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A study of the Relationship Between Favorable Income
Tax and Transfer Pricing Among Affiliates
LIA® Xiao-jing',LIU Nian®

(1. Department of Pablic Finance,Shanghai University of Finance and Economics, Shanghai ,China,200433;
(2. School of Finance, Shanghai University of Finance and Economics, Shanghai,China, 200433)

Abstraction: Both the taxation administrations and companies concern about the prob-
lem that affiliates use the differences of their income tax burden to avoid tax by manipulating
internal transfer prices. This article sets up an economic model which involves the intermedi-
ate inputs theory and double taxation exemption coordination among different tax payers in a
same group, to analyze whether there are any incentives to avoid tax by affiliates in our
country’s current tax system. The conclusion shows that current tax system encourages tax
avoiding and that misuse of favorable taxing strengthens such effect. At last the article
makes some improving suggestions on the basis of the analysis.
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