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Tax Pass-through of International Digital Services Taxes:

A Discussion on China’s Path in Global Tax Reform
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Summary: As the digital economy evolves, policy debates regarding the taxation of digital firms and their
nexus of tax liability have intensified. In response to these imbalances in international tax distribution, sev-
eral countries have implemented “interim” solutions, such as the Digital Services Tax (DST), posing signifi-
cant challenges to traditional tax theories and administrative frameworks.

Significant contention persists among international organizations and national governments regarding
the tax incidence of the DST. One perspective posits that the DST functions similarly to a corporate income
tax, implying that the tax burden is non-shiftable and primarily borne by the statutory taxpayers. Con-
versely, an alternative view contends that the DST mirrors a value-added tax (VAT), where the actual eco-
nomic burden is passed through to non-taxpayer entities, such as downstream firms or final consumers. Cur-
rent international DST policies typically feature high revenue thresholds—based on both domestic and
global turnover—which effectively restrict the tax’ s applicability to large-scale multinational internet enter-
prises. Empirical evidence suggests that these measures can generate substantial fiscal impact; for instance,
in the first year of implementation, the UK government reportedly collected approximately GBP 360 mil-
lion from tech giants such as Amazon, Google, and Apple. Notably, this collective DST liability exceeded
the total corporate income tax paid by these firms in the UK during the same period.

The pass-through of DST is central to the ongoing reform of international digital taxation. Despite its
significance, existing literature offers scant empirical evidence regarding the economic consequences of
DST, and research on cross-border tax incidence remains particularly nascent. To address this gap, this pa-
per characterizes the indirect tax properties of DST and develops a theoretical framework to examine the
mechanisms of tax pass-through on cross-border e-commerce platforms. Furthermore, we provide empirical
estimates of the relative tax burdens borne by both e-commerce firms and consumers.

Utilizing a granular panel of country-month-product level data on Chinese cross-border e-commerce ex-
ports from 2019 to 2021, we find that DST-induced tax burdens are indeed shiftable, ultimately leading to a
contraction in export volumes. Our analysis of transmission channels reveals that dominant digital platforms
leverage their market power to pass through tax liabilities to e-commerce merchants by increasing fulfill-
ment and advertising fees. Subsequently, these merchants further transmit the tax burden to end-consumers
in destination countries via higher product prices. Our incidence estimates suggest that large-scale platforms
achieve “over-shifting” —a phenomenon driven by their significant market dominance—whereby the tax
burden is predominantly borne by e-merchants and partially by consumers. Further analysis indicates that
more competitive digital market structures and stringent data localization requirements can mitigate these ad-
verse effects of DST.

We recommend that the Chinese government adopt a proactive and collaborative stance within the
framework of global tax reform. To mitigate the adverse consequences of DST while fostering a reciprocal
relationship with destination countries, policymakers should consider targeted fiscal support, the develop-
ment of a multidimensional and autonomous digital governance system, and the expansion of international
cooperation in the digital economy. These measures are designed to internalize the tax shocks and promote
a sustained, win-win equilibrium in cross-border digital trade.

Our study contributes to the literature in three primary dimensions. First, moving beyond the conven-
tional focus on intra-national tax incidence, we examine the cross-border spillover effects of DST on Chi-
nese e-commerce exports, providing novel evidence on how unilateral tax policies transmit through interna-
tional trade flows. Second, we delineate the granular transmission pathway of the DST burden among digital
platforms, e-merchants, and end-consumers. By quantifying the relative incidence across these actors, we ex-
tend the theoretical and empirical understanding of tax pass-through mechanisms in multi-sided markets.
Third, by constructing a unique, high-frequency dataset of Chinese cross-border e-commerce transactions,
we identify the specific roles of platform-intermediated fees and price transmission in shaping trade out-
comes. This offers a fresh empirical perspective on the intersection of digital taxation and international trade.
Keywords: Digital Services Tax; Cross-border E-commerce Exports; Tax Pass-through; Global Tax Reform
JEL Classification: F14, H25, L81
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