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Abstract 

The objectives of this research is to analyze the effect of tax minimization, firm size, foreign ownership bonus 
mechanism, and exchange rate on transfer pricing decision in multinational company engaged in 
manufacturing that listed on Indonesia Stock Exchange from the year of 2015 to 2016. Sampling method in 
this study is using purposive sampling using 8 criterias that have been determined. The result of binary 
regression analysis shows that only tax minimization that has positive effect on transfer pricing decision. 
While the others variable which are, firm size, foreign ownership, bonus mechanism, and exchange rate do 
not has an effect on transfer pricing decision. 
Keywords: transfer pricing, tax minimization, firm size, foreign ownership, bonus mechanism, 
exchange rate  

 

Abstrak 
Penelitian ini bertujuan untuk menganalisis pengaruh minimalisasi pajak, ukuran perusahaan, 
kepemilikan asing, mekanisme bonus, dan exchange rate terhadap keputusan transfer pricing 
perusahaan multinasional yang bergerak dalam bidang manufaktur yang terdaftar di Bursa Efek 
Indonesia dari tahun 2015 sampai 2016. Pengambilan sampel menggunakan purposive sampling dengan 
8 kriteria yang telah ditentukan. Hasil penelitian dari tes regresi binari menunjukan bahwa hanya 
minimalisasi pajak yang mempunyai pengaruh positif terhadap keputusan transfer pricing. Sedangkan 
variabel lainnya yaitu, ukuran perusahaan, kepemilikan asing, mekanisme bonus, dan exchange rate 
tidak berpengaruh terhadap keputusan transfer pricing. 
Keywords: transfer pricing, minimalisasi pajak, ukuran perusahaan, kepemilikan asing, mekanisme 
bonus, exchange rate 

 

 
INTRODUCTION  
ASEAN Economic Community (AEC) has been declared on December 31st, 2015. It opens a great 

opportunity for the creation of free ASEAN where access to transactions will be very easy. It almost has 

no boundaries for the countries in ASEAN. The traders, laborers, micro small and medium enterprises 

(SMEs) and companies will easily enter Indonesia and other countries in the ASEAN region. This is also 

certainly a great opportunity for multinational companies to expand, open new subsidiaries, even a 

transfer pricing. 

In fact, transfer pricing has become one of the most visible and controversial topics in the global tax 

avoidance debate. It is supported by Ernst and Young’s 2016 survey that the number of firms indicating 

tax risk management as their top transfer pricing priority has surged to 75%, up from 66% in their 2013 

survey; in 2007 and 2010, that proportion was just 50%. 

Indonesia itself already has a high tax rate which is 25%. Since then, it will motivate multinational 

companies to transfer the taxable income to a country with lower tax rates in order to reduce the total 
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tax burden of the multinational corporation. Based on Directorate General of Taxation Indonesia, in 

2012, from 1.161 Foreign Investment Tax Payers who transacted with affiliates abroad, a number of 436 

taxpayers reported the Annual Tax Return has a loss with total affiliation amounting to Rp 76.22 trillion. 

This number increased rapidly in 2013, from 1,284 Taxpayers Foreign Investment Taxes who 

transacted with affiliates abroad, a number of 515 taxpayers reported the Annual Tax Return has a loss 

with total affiliated transactions amounting to Rp 269.33 trillion. 

With the issuance of Base Erosian and Profit Shifting (BEPS) Action by the Organization for 

Economic Cooperation and Development (OECD), G-20 countries agreed to close loophole tranfer 

pricing by creating a more transparent international taxation world. Especially for Indonesia, the 

government has issued Government Regulation (PP) Number 74 of 2011 on Procedures for the 

Implementation of the Right and Fulfillment of Taxation Obligation, which is further stipulated in 

Regulation of the Minister of Finance (PMK) Number 213/PMK.03/2016 on Document Type and or 

Information Additional Compulsory Kept by Taxpayers Transacting with Related Parties and 

Management Procedures. This rule has been signed by Finance Minister Sri Mulyani Indrawati on 

December 30, 2016. 

Research on the effect of a tax on transfer pricing itself has been done. Jacob (1996) found that 

transfers between large corporations can lead to lower global tax payments in general. So that the 

multinational corporation get benefit from the shift of revenues of countries with high taxes to countries 

with low taxes. Swenson (2001) finds that import tariffs and taxes have an effect on incentives for 

transfer pricing transactions. This is also in line with what Bernard et al., (2006) found that the price of 

related party transactions relates to the tax rate and tariff on imports of the destination country. In 

addition, Yuniasih et al., (2012), Hartanti (2014), and Refgia (2017) also found that the tax positively 

affects the company’s decision to transfer pricing. One reason is to reduce the burden of taxes because 

in business practices generally, entrepreneurs identified tax payments as an expense so that it will 

always try to minimize the tax burden.  

In addition to tax motivation, the decision to transfer pricing is also influenced by firm size. 

According to Rego (2003) states that larger firms typically engage in more business activities and 

financial transactions than smaller firms. Large companies have more complex operational activities 

than small firms, making it more likely to make earnings management. Moreover, Bernard et al., (2006) 

observed that larger firms engage in greater manipulation of transfer prices. Research conducted by 

Richardson, et al., (2013) proves that firm size has a positive effect on the company’s decision to transfer 

pricing. But according to Kiswanto and Purwaningsih (2014) and Refgia (2017) found that firm size has 

a negative effect on transfer pricing decision. 

Another thing that also affects the company’s decision to transfer pricing is foreign ownership. 

Kiswanto and Purwaningsih (2014) and Refgia (2017) found that foreign ownership positively affects 

the company’s decision to transfer pricing. Most Asian companies have a concentrated ownership 
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structure (Dynaty et al., 2012). The concentrated ownership structure tends to create a conflict of 

interest between the controlling shareholder and the non-controlling shareholder. Controlling 

shareholder under PSAK No. 15 is an entity that owns 20% or more shares directly or indirectly so that 

the entity is considered to have a significant influence in controlling the company. The controlling 

shareholder may be owned by an individual, a government, or a foreign party. As share ownership of 

foreign controlling shareholders grows larger, the foreign controlling shareholder has greater control 

over the decisions within the company that benefit him so that controlling shareholder may misuse the 

right of control for his own welfare (Dionysia, 2013). One of them by transfer pricing. The foreign 

controlling shareholder sells the product from the company he or she controls to his private company 

for a price below the market. Based on the explanation it can be possible that foreign ownership may 

affect the least amount of transfer pricing that occurs. 

Bonus mechanisms can also influence a company’s decision to transfer pricing. According to Healey 

(1985) states that managers who have information on the company’s net profit will act opportunistically 

to make earnings management by maximizing the profit of the current period. According to Lo et al. 

(2010) found that there is a tendency for management to take advantage of transfer pricing transactions 

to maximize the bonuses they receive if the bonuses are based on earnings. As Hartati et al. (2014), when 

the awarding of bonuses is based on the amount of profit, it is logical if the directors try to take action 

to manage and manipulate the profit in order to maximize the bonuses and remuneration they receive. 

But based on Refgia (2017) found that bonus mechanism does not influence transfer pricing decision, 

because, in her research sample, the profit data is more likely stable from the previous year to the recent 

year. It means that the companies sample are less interested in manipulating earnings and transfer 

pricing to maximize the bonus. 

In addition to these factors, exchange rates can also influence the company’s decision to transfer 

pricing. Cravens and Shearon Jr (1996) stated that in order to control the risks from profit or loss of 

transactions, the company can use transfer pricing as a protective fence to deal with changes in exchange 

rates. Transfer pricing can be used to reduce the exposure of multinational corporations’ transactions 

on the risk of exchange rate changes by moving funds into strong currencies. According to Chan, Landry, 

and Jalbert (2004) states that multinational companies may try to curb foreign exchange rate risk by 

moving funds into strong currencies through transfer pricing to maximize overall corporate profits. 

Bernard et al., (2006) also found that there is an effect of exchange rate on transfer pricing decisions 

inside and outside the firm; an appreciation of the dollar reduces the difference between the prices. 

However, different from Marfuah and Azizah (2014) stated that the size of the exchange rate does not 

affect the company’s consideration whether the company will choose to make transfer pricing decisions 

within the company. This is probably due to the company’s financial statements, there are many losses 

on foreign exchange gains or losses so that the exchange rate does not become the main focus in 

management’s tendency to utilize transfer pricing transactions. 
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Based on the explanation in the research background, yet there is still a research gap between one 

previous research and the other then researcher is interested to conduct research entitled “The Effect of 

Tax Minimization, Firm Size, Foreign Ownership, Mechanism Bonus, and Exchange Rate to Transfer 

Pricing Decision (Empirical Study on Multinational Company Engaged in Manufacturing that Listed on 

Indonesia Stock Exchange in the Period of 2015 to 2016)”. 

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

 

2.1. Agency Theory 

Agency theory that introduced by Jensen and Meckling (1976) describes the relationship 

between agents and principals. The agency theory arises when there are two parties that are 

interconnected and mutually bound, where one party (the principal) employs another party (agent) 

to execute a number of services and authorizes the agent to make the best decision for the principal. 

The agency relationship can cause an imbalance when there is information asymmetry. 

Information asymmetry is a situation where the agent has more information than the principal 

because the principal is not directly involved in the management of the company so that it does not 

have access to adequate information. Therefore, as a manager, the agent has an obligation to give a 

signal about the condition of the company to the owner (Ujiyantho and Pramuka 2007). If it is 

assumed that the individual acts for the purpose of maximizing self-interest, then the agent will tend 

to hide some information that the principal does not know. According to Ujiyantho and Pramuka 

(2007) information asymmetry that occurs between the agent with the principal provides an 

opportunity for agents to act opportunistically, namely acting in order to gain personal gain. 

From the description above can be seen that there is a tendency where the agent can do 

transfer pricing especially with parties that have a special relationship. Based on PSAK No. 7 of 2010, 

related parties are those who have control over other parties or parties that may influence the 

decision-making. According to Jensen and Meckling (1976), transactions between related parties 

are seen as opportunistic transactions and may lead to the friction of interest between the 

transacting parties which is consistent with the agency theory. 

Transactions between related parties or so-called transfer pricing are used for the purpose 

of maximizing corporate profits. If the agent utilizes information asymmetry to obfuscate principals 

and maximize self-interest to get bonus, transfer their asset, even to minimize the tax and maximize 

profit through transfer pricing, it is possible that agents do transfer pricing through manipulation 

transactions at unrealized prices. This study will examine influence of minimize tax payments, firm 

size, foreign ownership, bonus mechanism, and exchange rate on transfer pricing decisions. 

 

2.2. Tax and Transfer Pricing 
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Tax minimization tends to create a conflict of interest between the government as a principal 

party with the multinational companies as the agent. Multinational companies, as a taxpayer, has an 

obligation to pay the corporate tax to the government. If the company does not pay the tax, they will 

get a sanction. The government itself believes that the tax is a large income for Indonesia. So the 

multinational companies must pay taxes in accordance with the amount that has been determined 

and set the provisions of taxation in the law, since it is their obligation as a taxpayer. But 

multinational companies assume that taxes are an expense to the company. So companies are trying 

to reduce taxes through tax planning by utilizing the existing holes in the law. One way is to do 

transfer pricing. This transfer pricing abuse will make government loss their income from the tax. 

But for the multinational companies, they will get their self interests which is a high profit by doing 

that kind of moral hazard to the government as their principal. 

Jacob (1996) found that transfers between large corporations can lead to lower global tax 

payments in general. The study found that multinational corporations profited because of the shift 

of income from high-tax countries to low-tax countries. Then, Swenson (2001) found that tariffs and 

taxes had an effect on incentives for transfer pricing transactions. Bernard et al., (2006) also found 

that the price of related party transactions and arm’s-length is related to the tax rate and tariff on 

imports of the destination country. In addition, Yuniasih et al., (2012), Hartanti (2014), and Refgia 

(2017) also found that the tax positively affects the company’s decision to transfer pricing. One 

reason is to reduce the burden of taxes because in business practices generally, entrepreneurs 

identified tax payments as an expense so that they always try to minimize the tax burden. 

Based on the above explanation, it can be concluded that if the company is in a country with 

high tax rates, this means the higher the level of activity of the company’s pricing transfer will occur. 

This happens because the company will try to reduce the burden of one of the tax burden in order 

to reduce the cost of the company. So it can be formulated that the hypothesis in this study is as 

follows: 

H1: Tax minimization has a positive influence on transfer pricing decision 

2.3. Firm Size and Transfer Pricing 

Large companies can be said also as a company that has a more complex management 

system and have a higher profit as well. So it can be said that the greater a company then the volume 

of transfer pricing more and more. Google, Starbucks, and Amazon are great examples of companies 

that are proven to transfer pricing due to partnerships and trusts. 

According to Rego (2003) states that larger firms typically engage in more business activities 

and financial transactions than smaller firms. Moreover, Bernard et al., (2006) observed that larger 

firms engage in greater manipulation of transfer prices. Richardson et al., (2013) also found that 

larger firms (as opposed to smaller firms) tend to have substantial intercompany transactions that 
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may have transfer pricing. But based on Kiswanto and Purwaningsih (2014) and Refgia (2017) 

found that firm size has a negative influence on transfer pricing decision. 

Based on the above explanation, it can be concluded that the larger a company the greater 

the motivation to transfer pricing. This is because of the partnerships and trusts in the big companies 

themselves. So it can be formulated that the hypothesis in this study is as follows: 

H2: Firm size has a positive influence on transfer pricing decision 

 

2.4. Foreign Ownership and Transfer Pricing 

Foreign ownership tends to create a conflict of interest between the controlling 

shareholders as a principal party with the minority shareholders as the agent. A foreign party that 

has a share more than 20% can be called as a controlling shareholders because that foreign party 

has a significant influence and a majority shares in a company. This controlling shareholders can 

easily transfer the assets or even a profit to the outside of company using transfer pricing for their 

own selft interest, but the cost is paid by the minority one. The minority will suffer any kind of losses 

because of this moral hazard that has been done by the foreign ownership who has a controlling 

shareholder. 

Research conducted by Kiswanto and Purwaningsih (2014) and Refgia (2017) shows that 

foreign ownership positively affects the company’s decision to transfer pricing. Refgia (2017) found 

that the greater foreign ownership in a company, the greater their influence in deciding transfer 

pricing that this decision will give benefit to them. Dyanty et al., (2012) also stated that the higher 

the controlling rights of the controlling shareholder, including the foreign controlling shareholder, 

allowing the controlling shareholder to instruct the management to engage in related party 

transactions. It is also supported by Dionysia (2013) that stated as share ownership of foreign 

controlling shareholders grows larger, the foreign controlling shareholder has greater control over 

the decisions within the company that benefit him so that controlling shareholder may misuse the 

right of control for his own welfare. One of them by transfer pricing. The foreign controlling 

shareholder sells the product from the company he or she controls to his private company for a price 

below the market. Based on the explanation it can be possible that foreign ownership may affect the 

least amount of transfer pricing that occurs. 

Based on the above explanation, it can be said that when the owner of shares owned by the 

holders of the foreign controlling is greater, the greater the opportunity to transfer pricing. This is 

because the foreign controlling shareholder has the right of control to determine the transfer pricing 

policy. So it can be formulated that the hypothesis in this study is as follows: 

H3: Foreign ownership has a positive influence on transfer pricing decision 

 

2.5. Bonus Mechanism and Transfer Pricing 
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Bonus mechanism tends to create a conflict of interest between the board directors as a 

principal party with the key management as the agent. The key management has an obligation to do 

the mandate from board directors which is to run the company well and make a profit. But 

sometimes there is a condition that will make the company loss for a reason. The key management 

tries to make the profit looks good even when actually it is loss. So that, the key management will 

get bonus for the good performance which is make a lot of profit. One way is to do a transfer pricing 

transaction. But it will make suffer for the board directors because it is not the real profit. 

According to Healey (1985) states that managers who have information on the company’s 

net profit will act opportunistically to make earnings management by maximizing the profit of the 

current period. Research conducted by Lo et al., (2010) from America, found that there is a tendency 

of management to utilize transfer pricing transactions to maximize the bonuses they receive if the 

bonus is based on profit. This is also in line with research conducted by Hartati et al., (2014) shows 

the effect of bonus mechanisms on the decision of transfer pricing company. In order to get the 

bonus from the owner of the company, the directors will try as much as possible in order to increase 

overall profit of the company including by doing transfer pricing. But based on Refgia (2017) found 

that bonus mechanism does not influence transfer pricing decision, because, in her research sample, 

the profit data is more likely stable from the previous year to the recent year. It means that the 

companies sample are less interested in manipulating earnings and transfer pricing to maximize the 

bonus. 

Based on the above explanation, it can be said that when the bonuses obtained by directors 

and managers are determined based on the overall profit of the company, the directors and 

managers will tend to take action to manage the company’s earnings to look great by transfer 

pricing. Transfer pricing is done so that directors and managers can maximize the bonuses they 

receive. So it can be concluded that the greater the bonus that would be accepted by the directors 

and managers, the greater the motivation of directors and managers to do transfer pricing. So it can 

be formulated that the hypothesis in this study is as follows: 

H4: Bonus mechanism has a positive influence on transfer pricing decision 

 

2.6. Exchange Rate and Transfer Pricing 

Most multinational companies request exchange of one currency with another currency to 

make payments. However, the constantly fluctuating exchange rates result in the amount of cash 

needed to make payments also uncertain. The consequence is that the unit of currency of the country 

of origin required to pay for raw materials from abroad may vary even though the supplier does not 

change prices. This can cause a profit or loss for the company. Companies that want profit are more 

likely to use a stronger currency to express their cash. So as to reduce the risk of an exchange rate, 

multinational companies use transfer pricing to transfer funds to a strong currency.  
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Cravens and Shearon Jr (1996) stated that in order to control the risks from profit or loss of 

transactions, the company can use transfer pricing as a protective fence to deal with changes in 

exchange rates. Transfer pricing can be used to reduce the exposure of multinational corporations’ 

transactions on the risk of exchange rate changes by moving funds into strong currencies. According 

to Chan, Landry, and Jalbert (2004) states that multinational companies may try to curb foreign 

exchange rate risk by moving funds into strong currencies through transfer pricing to maximize 

overall corporate profits. Bernard et al., (2006) also found that there is an effect of exchange rate on 

transfer pricing decisions inside and outside the firm; an appreciation of the dollar reduces the 

difference between the prices. 

Based on the above explanation, it can be said that the exchange rate affects cross-border 

transactions. Changes in the exchange rate of a currency will make the transactions that occur in 

favor of one of the parties involved in the transaction. So the more fluctuating the exchange rate, the 

higher the company’s motivation to transfer pricing. This is because the company tries to reduce the 

risk through the practice of transfer pricing. So it can be formulated that the hypothesis in this study 

is as follows: 

H5: Exchange rate has a positive influence on transfer pricing decision 

 

RESEARCH METHODOLOGY 

2.1. Type of Research 

The type of research used in this study is quantitative research that using financial 

statements of multinational companies engaged in manufacturing from Indonesia Stock Exchange 

in the period of 2015 – 2016. 

2.2. Operational Definition and Measurement of Variable 

2.2.1. Dependent Variable 

Transfer pricing is calculated by dichotomous approach when the company sells to a 

related party it will be assigned a value of 1, whereas the company that does not sell to a related 

party will be assigned a value of 0. 

2.2.2. Independent Variable 

a. Tax Minimization 

Researchers used the Cash ETR proxy (cash tax payments) to measure the effective 

tax rate on the actual tax paid company. Cash ETR is the ratio of cash taxes paid to 

corporate earnings before income taxes (pretax income). 

 

 

 

b. Firm Size 

𝐶𝐸𝑇𝑅𝑖𝑡 =  
𝐶𝑎𝑠ℎ𝑇𝑎𝑥𝑒𝑠𝑃𝑎𝑖𝑑𝑖𝑡

𝑃𝑟𝑒𝑡𝑎𝑥𝐼𝑛𝑐𝑜𝑚𝑒𝑖𝑡
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This study will use total assets to measure firm size because asset values are 

relatively more stable than sales (Sudarmaji and Sularto, 2009 in Kiswanto and 

Purwaningsih, 2014). 

 

 

c. Foreign Ownership 

The measurement of the percentage in this study is measured using the proportion 

of ordinary shares held by foreign divided by the total shares outstanding. The 

amount of foreign ownership in question is the number of shares owned by a foreign 

party. While the total outstanding shares, calculated by adding up all shares issued 

by the company. 

 

 

 

 

d. Bonus Mechanism 

Bonus mechanism in this research is measured by a concept from Subekti and 

Sumargo (2015) in Ramadhanti and Indrayanto (2016) that is by using a proxy from 

total compensation value received by directors for one year. 

 

 

e. Exchange Rate 

The exchange rate is calculated from the profit or loss of sales by the following 

formula (Marfuah and Azizah, 2014): 

 

 

 

 

2.3. Data Analysis Technique 

2.3.1. Descriptive  Statistics Analysis 

According to Ghozali (2013), a descriptive statistic is statistic used to give a description 

or description of data seen from a mean value, standard deviation, variance, maximum, 

minimum, sum, range, and the other. 

2.3.2. Multicollinearity Test 

𝑆𝐼𝑍𝐸 = 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 

𝐹𝑜𝑟𝑒𝑖𝑔𝑛 𝑂𝑤𝑛𝑒𝑟 𝑆ℎ𝑖𝑝 =  
𝑇𝑜𝑡𝑎𝑙 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖𝑝

𝑇𝑜𝑡𝑎𝑙 𝑂𝑢𝑡𝑠𝑡𝑎𝑛𝑑𝑖𝑛𝑔 𝑆ℎ𝑎𝑟𝑒𝑠
× 100% 

𝐵𝑂𝑁𝑈𝑆 = 𝑇𝑜𝑡𝑎𝑙 𝐵𝑜𝑛𝑢𝑠 𝑖𝑛 𝑂𝑛𝑒 𝑌𝑒𝑎𝑟 

𝐸𝑥𝑐ℎ𝑎𝑛𝑔𝑒 𝑅𝑎𝑡𝑒 =  
𝑃𝑟𝑜𝑓𝑖𝑡 𝐿𝑜𝑠𝑠 𝑜𝑛 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 𝐸𝑥𝑐ℎ𝑎𝑛𝑔𝑒

𝑃𝑟𝑜𝑓𝑖𝑡 𝐿𝑜𝑠𝑠 𝐵𝑒𝑓𝑜𝑟𝑒 𝑇𝑎𝑥
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Multicollinearity test in this study is using correlation matrix 

between independent variables. If the value is less than 0.8 means that there is no correlation 

between independent variables in this research. 

2.3.3. Binary Regression Analysis 

Binary regression is a regression used to find the regression equation where the 

dependent variable (response variable) is categorical type of two options such as yes or no, or 

more than two options such as: disagree, agree, strongly agree. This study uses binary regression 

analysis because the dependent variable is measured by dichotomy variable (0 or 1) and the 

independent variable is a mix between continuous (metric) and categorical (non-metric) 

variables. The regression model used to test the hypothesis is as follows: 

 

 𝒀 =  𝜶 + 𝜷𝟏𝑿𝟏 +  𝜷𝟐𝑿𝟐 + 𝜷𝟑𝑿𝟑 + 𝜷𝟒𝑿𝟒 +  𝜷𝟓𝑿𝟓 +  𝒆 

 

Notes: 

Y = Transfer Pricing 

 X1 = Tax Minimization 

 X2 = Company Size  

 X3 = Foreign Ownership 

 X4 = Bonus Mechanism  

 X5 = Exchange Rate 

 α = The value of Y if X = 0 

 β1-β5 = Coefficient of Regression 

e = Error or Residual 

 

 

RESULT AND DISCUSSION 

This research took a sample of companies that belong to multinational company engange in 

manufacturing that listed in Indonesia Stock Exchange in the period of 2015 – 2016. Based on 

observation in the official website of Indonesia Stock Exchange (www.idx.co.id), there are 144 

companies belonging to the category of manufacturing sub-sector.  

Sampling method in this research using purposive sampling with total 8 predetermined criteria. 

There are 23 companies that meet the criteria of the research sample. The number of companies is 23 

with 2 years of time period observation so the amount of research sample is 46 companies. The rest of 

the companies is excluded from the research sample because they are not meet the criteria that have 

been determined. 

http://www.idx.co.id/
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Table 1 
Sample Selection with Purposive Sampling Method 

No Criteria Total 

1 Multinational companies engaged in the manufacturing sector that listed on 
Indonesia Stock Exchange in the period of 2015 – 2016   

144 

2 Companies did not completely publish financial statement during 2015 – 2016  (13) 
3 Companies suffered any losses during 2015 – 2016  (48) 
4 Companies’ foreign ownership is less than 20% (2) 
5 Companies did not have foreign ownership data (41) 
6 Companies did not have the key management’s bonus data (7) 
7 Companies did not have profit/loss on exchange rate data (4) 
8 Companies did not use Rupiah as their currency (6) 
Number of companies that fulfilled the criteria 23 
Total research sample during 2015 – 2016 (23x2) 46 

 
4.1. Descriptive  Statistics Analysis 

The dependent variable in this research is transfer pricing has a minimum value of 0 and a 

maximum value of 1 with a standard deviation value of 0.34050. The average value of the transfer 

pricing variable is 0.8696. This means that 86.96% of the 46 samples are as many as 40 sample 

companies do a transaction of transfer pricing. 

Variable tax minimization which is the independent variable in this research has a minimum 

value equal to -31.78 and a maximum value equal to -0.07. The mean value of variable tax 

minimization is -1.0783 with a standard deviation of 4.65904. This indicates that the average 

company pays taxes by cash of 1.0783 from the value of profit before tax. 

Variable firm size which is the independent variable in this study has a minimum value of 

12.00 and a maximum value of 29.00. The mean value of the firm size variable is 22.2391 with the 

standard deviation of 5.65758. This shows that the total assets of the sample company are large and 

vary greatly. 

Variable foreign ownership which is the independent variable in this study has a minimum 

value of -0.12 and a maximum value of 0.99. The mean value of the foreign ownership variable is 

0.5730 with the standard deviation of 0.25144. This shows that the average sample company has a 

foreign ownership of 57.30%. So it can be said that the foreign ownership in the sample company 

tends to concentrate on a few parties. 

Variable bonus mechanism which is the independent variable in this research has a mean 

value of bonus mechanism variable is equal to 17.2826 with standard deviation value of 5.76064. 

While a minimum value of 7.00 and a maximum value of 25.00. This suggests that the amount of 

bonuses given to key inter-company managers varies greatly depending on the number of directors 

and firm size. 

The exchange rate variable which is the independent variable in this study has a mean value 

of the exchange rate variable is -0.6079. This is because the range of exchange rate variation is quite 
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high, indicated by the magnitude of the difference from a maximum value of 0.56 with a minimum 

value of -25.29 with a standard deviation of 3.73535. 

4.2. Multicollinearity Test 

Matrix correlation shows there is no correlation coefficient between independent variables 

whose value is greater than 0.8. This means there is no symptom of multicollinearity between 

independent variables in this study. 

4.3. Binary Regression Analysis 

The first step is to test the overall model fit test using -2 Log Likelihood. the value at -2 Log 

Likelihood (-2LogL) initial (Block Number = 0) is 35.624. While at -2 Log Likelihood (-2LogL) end 

(Block Number = 1) decreased value after the inclusion of the independent variable in this research, 

the value of -2LogL become equal to 26.701. This decrease shows a good regression model or in 

other words the hypothesized fit model with the data, it means that the addition of independent 

variables such as tax minimization, firm size, foreign ownership, bonus mechanism, and the 

exchange rate will improve the research fit model.  

The second step is to assess the eligibility of the regression model using Hosmer and 

Lemeshow’s Goodness of Fit Test. It shows the significance value greater than 0.05 that is equal to 

0.706. This means Ho is accepted or in other words that there is no difference between the model 

and the data. So it can be concluded that the regression model is feasible for use in further analysis. 

Then the third step is to find out how big the variability of the independent variables 

consisting of tax minimization variable, firm size, foreign ownership, bonus mechanism, and 

exchange rate, can explain the variability of the dependent variable that is transfer pricing using 

Nagelkerke R Square. It shows the value of Nagelkerke R Square is 0.327. This means that 32.7% of 

pricing transfer variables can be explained by tax minimization, firm size, foreign ownership, bonus 

mechanism, and exchange rate variables. While the rest of 67.3% is explained by other factors 

outside the model that is being analyzed. 

 

a. The Effect of Tax Minimization on Transfer Pricing 

The value of significance for tax minimization variable is smaller than α = 0.05 which is equal 

to 0.038 with a positive coefficient of 2.641. This means that the variable tax minimization 

significantly influences positively on the transfer pricing decisions in the multinational 

manufacturing sector in 2015 - 2016. So it can be concluded that the higher the tax burden of a 

company, the higher the transfer pricing activities within the company. 

The tax itself is considered as a burden by the company, if the tax burden is greater then the 

profit earned by the company will be smaller. Whereas most companies try to achieve profits as big 

as possible. The average sample company in this study paid taxes by cash of 107.83% of the value of 

profit before tax, meaning that the tax burden of the company can be said to be higher than its profit. 
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So for that reason, the company will try to minimize minimum tax payments to reduce the tax 

burden. One way is the company transfers some income to another country that has a low tax rate 

to minimize tax payments through transfer pricing.  

This research result supports the agency theory and in accordance with research conducted 

by Yuniasih et al., (2012), Hartanti et al., (2014), and Refgia (2017) which states that the tax 

positively affects the company’s decision to do transfer pricing. One reason is to reduce the burden 

of taxes because in business practices generally, entrepreneurs identified tax payments as an 

expense so that they always try to minimize the tax burden. Bernard et al., (2006) also found that 

the price of related party transactions and arm’s-length is related to the tax rate and tariff on imports 

of the destination country. Then, Swenson (2001) found that tariffs and taxes had an effect on 

incentives for transfer pricing transactions. 

b. The Effect of Firm Size on Transfer Pricing 

The value of significance for firm size variables greater than α = 0.05 is equal to 0.998 with 

a negative coefficient of -0.002. This means that firm size variables do not affect the transfer pricing 

decisions in the multinational manufacturing sector in 2015 - 2016. So it can be concluded that the 

larger firm size of a company, the less transferred activity pricing in the company. 

In this study, the firm’s own size is measured using total assets in one year. As the total assets 

in the company grow larger then the company is considered as a big company. Large companies 

alone have more partners than small companies. So large companies tend to do transfer pricing 

because of the partnership and trust. However, this study found that the larger firm size of a 

company, the less the transfer pricing activity in the company. This is because the sample company 

in this study is a company that is listed on Indonesia Stock Exchange, which means anyone can access 

the company’s financial statements easily. When a company’s financial statements can be easily 

accessed by the public at large, the company will be more cautious in reporting the company’s 

financial condition because it feels that it is being watched by the public and the government. 

Moreover, big companies that already have a name, they will be more careful to keep their financial 

statements look good and avoid the practice of transfer pricing. Therefore, it can be concluded that 

the greater firm size of a company, the less transferred activity pricing within the company. 

The results of this study are consistent with studies conducted by Refgia (2017) also 

Kiswanto and Purwaningsih (2014), but not in accordance with research conducted by Bernard et 

al., (2006) and Richardson et al., (2013) who found that larger firm engage in greater manipulation 

of transfer prices and tend to have substantial intercompany transactions that may have transfer 

pricing. 

c. The Effect of Foreign Ownership on Transfer Pricing 

The value of significance for foreign ownership variables greater than α = 0.05 is equal to 

0.075 with a negative coefficient of -5.002. This means that the variable of foreign ownership does 
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not affect the transfer pricing decision in the multinational company in the manufacturing sector in 

2015 - 2016. So it can be concluded that the greater the foreign ownership of a company, the less 

the transfer pricing activity in the company. 

The foreign ownership in this study is calculated based on the number of shares of foreign 

parties divided by a total number of shares. If the result is more than 20% then indicates that the 

foreign party has a significant influence on the company including to determine the amount of 

transfer pricing made by the company for the interests of the foreign party itself. But the sample 

companies in this study are multinational companies that have control of branch companies without 

any special relationship in the form of family blood. Therefore, although the foreign party has a 

significant influence because it has a share of more than 20%, it is not justified if in determining 

decisions in companies at the organizational scale including transfer pricing can be done easily by 

the foreign party. This is due to the need for agreement and approval from the company’s board of 

directors. 

This research result supports the agency theory but not in accordance with research by 

Kiswanto and Purwaningsih (2014) also Refgia (2017) shows that foreign ownership positively 

affects the company’s decision to transfer pricing. Refgia (2017) found that the greater foreign 

ownership in a company, the greater their influence in deciding transfer pricing that this decision 

will give benefit to them. Dyanty et al., (2012) also stated that the higher the controlling rights of the 

controlling shareholder, including the foreign controlling shareholder, allowing the controlling 

shareholder to instruct the management to engage in related party transactions. 

d. The Effect of Bonus Mechanism on Transfer Pricing 

The value of significance for bonus mechanism variables greater than α = 0.05 that is equal 

to 0.883. This means that the bonus mechanism variable does not affect the transfer pricing 

decisions in the multinational manufacturing sector in 2015 - 2016. But the positive coefficient of 

0.091, it means there is a positive relationship between the bonus mechanism with transfer pricing, 

the increased value of bonus mechanism, the more the transaction transfer pricing. 

Bonus mechanism in this study is proxied using total bonus received by key management for 

one year. The average bonuses given to key management in the sample company decreased from 

2015 to 2016. This resulted in a decrease in key management motivation for earning management 

using transfer pricing. So the main focus of key management to make profit management will be 

reduced because of the lack of appreciation they get from year to year. Key management feels in vain 

when they transfer pricing to increase profits, it only benefits shareholders only because the 

bonuses they get instead of getting less. So the intensity of transfer pricing within the company will 

decrease due to the reduced bonuses that key management gets. 

This research result supports the agency theory. Bonus mechanism tends to create a conflict 

of interest between the board directors as a principal party with the key management as the agent. 
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The key management has an obligation to do the mandate from board directors which is to run the 

company well and make a profit. But sometimes there is a condition that will make the company loss 

for a reason. The key management tries to make the profit looks good even when actually it is loss. 

So that, the key management will get bonus for the good performance which is make a lot of profit. 

One way is to do a transfer pricing transaction. But it will make suffer for the board directors because 

it is not the real profit. 

The results of this study are in accordance with Refgia (2017), that found, bonus mechanism 

does not influence transfer pricing decision, because, in her research sample, the profit data is more 

likely stable from the previous year to the recent year. It means that the companies sample are less 

interested in manipulating earnings and transfer pricing to maximize the bonus. But not in 

accordance with research conducted by Hartanti et al., (2014) and Lo et al., (2010) from America. 

Hartanti et al., (2014) which states that the bonus mechanism significantly positive effect on transfer 

pricing decisions. In order to get the bonus from the owner of the company, the directors will try as 

much as possible in order to increase overall profit of the company including by doing transfer 

pricing. Lo et al., (2010) from America, found that there is a tendency of management to utilize 

transfer pricing transactions to maximize the bonuses they receive if the bonus is based on profit. 

 

e. The Effect of Exchange Rate on Transfer Pricing 

The value for exchange rate variable is greater than α = 0.05 is equal to 0.117 with a negative 

coefficient value of -5.354. This means that the variable exchange rate does not affect the transfer 

pricing decisions in the multinational manufacturing sector in 2015 - 2016. So it can be concluded 

that the greater the exchange rate of a company, the less transferred activity pricing in the company. 

The exchange rate in this study is proxied using profit/loss on foreign exchange divided by 

profit before tax. The average sample companies in this study experienced loss on foreign exchange. 

So the exchange rate in this study did not affect the decision to transfer pricing. The existence of 

such losses makes the company think that changes in exchange rates do not provide benefits for the 

company one of them due to weakening domestic currency that causes the company to lose in 

transactions with foreign parties using the exchange rate. So it can be concluded that companies 

tend not to make transfer pricing just because of the exchange rate.  

The results of this study in accordance with research conducted Marfuah and Azizah (2014) 

which states that the exchange rate does not affect the company in taking transfer pricing decisions. 

But not in accordance with research conducted by Chan, Landry, and Jalbert (2004) and Bernard et 

al., (2006). According to Chan, Landry, and Jalbert (2004) states that multinational companies may 

try to curb foreign exchange rate risk by moving funds into strong currencies through transfer 

pricing to maximize overall corporate profits. Bernard et al., (2006) also found that there is an effect 
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of exchange rate on transfer pricing decisions inside and outside the firm; an appreciation of the 

dollar reduces the difference between the prices. 

CONCLUSION 

Based on the result of research, only tax minimization that has a positive effect on transfer 

pricing decisions. While firm size, foreign ownership, bonus mechanism, and exchange rate do not have 

effect on transfer pricing decision.  

This research result consisten with the agency theory, provide an overview of the factors that 

influence the company taking the decision to transfer pricing, especially multinational companies in 

Indonesia, and also add reference to future research in accounting field. For the government, this 

research is expected to be able to provide an understanding about how tax minimization, firm size, 

foreign ownership, bonus mechanism, and exchange rate influence the company to take the decision to 

do a transfer pricing transaction. So it can be used as an evidence to find out more about transfer pricing 

abuse in a company. 

Independent variables in this research are tax minimization, firm size, foreign ownership, bonus 

mechanism, and exchange rate that only has the value of Nagelkerke R Square is 0.327. This means that 

32.7% of pricing transfer variables can be explained by tax minimization, firm size, foreign ownership, 

bonus mechanism, and exchange rate variables. While the rest of 67.3% is explained by other factors 

outside the model that is being analyzed. 

Further research is expected to add other factors that may affect the company’s decision to 

transfer pricing, such as the debt to equity ratio (DER) and use more samples and timeseries of the 

company in order to be generated under existing conditions in Indonesia. 
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