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Introduction 
Tax Justice Aotearoa New Zealand welcomes the opportunity of responding to 
the issue of taxation for the digital economy. We found the discussion 
document well-written, clear, and helpful.  

Tax Justice Aotearoa New Zealand: who we are  
 
Tax Justice Aotearoa New Zealand (TJA) is an independent non-governmental 
organisation was formed in August 2018 to provide information, analysis and 
advocacy on national and international tax policy and law. TJA is a partner of 
the international Tax Justice Network. We seek to create understanding on tax 
issues and promote reform for a fairer society. We represent a growing 
movement of people, groups, unions and activists, who want to see greater 
transparency, democratic oversight and redistribution of wealth in national 
and global tax systems. 

Contact person for this submission: Louise Delany Louise.delany@otago.ac.nz 

We endorse the need to consider ideas for taxing the digital 
economy 
The many flaws in the current international tax system, which include but are 
not limited to those relation to the digital economy, are well-known. The 
outcome is simple:  countries cannot gain enough tax. Multinationals (along 
with rich individuals) avoid and/or evade tax liabilities.  This means that 

• governments do not have the revenue they need to run their countries;  
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• inequalities are exacerbated within countries (because poorer people 
cannot avoid tax requirements in the same way as richer people and 
companies do through cross-border flows and other mechanisms);  

•  inequalities are created between multinationals and domestic 
businesses (as domestic businesses have much less ability to evade tax); 
and  

• inequalities are caused between countries (because the tendency of tax 
law and policy to favour richer countries has been intensified by 
digitalisation).  

Quite apart from issues of fairness and social justice, this situation makes for 
an increasingly fragile global economy.  

The issues relating to taxation of the digital economy are extremely complex 
and challenging. These issues both highlight, and make more difficult, the 
complexities and inequity in the international tax system as a whole. Ideally, as 
is well recognised, a coherent, global, and transparent approach to 
international taxation as a whole is required.  

General comments 
As an interim approach, and for several reasons, we support in broad terms 
the concept of a digital tax in Aotearoa New Zealand. Long-term, we endorse 
the work of the OECD, but consider that: 

1. Given that an international approach is needed (as recognised by the 
OECD) – work on such an approach should be undertaken by a truly 
international body. At present many of the harms in the present system 
fall most heavily on low/middle income countries. This is not surprising 
as rules relevant to taxation were devised for and by western nations. 
Although we acknowledge that the OECD has in recent years made 
significant endeavours to be more inclusive, a real shift in focus is 
required. This would reinforce the mandate of reform efforts and ensure 
a fair and efficient global taxation system. This would mean ensuring 
that work to carry on a group within the United Nations system, with 
resources equivalent to those available to the OECD. 
 

2. Work on a new international tax framework, including but not limited to 
issues relating to the global digital economy, should also become the 
responsibility of a global taxation body with responsibilities that would 
go beyond developing new frameworks. A new body should implement 
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global taxation law, monitor their effects, and ensure appropriate 
dispute resolution.  

In response to your specific questions: 
Taxation of digital economy (p 9): We agree that there are problems with 
taxing the digital economy, the current international income tax framework, 
and the international taxation framework as a whole. Yes, New Zealand should 
use its best efforts to influence progress on reforming the international tax 
approach (through for example advocating a truly international approach and 
an international body). But New Zealand can also do more within our own 
borders: in particular by ensuring greater transparency and full disclosure with 
public access, on beneficial ownership of company directors and particularly 
beneficial ownership of trusts.  

The DST (p 27): we support a version of the proposed DST, on the basis that it 
is hopefully an interim and in a sense ‘second-best’ option. In principle we do 
not favour unilateral solutions to issues which are already incredibly complex, 
but we agree that the DST could provide a step forward to a more 
multinational approach, recognising that this may take several years to be 
agreed and implemented.  In our view one of the main advantages of the DST 
is that it could work to provide an incentive for the international community to 
work quickly on developing an international approach. It might also (perhaps 
this is being optimistic) be an incentive for multinational businesses to accept 
an international approach. 

We agree in general terms with New Zealand policies following what is being 
done in other countries, but note that, in particular, there is a significant lack 
of uniformity on rate of digital taxes. These seem to range from 2% to 7%. We 
consider that, if New Zealand is to adopt such a tax, then we should go beyond 
the proposed minimal approach of 3%. As the discussion document makes 
clear such a rate will produce fairly minimal results (around $30m and $80m). 

 Austria has a 5 percent rate while the Czech Republic is favouring a rate of 7 
percent. https://www.bloomberg.com/opinion/articles/2019-05-03/the-czech-
republic-s-new-digital-tax-is-the-right-approach 
 
We consider that New Zealand should use a 5 percent rate as some sort of 
middle ground. We also consider that a new DST should take effect 
retrospectively from early 2019 as has just been enacted in France.  
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The OECD approach (p 33): the first set of questions on the OECD approach 
relate to the ‘user participation’ proposal; and the next set (p 37 is about the 
‘marketing intangibles’ approach.  The third set of questions (p 41) relates to 
the criterion of ‘significant economic presence’. We consider that all these 
issues involve the fundamental question of whether multinational businesses 
should be taxed as a global entity or, as at present, as legally connected by 
separate entities. Issues relating to digital taxation demonstrate that the 
‘separate entity’ approach, and the traditional need for a permanent 
establishment, has become increasingly nonsensical and of course has resulted 
in significant under-taxation. The need for taxation on a group basis is now 
tacitly acknowledged, as a DST is really only feasible on the basis of a 
consolidated group. As the discussion document says on p 13, the DST would 
be: 
 

‘applied by treating a multinational group as a single entity, ignoring the 
legal separation of the various group members. Intra-group transactions 
would be ignored’.  

 
The various options and approaches canvassed by the OECD, and summarised 
in chapter 4, ignore the logic of the ‘single entity’ approach, and required by 
DST proposals. In our view the various concepts of ‘user participation’ and 
‘marketing of intangibles’ etc, while clearly important, should be regarded as 
criteria that would be used for formulae to calculate apportionment of tax 
obligations among relevant countries.  
 
Minimum tax measure: (p 42 onwards) Again, our view is that this proposal is 
tantamount to admission of defeat. If the international taxation system were 
working as it should, it would not be needed.  For the international tax system 
to work fairly and efficiently without multiple opportunities for 
evasion/avoidance, some agreement on formulary apportionment is required, 
along with global agreement on a minimum corporate tax rate.  
 
Minimum tax measures may be justified only as interim options to be 
undertaken with a commitment to addressing the issues at source – such 
issues meaning profit shifting which is facilitated by the multiple entity 
approach; and the ‘race to the bottom’ that is facilitated by allowing all 
jurisdictions to set their own rate.  
 
Summary of TJA position 
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1. We agree that an international approach to global taxation, including 
issues relating to the digital economy and digital services, is the best way 
forward 

2. We agree that a digital services tax is appropriate for New Zealand as an 
interim approach, given: 
a. uncertainty about adoption of an international approach 
b. a digital services tax  may act as an incentive for a more satisfactory 

multilateral solution 
c. on the basis of bypassing the need for permanent establishment 

3. We recommend that any digital services tax indicate that it be taken 
seriously with a rate higher than the suggested 3%. We advocate a rate 
of 5%,  to take effect retrospectively from early 2019 

4. We recommend that work relevant to digital taxation not be seen in 
isolation from other factors that relate to the strength of New Zealand’s 
taxation system. In particular, New Zealand has a long way to go on 
institutionalising transparency. We urge registers for, and public 
disclosure of, details relating to beneficial ownership of companies and 
trusts (both domestic and foreign in New Zealand) 

5. We appreciate the important work being done by the OECD, but 
consider that such work should be done by a truly international body 
rather than one that has traditionally reflected the views and interests of 
western nations. That is, we advocate that work on a reformed global 
taxation system, including but not limited to issues on the digital 
economy and digital taxation, be undertaken by a group within the 
United Nations system, with resources equivalent to those available to 
the OECD 

6. We consider that options canvassed by the OECD such as the 
significance of user participation, intangibles etc, are all important, but 
fundamentally they are symptomatic of broader problems in the 
approach to international taxation.  

7. We consider that New Zealand should support work for a reformed 
global taxation approach, to be based on the need for:  

a. A formulary apportionment approach  
b. An internationally agreed minimum corporate income tax rate to 

avoid the ‘race to the bottom’ and use of tax havens 
c. A global body to oversee and monitor an international taxation 

framework.  


