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Latin American Countries Lead World in
Taxing Digital Services
The overall result of these changes was that Mexico, which began taxing digital
services in mid-2020, increased its tax revenues by $304 million - a 915% jump
compared to 2019. Meanwhile, from June 2020 to June 2021, Chile has secured
more than 194 ...
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Many countries in LATAM, such as Mexico, Argentina, Chile, Colombia, Costa Rica,
Uruguay, Paraguay and Ecuador, have taken full advantage of the digital economy’s
growth by taxing digital services. The result has been not only prodigious increases
in tax revenues, but also signi�cant increases of tax compliance on those digital
platforms that sell goods and services.
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For example, Mexico, Chile and Ecuador as previously did Uruguay and Colombia,
quickly took advantage of this uptick in digital economic activity by instituting VAT
on digital services. On June 1, 2020, Mexico imposed a 16% VAT on foreign business-
supplied digital services. As a result, foreign businesses operating in Mexico must
register for VAT in Mexico and remit taxes monthly.

That same day, Chile enacted its 19% VAT on digital services from foreign suppliers.
This required digital service providers to register with local Chilean tax authorities
and submit monthly taxes related to the new tax framework. Consequently,
consumer bills went up by 19%. Meanwhile, Ecuador enacted its 12% VAT on all
electronic and digital services on Sept. 16, 2020. Now, non-resident digital services
providers must register with the tax authority or have payment providers withhold
VAT.

The overall result of these changes was that Mexico, which began taxing digital
services in mid-2020, increased its tax revenues by $304 million –  a 915% jump
compared to 2019. Meanwhile, from June 2020 to June 2021, Chile has secured more
than 194 million of VAT from digital services. Ecuador is expected to collect more
than 19 million dollars for the same services during 2021.

So, as Mexico, Chile and Ecuador experienced tax revenue gains durings the COVID-
19 pandemic, some other LATAM counties’ tax revenues plummeted. So, how were
these countries able to secure such high revenue increases during the COVID-19
lockdown?

The secret has been to mandate the collection of VAT on direct supplies of digital
products and services such as Website and data hosting, E-learning, Online
membership clubs Auction, gig and sharing economy services, Data processing
services, Automated technical and administrative support, and other sales of audio
visual media, apps and software. The second part of the secret has been to impose
collection and other reporting obligations on digital platforms that act as
intermediaries between suppliers and consumers of goods and services.

But is that all for foreign suppliers of digital services?  

To collect taxes on B2B supplies of digital services LatAm has relied traditionally on
the consumer, that is required to apply the corresponding reverse charge. However,
the big bulk of digital services revenues nowadays come from services and products
sold directly to �nal consumers. Therefore, the tax administrations have taken two
venues to collect the VAT and other taxes on those sales:  The �rst one is to require

Hello. It looks like you’re using an ad blocker that may prevent our website from
working properly. To receive the best experience possible, please make sure any blockers
are switched off and refresh the page.

If you have any questions or need help you can email us

https://blog.taxamo.com/insights/mexico-vat-digital-services
https://www.bizlatinhub.com/understanding-chiles-digital-services-tax/
https://www.avalara.com/vatlive/en/vat-news/ecuador-vat-on-digital-services-sept-2020.html
https://www.oecd.org/ctp/tax-policy/tax-revenues-in-latin-america-and-the-caribbean-rose-modestly-before-being-hit-hard-by-the-covid-19-crisis.htm
mailto:info@cpapracticeadvisor.com


the credit and debit card companies used by the purchaser to withhold and submit
for those services. This system is used in Argentina and Ecuador, and partially in
Colombia. But tax administrations do not like this system as it leaves them at the
expense of what the credit and debit card companies can identify as payments for
digital services. So, this system is mostly temporary.  

The second one is to require the foreign suppliers to register in the country, collect
and �le the VAT, and comply with some reporting obligations. But again is this all
from the compliance perspective? The answer is No. The compliance obligations of
foreign suppliers are expected to reach levels similar to locally established taxpayers.
Tax administrations want to know in real time everything about the transactions
that are carried out in their jurisdictions. For that, they have imposed continuous
transaction control mandates (CTCs) that require suppliers of services and products
to issue electronic invoices that are pre cleared with the tax authorities. Based on the
information obtained from the CTC mandates, the authorities prepare the periodic
VAT return of taxpayers.  

In fact, in some countries like Mexico, Digital platforms providing intermediation
car riding or temporary lodging services such as UBER and AirBnB, are required not
only to comply with electronic invoicing obligations but also with many other tax
collection and reporting mandates.  

In short CTC mandates are becoming the nervous central system of tax compliance in
most LatAm, not only for VAT, but also income, excise and social security tax
obligations.  This system is fully in place for local taxpayers, and sooner rather than
later, will reach foreign suppliers of digital services.

LATAM’s digitization precedent

First, we have to rewind about 10 years. Beginning in 2010, LATAM countries were
some of the �rst to adopt ambitious programs to digitize the taxation process. In fact,
LATAM countries were the �rst in the world to implement CTCs. These cloud
managed services allow tax administrations to collect data in real-time or near-real
time from business management systems. LATAM countries’ implementation of CTCs
have since inspired Turkey, Italy, Poland, France, Hungary and the UK to begin their
journeys towards adopting the technology.

CTCs hold multiple bene�ts. First, they minimize value-added tax (VAT) gaps. But
moreover, CTCs also offer a trove of real-time economic data, which has also allowed
these countries to keep a real-time pulse of their performance.  
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CTCs’ real-time insights are valuable in any context, but they’ve been doubly helpful
during  COVID-19 pandemic. Not only have CTCs helped LATAM countries adapt to
the pandemic’s economic shifts, they’ve also led these countries to a lucrative
revenue source that takes advantage of these evolutions: enacting VATs on digital
services.  

Is non-compliance an option for foreign suppliers of digital services?

As countries began enacting lockdowns in 2020, in-person economic activity slowed
but the digital economy grew signi�cantly. Ecommerce’s share of global retail trade
jumped from 14% in 2019 to 17% in 2020. Daily sales on Mercado Libre, an online
marketplace operating in LATAM countries, were twice as high in Q2 2020 as they
were in Q2 2019.

Not being physically located in a country, may give a foreign supplier a false sense of
immunity from the local tax requirements of the countries where they sell goods or
services.  

But as most countries know that a signi�cant share of their tax revenues should
come from the digital market, they are not only relying on the traditional �nes and
other sanctions that they impose on local taxpayers. Some countries like Mexico are
also mandating the telecommunication companies to suspend any electronic
transmission coming from the servers of those foreign suppliers of digital services
that do not register and comply with their tax obligations in the country. In addition
to that, tax administrations are aware of the reputational damage that may carry
being labeled as “Tax Evader”. Therefore, they are publishing the lists of those that
are in compliance to eventually do the same with those that are not. They are also
examining the way of using inter country tax information and collection agreements
to enforce compliance of those located in their jurisdictions and selling to other
countries.  

Therefore, compliance with the local tax obligations is no longer something that can
be ignored by foreign suppliers of digital services and products. These services
collectively generate vast amounts of revenue each day – numbers that have
accelerated due to the pandemic’s impact on consumer behavior.   

Learning From the Pros  

So, what can other countries learn from Mexico, Chile and Ecuador when
implementing similar regulations?
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At a base level, digitizing the tax reporting process is essential. Digitizing tax
reporting is helpful in multiple ways—it can streamline operations, minimize the
VAT gap and has proven its ability in detecting real-time economic activity.

In this way, CTCs are valuable in any economic context. But they have helped
countries like Mexico, Chile and Ecuador quickly enact VAT on digital services to
bring in more revenue.

Implementing CTCs is neither easy nor quick, though. It often goes hand-in-hand
with revamping audit procedures, which in turn requires the retraining of many tax
administrators. It can take a country 1-2 years to implement a new e-invoicing
mandate from a data exchange perspective. But countries can take over a decade to be
able to fully harness taxpayer data through analytics, alongside a fully trained
workforce of tax administrators.

While Mexico may be reaping the bene�ts of CTCs now, it started its journey towards
them in 2010. Even now, the country is planning additional steps to �ne-tune its
analytics abilities.

Still, a 915% increase in tax revenue in one year is worth the footwork.

If there’s one lesson that tax administrators can learn from Mexico, Chile and
Ecuador, it’s that harnessing the digital world for tax reporting holds many bene�ts.
Implementing VAT on digital services can drive up tax revenue. For the foreign
suppliers of digital services, keeping up with the numerous compliance obligations of
the countries where they sell, is indeed a cumbersome and challenging task, but the
economic and reputational damage that non-compliance can carry out is a risk that
cannot be ignored.  Getting to that point, however, requires bringing your tax
reporting into the digital age.  

=======

Ramon Frias is a Tax Counsel on the Regulatory Analysis team at Sovos. He is
licensed to practice law in the Dominican Republic and is a member of the
Dominican Bar Association. He has a Certi�cate Degree from Harvard University as
well as a J.D. from the Universidad Autonoma de Santo Domingo. Ramon has written
a number of essays about tax administration and has won the �rst prize in the
international essays contest sponsored by the Inter American Center of Tax
Administrations (CIAT). Prior to joining Sovos, Ramon worked for more than 10
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years in the Department of Revenue of the Dominican Republic where he served as
Deputy Director. He is pro�cient in French and Spanish.
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