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Abstract:  

Transfer pricing has emerged as a significant issue in the context of North 

America's rapidly expanding digital economy. Multinational corporations 

(MNCs) often leverage transfer pricing to allocate profits across various 

jurisdictions, a practice that has evolved with the rise of digital business 

models. This paper delves into the historical development, regulatory 

responses, and economic impact of transfer pricing in the digital age, focusing 

on North America. It critically analyzes how technological advancements have 

altered the traditional methods of profit allocation, while also assessing the 

policy frameworks implemented by the United States, Canada, and Mexico to 

mitigate profit shifting and base erosion. The paper concludes by discussing 

the challenges that still persist and offers suggestions for creating a more 

cohesive and adaptive global tax system. 
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Introduction:  

Transfer pricing refers to the prices charged between associated enterprises, 

such as subsidiaries within a multinational corporation (MNC), for goods, 

services, or intellectual property (IP). In the digital economy, these prices often 

involve intangible assets like software, patents, or data. The significance of 

transfer pricing has grown as digital firms dominate the global business 

landscape, especially in North America, where companies like Google, Apple, 

and Amazon operate vast networks of subsidiaries across borders. The 

complexity of digital business models creates significant challenges in 

allocating income and costs between different tax jurisdictions. The digital 

economy presents unique challenges for transfer pricing rules that were 

initially developed for traditional business models. In sectors like 
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manufacturing or retail, tangible goods move across borders, making pricing 

relatively straightforward. However, in digital industries, much of the value is 

tied to intangible assets that are difficult to price accurately. For instance, 

software code, data analytics, and algorithms are easily replicable, creating 

new ways for companies to shift profits to low-tax jurisdictions. The traditional 

methods of determining arm's length prices, such as cost-plus or comparable 

uncontrolled pricing methods are often ill-suited for such complex assets [1]. 

North America's leading role in the global digital economy has led to an 

increasing focus on how MNCs manipulate transfer pricing to optimize their tax 

outcomes. The rise of tech giants and online platforms has prompted scrutiny 

from tax authorities in the U.S., Canada, and Mexico, all of which have 

implemented stricter rules aimed at curbing base erosion and profit shifting 

(BEPS). In this context, international cooperation has become crucial to 

establishing a fairer, more effective system of allocating profits from digital 

activities across borders. Despite various efforts, there are still significant 

loopholes in transfer pricing regulations. The OECD's Base Erosion and Profit 

Shifting (BEPS) framework has provided some guidelines to tackle these issues, 

but critics argue that more robust action is needed, especially in light of the 

rapidly changing digital landscape [2]. As digital firms continue to grow and 

evolve, so too must the regulatory frameworks that govern them. Furthermore, 

there is a need for multilateral approaches that ensure tax fairness across 

countries while preventing aggressive tax planning by MNCs. 

The remainder of this paper explores the evolution of transfer pricing within 

North America's digital economy, paying special attention to the challenges 

faced by regulators and businesses alike. It begins by reviewing the historical 

evolution of transfer pricing policies and their adaptation to the digital 

economy. Following this, we examine how the rise of intangibles in digital 

businesses has impacted profit allocation and tax avoidance strategies. The 

paper also evaluates the responses by North American governments, including 

reforms and international cooperation aimed at addressing these challenges. 

Historical Evolution of Transfer Pricing Policies in North 

America: 

Transfer pricing rules have been a cornerstone of international taxation for 

decades, but their role has significantly evolved with the growth of the digital 

economy. In the mid-20th century, transfer pricing focused largely on the 

movement of tangible goods, such as automobiles or electronics, across 
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borders. Governments, including those in North America, implemented basic 

guidelines to ensure that MNCs paid their fair share of taxes based on where 

economic activities occurred. Over time, however, the rise of intellectual 

property (IP) and intangible assets in the digital economy has created new 

complexities. In the United States, transfer pricing regulations have existed 

since the 1920s, but they have undergone significant revisions in response to 

the shifting nature of business activities. The U.S. introduced section 482 of 

the Internal Revenue Code, which empowers tax authorities to ensure that 

intercompany transactions reflect arm's length prices. This regulatory 

framework was initially designed to prevent tax avoidance through the 

manipulation of prices between subsidiaries. However, the traditional methods 

used to determine arm’s length prices have been challenged by the growing 

dominance of intangible assets in the digital era. 

Similarly, Canada and Mexico developed their own transfer pricing rules to 

combat profit shifting. Canada introduced comprehensive transfer pricing 

legislation in the 1990s, aiming to align with OECD guidelines. Mexico, on the 

other hand, has historically aligned its tax policies with the United States, but 

it has also developed specific transfer pricing rules to address the unique 

challenges posed by the maquiladora industry—factories operating near the 

U.S.-Mexico border. While these early regulations were focused on tangible 

goods, the explosion of the digital economy demanded new regulatory 

adaptations. With the advent of the digital economy, North American regulators 

have been forced to rethink their approaches. The digitalization of business 

activities has blurred the lines of physical presence and economic activity. 

Cloud computing, digital advertising and e-commerce have decentralized the 

location of value creation, creating challenges for tax authorities. Firms can 

now operate in markets without having a physical presence, shifting profits to 

low-tax jurisdictions where intellectual property or patents are held [3]. The 

introduction of the OECD's BEPS framework in 2015 marked a significant shift 

in global tax policy, with a focus on countering aggressive tax planning 

strategies that exploited gaps in international tax rules. North American 

countries have been key players in implementing these measures, particularly 

the United States, which introduced the Tax Cuts and Jobs Act (TCJA) in 2017. 

The TCJA included provisions like the Global Intangible Low-Taxed Income 

(GILTI) and Base Erosion Anti-Abuse Tax (BEAT), aimed at curbing the profit-

shifting strategies of MNCs in the digital space. 

The rise of digital services taxes (DST) has also been a significant development 

in North America. Canada has proposed a DST to tax the revenue generated 



Advances in Computer Sciences  Vol. 7 (2024) 

4 

 

from digital services provided to Canadian users by foreign-based digital 

companies. This move reflects the growing recognition that traditional tax 

systems are ill-equipped to handle the complexities of the digital economy. 

Mexico has similarly introduced measures to ensure that companies generating 

significant revenue from digital activities pay taxes that reflect their level of 

economic engagement in the country. 

Impact of Digital Intangibles on Transfer Pricing: 

Intangible assets have become the most valuable assets for digital businesses. 

These include intellectual property such as software, patents, algorithms, 

trademarks, and brand value. In contrast to traditional industries, where 

tangible goods or services form the bulk of value, digital companies derive most 

of their revenue from assets that are difficult to measure or locate physically 

[4]. As a result, these intangible assets have complicated the application of 

transfer pricing regulations in North America and beyond. For example, 

consider a digital firm like Google, which generates significant revenue from 

online advertising. Much of Google's value comes from its proprietary 

algorithms, data analytics capabilities, and brand recognition, all of which are 

intangible. While the users of its services may reside in one country, the 

company can attribute much of its profit to intellectual property held in 

another, often a low-tax jurisdiction. This practice leads to significant base 

erosion, as profits are shifted away from the country where value is created. 

This phenomenon is not unique to Google; many digital firms use similar 

strategies. Companies may establish subsidiaries in tax havens where they 

hold ownership of intangible assets, and then charge their operating 

subsidiaries high royalties or license fees for the use of these assets [5]. 

 These payments are treated as deductible expenses, effectively reducing 

taxable income in higher-tax jurisdictions like the United States or Canada. 

This practice has sparked concerns about fairness and has prompted tax 

authorities to seek new ways of addressing the shifting nature of profits in the 

digital age. The OECD’s guidelines under the BEPS framework attempt to 

address this issue by emphasizing the importance of value creation in 

determining how profits should be allocated. According to these guidelines, 

profits should be taxed in jurisdictions where economic activities take place 

and where value is created. However, determining where value is created in the 

digital economy can be difficult. The development of intellectual property may 

occur in one country, while its usage and revenue generation occur globally. 

North American regulators have increasingly recognized the need for more 
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stringent measures to address the use of intangibles in transfer pricing. The 

U.S. has implemented new rules under the TCJA, including GILTI, which aims 

to tax foreign profits derived from intangible assets. Similarly, Canada and 

Mexico are adopting measures that focus on taxing digital services and 

ensuring that companies cannot artificially shift profits to low-tax jurisdictions 

by manipulating the location of their intangible assets [6]. 

Moreover, there has been a growing debate about whether current transfer 

pricing methodologies are adequate for valuing intangible assets. Traditional 

methods such as the comparable uncontrolled price (CUP) or resale price 

methods may not be suitable for pricing intangibles, as there are often no 

comparable transactions for unique digital assets like algorithms or data sets. 

Consequently, many experts advocate for the development of new pricing 

methodologies that better reflect the complexities of digital businesses. The rise 

of digital intangibles has dramatically altered the landscape of transfer pricing. 

North American regulators are grappling with how to address the challenges 

posed by these assets while ensuring that MNCs contribute fairly to the tax 

base. As the digital economy continues to grow, it is likely that transfer pricing 

rules will need to evolve further to address the unique challenges posed by 

intangible assets [7]. 

Regulatory Responses to Transfer Pricing in North 

America: 

Governments across North America have responded to the challenges of 

transfer pricing in the digital economy with a variety of regulatory measures. 

These responses have focused on aligning national tax systems with 

international guidelines, addressing base erosion and profit shifting (BEPS), 

and ensuring that MNCs pay taxes that reflect their economic activity in each 

jurisdiction. However, the effectiveness of these responses has been the subject 

of considerable debate, as digital businesses continue to exploit regulatory 

gaps. In the United States, the Tax Cuts and Jobs Act (TCJA) of 2017 marked a 

significant shift in the regulatory landscape for transfer pricing. The 

introduction of the Global Intangible Low-Taxed Income (GILTI) provision aimed 

to prevent U.S. MNCs from shifting profits to low-tax jurisdictions by taxing 

foreign earnings derived from intangible assets. Similarly, the Base Erosion 

Anti-Abuse Tax (BEAT) was introduced to curb the ability of MNCs to reduce 

their U.S. tax liability through intercompany payments such as royalties and 

management fees. These provisions represent an attempt to modernize the U.S. 

tax system in response to the complexities of the digital economy [8]. 



Advances in Computer Sciences  Vol. 7 (2024) 

6 

 

Canada has also introduced measures to address transfer pricing concerns. In 

addition to adhering to the OECD’s BEPS guidelines, Canada has focused on 

strengthening its domestic transfer pricing regulations. The Canada Revenue 

Agency (CRA) has become more aggressive in auditing MNCs and challenging 

transfer pricing arrangements that it deems abusive. Furthermore, Canada has 

proposed the introduction of a Digital Services Tax (DST), which would apply to 

the revenue generated by large digital companies operating in the Canadian 

market. This proposal reflects a growing recognition that traditional transfer 

pricing rules may not fully capture the value generated by digital activities. 

Mexico, too, has taken steps to address the challenges posed by transfer 

pricing in the digital economy. Historically, Mexico has aligned its tax policies 

with those of the United States, but it has also developed specific rules to 

address the unique challenges posed by the maquiladora industry, where 

factories operate in Mexico but are owned by U.S. companies. In recent years, 

Mexico has focused on implementing the OECD’s BEPS recommendations, 

including stricter documentation requirements for transfer pricing and 

increased penalties for non-compliance. Mexico has also introduced a Value 

Added Tax (VAT) on digital services, ensuring that foreign digital companies 

contribute to the Mexican tax base. Despite these regulatory efforts, significant 

challenges remain. One of the key issues is the lack of uniformity in the 

implementation of transfer pricing rules across North America. While the U.S., 

Canada, and Mexico have all introduced measures to address BEPS, the 

specifics of their approaches differ, creating opportunities for MNCs to exploit 

the inconsistencies. For example, differences in the treatment of intangible 

assets and digital services can lead to double taxation or, conversely, no 

taxation at all. This lack of coordination underscores the need for greater 

international cooperation in addressing the challenges of transfer pricing in the 

digital economy. Another challenge is the difficulty of enforcing transfer pricing 

rules in the digital economy. MNCs are adept at structuring their operations in 

ways that minimize their tax liabilities, and tax authorities often lack the 

resources to fully audit and challenge these arrangements. In addition, the 

digital economy is characterized by rapid innovation, making it difficult for 

regulators to keep pace with new business models and technologies. As a 

result, transfer pricing remains a contentious issue, with many governments 

feeling that MNCs are not paying their fair share of taxes [9]. 

In response to these challenges, there has been growing support for 

multilateral solutions to transfer pricing in the digital economy. The OECD has 

proposed a global minimum tax, which would set a floor for corporate tax rates 

and reduce the incentive for MNCs to shift profits to low-tax jurisdictions. 
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North American countries have been key players in these discussions, with the 

U.S. in particular pushing for a global agreement on digital taxation. However, 

reaching a consensus has proven difficult, as countries have different priorities 

and concerns. 

The Role of International Cooperation in Addressing 

Transfer Pricing: 

International cooperation has become increasingly important in addressing the 

challenges of transfer pricing in the digital economy. Given the global nature of 

digital businesses, no single country can effectively tackle the issue on its own. 

Instead, countries must work together to develop coordinated policies that 

ensure MNCs pay taxes in the jurisdictions where they generate value. In this 

context, North America has been a key player in international efforts to reform 

transfer pricing rules and address base erosion and profit shifting (BEPS). The 

OECD’s BEPS project has been at the forefront of these international efforts. 

Launched in 2013, the BEPS project aims to address the gaps and mismatches 

in international tax rules that allow MNCs to shift profits to low-tax 

jurisdictions. North American countries, particularly the United States and 

Canada, have played a leading role in the development and implementation of 

the BEPS recommendations [10]. These recommendations include measures to 

prevent treaty abuse, improve transparency, and ensure that profits are taxed 

where economic activities take place. One of the key components of the BEPS 

project is Action 13, which introduces new documentation requirements for 

transfer pricing. Under these requirements, MNCs must provide tax authorities 

with detailed information about their global operations, including their transfer 

pricing policies. This information is intended to help tax authorities identify 

and challenge aggressive tax planning strategies. North American countries 

have implemented these documentation requirements, with the U.S., Canada, 

and Mexico all requiring MNCs to file country-by-country reports detailing their 

global income and tax payments [11]. 

Another important aspect of international cooperation is the development of 

new rules for taxing digital businesses. The OECD has proposed a two-pillar 

solution to address the challenges of taxing the digital economy. Pillar one 

focuses on reallocating taxing rights to ensure that countries can tax digital 

businesses that generate significant revenue from their markets, even if they do 

not have a physical presence. Pillar Two introduces a global minimum tax to 

prevent MNCs from shifting profits to low-tax jurisdictions. North American 

countries have been actively involved in these discussions, with the U.S. 
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playing a leading role in negotiating the terms of the global minimum tax. 

However, reaching an international consensus on these issues has been 

challenging. Different countries have different priorities, and there is significant 

disagreement over how digital businesses should be taxed. For example, the 

U.S. has been reluctant to support measures that would disproportionately 

affect its tech giants, while European countries have pushed for more 

aggressive taxation of digital services. Despite these challenges, there has been 

progress in reaching a global agreement on digital taxation, with many 

countries, including the U.S. and Canada, expressing support for the OECD’s 

two-pillar solution. International cooperation is also crucial in enforcing 

transfer pricing rules. MNCs often structure their operations across multiple 

jurisdictions, making it difficult for any one tax authority to fully understand 

their transfer pricing arrangements. To address this, countries have developed 

mechanisms for exchanging information and coordinating audits. The OECD’s 

Mutual Agreement Procedure (MAP) provides a framework for resolving 

disputes between countries over transfer pricing issues, while the Joint Audit 

Program allows tax authorities from different countries to collaborate on 

auditing MNCs [12]. 

Despite these efforts, there are still significant challenges to international 

cooperation on transfer pricing. One of the key issues is the lack of a global 

consensus on how to value intangible assets, which are often the most 

important assets for digital businesses. Different countries use different 

methodologies for pricing intangibles, leading to inconsistent results and 

opportunities for profit shifting. In addition, there is a need for greater 

transparency and coordination between tax authorities to ensure that MNCs 

cannot exploit regulatory gaps. 

Conclusion:  

Looking ahead, there are several key areas where further progress is needed. 

First, there is a need for more robust methodologies for pricing intangible 

assets in the digital economy. Traditional transfer pricing methods, such as the 

comparable uncontrolled price (CUP) method, are often ill-suited for valuing 

unique digital assets like algorithms or data sets. Developing new pricing 

methodologies that reflect the complexities of digital businesses will be crucial 

in ensuring that profits are allocated fairly between jurisdictions. Second, 

greater international cooperation is needed to address the challenges of 

transfer pricing in the digital economy. The OECD’s BEPS project has made 

significant progress in this regard, but more work is needed to ensure that 



Advances in Computer Sciences  Vol. 7 (2024) 

9 

 

countries can effectively tax digital businesses. The OECD’s proposed two-pillar 

solution, which includes a global minimum tax and new rules for reallocating 

taxing rights, represents a promising step forward. However, reaching a global 

consensus on these issues will require continued negotiation and compromise. 

Finally, there is a need for stronger enforcement mechanisms to ensure that 

MNCs comply with transfer pricing rules. Tax authorities across North America 

have become more aggressive in auditing MNCs and challenging abusive 

transfer pricing arrangements, but enforcement remains a challenge. 

Enhancing transparency and coordination between tax authorities will be 

crucial in ensuring that MNCs cannot exploit regulatory gaps. 
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