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Policy rationales for the digital services tax (DST)

• The DST, as enacted in Canada, France, the UK, Spain, Italy and other 
countries, is a product-specific, self-assessed, excise tax on certain 
business revenues of certain companies. 
• Product-specific: online advertising, social media platforms, and online 

marketplaces 

• Self-assessed: DST liability in a country does not depend on the receipt of payment 
from that country or the feasibility of withholding

• Excise tax: self-standing, separate from the VAT (GST), income tax, and other taxes. 

https://www.canada.ca/en/department-finance/news/2021/12/digital-services-tax-act.html


Compare with UN Model Article 12B:

• “Automated digital services” significantly wider in scope (though still 
arguably product-specific) 

• Withholding presupposes payment from DST-imposing country

• Option for taxing profit apportionment (par. 3), and place in an income tax 
convention in the first instance, indicate a rule within an income tax 
regime.



• There is clearly a variety of taxes that have all come to be called DSTs. 
Which designs are better? The answer critically depends on the DST’s 
policy objective.

• One formulation of the DST’s policy objective: it is to effectively tax 
economic rent 

i. earned by digital platforms operating two-sided business models that use non-
rival technology to provide low- or zero-marginal-cost service, and 

ii. generated by participation of users from clearly identifiable locations.

• This formulation best rationalizes the type of DST introduced by Canada, 
France, UK, etc. but perhaps not all DSTs. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3273641
https://www.youtube.com/watch?v=RGCcGZE3FB0&t=777s


• Immediate analogies to other sector-specific taxes on location-specific 
rent:
• Resource royalties (low-rate charges on gross revenue) on natural resource 

extraction imposed by many (national and sub-national) governments 

• Resource profit taxes (distinct from income taxes) imposed by many governments.

• Resource royalties are:
• Typically not covered by income tax treaties;

• Typically not creditable against income tax liabilities (in host or home countries); 

• Co-exist with income taxes and VATs, and are not perceived to be challenges to the 
international legal order.

• The DST is simply a tax on the extraction of a new type of resource: user 
participation on digital platforms. Why is the world so upset by DSTs?



Four myths about the DST

• Unfortunately, most discussions of the DST in the last 4 years have not 
shown interest in the DST’s detailed design at all.

• The following claims, often used to repudiate DSTS, are substantially false: 
1. The DST is discriminatory 

2. The DST is responsible for trade wars

3. The DST is a cruder tax instrument than the income tax



Is the DST discriminatory?

• Consider the Canadian DST. It applies to all corporate groups with (i) global 
annual revenue of 750 million Euros, and (ii) Canadian digital service revenue of 
more than CAD 20 million. 
• The same size threshold used for country-by-country reporting under BEPS.
• Will apply to multinationals from Canada, U.S., and other countries. 

• This has not prevented DST opponents from calling the Canadian DST 
discriminatory. Is there an objective basis to this label?

• Multinationals from certain countries may specialize in certain sectors. 
Canadian MNEs, for example, are leaders in oil and gas extraction. 
• Are all taxes on oil and gas extraction discriminatory against Canada? 

• What is the legal standard of impermissible discrimination? Is it enough that it 
feels discriminatory? 



Is the DST responsible for trade wars?

• Many DSTs (those in Europe and Canada) fall outside the scope of income 
tax treaties. 

• The same DSTs are also compatible with countries’ WTO obligations (e.g. 
under the General Agreement on Trade in Services)
• This should not be surprising: DSTs are new policy instruments, and GATS is limited 

in its success in removing barriers to the services trade. 

• The Office of the United States Trade Representative, in conducting and 
completing its “Section 301” investigations against DSTs, did not allege 
that DSTs violate the above and other existing international agreements. 
It simply made a determination (based on no rule of law) that DSTs are 
discriminatory. 

https://kluwerlawonline.com/journalarticle/Intertax/47.2/TAXI2019013
https://academic.oup.com/jiel/article-abstract/23/4/1015/6017350?redirectedFrom=fulltext&login=false


• The Section 301 tariffs against DSTs likely violate US WTO obligations.   

• Countries targeted by such tariffs are entitled to adopt counter-tariffs 
under the WTO against the U.S., to enforce its WTO obligations. 

• The OECD’s Economic Impact Assessment of the Two Pillar Blueprint in 
2020 assumes that 
• All countries except for the U.S., China, and Hong Kong enact DSTs;

• Only the U.S. retaliates against DSTs;

• All countries targeted by U.S. tariffs enact counter-tariffs sanctioned by the WTO.

• Which is the country acting “unilaterally” here? Which country provokes 
trade war? 

https://www.oecd.org/tax/beps/tax-challenges-arising-from-digitalisation-economic-impact-assessment-0e3cc2d4-en.htm


Is the DST a crude tax policy instrument? 

• The European and Canadian DSTs are targeted at products with low or 
zero marginal cost ➔ tax on revenue approximates marginal profit. 

• It is efficient to tax economic rent. 

• Economic rent is easier to identify in specific sectors, markets, or 
products. It is much less likely for a uniform corporate income tax (CIT) to 
capture economic rent. 

• In advanced economies with high levels of investment in intangibles, the 
traditional CIT has struggled to correctly measure income—so much so 
that the U.S. has enacted a book minimum tax in August 2022!



Should countries use income taxes where possible?

• Income taxes are important revenue sources that, in the 20th century, facilitated 
the reduction of tariffs around the world. 

• This does not mean that countries should rely only on (corporate) income taxes, 
any more than they should rely only on tariffs.

• Developed countries, especially, use multiple tax instruments with overlapping 
tax bases; “double taxation” under different taxes is generally tolerated.

• International cooperation is possible for all taxes, not just the income tax. The 
choice of the best policy instrument should determine what countries cooperate 
on; how they’ve cooperated on taxes of the past should not be an obstacle to 
the adoption of better tax instruments. 



Conclusion

• Much discussion of the DST has made unjustified assumptions about:
• The primacy of one country’s preferences;

• The primacy of a traditional mode of international tax cooperation, often in 
ignorance of other existing and successful institutions of international cooperation 
(e.g. WTO);

• The primacy of the income tax.  

• Discussions based on such assumptions contribute little to our 
understanding of optimal DST design. 



Thank you, and comments are welcome!
cui@allard.ubc.ca
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