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Upon the request by delegations and as part of the Committee on Trade and Development's Work Programme on Electronic Commerce, a seminar on the topic of "Revenue Implications of E-commerce" was held under the auspices of the Committee on Trade and Development on Monday, 22 April.  In the absence of the Chairman of the Committee on Trade and Development, I had the pleasure to chair the seminar.  A more extensive written report will be attached to the minutes of this meeting.

A general introduction to the topic with some recent trends in e-commerce, a description of the taxation-related issues at stake, the situation for developing countries and the WTO perspective were given during the morning session of the seminar.  In the afternoon, the speakers provided different country and private sector perspectives.

Delegations heard that there was a dramatic drop in spending on information technologies in late 2001 due to the general economic situation, but that the private sector expects to increase technology spending in the near future.  E-commerce's next wave is productivity increases via the use of technologies.  Delegations were told that firms must thus harness technology to drive productivity.

An  overview of the problems raised by taxation of e-commerce and of the initiatives that are currently being undertaken to resolve them was presented.  Three technical features of the Internet and Intranet systems likely to have significant impact on the operations of tax systems, were identified as the lack of central control, the lack of central registration and the difficulty of tracing transactions.

Sales of digital products rather than sales of tangible products carried out through electronic networks were identified as raising novel and difficult questions for the collection of consumption taxes.  The implications of the technology changes for territorially based taxed systems are significant.  First, there is the increase in cross-boarder transactions of a significant scale.   Second, the digitization of information creates difficulties in defining the source, origin and destination of both consumption and production.  The most significant issues raised by the advent for income tax regimes are those relating to jurisdiction to tax and the characterization of income. The problems concerning the application of consumption taxes are generally recognized as having more immediacy than the issues concerning direct taxation.
The seminar was told that on the basis of 1999 figures, the share of digitized products in world trade remains extremely small.  It constitutes about one percent of world exports and imports and about 0.4 percent of developing country exports and imports respectively.  The shares of digitized product import revenue of total government revenue is only about 0.4 percent in developed countries and 0.6 percent in developing countries.

Electronic commerce poses both challenges and opportunities for developing countries.  The challenges includes the potential tariff revenue losses which are higher in developing countries than in developed countries, although they are still very small in terms of overall government revenue.  However, the potential tax revenue losses from value added taxes are significant in developed countries.  Developing countries will remain net e-commerce importers in the short to medium term.

There was also a presentation of issues related to the classification issue of whether digital deliveries fall under the GATT or the GATS framework.  The classification issue is important because of the structural differences between GATT and GATS.  The levels of benefits under GATT can differ significantly from those available under GATS in the short term.  Questions that need to be considered in this context include:

1.  What are the implications of e-commerce for the promotion of economic development and what are the implications for development of erecting barriers to e-commerce?

2.  What are the implications of legal uncertainty about how WTO agreements apply to e-business and e-trade for expanding trade and economic growth?

3.  Does WTO risk falling behind as commercial players continue apace to adopt and employ the new advances in technology in commercial trade?

The afternoon session of the seminar provided country and private sector experiences.  There was agreement that e-commerce is business as usual.  However, poorer developing countries need to concentrate on the build up of human and physical infrastructure.  Electronic commerce can provide additional opportunities for development, especially for developing countries losing their comparative advantage in traditional economic sectors.  Speakers said that many developing countries stand to gain much more by maintaining an environment in which electronic commerce can flourish, rather than introducing new, cumbersome and restrictive measures to tax digital products and services and that they should not stand in the way for the development of e-commerce.

Estimates suggest that up to 90 percent of e-commerce is business to business.  E-commerce helps reduce the cost of information flows which some companies estimate to 40 percent of investment costs, and it can facilitate the harvesting of further benefits from existing systems.  Companies will continue to optimize according to their needs, but will not necessarily exploit the Internet to avoid taxes.

In conclusion it seems that e-commerce poses both challenges and opportunities to developed and developing country governments and companies alike.  The direct effects on government revenue through tariff losses seem to be very small whereas the effects on the efficiency of an economy can be large. 
