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Abstract

The digitalization of the economy has been a key issue of tax researches in recent years.
Economic debates have focused on the differences between taxing physical business operations
and virtual operations including new business models. Businesses in the digital economy can
easily conduct activity remotely and are therefore very active in cross-border trade. The main
characteristics of digital business models - as compared to more traditional ones - are their
ability to conduct activities remotely, the contribution of internet users in their value creation
and the importance of intangible assets. After theoretical part of paper, authors conducted
research on this topic on sample of European Union countries, using method of comparation,
induction and deduction.

Keywords: management, taxation, digitalization, business models

JEL classification: A1, B26, F37, L86

Introduction

E-business (electronic business) is the conduct of business processes on the internet. These e-
business processes include buying and selling goods and services, servicing customers,
processing payments, managing production control, collaborating with business partners, sharing
information, running automated employee services, recruiting; and more. E-business can
comprise a range of functions and services. They range from the development of intranets and
extranets to the provision of e-services over the internet by application service providers.
(Searchio, 2021).

213



Today's international corporate tax rules are not fit for the realities of the modern global
economy and do not capture business models that can make profit from digital services in a
country without being physically present. Current tax rules also fail to recognise the new ways in
which profits are created in the digital world, in particular the role that users play in generating
value for digital companies. As a result, there is a disconnect — or ‘mismatch’ - between where
value is created and where taxes are paid. Because of that reasons further focus of this paper will
be on new digital business model in field of taxation.

E-business methodology

The language version of this term is electronic business, by which we mean a modern form of
business organization, which includes the intensive application of information and, in particular,
Internet and communication technology in performing key or core (core) business activities.
Electronic business involves the electronic exchange of information within an organization, but
also with other participants related to the organization by supporting business processes. (Bocij,
et al, 20006).

In e-business, information and communication technology is used to connect and improve
business processes, which ultimately results in lower costs, increased profitability and added
value to customers. It includes the automation of business processes in the value chain - from
ordering and purchasing raw materials, production, storage, distribution, promotion, sales and
after-sales activities. E-business creates the possibility of online business, and includes e-
commerce and e-marketing. E-marketing is at the core of e-business, as it is marketing that
brings customers closer, adds value to products and services, expands distribution channels and
conducts promotions using digital technologies. It is also a new business philosophy that aims to
put the consumer at the center of the online activities of the business entity, and give him the
opportunity to participate, share information and create offers.

The “Digital Sector”: Theoretical Review and Implications

There is no well-defined digital sector as such. Notably, the Information and Communication
Technology (ICT) sector is no synonym for the digital economy. Rather, one might consider the
ICT sector as the backbone of the digital economy (and driving the digitalisation of more
traditional industries). The ICT sector comprises both manufacturing activities and services,
though services represent more than 90% of the total production. Computer and related activities
is by far the largest sub-sector, followed by Telecommunications. ICT services are also growing
at much faster rates than the ICT manufacturing. (European Commission, 2017b)
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Figure 1. Value added in the ICT sector in the EU-28
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. a3. Manufacture of communication equipment
. a4. Manufacture of consumer electronics

. bl Telecommunications

. b2. Computer and related activities

Source: UNCTAD (2017a), 'World Investment Report 2017: Investment and the Digital
Economy', United Nations, New York and Geneva

Digital companies should not be considered pre-dominantly as ICT companies. Many companies
commonly considered as digital companies do not actually belong to the ICT sector. The 2017
World Investment Report (UNCTAD, 2017a and 2017b) has developed a methodology to
classify international companies into (1) digital companies, (2) IT and telecoms companies (both
enablers of the global digital economy) and (3) 'other multinational companies'. IT and telecoms
companies are broadly equivalent to the ICT sector. They are either IT hardware manufacturers
or software developers/providers of IT services, or they are providers of telecommunication
infrastructure and connectivity. Digital companies are characterised by the nature of their
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operations, which are strongly linked to the internet. The report distinguishes between providers
of internet platforms, e-commerce, digital solutions and digital content. (UNCTAD, 2017).

Focussing on the top companies in each category clearly shows the much more dynamic revenue
growth in the digital sector. Based on a unique assignment of companies into one of the
categories, UNCTAD (2017b) has produced new lists of top 100 multinationals in the categories
'IT and telecoms' and 'digital'. Table (1) reports summary statistics for the largest companies in
each category. Average revenue growth was around 14% for the top digital firms, compared to
around 3% for IT and telecom enterprises and 0.2% for other multinational enterprises, although
total revenue by the largest digital companies is still considerably lower than that of the other
sectors. The table also reports the 'international footprint' and the relevance of intangible assets,
discussed in the next subsection.

Table 1. Revenue growth, international footprint and relevance of intangible assets of largest
multinational companies

Type of MNE Total Annual revenue International Relevance of
revenue growth footprint intangible assets
Digital 872 14.2% 2.1 3.1
IT&Telecoms 2825 3.1% 2.2 1.2
Other 5682 0.2% 1.1 1.4

Source: Own computations based on UNCTAD (2017a and 2017b)

Notes: Total revenue for the latest available year for the top companies in each category in $ billion. 'Digital’ and
'IT&Telecoms' each consist of 100 companies. The category 'Other' only includes 83 companies, since some of the
companies on UNCTAD's usual list of top 100 global companies belong to the first two categories. Annual average
growth is measured over the latest 7 available years. International footprint is the ratio of the share of foreign sales
in total sales to the share of foreign assets in total assets. The relevance of intangible assets is computed as the
market capitalisation over equity book value minus 1.

Specificities of Digital Business Models in Relation to Taxation

The main characteristics of digital business models - as compared to more traditional ones - are
their ability to conduct activities remotely, the contribution of internet users in their value
creation and the importance of intangible assets. E-business has the potential to propel a
company to “break out” of existing strategic constraints and radically alter business processes,
strengthen customer and supplier ties, and open up new markets. (Hackbarth & Kettinger, 1999).

Limited physical presence

Businesses in the digital economy can easily conduct activity remotely and are therefore very
active in cross-border trade. Little physical presence is required to sell into a market From one
click on the computer, consumers can order goods and services from all over the world,
translating into new market reach. For digital services more specifically, this is even more acute
as the delivery of the service itself requires no or little physical presence. Digitalisation also
changes the nature of exchange by blurring the lines between goods and services, transforming
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products to their digital representation such as e-books or using the little material as in 3D
printing. (UNCTAD, 2017).

Digitalisation is profoundly changing the structure of businesses. Primary activities such as
outbound logistics, marketing, sales and services that traditionally constitute an important part of
the value chain/system (Porter, 1985) are going through a process of dematerialisation. Such
activities were mostly conducted locally in the destination location, and are now conducted
remotely in the country of origin (at source), although increasingly relying on consumer
information from the destination country. One observes a disintermediation process — also
referred as a 'scale without mass' business structure. The disintermediation no longer allows the
destination country to tax the profit generated from the sales/marketing activities, although the
consumers/users in the destination country play an important role through their provision of data
and other user contributions.

As a result, businesses of the digital economy have a fundamentally different international
footprint, with far fewer assets in the location of their foreign sales. One way to measure this
phenomenon is by measuring the share of foreign assets in total assets against the share of
foreign sales in total sales.

International footprint = (foreign sales/total sales)/(foreign assets/total assets)

Doing so for the three categories of largest global companies (see Table 1 above) shows that,
compared to the traditional non-IT companies, digital companies, have a much larger share of
sales earned outside their home country relative to the assets they hold abroad compared to
traditional multinational enterprises. The 2017 World Investment Report provides a more
detailed breakdown which helps arriving at a clearer picture. Figure 2 reports ratios for the
different business models used in the report. The international footprint is particularly striking,
with values exceeding 2.0, for internet platforms (search, social networks or other platforms),
electronic payment companies and companies classified as 'other e-commerce', which includes
for example major travel platforms. In contrast, telecom companies, traditional businesses and
online retailers, but also providers of digital media have overall a balanced ratio of around 1.
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Figure 2. The internet intensity matrix and the foreign sales/assets ratio
Source: UNCTAD 2017 World Investment Report (UNCTAD, 2017a), based on UNCTAD’s FDI/MNE database,
company reports and data from Bureau van Dijk Orbis database and Thomson ONE.
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Most of these remote activities by large global companies are conducted from non-EU locations.
Only 50% of the affiliates of digital multinational enterprises are foreign-based, indicating the
reduced need to be physically present abroad — for other (traditional) multinationals the share is
80%. Large digital multinationals are particularly concentrated in the United States. From the top
100 digital multinational enterprises, two-thirds had their headquarters in the United States,
whereas for tech companies and other multinationals the share was only 20%. (UNCTAD, 2017).

Disruption in value creation and indirect revenue generation

The relevance of user contributions is central, materialising through the mass of adopters, the
production of data and other forms of user contributions to the production process. Participating
in a platform or a network creates a value. As opposed to the conventional 'value chain' business
model where value is generated by the supplier of a product or a service, a large part of the value
derived by users of an online platform's is created by other users. This is particularly true for
multi-sided platforms. The effects that one user of a good or service has on their value to other
users are known as network effects (i.e. the marginal benefit of adopting the service increases
with the number of users).
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Digital platform models have moved from the traditional linear structure (from production to
after-sales services), to the development of an ecosystem. This involves different skills, sources
of power, strategic assets, market values and sources of growth (see Table 2). Instead of
monitoring a value chain, digital platforms need to manage a community of providers and users
to increase their network. In other words, instead of maximising the value of individual
consumers, the platforms need to maximise the value of a network of transactions.
(Estrategiaparatodos, 2021) This translates in an increase in the value of the company or service,
exceeding the proportional increase in the number of users.

Table 2. Differences in business models in the industrial and digital economies

Industrial Economy Digital Economy

Focus Product Platform

Structure Value chain Ecosystem

Source of Monitoring and control of the value Governance and architecture of the

Power chain platform

Economic Economies of scale on the supply Economies of scale on the demand side

model side

Strategic assets  Physical assets Ecosystem capacity, platforms
attractiveness

Market value Return on assets Return on transactions within the
ecosystem

Source of Organic growth or acquisitions Network effects

growth

Source: Accenture (2016)

The concept of 'prosumers' is emerging where the end-user participates in the value creation. The
end-user is no longer solely a consumer but contributes, either actively or passively, to the value
creation. The extent to which digital business models disrupt the value chain varies quite
significantly from one model to another. For example, network effects will be particularly
relevant for business model acting as marketplace (two-sided platforms) or social media that
connect users. Reliance on big data is very strong for social media, Internet search services and
online advertising platforms while it is moderate for cloud services. The consumer may receive
services for free, but also provides data that are valuable for a company or contributes more
actively to the service, for example by uploading content. This is a phenomenon that associates
to a form of work without monetised compensation (obvious examples are Google or Facebook
to which access is free but all activities, searches, interactions that reveal interests and
preferences are recorded and can used to create value).

Some authors also refer to 'unconscious contributor' or 'unconscious employees'. This creates
challenges in determining where and by whom, value is created. (Petruzzi, Buriak, 2018). Often
digital businesses provide certain types of products for free and monetise other products, creating
a disconnection between revenues generated and services provided. Revenue generation in the
digital economy derives from both direct payments (subscription or transaction fees) and indirect
payments through the generation of value in one activity (e.g. social media, search engines) that
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is later monetized as input for another activity (e.g. sales of advertising space or transmission of
data). The generation of income via advertisements arguably replicates the selling of
advertisement space on television or radio. What does make a difference, however, is the unique,
almost personalised manner in which advertising placements track the user — by responding
directly to their search-engine searches or direct clicks on to adverts (Gaspar, et al, 2014). Taken
together the disconnection between the consumers of advertisements and the advertising
companies and the fact that user data are central to the personalisation of advertisements result in
a particularly stark deviation from the principle of taxation where the value is created.

Importance of intangible assets

One key feature of intangible assets is that they are difficult to value reliably, while they are the
essence of a competitive advantage in some businesses. When generated internally, generally
accounting principles including international accounting standards prohibit the recognition of
those assets, even though they are a core component of a business model. As a consequence, they
do not appear on a company's balance sheet until such assets are either acquired or otherwise
transferred to a third party for a consideration (e.g. business combination), in which case the
financial statements of the acquiring company must generally recognise these assets for its fair
value.

There is evidence that intangible assets are particularly important for companies with significant
digital activities. Markets tend to attribute their own value to assets, whether recognised or not.
Therefore, as a proxy, differences in the importance intangible assets can be derived by
comparing differences between a company's equity book value and its market valuation
(UNCTAD, 2017). The increasing importance of intangible assets is shown by a widening gap
between book and market values of companies. Undisclosed intangibles of the largest digital
multinationals are estimated to be on average roughly equal to 3 times the company's total equity
book value — significantly more than the average recorded for IT & telecom companies and other
multinational enterprises (see Table 3 below). At the same time, the excess in market
capitalisation over equity book values are of course also an indication of the market expectations
about future revenue generation.

Table 3. Overview of physical presence per sector (digital, ICT and other)
International footprint Relevance of IP

Digital 2.1 3.1
IT & Telecoms 2.2 1.2
Other 1.1 1.4

Source: Based on data from the Buerau van Dijk Orbis database. Notes: The relevance of intangibles is computed
as the market capitalisation over equity book value minus 1.

The differences in asset profiles indicate a structural shift in the sources of value creation, from
physical assets to intangibles. It also illustrates the profound disruption brought about by digital
multinationals discussed above. The intangible investment offers a high competitive advantage.
At the same time it raises a concern over a growing distance between highly productive firms at
the frontier and the followers.
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Conclusion

The development of modern telecommunications and digital technology, and consequently the
Internet, provide marketers with many new competitive opportunities. Simply put, traditional
business activities are gaining e-characteristics, but we can also talk about a new, specific type -
e- business in field of taxation. The limitations and research proposals in this paper are related to
the need to increase the sample of research in future research, as well as the analysis of user
satisfaction of these business models.

Across industries, firms have adopted e-business initiatives to better manage their internal
business processes as well as their interfaces with the environment. (Wu, et, al, 2003).

The Internet provides support to a range of functions and processes in an economic operator in
order to develop products and provide services to consumers. Then, it represents a powerful
communication medium that can effectively connect the subjects of supply and demand in field
of taxation. Consequently, new changed habits and business models are emerging, which is
primarily marked by the use of the Internet as an information, communication and transaction
channel. This category is, looking forward, at a wider global level in constant progression, so it
will be also focus of researches in future.
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