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The Impact of Income Shifting on Foreign Firms' Ownership
and their Internal Transactions

Manwoo Lee*. Joonhwa Rho**

Abstract

The main object of this study is to show that foreign firms’ ownership and their internal
sales transactions influence on their income shifting. We investigate the extent of income
shifting through internal sales transactions and foreign firms ownership by analyzing the
gross profit ratio.

The extent of income shifting is caculated as internal transactionsX(arm’s length
price-transfer price). If foreign firms ownership influences internal transactions and
transfer pricing, foreign firms” ownership will lead to the decrease firms’ earnings ratio.

The results of the empirical analysis show that the firms with more internal sales
transactions show lower earnings ratio. The analysis of foreign firms’ ownership shows
that the firms  earnings ratio differs depending on the extent of foreign firms’ ownership.
The analysis suggests that the higher the degree of foreign ownership is. the larger the
earnings ratio is. But when the foreign ownership is higher than seventy percent, the
results suggest the opposite.

* College of Business Administration, Korea University
** Samduk Accounting Corporation
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