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ABSTRACT

Topical issues of taxation connected with the digital market in Ukraine and in the entire
world are considered in the article. It was mentioned that the rapid growth of the digital services
market has raised the issue of taxation of this type of activity by the states. Taking into account
that the sale of goods and the provision of services in the digital market is carried out through
digital platforms, their particular economic characteristics are listed. It was noted that Italy, as
one of the initiators of the digital services tax, first introduced a 6% web tax, paid by entities that
buy advertising services on Google and Facebook. It was found that in the Russian Federation,
instead, there was a suggestion to introduce a special tax regime under which transaction data
would automatically go to the tax services, which in turn would levy a tax rate of 3% and 0.5%
for foreign Internet companies. Based on the report, it is concluded that the most optimal is to
tax the profit of the digital platform under the law of the country where it has a digital presence.
The relevant conclusion was made about the expediency of consolidating this approach in a
single international document and acts of national legislation, including the Law of Ukraine "On
E-Commerce" in 2015 and the Tax Code of Ukraine.
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INTRODUCTION

The existence of a competitive economy of any state is impossible without an effective
tax policy. Effective tax policy, as a rule, is a source of economic growth, a evidence of the
financial stability of the state, the growth of its business environment, the standard of population
life, the implementation of strategic development projects at the state level. While the creation of
new activity areas makes it necessary to find the solution of their taxation. One of these areas
since the 2000s has been the digital economy. The digital economy made up almost 6% of global
GDP in 2017.

Formulation of the Problem
The rapid growth of the digital economy raises the question of taxing digital market

activities to states at both national and regional, international levels. Therefore, studying the
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modern taxation aspects in the digital market will reveal the trends of the digital market, the gaps
in the legal regulation of its taxation and offer directions for its improvement in order to create a
proper legal framework for the digital market functioning.

LITERATURE REVIEW

The development of the digital market has attracted the attention of a range of scientists
to its functioning, one of the major aspects is taxation. According to Kulish et al. taxes are one of
the most effective levers of influence on the state's economy (Kulish et al., 2018). Moreover,
Agrawal & Fox point out that the rapid spread of e-commerce has raised the issue of taxing such
activities, goods and services to states (Agrawal & Fox, 2017).

According to Gashenko et al. taxation in modern technology development environment
should be based not only on constitutional principles of taxation, principles of tax administration
and resolution of tax disputes, but also on the principles of innovative technologies. The
feasibility of such concept is based on a research devoted to the study of the tax system
dependence of the Member States of the European Union on existing electronic services
(Gashenko et al., 2019).

Tang and Bussink rightly point out that modern business conditions are becoming more
and more global and digital, and, therefore, corporate income tax paid at the state level is no
longer meeting the requirements of modern life (Tang & Bussink, 2017). Dimitropoulou also
emphasizes that fair taxation in e-commerce is an urgent issue today. Taking into account these
facts, it has been proposed, within the European Union, to introduce a digital services tax (DST-
digital service task) (Dimitropoulou, 2019). However, according to Bunn the digital economy is
not something that can be easily distinguished from the rest of the world economy, as nowadays
the whole economy is already digital, which makes it impossible for it to be taxed separately.
Therefore, it is advisable to take a careful approach to the introduction of such a tax, as its
imperfection can hinder innovation development, reduce the quality of digital services provided
to the public (Bunn, 2018).

METHODOLOGY

The analysis of theoretical and practical aspects of taxation in the digital market was
carried out using common scientific and special methods of scientific research. These methods
helped to ostend the features of the digital market in the modern environment, to find out the
peculiarities of the profits taxation concerning digital services platforms, as well as, to identify
the disadvantages and possibilities of such taxation. The critical analysis method is one of the
main methods that made it possible to critically analyze the regulatory and doctrinal sources of
taxation in the digital market. A comparative method was used to find out the essenceof different
countries' initiatives for taxing the profits of digital services platforms.

FINDINGS AND DISCUSSIONS

Wie Cui while examining the concept of the digital service tax pays attention to the fact
that digital platforms have special economic features:

1. Network effects that generate market power;
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2. The existence of two-or multilateral business models that cause difficult pricing choice while
maximizing profits;

3. Low marginal costs;

4. Geographical mobility at the point of service and getting profit.

The main questions remain whether there are enough indications to separate the tax base
for the digital services tax for each country (Wie, 2018). Kennedy is convinced that the
introduction of a digital tax will inevitably lead to complex issues and tasks.

First of all, the tax will not apply to all sectors of the economy, which will inevitably
discriminate certain institutions. In particular, the UK provides the introduction of a special
digital service tax for three business areas - search engines, social media platforms and online
markets. Secondly, the mechanism of this tax will hinder the development of digital companies.
For example, in the UK, if a company's profit exceeds £ 500 m in worldwide turnover and £ 25
m in its native country, it automatically becomes a digital tax payer. This significantly reduces
the motivation of firms to grow, as well as attracting foreign investment, etc.. Also, interesting is
the fact that online platforms that sell goods from different manufacturers are taxed with this
type of tax, while online platforms that get income from selling a single manufacturer's goods
will be exempted from duty to pay it. Similar is the situation with collecting user data, if such
activity is carried out with the aim of improving the quality of goods, maintaining the platform,
forming a customer base for their own needs, it will not have to pay tax on digital services.
However, if the purpose is to sell the goods to other companies, individuals, to create advertising
based on the information received, then the digital service tax must be paid (Kennedy, 2019).

One of the digital services tax initiators was Italy, which was the first among the Member
States of the European Union to release a law on the "web tax". Companies that purchase Google
and Facebook advertising services are expected to pay a tax of 6%, while advertising services
purchased by individuals or legal entities for a maximum value of $ 30 will be tax-free. It should
be noted that this was the first proposal developed for the introduction of a new tax type, but the
initial rate of 6% was lowered afterwards to 3% (Weichenrieder, 2018).

It should be noted that this was the first proposal developed for the introduction of a new
tax type, but the initial rate of 6% was lowered afterwards to 3% (Weichenrieder, 2018).

A Dit different is the experience of the Russian Federation, where in order to activate
Internet services, including in the international market, it is suggested to introduce a special tax
regime for which information about transactions will be automatically transmitted to the tax
services and the latter will be charged a tax at a reduced rate of 3%, and for foreign Internet
businesses, this tax is expected to be about 0.5% of their income. Such a model of taxation,
according to Aksenova et al. will allow building an information economy in the Russian
Federation (Aksenova et al., 2019). This idea successfully corresponds to the fact that fiscal
authorities in each state implement a policy to resist tax crime (Muljavka & Reznik, 2013). That
is why, while introducing a new tax for profits got from digital platforms, it is also necessary to
provide a mechanism for controlling the accrual and collection of such tax, identifying the
situations of tax evasion, etc.

Tang and Bussink point out that the shortage of a unified approach to taxation of digital
services at European Union level creates a situation where digital services are provided to users
across Europe, but their companies register their incomes in countries with the most optimal tax
regime, in particular, in Ireland and Luxembourg. For example, in Ireland, Google uses around
5,000 people, in Italy nearly 40,000, and in Germany more than 70,000, while the amount of
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company revenue is in Ireland (over $ 22 million), Germany ($ 4 million) and Italy ($ 2 million).
Such a disproportion is quite important, as it indicates that the budgets of other countries are
losing significant amounts of money (Tang & Bussink, 2017).

However, it is also difficult to link revenue from digital services to where you receive it.
Thus, in order to address the issue of taxation of digital services revenue, it should be noted that
their provision is made in the absence of official representation of digital platforms in a
particular country, and therefore cross-border operation allows them not to tax the revenue
received in the countries where such services are actually provided. This also denies the
advisability of taxing digital service income through value added tax.

Fuchs notes that the following participants are involved into public relations in the digital
service industry:

1. Online platform;
2. Users;
3. Advertisers.

All of these entities may be placed in different countries. At the same time, users of
online platform services are content producers and participate in the creation of databases in
parallel, which makes advertising work, so these entities are very important for the functioning
of digital platforms and affect their profitability. Considering everything mentioned above, the
scientist considers it advisable to tax the revenue of digital platforms in the States in proportion
to the percentage of users who viewed the advertising, clicked on the site, purchased the product,
etc.. The location of users may be set by the IP address stored for each access (Fuchs, 2018). But
the question of who will track the number of users of digital platforms by country remains
unfinished, since without this it is impossible to implement the provided model of taxation of
digital platform profits.

Given the relevance of this topic, it was proposed in 2015 to tax the profits of digital
platforms under the law of the country where it actually receives it. Not the physical but the
digital presence of the company should be taken into account.

Therefore, if a resident of one country provides or offers access to a digital platform,
including mobile applications, databases, online stores, information stores to users in another EU
country, and the revenue from such activity per year is € 5 million, in such case the revenue
received must be paid into the budget of the country where the digital presence of such a
platform takes place (Tang & Bussink, 2017).

It is worth noting, that the Law of Ukraine "On E-Commerce"” (Law of Ukraine, 2015)
refers the following to the list of electronic information services:

Distribution of advertising;

Creating opportunities to find necessary information and access to it;

Transfer and storage of information;

Placing information on the order of another person;

Passing information at the request of a person or sending commercial electronic messages;
Other actions in the sphere of e-commerce.

oakwnpE

However, the legislator does not determine the basis for taxation of the profits received
from digital platforms from the provision of the services provided, which is undoubtedly a
significant disadvantage of the current national legislation, which needs to be eliminated.
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RECCOMENDATIONS

Taking into account the rapid development of information technology and the growing
number of users of digital services platforms at European Union level, it is recommended to
develop and adopt a common mechanism for taxing the revenues of digital services platforms.
This will allow avoiding situations where it is taxed in a country where their taxation system is
optimal, rather than where the largest number of users of such services, result in individual states
losing a lot of revenue to the budget. Among the top priorities are the following questions: which
criteria’s digital services platforms should meet in order to be taxable; which state legislation
will govern the taxation of these institutions; which should be the rates of such tax. In turn, the
legislator of Ukraine should determine in the Law of Ukraine “On E-Commerce” 2015 and the
Tax Code of Ukraine how the revenue of digital platforms is taxed.

CONCLUSIONS

The rapid development of the digital market has made it possible to obtain services and
purchase goods through digital platforms, but the issue of taxation of the revenue generated by
the companies that own these platforms is still unresolved. Nowadays, every country understands
the importance of this issue, that is why Italy and Russia have already introduced the tax from
the profits earned with the help of digital platforms. The most acceptable method internationally
is to tax the profits of digital service providers under the law of the country where the digital
presence of that company actually takes place. However, this idea has not yet been consolidated
in a specific document. The situation in the legislation of Ukraine is similar. Thus, in the Law of
Ukraine "On E-Commerce™ 2015 and the Tax Code of Ukraine the legislator needs to determine
how the income of digital platforms is taxed.

REFERENCES

Agrawal, D.R., & Fox, W.F. (2017). Taxes in an e-commerce generation. International Tax and Public Finance,
24(5), 903-926.

Aksenova, T.N., Bolaev, K.K., Samaeva, E.V., & Evieva, B.E. (2019). Taxation of the internet enterprise as key
subjects of information economy. In Optimization of the Taxation System: Preconditions, Tendencies and
Perspectives. Springer, Cham.

Bunn, D. (2018). A summary of criticisms of the EU digital tax. Tax Foundation.

Dimitropoulou, C. (2019). The proposed EU digital services tax: An anti-protectionist appraisal under EU primary
law. Intertax, 47(3), 268-281.

Fuchs, C. (2018). The online advertising tax: A digital policy innovation. The CAMRI Policy Brief.

Gashenko, 1.V., Zima, Y.S., & Davidyan, A.V. (2019). Principles and methods of taxation Studies in Systems. In
Optimization of the Taxation System: Preconditions, Tendencies and Perspectives. Springer, Cham.
Kennedy, J. (2019) Digital services taxes: A bad idea whose time should never gone. Retrieved from

https://itif.org/publications/2019/05/13/digital-services-taxes-bad-idea-whose-time-should-never-come

Kulish, A., Petrushenko, M., Reznik, O., & Kiselyova, E. (2018). The relations unshadowing in business activities:
The economic and legal factors of security at the macroeconomic level. Problems and Perspectives in
Management, 16(1), 428-436.

Law of Ukraine. (2015). On E-Commerce. Retrieved from https://zakon.rada.gov.ua/laws/show/675-19

Muljavka, D.G., & Reznik, O.N. (2013). Tax law-enforcement authorities in the USA and Ukraine: Experience
organizing structure and legal control experience. Criminology Journal of Baikal National University of
Economics and Law, 24(1), 114-118.

5 1544-0044-23-1-454



Journal of Legal, Ethical and Regulatory Issues Volume 23, Issue 1, 2020

Tang, P., & Bussink, H. (2018). EU Tax revenue loss from Google and Facebook public discussion draft BEPS
action 1: Address the tax challenges of the digital economy. Retrieved from https://static.financieel-
management.nl/documents/16690/EU-Tax-Revenue-Loss-from-Goog le-and-Facebook.pdf

Weichenrieder, A. (2018). Digitalization and taxation: Beware and hoc measures. Retrieved from https://safe-
frankfurt.de/fileadmin/user_upload/editor_common/Policy_Center/SAFE_Policy Letter 64. pdf

Wie, C. (2018). The digital services tax: A conceptual defence. Retrieved from https://ntanet.org/wp-
content/uploads/2019/03/Session1228_Paper1532_FullPaper_1.pdf

6 1544-0044-23-1-454



