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Introduction: Digital Business Is Now Global  
Businesses now more than ever are moving toward digital business 
models as a means of building business resiliency. By 2023, one in two 
companies will generate more than 40% of their revenue from digital 
products and services, as compared with one in three companies in 
2020, according to IDC FutureScape: Worldwide Digital Transformation 
2022 Predictions. In short order, most companies will be selling digital 
goods and services alongside that of their traditional product portfolios.  

The selling of digital goods and services is set to redefine the way the 
global economy works. As a result of the massive shift toward 
digitalization, the amount of non-physical digital goods (e.g., on-demand 
services, software, online gaming, ebooks, music files, digital images) 
being sold has exploded.  

This explosion has caught the attention of business owners and tax authorities all over the globe. As a result, the rules 
about digital tax worldwide are rapidly evolving and constantly changing.  

» In the United States, there are currently 28 states that tax digital goods with rates that vary from 1% to 7%. There 
are over 20 states that now assess sales tax on software as service revenue. Unfortunately, the laws and nexus 
determination vary widely from state to state.  

» In Europe, VAT/GST have been implemented across the European Union, the United Kingdom, Norway, and 
Switzerland. With more countries indicating participation (either announced or proposed), these countries will 
quickly follow with their own levies on digital service.  

» In Latin America, countries like Mexico, Argentina, Chile, Colombia, Costa Rica, Uruguay, Paraguay, and Ecuador all 
have enacted digital services taxes in the past 18 months.  

» Within Asia/Pacific, India and Malaysia have already implemented digital services taxes, with Indonesia, New 
Zealand, and Vietnam also considering adding such taxes.  

The complexity of global tax compliance and the growing hunger to close the VAT gap 
globally is driving e-invoicing mandates to become the norm. Businesses must adopt 
modern tax solutions to remain compliant — and even benefit from this shift in the 
regulatory landscape. 
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Digital Invoicing Mandates Expanding 
The tax changes continue as more traditional tax flows are becoming digital. A growing number of nations are making 
digital invoicing (e-invoicing) a mandatory activity. e-Invoicing mandates are quickly taking root. Around the world, tax 
authorities are looking to modernize their tax reporting and compliance structures to improve visibility and transparency 
regarding VAT recovery. The main driver to tax authorities is closing the current estimated VAT gap (the difference 
between VAT owed compared with VAT collected), which currently stands at more than €134 billion in the EU alone. 
With the current slate of global disruptions (e.g., variability in capital markets, geopolitical unrest, supply chain 
disruptions), tax authorities are more motivated than ever to create policies and regulations to close the VAT gap: 

» Europe is following the lead of many Latin American countries and transitioning from historic VAT reporting to real-
time VAT reporting. For example, France and Spain will introduce mandatory invoicing from 2024 onward.  

» In Asia, countries like India and Malaysia are also working to update/modernize their VAT reporting processes.  

» In South America, Brazil, long the paragon of tax complexity, is working to modernize its tax processes to align to 
VAT reporting processes more closely. 

Key Trends 
Growth in tax regulations has made it increasingly complicated to sell product globally. It is a vicious circle. Organizations 
are looking to technology advancements to cope with the ever-changing challenges of global business. Growth in the 
digital economy has only made the process of managing sales and using taxes more difficult as each sales location may 
have its own tax reporting obligations. The following trends are fueling the challenges: 

» Growth in the marketplaces. Cross-border marketplaces are ecommerce sites where product is provided by 
multiple third parties (e.g., eBay, Etsy, Alibaba) that are growing rapidly. In fact, in many countries like China, Japan, 
and the United States, marketplaces are all expected to grow faster than their retail website counterparts. 

» The spread of e-invoicing in the European Union. e-Invoicing mandates are quickly taking root in the EU and 
beyond. In fact, in the past 12 months, there have been new/updated e-invoicing initiatives in Italy, France, India, 
Chile, Brazil, and Poland. 

» Growth of the digital economy. As a result of the massive shift toward digitalization, the amount of non-physical 
digital goods (e.g., on-demand services, software, online gaming, ebooks, music files, digital images) being sold has 
exploded. This explosion has caught the attention of tax authorities all over the globe. 

» Growth of the gig worker. The gig economy is growing rapidly with companies like Uber, Grubhub, and Lyft 
representing a significant shift in the business landscape. This represents an opportunity for tax compliance 
vendors to develop/enhance software functionality to help businesses manage 1099s and other related tax forms. 

» Growth of the tax gap. The new digital economy is placing tremendous strain on the legacy methods of collecting 
taxes within the United States and Western European nations. In the United States, the IRS estimates the gap 
between taxes owed and taxes collected was roughly $400 billion in 2019. Tax authorities will be increasingly 
determined to close this gap. 
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» Increase of tax determination complexity. Recent global tax initiatives (e.g., Wayfair, Making Tax Digital, Golden 
Tax) are promising to make tax determination even more complex in the coming years. 

Benefits of a Global Digital Tax Solution 
With all the complexity rising from digital taxation movement around the world, 
businesses looking to navigate the global economy and sell products/service 
internationally must consider investing in a modern digital tax compliance solution. The 
drawbacks to noncompliance are clear from a regulatory standpoint: potentially heavy 
fines and penalties. However, penalty avoidance is simply the first layer of benefits to 
investing in modern compliance applications. Here are a few more equally powerful 
drivers pushing businesses toward a more modern tax compliance solution:  

» Greater visibility. Tax managers are given quick access to more information to 
guide more informed decisions. 

» Better risk management. Tax professionals can better understand and mitigate 
compliance risk issues. 

» Improved productivity. Less time is spent retrieving information, and more time is spent analyzing and modeling 
strategic decisions. 

» More effective collaboration. More information can flow between business units and cross-functional teams. 

» More scalability. As the list of countries grows, so too does the need for a more scalable solution. 

Many tax software vendors have invested a tremendous amount of resources in enhancing/launching products that 
address the taxation of digital goods and services. In fact, the market for tax compliance is growing rapidly, with modern 
solution vendors growing their revenues by double digits through 2026. 

What to Look for in a Global Digital Tax Solution 
As tax complexity increases with digital services tax and e-invoicing mandates and the growing demand from global tax 
authorities for real-time data/reporting, the need for applications with advanced technology capabilities increases as 
well. The following are critical features for users to consider when looking for applications to cope with this level of 
change within tax management: 

» Cloud first. The anytime, anywhere access allows businesses to be flexible and agile to cope with rapidly changing 
business dynamics. Vendors must consider heavy investments in their cloud platforms to provide the necessary 
points of differentiation from older technology platforms in this space. 

» Scalability and flexibility. Software vendors in this market must demonstrate that they are building a solution that 
is ready for today's business hurdles and for tomorrow's technology challenges. 

The market for tax 
compliance is 
growing rapidly, 
with modern 
solution vendors 
growing their 
revenues by double 
digits through 2026. 
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» Automation functionality. Software vendors in this market must provide extensive automation function to cope 
with the massive data load generated during the sales tax management process. In addition, the automations must 
be transparent, verifiable, and easy to adjust. 

» Continuous updates. Tax is constantly changing. Rates and regulations are in flux at all levels. Multitenant cloud 
allows for constant/continuous updates to functionality and tax content without involving IT resources. 

What to Look for in a Vendor 
Many tax software vendors have invested a tremendous amount of resources in enhancing/launching products that 
address the rapid changes in the regulatory landscape over the past year. Vendors with the following attributes are best 
positioned for growth as the taxation landscape continues to evolve: 

» Innovation. Companies looking for sales and use tax software vendors must strongly consider vendors that are 
utilizing technology advances like machine learning and artificial intelligence to support the sales tax functions 
including the collection and analysis of relevant data to expose possible areas of risk/exposure. 

» Training and education. The tax regulatory sands are constantly shifting for corporate tax professionals. Consider 
looking for sales and use tax software providers that offer training and education in the form of regular videos and 
white papers. In addition, look for software vendors with education portals where customers can find the latest tax 
regulatory information. 

» Cloud based. The rapidly changing tax rates and the pace of digital business almost necessitate the use of cloud 
computing when calculating and collecting sales and use taxes. Companies looking for sales and use tax software 
need to strongly consider cloud-based solutions. 

» Ecosystem as differentiator. For many end-user customers, the first stop when selecting additional tools to extend 
functionality is ecosystems of their financial applications. This is an opportunity for the application vendor to add 
value to its solution, thereby increasing the "stickiness" of its product. In other words, the more invested a 
customer is in a software vendor's direct offerings and its adjacent functionality, technology, and services, the more 
value it derives from the ecosystem, making the customer less likely to seek alternatives. As more organizations 
look to recurring revenue and customer retention as key metrics of the digital age, they must learn to harness the 
ecosystem to drive those metrics in a positive and profitable direction. 

Conclusion 
Given the complexity involved in global tax compliance and the growing hunger to close the VAT gap globally, e-invoicing 
mandates will become the norm on the global stage. Businesses need to find ways to remain compliant and even ways to 
benefit from this shift in the regulatory landscape. Investments must be made to modernize their compliance 
departments and equip tax managers with the latest tools to aide them in their compliance goals. 

Businesses that are aggressive about using modern platforms equipped with advance technologies like artificial 
intelligence, robotic process automation, and cloud-native architectures will have greater agility and flexibility to adapt as 
the global tax regulatory landscape continues to evolve and shift into the future.  
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About Avalara 

Indirect tax compliance is a burden on businesses. Many companies simply don't have the time, resources, or 
technology to manage it correctly and efficiently. Global trade, digital commerce, and ever-changing government 
regulations and reforms only add to the strain. Cloud-native software from Avalara automates tax management and 
compliance-related tasks within financial and business platforms, simplifying and streamlining this work so that 
companies can focus on customers, business operations, and growth. Avalara offers a range of compliance solutions 
tailored to business size, industry, and tax type including sales and use, VAT, GST, customs duty and tariffs, fuel and 
energy, communications, lodging and hospitality, beverage alcohol, and more. Get expert help with licensing and 
registration, tax rate calculation, exemption certificate management, returns filing, and more. Headquartered in 
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