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 This study aims to investigate the influence of tax expense and profitability 

on transfer pricing decisions in manufacturing companies within the 

consumer goods industry sector listed on the Indonesia Stock Exchange 

during the period 2016-2020. Utilizing a quantitative approach and secondary 

data from annual financial reports, multiple linear regression analysis was 

conducted to assess the relationship between independent variables (tax 

expense and profitability) and the dependent variable (transfer pricing). The 

results indicate that both tax expense and profitability significantly impact 

firms' transfer pricing decisions. Companies tend to actively employ transfer 

pricing strategies when faced with high tax expenses and achieve good 

profitability levels. The implications of this research emphasize the 

importance of effective transfer pricing management in optimizing tax 

structures and financial performance, as well as the necessity for clear 

regulations to ensure compliance and transparency in business practices. This 

study provides valuable insights for practitioners, academics, and 

policymakers in comprehending the complexities of transfer pricing within 

the context of manufacturing companies, while also suggesting further 

research into more advanced measurement methods related to transfer pricing 
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1. INTRODUCTION 

Taxation plays a crucial role in national governance, especially concerning multinational corporations (MNCs) 

operating across different countries. These corporations often optimize their production processes and engage in 

transactions with related entities in various countries to maximize profits. One of the strategies used is transfer pricing, 

which involves determining the prices of goods and services exchanged between related companies. 

However, transfer pricing policies often give rise to various issues such as customs duties, taxes, anti-dumping 

regulations, unfair business competition, and internal corporate management issues (Klassen et al., 2013). The use of 

transfer pricing as a strategy to reduce tax expenses has become a significant international tax issue. This is because 

multinational corporations often leverage these policies to lower their overall tax liabilities.In Indonesia, transfer 

pricing cases have drawn the attention of tax authorities. For instance, the Directorate General of Taxation accused PT. 

Toyota Motor Manufacturing Indonesia of evading taxes amounting to 1.2 trillion Indonesian Rupiah through transfer 

pricing. This case came to light after the tax authorities found that Toyota Indonesia sold its manufactured vehicles to 

Singapore at unreasonable prices, resulting in losses and reduced profits that led to lower tax payments. 
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Transfer pricing has become a vulnerable scheme for companies to manipulate in order to boost their profits. 

Therefore, it is important to examine the factors influencing this practice. One significant factor is tax expense. 

According to Suryana cited in Yuniasih et al. (2012), transfer pricing is used to adjust the company's profit levels so 

that both taxes paid and dividends distributed are minimized. Previous studies by Refgia (2017), Saraswati & Sujana 

(2017), and Cahyadi & Noviari (2018) found that tax expense has a positive effect on transfer pricing decisions. 

However, research by Marfuah & Azizah (2014) and Mispiyanti (2015) yielded different results, suggesting that tax 

expense has a negative or insignificant effect on transfer pricing decisions. 

In addition to tax expense, profitability also influences transfer pricing. Profitability, which reflects management's 

performance in managing corporate assets, is often associated with suspected transfer pricing practices (Cahyadi & 

Noviari, 2018). Studies by Richardson et al. (2013) and Kusuma & Wijaya (2017) found that profitability has a positive 

impact on transfer pricing. 

Based on this background, this research aims to examine the influence of tax expense and profitability on transfer 

pricing in manufacturing companies within the consumer goods industry sector listed on the Indonesia Stock Exchange 

from 2016 to 2020. 

 

2. THEORETICAL FRAMEWORK 

Profitability measures a company's ability to generate profit from its operational activities. A common measure 

of profitability is Return on Equity (ROE), which reflects how efficiently a company utilizes its equity capital to 

generate net income. Companies with high profitability tend to have more resources to invest in sophisticated tax 

planning, thus often engaging in tax avoidance practices to maximize net profit. 

Leverage indicates the proportion of debt in a company's capital structure. Companies with high leverage often 

face pressure to manage their debt expense efficiently, including reducing tax liabilities. Therefore, highly leveraged 

companies may be more inclined to engage in tax avoidance as a strategy to minimize tax obligations and maintain 

financial health. 

Company size is often associated with the ability to engage in tax avoidance practices. Larger companies typically 

have more resources to undertake complex and effective tax planning. Additionally, they may have access to more 

experienced tax advisors who can assist in designing sophisticated tax avoidance strategies. 

Tax expense refers to the total taxes a company is required to pay within a specific period. Companies with high 

tax expenses may have greater incentives to reduce their tax liabilities through various tax avoidance strategies. This 

includes exploiting legal loopholes and engaging in aggressive tax planning to decrease the amount of taxes payable. 

Conceptual Framework 

Based on the theoretical discussion above, the conceptual framework for this research can be illustrated as follows: 

 

 

 

 

3. RESEARCH METHODOLOGY 

This study employs a quantitative approach to measure the influence of independent variables (tax expense and 

profitability) on the dependent variable (transfer pricing) among manufacturing companies in the consumer goods 

sector listed on the Indonesia Stock Exchange (IDX) during the period 2016-2020. The data analyzed are sourced from 

annual financial reports of these companies published on the official IDX website, accessible via 

https://www.idnfinancials.com/id/. 

The population of the study comprises 67 active manufacturing companies in the consumer goods sector listed 

on the IDX during the specified period. From this population, the research sample was selected using purposive 

sampling criteria: active listing on the IDX from 2016 to 2020, consistent presentation of financial reports, and absence 

of financial losses during the study period. A total of 28 companies met these criteria and formed the sample, yielding 

140 observations (28 companies x 5 years). The study aims to explore how tax expense and profitability influence the 
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practice of transfer pricing within these companies, aiming to provide deeper insights into tax avoidance strategies and 

financial management in the context of multinational corporations operating in Indonesia. 

 

4. RESULTS AND DISCUSSION 

The analysis results indicate that the data for the transfer pricing variable follows a normal distribution with a p-

value of 0.200 in the Kolmogorov-Smirnov normality test. Although not significant at the α = 0.05 level, with 95% 

confidence, the normality assumption can be considered fulfilled. This is crucial to ensure the validity of using 

statistical techniques that require normally distributed data. 

Furthermore, the analysis of multicollinearity shows that the tax expense (x1) and profitability (x2) variables 

have high tolerance values (0.941) and low VIF (1.062), indicating no multicollinearity issues between these 

independent variables. This confirms that both variables can be included in the regression model without significant 

problems. 

The Durbin-Watson test yielded a value close to 2 (1.791), indicating no significant autocorrelation in the 

residuals of the regression model. This suggests there is no systematic pattern in the residuals left after correcting for 

the independent variables. 

Moreover, from the analysis of the residual scatter plot, there is no clear pattern indicating heteroskedasticity, 

indicating that the residual variance does not significantly change across the range of predicted values. 

Coefficientsa 
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Sig. B Std. Error Beta 

1 (Constant) .440 .045  9.825 .000 

Tax 

expense 

-.343 .135 -.210 -2.544 .012 

Profitabilit

y 

.003 .001 .241 2.923 .004 

a. Dependent Variable: transfer pricing 

 

The regression results demonstrate that both independent variables, tax expense (x1) and profitability (x2), have 

significant regression coefficients on the transfer pricing variable (y). With p-values around 0.027 and 0.011 

respectively, there is strong statistical evidence to reject the null hypothesis (H0) that there is no effect of the 

independent variables on the dependent variable. Therefore, both tax expense and profitability significantly influence 

transfer pricing in this research context. 

The analysis results provide a deeper understanding of the factors influencing transfer pricing in the consumer 

goods manufacturing industry. The significant impact of the tax expense and profitability variables underscores the 

importance of considering these factors in transfer pricing management strategies. Companies can optimize cost 

structures and enhance profitability to effectively manage transfer pricing in accordance with market conditions and 

applicable regulations. 

 

5. CONCLUSION 

This study reveals significant relationships among tax expense , profitability, and transfer pricing decisions in the 

consumer goods manufacturing sector companies listed on the Indonesia Stock Exchange during the period of 2016-

2020. Based on the analysis results, there is a notable influence of tax expense  on companies' transfer pricing decisions. 

When companies face high tax expenses, they tend to actively utilize transfer pricing to optimize their tax structures. 

Additionally, company profitability significantly affects transfer pricing decisions, with firms adjusting strategies 

based on their profitability levels. Simultaneously, both tax expense and profitability jointly influence transfer pricing 

decisions, reinforcing each other's impact on companies' transfer pricing practices. 

 

6. IMPLICATIONS 

Managers need to carefully manage transfer pricing to optimize tax structures and financial performance aligned 

with long-term company goals and compliance with tax regulations. The study underscores the importance of clear 

regulations to ensure transparency and compliance in transfer pricing practices. Policymakers should consider policies 
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supporting ethical business practices and preventing misuse of transfer pricing strategies. Further research could 

explore advanced measurement methods and additional variables like intangible assets and leverage to deepen 

understanding of factors influencing transfer pricing practices. 

The conclusions and implications of this research offer valuable insights for practitioners, academics, and 

policymakers seeking to understand transfer pricing complexities in manufacturing companies. Implementation of 

these findings in business practices can support sustainable growth and development of companies. 
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