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locations that are remote from
the physical location of their
customers. These developments
have exacerbated by the increasing
sophistication of tax planners in
identifying and exploiting the
legal difference opportunities and
the boundaries of acceptable tax

planning, thus providing MNEs
with more confidence in taking
aggressive tax positions.

These developmentshave opened
up opportunities for MNEs to
greatly minimize their tax burden.
This has led to a tense situation in
which citizens have become more

ALZAKAHITT
ALDAKHAL

sensitive to tax fairness issues.
It has become a critical issue for
all parties; it is very harmful to
governments, individual taxpayers
and businesses as follows:

Governments: Many
governments have to cope with less
revenue and a higher cost to ensure
compliance. The manipulation with
the tax base and the resulted profits
undermines the integrity of the tax
system, as the public, the media
and some taxpayers believe that
the reported low corporate tax to
be unfair. In developing countries,
the lack of tax revenue leads to
critical under-funding of public
investment that are necessary to
promote economic growth.

Individual taxpayers: When tax
rules permit businesses to reduce
their tax burden by shifting their
income away from countries where
income-producing activities are
conducted, other taxpayers in
those countries bear a greater share
of the burden.

Businesses: MNEs may face
significant reputational risk if their
effective tax rate is viewed as being
too low. At the same time, different
businesses may view such risk
differently, and failing to take
advantage of legal opportunities
to reduce an enterprise’s tax
burden can put it at a competitive
disadvantage. Similarly,
corporations that operate only
in domestic markets, including
family-owned  businesses  or
new innovative companies, have
difficulty competing with MNEs
that have the ability to shift their
profits across borders to avoid
or reduce tax. Fair competition,
necessary to the success of the
national companies and entities
that have no abroad operation, is
at risk by the distortions caused by
manipulation of tax base and the
resulted profits.
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Report

Globalization —has  certainly
benefited national economies. The
pace of integration of national
economies and markets has
increased substantially in recent
years. The free movement of capital,
labor, the shift of manufacturing
bases from high-cost to low-cost
countries, the gradual removal of
trade barriers, technological and
telecommunication developments,
and the increasing importance of
managing risks and of developing,
protecting and exploiting
intellectual property, have had
an important impact on the way
cross-border activities take place.
Globalization has boosted trade
and increased foreign direct
investments in many countries.
It supports growth, creates jobs,
fosters innovation, and has lifted
millions out of poverty.

But  globalization  impacts
countries’ corporate income tax
regimes. The League of Nations
did recognize (in the 1920s) that the
interaction of national tax systems
can lead to double taxation with
adverse effects on growth and
global prosperity. All countries
agree on the need to eliminate
double taxation and the need to
achieve this on the basis of agreed
international rules that are clear
and predictable, giving certainty to
both governments and businesses.
International tax law is therefore a
key pillar in supporting the growth
of the global economy.

As the economy became more
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globally integrated, so did
corporations. Multi-national
enterprises (MNE) now represent
a large portion of global GDP.
Also, intra-firm trade represents
a growing proportion of overall
trade. Globalization has resulted
in a shift from country-specific

operating models to global models.
Moreover, the growing importance
of the service sector of the
economy, and of digital products
that often can be delivered over the
Internet, has made it much easier
for businesses to locate many
productive activities in geographic



Editorial ALZAKAHIY
ALDAKHAL

Digital Economy
and Taxation

A well-known revenue expert says that today’s
tax systems were developed in a pre-computer
age. Taxation must not be an obstacle to all that
is good about the digital revolution. Yet, we
must also ensure that the digital sector plays fair
and pays fair. The digital sector must contribute
fairly to public finances. Currently corporate
tax avoidance and aggressive tax planning are
particularly problematic in the digital economy.
This is due to the global and intangible nature of
these companies, and the fact the today’s tax rules
were not designed with e-commerce in mind. As
a result, the taxes paid by the digital economy
are frequently not in line with the presence and
profits of this sector.
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