
FACTORS AFFECTING TEANSFER PRICING AND INCOME SEI1TING (?) BET WEEN
CINADIN AND UNITED STATES TRANSNATIONAL CORPORATIONS

Transnational corporations <TNCs) creatB subsidiaries to, lover

manufacturing costs on a global basis by strategically exploiting

tedinological advantages, reputat ion, tradeauarks, brand names, and

econoiaies of scale (Romie 1992). Cross-border subsidiaries

increase the stock of investment and capital (in
th host count~ry), provide eployment opportunities
and tax rvne, increase national output and rais.
wlfar. They also transfer techziology by the simple
process of establishing factories to produce goods
using new technooy. (Rugman 1985, 179)

Transfer pri.cing is onie technique used by TNCs to optimize these

str&tegies. 1However, trans pr~iig maipulations are constrained

by tax regulatons which theoreticlly prvnt incoiie shifting

amonQg susdari to miimz anid/or avoid taxeson in.ooe.

An unerlyÙig assupt.on of most tax authoities is 4at TNCs

ar able to shif t inoeto and from subidiaries to reduoc and/or

avod osthoe cunry ncme axs. NnU.Sbase TNCs xay

unertteteir U..axs b $11 bilio anulp ~which

isatriuabe otransfer prin prcie (Ernst & Y 193)

the highest Internal1 Revenue Servi.ce (IS adjstmnt to th4ir

repoted axabe inom1

income


