
 

  1 

 

Organisation for Economic Co-operation and Development 

Centre for Tax Policy and Administration 

2, rue André Pascal 75016 Paris 

 

Joint submission by TPED and TP qube by email: TFDE@oecd.org 

Subject: Comments on the OECD Public Consultation Documentation named 

“Secretariat Proposal for a Unified Approach under Pillar One” 

 

11th November 2019 

 

Dear Madam, Dear Sir, 

We welcome the opportunity to provide comments on the OECD Public Consultation 

Documentation named “Secretariat Proposal for a Unified Approach under Pillar One”, 

published on October 9, 2019 (the “OECD Paper” or the “Paper”). 

Transfer Pricing Economists for Development (“TPED”) is a Paris-based Non-Profit 

Organization aiming to promote the development and sharing of business economics 

knowledge in transfer pricing, notably in emerging and developing countries.  

TP qube is a French modelling and statistical firm, with a specific focus on the economics of 

transfer pricing.   

TPED and TP qube submit a joint response to the OECD request for comments in light of the 

current research work initiated by TPED, with modelling and statistical support from TP qube. 

Our research1 aims at assessing the reliability of using foreign comparables in transfer pricing 

in the absence of domestic comparables, with a focus on emerging and developing countries.  

More specifically, with an econometric model, we investigate the relation between idiosyncratic 

country-specific risks of the location of a company (proxied by the sovereign rating of the 

country as an indicator for the specific economic circumstances of each country) and the 

profitability of the company. We argue that if, as evidenced by a large body of literature2, 

                                                 

 

1 Further information on TPED’s research project is provided on tped.eu website (https://tped.eu/category/research-

on-comparability-adjustments). Preliminary drafts of our research papers will likely be published before year end on 

www.tped.eu website and SSRN (https://papers.ssrn.com/).  
2 See e.g., (1) Boubakri, Narjess, Sattar A Mansi, and Walid Saffar. 2013. “Political institutions, connectedness, 

and corporate risk-taking”. Journal of International Business Studies 44: 195–215; (2) De Jong, Abe, Rezaul Kabir, 

and Thuy Thu Nguyen. 2008. “Capital structure around the world: The roles of firm- and country-specific 

determinants”. Journal of Banking & Finance 32: 1954–1969; (3) Firat Demir. 2007. Determinants of 

https://tped.eu/category/research-on-comparability-adjustments
https://tped.eu/category/research-on-comparability-adjustments
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companies located in riskier countries are expected to realize higher operating profits in order 

to create economic value compared with their counterparts in less risky countries, the country 

risk premium may be used as a comparability criterion and a segmentation factor in the context 

of searches of foreign comparables outside the domestic country where the tested party 

operates. 

We see a direct link between our current research and the question 6.b asked by the Secretariat, 

asking for considerations on the design and determination of Amount B: “Given the large 

number of tax disputes related to distribution functions, Amount B of the “Unified Approach” 

seeks to explore the possibility of using fixed remunerations, reflecting an assumed baseline 

activity. What challenges and opportunities does this approach offer in terms of simplification 

and prevention of dispute resolution? In particular, please consider any design aspects and 

existing country practices that could inform the design of Amount B, including […] a 

determination of the quantum of the return (e.g., single fixed percentage; a fixed percentage 

that varied by industry and/or region; or some other agreed method)”. 

Our response to the OECD call for comment aims at assisting the Secretariat in determining the 

research question that should be framed and answered, for the purpose of the design and 

determination of Amount B. Our response starts with what we believe should be the key agreed 

underlying principles and assumptions of the design and determination of Amount B. We then 

subsequently suggest a proposed procedure, including statistical tests on empirical data. We 

finally describe how the proposed research and procedure will likely allow a sound 

determination of Amount B.   

Please note that the purpose of our response is neither to provide additional comments (relating 

to other components of Pillar One, such as Amount A or Amount C) or to provide our general 

opinion, as economists, on the overall direction of the OECD work on the Unified Approach 

under Pillar One.  

In our view, the research question can only be framed to the extent that all stakeholders agree 

on some key assumptions for the design and determination of Amount B. We list below the 

ones that we consider to be the most fundamental, but there are potentially also others to 

consider: 

                                                 

 

Manufacturing Firm Profitability under Uncertainty and Macroeconomic Volatility: Evidence from an Emerging 

Market. Working Paper; (4) Ketelhöhn, Niles, Carlos Quintanilla. 2012. “Country effects on profitability: A 

multilevel approach using a sample of Central American firms”. Journal of Business Research 65(12): 1767-1777; 

(5) and Koller, Tim, Marc Goedhart, David Wessels. 2015. “Valuation – Measuring and managing the value of 

companies”. Sixth edition, University Edition. Wiley, Hoboken, New Jersey. 

 

 

https://www.sciencedirect.com/science/article/pii/S0148296311003808?via%3Dihub#!
https://www.sciencedirect.com/science/journal/01482963
https://www.sciencedirect.com/science/journal/01482963/65/12
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- Amount B cannot be derived from the traditional application of the arm’s length principle, 

under the current version (2017) of the OECD Transfer Pricing Guidelines.  

 

In essence, the application of the arm’s length principle is a case-by-case (company 

specific) analysis and is therefore diametrically opposed to the very concept of Amount B 

and the setting of uniform or fixed margins.  

 

- Amount B should not be arbitrarily set, especially so if it is disconnected from economic 

rationale and evidence.  

 

We believe that this will have a number of adverse (and unexpected) consequences, as it 

may significantly distort the distribution of taxable profits of Multinational Enterprises 

(MNEs) among countries.   

 

- Still, Amount B could, in our view, be designed and determined as the best proxy for the 

remuneration that independent firms, involved in (routine) marketing and distribution 

functions, operating in a specific industry and in a specific country, should be earning in a 

specific market. In other words, while Amount B is not derived from the application of the 

arm’s length principle, it should be the closest approximation of its application, taking into 

account the overall aim of simplification, called for both by certain tax administrations and 

taxpayers. 

Based upon our reasoning above, we propose that the determination of Amount B follows a 

three-step approach: 

- Step 1: industry and functional de-lineation of the “baseline distribution and marketing 

activities” in scope of Amount B 

- Step 2: segmentation of Amount B 

- Step 3: determination of Amount B base line profit for each segment (including the 

related underlying assumptions) 

 

(1) Step 1: industry and functional de-lineation  

 

The “baseline distribution and marketing activities” that the OECD also refers to as “routine” 

(Para. 62) needs a proper definition and de-lineation: which industries and which functions 

(and risks and assets) will be targeted by the OECD for the implementation of Amount B? 

 

It is even more essential that Amount C refers to “in-country functions [that] exceed the 

baseline activity” (Para. 15). 

 

(2) Step 2: segmentation  

 

With respect to the segmentation, the OECD Paper already acknowledges that Amount B may 

vary by « industry or region » (Para. 62). 
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We note that some other potentially important factors are not explicitly considered by the 

OECD, such as country-risk factors.3 Many studies have been conducted to analyse impacts of 

country-specific factors and firm profitability. The results of these studies point at (e.g., political 

and economic) risk factors relevant for explaining actual and required firm profitability. On the 

one hand, stable (less risky) countries are associated with a higher entrepreneurial risk appetite 

(Boubakri et al., 2013), which – leaning on the mainstream corporate finance theory – should 

be associated with higher profit levels. On the other hand, countries facing higher risks (because 

of political, economic, societal, technological, ecological and demographical developments) 

can only attract and keep (mostly globally or regionally active) investors when their returns 

compensate for the higher risk profile. 

Other factors4 will need to be considered as well. 

In the absence of readily available research on the specific subject of identifying comparables5, 

we believe that further research should be conducted to specify a statistical empirical model 

aiming at determining factors that explain firm profitability, which can then serve as a basis for 

segmentation. Analyses should, in our view, be conducted on the largest samples of 

independent firms’ data available, including data from international and local databases. 

To the best of our knowledge, the current OECD comparability criteria have not specifically 

been subject to any statistical empirical assessment of their relevance. The ideas currently put 

forward by the OECD with respect to Amount B can represent a unique opportunity to perform 

such analyses.  

An approach that we are currently exploring leans on multivariate regression analyses to 

analyse determinants of firm profitability by country risk level (e.g., proxied by the sovereign 

risk levels), geographical proximity and other variables supported by scientific literature. 

Our conjecture is that if the statistical analyses support that country risk outperforms the 

geographical proximity factors this would suggest that country risk should be considered as a 

                                                 

 

3 See for instance: Boubakri, Narjess, Sattar A Mansi, and Walid Saffar. 2013. “Political institutions, 

connectedness, and corporate risk-taking”. Journal of International Business Studies 44: 195–215, Firat Demir. 

2007. Determinants of Manufacturing Firm Profitability under Uncertainty and Macroeconomic Volatility: 

Evidence from an Emerging Market. Working Paper, Ketelhöhn, Niles, Carlos Quintanilla. 2012. “Country effects 

on profitability: A multilevel approach using a sample of Central American firms”. Journal of Business Research 

65(12): 1767-1777. 
4 The economic factors to be included in the statistical analyses will need to be established. Some recent papers 

have for instance suggested the need to adjust comparables for location savings related to wages/salaries. See 

Silva, Adjusting transfer pricing comparables to reflect location savings, 2018; Silva, Pygmalion Comparables: 

Why Data from the „Center“ Does Not Apply for „Periphery“, BNA Tax 23/2015, 1 (1 et seq).  
5 Available transfer pricing related literature on comparability factors and adjustments is slim, as evidenced by a 

recent literature review on comparability adjustments by Petutschnig and Chroustovsky (2018).  Petutschnig, M, 

and Chroustovsky, S., Comparability Adjustments A Literature Review, WU International Taxation Research 

Paper Series No. 2018-08, 1 Oct 2018. 

https://www.sciencedirect.com/science/article/pii/S0148296311003808?via%3Dihub#!
https://www.sciencedirect.com/science/journal/01482963
https://www.sciencedirect.com/science/journal/01482963/65/12
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relevant factor for segmentation and that the geographical proximity factor cannot be the only 

or primary selection criterion. Or, if the statistical analyses show little variation of profitability 

among the various industries represented within the samples, this may further suggest that an 

industry segmentation is not as useful as expected. 

Step 3: determination of base line profit  

After the determination of sound segmentation, the baseline profit for each segment can be 

derived using statistical techniques, typically used in transfer pricing studies (median, average, 

interquartile range, or other) applied on the large samples and results of each segment as 

determined in Step 2. 

For segments lacking enough data, adjustments can be made, building on the results of the other 

segments. The frequency of the update of the above analyses should also be discussed further. 

We finally note that linking the design and determination of Amount B to statistical analyses 

of large samples may also have the benefit of establishing the activities (or “functions” as 

referred to by the OECD) covered by Amount B and those that “exceed” the Amount B base 

line activities. Certain indicators could be used to confirm whether a local subsidiary of an 

MNE involved in distribution and marketing falls within the average company profile of firms 

within its segment sub-sample. In other words, the segment baseline profit would be associated 

with certain key company profile characteristics (for instance, sometimes, the level of operating 

expenses over turnover is used in transfer pricing as an indicator of the functional intensity of 

a company).  

We trust the above is helpful and thank you again for the opportunity of providing comments. 

For the purpose of this submission, TPED can be contacted at sebastien.gonnet@tped.eu and 

TP qube at thibaut@tpqube.com. 

Yours sincerely, 

 

 

 

 

 

mailto:sebastien.gonnet@tped.eu
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On behalf of TPED6 

Sébastien Gonnet, TPED President  

Prof. dr. Bert Steens, Full professor at the School of Business and Economics of Vrije 

Universiteit (VU) Amsterdam 

Prof. dr. Christof Beuselinck, IESEG School of Management, Paris 

Prof. dr. Matthias Petutschnig, WU – Vienna University of Business and Economics 

 

On behalf of TP Qube 

Thibaut Roques, Co-Founder 

Hugo Chary, Co-Founder  

                                                 

 

6 The views expressed are those of the authors, not necessarily those of TPED or its other members. The views 

expressed are also not the ones of the affiliated organization of the authors.  
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Appendix 

About TPED (www.tped.eu) 

TPED is a Paris-based Non-Profit Organization aiming to promote the development and sharing 

of business economics knowledge in transfer pricing, notably in emerging and developing 

countries. Members of TPED are experienced economists, both from academia and business, 

as well as transfer pricing experts from emerging and developing countries. With strong ties 

with universities, TPED initiates, supervises, and publishes economic studies conducted by 

universities.  This approach allows to combine the rigor and objectivity of academic research, 

with the support of multi-disciplinary experienced TPED members, so that to ensure the 

relevance and usefulness of the research conducted and its results. 

About TP qube (www.tpqube.com) 

TP qube is made of economists and digital entrepreneurs with an experience in transfer pricing 

and in the development of innovative statistical solutions. TP qube has developed statistical 

models aiming at improving the way benchmarks are performed in Transfer Pricing, by 

proposing new tools that are more robust and less expensive. TP qube’s solutions are built on 

predictive statistical models and text mining techniques. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


