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Taxation in the digital economy: global minimum rate

On 5 June 2021, the G7 member nations issued
a statement proposing the imposition of a global
minimum tax to permit oversight of the digital
economy.

Background

The emergence of information technologies and
their growing adoption by different economic
sectors have increased the demand for products
and services offered via digital platforms.
Accordingly, the oversight of the digital economy
has posed a challenge for tax systems worldwide
as they seek solutions and alternatives to resolve
the difficulties posed by this new paradigm.

As part of the efforts implemented by the
Organization for Economic Cooperation and

Development (OECD) in response to the
challenges derived from the digital economy,

in 2015 it published the Action 1 Final Report
entitled "Addressing the Tax Challenges of the Digital
Economy”. This Action was primarily intended

to identify the main difficulties arising from

the digital economy for current tax laws, while
proposing alternatives to resolve these problems.

The most salient points discussed in the Action
1 Final Report include the ability of digital era
companies to have a significant economic
presence in other jurisdictions without being
subject to taxation due to the absence of an
adequate definition of the concept of 'nexus’in
current tax standards.

On 31 May 2019, the OECD published the
document entitled ‘Programme of Work to Develop
a Consensus Solution to the Tax Challenges Arising
from the Digitalisation of the Economy', through
which it issued a Program of Work to respond to
the challenges derived from the Digitalization of
the Economy based on two fundamental Pillars:
1) the right of jurisdictions to tax profits (taxing
right) and 2) the definition of actions still pending
from the Base Erosion and Profit Shifting (BEPS)
report according to a global blueprint to avoid
base erosion.

The Pillars of the Program of Work were
complemented by the reports entitled Tax
Challenges Arising from Digitalisation — Report on
Pillar One Blueprint and Tax Challenges Arising from
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Digitalisation - Report on Pillar Two Blueprint, which
were issued on 14 October 2020 by the OECD.

On 5June 2021, the G7 member countries
published a statement containing a high-level
agreement related to global tax reform, which
addresses the solutions proposed by the two
fundamental Pillars of the 2019 Program of Work.

Essential aspects of the agreement

Pillar one: Revised nexus and the allocation
of taxing rights

The first Pillar seeks to respond to two basic
questions: where must taxes be paid? and on
what basis? It therefore focuses on fundamental
concepts such as the ‘nexus’ and allocation of
taxing rights).

Accordingly, the main activities of the 2019
Program of Work included the development of
the concept of remote economic presence
SO as to recognize a taxable presence (nexus),
together with the allocation of a new taxing

right to each of the countries involved in the
production chain of multinational companies
(taxing right).

In response to the concept of remote economic
presence, the Pillar One blueprint specifies that
a physical presence is not required in a country
for the creation of a new nexus. However, with
regard to the taxing right, it proposes that

a portion of a group’s global residual profits

be reallocated to the countries involved in the
generation of these earnings.

The G7 countries reached an agreement to
ensure that the required measures are applied to
the “largest and most profitable” multinationals.
This replaces the scope of the OECD Pillar One
blueprint, which only included “automated digital
services” and “consumer-oriented companies”.
However, further clarity is still required as
regards the thresholds used to determine which
companies lie within the range of the largest and
most profitable entities.

Pillar Two: Global minimum tax

The second Pillar analyzes the possibility of
designing a system to guarantee that, in the era
of the digital economy, multinational companies
pay a ‘minimum’ level of tax based on the
enactment of regulations to counteract profit
shifting to countries with low or zero taxation, as
proposed by the BEPS initiative.

Accordingly, the Pillar Two blueprint encompasses
a series of international tax rules designed to
ensure that large multinational companies pay

a minimum level of tax on the profits generated
in all the countries where they operate. The

plan contained in the second Pillar of the

OECD proposed that multinational groups with
consolidated income in excess of 750 million
euros fall within the scope of this blueprint.

The G7 nations agreed that the minimum
effective tax rate in each country where a
company operates must be at least 15%.
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Any profits subject to an effective rate lower than
the agreed rate would be subject to “income
inclusion rules” to ensure that the parent entity
makes an additional tax payment on these
earnings to its tax authority.

Pillar Two recommends a consensual

approach leading to the inclusion of these
regulations in domestic laws and tax treaties to
enhance simplification and avoid global-level

distortions derived from the implementation of
uncoordinated, unilateral actions that generate
negative consequences for governments and
their taxpayers.

Agreement adoption

The G7 statement added that, within an inclusive
framework, G20 / OECD will meet and discuss
the revised Pillar One and Pillar Two blueprints
from 30 June through 1 July 2021. Accordingly, an
agreement is expected to be reached when the

G20 finance ministers meet from 10 through 11
July 2021.

Significant additional technical work is also
needed for implementation purposes, albeit
based on a multilateral instrument that facilitates
amendments to tax treaties and other required
measures. This work will take a fair amount of
time and is not expected to become a reality
before 2025.
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