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0z

DIiJITAL TEK PAZAR VE AB’NiN DIJITAL PERFORMANSI
Sinem Saktas
Mayis, 2019

Son yillarda dijital ekonominin &nemi giderek artmaktadir. AB’de Dijital Tek
Pazari’n1 olusturmasi gerektigi gergegini kabul etmistir. Dijital ekonomi {ilkelerin
rekabetedebilirligi icin dnemli belirliyeciler arasinda yer almaktadir. Son gelismelere
paralel olarak AB, kendisini dijital tabanli bir ekonomiye doniistiirmektedir.
Calismanin temel amaci, AB’de ve diinyada hizla gerceklesen dijital donilistimiin
incelenmesidir. Calisma AB Dijital Tek Pazari’nin gelisim siirecini ele alarak Avrupa
ekonomisi i¢in 6nemi ve katkilarini tartigmaktadir. Bu baglamda dijital ekonominin
temel gostergeleri dikkate alinarak AB Dijital Tek Pazari’nin performansi
karsilagtirmali olarak Olgiilmeye c¢alisilmistir. Calismada ayrica AB Dijital Tek
Pazari’nin faydalar1 ve olusturulmasi onilindeki mevcut engeller ele alinmistir. AB
Dijital Tek Pazari’nin iki nemli unusuru olan e-ticaret ve e-ticaretin vergilendirilmesi
incelenmistir. Calismada AB tarafindan hedeflere ulasildiginin ancak mevcut
engellerin ortadan kaldirilmasina yonelik dijital altyap: yatirnmlarina ve AB genelinde
yasalarin uyumlastirilmasina daha fazla agirlik verilmesi gerektigi sonucuna
varilmigtir. AB Dijital Tek Pazar’inin ayrica iiye tilkeler i¢in bir¢ok firsat sunmasi
beklenmektedir.

Anahtar Kelimeler: Dijitallesme, Dijital Ekonomi, Avrupa Birligi, Dijital Tek Pazar, E-
ticaret.



ABSTRACT

DIGITAL SINGLE MARKET AND DIGITAL PERFORMANCE OF THE EU
Sinem Saktas
May, 2019

The importance of the digital economy is increasing over the last decades. The digital
economy is among the core elements of competitiveness of countries. The EU has also
recognized the importance of the establishment of its own Digital Single Market. In
line with the recent developments, the EU is transforming itself into a digital-based
economy. The main objective of the study is to examine the transformation of the
digital economy in the EU and the world. Thus, the study presents the development of
the EU’s Digital Single Market and discusses its significance and contributions to the
European economy. In this context, the study aims to assess the performance of the
EU’s Digital Single Market by taking into account the main indicators of the digital
economy. The study also takes into consideration the benefits of the EU’s Digital
Single Market and barriers against its completion. E-commerce and taxation of e-
commerce which are crucial dimensions of the EU’s Digital Single Market are also
examined. In order to further develop its Digital Single Market, EU has to focus on the
digital infrastructure investments and attempts related to the harmonization of the EU’s
laws which abolish the barriers against well-performing Digital Single Market. It is
expected that the Digital Single Market will offer many opportunities for the EU
countries.

Key Words: Digitalization, Digital Economy, European Union, Digital Single Market, E-
commerce.
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1. INTRODUCTION

Over the last decades, digitalization has been significantly transforming the societies and
economies by creating new economic platforms. In this framework, as a result of
globalization and improvements in technology, digital economy as a new field of
economics has emerged. A well-established digital economy provides market extension,
and strengthens the competitiveness of countries in the global market. Countries adopted
to digital economy increase their welfare and productivity. Moreover, digital economy

makes economies more integrated with each other.

Along with the digital transformation of the world economy, the European Union (EU) is
also transforming itself into a knowledge-based economy. Currently, the EU’s Single
Market provides the free movements of goods, services, capital, and labor but recent
developments in the world require the free movement of information and knowledge. This
requirement is one of the stimulating factors for the creation of the EU’s Digital Single
Market (DSM). In the context of European 2020 Strategy, the EU decided to create the
DSM to benefit from the opportunities provided by the digitalization and the
improvements in Information and Communication Technologies (ICTs), such as the
innovative breakthroughs, communication facilities, and economic growth. The EU has
published its DSM strategy in 2015 to lay down the objectives on the abolishment of
technical and legislative barriers. The DSM strategy consists of three main pillars which
aim to provide better access to the digital goods and services across Europe, to create a
better environment by developing the European basis for a well-performing digital
economy and society, and to maximize the growth potential of the European DSM. In this
strategy, it is foreseen that the DSM will increase the EU’s GDP by 415 million Euro (or

3% of the EU GDP) per year, and create new job opportunities and reduce unemployment.

The European Commission has taken several measures to improve the functioning of the
digital economy for consumers and businesses in some areas such as e-commerce,
package delivery, geo-blocking, copyrights, and Value Added Tax (VAT) applications.

1



Despite several attempts to achieve a well-functioning DSM, the EU’s digital market
remains fragmented into 28 different national markets, disparities exists between the
digital transformation performances of the EU states and the EU lags behind its main
competitors in the global digital economy. In this framework, the purpose of this study is
to present the development of the EU’s DSM and to discuss its performance, importance
and contributions to the European economy. Furthermore, this study aims to answer the
following research question: What are the major opportunities and challenges of e-

commerce transactions and VAT applications as part of the EU’s DSM?

The structure of the study is as follows. After a brief introduction, the second chapter deals
with the conceptual framework of the digital economy and the necessary requirements for
the development of a well-performed digital economy. E-commerce transactions are one
of the cornerstones of the digital economy. In this context, the costs and benefits of e-
commerce transactions for consumers and companies are discussed in the following
sections. The chapter also includes the macroeconomic effects of the e-commerce
transactions. In the third chapter, the development of the EU’s market integration process
and the emergence of the DSM is presented from a historical perspective. In this
framework, several attempts and strategies of the EU for increasing the efficiency of the
DSM are discussed. In the fourth chapter, the digital performance of the DSM both at the
national and the EU level is analyzed by using several digital performance indicators in
order to present the digital performance of the EU states. Moreover, global leading
countries such as Asia-Pacific countries and the US is analyzed compared to the EU’s
digital performance. This section also focuses on the e-commerce transactions and VAT
applications at the EU level. In this framework, VAT applications such as One Stop Shop
(OSS) and Mini One Stop Shop (MOSS) systems applied for goods and e-services
respectively are presented. Additionally, the strong and weak sides of the European VAT
system in e-commerce transactions occur among the EU and non-EU countries are

discussed. And the final section concludes.



2. THE DIGITAL ECONOMY: CONCEPTS, IMPORTANCE AND IMPACTS

Digital economy which provides efficiency and productivity has a significant importance
for countries across the world. Moreover, its importance has been continuously increasing
as a result of the fast pace of globalization, the improvements in technology and the
facilitation of accessing new technologies. In this section, the concept of digital economy
will be discussed in detail. Additionally, the concepts of ICT and e-commerce which have

a great importance in the digital economy will be examined.
2.1. The Digital Economy: A Conceptual Framework

Digitalization has been significantly transforming the societies and economies over the
last decades. Digitalization is transforming the industries and creating new economic
platforms. Nowadays, almost all sectors became digital such as e-services, e-education, e-
health and e-government. Digitalization of the economy has gained momentum as a result
of these improvements in services. Furthermore, new services are emerging in the

economy due to the increase of technological needs.

The digital economy as a new economy appeared by the forces of globalization and
improvements in the ICT which have a significant role in the digitalization process. The
digital economy makes the economies more integrated with each other by abolishing the
barriers between consumers, enterprises, retailers and competitors. This situation shows
that physical national borders are no longer a barrier in accessing to the knowledge. Every
economy needs an information infrastructure that is managed by national or institutional
authority to boost the system and, every organization has to use this information

infrastructure for the system to work well.

Besides these developments, there is still not a consensus about the definition of the digital
economy in the literature (Degryse, 2016). However, there are some common



characteristics of the digital economy that can be collected from various definitions of

some scholars and economic platforms in the relevant literature.

The digital economy was first defined by Don Tapscott in 1994. In his study, The Digital
Economy: Promise and Peril in the Age of Networked Intelligence, Tapscott explained
the digital economy in an indirect way. According to Tapscott, the digital economy is the
Age of Networked Intelligence which is not simply about the networking of the
technology but about the networking of humans through technology and is not an age of
smart machines but of humans who through networks can combine their intelligence,
knowledge, and creativity for breakthroughs in the creation of wealth and social
development (Tapscott, 2014, xii).

Lane (1999) defines digital economy as the convergence of computing and
communication technologies on the internet that results in the flow of information and
technology that fosters e-commerce, new competitive strategies and vast organizational
change (Lane, 1999, 317). Similarly, British Computer Society (2013) indicates that the
digital economy is an economy that is based on digital technologies, although it is
increasingly perceived as conducting business through markets based on the internet and
the World Wide Web (www).

Besides the above mentioned definitions of the digital economy, according to
Brynjolfsson and Kahin (2000) digital economy refers specifically to the recent and still
largely unrealized transformation of all sectors within the economies by the computer-
enabled digitalization of information. They add that in line with a long-term trend towards
market liberalization and reduced barriers to trade, the emergence of digital economy
makes commerce less local, more inter-state, and, especially more global. This
characteristic of the digital economy is based upon the e-commerce and allows market
integration by bringing more consumers together with more suppliers from all over the

world.

Additionally, OECD (2012) consider the concept of the digital economy as an umbrella

term that is used to describe markets based on digital technologies which involve the

L For more details about the themes of digital economy, see; Tapscott (2014), page; 54-90.
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exchange of goods and services through e-commerce. Also, they consider digital
economy as a vital sector and its expansion has been a key driver of economic growth in
recent years. Moreover, the shift towards a digital world has had crucial impacts on the

society that extend far beyond the digital technology context alone.

According to the European Commission (2014) digital economy is the result of the
transformational effects of new General Purpose Technologies? in the fields of ICT sector,
impacting all sectors of the economy and society: retail, transport, financial services,

manufacturing, education, healthcare, media etc.

Similarly, Deloitte defines digital economy as an economic activity that results from
billions of everyday online connections among people, businesses, devices, data, and
processes. In this context, they add that the backbone of the digital economy is
hyperconnectivity which means growing interconnectedness of people, organizations, and

machines that result from the internet and the mobile technology (Deloitte, [05.08.2018]).

Furthermore, Mesenbourg (2000) explains that the digital economy has three primary
processes. These processes are e-business infrastructure (e.g. supporting e-business
process and conducting e-commerce), e-business processes (e.g. how business is
conducted), and e-commerce transactions (e.g. selling of goods and services online). E-
business infrastructure as a part of the total economic infrastructure is an infrastructure
which enables supporting e-business processes and conducting e-commerce. E-business
is any process conducted over computer-mediated networks while e-commerce is the
value of goods and services sold over computer-mediated networks (Mesenbourg, 2000,
3).

As stated by Mutula (2010, 29) the digital economy consists of various components, which
includes government policies and regulations, electricity infrastructure,
telecommunication industry, internet, information and knowledge management systems,
research and development (R&D), human capital and knowledge workers, digital service

providers, e-commerce industry, and emerging technologies.

2 General Purpose Technologies such as steam engine, electricity, ICTs and etc refer to changes which
transform both the daily life and the structure of the economy (Strohmaier, 2014, 2).

5



According to Bukht and Heeks (2017), the digital economy is classified by three stages
such as core, narrow and broad scope. Figure 2.1 provides this classification. The core and
narrow scopes are based on the IT and ICT producing sector and their infrastructure
systems. The broad scope is based on the use of digital devices for accomplishing
activities such as e-business, e-commerce, automation, the sharing economy, gig economy
which refers flexible labor who prefer temporary contract rather than permanent one, such
as freelancer, and online labor platforms (UNCTAD, 2017).

-E-business
- E-commerce
- Industry 4.0

- Algorithmic
Economy

- Digital Services
- Platform Economy PR

- Hardware
Manufacture

- Software & IT
Consulting

- Information Services
- Telecommunications

Core: Digital (IT&ICT) Sector

Narrow Scope: Digital Economy

Broad Scope: Digitalised Economy

Figure 2.1: Scoping the Digital Economy

Source: Adapted from Bukht, Heeks. (2017). Defining, Conceptualising and Measuring the Digital
Economy. Development Informatics Working Paper Series Paper No. 68. Manchester: Centre for
Development Informatics Global Development Institute, SEED, p. 13.

To sum up, all definitions focus on the similar points. Digital economy is altering the trade
functions and has its own mechanism. This mechanism creates new trade relations while

eliminating the old relations at the same time. Besides these effects, digital economy



requires continuous technological improvements and investments in ICTs which is the

main force behind the creation of digital economy.

Another focus is based on the economic effects of the digital economy on productivity,
economic growth and development. The study will examine these economic effects in
following sections.

2.1.1. The Evolution of the Digital Economy: A Theoretical Perspective

The factors of production used in the economy are key drivers in explaining the economic
success of a country. Especially, the factor of technology which directly affects the
productivity should be examined along with the other production factors such as labor,
capital, land, and entrepreneurship. As it is known, technology is the knowledge of
production and it is required to produce goods and services. Recently, knowledge factor
is more advantageous than other factors of production such as labor and capital. In the
digital economy, labor is the qualified brain power and physical capital is the fixed
investment for R&D. Knowledge is not a scarce resource and its value is continuously
increasing. Thus, it provides competitive advantages for countries in the global
competition. Therefore, understanding the importance of knowledge and technology has

been the subject of economics.

The knowledge economy is a branch of economics and it examines the economic structure
of the information society. According to Leadbeater (1999), the knowledge economy is
about a set of new sources of competitive advantage. The emphasis is put on the ability to
innovate and creating new products and markets, as well as exploiting the creation of new
markets. The applicability of knowledge economy to all industries such as high-tech and

low-tech, manufacturing and services, retailing and agriculture is also emphasized.

Over the last decades, the economics of technology and innovation and economics of
knowledge have emerged as a significant area of the explanation of economic theories.
They affected the creation of new economy also known as the digital economy. The
economy has been transformed from the agricultural economy to industrial economy and

towards the digital economy. This transformation is considered as a result of structural



changes in global demand and production. Thus, the rapid changes in consumption habits
and the requirement to meet this demand caused the transformation to digital the economy.

This study examines the evolution of the economy from a historical perspective. There
are three important approaches of economics which are the Classical approach, the
Schumpeterian approach, and the Arrovian approach (Antonelli, 2008). These approaches
make it possible to investigate the economics of knowledge and economics of technology

and innovation.

The Classical approach has been favorable in understanding the effects of innovations and
technological changes on economic growth, primary at the aggregate level. The
Schumpeterian approach provides a relationship between innovation and competition in
the market in terms of the firm theory. Furthermore, Schumpeterian theory explains the
term known as “creative destruction” to clarify this relationship. Finally, the Arrovian
approach explains the economics of knowledge with its additions for the theory of

organizational and regional economics (Antonelli, 2008).

The Classical approach which is represented by Adam Smith is based on the law of the
supply and demand. According to Smith, there is an invisible hand which always provides
an equilibrium in the economy. Another important focus of Smith is based on the
economic growth. According to Smith, economic growth is a result of an increase in the
division of labor and, specialization of the labor force. The term specialization refers to
the concentration of the economic actors in the different stages of production and, it is
necessary for the creation of the innovations. Innovations raise the productivity of labor
and, this increased productivity provides the market extension. According to Smith,
market extension is limited by the demand. For example, if the demand is high for a
product, it means, the production of this product will be high. Thus, producers will decide
to increase the scale of production. Finally, cost of production will decrease and price will
be cheaper. All these situations will lead to an increase in the division of labor and, the
market extension. The technological changes increase the number of goods produced as
well as the division of labor. In other words, technological knowledge and technological

changes are attributed to the division of labor in the Classical approach (Eecke, 2013).



Another important economic approach is the Schumpeterian approach. His contribution is
a focal point at the heart of the economics of innovation. The Schumpeterian approach
puts firms and entrepreneurs at the center of the economic growth. This approach is based
on three ideas. The first idea is based on the innovations which provide long-run growth.
These innovations include the process innovations which increase the productivity of
production factors, product innovations which refers to the creation of new products and,
organizational innovations which make the combination of production factors more
efficient. Second idea is the innovations result from investment such as research and
development, or investments of firm in skills. This idea focuses on the importance of the
knowledge economy (Aghion, Akcigit 2015). Third and the most important contribution
of Schumpeter is the ‘creative destruction’. Creative destruction expresses a shift from the
old innovations to the new innovations. In other words, the new production methods take
place of the old ones. There is a strict conflict between old and new innovations however,
this conflict creates the economic growth. The firm invested in new innovations has a

competitive advantage with regard to firm use the outdated innovation.

Technological innovations and the economic changes cannot be explained separately.
They are the two significant and inseparable characteristics of creative destruction in
understanding the economic growth and development. According to Schumpeter,
innovations directly influence the competition in the economy because they have a
distinctive feature. Competition among firms is an impetus to introduce innovations.
Additionally, introduction, adoption and the diffusion of the innovations take an important
place to provide competitive advantage for firms, rather than the adjustment of price and

quantity.

Finally the last approach is the Arrovian approach which is represented by a neo-classical
economist Kenneth Arrow. His approach is based on the knowledge and the learning
process. Arrow (1961) set up an economic model in his work “The Economic Implications
of Learning by Doing” where he presented the knowledge as a production factor.
According to Arrow (1961) knowledge is the basic element for the increase of efficiency
and economic growth and it is the product of experience. Moreover knowledge is an

incentive for the production of technology. Every economic system would devote its



resources to the production of new knowledge to increase efficiency. Arrow explained the
economic features of the experienced knowledge from an economic viewpoint (Antonelli,
2008). Each experienced knowledge provides an efficiency in production. For instance,
each new machine produced and used affects the learning process and changes the
environment where production takes place. Each new production technique is the result
of a technological change, thus, technological change requires a continuous learning.
Furthermore, continuous learning creates continuous productive efficiency, thus,

economic growth and efficiency are achieved automatically (Arrow, 1961).
2.1.2. Industrial Economy versus Digital Economy

While industrial age begins with the emergence of Industrial Revolution, the digital age
begins with the Digital Revolution. It is clearly observed that the world economy is
changing from industrial economy which depends on steel, machines etc. towards the
digital economy which is based on computers and networks. The digital economy is based
on knowledge. The ability to make use of knowledge is a crucial factor in the process of

increasing productivity and prosperity.

Digital economy has its own dynamics and drivers such as production factors and
production methods. Thus, the production method of the industrial economy and the
digital economy differs from each other. For instance, the production costs, produced
goods and services, and the price were used to be the most competitive factors. Still,
companies benefit from these factors in the digital economy, however, the most important

and competitive key driver is the knowledge in the digital economy.

In the digital economy, brainpower is preferred more than muscle force and the mode of
organization is based on intellectual labor. In recent years, businesses around the world
focus on the intellectual assets and, move towards developing new methods for their
intellectual capital, in other words, for the intellectual labor. In the digital economy the
intellectual labor is preferred while in the industrial economy the physically productive
one is preferred. In industrial economy, human capital is almost equivalent and

interchangeable with each other, but, in the digital economy, this situation is not the same.
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The need for labor force and the nature of work in the digital economy are substantially
different. The function of work and labor are changing dramatically. Moreover, the
intellectual capital becomes much more precious than the productive one in industrial
economy. Because the labor in the digital economy create more value compared with the
labor in the industrial economy. The number of labors involved in agricultural and
industrial economy has been decreasing over the last decades, since the digital economy

provides more attractive opportunities, such as high paid and high value jobs.

Additionally, the other key factor of the digital economy is innovations including
production method and marketing. Innovations encourage the most competitive and
productive practices in manufacturing. Manufacturing system has been constantly
transforming from pre-industrial economy to digital economy, as a result of creative
innovations. At the beginning, in the pre-industrial economy, the amount of produced
goods was small, and often unique. Steam engines, electricity, and computers were
discovered as a result of continuous transformations in innovations, and, the number of
produced goods increased. Next, the software system is developed, and mass
manufacturing has transformed into the additive manufacturing such as robotics and 3D
Printers or scanner (Achilleopoulos et al, 2015). Furthermore, digital production method
has been going far beyond industrial production method, and these innovations provide
more advantages in terms of economic growth by providing productivity. Table 2.1 briefly
categorizes the industrial revolutions from the first industrial to the fourth industrial era.
The table also demonstrates the prominent technological and digital transformations

throughout the centuries.

11



Table 2.1: The Industrial Revolutions

Industrial Revolution

Period

Transformation and
Breakthroughs

1% Industrial Revolution

18" century

From mostly agriculture based
economies to industrial economies.

Steam engine,
iron works,
textile industries

2" Industrial Revolution

Since 1870

Expansion of pre-existing industries
and new ones, steel, oil, electricity

Mass production,
internal combustion engine,
telephone, light bulb

3" Industrial Revolution

Until now

From analogue electronic and
mechanical devices, to digital
technologies.

Microchips,
PC, ICT,
World Wide Web

4™ Industrial Revolution

Currently

Builds on the Digital Revolution,
New ways to embed Technology.

Robotics, artificial intelligence,
nanotechnology,
biotechnology, IoT,
3D Printing.

Source: Korner, Kevin, Marc Schattenberg, Eric Heymann. 2018. Digital Economics:
How Al and Robotics Are Changing Our Work and Our Lives. Deutsche Bank
Research. EU Monitor. May 14. Germany, p.3.

As shown in Table above, the Industry 4.0 refers to the fourth Industrial Revolution. The
3rd Industrial Revolution (Industry 3.0) refers to the automation of single machines and
processes, while the 4th Industrial Revolution refers to the digitization of organizations
such as manufacturing, logistics and services, and integration into the digital ecosystem

with value chain partners (Geissbauer, Vedso, Schrauf, 2016).

Fourth Industrial Revolution provides beneficial opportunities for digital transformation
by evolving technologies such as big data analytics, artificial intelligence and the internet
of things (10T), and blockchain technology (ADB, UNESCAP, 2018, xiii). Furthermore,

all these new technologies which are related to the wave of Industry 4.0 also shape and

develop a strong digital ecosystem supporting e-commerce.
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2.1.3. The Economic Importance of the Digital Economy

The economy has been changing rapidly. Recently, this change has been accelerated by
the influence of the digital economy. Thus, economic rules and dynamics are being
rewritten. The internet and technology are increasingly influencing the daily life.
Consequently, companies around the world are among the first economic actors to adopt
this new context. Each company must know all the tools offered by the digital economy
and review all conditions required for business digitalization. Adaption of digital
technologies by companies is the significant determinant to increase their growth. The
classic market conditions are no longer exist since everything takes place around the
internet for companies, including the trade in goods and services. As a result, if companies

want to keep their businesses alive, they need to adopt new economic changes.

The digital economy is the crucial factor for competitiveness, growth and development,
and it holds a great potential also for the small and medium sized enterprises (SMES). In
the digital economy, SMEs take the advantage of economies of scale and better access to
resources as much as large companies. Indeed, SMEs can benefit from digital
technologies, such as better access to skills, talent or markets, better collaboration and
communication, or greater access to new technologies and applications (OECD, 2018,
12). As it is known, reduced costs, increased productivity, access to the new markets,
savings from increased productivity, and specialization result from technological changes,
and access to the new strategies to increase sales create the economies of scale. Thus, the
digital economy enables all businesses including the SMEs to benefit from such positive

effects.

The digital technologies has strengthened the understanding that the data is at the center
of the digital economy and represents a great importance for innovation and growth.
Digital economy allows to produce innovative outputs with datasets. Data-driven
innovation is a new economic term which refers to the production of innovative outputs
from datasets. Indeed, a huge amount of datasets are becoming key assets for companies

to create competition and foster new products and processes (OECD, 2015).

Collecting information and creating datasets about the customers are an important process

for increasing the efficiency and creativeness of the companies. Companies can create
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new data-sets or develop current data-sets through the digital economy. Moreover,
companies optimize their processes and create new value for customers as a result of data

analytics and the spread of cheaper and more compact hardware technologies.

Internet and the customer experiences are inseparable terms, because the most of the
company and customer activities are on the internet which is the best platform for
accessing the data. Recently, the number of companies which base their activities on the
consumer experience are increasing. This concept has become a significant element for
companies that aim to improve their business performance, continuously. In this respect,
one of the most famous company is Amazon. If a customer buys a product on Amazon,
Amazon evaluates this selling process to collect information from several aspects such as

packaging, quality of production, and relation with supplier.

From another respect, many digitalized companies use online platforms like social media
to collect information from members of social media. Companies suggest differentiated
products based on the features of specified potential customers considering the collected
information. A particularity of the information collected from the social media is that it
can be accumulated and used infinite number of times. Moreover, this information is
produced, processed and managed exactly like real goods, or they became economic goods

and allows a continuous growth of know-how.
2.2. The Definition of Information and Communication Technology

ICT refers to the technologies that ensure access to information via telecommunications.
While information technology (IT) is the technology allows accessing information sets
via software, hardware and networking, ICT focuses on communication technologies
which include technological devices such as phones and computers that provide flows of
information (ICT, [11.09.2018]). Basically, IT is an umbrella term which includes ICT.
The most important characteristics of ICT is that they allow richer, faster, and flexible
communications by enabling control at a distance and reach all economic production

chains from final goods and services to raw materials (Sharafat, Lehr, 2017, 5).

ICT has become a significant part of the economy. Currently, almost all consumers and

businesses use internet and computers to take economic advantages over the world.
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Developing new products and marketing them is easier and faster than past as a result of
technological innovations. In this case, ICTs which allow consuming fewer resources,
investing less capital expenditure, and creating new jobs opportunities, are the key drivers
for economic growth (Sharafat, Lehr, 2017, 5). On the one hand, increased ICT diffusion
affects economic growth from three different channels by fostering the technology
penetration and creation of the new innovations, promoting the quality of the decision
making-process of economic actors, decreasing the costs of production and increasing
demand for goods and services, outputs level (Vu, 2011). Moreover, ICTs promote
economic growth by increasing the flexibility in production, the number of various goods
and services, the consumer welfare with lowered prices, and expanding international trade
across the world (Sharafat, Lehr, 2017, 6).

The analysis of the ICT and its services has also a critical importance in understanding the
efficiency of e-commerce. According to Kumar, Arif and Malik (2014), e-commerce
industry is dependent on ICT in terms of its operations. This situation leads to the fact that
the definition of e-commerce and ICT are inseparable. Also, this definition could be

extended to refer e-commerce as an application of ICT in business and commerce.

The development of e-commerce is considerably based on the improvements in ICT
infrastructure. ICT allows the facilitation of e-commerce activities such as e-payments
and e-security, to create a successful communication network between customers and
companies. It is clearly obvious that the lack of ICT infrastructure negatively affects the

e-commerce, international trade and economic growth.
2.3. The Definition of E-Commerce

E-commerce is the abbreviation of Electronic Commerce and it is a form of online
commerce in which the purchase and sale is made via Website. According to the European
Commission (1997), e-commerce is about doing business electronically, and it is based
on the electronic processing and transmission of data, including text, sound and video.
The study also indicates that the e-commerce covers a wide variety of activities such as
electronic trading of goods and services, online delivery of digital content, electronic fund
transfers, electronic share trading, electronic bills of loading, commercial auctions,

collaborative design and engineering, online sourcing, public procurement, direct
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consumer marketing and after-sales services. It involves both products (e.g. consumer
goods, specialized medical equipment) and services (e.g. information services, financial
and legal services); traditional activities (e.g. healthcare, education) and new activities

(e.g. virtual malls) (European Commission, 1997, 2).

E-commerce has two common classifications. The first classification is based on the
nature of the commodities involved in commercial transactions and, the second
classification is based on the different nature of the subjects involved in the transactions.
This section focuses on the first classification based on the nature of commodities. The

second classification will be focused in the following section.

The first classification, it is based on distinguishing the nature of the commodities
involved in transactions such as direct and indirect e-commerce. Direct e-commerce refers
to online transactions, which is based on the supply of online goods and services such as
e-books, music, and computer programs. In this respect, purchased goods and services are
transferred to the customer by the computer system itself. For instance, an Italian customer
buys an application for smartphone online from a Turkish supplier, in this case, ordering,
payment, and delivering of this product occurs online. Indirect e-commerce refers to both
traditional and digital trade channels. In this framework, purchased goods and services are
delivered using the traditional physical distribution channels. The ordered goods are
delivered to the customer with traditional channels, while, payment can be made either
directly at the time of order electronically (e.g. credit card or the other electronic payment
systems) or upon delivery. For example; a French customer buys a cover for smartphone
online from the USA, in this case, delivering of this product occurs in traditional way, but,

the payment could be made online or cash on delivery.

To summarize up, e-commerce presents considerably possible advantages for consumers
and companies, particularly for the SMEs. Its rapid applicability is an inevitable advantage
for economic actors, industries, and governments. E-commerce makes trade possible at
lower costs across national and international frontiers. For a well-established e-commerce,
the development of efficient distribution channels and qualified logistic networks are

necessary for the physical delivery of products that are ordered electronically.
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2.3.1. The Major Types of E-commerce Transactions

The objectives and motivations of technological innovations promote companies to do
business online. There are four different types of e-commerce and, they are characterized
by two different parties. This section examines the various types of e-commerce based on
the parties.

There are significant distinctions between the various forms of e-commerce which are
based on the economic actors involved such as consumers and businesses. The consumer
is one side of the commercial transaction who acts for personal purposes unrelated to do
business, craft or professional activity that may be carried out. The business is the other
side of the commercial transaction which acts for commercial purposes such as doing
business, or professional activity, or intermediary. The distinction between the consumers
and businesses is not related to the technology or platform used, but the qualifications of
those who sell and buy. E-commerce involves both businesses and consumers and, in the
process of e-commerce, the focus shifts from one to another. Therefore, it is possible to
classify e-commerce from Business to Business, Business to Consumer, Consumer to

Consumer and finally Consumer to Business.

(1) Business to Business (B2B): It identifies a commercial transaction which takes place
between two companies. In addition to selling products and services online, businesses
can use the web to strengthen relationships with industrial customers. In other words, B2B

is a kind of e-commerce in which both the seller and the buyer are professionals.

(i) Business to Consumer (B2C): This is a transaction which takes place between the
company and the final customer. There are virtual stores in which there are catalogs and
price lists freely accessible by the site visitors. This process is accompanied by detailed
and updated information. In other words, B2C is a kind of e-commerce in which the seller
is a business operator, e.g. a professional, while the buyer is a consumer. B2C e-commerce
is the most common type and occurs when a consumer makes an online purchase on a

platform.

(iii) Consumer to Consumer (C2C): C2C e-commerce is a kind of e-commerce in

which both seller and buyer are the consumers. E-commerce is becoming an increasingly
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popular approach along with the growing presence of sites that manage online auctions.
In C2C type of e-commerce, there is a need for another third party which is an
intermediary. For example, second-hand sites such as eBay, gittigidiyor.com and
sahibinden.com provide such services. Moreover, in C2C transactions buyers not only get

information about the products but also determine the price.

(iv) Consumer to Business (C2B): C2B e-commerce occurs between consumers and
business organizations. In this type of transaction, consumers offer to sell goods and
services to businesses and determine the price, besides businesses decide whether or not

to accept the consumer’s offer.

Table 2.2. The Examples of the E-commerce Transactions

How?
Digitally | Platform | Digitally
Ordered | Enabled | Delivered What Side Example
v N N Good CoB A consumer in France purc_has_es online a
Persian carpet from a supplier in Iran.
A consumer in Turkey rented a house
v v N Service CoC online (e.g. AirBnB) from the other

consumer who is located in Japan for
holiday in Canada.
A dancing school in Spain purchased an
Y N Y Service B2B accounting program online, directly a
website of a supplier in Ireland.
A consumer in Italy purchases a movie
online from a supplier in India, via a
website which is located in different
places (e.g. Netflix).
A software company in Sweden orders
Y Y N Good B2B display cards online from a supplier in the
USA, via Amazon.
A consumer in Greece purchase a travel
ticket via telephone from an agency in
Turkey. The ticket is delivered
electronically to the consumer.

Source: Adapted from the OECD 2017. Measuring Digital Trade: Towards a Conceptual Framework.
Paris: OECD Publishing, p. 9-10.

Y Y Y Good B2C

N N Y Service B2C

Table 2.2 provides several cases about goods and services which are subject to e-
commerce transactions occur between consumers and businesses. These transactions have
been categorized by how they are ordered, enabled and delivered. Digital order refers to
an order which occur via a website, while digital delivery refers to a delivery which occurs
online. Platform enabled system do not requires a specific location for ordered goods and

services. Moreover, the digital transactions which occurs via a platform enabled system
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between a consumer and a supplier could occur in three different ways. They are the
transactions based on domestic goods and services provided by the foreign online
intermediary, transactions based on foreign goods and services provided by the foreign
online intermediary, and transactions based on foreign goods and services provided by the
domestic online intermediary. Some of the most important companies which provide such
services to consumers are Amazon, AirBnb, Uber, Netflix and Spotify (OECD, 2017).

2.3.2. The Benefits and Costs of E-commerce

E-commerce sites represent opportunities both for the company that relies on e-commerce
and consumers. However, the advantages and disadvantages of e-commerce revealed that
there are two sides of a coin. The following section examines the advantages of e-

commerce sites for companies, and the opportunities for the consumers.

E-commerce E-commerce
% . é/ Businesses
E-commerce Lower Lower entry

\E operational costs barriers
Larger
. 1 5 E-commerce
Mew business miarket
madels stope

Intense
competition

N\

Convenient Lower Improved Wider selection of
e-shopping prices access to Eoodsand services

\\:nfurmatiun

Higher welfare

- - E-commerce

Consumers

Figure 2.2: The Benefits of E-commerce for Consumers and Companies

Source: OECD. 2013. Electronic and Mobile Commerce. Paris: OECD Publishing, p.15.

Figure 2.2 summarizes the benefits of e-commerce for consumers and companies and

analyzes these benefits from microeconomic aspects. All these benefits such as lower
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operational costs and entry barriers, and lower prices and convenient e-shopping, etc.
mutually affect the consumers and companies and create higher welfare.

2.3.2.1. The Benefits of E-commerce for Consumers

The growth in the number of purchases via the internet is dramatically increasing. This
section first lists the reasons that facilitate e-commerce for consumers and next deals with

the benefits offered to buyers.

One of the most important benefits of e-commerce is the price competitiveness. It is
usually possible to find goods and services online at more competitive prices than the

retail market when the consumer compares prices with each other.

Another important positive outcome of e-commerce is that it allows the collection of
information and makes a comparison. For example, there is a consumer who has
willingness to buy a television. Before buying a television, this consumer can compare the
prices, quality, functions and models of the same product from different channels. The
consumer can easily inquire and compare products and services with a few clicks, through
information sheets with detailed descriptions. Exhibition and marketing of products online

(e.g. a company’s online catalogs) are important drivers for e-commerce.

E-commerce also provides purchasing flexibility. This is based upon the idea that
consumers can consult the list of goods and services and proceed with the purchase at any
time, without limitations of days and hours. The fourth benefit of e-commerce is that
multi-device usability. This situation enables accessing the e-commerce sites from

different channels and facilitates purchasing.

Additionally, another benefit of e-commerce is the convenience in receiving the goods.
All e-commerce sites permit consumers to choose the most convenient place for sending
the goods. Some of the biggest e-commerce operators in the market give the opportunity

to receive the goods personally at collection points in all main cities.

Further, benefit of e-commerce for consumers is the existence of diversified payment
methods and security systems. Cash on delivery, bank transfer, credit cards, PayPal
account are the main payment methods accepted by the vast majority of e-commerce sites.

All banking and transition systems aim to ensure maximum security and confidentiality
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of data. Besides, benefit of e-commerce is providing the right of withdrawal to consumers
in transactions. According to the law, consumers can take the advantage of the right of
withdrawal with regard to online purchase. Moreover, e-commerce sites provide a legal

guarantee for products sold by e-commerce are fully included in the warranty.

The last benefit of e-commerce is the feedback. Before the beginning to the online
purchase, the consumer tends to consult the opinions of other buyers and takes them into
account for the decision-making process. Most of e-commerce sites provide this

opportunity which makes the e-commerce more effective for consumers.
2.3.2.2. The Benefits of E-commerce for Companies

Companies tend to reduce business costs, increase the productivity and maximize their
benefits. The creation of e-commerce sites requires fewer investments in comparison with
the physical stores and, having an electronic store represents great opportunities. This

section explains the main benefits of e-commerce for sellers of online good and services.

Firstly, e-commerce ensures the minimum operating costs and high trade volumes for
companies. The transformation of an e-commerce company’s structure is easier than the
transformation of a physical company’s structure. Thus, an e-commerce company takes
less risk and becomes less vulnerable to a possible change, transformation or a new
demand in the market compared to a physical company which may meet such risks.
Furthermore, an e-commerce company has a continuous consumer potential since it can

easily adapt to changes such as the shifts in customer preferences.

Additional benefit of e-commerce for firms is the dropshipping agreement. The existence
of dropshipping agreements eliminates the warehouse requirement for some e-commerce
companies. This kind of agreement requires collaborating with one or more than one
supplier. In this case, e-commerce companies can electronically integrate the stock system
of the supplier to their own stock system. This situation decreases the stock costs and

creates a competitive advantage for companies.

Another important positive benefit of e-commerce for the firms is that every company can
access the global market by opening a virtual shop. Furthermore, reducing the costs is

possible by the opening of an online store, compared with the physical store. Even if a
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company has a physical store, opening an e-commerce site is a good advertising tool
which allows increasing sales and efficiency of the existing facilities.

Next, important benefit for companies is that e-commerce allows collecting information
online about consumers. Thus, analyzing the consumer experience in the online store is
being possible. For example, some information can be collected such as the numbers of
visits of consumers, point of connecting, number of time spend searching for information

and goods.

The next benefit of opening an e-commerce site is that there is no need for an intermediary.
Direct selling of goods and services decreases the cost of distribution. This situation

allows offering products at a lower price.
2.3.2.3. The Costs of E-commerce for Consumers and Companies

The previous section deals with the benefits of e-commerce for both consumers and firms.
However, there are costs of e-commerce as well as its benefits. Analyzing the benefits and
costs of e-commerce is crucial and useful in understanding its efficiency. This section

highlights the costs of e-commerce.

A weak point in e-commerce is the lack of physical contact with the product before the
delivery. Thus consumers cannot try products before buying. Touching the goods and
testing them are the great advantages of physical stores. In addition to this factor, there is
also the distance from the sales staff, the purchase is made alone, so the company cannot
entice the consumer during the purchase.

Furthermore, the consumer cannot leave the store with the product but also waits for the
purchased product technically longer. Moreover, the customer or the company bears the
shipping costs. The lack of trust is another critical factor which affects the use of e-
commerce platforms. Consumers have limited trust in e-commerce platforms and online

payment tools.

Another important factor is the shipping times. Large e-commerce companies are more
successful in delivering the consumers’ online orders in a very short time but SMEs
generally cannot compete with the big companies. This situation often creates a big

problem for SMEs and causes dissatisfaction of many consumers.
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Another cost of e-commerce is the taxation. E-commerce enables to trade in an
environment in which technological developments abolish the national barriers. However,
the facilitation of trade via e-commerce arises the problems about tax measurement and
influences the current international tax regimes. These difficulties occur in tax collection,
tax revenue, tax declaration, and different national tax laws, determining the subjected
country of tax, and tax frauds. Countries deal with e-commerce has been publishing

strategy plans which challenge such difficulties in taxation.
2.4. The Macroeconomic Effects of E-commerce

E-commerce allows the efficient use of resources in both developed and developing
countries. The ability of the developing countries to benefit from such opportunities
depends on the elimination of legal and institutional barriers to e-commerce. Developed
countries, notably the US and the EU, have a leader position in e-commerce in comparison

with developing countries.

The development trend of e-commerce cannot precisely be defined since it is a new
concept in the economy. Therefore, measuring the macroeconomic impact of the e-
commerce is difficult (IMF, 2018). Despite this difficulty, e-commerce is spreading

rapidly while influencing the social and economic life all over the world.
2.4.1. The Effects of E-commerce on Economic Growth

The contribution of e-commerce to the economic growth is a good determinant in
measuring the success of the digital economy. E-commerce has a significant importance
in the digital economy, raises the performance of the companies, promotes consumption,
and positively affects economic growth. E-commerce, one of the most crucial extension
of digital economy, offers some economic opportunities for both consumers and
companies, such as lower prices and reduced costs by increasing productivity. E-
commerce is a substantial determinant to increase productivity and economic efficiency
because it decreases the costs of economic actors with improvements in technology and
consequently affects economic growth positively. These improvements in ICTs and e-

commerce make the country’s economies more integrated with each other and also create
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socio-cultural interaction. Furthermore, international trade is influenced positively as a

result of improvements in e-commerce.

On the one hand, as a result of international trade, while consumers can access a vast
amount of goods and services, companies can access a vast amount of suppliers. On the
other hand, while customers' needs increase, correspondingly companies' needs increase
to meet this demand (Liu, 2013, 81). For instance, customers would like to go to other
countries or buy domestic products from these countries to satisfy their cultural needs. In
this way, these consumers could buy travel tickets and reserve a place or could buy goods
and services online. Such activities which are also the benefits of e-commerce, increase

the production and efficiency and consequently economic growth.

In addition to the online accessibility to goods and services without any limits such as
time and place, diversity of electronic devices increases the efficiency of e-commerce. An
increasing number of accessible goods and services mean more consumption, and this
situation stimulates the economic growth. On the other hand, the spread of e-commerce
increases the demand for electronic devices which provide purchasing online. Finally,
both of these situations create economic growth, mutually.

Another important effect of e-commerce is in investments. Currently, e-commerce
companies have to provide ordered goods and services to the consumers in the specified
place and time. For successful e-commerce transactions, investments in transportation and
telecommunication infrastructure are required. According to Liu (2013) in order to meet
the transportation demands required by the rapid development of e-commerce is likely to
lead to a corresponding increase of government procurement in this area. Additionally,
increased advertising investment demand result in increased investments in the
advertising sector. Thus, all these investments affect the economic growth and

development, directly.
2.4.2. The Effects of E-commerce on Employment

Throughout the new economic transformation, quality and quantity of workforce required
have been changing in many employment areas. E-commerce causes the decreases in the

number of workers who are required to operate businesses. Changes in the way of doing
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business and, changes in the efficiency of customer services have direct impact on the
number of employee required. Although e-commerce firms employ fewer workers, they

prefer to employ high-skilled workers.

Developments in ICTs increase the productivity overall the economy. In addition to these
developments, ICTs and e-commerce are altering the way of doing business in all sectors,
including the services sector which provides outsourcing where e-commerce provides
trading of these outsourcing services. Increased productivity and decreased costs also
enable an increase in the number of companies which benefit from services provided by
other companies. Furthermore, this increase encourages the establishment of new
companies and consequently, the creation of new job opportunities. The current position
of technology allows companies to work independently from a specific location.
Companies easily can benefit from external labor markets through the digital economy.
Thus, firms can participate in the global market by taking advantage of diversified skills

of labor markets, both domestically and internationally (United Nations, 2002, 21).

Development of e-commerce and its effects also generate some changes on employment
and wages. E-commerce creates new job opportunities both in direct and indirect way, as
well as causes job losses. On the one hand, new jobs areas which allows production of
goods and services online are created such as software, hardware and cloud services
(direct job creation). On the other hand, other jobs are created as a result of increased
demand and productivity in these new job areas (indirect job creation). Furthermore,
traditional jobs are lost correspondingly when e-commerce occupies the traditional way

of business, such as retail sector, travel agencies (United Nations, 2002).
2.4.3. The Effects of E-commerce on Innovations

ICT becomes a focus for the most countries in the last two decades. Global economic
activities have been altered by internet and e-commerce as well as improvements in IT.
The spread of low-cost ICTs, particularly the internet, accelerates the convergence process
by facilitating cross-border information flows and coordination of economic activities
(Kraemer, et.al 2006).
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General opinion about the activities of e-commerce mostly focuses on the shopping
experience rather than payments experience. E-commerce also stimulates the innovations
in the payment activities as much as innovations in shopping activities. Changes in
lifestyle are altering shopping behavior of consumers. People prefer to be faster and more
effective in shopping activities. As a result, the demand for new payment channels is
increasing. The demand for new payment channels which would make e-commerce faster
and effective also causes an increase in inventions in the banking sector. These channels
such as e-money and e-payment are the results of increased investment volume of ICT in
the banking sector (Lupu, Mual, Stiphout, 2016).

On the one hand, e-commerce creates new service companies such as PayPal, PayU,
Skrill, Braintree. On the other hand, the existence of these new payment channels requires
the digital security systems for purchases online. Consequently, e-commerce increases the
needs to develop technological innovations since it has great impacts on both banking and

security systems.
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3. THE EU’S DIGITAL ECONOMY: DIGITAL SINGLE MARKET

The recent debate on digital economy has been on the top of the agenda in many countries
in the world including the EU. Among the most important reasons for the growing interest
in the digital economy is its future and yet unknown long term impacts on the economy
and the society. The EU has also recognized the importance of the issue to benefit from

the ongoing digital transformation of the economy.

3.1. The Evolution of the European Union: The Single European Market

The economic and political integration efforts in Europe took off in 1950s to end conflicts
and secure long lasting peace across the continent. The European Coal and Steel
Community (ECSC) as the first step towards the European integration were established
by six countries in 1951. Seven years later, in 1957, the Treaty of Rome was signed by
the founding six that established the European Economic Community (EEC) and
European Atomic Energy Community (EAEC). The goal of economic integration
constituted the main focus of the Treaty of Rome. One of the main aims of the EEC was
the creation of a common market which was based on the free movement of factors of

production across Member States.

The European integration showed rapid progress toward a common market by the gradual
establishment of the customs union between 1958 and 1968 (Sapir, 2011). With the
completion of the customs union in 1968, all customs tariffs subject to trade were
eliminated between the EU Member States and a common external tariff was set on
imports from outside the EU (About the Customs Union, [13.04.2018]). However, limited

progress was made in the 1970s in establishing the next step, the common market.

The Single European Market (SEM) programme was formally launched in 1985 with the
European Commission’s White Paper on Completing the Internal Market. The White
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Paper addressed three specific barriers to completion of the SEM, namely physical,
technical and fiscal barriers and included 300 proposals that would simplify and speed up
the legislative process. The idea of completing the common market was signed the
following year as the Single European Act (SEA) in 1986. SEA presented political and
institutional reforms to the supranational institutions to complete the SEM by end 1992.
The SEA defined the SEM as an “area without frontiers in which the free movement of
goods, persons, services and capital is ensured”. The aim was to take the EU beyond just
being a custom union toward becoming one market where there is free mobility of factors
of production (Archer, 2008). The purposes of this integration project were to improve the
economic performance of Europe, increase competition within the unified market and
reduce trade costs. As the SEM launched it also started to affect various policy areas such
as employment, transportation, investments, research and development, regional

development, agriculture, competition and external relations.

As an expansion of the single market, the formation of the European Monetary Union
(EMU), represents a further major step in European integration process. The first step
toward a single currency was undertaken when the European Monetary System was
established in 1979. Later in 1992, the EU laid the foundations for a single currency with
the Maastricht Treaty. Starting from 1990s the EMU was completed in three stages. In
2002, the Euro replaced national currency in 12 countries. The number of countries use
the Euro has expanded from the original 12 since its introduction. Currently, while 28
members of the EU take part in the SEM, 19 countries adopted the single currency Euro.
Closer economic and monetary cooperation has always been crucial for the SEM to
develop further. In this framework, the single currency Euro provides several benefits that

would make the SEM more efficient.
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Figure 3.1: Major Steps in European Integration towards the DSM

Source: European Policy Center. 2010. The Economic Impact of a European Digital Single Market.
Brussels, p.12.

As the importance of the digital economy increases, there is an essential need for the free
movement of information and free movement of knowledge in the digitalized economy.
For that reason, EU has many attempts on the creation of an updated or digitalized form
of the SEM, thus the DSM. Figure 3.1 shows the major steps in European integration
process that paved the way for the completion of the DSM. According to the European
Policy Center (2010) DSM is considered as the fourth wave of integration initiative of the
EU. Following the completion of the Single Market Programme in 1992, establishment of
the EMU and the introduction of common currency Euro in 2002 and introduction of the
Services Directive which aims to prevent businesses discriminating against customers
based on nationality or place of residence in 2007, the establishment of a single unified
market for digital goods and services may be regarded as the fourth and currently the final
stage of the EU. Fostering growth, jobs and innovation have been the main motivation for
the formation of the above mentioned initiatives. The DSM which ensures the free
movement of information and knowledge could bring further benefits to European

consumers and businesses.
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3.2. Updating the Single European Market: The European Digital Single Market

One of the main aims of the EU is to create a common market where goods, services,
capital and labor move freely. Over the years the EU made several attempts to update its
common market. In this framework, one of the latest and the most important attempt of
the EU has been the formation of the European DSM which is an extensive form of the
SEM. European Commission (2015c) defines DSM as “an area in which the free mobility
of goods, services, persons and capital is ensured and where consumers and businesses
can seamlessly access and exercise online activities under conditions of fair competition,
and a high level of consumer and personal data protection, irrespective of their nationality
or place of residence”. Achieving a well-functioning DSM ensures that the EU maintains
its position in the digital economy, and allows European companies to grow globally
(European Commission, 2015b). Lower prices, better services, creation of new
employment opportunities and new resources are targeted within the DSM. According to
the European Commission (2015c), when completed the DSM could create an additional
contribution to European GDP by 415 billion Euro per year. This contribution comprise
of 204 billion Euro from e-commerce, 158 billion Euro from the sharing economy, 47
billion Euro from the cloud computing, and 6 billion Euro from other components of the

digital economy (European Parliament, 2017).

Table 3.1 The Breakdown of the EU Budget, 2021-2027

Billion Euro

Regions, Cohesion Fund, Social Fund 374
Agriculture and Maritime Policy 365
Neighborhood and the World 123
Research and Innovation 103
European Administration 85
Strategic Investments (without digital) 38
Migration and Border Management 35
Erasmus+ 30
Security Defense 28
Economic and Monetary Union 25
Digital Infrastructure + Digital Europe 12
Others 61

Total 1279

Source: Adapted from; Heyman, Eric, Kevin Korner. 2018. Digital Infrastructure: Bottlenecks
Hamper Europe’s Progress. Deutsche Bank Research. EU Monitor. October 12. Germany, p.19.
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The EU has several budget programs for funding the European economy that include a
budget for the digital infrastructure and digital Europe. Table 3.1 provides the breakdown
of the multiannual financial framework for 2021-2027. According to the Figure, the digital
infrastructure and digital Europe’s share in the EU budget is 12 billion Euro and it
comprised of 9.2 billion Euro for digital transformation of the European society and
economy and 3 billion Euro for digital infrastructure. In addition, Figure 3.2 demonstrates
the Digital Europe Programme which includes the breakdown of the funding of the EU’s
digital transformation. According to the Figure, the budget for digital transformation of
the European society and economy comprised of 0.7 billion Euro for advanced digital
skills, 1.3 billion Euro for digital transformation and interoperability, 2 billion Euro for
Cyber-security and trust, 2.5 billion Euro for artificial intelligence and 2.7 billion Euro for
high performance computing (Nortvedt, 2019, 25). The share of the digital infrastructure
and digital Europe is only 1% of the total EU budget which amounts 1,279.4 billion Euro
(European Commission, 2018b).
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Figure 3.2: The Digital Europe Programme, 2021-2027

Source: Nortvedt, Thomas. 2019. A Digital Single Market? Cullen International. 14 March 2019.
European Commission. Brussels, p.25.

European Commission launched the DSM Strategy for Europe on 6 May 2015 (European
Commission, 2015a). The Strategy recommends three pillars and 16 initiatives that aims
to remove existing online barriers that arose from different national legal and technical

31



regulations and maximize the current opportunities provided by DSM. Indeed, for a well-

established DSM, the abolishment of the technical and legal barriers is an essential

requirement. Table 3.2 presents the actions and the timetable of the pillars and initiatives

proposed by DSM strategy.

Table 3.2: The Pillars and Initiatives of the DSM

arising from different VAT regimes

Actions | Timetable
Better access for consumers and business to digital goods and services across
Europe

Legislative proposals for simple and effective cross-border contract rules 2015
for consumers and businesses
Review the Regulation on Consumer Protection Cooperation 2016
Measures in the area the parcel delivery 2016
A wide ranging review to prepare legislative proposals to tackle 2015
unjustified Geo-blocking
Competition sector inquiry into e-commerce, relating to the online trade 2015
of goods and the online provisions of services
Legislative proposals for a reform of the copyright regime 2015
Review of the Satellite and Cable Directive 2015/2016
Legislative proposals to reduce the administrative burden on businesses 2016

Creating the right conditions for digital networks and services to flourish

Only’ principle and an initiative on building up the interconnection of
business registers

Legislative proposals to reform the current telecoms rules 2016

Review the Audiovisual Media Services Directive 2016

Comprehensive analysis of the role of platforms in the market including 2015

illegal content on the internet

Review the e-Privacy Directive 2016

Establishment of a Cybersecurity contractual Public-Private Partnership 2016
Maximizing the growth potential of the Digital Economy

Initiative on data ownership, free flow of data (e.g. between cloud 2016

providers) and on a European Cloud

Adoption of a Priority ICT Standards Plan and extending the European 2015

Interoperability Framework for public services

New e-government Action Plan including an initiative on the ‘Once- 2016

Source: European Commission. 2015b. A Digital Single Market Strategy for Europe. SWD (2015)

100 Final. Brussels, p.20.
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The DSM strategy is an important step for the completion of the DSM, and focusses on
three important pillars (European Commissions, 2015c, 3).

Access: First of all, DSM strategy aims at better access to digital goods and services across
Europe for consumers and companies.

Environment: The second focus of the DSM strategy is to improve the European basis for
the digital economy and the creating the right conditions, and environment for the digital
transactions.

Economy and society: The third focus of the DSM strategy is to maximize the growth
potential of the digital economy and improving the ICT infrastructures such as Cloud
computing and Big Data.

3.2.1. Better Access to Digital Goods and Services across the EU

DSM creates opportunities for consumers and businesses, while the fragmented structure
of the European market hinders them to take advantage of these opportunities for
accessing the goods and services in the digital context. Hence, in the DSM strategy, great
importance is attached to the creation of the common reliable e-commerce rules,
affordable cross-border delivery systems, copyright rules, and the prevention of geo-
blocking, and the reduction of VAT related burdens in all EU markets.

E-commerce has an important place in the DSM, since it allows both consumers and
businesses to benefit from a large variety of goods and services with lower prices in cross-
border transactions. However, the participation rate of consumers and especially small
companies in cross-border e-commerce are low due to the complex, unclear and different
national rules applied in Member States. The existence of 28 different national protection
and contract laws discourage companies from cross-border trading and hinder the
consumers benefit from competitive offers. For a well-functioning e-commerce
environment in the EU, there is an essential need for the harmonization of consumer and
contract laws which are related to the selling and purchasing of goods and services online
(European Commission, 2015b). In addition, regulatory differences between each
Member States are not only limited to contract law but also contain different technical

specifications or rules such as labeling and selling arrangements where the EU consumer
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is located. These differences in regulations require that the supplier has to adapt its
products and packaging accordingly to the regulations of the consumer Member State.
This complex legal situation causes that the businesses need to know and comply with 28
different sets of national regulations, and also, creates significant information and
compliance costs for many online suppliers, especially for the SMEs (European
Commission, 2015c). According to the European Commission’s DSM Factsheet of 6 May
2015, SMEs face 9,000 Euro extra costs for adapting to the national laws annually, and
only 7% of SMEs could participate in cross-border sales as a result of this compliance
cost. It is expected that, the cross-border e-sales and participation rate of SMEs in the
DSM would increase 57% if the rules would be common in all EU states. Thus, the
existence of effective common rules in all European market would encourage economic

actors who want to engage in cross-border e-commerce.

E-commerce transactions and deliveries have been considerably increasing day by day.
Thus, affordable cross-border delivery system is required for efficient e-commerce
transactions. However, some obstacles are observed in international delivery of goods and
services in the EU. The cross-border e-commerce is negatively influenced by the lack of
affordable and high-quality delivery services. Some of the obstacles for consumers and e-
retailers are excessive costs, the lack of transparency, high prices of delivery for small
shipments, the lack of convenience for the final consumer and the lack of interoperability
between different operators typically involved in a delivery of a cross-border shipment
(European Commission, 2015c, 18). In addition, the high price of deliveries is the first
and most important obstacle for cross-border e-commerce. The other problems mentioned
by the online buyers are long delivery times, non-delivery and/or wrong product delivery.
Considering the facts above, achieving market opportunities and increasing the efficiency
of the digital market is possible with the introduction of new regulations for efficient
delivery system which encourages economic actors, increases the performance of e-

commerce activities and also creates consumer trust when they shop online.

Another crucial focus in better accessing to digital goods and services is the preventing
the unjustified geo-blocking. “Geo-blocking refers to practices used for commercial

reasons by online sellers that result in the denial of access to websites based in the other
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Member States” or causes the consumers canalized to a local website with different prices
or different goods or services (European Commission, 2015b, 6). Geo-blocking creates
territorial restrictions which make consumers dissatisfy on their e-commerce activities,
and causes the fragmentation of the market (European Commission, 2015b). European
Commission made arrangements to preclude and abolish the restrictions about geo-
blocking in cross-border sales and online shopping on 28 February 2018 (European
Commission, 2018a). These arrangements aim to give consumers and businesses more
opportunities in the EU market. The Geo-Blocking Regulation 2018/302 focuses on the
problems related to the unjustified geo-blocking and other forms of discrimination in the
cross-border e-commerce transactions. The Geo-Blocking Regulation consists of three
components which are related to the problems about the selling of goods and services, the
accessing to a website and the accessing to the payment channels (European Commission,
2018a, 8). Problems arise from the selling of goods and services are about the delivery of
physical goods, the sale of electronically supplied services and the sale of services
provided in a specific physical location. In such cases, consumers are entitled to be treated

in the same way as local consumers.

Better accessing to the digital content and reforming the European copyright framework
is another curial focus. Copyrights enable right holders to control the use of their works
and other protected material and receive money as a result of their use. Copyrights are the
form of exclusive rights, to authorize or prohibit the making and distribution of copies as
well as communication to the public (Copyright, [22.02.2019]). Increase in internet usage
and commonly use of almost all fields by people also requires the harmonization of EU
copyright rules to digital area. Abolishing the existing barriers to access copyright-
protected services is one of the main requirements for better access to digital goods and
services. For instance, when consumers want to access these copyright-protected services
which are supplied in another Member State in the EU, they encounter problems arising
from different national copyright rules. This situation is generally related to the
territoriality of copyright. Furthermore, the restrictions of accessibility also result from
business decisions taken by distributors, or from contractual restrictions between rights

holders and distributor. (European Commission, 2015b, 7).
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Reducing VAT related burdens and obstacles are another requirement to access to the
digital goods and services across the EU. In the EU, the VAT rates vary in every Member
State between 17% and 25% on sales. One of the most important problems is the
calculation of the VAT rate. The existence of 28 different VAT rates creates difficulties
in cross-border sales. Since 2015, critical country for calculating the VAT rate in cross-
border sales is the place where consumer is located, rather than where the supplier is
stayed. This means that the suppliers have to charge the VAT rate of the other Member
State where the consumer is located. However, in contrast to this, there is an import
exemption for non-EU suppliers. For example, online purchased goods from a third
country are not the subject of the VAT. This right gives a competitive advantage to
suppliers from third countries against the European competitors. European Commission
has been taking several measurements for solving the problems arising from fragmented
VAT regulations since 2015. New measurements have been abolishing confuses about the
taxation place, and also categorizes VAT regulations in three stages in terms of the

supplied goods, services and e-services.

3.2.2. Creating the Right Conditions for Advanced Digital Networks and Innovative

Services

A well-performing DSM must be built upon trustworthy, affordable and effective
network services, and has to ensure data privacy and protection. This situation requires a
dynamic and competitive telecoms sector to fulfill the necessary investments such as

Cloud computing, Internet of Things or Big Data tools (European Commission, 2015b, 7).

Telecommunication sector is changing structurally as a result of advances in digital
technologies. For that reason, it is a good step to enhance the telecom sector to provide
high-performance in the EU. However, some problems still exist because of isolated
national markets, even today. Other problems result from the lack of regulatory
consistency across the EU, particularly for radio spectrum, and lack of sufficient
investment in rural areas (European Commission, 2015b, 9). The debates of the European
Commission on Telecom Single Market package which would abolish obstacles in the
telecom sector is still ongoing. European Commission expects that Telecom Single

Market package will provide harmonized and clear rules for DSM. In addition, the EU
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aims to make the telecom rules fit for purpose and to strengthen trust and security in digital

services and administration of personal data.
3.2.3. Creating the European Digital Economy with Growth Potential

Digitization of all sectors is a crucial requirement for maintaining the EU’s global
competitiveness by using developed digital technologies. Big Data and Cloud Services are
important for the competitiveness of the EU. The usage of cloud computing by enterprises
Is increasing day by day. According to the Eurostat, usage of cloud computing services
increased from 19% to 21% between 2014 and 2016. The European Commission aims to
increase cloud computing usage to 40% by 2020. In addition, the value of data economy
Is rising, and it is expected to increase to 739 billion Euro by 2020 which represents 4%
of the EU’s GDP (European Commission, 2017a).

The European Commission published mid-term review of its Digital Single Market
Strategy on 10 May 2017. The review outlined three main areas which focus on promoting
the European data economy, overcoming cyber security challenges, and promoting
fairness of online platforms for maximizing the growth potential of the DSM (European
Commission, 2017a). In addition to these developments, the other proposals which
guarantee digital growth and new opportunities in the EU are still on progress and under
discussion by the European Commission which encourages a rapid adoption of these

legislative proposals (European Commission, 2017a, 1).
3.3. The Benefits of the Digital Single Market

One of the purposes of the DSM is to make international trade easier, especially for SMEs,
and provide better access to the digital goods and services. The DSM has been
continuously developing since 2015 and has a great potential for consumers, enterprises,
and public sector. According to the European Commission estimates, DSM could
contribute 415 billion Euro per year to the EU’s GDP, and could create thousands of new
jobs. DSM allows consumers to reach a vast amount of suppliers within the EU and around

the world.

One of the main focus areas of the DSM is the e-commerce. DSM allows consumers and

businesses to reach a wider variety of goods and services online with lower prices, and
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Increases price competition. “Moreover, it allows businesses to benefit from cross-border
e-commerce by exploiting economies of scale that reduce costs, increase efficiency and
promote competitiveness, thereby improving productivity” (Johansson, Lundblad, 2015,
10). Especially for SMEs, reducing the cost of cross-border trade makes them more
competitive and productive as a result of lower production cost. Additionally, DSM may
affect the productivity and efficiency of enterprises by extending the customer base.

DSM allows consumers to increase their welfare by buying online. The most important
determinant for e-commerce for consumers is the prices. Most e-commerce companies
offer lower prices for online rather than offline. Prices and lower transaction costs are the
main drivers for online purchasing, and also, the wider variety of goods and services

motivate the consumers to buy online.

Furthermore, DSM has been boosting the investments in ICTs. ICTs are the crucial key
drivers for increasing productivity and making the economies more digitalized. Increased
ICT investments encourage new companies and increase the number of enterprises which

make e-commerce.

Another benefit of the DSM is its significant effect on employment. The development of
the DSM creates different employment fields and new job opportunities for the EU
citizens. A well-employed DSM leads to a shift in employment structure towards high-
skilled jobs.

Other benefit of the DSM is on the public sector. DSM increases the effectiveness of the
public sector by investing in e-government, e-health, and e-education. Public sector can
decrease the management cost as a result of such improvements in digital services.
Furthermore, “the quality and user-satisfaction associated with public services increases
since users perceive interaction with public sector as being easier, faster and more

successful” (European Policy Center, 2010, 40).
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3.4. The Cost of Non-Europe for Completion of the Digital Single Market

Although the DSM provides several benefits, there are some challenges for the completion
of the DSM. This section discusses the existing challenges of DSM arising from the non-
fully harmonized European market in some areas such as the absence of common payment

and delivery system.

A study by Paczynski (2014) on the cost of non-Europe in the DSM, classified the existing
costs in four different categories. The first cost is about the difficulties of resolving
uncertainty in the transactions occurring between two Member States. In this context,
consumers and businesses do not freely intend to enter in a contract because of the
responsibilities and obligations which are arising from the existence of different national
contract regulations. The second cost attributed to the costs of cross-border trade. These
costs arising from the different national features (e.g. language, culture) of Member States,
and from formal barriers as the absence of an effective delivery system which works in
whole Europe. Such factors of the cross-border transactions play an important role on the
economic actors’ decisions whether to sell or purchase. The third cost is related to the
costs of seeking redress or justice, and the fourth costs are the costs arising from the
limited competition in the DSM. Such costs are related to the market which has many
limits on the creation of the fair competition. The lack of fair competition creates some
disparities among competitors, and makes relatively bigger companies more competitive
with respect to the smaller ones. Thus, increasing the market prices becomes easier on
behalf of the larger companies with their market power. Such barriers create large costs

for consumers and also for companies.

Paczynski (2014) does not only focuses on the above mentioned costs but also categorizes
the costs of specific challenges which are related to the main requirements for the
completion of the Single Market. They are the costs arising from uncompleted EU market

in cloud computing, postal and parcel delivery services, and payments.

Cloud computing services costs: Cloud computing is one of the main drivers of the
digital economy, as well as data. Storage of data has crucial importance as a result of the
continuously usable characteristic of data and requirement for continuously accessing it.

For that reason, cloud computing plays an important role in improvement of the DSM,
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and it brings many benefits for both consumers and businesses in the European digital
market. But, the absence of common cloud services and existence of the EU-level
legislative gaps does not allow consumers and firms to benefit from the digital economy.

Payment services costs: Payment is the transfer of money or quasi money between
economic actors used in transactions. Transformation of the payment systems is an
inevitable requirement in the digital economy. Improvements in ICT have accelerated the
transformation of the payment system. Along with the expansion of e-commerce, e-
payment services in Europe are also improving as a result of digital transformation. While
better conditions for e-commerce encourages economic actors to sell and purchase online,
e-commerce transactions requires fast and convenient payment channels. However, the
current e-payment systems have some obstacles in cross-border transactions. E-payment
systems still require standardization measures among Member States. After the
completion of standardized e-payment system, consumers would be willing to buy goods
and services online in cross-border transactions, and this will increase the efficiency of
the DSM. The absences of a common payment system in whole Europe for online
transactions create costs for DSM by discouraging economic actors to sell or buy online
cross-border commerce.

Postal delivery services costs: Postal delivery services are crucial for a well-
functioning e-commerce. However, the EU lacks a common postal service. Costs of
delivery differ from one Member State to another in cross-border transactions. Delivery
costs are usually higher than the national shipment costs. For instance, shipping of a
product to Italy may be cheaper from Finland than from France, irrespective of distance.
Thus, the price differentials create difficulties in e-commerce within the DSM. The
European Commission has several attempts which address the development of
interoperability, the enforcement of the competition law, the introduction of policies to
reduce structural entry barriers and price regulation on cross-border delivery to overcome

such difficulties.
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4. AN ASSESSMENT OF THE EUROPEAN DIGITAL SINGLE MARKET

The EU laws give free mobility rights to people and enterprises to trade and work
anywhere in the EU. Moreover, internet and technology abolish the borders between
countries and facilitates almost all transactions related to trade by providing efficiency.
The EU has published the Digital Agenda for taking all these advantages further in May
2010. The Digital Agenda is one of the seven pillars of the Europe 2020 Strategy and its
main objective is to develop the DSM in order to generate sustainable and comprehensive
growth in Europe by 2020 (Europe 2020 Strategy, [23.01.2019]).

4.1. The Performance of the Digital Single Market

The following section aims to demonstrate the success of DSM by using several indicators
such as internet use, ICT and e-commerce statistics in the households and enterprises level
in Europe between the period 2010 - 2017. The study covers the reference years due to
the absence of comprehensive data before this period. Moreover, it aims to demonstrate
whether the EU has achieved its objectives. The section also focuses on the obstacles such

as taxation subject to e-commerce transactions.

In the following sections, official statistics of Eurostat, UNCTAD, and OECD on the
digital economy and society reflect the actual state of the EU's digital market and e-
commerce performance. Additionally, a number of visual figures which are obtained from
the same sources allow the comparisons between the digital performances of the EU
Member States within the DSM.

4.1.1. The Internet Access in the EU

The digital connectivity and digital activities are crucial for the measurement of DSM's
success. Furthermore, the internet access has significant feature as much as digital
connectivity and digital activities, since the quality of the digital connectivity is one of the

key determinant for the internet access.

41



According to Eurostat, as of 2017, the level of internet access in households and
enterprises are 87% and 97% respectively. Considering the EU’s population, more than
400 million people in the EU® have internet access. Moreover, the share of households
with internet access increased by 17% in the last seven years. On the one hand, the largest
share of households with access to the internet in 2017 was recorded in Netherlands (98%)
and in Denmark and in Luxembourg (97%). Other four Member States which are Sweden,
Finland, the United Kingdom and Germany are presented by 95%, 94%, 94%, 93%
respectively. Northern European countries have the leader position for internet use and
are followed by Western European, Central European, Southern European and Eastern
European countries. Bulgaria has the lowest rate at 67%, followed by Greece at 71%.
Turkey has a higher level compared with the other Member States (e.g. Bulgaria, Greece,
Croatia, Cyprus, Latvia, Lithuania, Portugal and Romania), however it is below the EU

average.
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Figure 4.1: Level of Internet Access in Households in the EU, 2010-2017, (%)

Source: Eurostat. 2018a. Households- Level of Internet Access. [isoc_ci_in_h] [15.05.2018].
Figure 4.2 shows internet use by individuals between 2010 and 2017, and frequency of
internet use in 2017. As shown in Figure, there is a considerable increase in internet use

by individuals from 68% to 84%. The EU average of the frequency of internet use was

3On 1 January 2018, the EU’s population is 513 million. https://ec.europa.eu/eurostat/statistics-
explained/index.php/Population_and_population_change_statistics. [05.04.2018]
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recorded at 81% in 2017. The lowest internet use by individuals was in Bulgaria (63%),
in Romania (64%) and Turkey (65%) in 2017. However, Norway —as a non-EU country-
has the highest internet use by individuals (98%) in the same year. The largest share of
internet use by individuals is recognized in Luxemburg and in Denmark (97%) among the
EU Member States followed by Sweden (96%) and the UK (95%). Linear fluctuating trend
is observed between the internet use by individuals and its frequency. In other words,

almost all internet potential access is used by individuals in Europe.
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Figure 4.2: Internet Use and Its Frequency by Individuals in the EU, 2010-2017,
(%)

Source: Eurostat. 2018b. Individuals- Internet Use. [isoc_ci_ifp_iu]; * Eurostat. 2018c. Individuals-
Frequency of Internet Use. [isoc_ci_ifp_fu]. [16.05.2018].

Besides, the level of internet access in enterprises increased from 94% in 2010 to 97% in
2017 in the EU. Figure 4.3 shows that the internet access in enterprises has been
continually increasing since 2010. The share of enterprises with internet access is the
highest rate at 100% in Belgium, Denmark, France, Lithuania, Luxemburg, Netherland,
Austria, and Finland in 2017. In the same year, the figure for Turkey was 96%. The lowest
internet access in enterprises is in Romania (85%) and in Greece (87%). Figure 4.3 shows
that the difference between EU-12 and Turkey is 2%, and the difference between Turkey
and the EU-28 is 1% in 2017.
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Figure 4.3: Level of Internet Access in Enterprises in the EU, 2010-2017, (%)

Source: Eurostat. 2018b. Internet Access. [isoc_ci_in_en2]. [15.05.2018].
EU countries performed well in internet use by individuals and enterprises between 2010
and 2017. Almost all Member States progressed in their digital transformation process.
Indeed, the EU countries encourage the digital transformation of the EU and attach great
importance to the use of internet services in their economies. Especially, the Netherlands,
Denmark, Finland, Sweden, and Luxembourg have highest share of internet use by
individuals and enterprises. These countries have more advanced digital economies
among the EU Member States because they provide more incentives and investments for
the development of the digital economy. Especially, the provided incentives for internet
access and broadband services which are crucial for the digital transformation of the
society and economy also accelerate the development of citizens’ digital skills. Thus, their

citizens and labor are also more digitally skilled compared to the other Member States.

However, Romania, Bulgaria and Greece have the lowest internet access by individuals
and enterprises in the EU. The main challenges of these countries in internet access by
individuals and enterprises are related to the relatively higher fixed broadband connections
prices, the lack of digital skills of citizens and the lower integration of digital technologies
to the enterprises (Bulgaria- DSM, [20.03.2019]).
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4.1.2. ICT Access and Usage in the EU

The ICT usage and integration rates of countries are other important indicators for the
digitalization of the countries. Access to the ICTs through internet is evaluated as a
cornerstone of the digital economy. ICT access and usage is also one of the key

determinants for the measurement of the DSM’s success.

ICTs give limitless connecting capacity for enterprises and individuals across the world.
In addition, this situation allows the flow of information electronically between different

business functions within an enterprise and allows increased cooperation between

suppliers and consumers. Moreover, the use of ICTs also creates a great opportunity to
make crucial changes in the way in which enterprises do their businesses.
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Source: OECD Stat. 2018a. ICT Access and Usage by Households and Individuals: ICT Access and
Usage by Individuals.

Figure 4.4 shows the ICT access and usage rates by individuals in Europe between 2010
and 2017. As provided in Figure 4.4, ICT usage and access by households differ across
the Member States. Denmark and Luxemburg (97%), Sweden and Netherlands (96%),
Finland (93%), and Germany (91%) have the highest ICT access and usage rate. In
Denmark and especially in Luxembourg, the ICT access by the individuals is the highest
and as a result of the existence of digitally well-equipped individuals and intelligent

capital. Furthermore, the government have many attempts, such as the Luxembourg
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Cluster Initiative, Luxinnovation, for creating the digital ecosystem. These attempts foster
the digital performance of Luxembourg across its global competitors.

Conversely, people in Hungary (79%), Lithuania (77%), Poland (77%), Portugal (74%),
Italy (73%), and Greece (70%) have low ICT access. The main reason behind the low ICT
access of these countries and especially Greece in the ICT usage by individuals is arising
from the lack of good broadband penetration and low frequency of internet use. The low
digital skills of Greek citizens to use electronic devices also create a challenge in ICT
usage and access. Moreover, the existence of high levels of low educated, unemployed or
inactive population in Greece compared to the other EU Member States are also among
the reasons of its low digital performance (Tsakanikas and etc. 2014, 11). Additionally, in
Turkey, ICT access and usage by individuals has significantly increased compared to
2010. However, only 65% of people has ICT access and usage in Turkey and its share is

below the European average.

Figure 4.5 shows the ICT access and usage rate by enterprises in Europe in 2010 and 2017.
According to the Figure 4.5, average EU-28 ICT access by enterprises increased from 66
% in 2010 to 76 % in 2017. More than 76% -is the EU’s average- of enterprises have ICT
access in Finland (96%), Denmark (95%), and Sweden (91%), while enterprises in
Hungary (68%), Poland and France (66%), Portugal and Greece (64%), and Latvia (62%)

have ICT access less than the EU-28 average.
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Figure 4.5: ICT Access and Usage by Enterprises in the EU, 2010-2017, (%)

Source: OECD Stat. 2018b. ICT Access and Usage by Businesses.
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Almost all enterprises in the EU benefit from the ICTs. The growing importance of the
ICTs reveals that they are key indicators for the performance of the enterprises. Increased
use of digital technologies and integration of ICTs into the enterprises tend to vary across
countries in the EU. For instance, ICTs play an important role in Finn enterprises,
followed by Danish and Swiss enterprises. Surprisingly, the digital intensity of enterprises
in France is lagging behind the EU’s average. Despite the full access to the internet in
French enterprises, ICT penetration is relatively low. The lack of public confidence in
business technologies in France is the main reason behind the ICT performance of French
enterprises. As regard to Figure 4.5, The main reason behind the gap between highly
digitalized economies and others is the existence of expensive broadband systems
(Macchi, Berthon, Robinson, 2015, 9).

Additionally, ICT employment in enterprises affects the productivity by increasing the
efficiency of companies. ICT provides access to information and it is easily adapted to all
production processes. Thus, ICT employment has a great importance in the digital
economy. Figure 4.6 demonstrates the ICT employment of enterprises in European
countries in 2011. As provided in the Figure, the average of EU-28 in ICT employment is
3.7 % in the corresponding year. Finland (6.4%) has the highest ICT employment rate
among the EU countries, followed by Ireland (5.2%), Hungary (4.9%) while Portugal and
Greece (1.8%) have the lowest ICT employment rates. Finland, one of the leading ICT
countries in the world, has the highest ICT employment among the EU countries. Rapid
improvements in ICTs and its feature of being a data center require higher ICT

employment in Finland's digitalized economy, especially in the ICT sector.
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Figure 4.6: ICT Employment in the Digital Economy, 2011, (%)

Source: OECD Stat. 2018c. ICT Employment. (Data for Turkey is not available.)

Besides, ICT sector is a good enabler for the digital economy and it has a great impact on
productivity by improving capital utilization, increasing the returns to human capital,
connecting people to work and markets, and increasing consumer surplus (World Bank,
2016, 11-16). The EU’s ICT sector value added amounted to 593 billion Euro in 2014.
The value added of ICT services amounted to 541billion Euro (91% of the total value-
added), while value added of ICT manufacturing amounted to 52 billion Euro (9% of the
total value-added) in 2014 (European Commission, 2017b, 83). However, in 2015, total
value added of ICT sector in the EU amounted 570 billion Euro which approximately
corresponds to 4% of the EU’s GDP (ICT sector- Value Added, Employment and R&D,
[23.01.2019]).
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Figure 4.7: Value Added of the ICT Sector in the EU, 2015, (% relative to GDP)

Source: ICT sector- Value Added, Employment and R&D. [23.01.2019]. Eurostat. Data for ICT sector
in Ireland, Luxembourg, Cyprus, Denmark, and Portugal is not available. Data for ICT services in Malta is
not available.
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Figure 4.7 shows the ICT sector value added relative to the EU GDP in 2015. Figure 4.7
also presents the share of ICT services and manufacturing sector, separately. ICT
manufacturing sector includes manufacturing communication equipment, computers and
peripheral equipment, and consumer electronics, etc., while ICT services sector includes
computer programming, consultancy and related activities, telecommunications, software
publishing, repair of computers and communication equipment. In 2015, the value added
rate of ICT services in EU’s GDP is the highest in Ireland (8%) followed by Luxembourg
(6.6%). Furthermore, value added by Malta is also equivalent to 6.6 % of its GDP. The
value added of ICT sector in GDP is the highest in Ireland as a result of large inflows of
foreign direct investments (World Bank, 2016, 63). Another reason behind the high
performance of Ireland in ICT services sector is that Ireland is the one of the biggest
provider of IT services and computers both in the EU and the world. Moreover, the world’s
giant companies such as Apple, Microsoft, HP, IBM, Google, Amazon, Facebook,
LinkedIn have an establishment in Ireland. (Start a Business in Ireland, [09.03.2019]).
This situation indicates that the ICT services sector in Ireland is the main driver of the

Ireland’s digital economy.

In contrast, the lowest value added of the total ICT sector relative to GDP s in Greece
(1.9%), Lithuania (2.6%), and Poland (2.8%). There are differences among the
development of the ICT sectors in the EU Member States. Some of the EU countries have
quickly adapted their existing sectors to the ICT sector, while relatively less digitalized
EU countries such as Greece, Lithuania and Poland still sustain old sector structures. Thus,
their value added of ICTs are less than the highly digitalized countries in the EU.
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Figure 4.8: ICT and Business Enterprise R&D Expenditure in the EU, 2014, (%)

Source: ICT sector- Value Added, Employment and R&D. [23.01.2019]. Eurostat. ICT manufacturing
data is not available for Greece, Hungary, and Portugal. ICT services data is not available for France,
Austria, Germany and Poland.

Figure 4.8 provides the share of the ICT sector in business enterprise expenditure on R&D
in 2014. Business enterprise R&D expenditure in the EU is accounted for 30 billion Euro
and 18 billion Euro (62% of total) was spend for ICT services sector (European
Commission, 2017b, 89). On the one hand, the R&D expenditure in ICT services sector
is highest in Malta (43%) followed by Greece (21%), and Hungary (20%). Malta has the
highest share of R&D expenditures on ICT services, as a result of the existence of the
fastest broadband coverage and high quality in e-government services in comparison with
the other EU Member States (Malta-DSM, [24.01.2019]). By contrast, the R&D
expenditure in ICT services is the lowest in Slovenia (6%) and Belgium (7%). On the
other hand, the R&D expenditures in ICT manufacturing sector is the highest in France,
Austria and Malta with 6%, and Germany, Italy and Belgium with 5% in 2014. By
contrast, Cyprus, Croatia, Bulgaria and the Czech Republic has the lowest R&D
expenditures in ICT manufacturing as of 2014.

ICT export and import rates also have significant contributions on the digital economy. In
this framework, countries have recognized the positive role of ICT on their economic
growth and efficiency in the national and international level. While some of the countries
produce ICT goods and services, others have to import them, to benefit from the all
positive contributions of the ICT trade. This situation creates some economic implications

on the competitiveness of countries and the prices of ICT goods and services.
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Figure 4.9 and Figure 4.10 show the shares of ICT trade of the EU, OECD countries and
Turkey in global trade between 2005 and 2016. ICT goods trade includes computers and
related equipment, devices for communication, consumer electronic devices, and other
ICT goods. According to the UNCTAD data, world ICT goods exports decreased from
13% in 2005 to 11% in 2016. In 2016, total ICT goods exports increased by 2%, in the
world, 3% in the EU and 2% in OECD countries compared with the last year. This rate
decreased by 8% in Turkey relative to the previous year. However, total ICT goods exports
decreased by 15% in the world, 39% in the EU, 36% in OECD countries, and 69% in
Turkey from 2005 to 2016. General trend of the ICT goods exports is decreasing.
However, the results show that there is an upward trend among the EU and OECD

countries, in comparison with Turkey.
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Figure 4.9: Total ICT Goods Exports in the Digital Economy, 2005 — 2016, (%)

Source: UNCTAD Stat. 2018. Share of ICT Goods as Percentage of Total Trade, Annual, 2000-2016.
As seen from Figure 4.10, ICT goods imports is reported at 12.99% in 2016 and 13.55%
in 2005 in the world. The world ICT goods imports decreased by 4% from 2005 to 2016.
ICT goods imports of the EU decreased by 26% during the same period. ICT goods
imports of Turkey is well below the EU and OECD averages. Trend in the ICT goods
imports of Turkey is surprisingly better than the world view. It has increased by 19% since
2015 and increased by 10% since 2005.
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Figure 4.10: Total ICT Goods Imports in the Digital Economy, 2005 — 2016, (%)

Source: UNCTAD Stat. 2018. Share of ICT Goods as Percentage of Total Trade, Annual, 2000-2016.
It is possible to say that Turkey has a good position in the digital market. However, the
low status of Turkey in internet use by individuals is a significant issue for the creation of
good e-commerce environment. Thus, the obstacles which are against the improvements
of digital market in Turkey should be identified and internet use by individuals should be
promoted. Conversely, ICT investments and ICT usage rates in the EU countries are high
and tend to increase. In addition to the ICT volumes, the examination of the e-commerce

volumes is also necessary to measure the success of European DSM.
4.1.3. Human Capital and Digital Skills in the EU

Increased penetration of the ICTSs to societies and economies inevitably require an increase
in digital skills. Nowadays, the required digital skills to perform well are different from

the requirements of the past.

The digital skills refer to a wide range of different abilities which are the “combination of
behaviors, expertise, know-how, work habits, character traits, dispositions and critical
understandings” (Broadband Commission, 2017, 4). According to ITU (2018) the digital
skills are classified in three stages namely basic, intermediate and advanced skills. Basic
skills consist of the ability to operate hardware (e.g. using digital devices such as keyboard

or touch-screen technology), software (e.g. managing the settings or files in computer),
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and online platforms (e.g. managing e-mail, searching data on internet). Intermediate
skills consist of the ability to use of digital technologies for work-related purposes (e.g.
digital graphic design or digital marketing). Next, advanced skills -ICT specialist skills-
cover artificial intelligence, big data, cyber-security, coding, mobile app development
(ITU, 2018, 6).

Besides, having a digitally skilled population and labor is a key driver for the digital
transformation of countries. Thus, countries are increasingly creating roadmaps to
accelerate the development of the digital economy and society and defining digital skills
and competencies which change frequently as a result of technological advancements.

The development of digital skills in the European digital economy and society also plays
an important role in the EU’s DSM. Thus, European Commission launched the New Skills
Agenda for Europe on 10 June 2016. This agenda promotes each EU Member State to
develop its own national digital skills strategy in order to strengthen human capital,
employability and competitiveness. Furthermore, it also concerns the elimination of
challenges against digital society and the promotion of education systems and training

programs and new skills.

Figure 4.11 presents the digital skills of the EU population in four different levels such as
no skills, low, basic and above basic skills for the year 2017. Considering the European
digital skills levels, 31% of the EU-28 population has advanced digital skills, while 26%
of the population has low digital skills. Moreover, the population which has no digital
skills in the EU is only 17%. %55 of the Luxembourgian population has advanced digital
skill levels and is on the top among the other EU Member States. However, 35% of the
Romanian population have an insufficient digital skills needed to perform effectively in
the digital society. This scarcity in the digital skills of the population generally results
from the citizen profiles of Romanians who have the lowest internet usage (64%) among
the other EU Member States.
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Figure 4.11: Digital Skills of the EU Population** in the EU-28, 2017, (%)

Source: Eurostat. 2018). Individuals’ Level of Digital Skills. [isoc_sk_dskl_i] * Data for 2016, ** The
population of individuals aged between 16-74 which represent the %75 of the total population.

There are major disparities which cause the existence of the population with low or no
digital skills among the Member States. These disparities which cause a population with
the low or no digital skills result from the low education levels, low-income levels or low
internet usage. Countries such as Romania and Bulgaria suffer from low or no digitally
skilled population and this situation creates a decreasing trend in their digital

transformation performance and causes to lag them behind the other EU Member States.
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Figure 4.12: Digital Skills of the EU Labor Force in the EU-28, 2017, (%)

Source: Eurostat. 2018j. Individuals’ Level of Digital Skills. [isoc_sk_dskl_i] *Data for 2016.
In addition to the digital skills of the EU population, Figure 4.12 shows the digital skills
of the individuals who employed in the EU labor market. In 2017, while 35% of the EU’s
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labor force has an insufficient digital skills level, more than half of the EU labor force is
digitally skilled.

The share of the EU’s active labor force with above basic digital skills is high in
Luxembourg (58%), Sweden (51%), Denmark and Finland (49%). Digitization
performance of these countries are also relatively higher in internet usage by households
and enterprises. Similarly, ICT penetration of the enterprises in these countries is higher
than the other EU Member States. Conversely, the share of the EU’s active labor force
which has low or no digital skills is highest in Romania and Bulgaria (66%). This situation
results from the same reasons which also affect the digital skills of the populations.

There are still large digital skills gaps between the labor markets of the EU Member States.
Nevertheless, the current state of the EU’s labor market in this respect is constantly
developing. This development requires the employment of labor with advanced digital

skills or ICT specialists.
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Figure 4.13: ICT Specialists Employed in the EU-28, 2010-2017, (%)

Source: Eurostat. 2018k. Employed ICT Specialists. [isoc_sks_itspt]
Figure 4.13 presents the trend in the share of ICT specialists employed in the EU-28
between 2010 and 2017. According to the definition of the OECD (2012b, 14), “ICT
specialists have the ability to develop, operate and maintain ICT systems and thus ICTs

constitute the main part of their jobs.” In recent years, the share of the ICT specialists in
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the EU’s total employment has constantly increased. The employment rate of ICT
specialists in the EU-28 had risen by 0,8% between 2010 and 2017 and reached 3,7%.
Among the EU Member States, Finland (6,8%) has the highest share of ICT specialists in
the total employment, and followed by Sweden (6,6%) and Estonia (5,6%). However,
Greece (1,6%), Romania (2.1%) and Portugal (2,2%) have the lowest share of ICT
specialists who are employed in their enterprises.

There are major gaps in the share of the employed ICT specialists in the total employment
between the EU Member States. Member States which have a relatively higher number of
ICT specialists invest heavily in technology and develop their education systems to
increase the number of STEM (Science, Technology, Engineering and Mathematics)
graduates. Thus, the increasing quality of the ICT labor force positively affects the
countries labor market by taking advantage of huge technological benefits. Bridging this
gap is an essential priority of the EU to bring about an inclusive digital economy and

society.
4.1.4 The Digital Performance Index: DESI and I-DESI

Assessment of success and performance of digital performance has critical importance in
understanding sustainability and planning future attempts in this field. Thus, indexes are
among the key tools used for measuring success and performance of individual countries.
There are two indexes for measuring the performance of European digital economy. The
DESI, launched by the European Commission in 2014, measure the digital performance
of the EU’s Member States. I-DESI measures EU's digital performance in comparison to
the seventeen non-EU countries namely Australia, Brazil, Canada, Chile, Chine, Iceland,
Israel, Japan, Mexico, Norway, New Zealand, Russia, Serbia, South Korea, Switzerland,
Turkey, and the USA (European Commission, 2018d).

The DESI and I-DESI consist of five dimensions which are digital connectivity, (fixed,
mobile, fast and ultrafast broadband and broadband prices), human capital (basic skills
and use of internet, advanced skills and development), use of internet services (use of
content by citizens, communication and online transactions), integration of digital
technology (digitization of businesses and e-commerce), and digital public services (e-

government and e-health) (European Commission, 2018e, 1). Every indicator is weighted
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by the specific parameters. The digital connectivity and human capital contribute 25%,
the use of internet services and digital public services contribute by 15%, and finally, the
integration of the digital technology contributes 20% to the total DESI (European

Commission, 2018e).

DESI = 0.25*Digital Connectivity + 0.25* Human Capital + 0.15* Use of Internet
Services + 0.20 Integration of the Digital Technology + 0.15* Digital Public Services
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Figure 4.14: Digital Economy and Society Index (DESI), 2018, (%)

Source: European Commission. 2018f. Digital Scoreboard.
Figure 4.14 shows the performance of the EU states based on five dimensions. According
to the DESI 2018, Denmark, Sweden, Finland and the Netherlands have over-performed
in 2017. Denmark stands the first position among the EU countries. Especially, it made
great progress in the use of digital technologies (Denmark- DSM, [31.01.2019]). Sweden
keeps its second position by advancing its already high digitization in 2017 and it has a
higher share of the internet usage because its citizens are active users of the internet.
Finland ranks third in DESI 2018 which is one of the most digitalized countries overall
the world. Additionally, Finland invests heavily in digital skills of its citizens, and R&D
processes, especially on digital public services. Finally, the Netherlands has the fourth
position in DESI 2018. Similar to Sweden, its best contribution to the digitization results

from the high internet usage rate. In contrast to the highly digitized countries of the EU,
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Italy, Bulgaria, Greece and Romania have the lowest rates in the DESI 2018. For instance,
integration of the digital services and digital public services are key drivers in Italy, but
its main challenge results from the low level of the digital skills of its citizens. The worst
scenario is in Greece because of the lack of incentives in advancing its digitalization

progress in 2017.

Table 4.1: DESI Classification of the EU-28, 2018

High Performing Medium Performing Low Performing
Countries Countries Countries
Denmark Ireland Spain Germany | Slovakia Italy
Sweden the UK Austria | Slovenia | Cyprus Poland
Finland Belgium Malta Portugal Croatia Greece
Netherlands | Estonia | Lithuania | France Hungary | Romania
Luxembourg Czech R. Latvia Bulgaria

Source: European Commission, 2018e. Digital Economy and Society Index 2018. May
18, 2018. Brussels. p.4.

In order to measure the DESI, the EU countries are classified as high, medium and low
performing countries. Table 4.1 demonstrates the classification of the EU countries

according to their digital performance.

I-DESI, similar to the DESI, has three key objectives. The first objective is the “general
performance assessment” which aims to characterize the performance of 17 non-EU
countries by taking into account their overall index scores and the scores of the main index
dimensions. The second objective is “comparative analysis” which deals with the
clustering of 28 EU countries based on their index scores and comparing countries in
similar stages of digital development to reveal the requirements for improvement in
relevant policy areas. The last objective “zooming in” focuses on identifying specific areas
where the performance of EU-28 countries is competitive in comparison with the 17 non-

EU countries and revealing areas where performance of countries need improvements.
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Figure 4.15: Average Scores for I-DESI in 2016, (%)

Source: European Commission. 2018d. International Digital Economy and Society Index 2018.
Luxembourg: Publications Office of the European Union. p. 14.

Figure 4.15 presents the digital performances of the EU Member States and non-EU
countries in respect to the all dimensions of the DESI. As shown in the Figure, there are
two classifications of the EU countries such as the EU top 4 and EU bottom 4 on average.
These four countries are not necessarily the same in each category dimension. According
to the I-DESI, EU countries performed well and EU top 4 countries kept their global
leading position by going ahead of Japan, and the US, except from South Korea. However,
there is a huge gap between the EU top 4 countries and bottom 4 countries. Especially,
the EU countries are well performing in the categories of connectivity, digital skills and
use of the internet relative to the 17 non-EU countries. But, performance of the EU
Member States in the category of the digital public services is continuously low relative
to the performance of the 17 non-EU countries (European Commission, 2018h).

According to the DESI, the EU market is transforming to digital but progress is still
insufficient due to several reasons. One of these reasons is that the EU’s digital
performance lags behind its global competitors such as the US and China. In another
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words, the EU market is less developed in some critical sectors which are the key sectors
for digital transformation such as robotics, automation, industry 4.0, in comparison with
its competitors. According to Heyman and Korner (2018), the EU’s attempts for DSM
mostly focus on the improvement of digital infrastructure (e.g. fixed and wireless
networks, data centers and etc.) and on the regulatory framework. Nevertheless, the
development of the digital infrastructure has critical importance for the DSM but it is not

enough to catch up the all competitive advantages of the global digital market.
4.2 E-commerce and Taxation in the European Digital Single Market

The EU took first steps towards the implementation of e-commerce through its DSM
strategy which aims building required digital infrastructure and regulatory frameworks for
e-commerce. Correspondingly, the EU has taken VAT regulations subject to cross-border
e-commerce more seriously since e-commerce has been taking an increased share of its
total imports and exports. Furthermore, the EU has published legal provisions which have
a major impact on e-commerce companies to allow them benefit from fairer rules and

lower compliance costs.
4.2.1 Trends and Drivers of E-commerce in the EU
4.2.1.1 Trends in E-commerce Transactions in the World

E-commerce is one of the most popular online activities around the world and is expected
to bring revenue of 2.8 trillion US Dollar in the world and 602 billion Euro in the EU in
2018. Figure 4.16 presents that the value of e-commerce in GDP and thus the E-GDP has
an increasing trend in the world and the EU as a result of the increase in e-commerce
activities. Furthermore, continual developments in the digital transformation in the world
have been accelerating the increase in this trend and expanding the e-commerce market.
In the last four years, the EU's e-commerce market grew by 47% to 534 billion Euro in
2017 while the global e-commerce market grew by 72% to 2.3 trillion US Dollar during

the period considered.
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Figure 4.16: Value of E-commerce Transactions in the EU and the World, 2014-
2018

Source: Ecommerce Europe. 2018. The European Ecommerce Report 2018: Relevant Findings
Outlined. Brussels. *Statista. 2019. Retail E-commerce Sales Worldwide from 2014 to 2021 (in billion US
dollar). https://www.statista.com/statistics/379046/worldwide-retail-e-commerce-sales/._ Accessed:
[12.04.2019]. ** Data for 2018 in the EU and world is forecasted.

Global e-commerce sales has been growing rapidly, however, the growth in the European
e-commerce sales is the slowest among the other world competitors such as Asia-Pacific,
North America. Figure 4.17 illustrates the global e-commerce sales at the regional level.
According to the International Post Corporation, Asia-Pacific is the leading region in the
world, followed by North America and Western Europe. Moreover, e-commerce share of
Asia-Pacific region is expected to rise to 67% in 2021 (up from 32% in 2010) in contrast
to the trend of e-commerce transactions of North America and Western Europe. In 2017,
Asia-Pacific region has more than a half of the global total e-commerce sales, furthermore,
online retail market share is already above the combined shares of North America and

Western Europe.
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Figure 4.17: Size of E-commerce by Regions, 2010-2021, (% of GDP)

Source: International Post Corporation. 2017. State of E-commerce: Global Outlook 2016-21.
https://www.ipc.be/sector-data/e-commerce/articles/global-ecommerce-figures-2017. Accessed:
[11.04.2019].

The main reason behind the highest e-commerce growth in Asia-Pacific compared to
North America and Europe is that its economy is highly penetrated to the productive
digital technologies such as Artificial Intelligence, 10T, 5G wireless systems, machine
learning and block-chain technologies. Especially, South Korea, China, and Japan are the
top three economies in which these technologies mostly spread to e-commerce activities.
(ADB, UNESCAP, 2018, 6). Additionally, increase in the usage of mobile devices by
consumers and the development of the new digital payment channels (e.g. digital wallets)
through digitalization in Asia Pacific are other among the crucial reasons.

4.2.1.2 Trends in E-commerce Transactions in the EU

A crucial indicator of the digital economy that measures the success of the DSM is the e-
commerce. Over the last years, the European Commission has been focusing to identify
the potentials affecting the EU’s e-commerce markets as part of the EU’s DSM initiative.
Following figures show the e-commerce volumes of countries presented at individual and
enterprise level and identifying their effects to the e-commerce market of the EU. Table
4.2 shows the share of individuals who used internet and purchased goods and services
online in 2017. According to the Table, Denmark, Luxemburg, and Sweden have the
highest internet use with a share of 97%, while the UK has the highest rate of individuals

who purchased goods and services online (82%). The UK —as the leading country- is

62


https://www.ipc.be/sector-data/e-commerce/articles/global-ecommerce-figures-2017

extending its e-commerce market rapidly. In addition, online shopping activities of the
UK consumers are continuously increasing. In the UK, main drivers behind the high level
of online shopping are improved confidence and convenience in online transactions and
guaranteed delivery systems. Moreover, the existence of leading e-commerce companies
such as Amazon and eBay plays an important role for the UK's e-commerce market (E-
commerce in the United Kingdom. [06.03.2019]).

Table 4.2: Individuals Who Used Internet and Purchased Online in the EU, 2017,

(%)
Share of individuals who:
used internet purchased online
within the last 12 | within the last 12
months months

EU-28 85 57
Belgium 89 60
Bulgaria 66 18
Czech Republic 85 56
Denmark 97 80
Germany 91 75
Estonia 89 58
Ireland 82 53
Greece 70 32
Spain 85 50
France 88 67
Croatia 69 29
Italy 73 32
Cyprus 81 32
Latvia 82 46
Lithuania 79 38
Luxembourg 97 80
Hungary 79 39
Malta 81 52
Netherlands 96 79
Austria 88 62
Poland 78 45
Portugal 75 34
Romania 70 16
Slovenia 80 46
Slovakia 83 59
Finland 94 71
Sweden 97 81
United Kingdom 95 82
Iceland 98 76
Norway 98 77
Switzerland 95 77
Turkey 66 21

Source: Eurostat. 2018e. Internet Purchases by Individuals. [isoc_ec_ibuy]
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On the contrary, the lowest proportion of individuals who purchased online is in Romania
(16%) and Bulgaria (18%). Also, the lowest rate of internet use is in Bulgaria (66%) and
it is well below the EU average. Considering the e-commerce potential of Eastern
European countries, Romania lags behind the average of the EU-28. The main reasons
which discourage Romanian consumers buying online are the lack of trust in e-commerce
and payment transactions. Moreover, most of the Romanian consumers prefer the cash on
delivery option in their e-commerce experience (E-commerce in Romania. [06.03.2019]).
Another important reason arises from the existing delivery challenges such as long
delivery times or wrong product delivery (Angelovska, Nina. [06.03.2019]). Among the
non-EU states, Norway and Iceland has the highest level of internet use (98%), well above
the EU average. However, their participation to e-commerce is lower than the leader EU
countries. In addition, Turkey has a low participation rate to e-commerce. Either internet
use or proportion of individuals who purchased goods and services online in Turkey is
lower than the EU-28 average. The rate of internet use in Turkey is 66% and this rate is
19% lower than EU-28 average while the share of individuals purchasing online is 36%

below the EU-28 average.

According to the OECD data, Figure 4.18 shows the share of individuals who sell online
in Europe between 2010 and 2017. Netherlands (up from 24% in 2010) and Denmark (up
from 28% in 2010) have the highest rates of selling online among the other EU countries
in 2017. Norway maintains its leader position in online sales by individuals compared
with the EU countries. Individuals in Netherlands (37%), Denmark (29%), France (25%),
Finland (24%), Sweden (22%), Slovakia (21%), and Belgium (20%) are more interested
in the selling goods and services online among the other EU countries in 2017. In contrast,
individuals who sell goods and services online in Italy, Portugal, and Latvia (8%),
Lithuania (7%), and Greece (2%) are low in 2017. Furthermore, Greece has the lowest

share among EU countries in the same year.
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Figure 4.18: Individuals who Sell Online in the EU, 2010-2017, (% of individuals)

Source: OECD Stat. 2018a. ICT Access and Usage by Households and Individuals: ICT Access and
Usage by Individuals.

In 2017, the number of individuals who sell online had increased eight and seven times,
respectively in Latvia and Lithuania, while individuals in these countries almost did not
interested in e-commerce sales in 2010. Similarly, the number of individuals who sell

online has increased four times since 2010.

Clothes, sports goods NS 64
Travel, holiday accommodation I 53
Household goods (e.g. furniture, toys) S 46
Tickets for events IEEEEEEEEEEEESESSSS————— 39
Books, magazines, newspapers ImEEEEEEEEEEEEEEES——— 34
Films, music M )3
Computer software IEEE————— )5
Electronic equipment IEEEEEEESS—————— )5
Food or groceries EEEEEEEES—————— 24
Computer hardware IETT————— 13
Telecommunication services ——— 13
Medicines m————— 13
E-Learning material m—m 6

0 10 20 30 40 50 60 70

Figure 4.19: Purchased Goods and Services Online by European Consumers, EU-
28, 2017, (% of population)

Source: Eurostat. 2018e. Internet Purchases by Individuals. [isoc_ec_ibuy].
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Figure 4.19 presents the most popular goods and services purchased online by the
European consumers aged between 16 and 74. The most preferred goods and services
among the European consumers in the e-commerce market is the clothes and sports goods,
followed by travel, holiday accommodation and household goods such as furniture and
toys. Nearly, two thirds of the EU-28 population purchased clothes and sport goods online
in 2017. Conversely, the share of consumers who purchased online for e-learning
materials (e.g. e-books, e-newspapers and e-magazines) has the lowest share. In addition,
European consumers most commonly prefer to purchase medicines, telecommunication

services and computer hardware systems from a physical store rather than online.

Besides the individual aspect of the e-commerce, there are several objectives to create
better market conditions for enterprises in their e-commerce transactions in line with the
EU’s DSM strategy. These objectives are related to the abolishing the barriers of 28
fragmented markets and their legal and regulatory institutions, and etc. The following
figures examine the effects of these objectives on the e-commerce performance of
enterprises in accordance with the relevant data. Figure 4.20 presents the shares of all
enterprises engage in e-commerce sales in the EU in 2010 and 2017. The average rate of
the EU-28 for the e-commerce sales by enterprises is 18% in 2017 and it is increased from
13% in 2010. Additionally, as of 2017, 30% of all enterprises in Ireland made e-commerce
sales at the highest share among the EU countries, followed by Sweden and Denmark
(29%). As the biggest ICT services supplier in the world, Ireland has the leader position
in e-commerce. This situation not only makes Ireland a leading country in the digital
economy but also increases Ireland’s e-commerce potential positively. Similarly, the e-
commerce sales by enterprises is 29% in Norway. The shares of these countries is well
above the average of the EU-28. In contrast, only 7% of all enterprises in Bulgaria made
e-commerce sales, followed by Italy, Luxemburg, and Romania at 8%. Especially, in the
Eastern European countries, this situation results from the consumer’s behaviors and
negative attitudes against e-commerce transaction (E-commerce in Western and Eastern
Europe. [06.03.2019]). During the same year, only 11% of all enterprises made e-
commerce sales in Turkey. The share of all enterprises in e-commerce in Turkey had
increased only by 3% compared with the 2010. Moreover, as shown in the Figure, there

is a decreasing trend in Luxembourg and Netherlands by 6%, in Croatia by 4%, in Belgium
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by 2% and Portugal by 1% in the e-commerce sales of the enterprises between 2010 and
2017. Surprisingly in Norway, a decreasing trend is recorded by 5% between the selected
years (down from 34% in 2010).
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Figure 4.20: E-commerce Sales of All Enterprises, 2010-2017, (% of enterprises)

Source: Eurostat. 2018f. E-commerce Sales. [isoc_ec_eseln2]

Another important determinant for measuring the volume of e-commerce made by
enterprises is the share of enterprises which make e-commerce in domestic and foreign
markets. Thus, market is divided into three categories. First group consist of the EU
enterprises sell online to domestic consumers in their own country. The second group
covers the EU market in which e-commerce transactions takes place between enterprises
in a member country and the consumers in another member country of the EU. Finally,
the last group refers to the non-European market and it includes the e-commerce sales
from enterprises in a member country to the consumers in non-EU countries. In this
framework, Figure 4.21 shows the share of enterprises engage in e-commerce sales to own
country, other EU countries and non-EU countries. The level of e-commerce transactions
differ greatly across the regions. The share of e-commerce sales in own country is
relatively higher than the share of e-commerce sales to the other Member States and non-
EU market. Thus, the consumers are more likely to purchase from online retailers based
in their own country. According to the Figure, 20 % of EU enterprises sell online to
consumers in their own country, only 9 % sell to consumers in other EU countries. E-

commerce sales to consumers located in the non-EU market have been quite low (5 %).
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There is an upward trend in the share of enterprises in intra and extra EU trade since 2011.
For all time periods, the share of enterprises which make e-sales to domestic market is
higher than the sales to the EU and the non-EU markets. Because, enterprises do not meet
the challenges for selling of goods and services online in their own country market

compared to the international market.
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Figure 4.21: E-commerce Sales of All Enterprises in the EU-28, 2011-2017, (%)

Source: Eurostat. 2018f. E-commerce Sales. [isoc_ec_eseln2]

Table 4.3 shows the share of all enterprises which make e-commerce in three different
market categories in 2017. On the one hand, the largest share of enterprises which make
e-sales to the consumers in their own country recorded in Ireland at 31%, and followed by
Sweden at 29% and in Denmark at 28%. Ireland, Denmark and Sweden perform well in
their digital transformation process. Their digitalization successes create competitive
advantage which directly affects their e-commerce market volumes. The share of
enterprises in Ireland were 11% higher than the EU-28 average. In contrast, the lowest
share of enterprises which make e-sales to consumers in their own country was
represented by Romania (6%), followed by Bulgaria (10 %), Luxemburg and Poland
(11%). The reasons behind the low e-commerce volume of these countries vary due to low
digital skills of their population, preferences to shop and trust in cash payments
(Angelovska, Nina. [06.03.2019]).
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Table 4.3: All Enterprises Made E-commerce Sales in the EU-28, 2017 (%)

to own to the non-

country to the EU EU
EU-28 20 9 5
Belgium 23 13 4
Bulgaria 10 3 2
Czech Republic 23 13 4
Denmark 28 10 6
Germany 24 12 7
Estonia 18 9 4
Ireland 31 17 13
Greece 12 7 5
Spain 21 7 4
France 21 8 5
Croatia 17 9 6
Italy 12 6 4
Cyprus 12 9 8
Latvia 12 5 3
Lithuania 22 13 7
Luxembourg 11 8 3
Hungary 15 6 3
Malta 17 11 8
Netherlands 25 12 5
Austria 21 14 8
Poland 11 4 2
Portugal 17 8 6
Romania 6 2 1
Slovenia 20 12 4
Slovakia 17 8 3
Finland 24 6 4
Sweden 29 10 6
United Kingdom 22 9 7
Norway 28 6 4

Source: Eurostat. 2018f. E-commerce Sales. [isoc_ec_eseln2]

On the other hand, the highest share of enterprises which make e-sales to consumers in
the other EU countries is recorded in Ireland (17%), followed by Austria (14%), and the
Czech Republic (13%) in 2017. In contrast, the lowest shares of enterprises which make
e-sales to consumers in the other EU countries were in Romania (2%), Bulgaria (3%) and
Poland (4%). Finally e-commerce sales to the non-EU countries were the highest in
Ireland (13%), followed by Cyprus, Malta and Austria (8%), while e-commerce sales to
the non-EU countries were the lowest in Romania (%1), followed by Poland and Bulgaria
(2%) in 2017.

The European Commission set objectives also for the SMEs, especially for new start-ups.

Furthermore, it also determined difficulties about the establishment of an e-commerce
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company and initiated new facilities for new start-ups and SMEs. The figures below
demonstrate the success of SMEs in e-commerce transactions within the DSM.
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Figure 4.22: SMEs and Large Size Enterprises’ E-sales in Europe, 2017, (%)

Source: OECD Stat. 2018b. ICT Access and Usage by Businesses.
Figure 4.22 shows the e-sales of SMEs and large size enterprises in the EU countries in
2017. Finland and Sweden, have the highest share in terms of large size enterprises which
make e-sales in 2017, 50% and 49%, respectively. Average of the EU-28 countries for the
large size enterprises is 31% in 2017. The large size enterprises which make e-sales in
Latvia, Luxembourg, and Portugal are 10% below the EU-28 average. More than 24% of
medium size enterprises make e-sales in Belgium (30%), the Czech Republic (32%),
Denmark (33%), Netherlands (38%), and Ireland (34%). Similarly, the level of the
medium size enterprises which make e-sales in Norway as a non-EU country is at 35%.
The average level of the EU-28 is at 24% in terms of the medium size enterprises which

make e-sales.

The average level of the EU-28 is at 19% in terms of the small size enterprises. Moreover,
the highest share of small size enterprises which make e-sales is in Sweden (35 %),
Netherlands (33 %), the Czech Republic (32 %), and Denmark (32 %) in 2017. The lowest
share of the small size enterprises is in Portugal (9%). As seen from the Figure 4.19,
Turkey has a good participation rate among the large size enterprises, but it is below the

European average for e-commerce sales for all types of enterprises.

70



Considering the Figure 4.22, enterprises in Ireland, Denmark, Finland and Sweden highly
engage in e-commerce because citizens of these countries have willingness to buy goods
and services online. The higher e-commerce volume in those countries encourage the local
enterprises to open e-commerce companies. However, enterprises in Estonia, Hungary,
Latvia, Lithuania, Luxembourg and Spain are less likely to interest in e-commerce
compared to the other EU Member States.
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Figure 4.23: E-sales of SMEs in the EU-28, 2011-2017, (%)

Source: Eurostat. 2018f. E-commerce Sales. [isoc_ec_eseln2]
The following Figure shows the e-sales shares of SMEs in own country, other EU
countries and non-EU countries between 2011 and 2017. According to Figure 4.23, there
is an increasing trend at national and international market level since 2011. In 2017, 19%
of SMEs made e-sales to the consumers in their own country, while 8% and 5% of SMEs
made e-sales to the domestic consumers in the EU market and the non-EU market,
respectively. Additionally, in 2011, 14% of SMEs made e-sales to the consumers in their
own country, while 6% and 3% of SMEs made e-sales to the domestic consumers, in the
EU market and the non-EU market, respectively. Over the period considered, e-sales of
SMEs have increased by 36% in the own country, 33% in the other EU countries, and

66% in the non-EU market in comparison with 2011.
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Figure 4.24: Total Turnover of Enterprises from E-commerce in the EU-28, 2010-
2017, (% of turnover)

Source: Eurostat. 2018g. Value of E-commerce Sales. [isoc_ec_evaln2]

Total turnover of enterprises from e-commerce transactions in the EU between 2010 and
2017 is represented in Figure 4.24. According to the Figure, the average total turnover of
e-commerce activities of the EU enterprises increased from 14% in 2010 to 18% in 2017.
The enterprises’ total turnover from e-commerce transactions is the highest in Ireland at
33% (up from 24% in 2010), Belgium and the Czech Republic at 31% (up from 18% and
19% in 2010, respectively) in 2017. During the same year, the lowest total turnover from
e-commerce transactions is in Greece (4%), Bulgaria and Cyprus (5%), Romania (8%),
and Latvia (9%). In 2010, the total turnover from e-commerce transactions of the
European enterprises is the highest in Germany, Finland, and Sweden (18%), and in
Denmark (17%).

72



30
25
20
15

10

2010 2011 2012 2013 2014 2015 2016 2017

Small Enterprises Medium Enterprises SME Large Enterprises

Figure 4.25: The Share of Enterprises’ Turnover on E-commerce in the EU-
28, 2010-2017, (% of turnover)

Source: Eurostat. 2018g. Value of E-commerce Sales. [isoc_ec_evaln2].
Turnover shares of e-sales in terms of small, medium and large size enterprises, including
the average rate of SMEs between 2010 and 2017 is shown in Figure 4.25. In 2017, e-
commerce sales have constituted 26% of the total revenue of large enterprises (up from
19% in 2010), 13% of the total revenue of medium size enterprises (up from 11% in 2010),
and finally 7% of the total revenue of small enterprises (up from 5% in 2010). Turnover
of the large size enterprises is higher than the SMEs since they can easily overcome the
difficulties such as compliance costs or fragmented market structures, arising from the e-
commerce. Thus, current market conditions still hinder SMEs to take advantage of the e-

commerce activities.
4.3. The Existing Difficulties in E-commerce in the EU

Within the DSM various difficulties negatively affect the volume of e-commerce. Within
the scope of the DSM strategy, some obstacles are mentioned, and some precautions are
taken in the field of digital connectivity, security, and copyright, facilitated transportation
etc. for well-performed e-commerce activities. According to the WIK-Consult (2019), the
most common difficulties in e-commerce transactions have been identified in line with the

responses obtained from several enterprises and individuals.
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Figure 4.26: Barriers for Cross-border Online Sales intra EU, 2014-2016, (%)

Source: WIK-Consult. (2019). Development of Cross-border E-commerce through Parcel Delivery.
Delivering for the Future 3: Workshop on Developments in the Postal Sector. Brussels, p.9.

Figure 4.26 presents the main barriers in the cross-border online sales in the EU between
2014 and 2016. These main barriers arise from the higher risk of fraud, non-payments in
cross-border, differences in regulations such as tax regulations, contract laws, and
consumer protection rules, higher transport and delivery costs compared to the domestic
market, language differences, and restrictions between businesses partners (e.g.
manufactures or suppliers). According to the Figure, perceived barriers in cross-border
online sales of goods and services decreased between 2014 and 2016. Furthermore,
differences in tax regulations and frauds arising from the existence of different tax rates
are the main issues in cross-border online sales, in addition, concerns about them are still

higher than the concerns about the other barriers.
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Figure 4.27: The Perceived Barriers to Buying/Ordering Online intra EU, 2009-
2017, (%0)

Source: WIK-Consult. (2019). Development of Cross-border E-commerce through Parcel Delivery.
Delivering for the Future 3: Workshop on Developments in the Postal Sector. Brussels, p.27.

Figure 4.27 presents the barriers which affect the consumer decisions whether to shop
online or not. These barriers arise from the consumers traditional shopping habits, lack of
digital skills or payment cards, trust concerns about receiving or returning the ordered
goods, problems about delivery systems, and other reasons. According to the Figure,
perceived barriers in cross-border online purchasing of goods and services decreased
between 2009 and 2017, while barriers related to shopping preferences and lack of
necessary skills increased. Moreover, big majority of the EU consumers do not prefer to
shop online due to their traditional shopping habits. Barriers in e-commerce transactions
which discourage consumers to buy online are mostly related to payment security

concerns rather than problems about delivery systems.
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Figure 4.28: The Perceived Barriers to Buying/Ordering Online extra EU, 2015,
(%)

Source: Hunter, Julie. 2017. The Challenge of Protecting EU Consumers in Global Online Markets.
European Consumer Organisation (BEUC) and the Federation of German Consumer Organisations.
*Sample size: 673 people

Figure 4.28 presents the barriers when consumers buy goods and services online from
outside the EU. These barriers are considered as the major problems experienced by the
European consumers. According to the Figure, problems arising from the cross-border
online shopping from outside the EU is proportionally higher than the cross-border online
shopping intra-EU. This situation shows that the trust concerns of European consumers
for online shopping in the EU is higher in comparison with their online shopping
experience from outside the EU (Hunter, 2017, 14).

4.3.1. The Taxation of E-commerce: VAT Applications in the Digital Single Market

VAT is a tax which is levied on consumption and is applied to all stages of production,
not only at the end stage. VAT is valued as a percentage of the selling price of the goods
and services, thus, it is added into the final price of the good. In addition, export is
generally not a subject of VAT because it boosts international trade and promotes
enterprises. In contrast, import is a subject of VAT. This means that all imported goods
traded in a country are subject to the VAT (Pudenz, 2010).



Development of the digital economy has revealed some crucial issues regarding the
calculation of the VAT. Especially, increased mobility of consumers and enterprises,
transformation of business models and data-based structure, which are key characteristics

of the digital economy, are challenging the traditional tax systems (Testa, 2017, 6).

In the early days of the internet, e-commerce did not have an important place in the
economy, thus it was managed by general rules. Recently, adopting new and specific VAT
rules for e-commerce transactions became crucial along with the developments in ICT and
the growth in e-commerce. As discussed in the previous sections, e-commerce has been
becoming popular among the European consumers and businesses, and the share of e-
commerce in the EU market is growing day by day. However, the taxation of the e-

commerce is also becoming more complex at the same time.

Correspondingly, the EU’s DSM strategy aims to create better and effective e-commerce
in the EU. The Strategy not only focused on the obstacles to the improvement of e-
commerce but also presented its purposes to reduce existing burdens related to cross-
border e-commerce which arise from different VAT regimes in the EU. Only if the current
VAT rules are updated, the newly updated rules can support the DSM better, simplify the

cross-border trade, and harmonize the digital economy.

The current VAT system in general is fragmented in the cross-border context because of
the existence of 28 different VAT applications. This creates a huge confusion and an
important administrative burden in trading cross-border online, especially for the SMEs.
Moreover, the system is also convenient for fraud due to the existence of a major
discrepancy between the anticipated and actual VAT revenues. Each Member State
charges its own VAT rates under its own tax legislation. Furthermore, each Member State
applies several rules for several situations, especially in cross-border sales, under the own
current system. These situations are unconformable with the challenges of the new global
digital economy. The EU tends to create a totally harmonized VAT system in the EU.
Under a totally harmonized system, all transactions in the EU could be processed in the

same way as if all transactions occur in one Member State.

In order to improve the current VAT rules with new approaches and modernize them for

a well-functioning e-commerce, the European Commission adopted an Action Plan on
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VAT on 7 April 2016 not only to support the creation of new jobs, growth, and to boost
investments and competitiveness but also to move towards the Single European VAT area
by removing the existing obstacles. Thus, the Action Plan on VAT puts in place the
definitive rules for the Single European VAT area such as reducing the VAT fraud,

determining the rate of taxes, and finally supporting the SMEs.

In addition, the European Commission published a new proposal for implementing the
new detailed regulations on 11 December 2018. This proposal follows a deep reform of
the VAT Action Plan towards a single EU VAT area presented in April 2016.
Furthermore, it includes the measures that pave the way for a smooth transition to VAT
for e-commerce that comes into force in January 2021. The main aim of the European
Commission is to simplify VAT obligations for companies by providing regulations which
cover rules for distance sales of goods as well as any type of services supplied to the

consumers in the EU (European Commission, 2018g, 1).
4.3.1.1. VAT Applications and Origin or Destination Principles

According to the place of origin principle, the tax is imposed on the goods and services
by taking into account the VAT rate of the place in which they are produced. Under the
origin principle of the VAT, imports is not taxed, and exports bears tax (Schenk, Oldman,
2007, 22). This means that enterprises have to count the tax rates based on the local law
and tax system, rather than the destination country' law. This situation creates big
problems in terms of fair competition and VAT fraud. For instance, the place of origin
principle encourages the enterprises to establish a company in a Member State in which
VAT rate is the lowest, and also, to sell goods and services in another Member State in
which VAT rate is the highest.

Therefore, the EU performed major changes in the sale of digital services and applied
VAT rates on these services on 1 January 2015. The changes included the place of supply
rules from one Member State to another Member State where the consumer is registered.
In this context, the place of supply involves using different VAT rates of countries and

their rules.
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4.3.1.2. VAT Applications and Mini One Stop Shop

According to the European Commission, Mini One Stop Shop (MOSS) allows the taxable
persons to supply e-services such as telecommunication services, television, and radio
broadcasting services and electronically supplied services to non-taxable persons in the
Member States where the taxable persons do not have an establishment or taxable persons
are not identified (European Commission, 2013). The MOSS allows companies to avoid
registration in each EU country, and thus reduces registration costs. The MOSS have two

kinds of schemes which are the union scheme and the non-union scheme.

Under the union scheme, businesses have to be established in an EU country to register
their businesses for MOSS. This country is called Member State of identification.
Additionally, there is also a Member State of consumption where supply takes place.
Businesses which are registered in MOSS cannot recognize their sales in the Member
State of identification in terms of union tax scheme. In this case, sales of e-services must
be accounted in terms of domestic tax rules. In other words, MOSS is not valid for these
businesses when they supply e-services in the same country where they are identified. For
instance, a Spanish company is established in Spain and sells mobile phone applications
within the EU. When this company sells its e-services to the consumers in France,
according to MOSS tax rules, this company liable to charge VAT rate of France instead
of VAT rate of Spain. Briefly, taxation of these transactions occurs in Spain in terms of
French tax rates. However, if this company sells its e-services to consumers in Spain,
which is the country of establishment, then the company must charge national tax rules of
Spain, not MOSS VAT rules.

Under the non-union scheme, businesses are established in the non-EU country can choose
an EU country to register their businesses for MOSS. Selected country will be the Member
State of identification. These businesses can supply e-services also in the same country of
identification in the context of MOSS differ from union scheme. For example, a Turkish
business supplies telecommunication services electronically, and it is established in
Turkey. But, this company decided to take advantage of the EU e-commerce market. For
this reason, it chose Belgium as a Member State of identification. In this case, this Turkish

company must charge the VAT rate of countries where it supplied e-services in Belgium
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under the MOSS VAT rules. It means that, if Turkish company supplied e-services to a
consumer in Germany or even if in Belgium, the MOSS VAT rules are valid in all cases.

B2C E-services

Old system: New MOSS system since 2015:
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Figure 4.29: The VAT Collection Mechanism for E-services under Mini One-Stop-
Shop

Source: Rakhan, Jayant. 2018. Changes in the EU VAT System Affecting Ecommerce.
https://www.slideshare.net/KaitlynMode/changes-in-the-eu-vat-system-affecting-ecommerce-91716434.
Accessed: 12.04.2019.

For a well-performing MOSS, every business has to quarterly declare VAT returns online
to the tax authority of identification country. Then, the information about VAT returns is
transferred from the tax authority of identification country to each tax authority of
Member State of consumption. Figure 4.29 illustrates the MOSS system for the taxation
of e-commerce for e-services. According to the MOSS example in the Figure, an e-
commerce company in Luxembourg sells e-services online to the consumers in Italy, the
UK and Germany. Next, VAT revenues of this transaction are transferred via the tax
authority of Luxembourg to the other countries tax authorities. Thus, this e-commerce
company in Luxembourg is exempt from registering to each country’s tax authorities.
Also, this situation decreases the company costs as a result of exemption from the VAT
register. In the old system, an e-commerce company in Luxembourg had to register its
company to each countries tax authority. Currently, this difficulty which is related to the

VAT collection is removed by the MOSS system in e-commerce.

Furthermore, VAT registration costs for companies have decreased by 500 million Euro,

or about 41,000 Euro per company, as a result of MOSS VAT application compared to
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registering for VAT in every Member State where e-services supplied. Approximately 3
million Euro (about 70% of the total sales of e-services) of VAT was paid via the One
Stop Shop (OSS) for e-services in 2015 (European Commission, 2017c).

4.3.1.3. VAT Applications and Distance Selling

Another method for the taxation of e-commerce is the ‘distance selling’ for selling goods
cross-border online. It depends on the annual sales thresholds which are determined by
every country freely. Prior to distance selling VAT regime, when businesses sold goods
to consumers in another Member State, in every case, they had to meet some obligations
to charge the local consumption taxes of each country in which they sold goods. It was
creating difficulties on tax accounting and administration. For this reason, the EU created
the Distance Selling VAT rules to abolish such administrative burdens. When the value
of the sold goods is annually less than the determined VAT thresholds, businesses have to
pay VAT in terms of their own local VAT rates. However, if the selling value is annually
above these thresholds, businesses have to pay VAT rates of the country where consumers
stayed. Briefly, each company is liable to recognize its sales in terms of its local VAT
rates as long as the value of sales stays below the determined value of other countries in
which company supply goods. In addition to this, businesses must be registered in that
countries if the value of sales exceeds the thresholds of countries. The VAT thresholds of
2018 are provided on Table 4.4.
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Table 4.4: VAT Rates and Distance Selling VAT Thresholds of Selling Goods

Online
Member States VAT Rates (%) VAT Thresholds
National Currency Euro Equivalent

Belgium 21 EUR 35,000 -
Bulgaria 20 BGN 70,000 EUR 35,791
Croatia 25 HRK 270,000 EUR 36,291
Czech Republic 21 CZK 1,140,000 EUR 44,873
Denmark 25 DKK 280,000 EUR 37,595
Germany 19 EUR 100,000 -
Estonia 20 EUR 35,000 -
Ireland 23 EUR 35,000 -
Greece 24 EUR 35,000 -
Spain 21 EUR 35,000 -
France 20 EUR 35,000 -

Italy 22 EUR 35,000 -
Cyprus 19 EUR 35,000 -
Latvia 21 EUR 35,000 -
Lithuania 21 EUR 35,000 -
Luxemburg 17 EUR 100,000 -
Hungary 27 EUR 35,000 -
Malta 18 EUR 35,000 -
Netherlands 21 EUR 100,000 -
Austria 20 EUR 35,000 -
Poland 23 PLN 160,000 EUR 37,859
Portugal 23 EUR 35,000 -
Romania 19 RON 118,000 EUR 25,305
Slovenia 22 EUR 35,000 -
Slovakia 20 EUR 35,000 -
Finland 24 EUR 35,000 -
Sweden 25 SEK 320,000 EUR 31,390
United Kingdom 20 GBP 70,000 EUR 80,197

Source: European Commission. (2018c). VAT Thresholds (April 2018).

For example, a Belgian company sells traditional lace to consumers in Luxemburg and

the selling value is more than 100,000 Euro annually. In this case, this Belgian company
must be registered as a non- resident VAT trader in Luxemburg. So, Belgian company

will continue to sell products with the VAT rate of Luxemburg at 17%, rather than Belgian

VAT rate of 21%. Moreover, this Belgian company will pay VAT to tax authority of

Luxemburg.

All distance selling VAT rules are also valid for the businesses from non-EU countries.

For example, a Turkish company which chose Finland as a Member State of identification,

under the One Stop Shop VAT rules sells leather to consumers in Italy with the tax rate
of Finland at 24%. Once this Turkish company exceeds the VAT threshold of 35,000 Euro,
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this company must be registered as a non- resident VAT trader in Italy. After this time,
Turkish company will continue to sell leather with the VAT rate of Italy 22%, rather than
VAT rate of Finland. Additionally, this Turkish company will pay VAT to the tax
authority of Italy.

4.3.1.4. VAT Applications and New Legal Provisions

European Commission launched a range of fundamental principles to make e-commerce
more effective for the EU’s VAT area on 4 October 2017 (Single VAT Area,
[18.06.2018]). This proposal includes three main fundamental principles for definitive
VAT regime. First principle is about the taxation place of supplied goods in cross-border
sales intra-EU. Under this principle, transaction is charged with the VAT rate of Member
State where goods are delivered. Second principle is that the supplier has to collect data
when transaction is occurred from one Member State to other one, and also, supplier is
liable for charging VAT as a general rule. Finally, last fundamental principal focuses on
OSS. Businesses could make declarations, payments and deductions for cross-border
online supplies of goods via OSS, as is already the case for the supply of e-services (Single
VAT Area, [18.06.2018]). Figure 4.30 presents the VAT collection mechanism of online
supplied goods in the EU market.

m ﬂ Cormpany 2
m E b M ﬁ TAX Authority 2
m a Cormpany 4

!"H ﬁ TAX Authority 3
m ﬂ Company 5

VAT } ﬁ TAX Authority 4

VAT ; ﬁ TAX Authority 5
VAT

Figure 4.30: The VAT Collection Mechanism for Goods under One-Stop-Shop

Source: Single VAT Area. [18.06.2018].
Besides these attempts, the EU adopted new provisions on the distance sales and existing
MOSS for VAT registrations on 5 December 2017. These provisions affect both the EU
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and non-EU companies in the cross-border sale of goods and services to the EU customers.
E-commerce for both consumers and businesses is becoming easier to buy or sell goods
and services cross-border online as a result of new regulations, especially for start-ups and

SMEs. These new steps accelerate the e-commerce in the EU.

The new principal measures are examined from two aspects, goods sold to the EU
consumers from outside the EU and goods sold cross-border within the EU. There is a
VAT exemption for imported goods from the third countries to the EU. This exemption
works that if the imported goods have a value less than 22 Euro, then the supplier of these
goods will not be liable to pay VAT to the EU country where goods delivered. In this case,
this supplier has to pay VAT to the own country’s tax authority. However, VAT practices
on imported goods with a value less than 22 Euro from outside the EU into the EU will be
repealed in 2021. Another important practice on VAT is that if the electronic sales of
goods imported into the EU have a value of 150 Euro or below, the supplier will be liable
to charge the VAT rate of the EU country where the consumer is located. On the other
hand, if the value of electronic sales of goods imported into the EU exceeds the 150 Euro
threshold, a full customs declaration will be required for the supplier in the mentioned
country where supply takes place (VAT and e-commerce, [18.06.2018]).

Additionally, the EU adopted a new legal provision also for start-ups, micro-businesses,
and SMEs to facilitate the e-commerce within the EU. If the value of cross-border sales is
under 10,000 Euro, VAT on these transactions are adjusted according to the VAT
regulations of the SMEs’ country. SMEs benefit from simpler procedures for online cross-

border sales of up to 100,000 Euro annually (European Commission, 2017d, 1).

4.3.2. The Existing Difficulties in Taxation of E-commerce in the EU

E-commerce takes an important place in the DSM and increases the efficiency by allowing
people to access and exercise effectively online activities across the EU. Increased amount
of people who buy goods and services online is the main driver for the development of

the DSM. Furthermore, trend in e-commerce in the EU is continuously increasing.

However, e-commerce provides many opportunities as well as creates several difficulties.
There are two main challenges which hinder the DSM taking the potential advantages

provided by the market for cross-border e-commerce. These challenges contain geo-
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blocking and tax frauds which are arising from the absence of harmonized regulations
overall the EU and preventing the retailers and consumers to sell and buy online. Geo-
blocking is one of the biggest and most obvious obstacles in the EU. It refers to the
discriminatory practices which create difficulties for consumers accessing the online
goods and services from e-commerce site located in another Member State (Carillo,
[05.04.2019]). The taxation of e-commerce and VAT applications are also other crucial
aspects of the DSM initiative and they directly affect the EU’s GDP.

A drop in VAT 95% less Improves
compliance costs of administrative competitiveness of

€23 billion a year a burden for anline EU business and fosters

n ( I\ 358 Ll st Ratnadtiis SIS B Vel SN 3
businesses handling ( worder trade
especlatly SMEs a

Figure 4.31: Results of VAT Reductions in E-commerce Transactions

Source: Vroom, Martijin. 2017. Modernization of E-commerce Imports into the EU: A Customs and
VAT Perspective. Europese Fiscale Studies. p.13.

These difficulties in the field of VAT occur in three cases. The first challenge arises from
the complexity of VAT obligations which is one of the crucial reasons behind the low
penetration rate of enterprises to the e-commerce. According to Vroom (2017) estimation,
enterprises bear cost for 8.000 Euro annually as a result of the compliance cost of VAT
obligations. Second important challenge arise from the disparities between the EU and
non-EU enterprises. The current system creates a significant disadvantage for EU
companies in cross-border e-commerce transactions against the non-EU competitors.
Another important taxation challenge of e-commerce results from the existence of VAT
exemption for importation of small consignment. This challenge creates an issue about

VAT collection and decreases the tax revenues (Vroom, 2017, 9).

In this framework, the EU aims to focus on necessary changes in taxation practices and
new legal applications on VAT. The European Commission has adopted the destination
principle in cross-border sales to prevent VAT fraud and confusions. The European
Commission introduced the MOSS (on cross border sales of the digital services online)

and the OSS (on cross border sales of the goods online) systems to eliminate the
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confusions arising from the taxation of e-commerce. Therefore, the rule of registration for
VAT in each Member State where the consumers are located was eliminated for the e-
commerce companies which make e-sales to the other EU countries. In this context, e-
commerce companies register their businesses in their own country’s tax office. Next, tax
revenues are transferred from the tax office of companies to the tax offices of countries
where consumers are located. These attempts of the EU have facilitated the feasibility of

e-commerce and reduced the costs of registering businesses.

Finally, “updating the VAT legislation in relation to e-commerce imports into the EU is
crucial, as the current legislation is too complicated in terms of VAT compliance
obligations and makes it too expensive, especially for SMEs, to operate in the cross-border
B2C trade of goods” (Vroom, 2017, 30). Furthermore, all these new regulations on VAT
applications are expected to boost the e-commerce positively.
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5. CONCLUSION

Globalization requires digitalization, in meanwhile, digitalization has expanded the size
of globalization. As a result of the fast pace of globalization, massive advances have
occurred in technology, communication, and transportation. Such developments have led
to the acceleration of the digitalization. Thus, digital transformation has gathered
momentum in the whole economy. Particularly, digitalization has been observed more in
developed countries such as the USA, Japan, South Korea, China, and Nordic countries
rather than others. Also, the EU has taken some measures on digitalization to benefit from
market opportunities and not fall behind its world competitors. Moreover, it aims to get a

leading position in the global economy.

The importance of the digital economy is increasing over the last decades. The EU has
also recognized the importance of the establishment of its own DSM. In line with the
recent developments, the EU is transforming itself into a digital-based economy. This
requirement is one of the stimulating factors for the creation of the EU’s DSM. In this
context, the European Commission has revealed a DSM strategy providing a harmonized
digital environment, where all Member States would be liable for the same conditions and
able to trade freely with no restrictions related to their location. The main aim of this
attempt is to create inclusive regulations for digital marketing, e-commerce, and
telecommunication under a common regulatory framework for all Member States in the
EU.

The European DSM is launched on 6 May 2015 by the European Commission and it is
predicted that the annual additional contribution of the DSM to the European GDP will be
415 billion Euro. In addition, the share of the ICT sector in the EU’s GDP in 2015 is about
4%, and it is amounted 570 billion Euro. The ICT goods exports and imports of the EU in

the digital sector is almost half in comparison with its world competitors, while the share
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of ICT goods exports in total global trade is 5% and 11% in the EU and the world,
respectively. The same situation occurs also for the ICT goods imports of the EU.

The EU has a great potential for the digitalization of its economy. ICT access and usage
rate by individuals and enterprises have been increasing in the EU day by day. Recently,
for instance, 73% of individuals and 70% of enterprises have ICT access. Among them,
only 57% of individuals who have an access to internet and ICT do shopping online, while,
only 18% of enterprises which have an access to internet and ICT make e-commerce in
2017. According to the OECD data, except from the 24% of European enterprises which
do not have internet and ICT access in their companies, the participation rate of enterprises

to e-commerce is observed low.

The digital infrastructure investments are among the core elements for the digital
development of a country. The share of the European budget for the digital transformation
and infrastructure is low. 12 billion Euro which corresponds to only 1% of the European
budget is devoted to the digital transformation of the European economy and society for
the 2021-2027 period. This situation causes the EU to keep behind its global competitors.
The EU should have more investments in the development of digital infrastructure and

focus on incentives increasing the potential of the digital market.

The DSM strategy particularly focuses on three important objectives which aim to ensure
better market conditions for e-commerce, to create a legal and technical framework, and
lastly to enhance the growth potential of the EU market by supporting the SMEs. In
addition, it puts great emphasis on the geo-blocking and VAT restrictions that result from
the fragmented structure of the EU market.

Obstacles which generally arise from traditional habits, legal and structural differences of
countries have been reducing the share of e-commerce in the economy and hindering the
development of e-commerce. Despite these obstacles and the inadequacy in the number
of e-commerce companies in the EU, the contribution of e-commerce to the European
economy is relatively higher than the contribution of the ICT sector. In 2015, the
contribution of e-commerce transactions to the European economy is estimated at 2.5
trillion Euro (total turnover from e-commerce is at 18% in the EU-28), while the

contribution of e-commerce transactions of world leading countries were 25 trillion US

88



Dollars. Despite the fact that the number of individuals who use and make purchases
online is so high, inadequacy in the share of the EU's digital transformation investments

creates a significant disadvantage against the European DSM.

One of the main interests of the EU, through the implementation of the DSM, is to provide
better conditions for the SMEs. The European Commission set some objectives also for
SMEs, especially for new start-ups. Furthermore, it emphasized the difficulties about the
establishment of an e-commerce company and its cross-border sales. In this context, there
are several initiatives to abolish the barriers faced by the SMEs. According to the Eurostat
and OECD data, a considerable increase in the cross-border e-sales of SMEs is not
observed in recent years, in comparison to the period before the DSM strategy is launched.
A significant part of the e-sales of SMEs takes place in their own country, while only a
small portion of e-sales occur in another Member States and non-EU countries. Another
important situation is about the turnover of SMEs on e-commerce, however the turnover
of e-commerce of the SMEs is observed low. In spite of all these results, the presence of
SMEs in e-commerce has crucial impacts on the European digital economy, despite of

their slow growth.

In consequence, the DSM has many benefits for the European economy. If investments in
ICT sector and the R&D processes of companies are increased, the DSM would reach its
real potential and the EU would benefit from its advantages. For this reason, the
government and private investments in ICT sector and R&D expenditures should be
increased. The DSM is expected to offer many opportunities for the EU countries. It holds
great potential for SMEs as well as large companies by increasing the market efficiency.
Moreover, DSM creates new job opportunities and renews the old ones. Also, it indirectly
influences the employment rate of the EU countries.
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