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ABSTRACT: This narrative review investigates how 
multinational enterprises strategically utilize transfer pricing 
to facilitate international tax avoidance. The study aims to 
assess the role of pricing arrangements between related 
entities in shifting profits to low-tax jurisdictions. Using a 
comprehensive narrative methodology, literature was 
gathered from databases such as Scopus and Google Scholar, 
applying specific keywords and inclusion criteria to identify 
relevant empirical and conceptual studies. The review 
identifies a pattern of aggressive transfer pricing behavior, 
particularly in industries dominated by intangible assets, 
including technology and pharmaceuticals. These sectors 
exploit gaps in regulatory frameworks, enabled by the vague 
implementation of the arm’s length principle. Regulatory 
interventions such as advance pricing agreements, while 
theoretically sound, often fail in practice due to institutional 
weaknesses, especially in developing countries. The 
discussion further reveals that systemic limitations—such as 
inadequate legal infrastructure, lack of transparency, and poor 
data access—contribute significantly to tax base erosion. 
Findings emphasize the need for harmonized global 
standards, enhanced international cooperation, and more 
equitable profit allocation mechanisms. The implications of 
unregulated transfer pricing extend beyond lost revenue to 
issues of income inequality and weakened public finance. This 
study concludes that addressing transfer pricing challenges 
requires structural reform, institutional strengthening, and 
sustained global collaboration.. 
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INTRODUCTION 

Transfer pricing, defined as the pricing of goods, services, and intangibles exchanged between 

affiliated entities within a multinational enterprise (MNE), has evolved into a central concern in 

the study of international tax avoidance. This practice, once a matter of internal corporate 

accounting, is now subject to heightened regulatory scrutiny as MNEs increasingly use it to shift 
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profits from high-tax to low- or no-tax jurisdictions. Scholars have highlighted the dual function 

of transfer pricing: while it enables cost allocation and financial control within global firms, it also 

opens avenues for tax base erosion, particularly when used to misrepresent the economic 

substance of transactions (Korol et al., 2022). As globalization accelerates and digitalized business 

models proliferate, the capacity of firms to exploit transfer pricing mechanisms grows, outpacing 

the ability of national tax administrations to respond with sufficient agility. 

Recent literature reveals a strong linkage between transfer pricing practices and tax revenue 

shortfalls across both developed and developing economies. The OECD reports a notable increase 

in the contribution of corporate income tax to total tax revenues, from 12.3% in 2000 to 15.3% in 

2020, reflecting the growing reliance on business taxation as a fiscal cornerstone (Korol et al., 

2022). Simultaneously, studies such as McGuire et al. (2023) demonstrate that firms facing 

constraints in operational adjustments often resort to sophisticated tax planning strategies, 

prominently through transfer pricing, to protect profitability. This confluence of rising fiscal 

expectations and aggressive corporate tax planning presents a profound challenge to the integrity 

of national tax systems. 

Empirical findings underscore the economic impact of profit shifting facilitated by transfer pricing. 

Liu et al. (2020) estimate that annual global losses in tax revenues due to such activities amount to 

hundreds of billions of dollars. In developing countries, these losses have more acute 

repercussions, given their narrower tax bases and greater dependence on corporate income tax as 

a share of total revenues. Jedlička (2021) emphasizes that in these contexts, aggressive tax planning 

by MNEs undermines public investment capacities and fiscal sovereignty. Nevertheless, 

jurisdictions that have introduced comprehensive anti-transfer pricing measures, such as stringent 

documentation requirements and transaction benchmarking protocols, have seen measurable 

increases in tax collections (Faccio & Fitzgerald, 2018), suggesting that regulatory innovation can 

yield substantive fiscal gains. 

Despite this, the implementation and enforcement of transfer pricing regulations are fraught with 

difficulties. One of the most significant obstacles is adherence to the arm's length principle, which 

demands that intra-group transactions mimic those between unrelated parties. This standard, while 

conceptually robust, proves operationally elusive in practice due to the unique and often intangible 

nature of goods and services traded within MNEs. Fonseca et al. (2024) argue that benchmarking 

these transactions against comparable market prices is challenging, particularly in the absence of 

reliable data. Furthermore, globalization exacerbates enforcement difficulties, as firms can 

reconfigure supply chains and legal structures to exploit inconsistencies between national tax rules. 

Park et al. (2016) highlight the importance of international cooperation and data-sharing 

mechanisms in enhancing the effectiveness of enforcement, but these efforts remain unevenly 

adopted. 

Governments also confront institutional and legal challenges in harmonizing transfer pricing 

enforcement across jurisdictions. Martins (2018) notes that the multiplicity of tax treaties and the 

diversity of legal interpretations of economic substance create inconsistencies that both MNEs 

and regulators must navigate. The compliance burden is thus twofold: for tax authorities 
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attempting to apply standards consistently, and for firms striving to meet divergent reporting 

requirements. The administrative cost of compliance and litigation in transfer pricing disputes 

remains high, further underscoring the complexity of this domain. 

These challenges are compounded by the fragmented nature of existing academic and policy 

literature on transfer pricing. Although several studies have explored the mechanisms of profit 

shifting, few provide systematic evaluations of the efficacy of regulatory interventions in curbing 

such behavior. Jensen and Rosenzweig (2015) identify a paucity of empirical evidence measuring 

the tangible outcomes of changes in transfer pricing policies. Similarly, Beebeejaun (2019) argues 

that the uneven implementation of the OECD’s Base Erosion and Profit Shifting (BEPS) Action 

Plan contributes to a patchwork of standards that impedes consistent global enforcement. Without 

robust cross-country comparative analyses, the global community lacks a shared understanding of 

best practices. 

This literature review seeks to address these gaps by critically examining the role of transfer pricing 

in international tax avoidance. The objective is to synthesize existing empirical and theoretical 

studies to better understand the mechanisms through which MNEs utilize transfer pricing for tax 

minimization. Particular attention will be given to evaluating how regulatory responses have 

shaped the behavior of multinational firms and influenced tax revenue outcomes. By mapping the 

variation in policy approaches and their effectiveness, this review aims to provide insights for 

policymakers seeking to design more equitable and enforceable tax regimes (Butarbutar, 2022). 

The review will encompass a wide geographic scope, analyzing jurisdictions from both the Global 

North and South to capture the full spectrum of challenges and responses to transfer pricing. 

Special focus will be placed on countries undertaking significant reforms in corporate taxation, 

offering a natural laboratory for assessing the impact of policy innovation. In addition, the study 

will examine industry-specific dynamics, particularly within sectors characterized by high volumes 

of intangible assets such as finance, information technology, and manufacturing. These industries 

often exhibit heightened vulnerability to aggressive transfer pricing strategies due to the inherent 

difficulties in valuing intellectual property and digital services (Pandey et al., 2024). 

In summary, transfer pricing stands at the intersection of global business strategy and national tax 

policy, serving as a conduit for both legitimate resource allocation and opportunistic tax avoidance. 

Its regulation is thus not merely a technical accounting issue but a cornerstone of fiscal equity and 

governance. The existing body of literature, while rich in descriptive insights, lacks comprehensive 

evaluations of the policy landscape across diverse economic and legal contexts. This review aims 

to contribute to filling this void by offering a critical synthesis of current knowledge, identifying 

key gaps, and proposing avenues for future research. A more integrated approach to understanding 

and regulating transfer pricing is essential to safeguarding national tax bases, especially in an era 

marked by intensifying global economic integration and technological transformation. 

 

METHOD 
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This study employed a narrative review methodology to comprehensively explore, evaluate, and 

synthesize academic literature concerning the relationship between transfer pricing and 

international tax avoidance, particularly within multinational enterprises (MNEs). The narrative 

review approach allows for a flexible, in-depth examination of a broad range of studies and 

theoretical perspectives. This method was chosen to facilitate a contextual and interpretive analysis 

of the evolution, practices, and policy implications surrounding transfer pricing strategies. 

To gather relevant sources, electronic academic databases including Scopus and Google Scholar 

were utilized. These databases were selected due to their expansive coverage of peer-reviewed 

literature, which includes journal articles, book chapters, and conference proceedings. The search 

process involved combining precise keyword searches with Boolean operators to maximize the 

relevance of retrieved documents. The keywords used included "transfer pricing," "international 

tax avoidance," "multinational corporations," "profit shifting," "tax evasion," "OECD guidelines," 

and "tax planning." Boolean operators such as AND, OR, and NOT were employed to filter results 

and refine the scope. For example, queries such as "transfer pricing AND international tax 

avoidance AND multinational corporations" were used to pinpoint studies addressing the 

interconnectedness of these topics. 

The inclusion criteria focused on identifying studies written in English, published in peer-reviewed 

academic journals, and explicitly addressing transfer pricing in the context of international tax 

avoidance. Both empirical and conceptual studies were considered, provided they contributed 

meaningful insights into MNE behavior, tax policy, or regulatory frameworks. Articles examining 

policy responses, including OECD guidelines and anti-avoidance measures, were also included. 

Emphasis was placed on studies published within the last two decades to ensure the inclusion of 

contemporary data and policy discussions (Korol et al., 2022; Liu et al., 2020). 

In contrast, exclusion criteria were used to omit studies that did not align with the thematic scope 

of this review. These included articles that did not focus on transfer pricing or international 

taxation, those written in languages other than English, and non-peer-reviewed publications such 

as commentaries, opinion pieces, or unverified sources. Additionally, older studies that predated 

major global tax initiatives like the OECD BEPS framework were excluded unless they provided 

historical context or foundational theories still relevant to current discourse (Kudrle, 2010; Büttner 

& Thiemann, 2017). 

The selection process began with a title and abstract screening to assess initial relevance. Full texts 

of shortlisted articles were then reviewed to confirm their suitability based on the criteria. Rather 

than employing a rigid coding or scoring system, the narrative review approach facilitated a 

thematic synthesis of content across selected studies. This allowed for the identification of 

recurring themes, variations across jurisdictions, and evolving patterns in both corporate behavior 

and regulatory responses. The method further enabled the critical interpretation of policy 

developments and scholarly debates surrounding transfer pricing (Jedlička, 2021; Faccio & 

Fitzgerald, 2018). 
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The literature incorporated into this review spans various types of research, including theoretical 

analyses, policy evaluations, case studies, and cross-country comparisons. This diversity is integral 

to the narrative review approach, which prioritizes depth and contextual interpretation over 

statistical aggregation. Legal studies and regulatory commentaries were also included where they 

offered insights into the practical implementation and challenges of anti-avoidance legislation 

(Butarbutar, 2022). 

By synthesizing diverse viewpoints and empirical findings, the narrative review provided a 

coherent and comprehensive understanding of how transfer pricing contributes to international 

tax avoidance. This methodology supported an interpretive exploration of factors such as the role 

of OECD guidelines, country-level policy innovations, enforcement limitations, and industry-

specific risks. Furthermore, it allowed for a critical examination of the broader implications for tax 

justice and global fiscal governance (Beuselinck & Pierk, 2022; Li & Chen, 2010). 

In summary, this narrative review employed a structured yet interpretive methodology to identify, 

analyze, and synthesize relevant literature on transfer pricing and tax avoidance. Through careful 

database searching, clearly defined selection criteria, and thematic analysis, this method ensured 

that the resulting discussion is grounded in robust academic insight while remaining adaptable to 

the complex, evolving nature of global tax policy. 

 

RESULT AND DISCUSSION 

The reviewed literature identifies transfer pricing as a pivotal mechanism used by multinational 

enterprises (MNEs) to strategically minimize tax obligations by shifting profits across jurisdictions 

with varying tax rates. This section presents the findings of the narrative review by organizing 

insights under three principal themes: (1) transfer pricing practices and tax avoidance strategies; 

(2) the role of regulation and counteractive measures; and (3) the impact of transfer pricing on 

national economies. Empirical studies, legal commentaries, and comparative international analyses 

are used to deepen the understanding of how transfer pricing affects global tax systems. 

Transfer pricing serves as a deliberate method for reallocating profits across international borders. 

MNEs often establish internal pricing structures for goods, services, royalties, or licenses 

exchanged between subsidiaries in different tax jurisdictions. These internal transactions are 

frequently priced in ways that deviate from arm's length market standards, thereby enabling firms 

to report inflated costs in high-tax countries and inflated revenues in low-tax jurisdictions (Fonseca 

et al., 2024; McGuire et al., 2023). Such pricing manipulation effectively concentrates taxable 

profits in favorable regimes and minimizes overall tax liabilities. Park et al. (2016) emphasize that 

these strategies are facilitated through sophisticated corporate structures and extensive intra-firm 

networks that exploit jurisdictional mismatches and regulatory loopholes. 

The intensity and sectoral prevalence of transfer pricing practices vary considerably. Sectors 

characterized by high volumes of intangible assets—such as technology and pharmaceuticals—are 

particularly susceptible to aggressive transfer pricing. These sectors often rely on licensing fees, 
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royalties, and service charges that are easily manipulated across borders. McGuire et al. (2023) 

illustrate that intangible-intensive industries frequently engage in transfer pricing to allocate profits 

away from higher-tax jurisdictions. Liu et al. (2020), using empirical evidence from the UK, 

observed that profit shifting via transfer pricing surged following reforms that inadvertently eased 

constraints on such practices. The study noted that firms adjusted their internal trade flows to 

reflect more favorable tax jurisdictions, thereby altering the actual geography of reported income 

and expenses. 

Efforts to curb transfer pricing abuse have led to the development of various anti-avoidance 

regulations. Key among them are the arm's length principle and advance pricing agreements 

(APAs), which are designed to ensure that intra-group transactions mirror market-based prices. 

However, while these regulatory tools are conceptually sound, their practical implementation 

remains inconsistent. Butarbutar (2022) points out that successful enforcement hinges on domestic 

tax authorities' capacity to audit and benchmark complex transactions. Rogers and Oats (2021) 

also argue that the arm's length principle often fails in industries lacking comparable market 

transactions, further limiting its effectiveness. 

In jurisdictions with limited institutional capacity, the enforcement of transfer pricing rules faces 

additional barriers. For example, Beebeejaun (2019) identifies weaknesses in Mauritius's regulatory 

framework, where insufficient legal definitions and lack of administrative resources hindered 

efforts to ensure compliance. In contrast, developed countries typically demonstrate more robust 

enforcement capabilities, supported by advanced data systems and experienced personnel. Jedlička 

(2021) highlights that developed countries often integrate transfer pricing enforcement with 

broader anti-avoidance strategies, producing more consistent outcomes. Faccio and Fitzgerald 

(2018) suggest that despite these disparities, the harmonization of global tax rules remains elusive, 

resulting in enforcement asymmetries that MNEs can exploit. 

Regulatory outcomes also differ significantly between developing and developed countries. In 

developed nations, policies such as country-by-country reporting and mandatory disclosure rules 

have enhanced transparency and enforcement. Conversely, in developing countries, resource 

constraints often limit the capacity to detect and litigate aggressive tax strategies. This enforcement 

gap creates an uneven playing field, where MNEs can adopt differential tax strategies based on 

jurisdictional weakness, exacerbating inequalities in global tax collection. Moreover, as Park et al. 

(2016) emphasize, developing nations frequently experience higher relative revenue losses from 

tax avoidance, magnifying the impact of weak transfer pricing oversight. 

Transfer pricing has significant implications for national tax revenues, especially in developing 

economies that rely heavily on corporate income taxes. Liu et al. (2020) estimate that global 

revenue losses attributable to profit shifting amount to several hundred billion dollars annually. 

These losses deprive governments of essential funding for public services, including education, 

healthcare, and infrastructure. The magnitude of the loss is often disproportionately borne by low-

income countries, where even marginal revenue erosion can destabilize public budgets. 

The broader economic implications of transfer pricing practices extend beyond tax collection. For 

instance, transfer pricing can influence the flow of foreign direct investment (FDI), as firms may 

prefer jurisdictions that offer lenient transfer pricing regulations or beneficial tax treaties. This 
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investment strategy can distort economic development patterns, favoring tax incentives over real 

economic fundamentals. Pandey et al. (2024) observe that in countries such as India, MNEs in the 

digital sector manipulate transfer pricing rules to allocate income to favorable jurisdictions, 

weakening the domestic tax base and undermining economic equity. 

Moreover, income inequality can be exacerbated when transfer pricing allows corporations to 

avoid fair taxation. By minimizing their tax obligations, MNEs reduce their contribution to 

national revenue systems, shifting the tax burden to less mobile sources, such as labor and 

consumption. This phenomenon undermines the principle of tax fairness and can lead to reduced 

public trust in the tax system. Pandey et al. (2024) further argue that differential tax treatment, 

enabled by aggressive transfer pricing, widens the income gap between beneficiaries of tax 

arbitrage and the general population, entrenching structural economic inequalities. 

In summary, the literature reveals that transfer pricing remains a principal instrument of tax 

avoidance among MNEs, enabled by regulatory loopholes, intangible asset mobility, and 

enforcement disparities. While anti-transfer pricing measures such as the arm's length principle 

and APAs offer some deterrence, their effectiveness varies significantly depending on the 

jurisdiction. Developed countries generally demonstrate more effective enforcement, while 

developing nations face persistent challenges in institutional capacity and legal coherence. These 

disparities not only result in uneven tax collection but also impact broader macroeconomic 

indicators such as FDI flows and income distribution. The findings underscore the urgent need 

for enhanced international coordination, capacity building in developing countries, and more 

sophisticated enforcement tools to address the persistent and evolving challenges posed by transfer 

pricing in a globalized economy. 

The findings from this review offer a nuanced contribution to the growing body of literature on 

international tax avoidance through transfer pricing. The systematic analysis of empirical and 

theoretical studies confirms earlier assertions that transfer pricing mechanisms are frequently 

manipulated by multinational enterprises (MNEs) to exploit inconsistencies in global tax regimes. 

Fonseca et al. (2024) underline how MNEs leverage disparities in statutory corporate tax rates to 

strategically allocate profits across jurisdictions. The empirical support found in this review, 

especially the sector-specific engagement in profit shifting activities, confirms that intangible asset-

heavy industries such as technology and pharmaceuticals are particularly susceptible to aggressive 

transfer pricing, a notion also emphasized by Rogers and Oats (2021). 

This study further reveals how the ambiguity in the application of the arm's length principle enables 

firms to capitalize on regulatory gaps. As Liu et al. (2020) noted, the practical challenges of 

identifying comparable market-based prices for intra-group transactions lead to inconsistent 

enforcement, which facilitates continued tax base erosion. These observations mirror longstanding 

critiques in the literature that question the feasibility of relying on arm's length methodologies in 

an increasingly digital and globalized economy. The difficulty in valuing intellectual property and 

digital services further compounds the issue, creating structural blind spots within current 

regulatory frameworks. 

Systemic and institutional factors play a significant role in determining the efficacy of a country’s 

response to transfer pricing-related tax avoidance. This review highlights that while developed 
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nations benefit from advanced legal frameworks, technological infrastructure, and more 

sophisticated audit systems, they are not immune to the complexity introduced by globalization 

and corporate diversification (Beebeejaun, 2019). Conversely, developing countries are 

disproportionately disadvantaged due to limited access to technical resources, trained personnel, 

and data transparency mechanisms. As Sander et al. (2024) argue, the absence of capacity in tax 

administrations contributes to regulatory inertia, allowing MNEs to engage in aggressive tax 

planning with minimal oversight. This institutional asymmetry between nations exacerbates global 

inequalities in tax enforcement and contributes to the uneven distribution of tax revenues. 

The growing literature has proposed several policy interventions to address the systemic 

weaknesses in the current international tax architecture. One prominent recommendation is the 

expansion and harmonization of tax treaties to facilitate automatic information exchange between 

jurisdictions, thereby enhancing transparency and enforcement (Martins, 2018). Faccio and 

Fitzgerald (2018) further advocate for a shift from the arm's length standard to a formulary 

apportionment approach, which would allocate global profits based on real economic indicators 

such as sales, assets, and employment. This model has been lauded for its potential to curb artificial 

profit shifting and to distribute tax bases more equitably across host countries. 

Additionally, many scholars recommend a redefinition and tightening of the arm’s length principle 

itself. Butarbutar (2022) emphasizes the need for clearer, more enforceable guidelines that consider 

the evolving nature of corporate structures and digital transactions. The current reliance on 

comparability analysis is increasingly viewed as inadequate, especially in contexts where no true 

market-based comparators exist. Policy innovations must therefore adapt to the realities of modern 

business, where virtual assets and cross-border services dominate the value chain. 

Enhancing corporate transparency is another critical reform direction supported by the literature. 

Yang and Metallo (2018) argue that country-by-country reporting requirements would compel 

MNEs to disclose their income, taxes paid, and business activities in each jurisdiction. This level 

of detail would empower tax authorities and civil society to scrutinize corporate tax behavior more 

effectively, thereby deterring exploitative practices. Furthermore, transparency reforms can help 

rebuild public trust in taxation systems and reduce perceptions of unfairness, particularly in low-

income countries where the tax burden is often disproportionately shouldered by small businesses 

and individuals. 

Another key concern is the growing "race to the bottom" among nations competing for foreign 

investment through lower corporate tax rates. Ponomareva (2022) discusses how this 

phenomenon undermines collective efforts to enforce equitable taxation by incentivizing 

jurisdictions to weaken their tax regimes. The literature increasingly calls for multilateral 

agreements to establish minimum tax standards and to prevent harmful tax competition. This 

would allow countries to pursue foreign direct investment without compromising their tax base or 

enabling aggressive tax avoidance. 

This review also underscores the critical need for capacity building in developing countries. Beyond 

policy reforms, there is an urgent requirement for technical assistance, training, and investment in 

data analytics capabilities to empower tax administrations. Solilová et al. (2021) advocate for global 

cooperation in strengthening institutions in resource-constrained settings. Without bolstering 
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these internal systems, even the most well-designed policies are unlikely to produce meaningful 

change. 

While this review reinforces many existing findings, it also identifies several areas where further 

research is necessary. One key limitation in the literature is the relative scarcity of longitudinal data 

evaluating the impact of new anti-avoidance regulations across different jurisdictions. Additionally, 

more comparative studies are needed to assess how cultural, institutional, and legal factors 

influence the design and enforcement of transfer pricing rules. Beuselinck and Pierk (2022) suggest 

that current models often rely on assumptions that may not hold true across diverse governance 

contexts, thus limiting their generalizability. 

The fragmentation of tax policy across jurisdictions remains a persistent barrier to effective 

enforcement. Despite the OECD's Base Erosion and Profit Shifting (BEPS) framework, its 

uneven implementation undermines its intended global harmonization. More research is needed 

to assess how different countries interpret and adapt BEPS recommendations, and to what extent 

these adaptations succeed in curbing tax avoidance. Moreover, as emerging digital economies 

reshape the global tax landscape, studies must explore how digital platform-based business models 

challenge traditional concepts of value creation and tax nexus. 

Incorporating interdisciplinary approaches can also enrich future research. Insights from 

behavioral economics, organizational theory, and international relations can help explain why 

certain regulatory measures succeed or fail. For instance, understanding the incentives and 

constraints faced by corporate tax planners can provide a more grounded perspective on 

compliance behavior. Likewise, examining the geopolitical dynamics that shape international tax 

negotiations can offer deeper insights into the feasibility of achieving global consensus on tax 

reform. 

 

CONCLUSION  

This narrative review contributes to the literature by integrating a sectoral and jurisdictional lens 

into the study of transfer pricing, highlighting how regulatory effectiveness is shaped by both 

corporate strategies and institutional capacities. The findings reaffirm that MNEs leverage profit-

shifting strategies—especially in intangible-intensive sectors—through mechanisms such as royalty 

manipulation and contract manufacturing. 

This review proposes three key policy implications for regulators and policymakers: 

1. Mandating Country-by-Country Reporting (CbCR) to enhance global transparency and 

standardize compliance requirements. 

2. Investing in digital tax infrastructure and forensic audit training, particularly in developing 

countries, to close the enforcement gap. 

3. Establishing multilateral arbitration protocols to address disputes that arise from cross-

border regulatory conflicts and inconsistent ALP interpretations. 
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By unpacking the interaction between corporate agency and institutional design, this study 

emphasizes the need for both technical reforms and global governance realignment. Future 

research should explore the long-term impact of digitalization on regulatory equity and whether 

novel approaches such as formulary apportionment could replace or complement the traditional 

arm’s length system. 
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