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Abstract

The spread of E-Commerce will pose serious problems for income tax,
consumption tax and tariff collection. This is due to the difficulties in identifying the
parties involved in the transaction, the tax jurisdiction and the content of the
transaction itself. Disintermediation and monitoring costs also impose a greater
burden on revenue authorities. Transactions that are most problematic in terms of tax

collection are those that involve trade in intangible goods, i.e., software, music, movie

and online services.

In this report, we assess the impact of exempting tariffs on digital goods
delivered online, as proposed in a WTO meeting, on government revenue collection.
We found that tariffs collected from these goods -- i.e., imported books, CD-ROMs,
diskettes, video tapes and movie films -- constitute only 0.03 per cent of the total
government revenue in 1998. Thus, tariffs exemption seems to have a negligible

Impact on government revenue. For income and consumption taxes collected from

trade in digital goods, however, the potential loss 1s significantly greater. To
compensate for the forgone revenue, the government would need to widen the tax
base by being more frugal in handing out tax privileges for the promotion of

investment, cracking down on tax evasion and making the informal sector taxable.



