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Abstract: This study examines the principal mechanisms and international best practices for taxing
the digital economy, with particular emphasis on the fiscal policy challenges faced by Uzbekistan
during 2019-2024. The rapid expansion of digital platforms, e-commerce transactions and cross-
border digital services has eroded traditional source-based taxation principles, creating significant
revenue gaps across both developed and emerging economies. Employing a comparative policy
analysis framework supplemented by quantitative impact estimation, this research evaluates the
effectiveness of unilateral Digital Services Taxes (DSTs), OECD/G20 Pillar One and Pillar Two
multilateral frameworks, and Value-Added Tax (VAT) registration obligations imposed on non-
resident digital service providers. The findings indicate that jurisdictions adopting comprehensive
VAT-on-digital-services regimes combined with progressive DST structures have achieved
revenue gains averaging 0.31% of GDP, while simultaneously reducing tax-induced competitive
distortions between domestic and foreign digital platforms. The paper identifies five core policy
instruments applicable to Uzbekistan’s context and estimates a combined fiscal yield potential of
approximately 0.45% of GDP from full implementation. Drawing on comparative evidence from
the European Union, India, Kenya, and Singapore, the research provides a taxonomy of digital
taxation instruments and evaluates their applicability to transition economies with rapidly
growing internet penetration.

Keywords: Digital economy, digital services tax, e-commerce taxation, OECD Pillar One, Pillar Two,
VAT on digital services, Uzbekistan, platform economy, cross-border taxation, tax base erosion.

Introduction

The digital economy has fundamentally transformed the architecture of global
commerce, enabling multinational technology corporations to generate substantial
revenues in jurisdictions where they maintain minimal physical presence. Platforms such
as streaming services, ride-hailing applications, digital advertising networks and cloud
computing providers now collectively account for an estimated 15.5% of global GDP, yet
their fiscal
disproportionate to their economic footprint[1]. This mismatch arises from the
foundational design of international tax rules, which were constructed around the
"permanent establishment" principle in an era of predominantly physical, capital-intensive
business models — a framework rendered increasingly obsolete by the asset-light, data-
driven architecture of the digital economy][2].

contributions to host-country tax revenues remain structurally

The fiscal consequences of this structural misalignment are substantial. The OECD
estimates that Base Erosion and Profit Shifting (BEPS) associated with digital business
models costs governments between USD 100 billion and USD 240 billion annually in
foregone corporate income tax revenues, equivalent to 4-8% of global CIT receipts[3].
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Developing and transition economies bear a disproportionate share of this burden: their
smaller administrative capacity, thinner domestic capital markets and greater dependence
on foreign digital services combine to amplify revenue losses relative to GDP[4].

Uzbekistan exemplifies this challenge in a particularly instructive form. Internet
penetration has grown from 46.8% in 2018 to an estimated 78.3% in 2024, driven by
smartphone adoption and mobile broadband expansion[5]. E-commerce turnover
increased from approximately USD 320 million in 2019 to USD 1.8 billion in 2023, a 462%
expansion in nominal terms[6]. Yet the tax framework governing these transactions —
particularly with respect to non-resident digital service providers — has evolved more
slowly than the underlying economic activity, creating a growing structural gap between
the digital economy’s contribution to aggregate demand and its contribution to the fiscal
base.

Since 2020, Uzbekistan has undertaken initial steps to address this gap through the
introduction of VAT obligations for non-resident digital service providers and enhanced
e-commerce transaction reporting requirements under Resolution No. PP-4853 (2020)[7].
However, the macroeconomic and fiscal impact of these measures has not been rigorously
quantified, and the broader policy architecture for digital taxation — encompassing the
potential adoption of DST instruments, alignment with OECD Pillar One nexus rules, and
domestic platform economy regulation — remains a work in progress.

This paper seeks to fill that gap. The remainder is organized as follows: Section 2
reviews the theoretical and comparative literature on digital economy taxation; Section 3
describes the research methodology; Section 4 presents and discusses the empirical
findings; Section 5 concludes with policy recommendations.

Literature Review

The literature on digital economy taxation is organized around three interlocking
bodies of scholarship.

First, the economics of value creation in the digital economy and the challenge to
traditional nexus principles. Devereux and Vella established that digital business models
generate value through two channels that are not captured by the permanent
establishment threshold: user participation — the generation of data, network effects and
user-created content by consumers in market jurisdictions — and marketing intangibles,
which confer revenue-generating capacity independent of physical presence[8]. This dual
value-creation architecture creates a systematic misalignment between where value is
created and where profits are taxed, providing the economic foundation for destination-
based digital taxation instruments.

Second, the policy debate between unilateral and multilateral digital taxation
approaches. Grinberg and Vann document that unilateral Digital Services Taxes,
pioneered by France (3% DST on digital advertising and intermediation revenues above
EUR 750 million globally and EUR 25 million domestically, enacted 2019), have
proliferated to over 35 jurisdictions by 2023, generating significant trade tensions and
retaliatory tariff threats from the United States[9]. The OECD'’s Pillar One framework — a
multilateral approach that reallocates a share of residual profits of the largest multinational
enterprises to market jurisdictions based on revenue thresholds — represents the principal
alternative to this unilateral fragmentation[10]. Pillar Two, the Global Anti-Base Erosion
(GloBE) rules establishing a 15% global minimum corporate tax, provides a
complementary instrument targeting profit shifting to low-tax jurisdictions independent
of digital sector specificity[11].

Third, empirical evidence on the revenue and investment effects of digital taxation
instruments. A cross-country meta-analysis by Caiumi and Nicolini finds that VAT
registration obligations imposed on non-resident digital service providers — the
instrument most widely adopted by developing economies — generate average revenue
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gains of 0.18-0.31% of GDP within two fiscal years of implementation, with larger gains in
jurisdictions with higher internet penetration and stronger payment system coverage[12].
Kobetsky’s comparative analysis of Kenya’s Digital Service Tax (1.5% withholding on
gross digital service payments, introduced 2021) and India’s Equalisation Levy (6% on
digital advertising, extended to e-commerce at 2% in 2020) provides direct evidence
relevant to the Uzbekistan context: both instruments generated positive revenue outcomes
in transition economy settings but entailed administrative complexity costs that offset
approximately 18-22% of gross fiscal gains[13].

Closer to the Uzbekistan context, Kasymova and Tursunov document that Central
Asian economies have predominantly relied on VAT-on-digital-services mechanisms
rather than standalone DSTs, reflecting their greater administrative simplicity and
compatibility with existing VAT architecture[14]. The IMF’s Fiscal Affairs Department
confirms that VAT-on-digital-services regimes are the instrument of choice for most
middle-income and transition economies, and identifies automated simplified registration
(ASR) systems as the critical administrative enabler for achieving high compliance rates
among non-resident providers[15].

Research Methodology

This study employs a mixed-methods design combining quantitative fiscal impact
estimation with structured cross-country comparative analysis.

Annual data for Uzbekistan covering 2019-2024 are sourced from: (1) the State Tax
Committee of the Republic of Uzbekistan (VAT revenues from non-resident digital
providers, registered digital taxpayers); (2) the State Statistics Committee (e-commerce
turnover, internet penetration, GDP); (3) the Ministry of Finance (budget execution reports,
tax expenditure estimates); and (4) the World Bank Business Enabling Environment
indicators[16]. Cross-country benchmarking data for the EU, India, Kenya, and Singapore
are obtained from the OECD Tax Policy Studies, IMF Fiscal Monitor, and individual
country tax authority reports.

To estimate the fiscal and macroeconomic impact of digital taxation measures, we
employ a panel-based difference-in-differences (DiD) framework exploiting the quasi-
natural experiment created by Uzbekistan’s stepwise introduction of VAT obligations for
non-resident digital service providers in 2020 and subsequent threshold adjustments. The
estimating equation is:

AlnVAT _Digitalt = a + plAInternet_Penetrationt + B2AE-Commerce_GDPt +
B3Post2020t + p4AlnGDPt + p5Compliancet + et

where VAT Digital is VAT revenue attributable to non-resident digital service
providers; Internet_Penetration captures the share of population with active internet
access; E-Commerce_GDP is the ratio of e-commerce turnover to GDP; Post2020 is a binary
variable equal to 1 from 2020 onward; GDP controls for aggregate demand effects; and
Compliance is the World Bank “paying taxes” score. The coefficient 31 captures the
demand-side internet penetration effect, 2 the e-commerce platform economy
contribution, and B3 the policy-specific fiscal dividend of VAT-on-digital-services
introduction.

The cross-country comparison covers five jurisdictions — Uzbekistan, EU average,
India, Kenya and Singapore — benchmarked across five digital taxation instrument
categories, enabling identification of the instrument mix most closely associated with
revenue efficiency and administrative feasibility in comparable transition economy
settings.

Results and Discussion

Table 1 reports the evolution of core digital economy and fiscal indicators for
Uzbekistan over 2019-2024. The data reveal a pronounced structural shift following the
introduction of VAT obligations for non-resident digital service providers in 2020:
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registered non-resident digital taxpayers increased from 47 in 2020 to 312 in 2024, while
digital VAT revenues grew from UZS 0.42 trillion to UZS 3.17 trillion — a 654% expansion
in nominal terms over four fiscal years[16].

Table 1. Key Digital Economy and Tax Indicators of Uzbekistan, 2019-2024.

Indicator 2019 2020 2021 2022 2023 2024

Internet
penetration, %

E-commerce
turnover (USD
mln)
E-commerce
share of
GDP, %
Non-resident
digital VAT
payers
Digital VAT
revenue (trl.
UZS)

WB Paying
Taxes score

52.3

320

0.8

63.7

62.1

510

1.2

47

0.42

67.2

67.8

820

1.8

134

091

71.8

72.4

1,150

2.3

198

1.54

74.3

76.1

1,520

2.9

261

2.38

76.1

78.3

1,800

3.2

312

3.17

77.6

Source: State Tax Committee of the Republic of Uzbekistan; State Statistics
Committee; World Bank, 2024

The DiD regression results confirm that these trends are not merely cyclical. The
coefficient on Internet_Penetration (81 =0.42, p <0.01) indicates that a one percentage point
increase in internet penetration is associated with a 0.42% increase in digital VAT revenues,
reflecting the demand-side expansion of the taxable digital services base. The E-
Commerce_GDP variable (32 = 0.31, p < 0.01) confirms that platform economy growth
generates an independent and substantial fiscal dividend. The Post2020 policy dummy (33
= 0.28, p < 0.05) captures the additive regulatory effect of introducing VAT compliance
obligations for non-resident providers, net of underlying demand growth — consistent
with Caiumi and Nicolini’s cross-country estimates of 0.18-0.31% of GDP for comparable
reforms[17].

Table 2. Comparative Digital Taxation Instruments and Fiscal Outcomes (2023).

Indicator Uzbekistan EU India Kenya Singapore
Average
DST rate, % None 2-3% 2% (Eq. 1.5% None (Pillar
Levy) Two)
VAT on digital Yes (20%) Yes (15— Yes (18% Yes (16%) Yes (9% GST)
services 25%) GST)
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Non-resident ~30K ~35K ~15K ~5K ~55K
reg. threshold
(USD)

Digital tax 0.21 0.38 0.29 0.18 0.44
revenue (%
GDP)

Compliance 181 98 126 149 64
hours (digital)

E-commerce 3.2 9.1 7.4 4.2 12.8
share of
GDP, %

Source: OECD Tax Policy Studies; IMF Fiscal Monitor; World Bank WDI (2024)

Table 2 reveals a nuanced competitive landscape. Uzbekistan’s digital tax revenue of
0.21% of GDP, while positive, remains significantly below the EU average of 0.38% and
Singapore’s 0.44%. This gap reflects three structural factors: the absence of a standalone
DST instrument, the relatively high non-resident registration threshold of approximately
USD 30,000 compared to Kenya’s USD 5,000, and the compliance burden of 181 hours per
year — nearly three times Singapore’s 64 hours[18]. The comparatively lower e-commerce
share of GDP (3.2% versus 9.1% in the EU) also reflects both a revenue opportunity gap
and a growth potential that will expand the digital tax base organically as internet
penetration approaches saturation[19].

Table 3. Digital Taxation Instrument Assessment: Status and Reform Potential in

Uzbekistan.
Instrument Current Status International Best Est. Fiscal Yield
Practice (% GDP)
VAT on non-resident Yes (20%), Kenya: USD 5K +0.08 (threshold
digital services threshold ~USD threshold; EU ASR reduction)
30K system
Digital Services Tax Not implemented France: 3% on +0.12 (3% DST
(DST) revenues >EUR 25M adoption)
domestic
E-commerce platform Partial (reporting India: 2% equalisation +0.09 (levy
withholding only) levy at source introduction)
Pillar Two (15% global Not enacted EU: fully enacted from +0.11 (GloBE
min. CIT) 2024 adoption)
Digital compliance E-filing partial; Singapore: 64 hrs/yr; +0.05 (compliance
simplification 181hrs/yr automated ASR reduction)
Source: Author’s calculations based on OECD (2023); IMF (2024); regression

results

The cumulative potential fiscal yield from simultaneously deploying all five
instruments at international best-practice levels is estimated at approximately 0.45% of
GDP per annum. Given Uzbekistan’s current GDP of approximately USD 90 billion, this
represents a potential annual revenue increment of approximately USD 405 million —
equivalent to roughly 6.8% of total tax revenue in 2023[20]. This estimate is conservative
insofar as it does not account for the compounding effect of digital economy growth: if e-
commerce’s share of GDP converges toward the EU average of 9.1% over a ten-year
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horizon, the underlying digital tax base will expand by a factor of approximately 2.8,
proportionally amplifying the yield of each instrument[21].

Conclusion

This paper has examined the theoretical foundations, international comparative
evidence and empirical outcomes of digital economy taxation, focusing on Uzbekistan’s
reform experience during 2019-2024 and the policy instruments available to maximize
fiscal yields from the rapidly expanding digital sector. Three principal conclusions emerge
from the analysis.

First, Uzbekistan’s introduction of VAT obligations for non-resident digital service
providers has delivered tangible and statistically robust fiscal dividends. The 654%
expansion of digital VAT revenues between 2020 and 2024, the estimated policy coefficient
of 33 = 0.28 for the VAT-on-digital-services regulatory intervention, and the addition of
312 non-resident digital taxpayers to the formal tax base collectively confirm that
destination-based digital VAT mechanisms can successfully capture value created in the
Uzbekistani digital market by foreign platforms operating without physical presence.

Second, the VAT-on-digital-services instrument, while necessary, is insufficient on
its own to capture the full fiscal potential of the digital economy. The comparative
benchmarking against the EU, India, and Kenya demonstrates that jurisdictions combining
VAT-on-digital-services with a standalone DST and platform-level withholding
mechanisms achieve digital tax revenue-to-GDP ratios that are 60-80% higher than VAT-
only jurisdictions at comparable e-commerce penetration levels. Uzbekistan’s digital tax
revenue gap of 0.17-0.23% of GDP relative to these comparators represents a concrete and
actionable reform target.

Third, administrative modernization is a prerequisite for effective digital tax
enforcement. The compliance burden differential of 117 hours per year relative to
Singapore’s benchmark is not merely an efficiency concern — it constitutes a structural
disincentive to voluntary registration by non-resident digital service providers and a
capacity bottleneck for the State Tax Committee’s audit and enforcement functions. The
introduction of an Automated Simplified Registration system for non-resident providers,
modeled on the EU’s One-Stop Shop (OSS) mechanism, is the single highest-priority
administrative reform identified by this analysis.

On the basis of these findings, the following policy recommendations are proposed:

(1) Introduce a standalone Digital Services Tax at a rate of 2-3% on gross revenues
exceeding USD 1 million domestically, applicable to digital advertising, intermediation
platform fees, and subscription streaming services, with a two-year phase-in period to
allow industry adjustment.

(2) Reduce the non-resident digital VAT registration threshold from USD 30,000 to
USD 10,000, consistent with the emerging international standard for transition economies
and Kenya’s demonstrated experience with low-threshold enforcement.

(3) Implement an Automated Simplified Registration (ASR) portal for non-resident
digital service providers, enabling fully online registration, declaration and payment in
USD or EUR, with automatic exchange rate conversion — reducing compliance hours from
181 to a target of 90 hours within three fiscal years.

(4) Enact enabling legislation for OECD Pillar Two participation, establishing a
Qualified Domestic Minimum Top-up Tax (QDMTT) at 15% applicable to large
multinational groups with revenues exceeding EUR 750 million, consistent with the EU’s
minimum tax directive and the commitments of 140+ jurisdictions under the OECD
Inclusive Framework.

(5) Introduce mandatory platform economy data reporting obligations requiring
domestic and non-resident digital intermediaries to file quarterly transaction-level data
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with the State Tax Committee, providing the informational foundation for income tax
enforcement against platform workers and sellers in the gig economy.

Future research should exploit sub-national and sectoral panel data to identify
heterogeneity in digital economy growth and tax response across Uzbekistan’s regions and
industries, and should incorporate distributional analysis to assess the incidence of digital
taxation instruments on different household income strata and business size categories.
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