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This study examines the impact of the Digital 
Services Tax (DST) on global trade, tax fairness, and 
international tax reforms. Using a qualitative 
approach and a Systematic Literature Review (SLR) 
method, the research evaluates DST’s role in 
addressing tax base erosion while highlighting its 
economic and geopolitical implications. Findings 
reveal that DST increases government revenues, 
particularly in developing nations, but also 
exacerbates trade conflicts and legal uncertainties, 
deterring Foreign Direct Investment (FDI). While 
the OECD’s Pillars One and Two offer a 
multilateral alternative, their implementation 
remains complex and politically contested. The 
study concludes that achieving a sustainable digital 
tax system requires a balanced, cooperative 
framework to mitigate trade tensions and promote 
tax fairness. 
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INTRODUCTION 
The rise of the digital economy has fundamentally reshaped global 

business operations, challenging traditional taxation principles and exposing 
gaps in international tax frameworks. Unlike traditional enterprises, digital 
multinational enterprises (MNEs) can generate substantial revenue across 
multiple jurisdictions without a physical presence, allowing them to strategically 
allocate profits to low-tax jurisdictions (Greggi, 2020; Juswanto & Abiyunus, 
2022; Pulay, 2021). This has led to mounting concerns over tax fairness, as 
countries struggle to collect taxes on economic activities occurring within their 
borders. In response, several nations have implemented Digital Services Taxes 
(DSTs) to ensure that digital firms contribute equitably to local tax revenues 
(Mponwana & Ndlovu, 2024; Oguttu, 2020; Sun et al., 2024). 

However, DSTs have sparked significant trade conflicts, particularly with 
the United States, which argues that these taxes disproportionately target 
American tech giants and violate international trade principles (Noonan & 
Plekhanova, 2021; Pirlot & Culot, 2021). Between 2019 and 2021, the U.S. 
launched investigations into DSTs introduced by countries such as France, India, 
and the United Kingdom, citing concerns over discrimination against U.S.-based 
corporations (Pirlot & Culot, 2021). These disputes have escalated into broader 
trade tensions, as unilateral tax measures increase the risk of retaliatory tariffs 
and regulatory uncertainty (Okanga, 2021). The legal implications of DSTs under 
the World Trade Organization (WTO) framework remain ambiguous, with 
concerns that they may violate the General Agreement on Trade in Services 
(GATS) (Okanga, 2021; Richter, 2022). 

Amid these challenges, international efforts to establish a coordinated 
approach to digital taxation have gained momentum. The OECD/G20 Inclusive 
Framework on Base Erosion and Profit Shifting (BEPS) has proposed global 
reforms, including Pillar One, which reallocates taxing rights based on economic 
activity, and Pillar Two, which implements a global minimum tax (Liu et al., 
2019; Trentini, 2021). However, despite these efforts, many countries continue to 
adopt unilateral DSTs, further complicating international trade relations and 
increasing compliance burdens for MNEs (Mponwana & Ndlovu, 2024). 

This paper critically examines the intersection of DSTs and global trade 
conflicts, evaluating their implications for tax fairness, economic policy, and 
international cooperation. While DSTs represent a necessary step toward fairer 
taxation in the digital economy, their unilateral implementation risks 
exacerbating trade disputes and economic fragmentation. A globally coordinated 
solution remains imperative to balance tax equity with stable trade relations, 
ensuring a fair and predictable tax environment for the digital economy (Čerka 
et al., 2024; Parada, 2019). 
 
LITERATURE REVIEW 
International Political Economy (IPE) Theory 

International Political Economy (IPE) theory is a framework that examines 
the intersection of political and economic forces in shaping global economic 
structures and relations. It provides a theoretical foundation for understanding 
how power, institutions, and economic processes interact on an international 
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scale (Oatley, 2021). Unlike traditional economics, which primarily focuses on 
market mechanisms, IPE integrates political analysis to explore the role of state 
and non-state actors in economic governance (Higgott, 2008). 

The rise of DST exemplifies how states navigate economic governance in 
the digital era, reflecting tensions between free-market liberalism and state 
intervention (Parada, 2019). Mercantilist perspectives highlight DST as a tool for 
protecting national interests against foreign digital monopolies, while liberal 
theories argue that such measures disrupt global economic cooperation 
(Mansfield & Rudra, 2020). 

Trade conflicts over DST underscore the role of economic power 
asymmetries, as dominant economies like the U.S. resist redistributive tax 
policies, fearing revenue losses and weakened corporate influence (Christensen 
& Hearson, 2019). Realist IPE theories explain these conflicts as strategic power 
struggles, where taxation policies serve as economic weapons in broader 
geopolitical contests (Wohlforth et al., 2007). Meanwhile, constructivist 
approaches emphasize the role of political narratives in shaping global policy 
responses, portraying DST as either necessary reform or discriminatory 
protectionism (Sun et al., 2024). 

The challenge of balancing fairness in global taxation lies in structural 
inequities that favor multinational corporations over sovereign tax regimes. 
Marxist IPE perspectives argue that DST represents a corrective measure against 
exploitative global capitalism, yet its uneven implementation reflects persistent 
resistance from dominant economies (James, 2012). Liberal perspectives advocate 
for cooperative international tax reforms to ensure equitable revenue distribution 
while minimizing trade disruptions (Boucoyannis, 2007). 

Balancing trade relations amid DST disputes requires navigating 
economic interdependence and diplomatic tensions. While trade retaliation 
threatens economic stability, liberal IPE views suggest that negotiated solutions 
can mitigate conflicts and promote fairer taxation mechanisms (Maha et al., 2024). 
However, evolving power dynamics, particularly with BRICS nations asserting 
greater influence, challenge existing trade structures and necessitate a 
reassessment of global economic governance (Kondratov, 2021). 

Overall, IPE theory critically explains the complexities of DST and global 
trade conflicts by integrating insights on power struggles, economic fairness, and 
institutional governance. Addressing these challenges requires a nuanced 
approach that reconciles national interests with the imperative for equitable and 
sustainable global trade policies. 
 
Digital Service Tax 

The Digital Services Tax (DST) marks a significant shift in international 
taxation, addressing challenges posed by MNEs that generate revenue without a 
physical presence. As an instrument of economic governance, DST challenges 
traditional tax frameworks and highlights tensions between developed and 
developing nations over taxation rights, with the former shaping global tax 
policies while the latter assert fiscal sovereignty (Cugusi, 2020; Magwape, 2022; 
Parada, 2019; Sun et al., 2024). From an International Political Economy (IPE) 
perspective, DST reflects geopolitical struggles over digital market regulation, as 
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its unilateral adoption has triggered trade conflicts, particularly with the U.S., 
which sees DST as discriminatory and has responded with retaliatory tariffs 
(Pirlot & Culot, 2021). These tensions underscore how taxation policies are 
intertwined with broader power struggles, where dominant economies resist 
redistributive measures to safeguard corporate interests (van Ganzen et al., 2025). 

DST also raises concerns about economic fairness and its broader 
implications for global trade. While designed to curb tax avoidance, it risks 
shifting burdens onto consumers and SMEs, potentially exacerbating inequalities 
(Kaźmierczak, 2024). Legal and institutional challenges, including WTO disputes 
and inconsistencies with GATS principles, further complicate its global 
harmonization (Okanga, 2021). The OECD’s proposal for a global minimum tax 
seeks to resolve these issues, yet national interests continue to obstruct consensus 
(Rigó & Tóth, 2021). In the final analysis, DST serves as a key case in IPE, 
illustrating the interplay between digital economic transformation, tax 
governance struggles, and the challenge of balancing fairness in global trade. Its 
future depends on whether international cooperation can align national interests 
with the need for equitable and sustainable taxation policies. 
 
Global Trade Conflicts  

Global trade conflicts stem from economic rivalries, protectionist policies, 
and geopolitical instability, shaping international trade governance. The 
imposition of DST has heightened tensions, particularly between the U.S. and 
implementing countries, as it challenges economic hierarchies and digital market 
dominance (Chatagnier & Kavaklı, 2017; Maha et al., 2024). IPE theory provides 
insight into these conflicts by examining power dynamics, state interests, and 
institutional structures. Political relationships shape trade patterns, with 
economic interdependence acting as both a stabilizing force and a coercive tool 
(Byun, 2021). Retaliatory measures against DST highlight broader strategic 
struggles, where dominant economies resist redistributive taxation to maintain 
corporate influence (Guan & Xu, 2021). Protectionist responses, such as tariffs 
and trade sanctions, further disrupt global value chains (Gopalakrishnan et al., 
2022). 

Additionally, DST-related trade conflicts expose the difficulties 
international institutions face in harmonizing taxation policies within a rapidly 
evolving digital economy. The OECD’s push for a global minimum tax aligns 
with liberal IPE perspectives advocating for cooperative solutions, yet 
enforcement remains contested due to national interests (Borlini, 2023). Historical 
trade disputes influence current responses, as demonstrated by the EU’s evolving 
stance on balancing economic integration with regulatory sovereignty (Gehrke, 
2022). In conclusion, IPE theory explains how DST-related conflicts arise from 
power struggles, economic interdependence, and institutional constraints. 
Resolving these disputes requires balancing national taxation policies with the 
need for fairness in digital market governance, a challenge that remains deeply 
contested in the international economic order. 
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Balancing Fairness 
Fairness in international trade and taxation remains a contested principle 

shaped by economic power, regulatory consistency, and equitable benefit 
distribution. In the context of DST, fairness requires multinational corporations 
to contribute appropriately to the economies where they generate value, 
preventing profit shifting and tax avoidance (Scheuerer, 2023). However, 
unilateral DST policies risk trade discrimination, disproportionately affecting 
dominant digital economies and triggering retaliatory measures (Colangelo, 
2023). IPE theory provides insight into these dynamics, with realist perspectives 
emphasizing how dominant economies shape taxation frameworks to maintain 
their advantage, while liberal approaches highlight the need for cooperation to 
achieve equitable outcomes (Boucoyannis, 2007; Wohlforth et al., 2007). 
Structural equity theories advocate for a fairer distribution of economic gains, 
particularly as emerging economies challenge traditional power structures 
(Donno & Rudra, 2014; James, 2012). 

Distributive justice underscores the need to compensate economies 
affected by global trade imbalances and taxation disparities (Conybeare, 2007). 
However, ensuring fairness in trade and tax policies requires robust institutional 
mechanisms, including unbiased dispute resolution systems and proportional 
regulatory measures (Andenas & Zleptnig, 2007; Brown & Stern, 2009). The 
OECD’s global tax initiative seeks to balance national fiscal sovereignty with 
international taxation fairness, yet its implementation remains politically 
complex (Lin, 2021). Ultimately, achieving fairness in DST and global trade 
conflicts requires reconciling state sovereignty with international norms, 
preventing economic coercion while ensuring a more equitable tax and trade 
governance framework. Although fairness serves as a guiding principle, its 
practical implementation remains challenging due to ongoing tensions in the 
global economic order. 

 
Balancing Trade Relations 

Balancing trade relations in the context of DSTs and global trade conflicts 
requires a strategic approach that integrates fairness, regulatory alignment, and 
multilateral cooperation. As the digital economy expands, ensuring equitable 
taxation while maintaining open trade channels and avoiding unilateral 
protectionist measures is a key challenge (Andenas & Zleptnig, 2007; Yang et al., 
2024). Harmonizing digital trade regulations and fostering collaborative 
policymaking can help reduce economic tensions and support a sustainable 
international trade framework. IPE theory explains trade relations as shaped by 
political and economic interdependence, where diplomatic ties influence trade 
patterns and economic stability (Çakmak & Ustaoğlu, 2017; Maha et al., 2024). 
However, geopolitical disputes can disrupt trade, as seen in Turkish-Israeli trade 
fluctuations and China’s economic coercion against South Korea (Byun, 2021). 

Political economy models highlight how domestic political pressures 
shape trade policies, influencing tariffs, protectionist strategies, and digital 
taxation measures (Karacaovali, 2015; Swinnen & Vandemoortele, 2011). FTAs 
often serve political rather than purely economic purposes, reinforcing power 
dynamics in trade governance (Mon et al., 2019). The notion that trade fosters 
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peace is challenged by geopolitical rivalries, particularly US-China tensions, 
where strategic interests take precedence over economic interdependence 
(Peterson & Zeng, 2021). In summary, IPE provides a framework for analyzing 
trade relations through power, policy, and economic strategy. However, as 
digital taxation and geopolitical conflicts reshape trade policies, existing theories 
must be reassessed to address modern economic interdependencies and evolving 
trade governance structures. 
 
Previous Research 

The Systematic Literature Review (SLR) method in this study refers to the 
PRISMA guide which broadly provides stages of research selection, starting from 
the initial discovery of articles through the Scopus database. The following are 
the filtering stages carried out to obtain a collection of sources according to the 
criteria of this study. 

 
Table 1. Inclusion and Exclusion Criteria in Source Selection 

Criteria Inclusion Exclusion 

Publication 
Type 

Scientific articles, books Popular articles, opinions, 
non-academic reports 

Publication 
Year 

2019-2025 Before 2019 

Research 
Topic 

• DST Policies and Digital 
Taxation Regulations 

• Global Trade Conflicts  

• Tax Fairness and Equity  

• Economic and Legal 
Perspectives  

• Empirical Cases and 
Country-Specific Studies  

• Role of International 
Organizations 

• Studies Unrelated to DST  

• Digital Trade Topics 
Without Taxation 
Relevance  

• Non-Credible Sources  

• Traditional Taxation 
Systems 

• Domestic Tax Regulations 
Without Global Trade 
Impact  

• Irrelevant Historical 
Taxation Studies 

Journal 
Index 

Scopus Q1-4 Not Scopus 

Source 
Content 

Ensuring Consistency 
Between Abstract, Discussion, 
and Conclusion 

Inconsistencies Between 
Abstract, Discussion, and 
Conclusion 

 
From the criteria that have been determined, it is continued with the stage 

of selecting the number of sources that have been obtained by the provisions of 
the criteria that have been mentioned in the table so that they become samples in 
this study. These stages can be described through the following PRISMA diagram. 
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Figure 1. PRISMA Diagram 

 
Based on the review of previous studies, two primary perspectives emerge 

regarding DST. The first perspective, supported by 23 studies, advocates for the 
adoption of DST, arguing that it enhances tax fairness and reduces tax avoidance 
by multinational digital enterprises. This viewpoint highlights that DST enables 
countries, particularly developing nations, to secure a more equitable share of tax 
revenues from digital economic activities, which have historically been difficult 
to tax (Heering et al., 2024; Mpofu, 2022, 2023). 

Conversely, the second perspective, represented by 21 studies, 
underscores the negative consequences of DST, particularly its role in escalating 
trade conflicts and creating legal uncertainties. Several studies highlight that the 
implementation of DST has triggered threats of retaliatory tariffs from major 
economies, especially the United States, which views the tax as discriminatory 
against its technology firms (Greggi, 2020; Pirlot & Culot, 2021). Moreover, legal 
challenges arise as DST is perceived to potentially violate non-discrimination 
principles under international trade agreements (Okanga, 2021). Other economic 
concerns include the potential decline in foreign direct investment (FDI) due to 
regulatory uncertainty, as well as increased tax compliance burdens for both local 
and multinational businesses (Álvarez Martínez et al., 2024; Berger & 
Polezharova, 2023). 

From these two perspectives, it can be concluded that the effectiveness of 
DST largely depends on balancing the goals of tax fairness with the stability of 
global trade. By understanding these contrasting viewpoints, this study 
formulates conclusions regarding the relationship between DST, economic 
stability, investment, and tax equity in the global digital economy. The table 
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below presents a summary of previous studies that serve as the primary 
references for this research. 

 
Table 2. Previous research on Digital Services Tax (DST) and its impact on 

global trade 
Variable Index Author Research 

Results 

Digital 
Service Tax 

Q1 Heering et al., (2024), Hines, (2023), Tofan, 
(2024), Valderrama, (2024) 

(+) 
 

Q2 Mpofu, (2022), Mpofu, (2023), Mpofu & 
Moloi, (2022), Guo et al., (2022), Bilotta, (2020), 
Milogolov & Berberov, (2022), Ponomareva, 
(2022), 

Q3 Noonan & Plekhanova, (2021), Avi-Yonah et 
al., (2022), Rigó & Tóth (2021), Pulay, (2021), 
Li, (2021), Chaisse, (2023) 

Q4 Lamensch, (2019), Adda et al., (2021), 
Rodríguez, (2021), Andrade, (2021), Arginelli 
& Reboli, (2023), Ahmadova & Rahman, 
(2024) 

Q1 Russo, (2019), Noonan & Plekhanova, (2020) (-) 
 Q2 Pirlot & Culot, (2021), Okanga, (2021), Oguttu, 

(2020), Álvarez Martínez et al., (2024), 
Mponwana & Ndlovu, (2024), Greggi, (2020), 
Kayis-Kumar, (2019), Dimitropoulou, (2019), 
Magwape, (2022), Kaźmierczak (2024) 

Q3 Elisabet & Dewi, (2021), Berger & 
Polezharova, (2023), Tsindeliani et al., (2021), 
Huang & Liao, (2024), Sun et al., (2024),  

Q4 Omodero, (2022), Bilaney & Nori, (2024), 
Pesiri, (2023), da Silva, (2020),  

(+) has a positive effect, (-) has a negative effect 

 
METHODOLOGY 

This study employs a qualitative research approach using the Systematic 
Literature Review (SLR) method. This method involves the systematic collection, 
evaluation, and synthesis of various prior studies that specifically examine the 
Digital Services Tax (DST) and its impact on global trade. The primary objective 
of this research is to analyze DST through the lens of tax justice theory and 
international trade relations while exploring its implications for global economic 
policy. By adopting this approach, the study aims to offer new insights into how 
DST can be examined in the context of balancing tax justice and trade tensions, 
as well as its effects on the stability of economic relations among nations. 
 
RESEARCH RESULT 

The findings of this study indicate that the implementation of the Digital 
Services Tax (DST) presents a complex and multifaceted impact on global trade, 
with 23 studies supporting DST as a tool for tax fairness and 21 studies 
highlighting its potential to trigger trade conflicts and legal uncertainty. DST has 
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been shown to increase government revenues, particularly in developing 
economies struggling with tax base erosion due to the digitalization of economic 
activities (Milogolov & Berberov, 2022; Mpofu, 2022). Furthermore, DST 
enhances market competitiveness by reducing the tax advantages enjoyed by 
multinational technology firms that engage in tax avoidance strategies (Bilotta, 
2020; Rigó & Tóth, 2021). However, opposing studies argue that DST exacerbates 
trade tensions, particularly with the United States, which perceives it as 
discriminatory against American technology companies, thereby increasing the 
risk of retaliatory tariffs and legal disputes at the WTO (Okanga, 2021; Pirlot & 
Culot, 2021). 

Additionally, several studies have found that DST negatively affects 
Foreign Direct Investment (FDI) by introducing regulatory uncertainty and 
increasing the tax burden on digital enterprises (Álvarez Martínez et al., 2024; 
Berger & Polezharova, 2023). This uncertainty is further compounded by the 
fragmented nature of international tax policies, allowing major corporations to 
shift profits to low-tax jurisdictions as a means of circumventing DST (Greggi, 
2020; Kayis-Kumar, 2019). While the OECD has proposed Pillars One and Two 
as a multilateral solution to digital taxation, many developing nations remain 
hesitant to dismantle their DST frameworks without clear assurances that these 
new mechanisms will generate equivalent fiscal benefits (Heering et al., 2024; 
Hines, 2023). 
 
DISCUSSION 
Impact of DST on International Trade 

1. How do countries implementing DST react to threats of retaliatory tariffs from 
other countries, especially the US? 
Countries implementing DSTs navigate U.S. retaliatory threats through 

economic, legal, and diplomatic strategies that reflect broader trade and taxation 
dynamics. The U.S., citing Section 301 of the Trade Act of 1974, argues that DSTs 
unfairly target American digital firms and violate WTO non-discrimination 
principles, justifying potential tariffs (Pirlot & Culot, 2021). Despite these threats, 
France, the UK, and India maintain DSTs, prioritizing fiscal sovereignty and 
revenue needs over trade retaliation risks (Heering et al., 2024; Noonan & 
Plekhanova, 2021). Legally, DSTs are structured to align with WTO and GATS 
rules, yet debates persist regarding their compliance (Okanga, 2021; Pirlot & 
Culot, 2021). As OECD-led negotiations face delays, many nations, including EU 
member states and Indonesia, adjust DST frameworks to mitigate legal 
challenges while asserting control over digital taxation (Elisabet & Dewi, 2021; 
Hines, 2023).   

Economically, DST-implementing countries accept potential tariff costs in 
exchange for securing fairer tax revenues from digital multinationals (Avi-Yonah 
et al., 2022). Their persistence despite U.S. pressure reflects a broader trend of 
economic nationalism, where governments prioritize domestic tax policies over 
external coercion (Heering et al., 2024). Diplomatically, DSTs function as 
bargaining tools in OECD-led negotiations, with countries like France and India 
leveraging them to pressure the U.S. into serious multilateral discussions 
(Heering et al., 2024; Hines, 2023). Conversely, the U.S. employs tariffs as a 
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coercive tactic to protect its digital sector dominance. However, historical 
evidence suggests tariff threats often fail to overturn fiscal policies, as seen in past 
trade disputes (Noonan & Plekhanova, 2021).   

From an IPE perspective, the DST dispute highlights asymmetric global 
power relations, with the U.S. defending its tech giants while smaller economies 
seek fairer digital tax distribution (Noonan & Plekhanova, 2021). The conflict 
between unilateral DSTs and multilateral negotiations underscores the challenge 
of reaching global consensus on digital taxation. As more nations integrate DSTs 
into national policies, the debate signifies a shift in global tax governance, where 
economic sovereignty and fair revenue allocation remain central to trade 
tensions. 
 

2. How much the impact does the Digital Services Tax (DST) have on Foreign Direct 
Investment (FDI) in countries that implement it? 
The implementation of Digital Services Tax (DST) significantly impacts 

Foreign Direct Investment (FDI) by introducing economic, political, and strategic 
challenges. Economically, DSTs raise tax burdens on digital businesses, reducing 
profitability and discouraging investment, particularly in developing countries 
where FDI is vital for growth (Oguttu, 2020; Omodero, 2022). Empirical studies 
in Nigeria highlight a negative correlation between digital taxes and FDI inflows, 
while in developed economies like the UK, DSTs have been linked to GDP 
decline despite some welfare benefits (Álvarez Martínez et al., 2024). In Russia, 
DSTs shift costs to consumers and businesses, reducing market attractiveness 
and further deterring foreign investment (Berger & Polezharova, 2023). These 
economic uncertainties weaken investor confidence, particularly in markets 
where digital services are key drivers of economic expansion.   

Politically, unilateral DST adoption creates instability due to the absence 
of a harmonized global tax framework. While the OECD’s Pillar One initiative 
seeks a coordinated approach, delays in consensus-building have led to 
fragmented tax environments (Hines, 2023; Mponwana & Ndlovu, 2024). 
Countries implementing DSTs struggle to attract FDI as tax unpredictability 
discourages long-term investment planning. Additionally, major economies like 
the U.S. have responded with retaliatory tariff threats, heightening trade tensions 
and increasing regulatory risks (Greggi, 2020). This uncertainty deters investors, 
who prioritize stable tax regimes when making investment decisions.   

Strategically, MNEs react to DSTs by shifting profits to lower-tax 
jurisdictions and adjusting investment strategies to minimize tax liabilities 
(Kayis-Kumar, 2019). High DST rates lead companies to reconsider expansion in 
DST-imposing markets, favoring jurisdictions with more favorable tax policies 
(Zambujal-Oliveira, 2011). As a result, DSTs reduce FDI inflows by discouraging 
investment in digital-intensive markets. To mitigate these adverse effects, 
policymakers must balance fair taxation with investment competitiveness, 
ensuring tax stability and reducing trade disputes through multilateral 
cooperation, such as the OECD’s Pillar One framework (Hines, 2023). Without 
such coordination, DSTs will continue to create economic, policy, and 
administrative barriers that undermine market appeal and long-term investment 
stability. 
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3. Is Digital Service Tax (DST) effective in increasing tax revenues without causing 
negative consequences for the global digital economy? 
The effectiveness of the Digital Services Tax (DST) in increasing tax 

revenues while avoiding negative impacts on the global digital economy remains 
debated. While DST has successfully boosted government revenues, especially in 
developing economies where digital firms were previously undertaxed (Mpofu, 
2022, 2023), its broader economic implications raise concerns. From an 
International Political Economy (IPE) perspective, DST represents the tension 
between national tax sovereignty and global economic integration, requiring a 
balance between revenue generation and trade stability. Although DST helps 
prevent tax base erosion and ensures fair contributions from multinational digital 
firms (Rigó & Tóth, 2021), its turnover-based structure leads to inefficiencies, 
double taxation, and reduced investment (Russo, 2019). In China, DST has not 
significantly increased the tax-to-GDP ratio (Huang & Liao, 2024), while in Russia 
and the UK, it has resulted in higher consumer costs and economic slowdowns 
(Álvarez Martínez et al., 2024; Berger & Polezharova, 2023).   

Beyond economic effects, DST also introduces administrative and policy 
challenges. Its unilateral implementation creates tax uncertainties, complicates 
compliance, and fuels trade disputes. France’s DST led to U.S. retaliatory threats 
under Section 301 of the Trade Act of 1974, raising concerns about WTO 
violations and intensifying global tensions (Greggi, 2020; Oguttu, 2020; Okanga, 
2021). These conflicts undermine international cooperation and deter foreign 
investment, as businesses prefer stable regulatory environments (Tsindeliani et 
al., 2021). To address these challenges, alternatives such as VAT expansion on 
digital services or a coordinated global framework under the OECD’s Pillar One 
initiative have been proposed (Dimitropoulou, 2019; Russo, 2019). The East 
African Community (EAC) has explored formulary apportionment to ensure 
fairer tax distribution while minimizing market disruptions (Titus, 2023), 
emphasizing the need for tax harmonization to reduce regulatory fragmentation 
(Chaisse, 2023).   

Ultimately, DST plays a crucial role in achieving tax fairness by ensuring 
that digital giants contribute to national revenues. However, its long-term 
success depends on balancing fiscal objectives with economic sustainability and 
international cooperation. Without a globally coordinated approach, DST risks 
undermining innovation, discouraging investment, and escalating trade 
tensions, making it a complex yet necessary tool in the evolving landscape of 
digital taxation. 
 
Fairness in Digital Taxation System 

1. Does Digital Service Tax (DST) truly reflect the principle of tax fairness for 
developing countries compared to developed countries? 
The Digital Services Tax (DST) was introduced to ensure that 

multinational digital enterprises (MNEs) pay taxes in the countries where they 
generate revenue, but its fairness between developed and developing nations 
remains disputed (Rigó & Tóth, 2021). From an International Political Economy 
(IPE) perspective, DST reflects global tax governance imbalances, as developed 
countries, with their dominant digital firms and stronger regulatory frameworks, 
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are better positioned to implement and benefit from these taxes, while 
developing nations face compliance challenges and economic burdens (Mpofu, 
2022). For developing economies, DST serves as a mechanism to combat tax base 
erosion and increase revenue, particularly in Africa, where traditional tax 
systems have struggled to capture income from digital transactions (Mpofu & 
Moloi, 2022). However, weak tax administration and enforcement often shift the 
burden onto consumers and small businesses rather than the intended tech 
giants, raising concerns about economic sustainability and fairness 
(Kaźmierczak, 2024).   

Developed countries, particularly in the European Union (EU), have 
implemented DST to address the historically low corporate tax contributions of 
major tech companies like Google, Amazon, and Facebook (Lamensch, 2019). The 
EU treats DST as an indirect tax, similar to VAT, ensuring that digital firms 
contribute more equitably to public finances. However, applying this model to 
developing nations is challenging due to differences in economic structures and 
regulatory capacities (Mpofu & Moloi, 2022). Additionally, DST may negatively 
impact foreign direct investment (FDI) in developing countries, as increased tax 
uncertainty and operational costs for tech firms could discourage investment, 
limiting local digital innovation and economic growth (Oguttu, 2020). While 
developed economies can absorb these trade-offs due to their diversified 
economic bases, developing nations rely more heavily on foreign investment, 
creating a paradox where DST, intended to promote tax fairness, could worsen 
economic disparities instead.   

China’s approach to digital taxation offers a balanced model, capturing 
digital revenues while maintaining a favorable investment climate to avoid 
deterring technological advancements and foreign partnerships (Cao, 2023; Guo 
et al., 2022). This underscores the need for tailored DST policies that align with 
each country’s economic realities while ensuring multinational corporations 
contribute fairly. However, without global tax governance reforms that account 
for developing nations' interests—such as those proposed under the OECD’s 
Pillar One framework—DST risks reinforcing existing inequalities rather than 
promoting true tax fairness. A harmonized, multilateral approach is essential to 
ensure that both developed and developing countries benefit equitably from the 
digital economy. 

 
2. How does the implementation of DST impact local technology companies 

compared to multinational companies? 
The Digital Services Tax (DST) impacts multinational corporations 

(MNCs) and local technology firms differently, presenting both opportunities 
and challenges. While DST aims to curb tax avoidance by MNCs and ensure they 
contribute to the economies where they generate revenue (Noonan & 
Plekhanova, 2020; Pulay, 2021), it also increases compliance costs and regulatory 
complexities, potentially affecting investment and profitability (Bilotta, 2020; 
Mponwana & Ndlovu, 2024). Although DST can enhance the competitiveness of 
local firms by reducing MNCs’ tax advantages (Álvarez Martínez et al., 2024; 
Mponwana & Ndlovu, 2024), MNCs often pass these costs onto consumers, 
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which may decrease demand for digital services and negatively impact local 
markets (Berger & Polezharova, 2023).   

For local technology companies, DST creates a paradox. While it helps 
narrow the tax gap between them and MNCs, fostering a more level playing field, 
compliance costs and administrative burdens remain significant, particularly in 
regions with weak tax enforcement (Magwape, 2022; Mpofu & Moloi, 2022). 
Unlike MNCs, which can reallocate revenues and engage in strategic tax 
planning, local firms have limited financial flexibility, making them more 
vulnerable to the economic effects of DST (Avi-Yonah et al., 2022; Pulay, 2021). 
Additionally, MNCs may absorb some of the tax costs while maintaining their 
market dominance, whereas smaller domestic firms struggle to compete (Sun et 
al., 2024). The risk of tax pass-through effects, where businesses shift the tax 
burden onto consumers, could further reduce market demand and hinder digital 
sector growth (Berger & Polezharova, 2023).   

The unilateral adoption of DST across various jurisdictions has led to 
policy uncertainty, increasing risks for both MNCs and local businesses. Many 
governments introduced DST due to delays in global tax reforms like the OECD’s 
Pillar One initiative (Greggi, 2020; Noonan & Plekhanova, 2020), but this has 
triggered trade tensions, particularly with the U.S., where major tech firms are 
based. Such geopolitical disputes create tax inconsistencies and reduce DST’s 
effectiveness. To balance revenue generation with economic competitiveness, 
policymakers should consider exemptions or lower tax rates for smaller domestic 
firms, integrate DST into broader corporate tax reforms, and strengthen 
international cooperation to establish a fairer digital tax system (Mponwana & 
Ndlovu, 2024). Without these measures, DST may unintentionally reinforce 
MNC dominance while stifling local technological innovation, ultimately 
undermining the goal of equitable digital taxation. 

 
Multilateral Alternatives to DST 

1. Are OECD Pillars One and Two Sufficient to Replace DST Globally? 
The OECD’s Pillars One and Two aim to reform global taxation by 

addressing digital services taxation challenges, but their ability to fully replace 
Digital Services Taxes (DSTs) remains contested. Pillar One seeks to reallocate 
taxing rights to market jurisdictions, ensuring multinational enterprises (MNEs) 
pay taxes where they generate revenue, even without a physical presence (Li, 
2021; Wang, 2023). However, its implementation requires complex legal and 
multilateral changes, creating delays and uncertainties (Adda et al., 2021; Hines, 
2023). Many countries that rely on DSTs for direct revenue may be hesitant to 
adopt Pillar One without guarantees of equivalent fiscal benefits (Heering et al., 
2024; Hines, 2023).   

Pillar Two introduces a 15% global minimum tax to curb profit shifting 
and tax competition (Bilaney & Nori, 2024; da Silva, 2020). While it helps address 
base erosion and profit shifting (BEPS), it does not directly replace DSTs because 
it does not specifically target the unique tax challenges of the digital economy 
(Garbarino, 2024; Pesiri, 2023). Instead, it serves as a broader anti-avoidance 
measure for all large MNEs, leaving the taxation gap that DSTs were designed to 
bridge unaddressed (Arginelli & Reboli, 2023). Countries with large consumer 
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markets but few MNE headquarters remain concerned that the OECD’s approach 
does not adequately distribute tax revenues to their economies, reinforcing their 
reluctance to abandon DSTs (Andrade, 2021; Rodríguez, 2021).   

A key challenge for the OECD’s approach is the lack of global consensus 
on implementation. Many governments see DSTs as a reliable revenue source 
and a tool for asserting tax sovereignty over digital markets (Milogolov & 
Berberov, 2022). Ongoing trade tensions, particularly between the U.S. and 
countries that have implemented DSTs, further weaken tax cooperation (Avi-
Yonah et al., 2022). From an International Political Economy (IPE) perspective, 
unilateral DSTs persist due to conflicts between national interests and 
multilateral coordination (da Silva, 2020; Pesiri, 2023). While the OECD’s 
frameworks offer a structured approach, their political and enforcement 
uncertainties make DSTs likely to persist unless stronger commitments ensure 
equitable revenue distribution, reinforcing the fragmented nature of global tax 
governance. 

 
2. How effective is international cooperation in reducing trade tensions due to DST? 

International cooperation has played a crucial role in addressing trade 
tensions related to Digital Services Taxes (DSTs), but its effectiveness remains 
mixed due to geopolitical conflicts, legal challenges, and slow multilateral 
progress. The OECD’s Inclusive Framework has facilitated discussions on global 
tax reform, yet the persistence of unilateral DSTs indicates unresolved tensions. 
The U.S. has strongly opposed these taxes, viewing them as unfairly targeting 
American technology firms and threatening retaliatory tariffs, escalating trade 
frictions (Heering et al., 2024; Okanga, 2021). While the OECD’s Pillars One and 
Two aim to replace DSTs with a coordinated tax system to curb profit shifting, 
implementation delays and political resistance have limited their effectiveness in 
easing trade disputes (Noonan & Plekhanova, 2021; Ponomareva, 2022).   

Legal complexities further hinder consensus, as unilateral DSTs may 
conflict with WTO non-discrimination principles, potentially leading to legal 
disputes (Pirlot & Culot, 2021). Additionally, inconsistencies between national 
tax policies and trade agreements create uncertainty, making digital tax 
harmonization more challenging (Chaisse, 2023; Zu, 2023). Many countries 
maintain DSTs as temporary measures while awaiting a comprehensive 
multilateral agreement (Russo, 2019). Meanwhile, regional cooperation efforts, 
such as the European Union’s coordinated digital tax policies, provide some 
stability by reducing regulatory fragmentation and mitigating trade tensions 
(Tofan, 2024).   

Beyond tax policy alignment, international cooperation plays a key role in 
fostering legal certainty and technological collaboration. Adhering to 
international trade laws helps prevent retaliatory measures, while diplomatic 
engagement promotes long-term solutions that balance tax sovereignty with fair 
competition in digital markets (Noonan & Plekhanova, 2020; Subramanian, 
2022). However, geopolitical rivalries and strategic national interests continue to 
challenge full cooperation. Although global efforts have helped ease some trade 
tensions, DSTs—and the conflicts they generate—are likely to persist unless 
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multilateral agreements are effectively implemented and enforced. 
Strengthening international dialogue and reinforcing commitments to 
coordinated tax policies will be essential for a lasting resolution. 

 
3. To what extent can developing countries participate in the formulation of global 

digital tax policies? 
Developing countries play an essential role in shaping global digital tax 

policies but face structural, political, and economic constraints that limit their 
influence. Implementing unilateral DSTs allows them to assert tax sovereignty 
and collect revenue from multinational digital firms operating within their 
borders. However, these measures often provoke trade tensions, particularly 
with the U.S., which sees them as disproportionately targeting American 
technology companies (Milogolov & Berberov, 2022; Ranjan, 2023). 
Consequently, developing nations face pressure to align with multilateral 
frameworks like the OECD/G20 Inclusive Framework, though concerns remain 
that such agreements primarily benefit wealthier economies while limiting tax 
sovereignty for emerging markets (Mpofu, 2022).   

The OECD/G20 Inclusive Framework provides developing countries with 
a platform to negotiate tax reforms, particularly under Pillars One and Two, 
which seek to reallocate taxing rights and establish a global minimum tax (Hines, 
2023). However, developing nations often struggle to exert significant influence 
in these discussions, as wealthier countries shape the negotiation agenda and 
dictate terms that may not fully address the revenue needs of emerging 
economies (Mpofu, 2022). To strengthen their position, regional cooperation 
initiatives—such as the African Tax Administration Forum (ATAF) and Latin 
American tax agreements—enable developing nations to negotiate as a bloc, 
enhancing their collective bargaining power in global tax discussions 
(Ahmadova & Rahman, 2024; Oguttu, 2020). Despite these efforts, regional 
initiatives face obstacles such as political fragmentation, economic disparities, 
and difficulties in implementing uniform tax policies.   

Structural limitations further hinder the ability of developing countries to 
shape digital tax policies effectively. Outdated international tax rules fail to 
account for the rapid digitalization of emerging economies, where informal 
markets and digital financial services complicate tax enforcement (Rigó & Tóth, 
2021). Additionally, technological constraints and limited administrative 
capacity make it difficult to monitor and tax digital transactions, putting 
developing nations at a disadvantage in global tax negotiations. To secure fair 
taxation rights, these countries must advocate for equitable tax policies, 
strengthen regional coordination, and strategically engage in multilateral 
negotiations. Without proactive participation, they risk marginalization in global 
tax governance, allowing multinational corporations to exploit loopholes while 
emerging economies struggle to generate adequate digital sector revenue. 
 
CONCLUSIONS AND RECOMMENDATIONS 

The implementation of the Digital Services Tax (DST) has had complex 
ramifications for international trade, the fairness of digital tax systems, and 
multilateral efforts in global tax reform. From a trade perspective, DST has 
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triggered geopolitical tensions, particularly because the United States perceives 
the policy as discriminatory against its major technology companies, such as 
Google, Facebook, and Amazon. The threat of retaliatory tariffs from the US 
under Section 301 of the Trade Act of 1974 has exacerbated the situation, 
increasing the risk of instability in global trade relations. Furthermore, countries 
that have implemented DST face the risk of declining foreign direct investment 
(FDI) due to policy uncertainty, potentially hindering the growth of the digital 
economy and innovation at the domestic level. 

From a tax fairness perspective, DST is designed to address the challenges 
of digital taxation by ensuring that global technology companies contribute 
proportionally to the tax revenues of the countries where they generate income. 
However, its effectiveness remains a subject of debate. Developing countries 
regard DST as an instrument for increasing tax revenues and curbing tax 
avoidance practices by multinational digital corporations. Nevertheless, 
regulatory challenges, weak tax infrastructure, and the risk of tax burdens being 
shifted onto local consumers and businesses present significant dilemmas. 
Meanwhile, developed countries, despite being better equipped to implement 
DST, continue to face intricate trade disputes and prolonged international 
negotiations. 

As an alternative to DST, the Organisation for Economic Co-operation and 
Development (OECD) has proposed two main pillars of digital tax reform: Pillar 
One, which aims to redistribute taxing rights to market jurisdictions, and Pillar 
Two, which establishes a global minimum tax of 15% to mitigate profit shifting 
to low-tax jurisdictions. While these pillars offer a multilateral solution, their 
implementation presents considerable challenges, including divergent interests 
between developed and developing nations, as well as the necessity for 
substantial structural adjustments in international tax law. Many countries that 
have already adopted DST are hesitant to repeal the policy without assurances 
that the new framework will provide equivalent or greater fiscal benefits. 

 
ADVANCED RESEARCH 

Despite the study’s contributions to understanding the global implications 
of DST, several limitations should be acknowledged. First, the research primarily 
relies on qualitative analysis of existing literature, which, while comprehensive, 
does not provide empirical validation through quantitative data on DST’s long-
term economic effects. Future research could enhance this analysis by 
incorporating econometric models or case studies measuring the direct fiscal and 
trade impacts of DST across different jurisdictions. Second, the study focuses 
largely on government-level responses and multinational enterprises, with 
limited exploration of how small and medium-sized enterprises (SMEs) and 
consumers experience DST’s economic burden. Future research should examine 
the microeconomic effects of DST, particularly in developing markets where 
digital entrepreneurship is growing. 

Additionally, the study does not extensively account for ongoing 
developments in global digital tax negotiations, which may shape future taxation 
policies. As OECD negotiations evolve and more countries adjust their digital tax 
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strategies, further research should explore the dynamic interplay between 
unilateral DSTs and multilateral tax frameworks. Moreover, comparative studies 
assessing the effectiveness of DST alternatives—such as extending VAT on 
digital services or hybrid tax models—would provide valuable insights for 
policymakers seeking to balance tax fairness with economic competitiveness. 

Overall, this study does not unequivocally support or oppose DST but 
rather underscores the complexities and challenges associated with its 
implementation. On one hand, DST helps combat tax avoidance by large digital 
firms and enhances fiscal equity, particularly for countries that have historically 
received inadequate tax revenues from global technology corporations. On the 
other hand, its adverse effects on international trade, potential reductions in 
investment, and the fragmentation of digital tax policies highlight that DST is not 
a flawless solution. Consequently, the optimal approach is neither to simply 
retain DST nor to replace it outright but to align it with multilateral initiatives 
such as OECD Pillars One and Two while ensuring that the interests of 
developing nations are adequately considered in global digital tax policy design. 
A more coordinated and inclusive strategy would mitigate economic 
uncertainties and foster a fairer, more sustainable digital taxation system. 
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