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ABSTRACT 

The digital economy is growing fast, especially in Europen Union. Yet the meaning and metrics 

of the digital economy are both limited and divergent. The aim of this paper is to review what 

is currently known in order to develop a definition of the digital economy, and an estimate of 

its size and current e-business models. The core of the digital economy is the ‘digital sector’: 

the IT/ICT sector producing foundational digital goods and services. Digital technologies are 

transforming our world and having an important impact on taxation systems. They help to 

improve their management, offering solutions to reduce administrative burdens, facilitate 

collaboration between tax authorities, and address tax evasion. There is an accelerating trend 

of countries testing or planning to implement alternative approaches to ensure effective 

taxation of the digital economy, so paper presents current research on exampe of Europan 

Union members.  
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1. INTRODUCTION  

The digital economy is a new form of economy based on digital technologies and represents 

one of the most attractive opportunities for business growth and development. Nowadays, 

business is conducted with the application of information and communication technology, 

which is rapidly advancing and becoming part of more and more spheres of business and private 

life. The development of technology has led to the emergence of the idea of digitizing the 

economy, that is, the emergence of the digital economy. The digital economy has been driven 

by globalization that has brought with it networking, mobility, integration, e-business, direct 

business, digital products and services, new organizational forms and many more (Burazer, 

2017). The true ‘digital economy’ – defined as “that part of economic output derived solely or 

primarily from digital technologies with a business model based on digital goods or services” 

– consists of the digital sector plus emerging digital and platform services (Carlsson, 2004). 

Digital technologies are transforming our world and having an important impact on taxation 

systems. They help to improve their management, offering solutions to reduce administrative 

burdens, facilitate collaboration between tax authorities, and address tax evasion. However, 

they also transform business models, putting pressure on taxation systems of EU Member 

States. The digitalisation of the global economy is happening fast and corporate taxation rules 

are outdated. Todays rules have been built on the principle that profits should be taxed where 

the value is created, so it is needed to create new techniques of taxation of digital economy.  

 

2. DIGITAL ECONOMY AND E-BUSINESS MODELS 

The growth, integration, and sophistication of information technology and communications is 

changing our society and economy. Consumers now routinely use computer networks to 
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identify sellers, evaluate products and services, compare prices, and exert market leverage. 

Businesses use networks even more extensively to conduct and re-engineer production 

processes, streamline procurement processes, reach new customers, and manage internal 

operations. While the burgeoning use of electronic devices in our economy is widely 

acknowledged and discussed, it remained largely undefined and unrecognized in official 

economic statistics. (Mesenbourg, 2001). Digital transformation towards a digital company is 

a transformation, not a one-time act, so one should wisely choose the stages of the path and the 

goals of individual stages. Objectives should be selected to allow the adoption of the necessary 

organizational skills that are incrementally developed and added, in order to reach a fully digital 

enterprise. Business digitalization is one of the modern business topics, especially lately. Most 

companies invest in new technologies and start projects, however, mostly insufficiently, both 

in terms of intensity and speed of investment. For a bolder step forward, it is important to 

recognize your position and the benefits that a company can achieve through digitalization, then 

take a decisive stance and define your own path towards a digital company and boldly invest in 

what the company focuses on. One of the key challenges should be taken into account- how 

fast and comprehensively should we go on the path of digital transformationn. It is especially 

important to harmonize the speed of its own transformation with the digital transformation of 

the industry in which the company operates and in relation to the speed of competitors. The 

rapid transition towards a “digital economy” was enabled by a converging set of innovations. 

Computing saw the development of the semiconductor transistor, integrated circuit, personal 

computers (PCs), operating systems, and graphical interfaces. The physical layer of 

telecommunication was enabled via the emergence of optical fiber and new wireless 

communication technologies, while networking saw the development of the Internet 

(essentially packet switching) and the World Wide Web. These advances combined to realize 

a series of new applications of information and communications technologies (ICTs) such as 

business software, e-mail, and e-commerce. (Ayres,& Williams, 2004). Regarding these 

innovations , it is possible to identify key e-business models which are defined later in chapter. 

 

2.1. E-marketing 

E-promotion is a cross-functional process for planning, executing and analyzing 

communications aimed at attracting, maintaining and multiplying the number of clients on the 

Internet. Using innovative technologies, e-entities in tourism hospitality can improve the 

effectiveness and efficiency of the traditional communication mix. (Ruzic et al., 2009). 

Techniques and media of modern marketing communication have influenced the accelerated 

obsolescence of traditional forms of mass communication. The concept of e-promotion is being 

developed, as integrated marketing communication in which new communication technologies 

enable marketers to avoid the problem of distance from the customer caused by long distribution 

chains, internationalization of the market and concentration on one-way forms of marketing 

communication such as advertising (Figure 1).  
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Figure 1: E-marketing process 

(Source: www.educba.com) 

 

New technologies allow subjects to connect directly with consumers by creating interaction and 

relationships with them. Interactive media allow marketers to establish a dialogue with 

consumers, unlike traditional media that support only one-way and unfocused communication 

from entities to the end consumer. 

 

2.2. E-distribution 

E-distribution is a set of interconnected organizations that participate in the process of making 

goods available to customers (consumers) where this process is supported by information 

technology, especially the Internet. In this case, new technologies transform the existing 

channel structures and relationships between intermediaries in the distribution chain. The e-

distribution system provides a number of benefits to the organization that uses it. First of all, 

more efficient and better business processes should be emphasized, which in turn leads to high 

profitability. Like any technology, it is necessary to plan the cost of implementing such a 

system. The level of benefits and the time of introduction of the mentioned system depends on 

the branch of industry and the level of introduction. With the development of Internet business, 

for example, tourists are provided with a number of booking options, in addition to those 

already mentioned, through specialized sites or booking services. The services integrate all 

participants in the hotel market, and everything is automated and technically simple. In terms 

of content, tourist catering consists of a set of individual services (air transport services, 

accommodation, rent-a-car, etc.), for which specialized reservation services on the Internet have 

been developed. The international tax regime in relation to multinational enterprises is 

ineffective and a rethink is required. (Nellen, 2015). While taxing profits according to value 

creation is detected as the new paradigm in international taxation, this review reveals that the 

understanding of the digital economy and corresponding reform proposals for taxation are 

premature (Olbert & Spengle, 2017), what will be explained in primary research part of paper, 

done by authors.  

 

3. RESEARCH ON THE IMPACT OF PROFIT DIVERSION THROUGH THE 

TRANSFER OF INTANGIBLE ASSETS IN DIGITAL COMPANIES 

Regarding the current problems of taxation in the context of digitalization of business, after the 

initial initiative at the OECD level aimed at solving the problem of digital economy, the EU in 

order to achieve uniform measures at the EU level in March 2018 proposed two legislative 
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proposals: short-term and long-term: 1. Proposal for a Council Directive on a common system 

of taxation on digital services taxing revenue from the provision of certain digital services 

(short-term solution) and 2. Proposal for a Council Directive laying down rules on the taxation 

of companies' profits from significant digital presence (long-term solution). The tax would be 

collected and paid in one Member State, which would pass on the corresponding tax to the other 

Member States. The proposal covers the taxation of only large companies with global revenues 

above € 750 million and revenues in the EU of more than € 50 million. According to a European 

Commission impact study, the digital services tax proposal would cover about 112 companies. 

Even where there is a permanent establishment, tax can be avoided by shifting mobile intangible 

assets to low tax jurisdictions. Not only can intangible assets be shifted fairly easily from one 

jurisdiction to another, but they also are difficult to value. In the absence of rules that are robust 

against abuse, this opens significant opportunities for aggressive tax planning, which allow 

more digitalised companies to benefit from certain tax regimes and push down their tax burden. 

This is done via intra-group payments (royalties) for which an objective transfer price is 

difficult to determine.  Profits allocation rules follow contractual arrangements of transactions 

between intragroup companies. Indeed, legal ownership of intangibles is a decisive factor for 

determining profits, resulting in entities with little business activity potentially benefitting from 

high profit allocation (Olbert & Spengel, 2017). A detailed examination of tax rules confirms 

the profit shifting opportunities multinational enterprises with sizeable intangible assets have. 

Out of seven important tax planning structures identified by Ramboll Management Consulting 

and Corit Advisory, three involve the use of intellectual property. The same study determines 

the prevalence across Member States of tax rules that are necessary or conducive for the set-up 

of aggressive tax planning schemes. It identifies 15 Member States whose tax frameworks have 

elements that directly promote or prompt an aggressive tax planning structure. All but two 

Member States show a lack of anti-abuse rules. ZEW (2016) estimates the impact of aggressive 

cross-border tax planning schemes on the effective average tax rates. It shows without 

ambiguity that placing intellectual property in a country with a generous intellectual property 

box allows lowering the effective average tax rate significantly - and more than any other tax 

planning structure. Econometric studies evidence the importance of the location of intangibles, 

and notably intellectual property, in profit shifting strategies. Authors find that for European 

multinational enterprises a one percentage point increase in corporate income tax rate reduces 

intangible assets in the balance sheet by about 1.7%.  (Dischinger & Riedel, 2011). Several 

contributions evidence more generally the significant effect of corporate taxation on the number 

of patent applications and relocations (Karkinsky & Riedel, 2012) (Böhm et al., 2012). More 

evidence on this is summarised in further explanation.  The views of stakeholders have been 

tested on this topic as well: 73% of respondents to the open public consultation as well as 14 

out of 21 national tax authorities agree with the statement that "the current international taxation 

rules allow digital companies to benefit from certain tax regimes and push down their tax 

contributions.    

 

4. CONSEQUENCES OF INTANGIBLE ASSETS TRANSFER IN DIGITAL 

ENTERPRISES 

Econometric evidence shows the importance of the location of intangible assets, and notably 

intellectual property, in profit shifting strategies. First, intellectual property is difficult to value, 

with often no unrelated third-party transaction to determine an arm's length price. This makes 

it easier to shift profits through transfer-price manipulation. Second, corporate taxation, notably 

the preferential tax treatment of intellectual property, influences the location of research 

activities, of legal patent ownership and of the number of patent applications. A detailed 

examination of tax rules confirms the profit shifting opportunities multinational enterprises with 

sizeable intangible assets have.  
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Out of seven important tax planning structures identified by Ramboll Management Consulting 

and Corit Advisory, three involve the use of intellectual property. The same study determines 

the prevalence across Member States of tax rules that are necessary or conducive for the set-up 

of aggressive tax planning schemes. It identifies 15 Member States whose tax frameworks have 

elements that directly promote or prompt an aggressive tax planning structure. All but two 

Member States show a lack of anti-abuse rules. ZEW (2016) estimates the impact of aggressive 

cross-border tax planning schemes on the effective average tax rates. It shows without 

ambiguity that placing intellectual property in a country with a generous intellectual property 

box allows lowering the effective average tax rate significantly - and more than any other tax 

planning structure. The Anti-Tax Avoidance Directive, which will enter into force in 2019 (with 

some exceptions), should however strengthen the anti-abuse framework in all Member States 

through the introduction of a number of legally binding anti-abuse measures.  

 

Table 1: Overview of studies evidencing the link between aggressive  tax planning and 

intangible assets 
Dischinger and 

Riedel (2011)  

Europe (1995-

2005)  

Intangible assets 

in the balance 

sheets  

- 1 p.p. increase in the average tax 

difference to all other group affiliates 

increases the subsidiary's intangible 

assets in the balance sheet by about 

1.7%  

Karkinsky and 

Riedel (2012)  

Europe (1978-

2007)  

Patent holdings  +1 p.p. of CIT rate decreases patent 

applications by about 3.5%-3.8% 

(depending on the empirical model)  

Griffith et al. 

(2014)  

Europe (1985-

2005)  

Patent holdings  +1 p.p. of CIT rate decreases patent 

applications by about 0.5%-3.9% 

(depending on the location)  

Beer and Loeprick 

(2015)  

World (ORBIS) 

(2003-2011)  

Tax sensitivity of 

reported profits 

and endowment 

of intangible 

assets  

Tax sensitivity of reported profits to 1 

p.p. increase of the CIT rate increases 

from 0.76% to 1.2% for subsidiaries 

with an above median intangible assets 

endowment.  

Böhm et al. (2012)  Europe (1978-

2007)  

Probability of 

patent relocation 

to tax haven and 

effectiveness of 

CFC legislation  

An increase of 1 standard deviation of 

patent value increases the probability of 

patent relocation in a tax haven by about 

16%. This probability of patent 

relocation in a tax haven is reduced by 

about 1/3 by CFC legislation.  

Alstadtsaeter, 

Barrios, Nicodeme, 

Skonieczna and 

Vezzani (2018) 

World (2000-2011) 

top 2,000 corporate 

R&D investors  

Patent holdings  + 1 p.p. of CIT rate decreases patent 

applications by about 13.1% 

(pharmaceutical), 1.5% (ICT sector) and 

5.4% (car sector). The presence of 

patent boxes has a strong and significant 

effect on patent applications.  

Skeie et al. (2016)   World (ORBIS and 

OECD-PATSTAT) 

(2004-2010) 

 

Tax sensitivity in 

patent location 

5p.p. of preferential tax rate on patent 

income is associated with 6% increase 

in patent applications. 

Sorbe and 

Johansson (2016) 

World industry 

level (world Input-

output Database) 

(1995-2011) and 

firm level (ORBIS) 

(2009) 

Impact of strong 

anti-avoidance 

rules on tax 

sensitivity of 

investment 

At the 75th percentile of the distribution 

of industries on profit-shifting 

incentives, moving from a moderate 

anti-avoidance strength to a strong 

stance is associated to about tripling the 

tax sensitivity of investment. 

 

In Tab. 1. the authors summarizes the findings of recent studies on the use of intangibles for 

profits shifting purposes (Based on data from the Buerau van Dijk Orbis database). 
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Aggressive tax planning opportunities using Intellectual Property are not unique to the digital 

economy, but they are bigger. Given the larger emphasis on intangible assets in the digital 

economy and the role of intellectual property for the sector, as discussed above, the 

opportunities are likely more significant than for traditional businesses.  

 

5. CONCLUSION   

It is expected that the development of the digital economy will follow a strong growth pattern 

over the next decade. The digital transformation brings significant benefits to society. It enables 

higher productivity across the economy, which leads to lower prices, higher real incomes and 

to higher standards of living. It also facilitates the emergence of new and better products and 

services with fewer resources, reduces physically demanding efforts and, for example, exposure 

to dangerous activities in the workplace. Intangible assets can fairly easily be shifted from one 

jurisdiction to another, which in the absence of abuse-proof rules opens significant 

opportunities for aggressive tax planning. The high mobility of intangible assets allows more 

digitalised companies to benefit from certain tax regimes and push down their tax burden. To 

sum up, no significant progress has been made, or is expected within the next couple of years, 

in finding structural and comprehensive solutions to addressing the challenges of taxation 

brought about by the digitalisation of the economy. Some progress has been made in addressing 

specific abuse channels, notably in relation to beneficial regimes targeting intellectual property. 

Proposed revisions to permanent establishment rules target primarily avoidance structures 

employed by online retailers of physical goods and fail to establish a nexus based on digital 

presence instead of physical presence.  
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