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Abstract: The rapid growth of the digital economy has posed challenges to the current intern-
ational tax framework. Under the traditional principle of taxation—namely, the residence—bas-
ed taxation principle—a permanent establishment serves as the basis for the source country to
treat a non—resident enterprise as a resident enterprise and thereby exercise tax jurisdiction.
However, these traditional rules of determination are no longer sufficient to address the issu-
es of tax base erosion and profit shifting arising from the lack of taxing rights in source cou-
ntries under the digital economy. Due to the highly pervasive and extensive nature of the digi-
tal economy, the physical boundaries of permanent establishments are becoming increasingly
blurred, and their identification has grown increasingly complex. Countries and international

organisations have introduced various measures, such as the concepts of "commission agents",

non

"substantial economic presence", "virtual permanent establishments" and "digital services taxes',
to address these challenges. China's exploration of approaches to the rules for determining p-

ermanent establishments should also evolve with the times to ensure tax fairness and equitab-
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le distribution, and to promote international tax cooperation and economic development.
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