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The purpose of this paper is to evaluate the differentials effects of the tax rate on transfer pricing
activities in foreign direct investment enterprises in Vietnam. The study then suggests further research
on the determinants over transfer pricing activities of these enterprises to have better solutions in
dealing with transfer mispricing in Vietnam. A quantitative research method involving self-
administered closed-ended questionnaires were extended to Managing Directors/Chief Executive
Officers, Tax Managers/ Directors, Chief Finance Officers or Heads of Finance from foreign direct
investment enterprises in Vietnam. Findings indicate a strong relationship between corporate tax rate
differentials and the transfer pricing activities in foreign direct investment enterprises in Vietnam. The
findings support Vietnamese policymakers, academic researchers, auditors, investors to have further
study on the effect of the tax rate on transfer pricing activities of the enterprises. Nevertheless, tax

Transfer pricing officials and accounting representatives can have in-depth knowledge with regards to transfer pricing
activities which the outcome of this study aspires as guidance for better understanding the aspects of

transfer pricing while doing business in Vietnam.

© 2020 by the authors; licensee Growing Science, Canada

1. Introduction

In a global economy, transfer pricing has been long an issue of a particular intention of not only the governments but also
economists, investors or CEO, according to Akpojevwa (2014), Agarwal (2016), Hung (2017), Nguyen et al. (2019) and Nguyen
et al. (2020). As globalisation broadening, foreign direct investment (FDI) enterprises start to increase their international
investment and trade, transfer pricing (TP) becomes more matured with varieties of methods (Agarwal, 2016). Under this
context, many governments from developed and developing countries pay keen attention to have control over transfer pricing
in FDI enterprises (Akpojevwa, 2014; Dillman et al., 2014). Over the past years, the studies of TP for tax avoidance carried out
by FDI enterprises have always been highlighted at relevant conferences and meetings around the world, including the Summit
of G8, G20 or global forums on tax issues of Organization of Economic and Cooperation Development. Transfer pricing takes
special attention from senior government officials to experts, economists, managers as well as the economic institutions or
business communities as researchers seem to see it as a challenge to both developing and developed countries (Borkowaki,
1997b; Thang, 2015; Thu, 2018). In several developed countries, the governments have implemented several methods, including
tariff and non-tariff barriers to deal with this phenomenon, which have brought significant results. Specifically, the G20 member
countries passed the BEPS package of “base erosion and profit shifting” with 15 action plans since 2015. The so call BEPS
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package aims at developing solutions to prevent and to minimise the profit shifting, tax avoidance of multinational corporations.
Located in South East Asia, Vietnam is a developing country of which the Government has increasingly considered FDI as an
essential resource for national development. More than thirty years since the Law on Foreign Investment of Vietnam came into
effect in 1987, FDI into Vietnam has been increasing in terms of registered capital and implemented capital. According to the
statistic of Vietnam Ministry of Planning and Investment (2018), by the end of 2018, Vietnam has attracted more than 27,300
FDI projects with the total registered capital of approximately 340 billion US dollars. With their business, manufacturing and
trading, politicians, economists, and bankers considered FDI as a source of growth that brings about finance, expertise, know-
how, technology transfer, and also the markets. FDI enterprises also create many advantages, among which include providing
jobs, improving the quality of human resources, integrating profoundly and broadly into international trade. In another aspect,
besides ethical impacts, FDI enterprises also generate some remaining and disadvantages. Among these disadvantages is the
drawback of TP abuse to avoid taxes, transferring profits to the country of origin (Hung, 2017). Aiming at maximising profits
in business, TP has been long used in multinational enterprises with cross-national related transactions, or among parent
companies and their branches in different countries. With the varieties in tax systems, mainly corporate income tax, these
multinational companies (MNCs) will apply different methods of pricing, technology - intellectual and resources transfer, to
allocate and reallocate the profits among companies of one group. In parallel with globalisation, FDI capital and resources flow
can quickly go from this country to others, and TP abuse develops in different types and methods. This situation can make the
tax officials hard to evaluate the real business situation of the companies, whether the loss is real or they make profits but
reporting of loss. As TP activities in FDI enterprises in Vietnam is getting more complicated, the government records of many
FDI enterprises reporting of profit loss (but still enlarge their business). Therefore, this paper is carried out to identify the factors
that corporate tax rate differentials among countries effect on TP activities of FDI enterprises in Vietnam. The research question
is carried to know: What is the relationship between corporate tax rate differentials among countries and TP activities in FDI
enterprises in Vietnam. The need for understanding whether corporate tax rate differentials have impacts on TP activities of FDI
enterprises is critical to have a suitable program in dealing with the TP abuse. Findings derive through this paper will provide a
more precise picture of the TP situation in Vietnam for a better tax rate in the future. In term of academia, the study on the
impact of corporate tax rate differentials on TP activities in FDI enterprises can be the base for other researches in approaching
TP and TP abuse, under the context of complex TP activities of multinational corporations in this open economy.

2. Review of Literature

The transfer pricing activities that enterprises are carrying out and the anti-transfer pricing activities being carried out by the
governments have always been going opposite site. Whenever the governments deploy any new method or solution to manage
transfer pricing activities, the enterprises will promptly find other ways to set transfer price, because the enterprises' final
objective is always profit. Many types of research have shown that transfer pricing activities pose several negative impacts on
the host countries, namely tax losses, import turnover growth, and business competition inequality. This is the main reason that
makes public governance as well as the business community to take transfer price and transfer pricing as a hot issue of special
attention. We can find many policymakers, researchers, economists, specialists and businesses pay particular interest in this
issue. In international and in Vietnam researchers, there have been a lot of researches and articles relating to transfer price and
transfer pricing with different point of views, methodology, objectives, in both theory and reality, to clarify the definition, nature,
characteristics, method of transfer pricing; impacts of transfer pricing; or solutions to control transfer pricing and transfer
mispricing. To understand, firstly, the author finds the definition of transfer price and transfer pricing. According to Organization
of Economic and Cooperation Development, transfer price is the price when members of transnational groups of companies
carry out the transactions with each other (for instance the sales of raw materials or technology transferring), this transfer price
is showed in the accounts of these enterprises and used for the calculation of official accounting and profits. This transfer prices
that set by multinational corporations will affect the amount of profits that they report in the country that they have their business.
Several researchers in Vietnam including Nguyen (2018) and Do (2014) both agree that “transfer price” is a universal term that
shows how the price is set in internal transactions among member companies of one multinational company. That is the price
that these multinational companies set for the import and export activities of their member companies. However, while foreign
researchers study on transfer price as an independent term, as the authors, as mentioned earlier, but "transfer price" in a
transparent relationship with a transaction, under these researches, Vietnamese authors state that "transfer price" in affiliated
transactions is set higher or lower to fulfil the objectives of enterprises, therefore to minimise the tax payment, and finally to
maximise the benefit. As a result, setting transfer price is the cause leading to transfer pricing and pose adverse effects on the
socio-economic condition of the host nations. According to many foreign researchers such as Agarwal (2016), United Nations
(2013), Borkowski (1997), Kayfetz & Helzel (1996), Lecraw (1985), Stewart (1977), or Lall (1973), when the companies have
affiliated relationship, they carry out their internal transaction with an internal transfer price that is not the market price (this
price can be higher or lower than the market price), in order to change the loss and profits of member companies, in order to
reduce the tax payment lower than when transaction with the market price, then this activity is called transfer mispricing or
transfer pricing manipulation. According to Patroi (2013), transfer prices are the “end-point of ingenuity in the area of tax
legislation”, because transfer prices are the link between tax regulations existing in different national and international markets.



H. N. Nguyen et al. /Accounting 6 (2020) 293
Foreign researches and domestic researches have shown that the purpose of any companies when applying transfer mispricing
or transfer pricing manipulation is to maximise the profits by minimising corporate income tax payment, to keep their targets or
to analyse the management evaluation. This can be interpreted that these companies will reallocate profits from countries with
a high tax rate to countries with low tax rate or tax heaven to reduce total tax payment in all countries of the multinational
corporations. This will lead to the situation when the tax rate differentials among countries will have an impact on the transfer
pricing activities of foreign direct investment enterprises in Vietnam. Agarwal (2016) in his research also agreed with the point
that stated by Organization of Economic and Cooperation Development that: by changing the transfer prices among different
transactions, one multinational corporation will reflect its revenue under different types in one country to minimise the tax
payment at this country; and by changing internal transfer price in internal transactions, MNCs can transfer before tax profit
from one country to another country to maximise after-tax profit. The author also has a study on the term of foreign direct
investment enterprises to define it clearly. According to Organization of Economic and Cooperation Development, a Foreign
Direct Investment enterprise is an enterprise locating in one country and in which the investor living in another country owns,
either directly or indirectly, with at least 10% of its voting power for an incorporated enterprise or an equivalent for an
unincorporated one. The ownership of 10% voting power shows the existence of a direct investment relationship between the
direct investor and the direct investment enterprise. Furthermore, the ownership of at least 10% of the voting power of the
enterprise is supposed to be necessary for the investor to have sufficient influence and compelling voice in its business
management. In the Investment Law of Vietnam (2014), FDI enterprises are defined as economic organisations that meet the
conditions and shall carry out investment procedures according to regulations applicable to foreign investors that having 51%
or more of the charter capital by foreign individuals or organisations. For the study of this paper, foreign direct investment
enterprises are chosen according to this definition of the Investment Law of Vietnam and these enterprises present in Vietnam.
Every year, the General Department of Statistics of Vietnam will release the statistics include the number of foreign direct
investment enterprises in Vietnam, state what countries or territories that the investors of these enterprises come from and
therefore the author can have a look at the countries when they start their investment into Vietnam. The economic theory suggests
that foreign direct investment enterprises always want to maximise total after-tax profits by allocating revenues to low-tax and
deductions to high-tax jurisdictions, according to Horst (1971). Therefore, transfer mispricing is widely believed to be the main
reason for the activities of income shifting. The author also finds a significant source of theoretical literature showing that
transfer pricing responses to income tax differentials (Horst, 1971; Halperin and Srinidhi, 1987; Eden, 1998). The tax rate gap
among countries is a reason that related parties involving in transfer pricing (Duong, 2018). Those countries uniquely named as
tax haven have always taken particular intention from FDI enterprises as they do their business in a foreign country. According
to the research of Liu, Tim, and Guo (2017), companies often manipulate the transfer prices to shift profits to lower-taxed
destinations and tax-motivated transfer pricing abuse is prevalent in those nations and territories that are not tax havens, and the
corporate tax rates are often at the low to medium level. Tax can be used to explain why investors have to move from their
original countries to other countries, doing business and setting up branches, companies in other countries and territories. One
possible reason for this may be the fact that the tax difference among countries has been creating strong incentives for
multinational enterprises to reallocate their divisional accounting profits by manipulating transfer prices.

3. Research Methodology

The authors applied the research onion provided by Saunders et al. (2016) to do this research. The research onion here is a
bounded framework with six layers: research philosophies; research approaches; research strategies; research methods; the time
to carry out the research and academic study; and the process of data collection and data analysis to achieve critical findings.
Based on the literature review, Hypotheses were developed, whereby, there is a relationship between corporate tax rate
differentials and TP activities of FDI enterprises in Vietnam. In this hypothesis, “corporate tax rate differentials” is the
independent variable, “foreign direct investment enterprises” is mediating variable and “transfer pricing activities” is the
dependent variable.

Corporate Tax FDI enterprises Transfer pricing

Rate Differentials > activities

H1 H2
Fig. 1. Hypotheses
The hypothesis is developed. Hypothesis 1: there is a relationship between corporate tax rate differentials and foreign direct
investment enterprises and Hypothesis 2 is that foreign direct investment enterprises have a relationship with transfer pricing
activities. This focuses on foreign direct investment enterprises, not domestic enterprises, therefore the authors set the hypothesis
that these foreign direct investment enterprises pose an impact on transfer pricing activities of enterprises. Approaching the first
layer, the authors have a choice among research philosophies. The four main research philosophies include positivism,
constructionism, critical realism, and pragmatism (Sekaran & Bougie, 2013). This study is based on primary data collected from
a significant sample size, which is supported by positivism philosophy. The second layer of research opinion relates to the
research approach, which includes deductive and inductive, according to Saunders et al. (2016). To study this paper, the author
has selected a deductive approach due to several reasons. The paper is to research the activities behaviour of Vietnamese FDI
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enterprises, and there is a large number of empirical evidences that relate to this study’s topic. In the context of TP activities,
deductive approach is more appropriate to be applied as Armat et al. (2018) affirmed that deductive approach is better used
when some views or previous findings and theories are available for target social phenomenon. Another essential reason to
choose this research approach is that deductive is suitable for positivism philosophy (Bilau et al., 2018), with a large sample
size (Saunders et al., 2016). This research strategy is based on a deductive approach (Saunders et al., 2016) in which primary
data were collected to verify the hypotheses of this study. Secondly, this research strategy helps to analyse the activities
behaviour of FDI enterprises towards TP. Also, according to Saunders et al. (2016) survey strategy is often lower cost and
shorter time in comparison to the others, which is last but not least reason for choosing this research strategy. The quantitative
research method is used, and statistical analyses were performed to generate findings for this study (Saunders et al., 2016) based
on structured, Likert scale questionnaires which were adapted and developed for this study (Biggam, 2015). The evaluation of
causal linkages among variables was performed (Saunders et al., 2016; Easterby-Smith et al., 2015).

For this study, secondary data is collected from published statistics and official reports in Vietnam and worldwide that relate to
the issue. Moreover, given to the understandings of primary data, the authors decided to collect data from questionnaires with
the respondents — which is a useful data collection instrument in case of quantitative research is applied (Walliman,
2017). According to Hanlon and Larget (2011), the population of this paper refers to the FDI enterprises locating in Vietnam
that having controlled transactions with its affiliated partners. The author also collects this information in the questionnaire, and
when the enterprise does not meet this criterion, it will be deleted from the dataset. Expected respondents of these enterprises
will be Chief Executive Officers or Managing Directors, Tax Managers, Tax Directors, Chief Finance Officers, Heads of Finance
or at an equivalent position from the enterprises. Nevertheless, by the end 0of 2018, Vietnam has attracted 27,300 FDI enterprises
(Ministry of Planning and Investment, 2018). In terms of population, the probability sampling method was used for the study as
this helps the researcher to control sampling biases and systematic errors. The main sub-technique of probability sampling that
is applied in this study is systematic sampling with the benefit of very easy to conduct, less cost and convenient in case of a
large population (Etikan & Bala, 2017). Having the technique for sampling, with a high population, two sample sizes are
generated accordingly. The original sample size is decided for the pilot test of the survey, and the second one is chosen for the
official survey. The sample size for the pilot test of the survey is generally from 25 to 100, or it consumes 10% of the sample
size of the official survey (Memon et al., 2017). And the researcher targets at the sample size of 379 respondents, a good number
according to Krejcie and Morgan (1970), Cohen (1969). However, in order to collect enough 379 respondents, 500
questionnaires were delivered based on a 70% response rate

Email survey with self-administered questionnaires was used in this study. The motivation of using email survey is that corporate
internet usage rate in Vietnam is 100% of the total population. The corporate tax rate differentials are measured with four items.
Transfer pricing activities has three measurement items, and foreign direct enterprise has three measurement items. In terms of
corporate tax rate differential, the author measure to know the response in the same corporate income tax among countries will
minimize transfer pricing manipulation of enterprises; Vietnamese corporate income tax rate that the company has to pay
annually is high for the company; Transfer pricing activities among related parties can help reduce total global tax liability, and
Corporate income tax incentive affects TP activities. In terms of transfer pricing activities, the author measures the answers of
despondences in following questions: Transfer pricing activities are carried out to maximize the profits; Transfer pricing matters
are discussed in board meetings of FDI enterprises very frequently; parent companies often require transfer pricing from foreign
countries. In terms of foreign direct investment enterprises, the questions included: TP activities among related parties of FDI
enterprise can increase global consistency of approach; Corporate tax rate of different countries affect the transfer pricing
activities among these countries; TP activities among associated partners are a method that FDI enterprises use to operate its
business. The research questions are self-deployed; some of them are taken from Deloitte (2016) and Liu (2017). Each item in
the questionnaire table above is evaluated using a specific scale. According to Wadgave and Khairnar (2016), Likert scale is a
psychometric response scale that is used to get the responses of respondents when they receive a set of questions or statements.

Table 2
Questionnaires

Corporate Tax Rate Differentials

1. The same corporate income tax among countries will minimize transfer pricing manipulation of enterprises 1 2 3 4 5
2. Vietnamese corporate income tax rate that the company has to pay annually is high for the company 1 2 3 4 5
3. Transfer pricing activities among related parties can help reduce total global tax liability 1 2 3 4 5
4. Corporate income tax incentive has effect on TP activities 1 2 3 4 5
Transfer Pricing activities
1. Transfer pricing activities are carried out to maximized the profits 1 2 3 4 5
2. Transfer pricing matters are discussed in board meetings of FDI enterprises very frequently 1 2 3 4 5
3. Transfer pricing is often required by parent companies from foreign countries. 1 2 3 4 5
FDI enterprises
1. TP activities among related parties of FDI enterprise can increase global consistency of approach 1 2 3 4 5
2. Corporate tax rate of different countries have effect on the transfer pricing activities among these countries 1 2 3 4 5
3. TP activities among associated partners are a method that FDI enterprises use to operate its business. 1 2 3 4 5
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Likert scale is often categorized through three-point scales, five-point scales or seven-point scales and Likert scale can help the
author to examine how the respondents to rate whether they agree or disagree with a statement. It is also needed to pay attention
that Likert scale ranks the respondents’ answers from low to high with the negative pole is on the left-hand side, and the positive
pole is on the right-hand side, according to Hartley (2013). In this study, five points Likert scale is utilized to collect the
respondents’ attitudes with 1 as strongly disagree, 2 as disagree, 3 as neutral, 4 as agree, and 5 as strongly agree. The
questionnaire is displayed in Table 2. Statistical Package for the Social Sciences (the software owned by IBM with version
SPSS 16.0) and AMOS. Finally, ethical considerations are also at concerns of the author while carrying out survey involving
the participation of respondents according to Saunders et al. (2016).

4. Empirical Analysis

The expected population of 379 respondents is used for official survey, a thorough analysis of the study. For this paper, 150
respondents have filled up with the questionnaires. The researcher applies SPSS software to analyse: descriptive statistics,
reliability test, and exploratory factor analysis. AMOS software is then used to analyse the research model and hypothesis
testing.

4.1. Demographic of the enterprises

The demographic figures of FDI enterprises are shown in Table 3. These include the operation time, business field, and the
department in charge of TP of the enterprises. It also includes whether the enterprise has an internal TP policy or not.

Table 3
Categories of FDI enterprises
Variable Characteristics Frequency Percent
Annual average turnover More than 200 billion VN dongs 42 28
100 — 200 billion VN dongs 67 447
50 — less than 100 billion VN dongs 36 24
Less than 50 billion VN dongs 5 33
Total 150 100
Average profit rate >0 37 24.7
=0 50 333
<0 63 42
Total 150 100
Controlled transactions with parent company/ Yes 121 80.7
associated partners No 29 19.3
Total 150 100
Number of controlled transactions No transaction 29 19.3
1 - 3 transactions 4 2.7
> 3 transactions 117 78
Total 150 100

Currently, the annual average turnover of the FDI enterprises is categorized into > 200 billion VN dongs; 100 — 200 billion VN
dongs; 50 — < 100 billion VN dongs; and < 50 billion VN dongs. The survey shows that most of the enterprises had the annual
average turnover of 100 to 200 billion Vietnam dongs (67 respondents, 44.7%), followed by more than 200 billion VN dongs
(42 respondents, 28%). The number of enterprises with a turnover of 50 to 100 billion VN dongs is 36 respondents, 24%.
Furthermore, only five respondents (3.3%) are from enterprises with turnover smaller than 50 billion VN dongs per year.
Furthermore, the average profit rate of these enterprises mostly profit-lost with 63 respondents, 42% have the figure of less than
Zero. 33.3% of respondents (50 enterprises) said they have no profit (profit rate of 0) and the remaining of 37 respondents
(24.7%) confirmed they have profit. Getting to know whether the enterprises have controlled transactions with their parent
company/associated partners or not, only 29 respondents (19.3%) pointed out that they have no associated transactions.
Meanwhile, 121 respondents (80.7%) said they have controlled transactions. Therefore, 29 respondents (19.3%) said they had
no affiliated transactions. Many of the respondents said they had more than three transactions every year (117 respondents,
78%), while only four respondents (2.7%) confirmed they had only 1 — 3 controlled transactions per year.

4.2. Descriptive statistics

Descriptive statistics express the mean value of each item in the questionnaire. The result obtained from the survey is presented
in Table 4. In terms of Corporate tax rate differentials, it includes four items being coded into from TRD1 to TRD4. Mean values
of TRD1, TRD2, TRD3, and TRD4 are 3.56, 3.73, 3.49 and 3.70, respectively. It is emphasized that three items of TRD1, TRD2,
and TRD4 have mean value more than 3.5 and TRD3 has to mean value less than 3.5 and higher than 2.5. Thus, it is concluded
that the respondents agree with the statement that: the same corporate income tax among countries will minimize transfer pricing
manipulation of enterprises; Vietnamese corporate income tax rate that the company has to pay annually is high for the company,
and corporate income tax incentive has an effect on TP activities. Otherwise, they are neither agreeing nor disagreeing with the
statements that transfer pricing activities among related parties can help reduce total global tax liability. For FDI enterprises,
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the author coded into FDI1, FDI2, and FDI3. The mean values of FDI1, FDI2, and FDI3 are 3.90, 3.78 and 4.03, respectively.
This figure shows that the respondents agree with all the statement items of this variable. The respondents agree that transfer
pricing activities are carried out to maximize the profits; transfer pricing matters are discussed in board meetings of FDI
enterprises very frequently, and transfer pricing is often required by parent companies from foreign countries. For the transfer
pricing activities, the author coded into TP1, TP2, and TP3. The mean values of TP1, TP2, and TP3 are 3.24, 3.58 and 3.31.
Item TP1 and TP3 have a mean value of less than 3.5 and higher than 2.5. Thus, it is concluded that they are neither agreeing
nor disagreeing with all the statements TP activities among related parties of FDI enterprise can increase global consistency of
approach, and TP activities among associated partners are a method that FDI enterprises use to operate its business. TP2 has the
mean value of more than 3.5, means that the respondents agree with the statement that: the corporate tax rate of different
countries affect the transfer pricing activities among these countries.

Table 4
Descriptive Statistics

N Minimum Maximum Mean Std. Deviation

TRDI1 150 1 5 3.56 0.596
TRD2 150 1 5 3.73 0.723
TRD3 150 1 5 3.49 0.599
TRD4 150 1 5 3.70 0.758
FDI1 150 1 5 3.90 0.702
FDI2 150 1 5 3.78 0.834
FDI3 150 1 5 4.03 0.750
TP1 150 1 5 3.24 0.939
TP2 150 1 5 3.58 0.861
TP3 150 1 5 3.31 0.891
Valid N (listwise) 150

4.3. Reliability test analysis

The author carries out a reliability test to check the internal consistency among items of one variable. Cronbach’s alpha,
Corrected item-total correlation, and Cronbach’s alpha if item deleted are calculated. Cronbach’s alpha is used to test of the
inter-item consistency, according to (Sekaran and Bougie, 2013), Cronbach’s Alpha is utilized to know the average inter-
correlation among the items used to measure the concepts. The closer Cronbach’s Alpha is to 1, the higher the internal
consistency reliability, the range of 0.70 is considered to be acceptable if the figure is 0.80 that will be good and excellent for
0.90. On the other hand, if the range is low under 0.60, the variable will be considered not suitable for the study and should find
the item that affects the measurement, to see whether should remove it to improve the inter-item consistency. Besides, when
deleting one item, the new Cronbach’s alpha must be smaller than the original value before this item is deleted. The result is
presented in Table 5. Cronbach’s alpha values for corporate tax rate differentials, foreign direct investment enterprises and
transfer pricing activities is calculated at 0.762, 0.754 and 0.849 respectively, and all the figures are higher than 0.70. The
corrected item-total correlation of the reliability test shows that all items have the value of more than 0.30. The last figure, when
one item is deleted, the new Cronbach alpha is lower than the original one. Therefore, it can be concluded that internal
consistency among items of a factor is satisfied. Furthermore, none of the input is deleted because the reliability test is accepted.
The author then continues to EFA analysis to get the result of the survey.

Table 5
Reliability test analysis
Factor Code Cronbach’s Alpha Corrected Item-Total Correlation Cronbach's Alpha if Item Deleted
Corporate Tax Rate Differentials TRD1 0.762 0.632 0.674
TRD2 0.633 0.664
TRD3 0.544 0.716
TRD4 0.467 0.756
Foreign Direct Investment FDI1 0.754 .638 .617
Enterprises FDI2 .565 700
FDI3 .557 .700
Transfer Pricing Activities TP1 0.849 .810 .694
TP2 .560 .826
TP3 .801 7107

4.4. EFA Analysis

EFA analysis is required to calculate KMO and Bartlett’s test. The components of initial eigenvalues of more than 1.0 are
accepted, and selected components must have cumulative % variance of more than 50%. Factor loading of each item is expected
to be higher than 0.5 and Varimax is used as a rotation technique. The EFA analysis is conducted, and the result is presented in
Table 6 as follows:



H. N. Nguyen et al. /Accounting 6 (2020) 297
Table 6
EFA Analysis result after Varimax rotation
KMO = 0.748; Bartlett’s test = 638.290 , p-value < 0.001

Component 1 2 3 Communalities
Initial eigenvalues 3.819 1.824 1.255
% of variance 38.186 18.244 12.547
TRD1 0.854 0.746
TRD2 0.744 0.642
TRD3 0.753 0.612
TRD4 0.622 0.451
FDI1 0.829 0.741
FDI2 0.806 0.674
FDI3 0.682 0.652
TP1 0.939 0.900
TP2 0.669 0.594
TP3 0.935 0.886

The obtained findings from KMO and Bartlett’s test confirm that EFA is able to use for the data set of 150 respondents. KMO
value is 0.748, and it is higher than 0.5. At the meantime, Bartlett’s test value is estimated at 638.290 and p-value less than
0.001. The result means that KMO and Bartlett’s test satisfy the pre-test of EFA and the data analysis technique is suitable.
There are three components which are extracted with initial eigenvalues of more than 1.0 and the cumulative % variance
explained by these components is higher than 50%. Component 1 has an initial eigenvalue of 3.819, and it can be used to explain
for 38.186% of the variance. Component 1 have all items of corporate tax rate differentials. The initial eigenvalue of component
2 is 1.824, and it can be used to explain for 18.244% of the variance. Component 2 have all items of the transfer pricing activities.
Component 3 has an initial eigenvalue of 1.255, and it can be used to explain for 12.547% of the variance. Component 3 includes
all items of foreign direct investment. The detail description of each component is shown further as follows: Component 1
includes all items of corporate tax rate differentials and factor loading values calculated for TRD1, TRD2, TRD3, and TRD4
are 0.854, 0.744, 0.753 and 0.622 respectively. All factor loading values are higher than 0.5. Component 2 includes all items of
transfer pricing activities and factor loading values calculated for TP1, TP2 and TP3 are 0.939, 0.669 and 0.935 respectively.
All factor loading values are higher than 0.5. Component 3 includes all items of the capacity of foreign direct investment
enterprises and factor loading values calculated for FDI1, FDI2, and FDI3 are 0.829, 0.806 and 0.682 respectively. All factor
loading values are higher than 0.5.

4.5. Evaluation of research model

AMOS is used to evaluate research model. The output of the model fit in presented in Table 7. It is significant that Chi-square/df
(CMIN/DF) is 1.445, and it is lower than 5. CFI value is calculated at 0.983 and RMSEA is 0.055, all justified with the
benchmark. It can be concluded that the model is fitted with the dataset. Therefore, hypothesis testing will be analyzed in the
next section.

Table 7

Research Model
Indicator Benchmark Result
Chi-square/df <=5 1.445
CFI >0.9 0.983
RMSEA <=0.08 0.055

4.6. Hypothesis testing

The result of hypothesis testing is presented in Table 8 below:

Table 8
Hypothesis testing

Estimate S.E. C.R. P-value Hypothesis Result
FDI « TRG 0.747 0.159 4.697 bk H1 Supported
TP < FDI 0.502 0.147 3.421 ool H2 Supported

H, indicates that the corporate tax rate differentials have positive and significant effects on foreign direct investment enterprises.
The coefficient is estimated at 0.747, justified the benchmark of more than 0.2. The p-value is less than 0.001. Therefore, H1 is
supported. H2 indicates that foreign direct investment enterprises have positively and significantly affected the transfer pricing
activities. The coefficient is estimated at 0.502, higher than 0.2. The p-value is less than 0.001. Therefore, H2 is accepted. So,
after all analysis and testing, the result shows that hypothesis 1: there is a relationship between corporate tax rate differentials
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and foreign direct investment enterprises is supported and Hypothesis 2 that foreign direct investment enterprises have a
relationship to transfer pricing activities is supported. These results will lead to discussion and recommendations in the next
parts of this paper.

5. Discussion and empirical results
The obtained empirical results are similar to previous studies, support the conceptual framework that the author proposes. In

this study, corporate tax rate differentials are found to have a strong relationship with transfer pricing activities of foreign direct
investment enterprises. Fig. 2 below illustrates the relationship between factors and items after SEM is conducted:

Corporate Tax > Foreign direct Transfer Pricing
Rate Differentials 0.747 investment enterprises 0.502 Activities
(p<0.001) (p<0.001)

Fig. 2. Model estimation result

As seen from the empirical results, Hypothesis | revealed that the corporate tax rate differentials had positive and significant
effects on foreign direct investment enterprises with the coefficient is estimated at 0.747, justified the benchmark of more than
0.2. The p-value is less than 0.001. Therefore, in this research, this hypothesis is supported. In the same way, Hypothesis 2
shows that foreign direct investment enterprises positively and significantly affected the transfer pricing activities with the
coefficient was estimated at 0.502, higher than 0.2(P<0.001). Therefore, in this research, the hypothesis is accepted. These
results show how corporate tax rate differentials have effects on foreign direct investment enterprises, and then foreign direct
investment enterprises also have effects on transfer pricing activities. This finding contributes to the understanding in transfer
pricing activities of foreign direct investment enterprises in Vietnam, go along with the activities that the General Department
of Taxation of Vietnam is carried out under the direction of the General Department of Taxation of Vietnam. The policymakers,
lawmakers and economists when looking at the transfer pricing activities of foreign direct investment enterprises in Vietnam,
upon this result, can pay more attention to the corporate tax rate differentials between Vietnam and other countries to have
appropriate policies. The results in previous studies including the researches of Liu, Li, Tim, and Guo (2017), Nguyen and
Duong (2018), Duong (2018), have shown the significance of tax rate differentials among countries in transfer pricing activities
of foreign direct investment enterprises. Liu, Li, Tim, and Guo (2017) have suggested that enterprises often have transfer
mispricing to transfer the profits from a higher-taxed country to a lower-taxed country. They also assumed that transfer pricing
manipulation for tax motivation is popular in countries with low-to-medium-level corporate tax rates. Nevertheless, the literature
review showed the impact of corporate tax rate differential among countries on the transfer pricing activities of foreign direct
investment enterprises. The main issue identified during the setting of this research with regards to the tax rate gap was the
impact of tax rate gap among countries on transfer pricing activities in FDI enterprises. A few questions regarding respondents’
perception about whether tax rate gap between Vietnam and other countries is among priorities in investment decision of
investors, Vietnam tax rate can change the company’s approach to TP activities, corporate income tax incentive affects TP
activities, “tax haven” countries have an impact on TP activities of FDI enterprises, transfer pricing activities among related
parties can help reduce total global tax liability. According to Table 8, there is an adequate relationship between the corporate
Tax rate differential and Transfer pricing activities. It was further concluded that the regression weight for Transfer pricing
activities in foreign direct investment enterprises is significant. Therefore, the hypothesis is proven valid. Table 8 describes the
relationship between corporate Tax rate differential and Transfer pricing activities. Therefore, this study describes that corporate
Tax rate differential has a significant favourable influence on transfer pricing activities of foreign direct investment enterprises
in Vietnam. The above findings are supported by the findings of Liu, Li, Tim, and Guo (2017), Duong (2018), Nguyen and
Duong (2018). It is concluded that the corporate Tax rate differential plays an essential role in transfer pricing activities of
foreign direct investment enterprises. In this study, the respondents agree with the statement that the respondents agree that the
corporate tax rate differential impact on transfer pricing activities in FDI enterprises. In term of Corporate tax rate differentials,
it is concluded that the respondents agree with the statement that: the same corporate income tax among countries will minimize
transfer pricing manipulation of enterprises; Vietnamese corporate income tax rate that the company has to pay annually is high
for the company, and corporate income tax incentive has an effect on TP activities. Otherwise, they are neither agreeing nor
disagreeing with the statements that transfer pricing activities among related parties can help reduce total global tax liability.
This research also shows that the respondents agree with all the statement that transfer pricing activities are carried out to
maximize the profits; transfer pricing matters are discussed in board meetings of FDI enterprises very frequently, and transfer
pricing is often required by parent companies from foreign countries. The result gained from the research indicates that
respondents are neither agreeing nor disagreeing with all the statements TP activities among related parties of FDI enterprise
can increase global consistency of approach, and TP activities among associated partners are a method that FDI enterprises use
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to operate its business. The respondents agree with the statement that: the corporate tax rate of different countries affect the
transfer pricing activities among these countries.

6. Conclusions and Recommendations

Transfer pricing has been getting its attention in many areas, especially in the field of tax and economics as enterprises expand
their businesses across countries, where the gap in tax rates among these economies may arise. To partly contribute to a better
understanding of TP, the research aims to identify the relationship between corporate tax rate differentials and TP activities of
FDI enterprises in Vietnam. The theoretical and empirical review has been made related to the issues. From the literature review,
the author has shown how transfer price and transfer pricing are defined in international and Vietnamese researches. The
definition of foreign direct investment enterprises is also examined in the term of Organization for Economic and Cooperation
Development and under the Investment Law of Vietnam. Also, from the literature review, the author sees that former researchers
found the relationship between the corporate tax rate differentials among countries and the transfer pricing activities of the
foreign direct investment enterprises. With the rising issue of transfer pricing in Vietnam, the author sees the need to continue
study on TP, supplement and renew theory to catch up with globalization in the current context of TP management and control.
The research methodology is examined in session three. Research onion is, and it requires the choices of research philosophy,
research approach, research strategy, research method, time horizon, and data collection. After the discussions, the researcher
applies positivism research philosophy and deductive research approach. Moreover, the survey is chosen as a research strategy
and primary data, therefore, is collected from a self-administered questionnaire. The researcher relies on Survey Monkey, which
is known as an online survey tool to implement the survey. Secondary data is also collected from published statistics and reports,
and the role of this data is visible in literature. 150 respondents from FDI enterprises in Vietnam have given feedback on
questionnaires. The empirical result shows that corporate tax rate differentials are found to have a strong relationship with
transfer pricing activities of foreign direct investment enterprises. The author finds acceptable internal consistency reliability of
the research, model testing, EFA analysis and hypothesis testing accepted with Hypothesis 1 and Hypothesis 2, which is similar
to the literature review. Therefore, based on this result, the author suggests further research on the relationship between corporate
tax rate differentials and transfer pricing activities of FDI enterprises in Vietnam to be conducted with the official survey of 379
respondents as suggested in Methodology. With the above empirical analysis, the author recognizes the limitation of the study
as the findings may be correct only for the sample, not for the whole population. However, further research in terms of the effect
that corporate tax rate differentials pose on TP activities of FDI enterprises can be carried out upon this conceptual study
framework. These further researches can give recommendations for better tax rate in Vietnam and can help much in suggesting
a better solution to TP abuse. To further study the tax rate gap among Vietnam and other countries to have better solutions with
transfer pricing manipulation. This suggestion was supported as the results of the findings in the study of Liu, Li, Tim, and Guo
(2017) as they discovered in their study that transfer mispricing with tax motivation is popular in countries that are not tax
havens and have low-to-medium-level corporate tax rates. With the above-chosen research methodology components, the
researcher recognizes several limitations of the study. Firstly, the paper findings are based on limited sample size. Even the
sample size is acceptable for academic studies provided by previous researchers; the author is aware of expected findings may
be correct for this sample only and may not be correct for the whole population. Secondly, the limitation may come from the
chosen self-administered questionnaire as this kind of survey’s weakness is that the answers of the respondents are not verified,
and the respondents may provide the feedback that does not reflect their real thinking.
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