experts seek to solve.
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After the Pillar one proposals were announced, the countries were not in

agreement. In fact, prior to the Riyadh meeting of the G20 Finance Ministers in

February 2020, the US treasury secretary suggested that the Pillar 1 proposals be

applied on a safe harbour basis, thus implying the possibility for exclusions. The

call for exclusions in multilateral dialogues can undermine confidence in the

process.

In the meantime, economic activity has slumped and is at its lowest since the great

depression. A fallout of this will be lower revenues even as expenditures soar.

Countries will now seek ways to finance their recovery, part of which will be to

defend their tax base. While the OECD still expects to achieve its target of

concluding the work on the taxation of digital economy by the end of 2020, the

massive fiscal strain has diverted attention to national concerns, thus encouraging

the EU to consider a unilateral digital tax. Interestingly, in India, when the finance

bill was presented, it contained no proposal to expand the equalisation levy.

However, the Finance Act included a levy of 2 per cent on an e-commerce operator

from an e-commerce supply or services made or provided or facilitated by it. The

focus on taxing digital companies is particularly driven by their financial resilience

during the current pandemic.

To arrest the use of digital taxes, the USTR has launched an investigation. This is not

the first instance of the use of such a measure. France’s announcement of digital

services tax attracted a similar investigation earlier, followed by a threat to

increase tariffs. The investigation seeks to find if the tax amounts to discrimination

against U.S companies, retroactivity, and if it possibly reflects an unreasonable tax

policy. In spite of the investigation and potential tariff measures, countries such as

Spain are still considering the application of the tax. Spain is among the worst-

affected of the EU members, and given the fiscal obligations, it has limited fiscal

recourse. Spain’s stance must also be interpreted in the context of the EU wide

approach. As per the Franco-German declaration in 2018, digital services tax will

enter into force on January 1, 2021, if no international solution has been agreed

upon by then — thus rendering digital services tax inevitable if the multilateral

process fails to deliver a consensus-based solution. One may interpret the expanded

scope of India’s levy and the recent announcement before the European Parliament

as a desire for a simplified solution.
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TAGS: Digital India

The US remains an important trade partner for the EU and for India. Yet, the

commitment to levy digital taxes indicates bleak prospects for trade and the

economy, as well as the variance in expectations from the multilateral process. We

find that while India accounts for 12.5 per cent of digital buyers, only 1 per cent of

global revenues from various digital platforms are earned by it. The US, however,

reports a third of the global revenues for the same share in digital buyers. Thus, a

redistribution of taxing rights can have significant revenue implications for

countries like India and the US, making a consensus-based solution harder to

achieve. A uniform solution can undeniably mitigate complications of varied

approaches. It may be more pragmatic to accept such levies and negotiate

bilaterally for its conversion to withholding tax.

The writer is assistant professor, NIPFP
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international cricket
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