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Dear Chair Tridico and Distinguished Members of the FISC Subcommittee and National Parliaments,

Thank you for the opportunity to discuss the taxation of digital activities in the EU. | am Cristina
Enache, Economist at Tax Foundation Europe.

Today, | will cover three aspects of digital services taxes (DSTs). | will begin by analyzing the design

of DSTs and their economic incidence—who ultimately bears the cost rather than who remits the tax.
Next, | will examine the international responses and trade-related consequences that countries may
face when enforcing a DST. Finally, | will assess the revenue generated by DSTs and explore alternative
tax instruments, such as value-added taxes (VATSs), that offer more effective and pro-growth tax solu-
tions.

The Problem with Digital Services Taxes

Unlike corporate income taxes, DSTs are levied on revenues rather than profits. This ignores profit-
ability. Historically, Europe has turned away from turnover taxes because seemingly low tax rates can
translate into high effective tax burdens. For example, if a company has €100 in revenue and €85 in
costs, it will earn €15 in profit. If a 3 percent DST is applied to that revenue, the company would owe €3
in tax (3 percent of €100 in revenue). For this company, a 3 percent tax on revenue equals a 20 percent
tax on profits (3 percent of €15).

The nearby figure shows how different profit margins for that same company earning €100 in revenue
relate to different effective tax rates. If that company only earned a 5 percent profit margin, the effec-
tive tax rate with a 3 percent DST would be 60 percent. With a 25 percent profit margin, the effective
tax rate falls to 12 percent.
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DSTs Result in Higher Effective Tax Rates for Firms
with Lower Profit Margins
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As you can see, this leads to a disproportionate tax burden being placed on companies with lower prof-
it margins—the less profitable a company is, the higher its effective tax rate becomes. This is regres-
sive.

In addition, DSTs are discriminatory in terms of company size. The revenue thresholds result in the tax
only being applied to large multinationals. While this can ease the overall administrative burden, it also
provides a relative advantage for businesses below the threshold and creates an incentive for busi-
nesses operating near the threshold to alter their behavior. Because these thresholds aren’t adjusted
for inflation, more firms will likely fall within their scope over time. Likewise, digital businesses are at a
relative disadvantage to non-digital businesses operating in a similar field.

Additionally, a recent research paper by economists Dominika Langenmayr and Rohit Reddy
Muddasani shows that the attempt to target big digital platforms misses the mark as the cost mostly
falls on European consumers.

Retaliatory Measures

DSTs, which function like tariffs on certain services, are designed to be discriminatory; they target
specific industries dominated by US companies. The US government has voiced opposition to DSTs
over the last decade, with President Trump using Section 301 investigations in his first term, and, more
recently, the US Congress threatening the Section 899 retaliatory tax. While section 899 was removed
from the One Big Beautiful Bill Act, the issue of DSTs remains contentious. Until a true consensus is
found on how to handle the taxation of the digital economy, escalating retaliatory measures will harm
all parties involved.



https://storage.e.jimdo.com/file/b2f10b20-f37c-4d9b-8d16-d86f91b1b04f/2025_05%20DST.pdf
https://taxfoundation.org/blog/us-trade-representative-ustr-digital-services-tax-investigations/
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Revenue Impact and Policy Alternatives

Regardless, many European governments are seeking to increase revenue. DST revenue in Austria,
France, Italy, Spain, Turkey, and the UK ranged from €103 million (Austria) to €1.03 billion (the UK)

in the most recent year revenue was reported. Austria’s DST is much narrower than the others in the
sample because it applies only to digital advertising. In all cases, the amounts raised are less than
one percent of the country’s general revenue. Turkey’s DST brings in the most at 0.14 percent of total
revenues.

Recent Revenue Raised from Selected Digital Services Taxes

Most Recent Year for

OffalDST Reverue  DoTNeIIE(ecs, Q3T
Austria 2023 €103
France 2024 €756
Italy 2024 €455
Spain 2024 €375
Turkey 2024 $15, 561 €322
United Kingdom 2025 £900 €1,032

Note: These countries have been selected because they report digital services tax revenue separately as a
line item.

Source: Tax Foundation Europe analysis of national budget documents and announcements.

If European policymakers are worried about raising more money from digital services, then they should
continue reforming their VATs to effectively tax these services at the point of consumption. Addition-
ally, broadening the VAT tax base by eliminating reduced rates and exemptions would substantially
increase the VAT revenue while causing fewer distortions in the economy. Finally, the VAT is trade-neu-
tral and does not discriminate between firms.

Since DSTs deliver limited revenue, shift the burden to European consumers, and risk provoking trade
disputes, it's time for policymakers to rethink their approach. Policymakers should be honest about
what tax policy can and cannot do. The primary goal of tax policy is to raise revenue, and there are
certainly more efficient ways to do so than DSTs.
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