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Abstract

As cross-border e-commerce has gained a significant share in global trade, governments
have started paying attention to the financial flows and the VAT gap. The EU wants to
tackle the 4-7 billion EUR VAT fraud and aims to ensure fair market conditions for
businesses operating in the European Single Market. The upcoming renewal of VAT rules
including e-commerce package will enter into force in 2021 and will not only abolish the
current VAT thresholds on low-value goods imported from third countries to the EU but
will also enable sellers to charge VAT at the point of sale and remit the tax in one member
state using an Import One Stop Shop (10SS) simplification scheme. This paper looks at
the trend of VAT abolishment in both EU and non-EU countries by conducting a
quantitative survey to foresee the impact on the shopping behavior of European
customers. The study shows that as most of the EU consumers will be deterred by the
abolishment of the VAT thresholds, international online sellers may retain their EU

customers by using the 10SS scheme.

This thesis is written in English and is 88 pages long, including 6 chapters, 12 figures and
15 tables.
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1 Introduction

The global e-commerce market has been growing and bringing new opportunities and
challenges to both buyers and sellers. One of the upcoming challenges is the European
Union and other countries endeavouring to combat VAT fraud and to ensure fair
competition for all participants. The European Commission aims to do so in the Single
Market and for this purpose has introduced new VAT obligations, which will impact all
the stakeholders involved in e-commerce cross-border trade, including e-commerce
merchants and marketplaces such as Amazon, Alibaba and eBay. Most of the regulatory
changes should enter into force as of 1 January 2021, but some countries have already
partially implemented the new VAT rules (European Commission, 2020). European
Commission’s main motivation is to tackle the 5-7 billion EUR e-commerce VAT gap
and help member states to collect VAT on imported goods from third countries (European

Commission, 2019).

The main change of the new VAT rules is to tackle the abolishment of the VAT exception
threshold. Unlike today, when buyers and sellers enjoy the VAT-free e-commerce
transactions if the goods are valued at 22 EUR or below, consumers will be charged local
VAT. It is expected that the abolishment of the VAT exemptions which compells non-
EU sellers and marketplaces to collect VAT on orders starting from the first cent, will
have a strong impact on the e-commerce market and its stakeholders. Moreover, this
regulation should ensure a fair competition environment, as both EU- and non-EU sellers

will charge the same VAT rates.

The goal of this thesis is to understand the current trends of VAT abolishment in various
countries and foresee the changes in consumer behavior once those changes enter into
force. It is to be answered whether the new rules will make EU consumers stop buying

from sellers based in non-EU countries and what solutions would keep them shopping.



The thesis is structured into six chapters that start with an introduction, motivation for the
research, and problem statement. The second chapter describes the methodological
approach, followed by background and theoretical framework, in which crucial terms,
concepts, and the upcoming VAT changes are explained. This part includes also a
literature overview. The fourth section presents examples of VAT abolishment in several
countries and puts special focus on Sweden, including a practical example of cooperation
between a postal operator and an e-commerce marketplace. The final part utilizes
information collected from the previous chapters and analyses the outcome of quantitative

research and explains the key expected changes in consumer behavior.

1.1 Motivation for the research

As most of the EU countries will implement the VAT changes as of 1% January 2021, the
effects of those changes are not yet evident. Not only do the effects remain unclear, but it
is not even apparent how the stakeholders will approach this complex issue, as it is
influenced by many miscellaneous factors such as international postal union rules,
decisions of local tax authorities, internal processes at local customs boards, and
individual agreements with marketplaces and e-commerce retailers. This complexity is
the fundamental reason for the magnitude of these upcoming changes. The resulting
impact of the VAT changes is possible to be seen in many areas, but the consumer’s point
of view and actions are crucial, as they are the decision-makers where and how to spend

their money.

Furthermore, the author’s experience in the field of international trade, curiosity in human
nature, interest in public services, and passion for e-commerce make a good disposition
for this thesis. Moreover, the author’s working experience in both the e-commerce field
as well as in tax regulation plays a significant role and helps to understand the context of

the related issues.

The main audiences that benefit from this research are e-commerce sellers, who may be

interested in prediction of development of their sales in the EU market, consulting
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companies and statistic bureaus, who may come to a better understanding of the context
from the consumer perspective and get relevant data for their future studies.

Furthermore, the other potential beneficiaries are most likely e-commerce consumers and
enthusiasts, who will get insight into the upcoming changes as well as postal companies
and operators who may find some useful data and information, as their activities are
closely related to e-commerce environments and processes, which also includes tax and

customs boards.

1.2 Problem and research questions

For a long time now, it has not been clear how the upcoming VAT changes implemented
by the member states of the European Union and their local tax and customs authorities
will be, hence it has been difficult to project the consequences and the impact on various
stakeholders. However, as both EU- and non-EU countries have already started to
implement such changes, there is more information available, which provides an insight

to better understand the upcoming changes and the possible effects on the stakeholders.

How these changes will be implemented and managed depends on the countries and
relevant organizations, such as tax and customs authorities, postal and carrier companies,
as well as operating sellers and platforms. Nonetheless, it is important to understand the
end-consumer perspective, as they are the ones that makes purchase decisions.

Therefore, this thesis focuses on the customer perspective and aims to understand the
impact on the shopping behavior of customers from the European Union. It attempts to
ascertain the consequences of the new VAT rules in the EU and it maps out the consumer
perspectives and preferences when shopping from outside the EU. The goal of this
research is to determine how the VAT regulatory changes will influence the online
shopping spending of EU consumers and whether they will reduce their online shopping
from non-EU countries. This will be accomplished by understanding and analyzing the
situation in countries that have already made these or similar VAT changes in order to
create a basis for the anticipated regulatory as well as behavioral changes. Subsequently,

surveying preferences of Czech consumers and analyzing the expected changes in their
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shopping behavior allows to development of an outlook for future impact and answer the

following research question:

RQ: How will EU consumers react to the de minimis abolishment on low-value parcels

imported from non-EU countries?

To answer the main research question, three sub-questions are formulated in Table 1. In
order to perform the quantitative analysis in Chapter 5 and answer the research question,

the sub-questions of the research are transformed into the following hypotheses that will

be confirmed or refuted.

the VAT collection at the point of

SQ | Sub-question Hypothesis

1. | What are the key preferences of | One of the main preferences to buy low-
shoppers when buying from a non- | value goods from non-EU countries is the
EU country? low-price level.

2. | Will the de minimis abolishment | The imposition of VAT and handling fees
deter e-commerce consumers from | on imported low-value goods will reduce
buying? buying from non-EU sellers.”

3. | How would the simplification of | Collection of the handling fee and VAT at

the point of sale could reduce the outflow of

sale influence the behavior of e- | the EU buyers, as it could improve and

commerce consumers? fasten the payment and customs processes.

Table 1 Sub-questions and hypotheses

Based on the answers to the sub-questions, the thesis aims to understand the current
situation of the VAT taxation in cross-border e-commerce, and focuses to project an
outlook for consumer spending behavior influenced by the upcoming VAT changes that

will to be implemented in all EU member states as of 1% January 2021.
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2 Research methodology

The goal of this chapter is to provide an overview of the methodological approach that
would assist in answering the research question by proposing reasons for the chosen

research methods.

In order to understand and project the impact of the VAT regulation on low-value goods
imported from non-EU countries and the related consumer behavior, the research consists
of two main components. Firstly, it aims to understand the concept of the upcoming
changes and research the countries where such changes have been at least partially
implemented. This overview serves as the basis to navigate the practical research in the
second part, which aims to examine consumer behavior in a country that will implement

these rules, specifically focusing on the Czech Republic as an EU member state.

The first component of the research enables us to understand the current situation of the
implementation progress in the VAT regulation in multiple countries. This is done by
collecting secondary data, mainly from other studies and reports. Understanding the
current situation and existing impact of the VAT changes especially in countries of the
European Union, such as Sweden, but also non-EU countries such as Norway and the
United States. This serves as a foundation for surveying consumers in the Czech Republic,
a member state of that has not yet abolished the de minimis rate. The first part of the paper
should contribute to creating a basis for answering the three stated sub-questions of the
research, which are to be evaluated and confirmed or refuted in the practical part.
Ultimately, this enables the understanding and envisaging of the intended VAT regulatory
changes in the EU and to prepare the basis and relevant background for the second

component.

The second part of the paper focuses on collecting primary data using a survey as a
quantitative research method. Using the data and information collected in the first section,
a gquestionnaire is conducted among consumers in the Czech Republic. To comprehend
the consumer behavior and changes in online buying from the non-EU-based e-shops and
platforms, a questionnaire allows us to refute or confirm the proposed hypotheses about
the expected impact on their future shopping behavior (Duke University, 2020). To gather
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the data from a group of relevant respondents and ensure a valid outcome, respondents
must have met several logical requirements. Most importantly, they must be residents of
the researched country — the Czech Republic, and have also made at least one purchase

from a non-EU seller in the past year.

The questionnaire consists of closed single and multiple-choice questions in various
forms, as well as rating scale questions. To make the questionnaire interactive and
engaging, a digital tool, Typeform, was used, whereas the statistical data analyses of the
results were done using Microsoft Office Excel and SPSS by IBM. The list of the
questions is rewritten and attached in Annex 1. The questionnaire was distributed in
relevant social media groups to target as many respondents as possible, and participation
in the survey was voluntary. Moreover, to increase the response rate, the layout of the
surveys was tailored and localized to the target audience, so that it was easily
understandable, entertaining and educational at the same time. The educational element
provided informational value as a quid pro quo for taking part in the survey (Cambridge
Dictionary, 2020).

The main reasons for choosing all the above-mentioned methods and tools come from
both following established practices and the author’s best knowledge and experience.
Other methods, such as interviews, would not allow for the collection of enough data in
a meaningful amount of time and a limited monetary budget. At the same time, choosing
an online survey as a method is a suitable choice, as it is efficient, relatively inexpensive,
directly collects the data, and enables us to reach wide groups of respondents. This helps
to collect enough relevant data to understand consumer expectations in order to map out

the prospective changes in their online shopping behavior.
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3 Background & theoretical framework

This chapter contains an overview of the e-commerce scene, actors, and key terms related
to it, intending to understand the background and context of the research. The second part
of the chapter deals with the theoretical framework of the research and looks for possible
theories that concern price and tax changes and consumer behavior. The last subchapter

includes a literature overview and describes the current research stage.

3.1 Key stakeholders in the e-commerce

This subchapter describes main stakeholders and their activities in the e-commerce field
according to the OECD report (OECD, 2015), that are relevant to this thesis. It includes
six groups of key stakeholders: buyers, sellers, e-commerce platforms, transporters,

financial intermediaries, and customs and tax administrations.

Buyers, also termed as consumers, purchasers, and customers initiate the purchase,
confirm the order and make payment to the seller (vendor or intermediary). Buyers may
not always have the best up-to-date knowledge of their rights and responsibilities
concerning taxes and duties, and an unexpected claim of import taxes and duties can lead

to the refusal of delivered goods and denial of the payment (Wigand, 1997).

Sellers, also described as vendors or suppliers, are the ones who provide the goods to the
buyers. However, the way of connecting these two actors is not always clear and
straightforward, as the sale can be done on a seller’s website, through a “transparent”
third-party website, or a “non-transparent” third-party website, usually marketplaces.
Suppliers can face tax and customs obligations, depending on the jurisdictions of the

countries where the buyers are located (OECD, 2015).

E-commerce platforms — marketplaces, enable suppliers to design their shop pages and
products and connect them with buyers, who can benefit from additional features
provided by the platform, such as simple dispute resolution processes. Marketplaces
charge a fee for this mediation, which may vary, e.g. a monthly fixed fee, a fee per order,
or a commission from the sale. Often, they also provide additional services, e.g.

warehousing (fulfillment services), advisory, and customer support (Linnworks, 2020).
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In the case of the “transparent” marketplaces, buyers usually can understand who is the
final seller (vendor), while the marketplace is not involved in the shipment process, and
its only role is to connect customers with sellers (OECD, 2015). These multi-sided
marketplaces enable customers or groups to interact directly, usually buyers and sellers,
where each group are considered customers, and the platform facilitates the interaction
between these groups (OECD, 2019). Some of the most popular marketplaces are
AliExpress, Amazon, and eBay (OECD, 2015). One of the main reasons for the success
of marketplaces is the impact of network effects that make the platform more valuable to

both supply- and demand-side, as more buyers and sellers engage (NFX, 2020).

Traditional

X Platform
retailer

Supplier Seller
Sells goods to retailers Sells goods to buyers
Agreement Action as
g intermediary
L Retailer Platform
g Buys goods and sells Arranges contact Agreement
them on between seller and buyer
Agreement Action as
g intermediary
Consumer

Buyer

Buys goods from retailer Buys goods from seller

Figure 1 Comparison between the traditional retail and platform business model (Handelsradet, 2019)

Figure 1 shows the main difference between the traditional retailer model and the platform
model, where the platform enables direct contact between the buyer and the seller while
both are connected to the platform (Handelsradet, 2019).

The two most important types of transporters are postal operators and express carriers.
Postal operators’ activities are regulated by the Universal Postal Union (UPU), which
strongly differentiates postal operators and express carriers. For example, postal operators
usually do not handle the tax and customs clearance, but the recipients are responsible for
paying the taxes and duties related to the shipment. Express carriers usually provide door-

to-door services, conduct the transport from the supplier to the buyer. They also handle
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tax and customs clearance as well as other related services that provide global reach,
reliability, transparency, speed, and security. The market is dominated mainly by
companies such as DHL, FedEx and UPS (OECD, 2015), (OECD/European Union
Intellectual Property Office, 2019).

Financial intermediaries manage the payment transfer from the buyer to the seller. They
provide various payment solutions, such as bank transfers and card payments, and reduce

the risk of the buyer, as the sellers’ reputation can be unknown to the buyer.

Customs and tax administrations are responsible for collecting information about cross-
border trade for the local government, protecting the border of the country by detecting
and preventing the importation of dangerous and regulated goods, and collecting taxes
and duties at importation (OECD, 2015).

International e-commerce trade is also governed by regulators and policy-makers, which
negotiate not only on the level of the European Union, but also in organizations such as
Universal Postal Union (UPU), World Customs Organization (WCOQO) and the World
Trade Organization (WTO) (OECD/European Union Intellectual Property Office, 2019).

All the participating actors can improve their operations and enhance partnerships with
each other by effectively implementing a data exchange layer as a crucial component
between systems both in private and public sector (Pappel, et al., 2018). This can be seen
in Estonia, where most of the bureaucracy is digitalised and documents in public agencies
are exchanged in a digital way (Pappel, et al., 2017). Correspondingly, such digitalized
partnerships should be made in the field of cross-border e-commerce that would

interconnect the stakeholders from both public and private spheres.

3.2 Value Added Tax

Value-added tax (VAT) is an indirect general consumption tax, usually charged on top of
products and services. It is a financial liability collected by a governmental agency,
typically by a tax authority. The basis for the VAT is “value-added” by a market agent.
For example, a company purchases bike parts for 1000 EUR and transforms them into a
final product that is sold for 1500 EUR. The 500 EUR difference is the value-added in
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the production cycle (Frunza, 2019). Historically, these multi-stage taxes were levied on
the real value of output at each stage of the productive process, however, it was difficult
to determine the amount of tax included in the final price of a product. Today’s version
of VAT allows for certain that exports are tax-free, and no country can accidentally or
deliberately subsidize their exports by overestimating the refundable taxes (European
Commission, 2020).

Consumers usually do not pay the VAT directly to the tax authority, but the tax is
collected initially by a company that is registered as a VAT payer and acts as an
intermediary. Such a company collects and remits the VAT to the local tax authority,

mostly on a quarterly basis (Frunza, 2019).

The European version of VAT was firstly introduced in France in 1954, but the initial test
of the VAT system was conducted in the Ivory Coast, a then French colony. Since that
time, it has rapidly spread throughout the entire European continent. In Australia, New
Zealand, India, and Canada, an equivalent of the VAT is Goods and Services Tax (GST).
The USA has not adopted a unified federal tax, but the tax system is in control of the
states and cities, that set the sales taxes and rates (Frunza, 2019).

VAT has become globally one of the main sources of income of the governments across
the world, and the tax rates range between 5 — 27%. By the EU law, the minimum VAT
rate of an EU member state is a 15% standard rate and a reduced rate of 5% (European
Commission, 2020). VAT rates across EU member states, as well as different types of
products, can vary, with the lowest standard rate of 17% in Luxembourg and the highest
rate of 27% in Hungary (European Commission, 2019). Also, an application of the tax
law and local processes in each member country can be different as well (European

Commission, 2020).

Table 2 includes a list of VAT rates applied in the EU member countries, as of 1% July
2019.
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Super-reduced | Reduced | Standard | Parking
Member States Code Rate Rate Rate Rate

[Belgium BE - 6/12 21 12
Bulgaria BG - 9 20 -
Czech Republic CZ - 10/15 21 -
Denmark DK - - 25 -
Germany DE - 7 19 -
Estonia EE - 9 20 -
Ireland IE 4.8 9/13.5 23 13.5
Greece EL E 6/13 24 -
Spain ES 4 10 21 -
France FR 2.1 55/10 20 -
Croatia HR E 5/13 25 -
Italy IT 4 5/10 22 -
Cyprus CY - 5/9 19 -
Latvia LV - 8 /12 21 E
Lithuania LT - 5/9 21 -
Luxembourg LU 3 8 17 14
Hungary HU - 5/18 27 -
Malta MT - 5/7 18 -
Netherlands NL - 9 21 -
Austria AT - 10/13 20 13
Poland PL - 5/8 23 -
Portugal PT - 6/13 23 13
Romania RO - 5/9 19 -
Slovenia S| - 9.5 22 -
Slovakia SK - 10 20 -
Finland Fl - 10 /14 24 -
Sweden SE - 6/12 25 B
|United Kingdom UK - 5 20 -

Table 2 VAT rates applied in the EU (European Commission, 2019)

3.3 VAT fraud

Technology and the internet have had a strong impact on the way of trading in three main
aspects. First, it eliminated the need for physical human interaction, making it possible
for a product or a service to be sold remotely, without a physical signature or agreement,
which leads to a higher potential volume of the trade. Secondly, the internet has made it
possible to connect traders globally, accelerating the shift of commerce from local to
global. Also marketplaces act as intermediaries, creating a source of trust for bringing
two unknown trading parties together (Frunza, 2019). Marketplaces have enabled buyers
and sellers to connect and trade internationally, while the EU has left the VAT and duties
threshold regime loosely regulated. This can lead to VAT fraud in the shadow economy,
where businesses deliberately do not declare their trades of goods and services and avoid

paying the VAT. Another VAT fraud could be done by misrepresenting the types of goods
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and their values, aiming to keep the VAT liability as low as possible (Fletcher, et al.,
2004), (Frunza, 2019), (EuroCommerce, 2019).

Many countries apply an exemption from VAT on low-value goods imported from third
(non-EU) countries because the administrative costs of collecting the VAT would be
higher than the potential income. VAT threshold, also called de minimis — from Latin
expression “de minimis non curat lex” meaning “the law does not concern itself with
trifles” (Black & Garner, 1999), varies across countries. Based on the European Council
Directive 2009/132/EC, member states of the EU can set their thresholds for imported
goods of total value (including shipping costs) of more than 10 EUR but not exceeding
22 EUR (Council of the European Union, 2009), which means that imported goods valued
below these thresholds have an exemption from duties and import VAT. Customs duty
threshold was established at 150 EUR by Directive 274/2008 (Council of the European
Union, 2008), whereas the de minimis concept was designed in 1983 (European

Commission, 2016).

However, many countries have experienced significant growth in the volume of imported
low-value goods that are exempt from VAT, which results in decreased tax revenues and
unfair competition with local retailers who collect VAT on their domestic transactions.
This creates an opportunity for many businesses to structure and organize their processes

so they can take advantage of these low-value thresholds (OECD, 2015).

In the case of the current EU de minimis threshold on shipments from non-EU countries,
some of the VAT fraud actors could aim to keep the values of their consignments
artificially low to avoid declaring and remitting the VAT. Some examples of VAT frauds
in online commerce include undervaluing the imported item below their real value, e.g.
declaring an electronic tablet to be valued at 12 EUR; declaring non-existent or other
company’s VAT number; and dispatching a big consignment into smaller packages to
keep each item under the VAT threshold. As for high-volume orders, online sellers tend
to use fulfilment warehouses based in the EU which are operated by the marketplaces,
and from which the goods are delivered directly to the consumers (European Court of
Auditors, 2017).
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In 2015, The Guardian reported (Bowers, 2015) that a number of Chinese sellers who
used marketplaces were declaring their shipped parcels to the EU as undervalued to avoid
VAT liability, while in fact, the consumers paid a higher price. For example, consumers
paid 100 EUR for the item, but the declared value was 20 EUR or identified as a gift.

Several marketplace operators repeatedly declined their responsibility for verifying the
compliance of the underlying sellers concerning VAT payments and said that they are
just matchmakers between buyers and sellers, with no VAT liability whatsoever (Spiegel,
2018), (Bowers, 2015). The fulfillment houses could be considered as a solution to the
non-EU retailers and marketplaces, as they store the imported parcels and then deliver
them to the consumers. These fulfilment houses, operated by marketplaces like Amazon,
eBay, and Alibaba, significantly contributed to the estimated lost VAT in the UK reaching
1-1,5 billion GBP in 2016, according to HM Revenue and Customs (HM Revenue and
Customs, 2018). European Commission estimated the lost VAT to be between 5-7 billion
EUR annually in 2016 (European Court of Auditors, 2017).

Table 3 includes various estimations of the VAT loss due to non-compliant sellers and
marketplaces by different studies and authorities.

Study Est. VAT loss Scope
(billion EUR)

Copenhagen Economics — UPS (2015) | 1,05 EU
European Commission - EY (2013) 0,5 EU
HMRC (2016) 1,65 UK
European Commission (2015) 1 EU
European Commission (2016) 5-7 EU
Sweden (2018) 0,056 — 0,112 SWE

Table 3 Estimated VAT loss due to non-complaint sellers and marketplaces (Frunza, 2019), (Basalisco, et
al., 2016)
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3.4 Major VAT changes in EU e-commerce

In the area of tax policies, lawmakers have been failing to keep pace with the accelerating
economy and society and struggled to ensure that tax collection is handled efficiently and
fairly. In other words, companies and technologies have changed, but policies have stayed
the same and left too much space for fraudulent activities. The reason that the issue of
taxation the digital economy has not been sufficiently solved is mainly due to a lack of
consensus among countries and the complexity of this issue. (European Commission,
2017)

In 2003, the OECD issued E-commerce Guidelines (OECD, 2005) and recommended a
mechanism that would allow suppliers from third countries to register, collect, and submit
VAT according to the regulation of the consumer country’s jurisdiction. However,
without a proper collection mechanism in the consumer jurisdiction, it is unlikely that the
VAT would be paid. At the same time, overseeing and regulating the compliance of such

mechanisms by non-resident suppliers is limited by difficulties of enforceability.

The main reason for the problem is the absence of a system that would simplify
compliance by non-resident suppliers and a very limited international cooperation
between jurisdictions, which makes it difficult to audit and sanction the suppliers (OECD,
2015). There are three main motivation factors for the European Union to implement new
rules. Firstly, to ensure fair competition between the EU and non-EU businesses, as the
current system enables non-EU based businesses to import VAT-free goods into the EU.
Secondly, the current VAT system is too complex and costly, and businesses spend on
average 8000 EUR per year to comply with VAT rules for every EU country which a
business imports to. Also, the lost tax revenues and VAT fraud caused by the low-value

consignment exemption is significant (European Commission, 2016).

On 7" April 2016, the European Commission presented four pillars of the Action Plan on
VAT, which included initiation of removing obstacles to e-commerce in the Single
Market. The simplification and modernization of VAT for cross-border e-commerce
include implementation and extension of the one-stop-shop mechanism for both EU and
non-EU based businesses; simplification by introducing a common VAT threshold for
EU-based start-ups; an introduction of home country checks and audits, and the
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abolishment of the VAT exemption for imports of small parcels from non-EU based
companies (European Commission, 2016).

On 5" December 2017, the European Council adopted new rules taking effect partly from
1%t January 2019 and partly from 1% January 2021 (European Commission, 2017). Also,
the VAT changes are based on the OECD guidelines and recommendations (European

Commission, 2016).

This work is focused mainly on the abolishment of the VAT exemption threshold on small
consignments of up to 22 EUR and its effects from a customer perspective. Although the
new regulation should enable a simplified way for businesses to charge and declare VAT,
tax and customs authorities, as well as postal operators, will need to find the right
technological solutions and methods to improve their processes to detect the real value of
imported goods in case of deliberate under-valuations (European Commission, 2018).
The main new rules taking effect as of 1% January 2021 that are relevant to this thesis are

described in the following subchapters.

3.4.1 De minimis VAT abolishment

The main upcoming change in the EU is the abolishment of 10/22 EUR VAT exemption
thresholds, meaning that from 1% January 2021 all imported low-value goods from non-
EU countries will be subject to VAT irrespectively of their value In practice it means that
based on the “destination principle”, consumers will be charged the local VAT rate of the

destination country (European Commission, 2020).

The VAT de minimis threshold was designed in 1983 to simplify the processing of the
low-value goods, as collecting VAT on all low imported consignments would be very
time consuming and would not make economic sense. However, the growth of e-
commerce significantly contributed to an estimated 144 million parcels imported in 2015
that benefited from the de minimis threshold. The EU expects to reduce the VAT fraud
and collect 4-7 billion EUR to the states’ budgets. Also, it should ensure a fair competition
environment, as both EU- as well as non-EU sellers, will charge their customers the same

VAT rates (European Commission, 2016).
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3.4.2 Marketplaces deemed sellers

Marketplace (platform) operators such as Amazon or eBay will be deemed sellers for
VAT. That means that they will be liable for collecting and remitting VAT on sales to the
EU. A company is found liable to VAT, if it controls the terms and conditions of the sale
process, charges the payment on behalf of the supplier, or takes part in the fulfilment or
delivery process (Bloomberg Tax, 2020). However, the underlying sellers remain
responsible for all other essentials, such as consumer protection or logistics. This
obligation will also apply to the sellers holding their stocks in warehouses in the EU,
using so-called “fulfilment centers”, e.g. service Fulfilment by Amazon (FBA) (European
Commission, 2019). Also, they will be obliged to keep records of purchases of goods and
services made on the platform (European Commission, 2019). Some EU countries have
already partially implemented these rules, e.g. Germany (Deutscher Bundestag, 2020)
and France (Bloomberg Tax, 2019).

3.4.3 0SS and I10SS

The current mini one-stop-shop (MOSS) system will be turned into a one-stop-shop
(OSS), a new way to submit a VAT return. This will allow both EU and non-EU
businesses to report their pan-EU sales in one EU country they choose, unlike under the
current MOSS system, where sellers are obliged to submit VAT returns in each country

they import to (European Commission, 2018).

For this paper, the upcoming change of a new import one-stop-shop (I0SS), that will
enable sellers to collect VAT at the point of sale, declare it and remit it to a tax authority
in the 10SS is most important. After the implementation of the 10SS, the collected tax
will be distributed to the other EU tax authorities based on where the products were
imported. Sellers can register only in one EU state (a member state of identification —
MSI), where they will declare all their imports in the EU. The 10SS number should be
included on the label of the parcel so that it can be checked by customs authorities against
the dataset which is sent with the electronic declaration before the importation takes place.
However, sellers can use the 10SS only if the value of the item does not exceed 150 EUR

and the goods are not subject to excise duties such as tobacco or alcohol, otherwise they
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will follow the current procedure (VAT Expert Group - European Commission, 2018),
(Commerce Logistics Specialists, 2019).

When a seller decides to use the 10SS, if the place of sale of goods is located in the EU,
then the importation of the goods is exempted from VAT and no VAT is due at the point
of import so that double taxation is avoided. The seller submits IOSS return on a monthly
basis for all the goods sold to the EU and makes a monthly payment to the state authority
in the MSI — a country where the seller registered for the 10SS. Also, sellers must keep
records of the 10SS sales for 10 years for possible VAT audits by EU authorities. The
simplified process is presented in Figure 2 (VAT Expert Group - European Commission,
2018), (Commerce Logistics Specialists, 2019).

10SS VAT
number?

YES

Receive & validate Released for
1055 customs declaration Exempt VAT free circulation
WAT nlydr:ber reduced dataset
vald’/

Req uest

Simplified 10SS customs process

o
E
i)
(2]
=l
(5]

Answer
VAT returns

IOSS to MSI
VAT numbers
105S
VAT paymenls
IOSS to MSI

Tax authority

Figure 2 Simplified 10SS customs process (Commerce Logistics Specialists, 2019)

Meanwhile, from a postal operator perspective, the process starts by receiving a dataset
which includes consignment information. The customs declaration is saved, the 10SS
number is validated and the imported goods are released for free circulation.

However, if sellers will not use the 10SS simplification, the importation process will be
the same as today. In that case, only standard VAT rate will be charged and collected by
the customs declarant (express courier, postal operator) upon importation, which will be
later paid to the customs board on a monthly basis. This system is more burdensome to
the consumers (European Commission, 2019).
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3.5 Consumer behavior theory

As European consumers enjoy the benefits from cross-border e-commerce, they are
driven primarily by the low prices, especially those who like buying from Chinese sellers.
Moreover, low prices are important regardless of how developed the e-commerce market
is (PostNord, 2020).

The importance of price is supported by some other studies that examined the drivers in
e-commerce consumer behavior. For example, a paper published by Chiao-Yun Connie
Chang (Chang, 2009) analyzed how price influences online consumer behavior, and
concluded that price is a relatively more powerful factor than quality or brand image and
is central to consumers’ decision-making. Another study (Kamarulzaman, 2011)
researched the e-commerce shopping experience of consumers in the UK and concluded
that online buyers are becoming very price-sensitive, but trust of brands remain the center

of attention.

Online buyers, who are usually price-sensitive, can enjoy the benefits of the e-commerce
marketplaces. As Bakos (1997) argued, marketplaces reduce search costs that possibly
lead to lower prices and increased competition among sellers, which may be one of the
reasons for marketplaces’ strong position in the market. Based on the previous statement,
we may assume that there is some level of correlation between the marketplaces and
price-sensitive buyers, as marketplaces can benefit from the increased competition among

sellers and provide buyers products and services at favorable prices.

As it is clear from previous studies that price influences consumer behavior, it is now
important to understand the role of VAT and its impact on the e-commerce consumer
price sensitivity. The VAT rate in the EU countries is usually around 20%, making a
considerable part of the final price consumers pay. Hence, consumers make purchase
decisions based on the final price they pay, regardless of the tax rate imposed on the
purchased goods, while an increase in taxes and other fees reduce consumer shopping

spending, ceteris paribus (Ramsey, 1927).

Another paper (Goolsbee, 2000) analyzed data on the purchasing behavior of 25 000
online users in the USA and examined the effect of local sales taxes, which is the US
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equivalent of VAT, on internet e-commerce. It showed that consumers based in locations
with high sales taxes are more likely to shop online to avoid paying high sales taxes on
orders in their home states. It also concluded that applying local sales taxes to e-commerce
would reduce the number of buyers by 25% and the amount spent by more than 30%. To
a comparable conclusion came a research that analyzed eBay data. The study proved that
buyers’ purchase decision changes significantly once they express interest in a product,
and based on the seller's location the applicable tax rate is revealed. It reduces the
likelihood of purchase and shifts future purchases toward out-of-state sellers. Moreover,
the study also showed that a 1% increase in sales tax leads to increased online purchases
by 2% and decreases online purchases from in-state sellers by 3-4% (Einav, et al., 2014).

Finkelstein (2009) studied the impact of the adoption of electronic toll collection on toll
rates and concluded that drivers who pay tolls online are less aware of toll rates than
drivers who pay with cash. The adoption of the electronic system made driving less
elastic. The author estimated that tolls were 20-40% higher than they would have been

with a manual collection.

The presented studies and theories suggest that more factors influence consumer shopping
behavior. Sales tax, or VAT, being added to the price paid by a consumer, may play a
crucial role in a consumer’s decision-making process when online shopping. Online
buyers also react sensitively to the tax changes, but when the tax is presented and charged
inconspicuously, buyers might react positively and reduce their response to tax increase.
This supports, to some extent, the scheduled VAT changes in the EU, according to which
marketplaces and other online sellers will charge VAT at the point of sale, which should
improve the declaration and delivery process.

3.6 Literature overview

The following chapter explains the current state of research in the area of VAT regulation
on low-value parcels. As this field is relatively extensive and contains many adjacent
fields such as e-commerce, consumer behavior, and taxation, it brings up key findings

and data needed for further analysis of the consumer behavior impacted by VAT change.
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Since the e-commerce VAT regulation in the European Union is a very recent issue, there
has been very little research on this topic. However, some research materials analyzing
VAT regulation on e-commerce exist, but none of them focus on the customer’s point of
view. That being said, the change of buyer’s behavior impacted by the VAT regulation in
the European e-commerce market has not been covered in any way, at least to the author’s
knowledge. Previous studies elaborated mainly on the regulatory changes, potential
scenarios and strategies, and challenges for companies and public authorities to handle

the declaration processes.

A study conducted in 2014 (Hintsa, et al.) researched the question of economic
consequences of the existing VAT thresholds on low-value goods and analyzed the
possible consumer behavior shifts caused by the threshold changes. The main research
question was focused on the economically optimal VAT and the de minimis duty levels
on imports to the EU. The study concluded that the de minimis threshold should be
increased from 22 EUR to 80 EUR, because the costs of collecting are higher than the
revenues collected, and it would not influence buyers, as quality and reputation of the
seller are more important factors. Also, it suggested that the duty threshold should be at
the current level of 150 EUR. Although the research was substantially related to this
work’s theme, it focuses mostly on finding the right economical balance, disregarding the
upcoming regulatory changes. On top of that, the conclusion, suggesting an increase VAT

threshold is contradictory to the upcoming VAT regulatory changes in the EU.

In a study conducted by Copenhagen Economics (Nass-Schmidt, et al., 2017) for its
client, PostEurop — an association of European public postal operators (PostEurop, 2020)
— researched and analyzed the effects of the abolishment of the VAT de minimis on e-
commerce imports. The study was primarily focused on the cost-benefit analysis from a
business perspective — an analysis that compares the costs and revenues of the projects to
decide whether they should be undertaken (UC Berkeley, 2020). The main conclusion
was that the abolishment of the VAT de minimis would increase operational costs of the
delivery companies (especially postal operators), customs administrations, as well as
online sellers. The incurred increased costs could be caused by additional administration
of the VAT and customs handling. It showed that the additional VAT revenue could reach
0,3 - 0,6 billion EUR per year, which would be significantly smaller than the additional

processing costs of 0,7 — 1,9 billion EUR, which already considers the OSS simplification.
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Also, it concluded that the VAT de minimis removal would cause significant loss due to
higher prices, less choice and less efficient markets for European consumers. This
research also concluded and assessed the removal of the VAT threshold as useless and

uneconomic for the partaking stakeholders. (Neass-Schmidt, et al., 2017)

Since the previous studies took into consideration that tax and customs authorities will
charge only remaining VAT, leaving out the handling fee, proved that it would not make
economic sense to the EU state budgets. Therefore, it is expected that postal operators
and carriers in close cooperation with public authorities will also charge a handling fee
on imported low-value goods. Another indication of the imposed handling fee is the
current administrative fee collected by PostNord in Sweden, as well as other processing
fees in countries that have implemented similar rules and abolished the VAT de minimum
rule. In the context of the Czech Republic, Czech Post expects to collect the handling fee

as well, known as a declaration fee (iDnes.cz, 2020).

Another study (Basalisco, et al., 2016) analyzed the efficiency of VAT and customs
clearance and compared performance between postal and express operators, as they both
play a crucial role in the VAT and duty collection. According to the study conducted in
2015, there was a big difference in customs clearance depending on whether a shipment
was imported via postal service providers (national postal operators) or express carriers
(companies such as DHL, DPD, UPS). In the analyzed spectrum, postal operators
collected VAT on 35% of imported items, and import duty on 47% items. In the case of
express carriers, VAT was collected on 98% items and import duty in 99% cases.
Therefore, the study suggests that VAT and import duties are less likely to be declared
and collected when shipments are shipped via postal operators, instead of express carriers.
Based on this contribution, it is possible to emphasize the importance of the ineffective

role of postal operators as the VAT and duty collectors.

Focusing on the topic of tax fraud, another paper (Pope, et al., 2014) researched the
correlation between the de minimis on import to the EU and the tendencies to undervalue
goods shipped to the EU. The analysis concluded that there is no correlation between the

import tax and duty de minimis level and the undervaluation by foreign sellers.
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4 De minimis abolishment in cross-border e-commerce

This chapter describes the trend of the VAT exemption threshold abolishments in the EU
as well as non-EU countries. The latter subchapters deal with the role of China in cross-

border e-commerce.

4.1 VAT changes in selected countries

This subchapter describes the situation in several countries that have started to implement
the expected VAT changes in cross-border e-commerce. The list of selected countries
includes several EU states as well as non-EU countries. A special focus is put on Sweden,

as it presents the main model for the main upcoming changes in the EU as of 2021.

4.1.1 Sweden

Even though the regulatory changes will apply as of 1% January 2021, some countries
have already started implementing the VAT changes partially, and Sweden is one of them,

as it has taken the first steps towards some of the changes.

From March 1st, 2018 the local VAT tax rate (standard rate 25%) is levied on all letter
and parcel post items imported from outside the European Customs Union. These changes
are executed in cooperation with the state-owned postal company PostNord (PostNord is
a holding company jointly owned by Swedish and Danish states). In order to cover
operational costs related to the processing of the significant amount of low-value items,
PostNord charges an administration (handling) fee of 75 SEK on consignments with a
value below 1500 SEK and 125 SEK on orders valued over 1500 SEK. Both VAT and
administration fees are paid by the consumer on top of the order to the postal operator.
The main argument for the implementation is that the Swedish state had been losing up
to SEK 1 billion (ca 100 million EUR) annually in missing VAT (PostNord, 2020).

To support the challenging task of handling and processing a large number of small items,
PostNord decided to cooperate with PayGround, a Swedish fintech company focusing on
logistical processing of low-value items and tax and duty collection. After integrating
with PayGround, the process works as follows (PostNord, 2020), (Trezek, 2019):
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e Swedish customer makes an online order from outside the EU, regardless of the

value of the goods and shipping costs,
o all the necessary data are collected digitally by the seller,

e goods are packed and labeled, including unique consignment identification, and

content information,

e after arrival to Sweden, a consignment is scanned by PostNord using optical
character recognition (OCR), (more than 65% of small parcels is successfully

screened and read by the OCR system),

e apayment file, which includes taxes, duties and PostNord’s fee (75/125 SEK)), is
created and sent to PayGround,

e PayGround initiates the payment collection via SMS or letter,

e when the amount is paid, goods are released. If a customer refuses to pay or
doesn’t pay within the specific timeframe (usually up to 30 days), the package is
returned to the sender or destroyed,

e PayGround settles the payment and sends the files and invoices to PostNord and

Swedish Customs.

In order to eliminate the amount of manually processed consignments and reduce the
workload of PostNord and Swedish Customs, PostNord made a partnership with Wish —
a US-based e-commerce marketplace. It is one of the steps towards the upcoming EU
regulatory changes, as it integrates the VAT collection at the point of sale and expedites
the customs processing. As of June 14" 2018, PostNord acts as a fiscal representative for
Wish and provides direct settlement of duties and VAT with Swedish Customs on behalf
of Wish. Wish sends PostNord the VAT due, plus the small service fee PostNord charges
for the services conducted. The process overview works as follows (PostNord, 2020),
(Trezek, 2019):

e Wish collects Swedish VAT and a processing fee upon purchase, which depends
on the number of parcels imported (SVT, 2018),

o after the purchase, Wish sends necessary data via a Chinese designated operator
to PostNord,

31



e every parcel has a special label, which was jointly designed by Wish, a Chinese

designated operator, China Post, and PostNord,

e after arrival to Sweden, PostNord identifies each postal item via OCR, parcel’s
data are checked against the data provided in advance, and the taxes and duties
already collected at the point of sale are settled with the Swedish authorities

accordingly.

That results in a relatively fast and frictionless delivery process, as the taxes and fees are
pre-paid, and buyers do not have to pay the VAT and fees in a separate payment. Between
1%t March and 30" November 2018, more than 1 million parcels were imported using this
channel, representing around 35% of all low-value parcels from outside the EU to
Sweden. In 2019 around 30% of the surveyed Norwegian and Swedish online buyers have
shopped at Wish (Postnord, 2020). In June 2018, PostNord declared (Breakit.se, 2018)
that the cooperation with Wish has been fruitful and that the import of the low-value
parcels will likely increase again, also due to the simplified pre-paid solution. This
approach is significant because it is similar to the upcoming 0SS scheme where VAT is
collected by the seller at the point of sale.

Therefore, PostNord has currently two ways to declare imported goods to Swedish
customs: the non-prepaid and the prepaid Wish-like solution. As for the moment, it is

unknown how many platforms and sellers will be integrated for the prepaid solution.

According to Statistics Sweden (Swedish Statistical Office, Table 4), in 2018, 5.28
million Swedish consumers aged between 16 and 85 made at least one purchase online,
and in 2019 it was 5.81 million — a 10% year over year increase. Even a higher increase
was among buyers who shopped in other EU-countries (18%), but the number of
consumers who purchased in non-EU countries decreased by 1% in 2019 (Statistics
Sweden, 2020).
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Swedish online buyers by geographical | 2018 2019 Y-0-Y
area of e-retailer change
Sweden (in-state purchase) 5277200 | 5814200 |10%
Other EU-countries 2104000 | 2491900 |18%
Non-EU countries 1593100 | 1582500 |-1%
Unknown/not sure 484 800 | 501 200 3%

Table 4 Number of people aged 16-85 by geographical area of the e-retailer (Statistics Sweden, 2020)

The Swedish e-commerce market is the largest in the Nordic region, as Swedish
consumers spent 42,6 billion SEK during the first half of 2018. The most popular
platforms and e-stores among Swedish consumers are Zalando, Wish, eBay, Amazon and
AliExpress/Alibaba. Those who shop abroad in 2018, did so mainly from Germany
(28%), UK (27%), China (26%), USA (15%) and Denmark (7%), whereas in 2019 the
most popular destinations for shopping abroad were Germany (26%), UK (26%), China
(20%), USA (13%) and Denmark (10%). Here we can see a decrease in orders from China
and the USA, which might have been caused by the imposition of VAT and handling fees
collected by PostNord (PostNord, 2018), (Postnord, 2020).

Since the Swedish government implemented the VAT changes and started declaring all
the imported parcels from the first cent, between March and December 2018 the number
of declared parcels delivered to private persons by PostNord, reached around 4 235 000,
whereas in 2017 in the corresponding period it was just 335 000, an increase by 1164%.
In 2017, VAT added on top of the declared imported goods was around 79 million SEK,
and in 2018 the VAT increased by almost SEK 58 million and amounted to just over 136
million SEK. As we can see in Table 5, the sum of declared VAT increased by 72%, but
the average declared VAT per mailing decreased by 86%. Considering the standard
Swedish VAT rate 25% to be the only charged rate, we can assume that the average value
of the parcel in 2017 was around 943 SEK, whereas in 2018 it was 128 SEK. The obvious

reason for this change is the new VAT rules implemented in March 2018, as Swedish
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Customs was forced to process all the orders, starting from the first cent (Tullverket,
2019).

2017 (March- | 2018 (March- | YoY
December) December) change
declared mailings to private | 335 000 4 235 000 1164%
individuals
declared VAT in SEK 79 000 000 136 000 000 72%
average declared VAT in SEK | 236 32 -86%
average value of the declared | 943 SEK (89.2 EUR, | 128 (12 EUR,
orders (considering standard | exchange rate as of | exchange rate as
rate 25% VAT) 11.02.2020) of 11.02.2020)

Table 5 Declared mailings and VAT paid processed by PostNord (Tullverket, 2019), author’s calculations

Overall, in 2018 Swedish Customs encountered about 70 000 companies and private
individuals who imported their orders from non-EU countries, and nearly 50% of the total
import value accounted for 50 companies. The total import value in 2018 was just over
468 billion SEK, which is an increase of SEK 65 billion compared with the previous year.
The value-wise largest imports came from Norway and China, from which comes the

highest number of import declarations (Tullverket, 2019).

Before the regulatory changes went into force, the number of low-value parcels to Sweden
was around 150 thousand per day, but as the changes were implemented on March 1%
2018, the number of parcels decreased significantly. On April 15" 2018 SVT News
reported (SVT Nyheter, 2018) that PostNord had to send around 400 000 packages back
to senders from outside the EU, as the consignments hadn’t been picked up by the buyers,
and the number of the low-value imported parcels was just 15 thousand that month
(Tradetaxport, 2020). According to the author’s calculations based on the official data
issued by Swedish Customs (Tullverket, 2019), between March and December 2018 the
average number of declared parcels daily processed by PostNord was around
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14 thousand. In mid-June 2019 the number of imported low-value goods to Sweden grew
to around 25 thousand a day (Omni, 2019).

The Swedish Customs Board estimated the VAT loss to be between 0,6 — 1,2 billion SEK
annually before the VAT imposition. After PostNord introduced the handling fee and
Swedish Customs began to collect VAT, and the daily shipments decreased, the VAT gap
decreased sharply. Swedish Government expects in 2021 the number of shipments will
reach 8,8 million, and the estimated VAT collected is 32 SEK per consignment, just as it
was in March — December 2018. This should contribute to the Swedish state budget of
around 280 million SEK annually (Government Offices of Sweden, 2020).

4.1.2 Norway

One of the next countries that are planning to abolish the exemption of the low-value
consignment threshold is Norway. Currently, Norwegian customers are not obliged to pay
VAT and duties if the value (including freight and insurance) of the imported
consignment does not exceed 350 NOK (~ 33.67 EUR — conversion rate on 02/03/2020).
If the value of the shipment exceeds the 350 NOK threshold, the consumer is obliged to
pay 25% VAT (Norwegian Customs, 2020). Similarly to the Swedish case, a handling fee
is usually charged by the postal company — the main postal service state-owned Posten
Norge AS (Norwegian Customs, 2020).

Several changes will apply as of 1% April 2020, as Norway will abolish this limit. To
manage the upcoming changes effectively, Norway is preparing a one-stop-shop-like
solution — a VOEC scheme, that should simplify the registration process, and improve
VAT collection and remittance to the Norwegian tax authorities. This should simplify the
customs clearance of the low-value consignments. Other EU VAT regulatory similarities
of the upcoming regulatory changes in Norway tackle also the marketplaces such as
Amazon, that will be deemed seller and therefore VAT-liable. Also, suppliers will collect
VAT at the point of sale on transactions below 3000 NOK, instead of consumers paying
the VAT at the point of importation. Concurrently, the customs duty threshold is increased
to 3000 NOK (KPMG, 2019), (Norwegian Customs, 2020).
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In practice, when a Norwegian customer places an order from a foreign supplier and the
value is below 3000 NOK, the consumer also pays the VAT (standard rate 25%), and the
supplier acts as a collector. Then, the supplier declares the sale through the new simplified
registration scheme VOEC (VAT On E-Commerce), (Norwegian Tax Administration,
2020). Moreover, the customs clearance fees also apply, if the postal company handles
the declaration. Norwegian state-owned company Posten charges 299 NOK per
consignment (~29 EUR — exchange rate on 02/03/2020) for a customs declaration service,
and 149 NOK for simplified customs declaration, according to the official Posten’s
pricelist (Posten, 2020).

4.1.3 Australia & New Zealand

From 1%t July 2018, Australian consumers have to pay 10% GST (goods and services tax)
on all goods imported from overseas, as the GST exemption on goods valued below 1000
AUD has been abolished. A simplified, OSS-like system has been created for e-retailers
and marketplaces where they can register, declare, and pay the GST. The GST registration
turnover threshold is 75 000 AUD annually. Also, marketplace operators are liable for
collecting and declaring the tax to the Australian Tax Office (Australian Taxation Office,
2020). The GST income exceeded the government’s projections, as it collected over 250
million AUD in the first nine months, and outstripped forecasts by expected 70 million
AUD in a full year (Australian Taxation Office, 2019).

Similarly, in New Zealand, where consumers are obliged to pay GST on all imported
goods. The regulation went into force as of 1% December 2019 and abolished the
exemption of the de minimis threshold of 1000 NZD (New Zealand Inland Revenue,
2020). The government expects these changes to bring in additional tax revenue of 218
million NZD by 2022 (Satherley, 2019).

In Australia and New Zealand, as of 1% July 2018, and as of 1% December 2019
respectively, the online marketplace Wish is obliged to collect VAT/GST and sales taxes
on behalf of the merchants (Wish Inc, 2020).
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4.1.4 United States of America

The state-by-state tax differences in the e-commerce sector are visible also in the USA,
where out-of-state sellers are responsible for setting the right state’s VAT rate and
collecting it. This practice became popular since June 2018, when the Supreme Court of
the United States made a decision on the dispute between South Dakota and Wayfair, Inc
— an e-commerce marketplace, and ruled in favor of South Dakota. Since then, states are
authorized to impose a tax on remote sales, and other nexus obligations (Streamlined
Sales Tax Governing Board, Inc., 2020). Economic nexus is a tax obligation imposed on
sellers, who deliver products and services to consumers based in different US states, and
after they reach some certain threshold of sales or transactions, it makes them responsible
to collect and remit taxes in these states of import. The economic nexus laws are currently
spread throughout 43 US states. Moreover, so-called marketplace laws, that shift the tax
obligation from the third-party sellers to the marketplaces to collect the sales tax, is
currently a norm in 39 US states. (Avalara, Inc., 2020), (Supreme Court of the United
States, 2018)

Similarly to the EU’s OSS and Norway’s VOEC systems, where remote sellers and
marketplaces can declare their sales, 33 US states participate in Streamlined Sales Tax
program (SST), which allows businesses to collect, declare and remit sales tax in a
simplified manner. However, the registration requirements and thresholds vary by state
(Streamlined Sales Tax Governing Board, Inc., 2020). Also, some non-participating states
like Pennsylvania allow marketplace facilitators and remote sellers to declare sales taxes
directly to the Department of Revenue via their own digital solutions (Pennsylvania
Department of Revenue, 2020).

4.1.5 Croatia

Similarly to Sweden, in 2018 Croatia started to charge a handling fee on parcels from
non-EU countries. The fee of 4,5 HRK (~ 0,6 EUR as of 09/03/2020) was paid by final
receivers to Hrvatska Posta (Croatian Post) and was supposed to ensure fairness of the
delivery costs and partially cover the costs related to the processing of low-value parcels
(EuroCommerce, 2019). However, on 18" September 2019, the Croatian Regulatory
Authority for Network Industries issued a statement claiming that it is not legally possible
to collect this fee. In late 2019, Hrvatska Posta ceased charging this fee (Starci¢, 2019).
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4.1.6 Poland

On 23" April 2018, the Polish Ministry of Finance made a statement that mail orders are
not exempted from VAT, but all the orders from non-EU countries are subject to VAT,
irrespective of the value of the goods - i.e. from PLN 0.01 (Ministerstwo Finansow,
Rzeczypospolita Polska, 2018). In October 2018, Poczta Polska (Polish Post) imposed a
handling fee on parcels from non-EU countries, nonetheless, the VAT has been charged
in only 10% cases of the imported parcels (Czubkowska, 2020). However, due to the
ineffectiveness of the VAT collection system, it is estimated that Poland is losing up to 1
billion EUR per year (Rosinski, 2019).

4.1.7 Turkey

Turkey is another country that abolished the low-value consignment VAT relief, as it
withdrew the 22 EUR exemption. As of June 2019, Turkey imposes tax all incoming

packages ordered online at a rate of up to 20% (Reuters, 2019).

4.2 VAT location dependency on Wish example

This subchapter practically demonstrates the location dependency based on a customer’s
delivery location when buying from Wish, which results in different tax charges and the

total price.

The marketplace Wish is already liable for VAT collection in several countries. The
following case demonstrates location dependency in countries where Wish is liable for
the VAT collection at the point of sale. However, price differences may be influenced by
many factors and pricing strategies, such as an additional mark-up charged by Wish on

orders from certain locations.

The chosen product for this case was an anti-pollution respirator that was priced below
22 EUR, including shipping costs. Figure 4 shows the shopping cart with the item
description, shipping details, and price break down, with Sweden as the selected delivery
location and the total price of 9,65 EUR.
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Shipping Order Summary

Roman Rozbroj e =+ Api

Item Total €6.65 EUR

ltems In Cart Shipping €3.00 EUR
Order Total €9.65 EUR

Unisex Anti Pollution Mask Dust Respirator €6.65 VAT included where applicable

Washable Reusable Masks for EUR

Figure 3 Shopping cart - order summary at Wish
The table below presents the costs of the product with detailed tax rates, based on a
delivery country. This exercise was conducted on 6" March 2020, and the default

currency rate was euro.

Country | Wish obliged | Taxes & fees | Possible Product | Shipping | Total | % price
tocollect VAT | collected (EUR) mark-up price price | difference
(EUR)
Czech No N/A 0,95 1,00 1,95 0%
Republic
Germany No N/A 0,95 1,00 1,95 0%
Sweden Yes (if shipped | PostNord variable | Depends 6,65 3,00 9,65 395%
through fee + VAT 25% on the fee
PostNord)
Australia | Yes GST 0,195 (10%) | 0,76 1,90 1,00 2,90 49%
New Yes GST 0,293 (15%) | 1,61 2,85 1,00 3,85 97%
Zealand
USA, Yes Local sales tax 0,95 1,00 2,06 5,5%
Nebraska 0,107 (5,5%)
USA, Yes Local sales tax 0,95 1,00 2,12 8,875%
New 0,173 (8,875%)
York
USA, No N/A 0,95 1,00 1,95 0%
Florida

Table 6 Prices and costs dependency on the delivery country
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The first selected delivery countries are the Czech Republic and Germany, where the de
minimis exemption threshold of 22 EUR has not been abolished, and Wish does not
charge any additional fees or taxes. Based on that, it is considered that the standard price
of the product is 0,95 EUR and the shipping costs 1 EUR.

In the case of Sweden, Wish is obliged to collect and remit the fees and taxes, only if the
products are shipped through PostNord. The price of the item is 6,65 EUR and shipping
costs 3,00 EUR, making the total price of 9,65 EUR, which is 395% higher than the total
price when delivering to the Czech Republic or Germany. However, it is impossible to
assess the amount of the handling fee that is remitted to PostNord, since it is confidential
information agreed between PostNord and Wish, therefore the amount of Wish mark-up

remains uncertain.

Consumers based in Australia and New Zealand must pay additionally the GST of 10%
and 15% respectively. On top of that, there is an unspecified fee or mark-up charged by
the marketplace or the seller, which might be part of the location-based pricing strategy.

Since the Wayfair vs South Dakota Supreme Court decision, most of the states have made
the marketplace operators liable for collecting and remitting the sales taxes. As of 1%
February 2020, the online marketplace Wish is obliged to collect VAT/GST and sales
taxes in 39 US states (Wish Inc, 2020). Buyers from Nebraska have to pay the local sales
tax of 5,5% (Nebraska Department of Revenue, 2020), and consumers from New York
are obliged to pay 8,875% as the sales tax (NYC Department of Finance, 2020).
Customers based in Florida are not obliged to pay any additional taxes, as the state of
Florida has not adopted a law requiring out-of-state sellers and marketplaces to collect

and remit sales tax (Avalara Inc, 2019).

Table 7 includes a list of the prices of the respected product and selected delivery
countries, with a share of the taxes and fees of the total price. In the case of Sweden, the
taxes and fees comprise up to 80% of the total price, while in the US states of Nebraska
and New York the added costs represent solely the local sales taxes with no additional

fees.
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Country Total price Taxes & fees Tax & fee % of the price
Czech Republic 1,95 - € 0%

Sweden 9,65 Upto 7,70 € 80%

Australia 2,90 0,95 € 33%

New Zealand 3,85 1,90 € 49%

USA, Nebraska 2,06 0,11€ 5,5%

USA, New York | 2,12 0,17 € 8,875%

Table 7 Tax and fee share of the total price

The share of taxes and fees on the total price is depicted on the following graph (Figure
7), where the left vertical scale represents the total price in EUR, while the share of the

taxes and fees is shown on the right vertical scale.

Tax & fee share on the total price

12,00 90%
80%
10,00
' 70%
8,00 60%
50%
6,00
40%
4,00 30%
2,00 20%
’ . I .‘ [ | 10%
0,00 _ |- 0%
Czech Sweden Australia New Zealand USA, USA, New
Republic Nebraska York
I Total price W Taxes & fees Tax & fee % of the price

Figure 4 Tax and fee share on the total price
As observed, the price varies across the selected countries and can have a strong influence
on the total price paid by the customer. However, due to the confidential amount of the
handling fee charged by PostNord, it is impossible to assess the fee and the potential
mark-up charged by Wish.
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4.3 Role of China in global e-commerce

World Bank estimated the global GDP to be at 85,91 trillion USD in 2018 (World Bank,
2020), while global retail sales hit 20,31 trillion USD that year (Digital Commerce 360,
2019). Consumers spent on online shopping 2,93 trillion USD worldwide, making 14,5%
of global retail sales. The share is expected to grow in the coming years, making the
importance of the global e-commerce market even more significant. The cross-border
B2C consumer market amounted to 562 billion USD in 2018 (Zion Market Research,
2019), indicating that consumers spent every fifth US dollar on goods from outside their

country.

China is the biggest importer to the European Union, and the main categories of imports
are industrial goods, consumer goods, and machinery-related equipment. B2C e-
commerce is also a significant part of the Chinese economy, and Chinese cross-border e-
commerce trade reached around 135 billion RMB in 2018 and grew at a rate of around
20-30% annually (EU SME Centre, 2019).

As cross-border online shopping becomes increasingly popular, a survey (International
Post Corporation, 2020) conducted in 2019 showed that 39% of EU consumers ordered
parcels from China, which is the most popular destination for online shopping. Moreover,
according to the survey, 44% of the orders were valued below 25 EUR and 63% of them
enjoyed free delivery. The most popular e-retailers that year were platforms such as
Amazon, Alibaba/AliExpress, eBay and Wish. Among Swedish customers, when
surveyed, the most recent purchase was made at Chinese e-seller (32%), followed by
orders from the UK (19%) and Germany (15%), while Estonians made their recent orders
from the same countries, with a significant share of purchases from China amounting to
58%, 8% from the UK and 8% from Germany. The survey also asked respondents about
the expected impact of the new VAT rules and higher delivery costs that may increase
the price by 10 EUR per item. The majority of the respondents (41%) claimed they would
buy slightly less from China and 36% said they would stop buying from China.

Another report conducted by PostNord (PostNord, 2020) revealed that low prices are the
main driver that attracts shoppers from abroad, while other reasons like the range and
uniqueness of products are secondary. The main destination for these price-oriented

shopping activities is China, as more than 60% of European consumers who have shopped
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online from abroad in 2019, bought products from there, while in 2014 it was just around
13% (PostNord, 2020). The trend of digital marketplaces such as Amazon, Wish, eBay,
Alibaba, and Allegro is also constantly growing, and European consumers enjoy a wide

range of products at relatively low prices, caused by stiff competition between sellers.

The strong appetite for Chinese products is still visible by European consumers, as we
can see in Table 8. In 2019, China dominated as the most favorite shopping destination
across many European countries. Only Belgian customers preferred to shop in the
Netherlands rather than in China (PostNord, 2019). In Table 7, the Nordic region refers

to Sweden, Denmark, Norway and Finland.

UK Belgium Netherlands | Italy Poland Nordic
region

1st China Netherlands | China (32%) | China China China
(30%) (39%) (28%) (26%) (30%)

2nd USA China Germany UK Germany | UK (25%)
(18%) (19%) (17%) (23%) (14%

3rd Germany | Germany USA (11%) | German | UK (11%) | Germany
(8%) (16%) y (21%) (22%)

Table 8 Favourite shopping destinations of European consumers (PostNord, 2020)

Figure 5 charts the most favorite online shopping destinations of e-commerce consumers
from twelve European countries. It shows that the number of people who ordered online
goods from China grew from 38,7 million in 2017 to 54,6 million in 2018. The data are
based on interviews with 10000 consumers, published by PostNord in the report “E-
commerce in Europe 2018” (PostNord, 2019).
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Figure 5 Number of Europeans who shopped online by destination countries (PostNord, 2019)

One of the most popular Chinese e-commerce platforms is AliExpress, which belongs to
Alibaba Group that operates various businesses in fields of e-commerce marketplaces,
online tools, and cloud computing services. AliExpress was launched in 2010 and
connects manufacturers and distributors with consumers via its e-commerce platform, and
acts just as a facilitator, without selling products directly. AliExpress distinguishes from
Alibaba by its B2C model, while Alibaba is B2B focused (Alibaba Group, 2020).
Another popular B2C e-commerce platform is Wish which operates as a facilitator and
connects mostly Chinese businesses with consumers. It was founded in 2011, and stands

out with its mobile app that enables simple product discoverability (LinkedIn, 2020).

In response to the upcoming VAT changes, the e-commerce platforms operators Amazon
and Alibaba have been opening new logistics centers in the EU. These logistic parks are

usually used as fulfillment centers that allow shipping parcels from a warehouse based in
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the EU, so the VAT and customs are avoided. At the same time, rail freight is becoming
popular for Chinese suppliers to bring the goods to their European warehouses and
business partners (Railfreight.com, 2019), (ERR.ee, 2018). The EU intends to take action
against these practices and aims to impose taxes also on these goods, but admits that it

might be difficult to do so (European Commission, 2019).

4.3.1 E-commerce and steel market analogy

An analogy to e-commerce and the upcoming tax imposed on the low-value goods can be
drawn from the steel industry. Chinese steel producers have been accused of using
subsidies from the government (De Nederlandse Grondwet, 2016), cheap loans, and tax
breaks to boost its steel overproduction, flooding the European and US markets with its
cheap steel. In 2018, China produced 923 million metric tons of steel, making more than
half of the world steel production. This overproduction led to a price drop of steel prices
by 57% from 2011 to 2017 (The Wall Street Journal, 2020), (European Parliament, 2018).
The similarity between the e-commerce market and steel industry can be seen in the unfair
advantage not only in the governmental subsidies but also in allowances of CO2
emissions, which create a significant share of costs for European steel companies (Steel
Union, 2018). However, the EU announced first steps towards so-called carbon import
tax, that would reduce imports from countries with relaxed climate policies, such as
China, and at the same time shield the European steel industry (Time.com, 2020),
(Reuters, 2019)

4.3.2 UPU postal rules

One of the key components prevalent in Chinese exports of low-value goods is the postal
advantage that was formed under the auspice of the Universal Postal Union (UPU).
Founded in 1874, with a goal to create a single territory for exchange of postal
correspondence, it operates a collective fund that monetarily supports developing
countries in managing their postal services. This system has been criticized by several
governments and companies, as some countries excessively benefit from having their
postal operations subsidized, within the cooperation of the Universal Postal Union. The
country that has been blamed for its “unfair advantage” is China. As the e-commerce

sector is growing, Chinese subsidies of free or very cheap deliveries from marketplaces
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like Alibaba has become visible and questioned (Financial Times, 2019). The main
dissatisfied party has been Trump administration, which finds the system as supporting
the Chinese advantage in cross-border e-commerce and parcel shipments, especially the
low-value and low-weight parcels, since packages weighing under 4.4 pounds (~ 2 kg)
are shipped usually at lower rates than domestically. The reason for it is that UPU
considers China as a developing country, and all countries from that category can benefit
from the same advantages, just like smaller and poorer developing countries (Supply
Chain Dive, 2019). One of the options that had been considering by the Trump
administration was to leave the UPU, but that could mean disruptions in the international
mail delivery system (Financial Times, 2019). The Trump administration’s criticism of
the UPU system was supported by some European countries, such as Sweden, Finland,
Norway and Iceland. Stefan Kvarfordt, head of the Swedish Trade Federation, castigated
the current system, saying “We are subsidizing the most competitive e-commerce market
in the world: China” (Politico.eu, 2019). This is supported by a study conducted by
Copenhagen Economic (Okholm, et al., 2019), which proved that Sweden and Finland
are losing 10 million EUR every year in subsidies. Also, the study found that the negative

net financial transfer comes from trade with countries of the Asian-Pacific region.

At the UPU Congress in September 2019, many representatives expected the Chinese
postage advantage to be reduced. The United States decided to remain in the UPU, as
they gained permission to set its own postal rates (The American Society of International
Law, 2020). The main reason for US postal rate autonomy was an argument that the US
Post Office has been subsidizing Chinese sellers, who export the big volumes of bulky
letters and small parcels generated by e-retailers and marketplaces (AP News, 2019). The
new system allows the USA to raise prices for consignments from other countries in
exchange for voluntary support to the fund of UPU. Postal service operators in the
destination (import) countries will have the possibility to set the level of remuneration for
the final delivery, within certain boundaries. Nonetheless, according to some observers,
changes in the system do not affect the large shipments by private-sector carriers. Experts
also expect more frequent UPU negotiations taking place in the future (South China
Morning Post, 2019), (Joc.com, 2020).
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5 Analysis of de minimis abolishment impact

In the first part of the paper, the concept of the upcoming changes was presented using
secondary data. The second part is based on primary data, sourced from a conducted
survey to understand the expected consumer behavior and project the possible influence
by the upcoming VAT changes in cross-border e-commerce. For this purpose, the
research is focused on analyzing consumers based in the Czech Republic. As a member
state of the European Union, it is going to implement the changes as of 1% January 2021.

5.1 Declaration fee

This study expects that the implemented changes will be similar to those implemented in
Sweden and other EU countries —i.e. postal operators in cooperation with tax and customs
authorities will be charging not only VAT on all imported parcels from non-EU countries,
but also a processing fee that should cover the costs of postal operators. As it was shown,
not charging the fee would have dramatic financial and operational consequences on
postal operators. Moreover, Ceska Posta (Czech Post) also claimed that all imported
parcels will be subject to customs declaration, and not only VAT but also a declaration
fee will be charged (iDnes.cz, 2020).

On 1% April 2011, a VAT change went into force in the Czech Republic and reduced the
VAT-free threshold for imported parcels from 150 EUR to 22 EUR (Czech Post, 2020),
even though the European Union recommended implementing the rule as of 1% January
2011. However, the amount of the imported parcels valued under 150 EUR grew rapidly
within the first three months of 2011, as consumers rushed to avoid paying the taxes and
declaration fees (Vyletal, 2011). Since the rule was implemented, Czech consumers
receiving parcels valued over 22 EUR and under 150 EUR (including shipping costs) are
obliged to pay the local VAT (21%) and the declaration (handling) fee to the Czech Post,
which currently starts at 103 CZK (~ 3.7 EUR) (Czech Post, 2020).

It is not known yet whether the amount of the handling fee on the low-value parcels will
be changed. Considering the Swedish example, PostNord charges a declaration fee of 75
SEK (~ 6.8 EUR) on parcels valued under 1700 SEK (~ 150 EUR), and therefore it is
expected that Czech Post will keep the fee on a similar level. Ultimately, as taxes and fees
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are inherently part of the final price paid by a consumer, this assumption is critical for
further surveying the expected behavior of Czech online shoppers.

5.2 Survey assumptions

The goal of the survey was to understand and describe how will the upcoming VAT
changes influence the shopping behavior of online buyers. It provides in-depth
information about their shopping activities and their attitude to the scheduled changes.
Eventually, the collected data enabled us to project the expected changes in ordering low-

value goods from non-EU countries.

For this purpose, a questionnaire was created, targeting Czech online buyers. The survey
questionnaire included questions that were defined and identified beforehand, based on
the data and information collected in the previous chapter, which enabled to understand
the VAT changes in other countries, especially Sweden, and foresee the implementation
of the anticipated changes in the Czech Republic.

The previous part of the paper that researched the implemented changes in other countries
led to several conclusions and the formation of key assumptions, which were used as a
foundation for the survey. The sub-questions of the research were transformed into the
following hypotheses that are examined in the quantitative analysis.

1. One of the main preferences to buy low-value goods from non-EU countries is the low-

price level.

2. The imposition of VAT and handling fees on imported low-value goods will reduce
buying from non-EU sellers.

3. Collection of the handling fee and VAT at the point of sale could reduce the outflow of

the EU buyers, as it could improve and fasten the payment and customs processes.

5.3 Results

The questionnaire was displayed to 247 people and collected 193 responses, from which
37 did not pass the screening question of having made an online purchase from a non-EU
seller in the past year, leaving 156 responses (80,8%) for further analysis. The

questionnaire had 19 questions, with one “logic-jump” question dependent on the
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respondent’s previous answer. The majority of the respondents were females (63,5%)
while males represented 36,5%. Most of the respondents (86%) were in the age group
between 18 and 30 years, 7% were aged between 30 and 45, and 45-65-year olds

represented 5% of the pool.

5.3.1 Hypotheses

The results of the survey were supposed to confirm or refute the hypotheses established

in the first part of the paper, and to draw a conclusion for the research question.

1. One of the main preferences to buy low-value goods from non-EU countries is the low-

price level.

This hypothesis was confirmed with the average rating 4.3 of importance, with 5 being
the top priority, while the delivery time was rated at 2.7, implying that the respondents
are willing to wait for their items to be delivered from abroad, but stay price sensitive.
This fact is presented in Figure 6, comparing the price and delivery time importance,
where 5 is the highest priority and 1 the lowest. More than 50% of the respondents rated
the price importance at 5, whereas the delivery time importance was more distributed
among the group, with most respondents (37%) rating the delivery importance at a rate

of medium importance (3).

¥ Price importance
50 M Delivery time importance

50
40

30

Preferences in %

20

1 2 3 4 5

Importance scale

Figure 6 Importance scale of price and delivery time
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2. The imposition of VAT and handling fees on imported low-value goods will reduce

buying from non-EU countries.

Most of the respondents (68%) were not aware of the upcoming VAT changes. After
being introduced to the basic overview of these changes, respondents rated the upcoming
changes at an average rate of 1.9 (out of 5), suggesting their discontent over the new

regulation.

The envisaged handling fee of 100 CZK charged by the Czech Post would deter 60% of
respondents from buying, while 30% were hesitant, and less than 10% would buy despite
the 100 CZK handling fee. However, after presenting a sample 300 CZK purchase that
would be impacted by the changes, 84% of respondents claimed they would not proceed
with the order. However, after getting familiar with the upcoming changes, 62% of all
respondents expect to reduce their online shopping outside the EU as soon as the changes
come into effect, as depicted in Figure 7. Therefore, this hypothesis was confirmed and

is further analyzed later part.

M Sample order: No
100 M Sample order: Yes

a0

G0

Respondents

40

20

Mot sure Yes

Will you buy less from non-EU countries?

Figure 7 Expected shopping reduction from outside EU
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3. Collection of the handling fee and VAT at the point of sale could reduce the outflow of
the EU buyers, as it could improve and fasten the payment and customs processes.

Respondents, who claimed they would not proceed with the sample order because of the
imposed VAT and handling fee, were asked a follow-up (logic-jump) question, exploring
their susceptibility to changing their mind. After explaining the process, suggesting that
if the handling fee and VAT were collected at the point of sale, it could lead to a smoother
delivery and customs process, thus sweeten the customer experience, 60% of them would
change their mind and eventually proceed with the order. Hence, this hypothesis was

confirmed as well.

Those who claimed, based on the question with a sample order, that they would not mind
paying VAT and handling fee and subsequently responded that the upcoming changes
will not affect their shopping behavior, made 4,5% of all respondents. By contrast, those
who would not proceed with the sample order and at the same time expect to reduce their
shopping in non-EU countries represented 57% of all respondents. This demonstrates that
the shopping behavior of most of the respondents will be impacted by the changes to some

extent, while only 4,5% are expected to stay unaffected.

This process is depicted in Figure 8, evaluating buyers’ favor with a smoother process
and the potential impact of the point of sale collection.
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Sample 300 CZK
purchase

ould you
proceed with the
order?

Yes 16%

@ T
‘LYes 60%

VAT and fee colection at

point of sale
Example: Wish & Swedish No 40%
Paostnord cooperation ¢

Figure 8 Logic jump question evaluating collection at the point of sale impact

5.4 Survey findings analysis

Some questions ascertained other related data, such as the awareness of the current VAT
and duty thresholds, where 45% responded that they know the thresholds and usually
adjust their purchases to them, while 39% do not know the limit values, and 16% are

aware of them but make their online purchases irrespectively of them.

In the question screening popularity of the platforms and shops, AliExpress was chosen
as the most favorite platform among the respondents (81%), followed by eBay, Amazon
and Wish.

Most of the respondents (59%) usually buy goods valued under 550 CZK (~ 22 EUR),
and 34% spend usually between 550 and 2000 CZK per order. The average shipping costs
paid by 56% of respondents are under 50 CZK, 18% pay 100-150 CZK for delivery,

52



12,5% pay more than 150 CZK and 13% could not answer. As shown in Figure 9, those

who pay lower shipping costs tend to buy cheaper goods.

Average shippin
50.0% inczk e
E Mot sure
M Iess than 50
M 100-150
150+
60,0%

40,0%

Responses in %

20,0%

0%
under 550 550-2000 2000-4000 4000+

Average spend in CZK

Figure 9 Shipping costs and average purchase values

In the following subchapters, hypotheses 2 and 3 are researched more thoroughly using
statistical methods, to better answer the research question. Firstly, it is to find out who
will be affected the most by the upcoming regulatory changes, and secondly, what group
of buyers is more likely to change buy from sellers who collect the tax and fees at the

point of sale.

5.4.1 Buyer segments affected by the upcoming changes

This part puts focus on analyzing the most impacted group of the upcoming regulatory
changes. For this purpose, four variables from the collected data were selected: expected

shopping reduction, shopping frequency, and average spending.

Those who shop more than 5 times per year tend to be more confident about reducing
their online shopping activities outside the EU. As can be seen in Figure 10, 74% of those
who shop more than 10 times annually expect to reduce their shopping abroad. A similar
trend is visible in Figure 11, which represents the group of those who shop 5-10 times per

year. Also, these frequent shoppers are more relatively expect to spend less in the future.

53



Respondents who shop outside the EU more than 10x per year
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Figure 10 Respondents who shop outside the EU more than 10x per year
Respondents who shop outside the EU 5-10x per year
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Figure 11 Respondents who shop outside the EU 5-10x per year
Contrarily, less frequent shoppers who shop 1-5 times per year are more likely to be
hesitant — 44% of them stated that they don’t know whether they will reduce their
shopping or not. This could signify that those who shop frequently low-value goods are
more likely to be affected by the changes, whereas those who shop sporadically are

hesitant about it and may stay relatively less affected.
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Respondents who shop outside the EU 15x per year
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Figure 12 Respondents who shop outside the EU 1-5x per year
To understand the targeted group of buyers and the relationship with the expected changes
in their shopping behavior, a crosstabulation between the two variables was created
(Table 9), where buyers were sorted out based their average spend in two groups: “550
CZK (~22 EUR) and less”, and “more than 550 CZK”, so we could understand the

potential impact of the upcoming regulation.

Will you buy less from non-EU

countries?
Not sure No Yes Total
Average 5501less Count 24 4 65 93
spend in Expected count 28,6 7,2 57,2 93,0
CzZK % within average 25,8% 4,3% 69,9% 100,0%
spend
more than Count 24 8 31 63
550 Expected count 19,4 4,8 38,8 63,0
% within average 38,1% 12,7% 49,2% 100,0%
spend
Total Count 48 12 96 156
Expected count 48,0 12,0 96,0 156,0
% within average 30,8% 7,7% 61,5% 100,0%
spend

Table 9 Crosstabulation: average spend and expected shopping reduction
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Based on the crosstabulation of the two variables, a chi-squared test of independence was
selected as the statistical hypothesis testing method, where the hypotheses were stated as

follows:

HO (null hypothesis): Expected shopping reduction is not dependent on the average

spend.

H1 (alternative hypothesis): Expected shopping reduction is dependent on the average

spend.

The Chi-square test score was calculated at 7.898, with 2 degrees of freedom and a P-
value of 0.019 at a significance level of 0.05. Thus, a P-value of 0.019 < 0.05 (alfa),
provides strong evidence against the null hypothesis (HO) and suggests that there is a
statistically significant relationship between the average spend amount and the expected

shopping reduction.

Chi-Square Test

Asymptotic
Significance
Value df (2-sided)
Pearson Chi-Square 7,898 2 ,019
Likelihood Ratio 7,861 2 ,020
Linear-by-Linear 4,898 1 ,027
Association
N of Valid Cases 156

Table 10 Chi-Square test of independence between average spend and expected shopping changes

To measure the importance of the ascertained relationship, Cramer’s V test of importance
was used and reported at value 0.225, implying a moderate relationship between the

average amount spend and expected shopping reduction.

Symmetric Measures
Approximate
Value Significance

Nominal by Nominal Phi ,225 ,019
Cramer's V ,225 ,019
N of Valid Cases 156

Table 11 Cramer's V measure of association between the variables
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Therefore, it is statistically proven that the upcoming regulatory changes are more likely
to affect those who spend less per order and shop more frequently, than those who shop

less often and spend more.

5.4.2 Preferences for point of sale collection

Those who would refuse to proceed with the sample order under the new rules (84% of
all respondents), were presented an explanation of the collection at the point of sale, and
after that 60% of them changed their mind if the payment was collected by the seller or
platform, assuming that it would fasten the overall delivery process. Analyzing this
phenomenon more deeply, 64% of those who changed their mind about proceeding with
the order still expected to reduce their shopping outside of the EU. That implies that
platforms and sellers who will collect VAT and handling fee at point of sale may retain
60% of the customers who would otherwise be deterred by the fragmented payment
process, while 64% of the potentially retained customers are still expecting to reduce their
overall shopping outside the EU. This suggests that these platforms could also gain a
competitive advantage against the sellers who will not collect the tax and fee, as
costumers will flee towards the platforms or shop elsewhere in the EU.

To understand the group of retained customers who claimed to change their mind if the
seller provides simplified collection at the point of sale, it is desirable to analyze whether
there is an association between this group and the variables of average spend and
shopping frequency. In other words, this part examines this group of respondents and
seeks a possible correlation to their spending and the shopping frequency. Therefore, for
this analysis, only those who responded that they would not proceed with the order under
the new rules were selected (84%), while those who would proceed with the order were
filtered out (16%).

The first test explored the relation of the purchase decision under the simplified system
with point of sale collection and the average spend. Similarly, a crosstabulation was

created (Table 12) and the chi-square test (Table 13) was performed.
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If VAT and fees were collected at the
point of sale, would you proceed with the

order?
No Yes Total
Average 550 less Count 34 49 83
spend in % within average spend 41,0% 59,0% 100,0%
CzK more than 550 Count 19 29 48
% within average spend 39,6% 60,4% 100,0%
Total Count 53 78 131
% within average spend 40,5% 59,5% 100,0%

Table 12 Crosstabulation: purchase decision under simplified collection and the average spend

For this test, the following hypotheses were stated:

HO: Purchase decision under the simplified VAT and fee collection at the point of sale is

not dependent on the average spend.

H1: Purchase decision under the simplified VAT and fee collection at the point of sale is

dependent on the average spend.

The chi-square was calculated at 0,024, with 1 degree of freedom and a P-value of 0.877.

Because P-value of 0.877 > 0.05 (at 5% significance level), there is no statistically

significant relationship evidence of the relationship between the two variables, and the

HO is correct. Thus, there is no association between making a purchase decision under the

simplified point of the sale collection system and the average spend.

Chi-Square Test

Asymptotic
Significance
Value df (2-sided)

Pearson Chi-Square ,024 1 877
Continuity Correction ,000 1 1,000
Likelihood Ratio ,024 1 877
Linear-by-Linear ,024 1 877
Association
N of Valid Cases 131

Table 13 Chi-Square test of independence between purchase decision under simplified collection and the
average spend
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A similar test was conducted for the variables of the purchase decision and shopping

frequency. Following hypotheses were tested:

HO: Purchase decision under the simplified VAT and fee collection at the point of sale is

not dependent on shopping frequency.

H1: Purchase decision under the simplified VAT and fee collection at the point of sale is

dependent on shopping frequency.

If VAT and fees were collected at the
point of sale, would you proceed with

the order?
No Yes Total

How 1-5x  Count 24 39 63
frequent % within how frequent 38,1% 61,9% 100,0%
5-10x Count 11 17 28

% within how frequent 39,3% 60,7% 100,0%

10x+ Count 18 22 40

% within how frequent 45,0% 55,0% 100,0%

Total Count 53 78 131
% within how frequent 40,5% 59,5% 100,0%

Table 14 Crosstabulation: purchase decision under simplified collection and shopping frequency

The chi-square was calculated at 0,505, with 2 degrees of freedom and a P-value of 0.777.
Since the P-value of 0.777 > 0.05, there is no statistically significant relationship evidence
of the relationship between the two variables. Therefore, HO is confirmed, and there is no
association between making a purchase decision under the simplified point of the sale
collection system and shopping frequency. It is possible to state that there is no
association between the tendency to make shopping decisions because of the simplified
tax and fee collection and average spend and shopping frequency.
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Chi-Square Test

Asymptotic
Significance
Value df (2-sided)
Pearson Chi-Square ,505 2 77
Likelihood Ratio ,502 2 778
Linear-by-Linear ,455 1 ,500
Association
N of Valid Cases 131

Table 15 Chi-Square test of independence between purchase decision under simplified collection and
shopping frequency

5.5 Summary of the analysis

The analysis researched all three stated hypotheses and confirmed that customers are
more price-sensitive than to delivery time when shopping low-value goods from outside
EU. Secondly, it was confirmed that the abolishment of VAT de minimis will reduce
buying from non-EU countries. However, collection of the handling fee and VAT at the
point of sale can reduce the outflow of the EU buyers, as it could improve and fasten the

payment and customs processes.

It was statistically proven that buyers who shop more than 5 times per year and buy goods
of relatively low value are more likely to reduce their online shopping spending in non-
EU countries. If online sellers used the simplification scheme, they could retain 60% of
their EU customers. Nonetheless, 64% of these buyers still expect to reduce their overall

shopping outside the EU.
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6 Conclusion

As the world has become globalized and brought buyers and sellers closer together, both
parties started enjoying the benefits of cross-border e-commerce, but some related issues
have emerged as well and authorities and governments have started to pay attention. The
abolishment of the VAT threshold exemptions on low-value goods has started to be
implemented around the world, including the EU that wants to combat VAT fraud and
ensure fair market conditions for all stakeholders. The implementation of the 10SS will
enable sellers to collect VAT at the point of sale and make the process convenient for the
final consumer. Because there are several ambiguities of the implementation processes
and technicalities, it was important to comprehend the trends around the world and
understand the issue from a consumer perspective and how will they react to these

changes once the regulation is implemented.

In the first part, the thesis presented several cases in different countries where
governments abolished the VAT threshold. In many cases, not only the VAT but also the
handling fee is charged by postal operators to cover the expenses related to the customs
declaration processing. In the Swedish case, we could see an attempt to automate the
processing of low-value goods and making partnerships between the e-commerce
marketplace Wish and postal operator PostNord. The effects of the Swedish restrictions
were significant and the number of imported goods decreased significantly. However,
implementing the simplified solution of point of sale collection, enabled Wish to lower
the handling fee for its customers. The satisfactory outcome for both Wish and PostNord
could be seen also from numbers, as the initial decrease of imported items was followed

by incremental growth.

China plays a very important role in global e-commerce trade, and as most of the low-
value goods to the EU come from China, it is one of the main actors in the e-commerce
chain described in this thesis. Chinese suppliers are facing some major changes, such as
the VAT imposition on all the consignments, and higher shipping costs amended by the
UPU agreement that will play an important role and presumably impact consumer
demand. Both reasons can lead to a decrease in Chinese imports of low-value goods to

the EU. However, e-commerce marketplaces are already trying to find new ways how to
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avoid those restrictions, especially by investing in the fulfillment houses which serve as

warehouses for European markets.

The second part of the thesis was based on the findings in the first part, and researched
consumer behavior using a quantitative research method, confirming all three
subquestions of the research as valid. Consumers from the EU find price as the main
motivation for buying from non-EU countries, while the delivery time is relatively less
important. It proved that VAT and other related taxes and fees could significantly deter
buyers and influence their shopping behavior. The key finding is the fact the most affected
consumer group are those who shop relatively frequently low-value goods, and that if the
VAT and handling fees were collected at the point of sale, such as in the Swedish case,
60% of buyers could be retained. Therefore, this simplification of the point of sale
collection can strongly influence and retain the consumers. Yet, to make partnerships
between postal operators and sellers, fair market conditions must be ensured, so it is not
just large companies that get a partnership agreement with postal companies, while small
sellers remain disproportionately disadvantaged. Thanks to the IOSS scheme, this should
be available to all sellers to the EU. By choosing this simplification method, sellers can
charge VAT at the point of sale and remit it via 0SS in the MSI, while retaining the
majority of their customers, even when postal operators charge a handling fee. Thus, it is
the author’s recommendation for international sellers to use the IOSS scheme to simplify

the payment and delivery process to retain customers.

To answer the research question, it is clear, that most of the EU consumers will be deterred
by the imposition of VAT as well as the handling fees collected by postal operators.
However, by implementing the 10SS and other automated solutions, similar to the
partnership between PostNord and Wish, customers can be retained and enjoy simple
payment and delivery process, as the burden to deal with two separate bills and
stakeholders would disappear. This can be done using the simplification schemes, which
have been offered in most of the countries that have abolished the de minimis thresholds.
Provided that both sellers and shippers will be acquainted with these changes as soon as
possible and make use of them to benefit all the involved stakeholders, we can assume a

beneficial outcome of the upcoming changes.
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6.1 Future work

Future research should be done on a technical solution to tackle the VAT fraud and
deliberate undervaluation that is possible to continue under the new rules. Also, postal
companies and customs in the EU will face challenges with screening big amounts of
low-value goods, therefore an automatization of customs declaration process needs to be
analyzed. Another study might investigate how the enhancement of existing e-commerce

marketplace solutions could fit into the IOSS scheme.
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Appendix 1 — Questionnaire

Note: The questionnaire was conducted using Typeform tool, which enabled a dynamic
and seamless experience of answering the questions. The questions and answers are
translated from Czech to English and rewritten for convenient browsing. The first
question is a screening question to filter the relevant respondents. If this question was
answered “No”, the questionnaire is over, as the respondent has not made any purchase

from a non-EU country in the past year.
Is it the end of bargain online shopping abroad?
Introduction — welcome page

From January 2021, all imported goods from outside the EU will be subject to VAT and
probably also fees for customs handling, which may exceed the price of the goods
themselves. The EU wants to increase VAT collection by up to € 7 billion a year. The
questionnaire is to receive feedback from customers who occasionally buy cheap products
(up to 22 euros) abroad, from platforms such as the Chinese AliExpress. By completing
the short questionnaire (3 min) you will learn more about the planned VAT changes. The
answers are anonymized and are used for thesis research at the Tallinn University of

Technology in Estonia.

1. Afew quick questions about shopping. Have you made a purchase from an e-shop
or platform from outside the EU in the past year? (e.g., AliExpress, Wish, Amazon
(non-EU seller)

e Yes

e No
2. When shopping online from outside the EU, how important is the price to you?
opinion scale: 1-2-3-4-5

3. What about shipping costs?
opinion scale: 1-2-3-4-5

4. And how important is the time of delivery for you?
opinion scale: 1-2-3-4-5

5. How important are the VAT, customs and other related charges and fees?
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opinion scale: 1-2-3-4-5

6. Do you know from when do you pay (what are the thresholds) VAT and customs
duties when importing goods from outside the EU?

e Yes, | adjust my purchases to that
e Yes, but it is not crucial to me
e No
After answering the question 6, a note is presented: “Let’s be clear about this. You do not
pay VAT or customs duties up to € 22. Between € 22 and € 150 you only pay VAT. From
150 euro you pay VAT and duty.”
7. How many times a year do you buy from e-shops and platforms outside the EU?
(including platforms such as Amazon, Wish, AliExpress, when the seller is from
a non-EU country)
e 10 and more
e 5-10x
e 1-5x

8. What is your average online value when shopping from a non-EU platform/e-
shop?

e More than 4000 CZK
e 2000 - 4000 CZK

e 550-2000CZK

e Under 550 CZK

9. How much on average do you pay for postage (shipping costs) when purchasing
from outside the EU?

e More than 150 CZK
e 150-100CzZK
e Under 50 CZK
e | don't know
10. Some of your favorite e-shops and platforms?
e Amazon

e AliExpress
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eBay

Wish

Deal Extreme

Add others

11. Chinese platforms such as AliExpress and Wish offer very cheap shipping. What
postage price would already discourage you from buying?

e 50CzZK

e 100CzZK

e 150CZK

e |don't know

12. Today, when shopping online, you do not pay VAT or customs duties for
purchases from outside the EU that which value is up to 550 CZK (~ 22 euro).
This will change from 2021 and VAT will be collected from the first cent. Had
you been aware of these changes?

e Yes

e No
13. How do you rate these changes?
opinion scale: 1-2-3-4-5

After the question 13, a note is presented: “These changes require additional work by
the authorities and transporters to process and collect the VAT. It is likely a customs
declaration fee will be charged on every parcel, estimated price is currently at 100
CzK.”

14. Would such a fee (100 CZK) deter you from buying?

e Yes

e No

e [don’t know

15. For example, when buying an item at a price of 300 CZK, including shipping, you
will pay 300 CZK + 63 CZK (VAT) + 100 CZK (handling fee). Instead of paying
300 CZK (today), you would pay 463 CZK. Would it be acceptable for you?

e Yes

e No
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16.

17.

18.

19.

If the seller charged the entire amount, including VAT and other fees, this could
lead to faster clearance and delivery. Would you change your mind and buy?
(note: this question was asked if the respondent selected “No” in the previous
question. If the question 15 was answered “Yes”, this question is skipped and
question 17 comes after)

e Yes

e No

Do you expect these changes to affect your spending and make you buy less from
outside the EU?

e Yes

e No

e [don’t know
Are you a woman or a man?
e Woman

e Man

What is your age?
e 18o0rless

e 18-30

e 30-45

e 45-65

e 65 and more
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