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We live in a world where change is the only constant. There 

are two developments in international trade area which 

have revolutionized the way business is carried out and 

have made tax policymakers, tax managers and tax advi-

sors keep on going back to drawing board to update their 

understanding and take course corrections measure. These 

developments are – emergence of multinational enterprise 

(MNE) as prime movers of international trade and digital-

isation of economy. Both are driven by revolutionary de-

velopments in technology making movement of all factors 

of production and the products easier and faster. There is 

global convergence on the view that MNEs can erode tax 
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International organisations like the Organisation for Eco-

nomic Cooperation and Development (OECD), the United 

Nations (UN) and G-20 are coming together to plug loop-

holes in tax laws and tax treaties to avoid Base Erosion and 
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provide certainty to taxpayers as well as protect revenues of  

countries. In this article we have discussed growing digita-

��#����������	������������	�������������$�������������-

tional communities to face the challenges posed by digital 

economies. 
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Various factors which have contributed to the growth of 

MNEs include availability of vast global market, wider 

availability and capability to use funds and trained man-

power, arbitrage on labour costs, greater access to various 
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ciency in production, etc. It is interesting to mention that 

from a few hundreds in 1945 the number of MNEs grew to 
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period of growth of MNEs was 1990 - 2016. During this 

��������������������"�6:����������;�<�++6��������'�"�����

����������=����������;�<�>=�:����������?
���'��������
�����

������������������*����������%&���@
��
��������;�<�

A�F������������������������
�����������������@
��
�����

to 82 million. It is estimated that 50% of international trade 

takes place among the companies in MNE groups. 1 

Growth of Digital Economy 
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icant change. The brick-and-mortar companies have now 

come to be replaced by digital companies.. The graph be-

low tells the story of emergence of digital companies in the 

last 20 years as dominant companies on the basis of market 

capitalisation:

The story of emergence of technology companies to the top 

is a story of growth of digital economy. There are many 
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is understood as an economy where business is conducted 

through the Internet and World Wide Web. The Internet has 
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network of economic activities, processes, transactions and 

interactions among people, businesses, devices, etc. which 

is supported by Information and Communication Technol-

�����KS7!�Q2 

With increasing interconnectedness, a dynamic and inno-

vative e-commerce marketplace has developed, consumers 

have been playing a more active role and an economy of 
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sharing has emerged. The sharing economy can bring im-
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sources and developing new economic opportunities both 

to those doing the sharing and the platforms that connect 

them.

The digital economy touches all aspects of lives, including 

the way people interact, the economic landscape, the skills 
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digital economy from the rest of the economy for tax pur-
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in traditional sectors as well. Therefore, the OECD has ad-
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omy consisting of a range of digital and tangible goods and 

services, including inter alia smartphones, tablets, comput-

ers, telecommunication digital content, availability of user 

data, cloud-based services, the Internet of Things, virtual 
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sharing of goods and services through the internet.

The COVID-19 pandemic had a dramatic impact on Inter-
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schools and places of recreation and businesses, depen-

dence on online-services increased several folds in the last 

couple of years. Work-from-home has become the new nor-

mal way of working. TeleGeography has found that global 

internet bandwidth increased by 29% in 2021, bringing it 
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abled devices, growing broadband penetration in develop-

ing markets, higher broadband access rates, and even more 
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The evolution of cross-border digital economy calls for un-

conventional economic thinking and policy analysis. The 

Policy responses also need to take into account the blurring 

of the boundaries between sectors, as well as increased dif-
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spect to cross-border trade in digital services and products. 

The tax policymakers have to move away from century old 

concepts of taxation to deal with the new developments in 

business brought in by digitalization.

Countries are rethinking how taxation rights should be al-
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digital transactions in the fast-evolving digital economy. It 

is being appreciated that there may be a mismatch between 
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The primary claim of all countries, particularly developing 

countries is that as they are mainly markets for global digi-
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ferent options are being reviewed with the goal of reaching 
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tax landscape evolves in the coming years, it is essential to 

ensure wide and more inclusive participation of develop-

ing countries in international discussions on taxation of the 

digital economy.

Indian Digital Economy
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in 2020 and is likely to exceed 500 million by 2022.4�PK�����

is one of the largest and fastest-growing markets for digital 

consumers, with 560 million internet subscribers in 2018, 

second only to China. . Indian mobile data users consume 

F�>������������j�!�����������	�����������������'�	��-

pared with 5.5 GB for mobile users in China and somewhere 
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���������	�����Q5. Various estimates indicate that by 2025, 
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over 560 million internet users, India is the second largest 

online market in the world, ranked only behind China. 
It was estimated that by 2023, there would be over 650 
million internet users the country. Despite the large 
base of internet users, the internet penetration rate in 
the country stood at around 50 percent in 2020. This 
meant that around half of the 1.37 billion Indians had 
access to internet that year. There has been a consistent 
��������	 ��	 ��
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	�����������
	��������	
�	 ���
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years ago, when the internet penetration rate was 
around 27 percent.Q6

Challenges in taxing digital economy

In digital economy business may be conducted without re-

gard to national boundaries and may dissolve the link be-
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It may not be incorrect to say that in many cases business 

in digital domain does not seem to occur in any physical 
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could be located anywhere in the world. The entrepreneurs 
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to take advantage of the changes. They are adopting new 

models that rely more on digital and telecommunication 
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stantial value from data collected and transmitted. These 

new business models have created new challenges for pol-

icy makers, particularly tax policy makers. The OECD in 

their report issued in July 20217� ���������� �"�� ��������

in the existing international tax system which are based 

on agreements made in the 1920s and are enshrined in 
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company can only be taxed in another country where the 
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income of their MNEs, but not foreign income, on the as-
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There is unanimity on the view that a global solution must 

be found at the earliest to avoid trade war and prevent 

uncertainty that could impact trade and investment. The 

OECD estimates that such a situation may cost the global 

economy up to 1% of global GDP and hamper from the 

Covid-19 crisis. The OECD estimates corporate tax avoid-
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or from 4 – 10% of global corporate income tax revenue.8 
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to advanced economies as they tend to rely more heavily on 
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my many countries are taking unilateral actions. 
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tax Cross-border Digital Transactions

In general, countries that have adopted new measures to 

tax the digital economy seek a larger allocation of taxing 
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located, arguing that MNEs conduct their business without 
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suggested three possible actions, without recommending 

either:

(i) �� ��"� &��
�� ��� ���� ���� ��� �� ������	����

economic presence,

(ii) a withholding tax on certain types of digital 

transactions, and

(iii) ����@
���������������
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acceptable solution for taxing digital economy. In the be-
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on digital taxation, though  it has been taking several steps 
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the fact that the MNEs in digital economy were not paying 

appropriate tax even in their home country,  the President 
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15% to be paid by MNEs. 
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consisting of a new two-pillar plan. The core purpose of 

this plan is to ensure that large MNEs pay tax where they 
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discussion on giving the shape to the two pillar approach 

which would have maximum acceptance. 

On 8 October 2021 a statement was released that the 
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address the tax challenges arising from the digitalisation of 

the economy. 

The salient features of this statement are given below:

Pillar One��R����������
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and taxing rights among countries with respect to largest 

MNEs. 

The new Pillar One scheme will cover MNEs (called ‘in-
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on successful implementation including tax certainty. The 

approach is to be reviewed beginning seven years after the 

agreement comes into force and is to be completed with-
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revenue-based allocation key.  
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ther the exemption or credit method. To reduce tax con-
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will be solved in a mandatory and binding manner, without 

delaying the substantive dispute prevention and resolution 

mechanism. 

To avoid any tax competition, it was agreed that the Multi-
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sures with respect to all companies, and to commit not to 

introduce such measures in the future.
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particular focus on the need of low-capacity countries. This 
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Pillar Two: It seeks to protect the tax bases of countries and 
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of minimum taxation to enable countries to protect their 

tax bases. It introduces Global anti-Base Erosion (GloBE) 

Rules which consists of: (i) an Income Inclusion Rule (IIR), 

which imposes top-up tax on a parent entity in respect of 

the low taxed income of a constituent entity; and (ii) an 

Undertaxed Payment Rule (UTPR), which denies deduc-
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under an IIR. The other limb of Part Two is a treaty-based 
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the GloBE rules.

Z��6/�<�	�����6/6+�����Z�S<��
��������PTax Challeng-
es Arising from the Digitalisation of the Economy – Global 
Anti-Base Erosion Model Rules (Pillar Two)Q��7��������

delineates the scope and sets out the operative provisions 
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is scheduled in 2022 . Explaining the goal of the GloBE 
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ordinated system of taxation intended to ensure large MNE 

groups pay a minimum level of tax on the income arising 
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The GloBE rules will apply to MNEs that meet the 750 

���������
�������
������������������������
���������

R	�����+>��	�
�������	�
�����������!��7�������������-

imum tax (GMT) rate used for purposes of the IIR and 
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rules reaches a critical mass the MNEs will pay 

a minimum level of tax on the income they earn 

�����	���
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�� If the country of ultimate parent does not apply 

the Income Inclusion Rule (IIR) then another 

parent down in the chain must apply IIR. If even 

this does not result in the income of the MNE 
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in, which ensures the payment of the minimum 

tax through a denial of deduction or similar 

mechanism in all the countries where the MNE 

has a presence.

�� The GloBE Rules are not mandatory, but those 
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consistent manner.
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GloBE Rules are expected to generate around 
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nue each year. 

�� The Rules provide a transition rule to take into 

account losses that have been incurred prior to 
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�� The GloBE Rules have been designed to keep 

the administrative and compliance costs mini-

mum. 

�� Commentary to the GloBE Rules will be re-

leased in early 2022 which will provide guid-

ance on the interpretation of the global mini-

mum tax rules. 
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will be developed and the model treaty provi-

sion will be supplemented by commentary that 

explains the purpose and the operation of the 
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relevant bilateral treaties.

The above arrangement seeks to achieve the following 

goals12:

�� <��	�
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tax friendly locations.

�� Ensure uniform corporate tax regime throughout 

the world.
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�� Prevent the unilateral imposition of domestic tax
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been entering into agreements with countries which had 

implemented unilateral measures to tax digital economy. 
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period will be credited against future income taxes accrued 

under Pillar 1 under the OECD agreement. In return, the 
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goods from the said countries. This agreement is known as 
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EU’s Proposed Directive for Implementation of Model 
GloBE Rules

On 22 December 2021 the EU issued Council Directive 

on ensuring a global minimum level of taxation for mul-

tinational groups in the Union. It highlighted the fact that 
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closely integrated economy, it is important to ensure that 

the two-Pillar agreement is implemented in a coherent and 
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to be addressed in bilateral tax treaties.
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and the GloBE Model Rules have a cross-border dimen-

sion, it is essential that no disparities arise in the operation 

of the rules, for example, in the method for computing the 
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ical to adopt a solution which should work for the internal 

transactions among the EU countries. 

Development in India
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in favour of a consensus solution which is simple to imple-

ment and comply, provided the solution result in allocation 
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tions, particularly for developing and emerging economies. 
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on e-commerce operators. The settlement is, as reported, 

broadly on the lines of the Unilateral Measures Compro-

mise mentioned above.+> India will continue to impose the 
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1 of the OECD agreement on taxing digital transactions. 
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levy imposed by India will have to be withdrawn and will 

have to provide credit to the concerned companies against 

taxes accrued under Pillar 1 of the OECD agreement. 
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whether the New Two Pillar approach will give more rev-
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the total tax revenue, in the interest of harmonious approach 

in taxing Digital Economy, India may accept the new ap-

proach. The actual challenge for India would be in dealing 

with the companies which may not be covered under the 

new approach – should the existing approach be continued, 

or the new approach be applied to those companies, also. 
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have to be explored. 

Challenges

Globally, stakeholders are examining the proposed new 

Two-Pillar approach not only from technical perspective, 
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but also from administrative perspectives. In their letter of 
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two technical issues and mentioned that the Model Rules 

may prove an administrative and compliance struggle for 

many tax administrations and taxpayers, particularly given 

that the timeframe is very short.14 
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challenges, such as: 

�� Countries will have to give up their sovereign 
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�� The 15% rate may be more for some countries 

and less for others. 

�� Most important, it may be a challenge to have 
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economies on board will turn the whole apple-

cart.

Conclusion

While growth of MNEs and digital economy has made 

paradigm changes to the way business are conducted, tax 

policy makers across the globe are facing challenges in 

protecting their tax bases. Revolutionary changes in tech-

nology are becoming part of life in matters of months if not 

weeks. These are forcing our ways of living, behaving, and 

earning income. Geographical boundaries are vanishing for 

conducting cross-border transactions in digital economy. 
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lateral measures leading to multiple taxation and connect-

ed uncertainty for MNEs. International organisations like 

OECD and G-20 have been concerned about the impact and 
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Pillar approach. 

Implementing the new two-Pillar approach is likely to face 

serious challenges. Global acceptability will be the most 
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suggested computation methodology. The guideline for im-
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not be easy to be implemented by many developing econo-

mies. This may force them to look for easily implementable 

solution to tax digital economy. This must be avoided to 
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al measures will compare the collection under both sys-
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scheme will discourage them to move to the new Two Pillar 

approach. 
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