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ABSTRACT

Domestic revenue mobilisation has become a topical issue in developing countries,
and their capacity to regulate multinational enterprises (MNE) transactions to mini-
mise Base Erosion and Profit Shifting (BEPS) remains a formidable task. Faced with
legislative deficiencies, implementation incapacities, and being at the nascent stages
of adopting transfer pricing (TP) regulation, developing countries have remained at
the mercy of MNEs" BEPS practices. The complexity and intricacies of intragroup
transactions have an impact on profit allocation, thus affecting the distribution of
taxing rights across countries where these MNEs operate. This study explores the
regulatory policies toward international transfer pricing in the context of developing
nations and the associated challenges. The paper proffers possible solutions to im-
prove TP regulation and implementation. Specifically, the paper centres its attention
on Zimbabwe, one of the developing nations that have implemented transfer pricing
legislation in recent years. Mitigating the impact of BEPS through efforts, such as
regulating and managing TP would avail potential substantial finance to shift deve-
loping countries from aid dependence to self-sustenance, yet these efforts face a lot
of hurdles. Research that contributes to knowledge development in the area, evalu-
ates the hurdles faced and contributes to policy and implementation improvements
becomes vital. This study found that Zimbabwe is faced with challenges such as lack
of legislative clarity, lack of comparability data, shortage of resources, lack of capacity
and dysfunctional double taxation agreements in dealing with transfer pricing. The
study recommends Zimbabwe should improve legislation, create TP databases, im-
prove revenue authorities” capacity, and increase stakeholder awareness of TP.
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B pa3BUBAIOIIVIXCS CTPaHAX, a MX CIIOCOOHOCTB PeryIMpoBaTh OIlepariuy TPaHCHALIVIO-
HaJIbHBIX KOPIIOPALINTA € IIeJIbI0 MMHVIMV3AIINY pa3MbIBaHIs HaJIoroobsiaraeMovi 6asbl
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¥ BBIBOJIA IIPMOBUTN M3-1Iof, Hasloroobnoxernns (BEPS) ocraeTcst coxHo 3amadert.
CTOJIKHYBIIVCH C HEAOCTaTKaMM 3aKOHOMATeJIbCTBA, HaXOMAIIErocs Ha HadaJlbHOM
3Tarle IIPUHSTHS PeryJIMpoBaHys TpaHCepTHOrO 1eHo00pa3oBaHsl, pasBUBaloII/e-
s CTPaHBI IIOJIHOCTBIO OCTAIOTCA B paMKax IprMeHeHys npakTiku BEPS. CiroxeocTh
Y 3aIlyTAaHHOCTh BHYTPUIPYIIIIOBEIX CAEIOK CKa3bIBaeTCs Ha pacIpeeieHn IprobI-
JIVI, TeM caMbIM BJIVsisl Ha pacIiperieieHVe HaJIOTOBBIX IIpaB MeXJly CTpaHaMy, I7ie pa-
0OTaroT 3TN TpaHCHAIMOHAIBHBIE KOPIIOpau. B cTaThe MccielyeTcs peryisITopHas
IIOJIUTVIKA B OTHOIIIEHNI MEXIYHapOAHOIO TpaHCPepPTHOTO IIeHOOOpa3oBaHsl B KOH-
TeKCTe Pa3BMBAOIIVIXCS CTPAH U CBS3aHHBIX C 3TUM ITpo0JteM. B cTaThe ITpefyioKeHbI
BO3MOYKHEIE PeIIIeHVs IT0 COBEPITIEHCTBOBAHWIO PETYIIPOBaHVIA Y peaIi3allvy TPaHC-
deptHOTO HHeHOOOpaszoBaHsa. OCHOBHOe BHMMaHMe yaersteTcs 3umbabse. DTo ogHa
U3 Pa3sBUBAIOLINXCS CTPaH, KOTOPhIe B ITOCTIefIHIIe TOIbI BHEIPWIN 3aKOHOATEIIECTBO
o TpaHcdepTHOM IleHooOpa3zosaHV. CMmsrdenve BosericTeys BEPS ¢ rmomoribio Ta-
KVX Mep, KaK peryJmpoBaHie M yIIpaBjieHVe TpaHCc(epTHBIM IIeHOOOpa3oBaHMeEM,
ITO3BOJIWIO OBI MCIIONTB30BATh IIOTEHIIVAI CYIIIeCTBeHHOT O (PMHAHCHPOBaHM Pa3BIBa-
FOIIVIXCS CTPAH UL Ilepexoyia OT IIOMOIIM K camoobecriedeHvro. OIHAKO 9TV VIS
CTaJIKMBAIOTCSI CO MHOTVIMW TIPeIsITCTBUsIMIL. JKV3HEHHO BaKHBIMI CTAHOBSITCSI VIC-
CIlefIOBaHM, CIIOCOOCTBYIONTVE PAa3BUTIIO 3HAHUIL B 3TOV 00JIaCcTH, OLleHKe CTOSIIIIX
TIepesT HUMVI IIPETISITCTBYVE U CITOCOOCTBYIOIIVIX COBEPITIEHCTBOBAHWIO IIOJTATVKY U1 ee
pearmsanym. Hartre vccrrenmoBanme mokasaso, 9to 3uMbalBe CTaJIKMBaEeTCsI C TaKVMM
pobrieMam, KaK OTCYTCTBIE 3aKOHO/IATeIbHOV ICHOCTH, OTCYTCTBYE COITOCTaBMMBIX
IAHHBIX, HEXBaTKA PECYPCOB ¥ COXpaHeHVie NUCPYHKIMOHAIBHBIX COIVIAIIEHMII 00
m30eXXaHM IBOVIHOTO HaJIOrooOs10keHMs B 001acTy TpaHcdepTHOro [eHooOpas3oBa-
Hus. B mccnenopanmy 000CHOBBIBAIOTCH peKoMeHpaIs 31mMbabBe ycoBepIIeHCTBO-
BaTb 3aKOHOIATEIbCTBO, CO3[IaTh Oasbl JAHHBIX II0 TpaHC(EpPTHOMY IleHOOOpa3oBa-
HVIO, PaCIIMPUTh BO3MOXKHOCTY HJIOTOBBIX OPTaHOB ¥ IOBBICUTH OCBEIOMIIEHHOCTD
3aMHTepecOBaHHBIX CTOPOH O TpaHC(epTHOM 11eHOO0pa3oBaHMI.

KITFOUEBBIE CJIOBA

TpaHcdepTHOe LIeHOOOpa3oBaHe, TPaHCHAIMOHAIbHBIE KOPIIOPALVY, pa3MbIBaHMe
HajIoroo0s1araeMovt 6a3sl, BbIBOI, IMPMOBUIN W3-II0L, HaJIOrOOOJIOKeHsI, HaJIOrOBOe
ympassieHue 3umbabse (ZIMRA)

1. Introduction
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Domestic revenue mobilisation has
become a topical issue in developing
countries [1], with one of the focal and
fundamental issues under discussion
being tax revenues generated from the
taxation of activities by multinational en-
terprises (MNEs). Core to this debate are
the challenges emerging due to transfer
pricing (TP) [2-4].

TP is generally defined as the pricing
and transfer of goods and services that are
sold between autonomous divisions of
a company or group of companies. Not-
withstanding this definition, contempo-
rary literature in economics, accounting,
taxation, and law has paid renewed focus
on transfer pricing as a tool employed
by MNEs to reduce their global tax obli-
gations by shifting profits from high tax
jurisdictions to low tax jurisdictions (tax
havens) [3].
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TP has been described as an avenue
used for the purpose of tax planning,
tax avoidance and tax evasion (abusing
taxing rights), with the main objectives
being minimisation of tax obligations or
outright escape from tax. MNEs often
manipulate TP to their benefit, but at the
same time depriving and siphoning coun-
tries of millions and at times billions.

TP is described as the greatest profit-
shifting problem in international taxation
in developing countries [5; 6]. As posited
by Sebele-Mpofu et al. [3], the United Na-
tions Conference on Trade and Develop-
ment (UNCTAD) Report in 2020 explains
that Africa is losing approximately $89 bil-
lion (estimated to equal the aggregate total
annual receipts of development aid and
foreign direct investment inflows) through
illicit financial flows (IFFs) because of il-
legal activities, abusive transfer pricing,
corruption, trade mispricing and mis-in-
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voicing, tax avoidance and evasion among
other ways. Sebele-Mpofu et al. [3] further
emphasise the need to address the diffe-
rent dimensions in which the TP scourge
presents itself as it arguably contributes
to IFFs that deprive African nations and
their people of their significant domestic
revenue, weaken transparency and ac-
countability and reducing trust in African
institutions.

TP is not illicit but the deliberate
mispricing of transactions (over or un-
der-pricing) and manipulation to shift
profits or minimise tax obligations is abu-
sive and unethical tax avoidance [7-9].
Abusive TP remains one of the pressing
issues facing revenue authorities, policy-
makers, and tax practitioners worldwide.
Of the estimated US$89 billion in annual
IFFs, transfer pricing is argued to account
for around US$55 billion [3].

Tax-driven transfer pricing moves
taxing rights from countries in which tax
rates are perceived to be high to those
countries with lower tax rates, yet in most
developing countries retaining of taxation
rights of MNEs’ incomes are essential for
revenue generation as more than 60% of
the national revenues are generated from
taxation in most of these developing coun-
tries [10].

Tax revenue mobilisation in develo-
ping countries is important for economic
development, poverty alleviation, infra-
structural development, social security,
and fulfilment of citizens’ expectations with
regard to improving health, education, and
the general standards of living [11].

MNEs positively contribute to deve-
loping economies through foreign direct
investment (FDI), infrastructural invest-
ment and development, employment cre-
ation, innovation and novel technologies
(which are essential in the dynamic and
ever-changing globalised business world)
and contribute to the welfare of citizens
through their various corporate social re-
sponsibility efforts.

However, their negative impact on
revenue mobilisation through tax avoi-
dance and evasion, abuse of tax treaties
and abusive TP arrangements have gen-
erated a lot of scrutiny and outcry [7; 9].
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Highlighting the costly nature of tax reve-
nue losses due to TP in Africa, Sebele-Mpo-
fu et al. [3] approximates the losses to tax
havens at $9.6 billion (roughly 2.5% of total
tax revenues) in 2014. It is also problematic
for revenue authorities to maintain a ba-
lance between their revenue generation
objectives and enforce their legitimate ta-
xing rights with the need to still provide
a considerably fair, stable, predictable, and
conducive investment environment [7].

With too much aggressiveness in
tax policy, the same strategy at reducing
Base Erosion and Profit Shifting (BEPS)
and improving domestic revenue mobi-
lisation, can result in exposing MNEs to
double taxation and overly burdensome
tax obligations.

De Mooij & Liu [12] acknowledge
these mixed ramifications and unresolved
puzzles that exist within the current tax
avoidance literature and hence called for
further research in this area.

Rathke et al. [13] also found differen-
ces in the strength levels of some transfer
pricing rules compared to others. There-
fore, this study contributes to the theo-
retical debate on how transfer pricing
regulation affects taxation and BEPS in
developing countries. The study also de-
velops a conceptual framework to unpack
the challenges and possible solutions to
TP manipulation in developing countries.

It is against this background that this
paper focuses on exploring the legisla-
tive regime associated with international
TP in developing countries as well as the
challenges faced in implementation, par-
ticularly anchoring on Zimbabwe, one
of the African nations that adopted the
OECD TP guidelines and enacted TP re-
gulation in 2016.

The paper has three main objectives, the
first being, to investigate the challenges of
transfer pricing in a developing context
by focusing on Zimbabwe. Secondly, the
paper endeavours to explore the sugges-
ted solutions and efforts made by deve-
loping countries from both literature and
empirical research towards mitigating
these challenges. Thirdly, the paper aims
to make possible suggestions on how to
improve TP regulation, implementation
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and manage these challenges to make TP
regulations more effective.

Since the adoption of TP regulation
is still in its early development stages in
developing countries, with some having
adopted the regulation (Zimbabwe, South
Africa, Kenya, Tanzania among others)
and some yet to, research that contributes
to knowledge development in the area,
evaluates the hurdles faced and contri-
butes to policy and implementation im-
provements is vital.

Research hypotheses: MNEs are more
likely to engage in TP manipulation in
developing countries due to challenges
associated with weak tax administration
issues in these countries.

Article structure: This article is made
up of six sections. The first section gave an
introduction to the paper while the second
section of the paper reviews related litera-
ture to put into perspective the problem of
TP manipulation in developing countries.
The third section of the paper describes
the research methodology adopted for col-
lecting and analysing data for the paper.
The fourth section presents the findings of
the paper while the fifth section provides
a brief discussion of the findings. The sixth
section concludes the paper and makes
recommendations on how to mitigate TP
manipulation by MNEs in developing
countries.

2. Literature Review

Tax-motivated TP has been a topical
discussion in both developed and deve-
loping countries, due to the increase in
MNEs activities and the existence of tax
havens. Developing countries especially
in the African continent suffer the most
from TP abuse [14; 15].

Approximately 60% of trade trans-
actions flowing in and out of Africa are
mispriced by more than 11% on average,
amounting to an estimated capital flight
portion of around 7% of African trade [16].

Developing countries have sought to
deal with TP to reduce income shifting
and capital flight [9].

The application of the arm’s length
principle in pricing has been advoca-
ted for as an important measure to tackle
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the challenge. The OECD, UN and other
various country-by-country guidelines
have been crafted suggesting several TP
methods that can be used to determine the
arm’s length principle [8; 17].

Zimbabwe adopted TP legislation in
2016. Zimbabwe has been working on le-
gislative reforms for transfer pricing pur-
poses in a bid to protect its tax base. For
many years, the country has had the arm’s
length principle (ALP), but in the form of
general anti-avoidance measures. In 2012
it started being actively involved in trans-
fer pricing training of the revenue agents,
and in 2014 the anti-avoidance measures
were revised but lacked clarity on the ap-
plication of the ALP. The year 2016 came
with specific transfer pricing rules (sec-
tion 98B as read with the 35" schedule of
the Income Tax Act 1996 (Chapter 23:06)
which adopted the ALP as prescribed
by the Organisation for Economic Co-
operation and Development (OECD) and
placed a demand on taxpayers to prepare
contemporaneous documentation.

Nonetheless, the rules still lacked
sufficient guidance leading to additional
amendments to the Income Tax Act (Statu-
tory Instrument 109) in 2019 [7]. The recent
amendments are an attempt to address the
weaknesses of the specific transfer pricing
rules and provide guidance on the docu-
mentation requirements, preparation, and
submission deadlines as well as penalties
for non-compliance. Zimbabwe also intro-
duced a TP return specifically dedicated
to TP transactions.

2.1. Challenges of Transfer pricing
regulation and management
in developing countries

Mitigating the impact of illicit finan-
cial flows through efforts, such as regula-
ting and managing TP would avail poten-
tial substantial finance to fund education,
health, productivity, and infrastructural
needs of developing countries, yet these
efforts face a lot of hurdles [4; 7].

McNair et al. [18], while studying de-
veloping countries that included Mozam-
bique and Sierra Leone summarise these
constraints as the skills and informational
gaps, the absence of effective transfer pri-
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cing legislation, weak capacities to imple-
ment, evaluate, monitor TP legislations, or
even take appropriate legal action where
legislation abuse has been noted.

Indeed, most developing countries
haveno adequate TP regulations or where
it exists, it is inadequate and weakly de-
veloped or there is no expertise to clearly
articulate it and MNEs often exploit these
capacity weaknesses and underdeve-
loped to their advantage, robbing deve-
loping countries of taxing rights and the
much-needed tax revenues. Sebele-Mpo-
fu et al. [7] reiterate these challenges in
Zimbabwe.

Beer & Loeprick [19] group them into
lack of watertight TP regulation (policy,
documentation, and legislative clarity),
inadequate knowledge of TP regulation
amongst different stakeholders (such as
taxpayers, tax administrators, tax court
officials and tax consultants), absence of
comprehensive databases and weak im-
plementation capacities (experience and
expertise, financial resources, unsound
staffing policy, and the absence of specific
TP implementation, administration and
monitoring team).

Wealth et al. [20] affirms the lack of
sufficient and appropriate regulation and
administrative TP guidelines, scarcity of
information and poor capacity as major
obstacles to effective regulation of TP and
productively taxing MNEs, exposing de-
veloping countries to more aggressive and
exploitative TP arrangements.

Mpofu & Wealth [21] allude to the
challenges of applying the arm’s length
principle as one of the major obstacles to
enforcing TP rules in developing coun-
tries and thus enabling profit shifting by
MNEs [22].

Acknowledging the need to pay close
attention to the obstacles to effective regu-
lation of MNE transfer pricing activities in
Tanzania, Luhende [23], tables the various
issues as likely problems. The issues in-
clude lack of awareness of TP regulations
by taxpayers, absence of comparable data,
companies and transactions, uncertainty
around the TP documentation to be filed
with the Tanzanian Revenue Authority
(TRA), difficulties in carrying out TP au-
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dits and inadequate capacity at TRA to
effectively administer TP policy and re-
gulation.

Barrogard et al. [24] through desktop
research and a survey of seven develop-
ing countries that are German Develop-
ment partners (Cameroon, Gambia, Bur-
kina Faso, Democratic Republic of Congo,
Uganda, Honduras, and Liberia) allude
to the lack of comparable information to
use for TP, lack of prioritisation of BEPS
mitigation measures, lack of awareness,
expertise, and capacity inadequacies.

It is evident from the discussion that
despite the urgent need to regulate TP ar-
rangements in developing countries due
to the globalised nature of transactions as
well as the importance of minimising re-
venue leakages and illicit flows, it remains
a formidable task. It is also clear that these
developing countries share similarities in
these challenges to a greater extent, but
there are also challenges that are unique
to each national context [7; 21], hence the
need to contextualise the investigation of
the complexities as well as to tailor make
possible solutions to developing countries
and to country-by-country settings. The
different challenges are categorised in
terms of similarities and discussed com-
prehensively below.

2.1.1. Challenges and Subjectivity
of the arm’s length principle

The arm’s length principle advoca-
ted for in the TP regulations is somewhat
subjective. Several challenges and dis-
advantages of the arm’s length principle
make it difficult for TP regulations to be
effective. These have been tabled by va-
rious researchers such as Oguttu [6], Lu-
hende [23], Cooper et al. [25], Wier [26]
and Silberztein [27]. Key among the hur-
dles is the heavy dependence on the avai-
lability of comparable data, which may be
unavailable or not readily accessible [6; 7].

Oguttu [6] also stresses how it is more
vexing for African states to apply the com-
parability analysis which is the basis for
the arm’s length principle that is believed
to curb TP manipulations. The principle
also puts immense documentation pro-
vision responsibilities on the revenue



Journal of Tax Reform. 2024;,10(1):181-207

eISSN 2414-9497

authorities and taxpayer, heightening ad-
ministrative and compliance burdens im-
posed on these respectively.

It can also create confusion and un-
certainty on how certain transactions are
treated for both taxpayers and administra-
tors where comparability data is not there
or readily available [23; 25].

Where data on comparable informa-
tion is not in existence and an uncontrolled
price exists that must be adjusted to make
it more comparable, the process may be
subjective and complex if not arbitrary.
In some instances, the arm’s length price
does not cater for limited packaging costs,
reduced marketing and distribution costs,
economies of scale and networks profits
and other advantages enjoyed by member
companies within a group [23; 28].

Most developing countries have no
minimum conditions in place such as tax
treaties and double taxation agreements
to curb and minimise the likely double
taxation implications that might emanate
from the enforcement of the arm’s length
principle [21].

In addition to the above challenge, the
application of the principle has significant
implications for capacity building in the
form of skills, technical expertise and tech-
nological needs for governments and their
tax administrators.

2.1.2. Tax Administration Capacity

Inadequate and weak capacity, toget-
her with lack of expertise have been allu-
ded to as the constraints to effective tax ad-
ministration in developing countries [29]
as well as to effecting implementation of
the national TP rules [30] or OECD and
UN TP guidelines in developing countries
and African countries [9]. The application
of the OECD and UN transfer guidelines
is still in its infancy in most developing
implying that there is limited experience
and very few specialists, who are general-
ly not yet fully equipped.

In some developing countries such as
Tanzania [23] and Zimbabwe [3; 7], even
though revenue authorities (such as TRA
and ZIMRA respectively), tax consultants,
accounting and taxpayers have embarked
on various activities towards capacitation,
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these are not enough. It continues to be
challenging for TP laws to be adminis-
tered competently and professionally.

The gravity of this challenge is ex-
pressed by Cooper et al. [25], stating that
“a lack of administrative capacity can
lead to a disregard for the legislation, or
alternatively may result in “innovative”
and poorly targeted enforcement. The
former may result in further erosion of
the tax base, because of opportunistic in-
vestor behaviour or simply tax avoidance
or a bias towards risk aversion in coun-
tries with stronger administrative capac-
ity.” Contrary to the situation in develo-
ping country revenue authorities, MNEs
and their tax advisory departments hire
professional, highly qualified, and expe-
rienced individuals who are conversant
with TP issues. With financial resources
at their disposal, they give them oppor-
tunities for continuous professional de-
velopment (CPD), thus putting them in
a more privileged position to arrange the
TP activities of MNEs in a complex man-
ner and even in defending their TP and
tax decisions in a court of law.

These professionals are no match for
revenue officers, who are sometimes inex-
perienced and not well trained [23]. Even
where capacity building is progressively
on the right track and revenue authorities
having trained specialists, it is hampered
by high staff turnover. It is often difficult
to retain them due to poor remuneration
and they leave for more lucrative and
higher-paying jobs in accounting firms,
the private sector and ironically these
MNE:s [7].

Beebeejan [31] points to a general con-
currence that the shortage of resources ex-
acerbates the capacity constraints to effec-
tive TP regulation.

Mashiri et al. [8] splits these capacity
constraints into financial constraints, lack
of experience and expertise, lack of sound
staffing policy and lack of specific transfer
pricing teams. Despite the separation of
these constraints, they are interrelated in
the way they impact TP regulation, imple-
mentation, and taxation of the activities.
For example, financial resources shortages
and lack of expertise as discussed above.
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Lack of sound staffing policy and lack of
specific TP administration teams impacts
negatively on the development of appro-
priate experience and expertise.

2.1.3. Inadequate, absent, or weakly
developed TP Regulations

Barrogard et al. [24] adduce that BEPS
is not prioritised in most developing coun-
tries where there are knowledge gaps,
administration gaps and at times commit-
ment of the nation at the policy design lev-
el, implementation of the tax policy and its
communication to revenue administrators
is disconnected and disorganised.

Most developing nations have inade-
quate, or no TP regulations and enforce-
ments as acknowledged by Blumenthal &
Ratombo [32].

With respect to African countries,
Shongwe [28], states that “African coun-
tries have traditionally either not updated
their laws or have narrow definitions in
their laws that allow MNEs to structure
transactions either with aggressive trans-
fer pricing mechanisms or through exces-
sive debt structuring to shift profits to low
tax jurisdictions”.

Affirming this challenge, the UNCTAD
Secretary-General asseverates that nearly
half of Sub-Saharan African nations lack

adequately crafted TP policies, rules, regu-
lations as well as administrative capacity in
their jurisprudence. Sebele-Mpofu et al. [7]
adduces that there is a scarcity of TP guide-
lines tailored to the contexts and needs of
developing countries. These shortcomings
leave these developing countries exposed
and with little capacity to stand up against
MNEs even in these countries’” own courts,
let alone international courts.

Wealth et al. [33] observes that even
where TP regulations are in place, the
complexity of the tax systems opens many
arbitrage opportunities that lead to pro-
fit shifting between different tax jurisdic-
tions, with varying tax laws. Contrary to
availing a level playing, this ends up dis-
advantaging developing countries, while
favouring developed ones.

Reiterating this concern, Shongwe [28]
posits that “In African countries, prima-
ry rules on TP lack clarity and risk being
ineffective in addressing complex trans-
fer pricing arrangements”, thus opening
room for abusive tax planning and mak-
ing the investment climate less favourable.

A snapshot of the level of development
of TP legislation in a few selected African
countries is shown in Table 1 as adapted
from Shongwe [28] and buttressed with in-
formation from Mashiri et al. [8].

Table 1. Level of Development of TP legislation in selected African countries

Comprehensive Yearly disclosure
C TP implementation Regulations documentation of related party
ountry ATl 5 5
or guidelines requirements transaction
and penalties requirements
Botswana TP rules currently being developed No No
Cameroon 2012 Finance Law Yes Yes, upon request
Malawi Section 41 of the Income Tax Act  Yes, No clear-cut No, upon request
(ITA) penalties for TP
Zambia Section 97A if the ITA Yes, no TP-specific No, Upon request
penalties
South Africa Well-developed TP laws Yes Yes
Tanzania  Anti-avoidance Section 33 of the =~ No, Penalty powers Yes
ITA discretionary
Kenya Section 470 of the ITA Yes Yes, but not widespread
Lesotho No specific TP rules, Arms’ Length No No
prices referred to in ITA
Zimbabwe TP introduced in 2016 in the ITA  Yes Yes
Uganda ITA Yes No, on request

Source: [28]
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2.1.4. Complexity of MNEs transactions
and lack of cooperation by MNEs

Various researchers [3; 9] highlight
that developing and emerging economies
are faced with challenges such as lack of
capacity and expertise, weak negotiating
power and corruption in effectively mo-
nitoring and regulating TP arrangements
and even in administering taxes on MNEs
income generating activities, the comple-
xity of the MNEs transaction compounds
these constraints.

The complexity of these transactions
that are intra-group or between subsidia-
ries of a group or subsidiaries and parent
company have an impact on the profit al-
location, thus affecting the distribution of
taxing rights across countries where these
MNEs operate. TP transactions have in-
creasingly become very complex due to the
growth in globalisation, the rise in the so-
phisticated financial sector and cross-bor-
der mergers [16].

The intricacy of transactions has
led to intractable battles over the taxing
rights and ease of profit shifting from
developing countries that have weak or
no capacity to either keep an eye on the
TP activities or challenge such activities.
MNEs have abundant financial and tech-
nical resources to engage in complex glo-
bal transactions and procedures or to hire
highly qualified experts to conceal such
transactions through creative accounting
and special purpose vehicles [7].

Due to a lack of adequate expertise,
developing countries may find it challen-
ging if not impossible to trace, track and
tap these into the tax base. The lack of ex-
pertise and transaction intricacy are also
a stumbling block to effective auditing of
these transactions or even raising a strong
case that can be successfully argued in
a court of law [21].

As outlined by the Sebele-Mpofu et al.
[3], MNEs are often not willing or “eco-
nomical” when it comes to information
sharing when asked by tax administrators
and auditors. At times they provide volu-
minous information to confuse tax admi-
nistrators and auditors. This makes dis-
pute resolution and liability assessment
a formidable task. The ineffectiveness
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of DTAs in ensuring access to informa-
tion and sharing compounds the lack of
cooperation  challenges.  Information
might take long to be provided or it might
be incomplete when provided.

2.1.5. Information Asymmetry

The information asymmetry privile-
ges developed countries at the expense of
developing countries, as the developed
countries often infringe on the rights of
developing countries with less infor-
mation. The availability of resources,
both financial and technical (tax experts,
knowledgeable revenue officers and legal
experts on TP) in developed countries give
the already politically domineering deve-
loped countries an upper hand in getting
TP information from MNEs [18].

On the other hand, the lack of resour-
ces and weak political standing of deve-
loping countries stifles their negotiation
and enforcement capabilities and capaci-
ties, leading to failure to get relevant in-
formation [16].

Taxation and TP regulation depend
on information. This information power
imbalance gives more power and leverage
to both taxpayers, revenue officers and
legal and tax experts in developed coun-
tries, allowing them to be more aggressive
in their tax planning and TP decisions to
the detriment of the less powerful deve-
loping countries’ taxpayers, revenue ad-
ministrators and the courts [15; 18].

Cooper et al. [25] acknowledge the
difficulties in adopting the arm’s length
principle for both developed and develo-
ping countries. They face similar chal-
lenges of informational constraints; the
differences lie in the capacity to handle
them. The researchers state that “adminis-
trators in more developed economies may
face the same challenges of incomplete or
asymmetric information, but often have
a more refined set of policy and adminis-
trative tools to address these challenges”.

There is also a general lack of know-
ledge or awareness on TP issues in many de-
veloping countries [23]. The tax knowledge
gap is one challenge that makes tax admi-
nistration a difficult task and tax comp-
liance problematic in developing countries.
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Citizens are either unaware of certain
tax policy issues or in case where they are,
they don’t have adequate knowledge on
how to compute the taxes, or procedures
to follow to submit returns and settle the
tax liability [34].

This lack of awareness is even grea-
ter for TP, which is in the early adoption
stages or inception in most developing
countries [28]. For example, in some de-
veloping countries like Zimbabwe, Kenya
and Tanzania, notwithstanding the deve-
lopment and dissemination of information
on the application of the TP guidelines
and the required documentation, most
taxpayers are still unaware of these or do
not fully comprehend the regulations and
documentation requirements. This com-
promises compliance [7; 8].

The lack of sufficient knowledge is not
only affecting taxpayers but tax officers as
well as tax consultants [16]. In addition to
the lack of databases, even where they are
available, tax officers have no adequate
knowledge to conduct the relevant eco-
nomic analysis based on these databases
and even customise the information to na-
tional context becomes a complex exercise.

This compromises TP implementa-
tion, audits, monitoring, and dispute reso-
lution [3]. Generally, all stakeholders are
trying to grasp the regulations, conside-
ring the concept is still in its early sta-
ges. Tax authorities are trying to provide
adequate documentation, consultation,
and fall-back in case of disagreements.

2.1.6. Political obstacles and power
imbalances between developed
and developing economies

The unfair distribution of power be-
tween developed and developing coun-
tries is substantial, especially in relation
to information [16; 18]. Tax administration
in developed countries is more sophisti-
cated, developed and equipped with fi-
nancial resources, technical skills, and ex-
pertise, coupled with a political muscle to
deal with TP issues as compared to those
in developing countries. These evident
disparities in the ability to handle TP as-
pects have seen developing and emerging
economies on the receiving end of unfair,
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aggressive, and exploitative TP activi-
ties and decisions. This results in a grea-
ter share of profits being allocated to the
more assertive, capacitated and politically
forceful developed economies, hence re-
sulting in BEPS. This is often done for fear
of antagonising and stirring tax disputes
with these aggressive nations.

Kabala & Ndulo [16] point to the lack
of political will to deal with TP issues and
the absence of a unified and consistent re-
gional focus on tax avoidance and evasion
curbing as other problems that hinder the
effective application of TP.

There is no political will to address
the issues of TP and BEPS in most deve-
loping countries, perhaps due to a lack
of understanding of the issues and their
impact [1; 24].

There is also no uniform and consis-
tent approach to curbing tax evasion and
avoidance even through regional organisa-
tions such as the Economic Community of
West African States (ECOWAS), Southern
African Development Community and Af-
rican Tax Administration Forum (ATAF),
among many such bodies [16].

Sebele-Mpofu et al. [7] acknowledges
the need for a combined effort conside-
ring the globalised nature of the business
world and the tremendous growth in
international trade and cross-border
transactions.

Kabala & Ndulo [16] portend out that
ATAF is making commendable efforts to
empower member states on different as-
pects on taxation including TP and pro-
viding a platform for expertise and know-
ledge sharing, discussions on challenges
of tax administration and BEPS and map-
ping of solutions.

Kabalo & Ndulo [16] further explain
the argument by discussing how HMRC
assisted South Africa by seconding a spe-
cialist to South Africa Revenue Services
SARS, who in turn after being capacitated
made available their experts to ATAF to
assist member countries in crafting their
TP legislation, build capacity and capabi-
lity in these African countries too.

There is indeed a great need to do more
in TP regulation development, provide
experts to assist member countries with
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advice on dispute resolutions, knowledge
sharing on TP and databases, direction on
risk analysis as well as general tax admi-
nistration.

2.1.7. Ineffective TP dispute resolution
mechanisms

Kabala & Ndulo [16] advance that
most developing countries in general and
African nations, in particular, have no
appropriate legislation and regulation on
TP matters and most have adopted the
OECD transfer pricing guidelines, with-
out building legal capacities and institu-
tions for their effective implementation.
The judicial systems and tax courts are
ill-equipped to constructively handle the
cases and revenue authorities are techni-
cal weak to defend their cases.

This leads to some promising cases
being dismissed on grounds of merit [7; 20].
This is affirmed by Sebele-Mpofu et al. [30]
who submit that many developing coun-
tries lack strong and robust legal systems
as well as dispute resolution frameworks.
These ineffective judicial systems and fra-
gile legislative structures lead to protracted
TP cases or revenue authorities losing most
cases and loss of taxpayer confidence if dis-
putes take forever to resolve.

2.1.8. Lack of comparable companies,
databases, and transactions

The lack of identifiable comparable
prices is a fundamental hurdle confron-
ting developing countries [16; 32].

It is often problematic for develo-
ping countries’ revenue officers, tax-
payers, and TP auditors to find comparable
data, items, and transactions to allow for
comparability assessment and determina-
tion of costs and prices of goods based on
the arm’s length principle [21; 32].

It could be due to the fact there are
relatively few companies operating in
some sectors. Even more challenging is
establishing an internal comparable un-
controlled price (CUP) because, in some
instances, intra-group transactions are
unique to the parent and its subsidiaries.
Compounding the comparability analysis
pitfall is the lack of national databases that
can be used for comparability purposes in
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most developing countries, Tanzania in-
cluded [23] and Zimbabwe [8].

In short, where the internal CUP is
non-existent, there are no comparable
transactions and prices in the open market
and there is no comparable national data-
base, the taxpayer is left with no option
but to adopt a margin and justify it. This
already brings an element of subjectivity
and leaves room for abuse as transfers can
still be made to related enterprises in low-
tax jurisdictions. These enterprises can act
as merely re-invoicing entities, thus ena-
bling BEPS. Due to information asymme-
try and confidentiality issues, it is difficult
for tax authorities to check whether the
transferred items are sold at arms” length
in the tax haven. The lack of comparability
databases impacts negatively also on the
successful conduct of TP audits [28; 32].

Revenue authorities in developing
countries find it difficult to audit effec-
tively without adequate comparative in-
formation or benchmarks. Comparability
data is normally from European and Asian
markets and these markets” fundamentals
differ from those of African markets [16].

The other formidable aspect of lack of
comparability data has to do with intangi-
bles, the difficulties in their measurement
and valuation leave room for abuse and
exploitation, as it is practically hard to
trace pricing issues [16; 28; 32]. Efforts are
being made in some developing countries
such as Tanzania, Kenya, and Zimbabwe
among others (refer to Table 1) to create
an enabling environment by availing ap-
propriate policy documentation, working
facilities and making TP databases acces-
sible (at times even through subscribing
to some of the established databases) in
order to fully operationalise TP guidelines
in line with international ones such as the
OECD and UN transfer pricing guidelines.

The other problem emanating from
the lack of databases in developing coun-
tries is that in most cases databases on TP
assessments have information relating to
developed countries making comparability
challenging or even customisation [32; 33].

There have been worthwhile attempts
to address the challenge, but these have
been slow and gradual, as these efforts are
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also hampered by financial constraints.
The cost constraints and challenges of ac-
cessing comparability data impede both
successful regulation of TP and compli-
ance to these regulations by revenue au-
thorities and taxpayers respectively.

2.2, Suggested solutions
and efforts made so far towards mitigating
the challenges of TP

Itis indisputable that MNEs are a vital
fountain of economic growth, investment,
global innovation, and government reve-
nue, but on the other hand, they undesir-
ably employ avenues to exploit variations
in national tax laws and systems across
countries of operation through strategies
such as mis-invoicing, mispricing, and
TP. The aggressive tax planning decisions
often applied by these MNEs weaken tax
bases and the fairness of tax systems, es-
pecially for developing nations [25].

TP is considered a “financing for de-
velopment issue” because failure to collect
adequate revenues hampers the country’s
ability to gather enough financial resources

to finance public expenditure [34]. Having
discussed that regulating MNEs activi-
ties through TP is a formidable task with
various challenges it is imperative to find
solutions to mitigate these challenges and
protect tax bases from transfer mispricing.

Sebele Mpofu et al. [30] make three
vital suggestions to policymakers in order
to alleviate the challenges of TP. These are:
(a) the need to target taxpayers and transac-
tions that are likely to pose the greatest risk
to TP and revenue mobilisation; (b) trans-
fer pricing documentation and disclosure
requirements to be commensurate with the
needs and capacity of revenue administra-
tion and should not be so significantly dif-
ferent from the needs of trading partners in
order not to cause undue compliance and
administrative burdens; (c) capacitation
and equipping of tax administration to effi-
ciently, effectively, uniformly and produc-
tively address TP aspects.

Table 2 presents a summary of a few
selected previous studies on the challen-
ges and possible solutions to TP in deve-
loping countries.

Table 2. Summary of selected studies on the challenges and possible solutions to TP

Researcher(s) Co(}ufr;tr;s Methodology Challenges Suggested solutions
Mashiri General Theoretical Information asymmetry Capacitate tax
etal. [8] perspective review (deduc- and frail TP audits authorities and regulate

tive theorising)

Weak legislation, poor
administration capacity
and lack of access to
information

Lack of BEPS prioritisation

tax practitioners

Improve and modernise
TP regulations and
Regulation through
customisation of ATAF
arm’s length guidelines,
TP guidance and Audit
process suggestions

Build capacity in terms

Shongwe [28] African Review of
countries literature
(policy brief)
Barrogard ~ Cameroon, Desk study
etal. [24] Burkina and Survey
Faso, DRC, study
Gambia,
Honduras,
Liberia and
Uganda
Blumenthal South Qualitative,
& Ratombo  Africa interpretive
[32] literature
review

or strategic link in policy
crafting, communication,
and administrative imple-

mentation. Lack of data for

comparability, awareness,
capacity, and resources

Resources and capacity

constraints, limited access to

and availability of compa-
rable data. Strong reliance

on use of alternative dispute

resolution, no Advanced
Pricing Agreement to en-

of legislation, expertise,
technical resources,
information technology
and creating databases

South Africa’s TP regu-
lation is ahead of other
developing countries
but there is a need to
continuously improve
the dispute resolution
mechanism, develop TP

courage compliance, limited skills and expertise and
guidance on the handling of investigate TP mispri-

double tax agreements

cing

191



Journal of Tax Reform. 2024;,10(1):181-207

eISSN 2414-9497

2.3. Conceptual framework

From the literature reviewed it was
evident that the challenges of TP impacted
the effectiveness of the TP as well as how
revenue authorities used TP to regulate
the activities of MNEs to reduce BEPS and
tax revenue leakages. It became evident
that the suggested solutions could be the
moderating variables to help mitigate the
impact of these challenges on the effec-
tiveness of TP (Dependent variable).

This relationship is schematically
displayed in Figure 1. The presentation
is such that the first point on the challen-
ges corresponds with the possible solution
under the suggested solutions.

3. Research Methodology

In addition to using the conceptual
framework displayed in Figure 1 above,
the methodology was guided by Creswell
& Clark [35].

This study adopted an interpretivism
research paradigm as it is suitable for re-
search that seeks to have in-depth know-
ledge of a phenomenon. Epistemological-
ly, the study sought to understand and
give meanings through interpretations at-
tached to the views and actions of study
participants. The fundamental principle is
contextualisation, interpretation, and de-
rived meanings within the study context
(in this case TP within developing while
specifically focusing on Zimbabwe).

This study employed an exploratory
design as this design is ideal for resear-
ching or investigating under-researched
areas or subjects that are in their nascent
stages of development and implementa-

tion. Employing interviews with various
informants allowed the researchers to get
rich and insightful information on the TP
regulatory regime in Zimbabwe, while the
review of literature gave detailed insights
into the situation in other developing
countries.

This study adopted a qualitative re-
search approach. The approach takes into
consideration a variety of approaches and
multiple truths within what is termed the
interpretive, naturalistic or constructivist
world view [36].

The research approach has to do with
discovery (exploring) and giving a de-
scriptive analysis, hence interviews were
employed for data gathering to allow for
in-depth data gathering.

The study targeted MNEs" tax con-
sultants, Ministry of Finance Officials and
Zimbabwe Revenue Authority (ZIMRA)
officers. Qualitative studies are known
for small samples [37] and these can be
identified through purposive sampling
and snowballing [35; 38] as was the case
in this study.

Samples of between 3 and 10 were
used and these stakeholders were sam-
pled because of their intense knowledge
of TP. In some cases, these experts referred
the researchers to those they considered
the best in the area, thus snowballing, this
was most common with MNEs” Tax con-
sultants, ZIMRA officers and Ministry of
Finance Officials.

Wealth et al. [33] argues that the out-
comes of TP are a result of rational deci-
sions taken by the various economic actors
influenced by different understanding and

. . . Dependent
Independent variable Moderating variables Variable
Challenges of TP Suggested Solutions

* Legislative challenges * Improve legislation Effectiveness
* Administrative challenges * Administrative improvements g e FliPt.
(for example, lack of (Building databases for m r;[g;g mg
comparable information or » comparability purposes, capacity > (Re ducisn
prices, capacity constraints, building, seminars, and training to BEPS and g x
tax knowledge gap) disseminate tax information on TP revenue
* Lack of political will and * National, regional, and leakages)
cooperation international cooperation on TP

Figure 1. Conceptual framework
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interpretations of the legislation. These dif-
ferent interpretations could possibly reflect
the roles played by these stakeholders, po-
licymakers, regulators, taxpayers, and tax
administrators (implementers of policy).

This research combined document
examination and analysis (court cases, TP
guidelines including OECD guidelines and
UN standards on TP, TP legislation in Zim-
babwe, budget statements, media briefs
and previous studies on TP in developing
countries) and in-depth interviews.

In-depth interviews were conducted
with the different stakeholders (10 ZIMRA
officers, 10 MNEs’ Tax Consultants and 3
Ministry of Finance Officials). In-depth
interviews were chosen because they are
more suitable for exploratory research as
they enable one to dig more for and seek
clarification and at the same time tap on
non-verbal cues [35].

Considering that TP was an under-re-
searched area it was important to gain
a deeper understanding of the TP legis-
lation and its constraints to effective en-
forcement from the various stakeholders
that have experience on the subject matter.
Interviews were initially conducted with
two respondents one tax officer and one
MNE:s tax consultant to test for clarity and
appropriateness of questions in addres-
sing the research objectives and eliciting
adequate information. Revision and eli-
mination of questions were done accord-
ingly, where necessary.

The qualitative research permitted
multiple crystallisations of the TP phe-
nomenon which was essential for its
exploration and investigation into the
challenges and suggested solutions. For
example, ZIMRA officers as the enforcers
of TP legislation shared their knowledge
on TP and the challenges that they faced in
administering them as well as what they
thought could be ideal solutions or ways
to improve the status quo. The depart-
ment consisted of 22 team members at the
time of research. For both domestic and
International TP, the focus was on those
dealing with international issues. Ministry
of Finance officials were pivotal as the po-
licymakers who craft the TP policy. Last-
ly, the MNEs’ tax consultants were key to
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the study as the pivotal participants as the
taxpayers or the ones to be regulated.

The documents reviewed included
the Zimbabwe Income Tax Act and TP
legislation, International TP Guidelines
(OECD and UN) as well as the Natio-
nal Budgets statements as well as cases.
This was because tax law in Zimbabwe
is drawn from legislation, Acts of Parlia-
ment, pronouncements in the budgets and
legal precedence or decided court cases.

Further to addressing the credibility
and trustworthiness of the results through
pre-testing of interview guides, the re-
searchers took notes during interviews
and tape-recorded them where informed
consent was granted. Participant feedback
was also employed. Data was analysed em-
ploying both deductive and inductive ap-
proaches in content analysis for both the in-
terview scripts and examined documents.

The researchers used a Computer
Aided Qualitative Data Analysis Software
known as ATLAS.ti. Data presentation and
analysis followed the guidance of Braun &
Clarke [39], who advocated for matching
themes derived from the data with study
objectives. Data presentation was largely
narrative in nature with a few numerical
expressions. Data presentation was also
aided by using quotations for elaborative,
clarification and evidence purposes.

The interviewed stakeholders were
given identification codes and individual
numbers for analysis purposes and from
here onwards they were described using
the code names, MOF (Ministry of Finance
Officials), ZIMRA (Zimbabwe Revenue
Authority Officers) and TC (MNEs Tax
Consultants). An example of the coding is
TC1, for tax consultant 1.

4. Results

As highlighted earlier, the study re-
sults were presented in a thematic man-
ner as guided by the themes that emerged
from data analysis and the research objec-
tives. Before delving into the challenges of
TP in Zimbabwe, it was important to have
an appreciation of the TP legislation in
Zimbabwe and how it relates to interna-
tional best practices such as the OECD and
UN transfer pricing guidelines.
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The analysis presents itself under three
themes. Theme 1 focuses on the applica-
bility of the international guidelines on TP
to the Zimbabwean context (4.1), Theme 2
centres on the challenges of TP in Zim-
babwe (4.2) and theme 3 was built on the
suggested solutions to TP in developing
countries and Zimbabwe in particular (4.3).

4.1. Application of International TP
guidelines (OECD and UN guidelines)
to the Zimbabwe setting

It was evident from document analysis
that Zimbabwe sought to follow the OECD
and UN guidelines as a basis for their TP
legislation and it became necessary to eva-
luate their applicability and appropriate-
ness to Zimbabwe. This was because also
from literature review it was evident that
researchers found these guidelines lac-
king in some important dimensions as
they relate to developing countries [6; 30]
and African countries [28; 33].

During the interviews, it was evident
that ATAF was considered an important
player in providing guidelines on TP in
Africa, especially to member countries
such as Zimbabwe. This was consistent
with literature from Shongwe [28] that
ATAF provides guidance to African mem-
ber states on TP in order to help them fully
comprehend international guidelines.

The interview results were grouped
in terms of those that found either the
OECD, UN or ATAF guidelines applicable
to Zimbabwe from their understanding
and assessment. This was done using yes
and no as representing what was deduced
from the discussion. The results are pre-
sented graphically as shown in Figure 2.

From Figure 2, it was evident that
there was a consensus among stakehol-
ders that the OECD guidelines were the
commonly applied guidelines with all the
MOF officials and TCs concurring. The
majority of ZIMRA officers (70%) also
shared similar sentiments. The UN guide-
lines were found to be less applied as com-
pared to the OECD, with 67% of the MOF
officials acknowledging their application
and only 40% and 29% of the ZIMRA of-
ficers and TCs agreeing to them being ap-
plicable. ATAF guidance was found to be
ineffective and only 10% of ZIMRA poin-
ted to the contrary.

It is not surprising because the bulk
of the studies referred to the OECD
guidelines as the widely adopted guide-
lines by both developed and developing
countries.

The interviewees indicated that even
mandatory to adopt the OECD guide-
lines, they felt persuaded to adopt these
as they are frequently updated to re-
spond to the changing risk environment
and tax evasion and avoidance strategies.
This was highlighted by ZIMRA6 who
made it clear that even though the au-
thority was not tied to any specific body
they preferred the OECD.

The ZIMRA officers and TCs pointed
out that Zimbabwe’'s TP legislation dif-
fered from the OECD in that the country
applied TP legislation also to domestic
transactions in local companies (this was
not explored further because the focus of
the study was on MNEs and international
transactions). This was found to be bur-
densome especially to small and medium
enterprises in the country [20].

[o))
o

Respondents
=
o

who said yes, %

N
(e}

o

ZIMRA

m OECD guidelines applicability
ATAF guidance effectiveness

100
: I I
' MOF TC

UN guidelines applicability

Figure 2. Adoption of International guidelines in Zimbabwe
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Even though interviewees concurred
to a greater extent on the adoption of the
OECD guidelines, they were quick to
point out that these are not without prob-
lems. They were described as voluminous,
confusing, and difficult to comprehend,
with TCs calling on ZIMRA to simplify
them. ZIMRA officials on the other hand
acknowledged that these were not wholly
suitable for Zimbabwe as they are more
applicable to developed countries (OECD
countries and European counties).

ZIMRA4 affirmed the concern as
follows: “As a country, we adopted the
OECD regulations without any amend-
ments. We have the advantage of ap-
plying guidelines that are acceptable
internationally, but administering them
in our environment is very challenging,
especially applying the recommended
transfer pricing methods for testing for
adherence to the arm’s length principle.
The shortage of comparable information
and the prevailing economic conditions
in the county making it difficult to apply
transfer pricing rules and even to audit
productively”.

Barrogard et al. [24] when studying
TP in developing, including African coun-
tries like Cameroon, Tanzania and Bur-
kina Faso arrived at an alike conclusion
arguing that contextualising was key. The
researchers emphasised the need to select
those minimum standards and actions
that addressed the TP challenges in each
country as the economic environment set-
tings differ. The other issue making the
use of the OECD guidelines problematic
was identified as the lack of comparable
databases for transactions. This led to the
use of foreign databases which were often
difficult to use or not entirely comparable,
hence bringing in subjectivity and inaccu-
racies. This was also shared by Mpofu &
Wealth [21].

There was a general feeling especially
among ZIMRA officials, that despite the
current ineffectiveness of ATAF in crea-
ting TP guidelines for African countries,
it was the ideal body to guide the African
continent on the matter. This thought has
been shared by the Kabala & Ndulo [16]
suggesting that ATAF can have a register
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to document the needs of African coun-
tries in relation to TP and seek assistance
from the OECD, World Bank, and IMF in
a more focused way.

Kabala & Ndulo [16] express that
there is need to assess the appropriateness
of the OECD guidelines for developing
countries and Africa and formulate TP
guidelines that are more focused on ad-
dressing challenges that are unique to the
African continent. The researchers further
explain that ATAF can be the right orga-
nisation to spearhead the project.

There was a general acceptance
among interviewees (TCs and ZIMRA of-
ficers) that notwithstanding the adoption
of the OECD guidelines in Zimbabwe,
there was an irrefutable need to keep eva-
luating them for applicability, relevance
and effectiveness and taking corrective
measures where necessary.

4.2, Challenges of TP in Zimbabwe

The major objective of TP is to prevent
or reduce BEPS by equipping revenue au-
thorities with appropriate legal and ad-
ministrative measures to do so. However,
it remains problematic how the efforts to
protect the tax base can be balanced with
the need to maintain a favourable invest-
ment climate to foster international trade
and continue to be a destination of choice
for FDI [25].

Theme 2 dealt with the challenges
of TP in Zimbabwe. After a detailed dis-
cussion of the challenges under literature
review (Section 2), it was important to
empirically explore these challenges in
the Zimbabwean context. Zimbabwe pre-
sents a developing country context but is
unique in terms of the economic, legal,
and political settings. Literature tabled
various challenges such as the shortage
of resources, weak capacity, non-avai-
lability of comparable databases, weak
legal systems, complex legislation, and
complexity of MNEs transactions among
others [30; 31].

This study categorised the challen-
ges into two broad groups: Challenges
relating to TP legislation (4.2.1) and those
relating to implementation capacity con-
straints (4.2.2).
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4.2.1. Challenges Relating to TP Legislation

This study, through a deductive co-
ding data analysis approach, categorised
the challenges into three broad groups:
Lack of comparability databases, unclear
documentation requirements and unclear
TP legislation as presented in Figure 3.

The MOF officials indicated that they
were not the best target participants on
the challenges as they liaise more with
ZIMRA on the implementation issues as
the administrators of tax policy, so it was
best to get information on the challenges
from ZIMRA officials and tax consultants.
For this reason, results presented relate to
ZIMRA and TCs.

Different reasons appeared topical
and ranking top as fundamental con-
straints, as viewed from the perspectives
of the different stakeholder groups (in-
terviewees). For example, for TCs (100%)
the major stumbling block to effectively
implementing TP regulations is the lack of
clarity in legislation, yet only 30% of ZIM-
RA officials acknowledged it as a hurdle.
For ZIMRA officers, the biggest challenge
was the lack of comparability databases
(90% in agreement) and 71% of TC were in
acknowledgement.

These have all been alluded to in li-
terature as challenges to TP by different
researchers such as Kabala & Ndulo [16],
Sebele-Mpofu et al. [7] and Oguttu [6]. The
only difference, in this case, is the signi-
ficance attached to them by interviewee
groups thus, reflecting the multiple views
of participants’ experiences, occupational
challenges, and their different orientations
as the taxpayers (TCs) and the regulator
(ZIMRA).

This resonates well with the interpre-
tivism literature that argues the world is
subjective and must be viewed from the
perspective of those who experience the
subject matter [35; 36] and McKerchar [40]
who argues that challenges and solutions
in the tax discipline will depend on the
perspective of the stakeholder studied.

The differing opinions are reflective of
the subjective views of the phenomenon
built from interactions and relationships
between MNEs, TCs and ZIMRA. As for
the inadequacy or unclear documentation,
the majority from both groups were of
the view that indeed documentation was
lacking (71% of TCs and 60% of ZIMRA
officers). TC1 explained that the lack of
legislative clarity was frustrating to MNEs
and other taxpayers.

Unclear TP legislation. The lack of leg-
islative clarity was highlighted in several
developing countries [18; 24] and in Af-
rican countries [7; 16]. Given this back-
ground and the fact that it was pointed
out by interviewees. It was necessary to
further unpack it in the Zimbabwean con-
text. TCs and ZIMRA officials acknow-
ledged that Zimbabwe still needed to do
a lot in simplifying and clarifying the TP
regulations.

TC3 expressed that: “In my view, the
TP rules have not been a game changer; we
just took the bare bones of TP very shal-
low in terms of content and not aligned
to the Zimbabwean setting. I don’t think
it has impacted on FDI; however, it is an
important aspect of FDI”.

ZIMRA officers also shared concern
on the lack of legislative clarity, with ZIM-
RAS asseverating that: “There is an outcry

Respondents
who said yes, %
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Figure 3. Challenges Relating to TP Legislation
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on the legislation being difficult to com-
prehend and I don’t know how foreign in-
vestors will take it and I don’t think trans-
fer pricing is really a hindrance to foreign
investment, the issue of language must be
simplified. Some taxpayers were saying,
whose standard are you using and what
standard of transfer pricing are you using
to say this is a comparable transaction?”.

This suggests the need to make the
adopted OECD guidelines more aligned
to the Zimbabwean situation and to edu-
cate taxpayers more on TP regulation.

Legislation clarity or lack of it was
further explored under the following sub-
themes: Existence of clear deadlines and
penalties, the use of APAs, Effectiveness
of the Fiscal Appeal Court and consisten-
cy in the application of TP legislation. The
results are presented in Table 3.

Inconsistency in the application of TP
legislation and the inexistence of effective
deadlines for submission of TP documenta-
tion. Only 20% of ZIMRA officials poin-
ted to the existence of effective deadlines,
with the majority clearly stating that they
did not have a clear deadline on when
the TP documentation should be lodged
with ZIMRA. All the TCs argued that the
deadlines were non-existent.

This is contrary to the suggestions by
researchers such as Lohse & Riedel [41],
Nguyen et al [42] and Luhende [23], who
emphasise the need to have clear docu-
mentation requirements and deadlines
for submission to enhance TP as a tool to
reduce profit shifting, aggressive tax plan-
ning and tax evasion.

The TCs indicated that their clients
kept the TP documentation as part of the
risk management and tax planning strate-

gies to minimise the tax exposure in case
ZIMRA comes for TP audits.

Unavailability of an Effective penalty
system. Despite the emphasis by Lohse &
Riedel [41] on the criticalness of having
specific and clear penalties for TP abuse,
it is clear in Table 1 that most African
countries fall short of this legislative need.
Zimbabwe is no exemption. Zimbabwe
is experiencing a similar problem as 90%
of the ZIMRA officers acknowledged the
weakness and all the TCs agreed.

ZIMRA officers indicated that they
applied general penalties as outlined in
Section 46 of the ITA, Chapter 23:06. The
lack of penalties makes tax administration
ineffective. This problem of penalties was
alluded to by Lohse & Riedel [43] and by
Shongwe [28] in most African countries.

The discretionary nature of penalties
in most African countries leads to the
abuse of power, exploitation of taxpayers
and corruption as indicated by Kabala &
Ndulo [16]. The statutory Instrument 109
of 2019 has sought to make improvements
in these areas [7].

Ineffective use of APAs. The APAs were
argued to be ineffective in Zimbabwe.
The majority of ZIMRA officers pointed
out that they have never used or invoked
APAs at any point in time since the intro-
duction of TP in 2016. TCs argued that
APAs were non-existent in Zimbabwe.

TC3 expressed that: “maybe we can
talk about DTAs in Zimbabwe, otherwise
APAs are not there. The DTAs are also in-
effective and provide not much guidance
or information in dispute resolutions”.

Ineffectual Fiscal Court of Appeal. ZIM-
RA officers indicated that in the absence
of specific deadlines and penalties for TP

Table 3. Legislative measures and the perceptions on their effectiveness

Measure

Inconsistency in application of TP legislation
Ineffective use / non-availability of APAs
Inexistence of effective deadlines
Non-availability of an effective penalty system

Ineffectual Fiscal Court of Appeal

ZIMRA (% of those | TCs (% of those
acknowledging acknowledging)
86 90
90 100
80 100
90 86
100 86
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and the use of general penalties covered
in Section 46 of the ITA, the implication
was that even in dispute resolution; the
general procedures for assessing income
tax disputes were applied. This led to in-
terviewees admitting that the fiscal court
was ineffective.

The TCs acknowledged that dealing
with this court was frustrating because
many of their cases were still pending re-
solution. The TCs suggested that the inef-
fectiveness could be linked to three things:
the court being understaffed, lack of clear
and effective legislation and lack of legal
expertise to handle the complex TP cases.

TC1 was of the view that the one
judge who dealt with tax cases be it the
income tax, capital gains or Value Ad-
ded Tax (VAT) cases was swamped by too
much work. The lack of clear legislation
and expertise compounded the difficulties
in effective dispute resolution.

Sebele-Mpofu et al. [7] highlighted
this while studying the effectiveness of TP
audits and dispute resolution in Zimba-
bwe. This ineffectiveness in the legal sys-
tem leads to ZIMRA losing cases and robs
it of a chance to self-assess its legislative
and administrative capacity and having
a legal precedence foundation to improve
on. It is also prejudicing taxpayers, bur-
dening them with uncertainty and leading
to them losing trust in tax administration.
Trust in government and its institutions, is
an important determinant of the willing-
ness of taxpayers to pay their tax obliga-
tions [11].

Lack of Comparability Databases. The
challenge of lack of comparable databa-
ses was found to be weighing heavily on
the effectiveness of TP legislation in Zim-
babwe as evidenced by the study results
in Figure 3. The problem cuts across most
developing countries [6; 24; 30] and Afri-
can countries [7; 16].

The ZIMRA officers explained that
they rely on international TP databases
such as “One source” and “KT Mine” for
comparability information. TCs highlight-
ed that though using foreign databases
was permissible by law, it did not provide
accurate results. This reliance on other fo-
reign databases was not without challen-
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ges, the officers indicated that it was expen-
sive and took too much time and effort.

Referring to ZIMRA TC1 pointed
out that: “Unfortunately, they don’t have
many comparables from Zimbabwe or Af-
rica, they are basically getting comparables
from around the world, but we all know
that the economic situations are different
because we can’t say that Zimbabwe is on
the same scale as Europe. Foreign data-
bases mainly give comparables which are
not in Africa. Remember in Africa transfer
pricing is still work in progress, so the da-
tabases do not have comparables from Af-
rica, but we still use them for comparabi-
lity and that’s why we use the median and
advise our clients to charge a price that is
closer to the median”.

The poor economic situation in Zim-
babwe heightens the problem as more
and more companies close or move out of
Zimbabwe, leaving only a few companies
or even one company in certain lines of
business. It thus becomes an arduous task
to find comparable data or even query the
TP used by the taxpayer leading to the
ability of ZIMRA to curb BEPS through
TP being curtailed.

4.2.2. Implementation Capacity Constraints

Implementation capacity constraints
have been alluded to in most tax literature
on the challenges of tax administration
in developing countries [10] and with re-
spect to TP [23; 30].

As shown in Figure 4, it was clear that
indeed ZIMRA was incapacitated in va-
rious aspects to deal with TP effectively.
Five broad issues on capacity became the
centre of discussion during the interviews:
inadequate experience, scarcity of finan-
cial resources, lack of expertise, unsound
staffing policy and the lack of a specific
team dedicated to TP.

From Figure 4, that TCs and ZIMRA
officers were of the view that indeed there
were capacity limitations at ZIMRA.

Inadequate experience and Lack of exper-
tise. Most of the TCs pointed out the lack
of sufficient experience (86%) and exper-
tise (71%) as some of the major limitations
facing ZIMRA in dealing with TP. ZIMRA
officers shared the same views with 50%
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and 30% acknowledging the issues respec-
tively. The differences in the emphasis on
the matters reflect the perspectives of the
taxpayer and regulator and are expectedly
varied.

ZIMRA believes they are not far off
when it comes to experience and expertise
as they undergo some learning and training
yet TCs argue that ZIMRA still has a long
way to go in addressing the two areas. On
the contrary, TC2 argued: “ZIMRA is inca-
pacitated; it doesn’t have the right person-
nel to challenge the pricing by MNEs and
even to get a proper understanding of these
rules. I have said this before”.

The TCs argue that they are more
knowledgeable than ZIMRA officers on
TP issues, indicating this is mostly the rea-
son why ZIMRA loses TP cases in courts
as they (TCs) exploit the loopholes in TP
legislation.

One wonders whether this does not
create a conflict of interest for the TCs.
When faced with a conflict of interest,
whose interest do they serve those of
ZIMRA or those of MNEs? The possibil-
ity of a conflict-of-interest overexposing
or sharing of information arising due to
consulting tax consultants, other tax au-
thorities, the private sector and developed
countries [7]. It is necessary to strike a ba-
lance between consultation and conflict
of interest.

On the weaknesses in expertise, TC6
was concerned especially with the inade-
quacy in scrutinising the activities of the
mining sector yet it is the most vulnera-
ble area to BEPS. He explained that: “In

tackling this problem, it is not enough to
have accountants and economists at ZIM-
RA dealing with TP, there is a need for
lawyers and geologists who have a better
understanding in some respects that the
tax officers lack. And to minimise overre-
liance on outsourced skills”.

The challenge was further emphasised
by TC8, saying that: “ZIMRA doesn’t have
the capacity to establish or scrutinize mi-
ning transactions to see whether the losses
are genuine which is a limitation as mining
operations require a lot of expertise and
most of ZIMRA staff are just accountants
who don’t know the geophysical know-
ledge, the geological movements and how
the mining operations take place”.

The mispricing and mis-invoicing
risk in the mining sector was emphasised,
with respect to Zimbabwe by Kwaramba
et al. [44].

Scarcity of financial resources. The
scarcity of financial resources has been
lamented as the biggest stumbling block
to effective capacitation of ZIMRA by in-
terviewees (ZIMRA 3, 7 and 10) in this
study and the majority of TCs (86%) and
researchers such as Sebele-Mpofu and
Mususa (29) and Wealth et al (20).

This is reiterated by ZIMRA 3, stating
that: “The issue of resources where we
are saying these are cross border trans-
actions and for us to be able to really in-
terrogate and probe them, we also now
need to send officers maybe to other tax
jurisdictions. That means resources and
honestly resources are what we don't
have as a country”.
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In developing countries, financial con-
straints have been pointed out by several
scholars [44]. The lack of adequate finan-
cial resources compounds the other chal-
lenges. For example, improving experi-
ence and expertise requires investment in
the continuous development of employ-
ees through training, secondment to other
revenue authorities in the region or in de-
veloped countries so that understudy sys-
tems and learn or even hiring experts from
experienced revenue authorities such as
SARS or those in the OECD countries.

In addition, due to the lack of financial
resources developing countries and Zim-
babwe included, failed to retain qualified
and experienced personnel [8; 23].

This was emphasised by TC2: “In
as much as ZIMRA does training pro-
grammes the challenge is in ZIMRA there
is high staff turnover, I for one received
training from Australia and I left ZIM-
RA due to poor salaries. Apart from trai-
ning, they need to have practical exposure
to countries that have started this thing
a long time ago for example South Africa.
In my experience at ZIMRA, I was lucky
to get exposure. I was based at Sunning-
hill Megawatt building with South Afri-
can Revenue Services, where we would
carry out joint audits. Theory is easy for
anyone even if you were to write an exam
you would pass but practical implemen-
tation requires exposure and experience.
They also transfer staff very often; you
find that someone who specialized in
transfer pricing but is transferred to do
customs work”.

The issue was emphasised by Ogut-
tu [9], who stressed that developing coun-
tries’ tax authorities need to address the loss
of staff quickly and urgently, through com-
petitive and market-related remuneration
of their staff. The problem is compounded
by the misuse of funds by government offi-
cials as pointed out TCs 2 and 3. This poor
governance quality was highlighted by
Sebele-Mpofu [10] as responsible for poor
tax morale in Zimbabwe.

Unsound staffing policy and lack of spe-
cific team dedicated to TP. ZIMRA officers in
their totality acknowledged that staffing
that matches the person’s expertise and
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experience with the job or department
needs was lacking. They suggested that
policies on the ground were not condu-
cive especially, the constant transfers and
increased staff turnover. The challenge
was also affirmed by TCs and was also re-
ferred to in literature by Mashiri et al. [8].

Interviewees from both the stake-
holder groups (ZIMRA and TCs) indi-
cated that ZIMRA was poorly staffed,
and that most of the staff members were
trainees who often grapple with complex
TP transactions and issues and even with
other tax administration issues in gene-
ral. There was dissatisfaction also with
the lack of a dedicated department to
deal with TP issues.

Further to this ZIMRA officers and
TCs highlighted that the centralisation
of dealing with TP issues in Harare was
rather unfair and ill-advised. They recom-
mended a need for decentralisation and
for having TP experts and auditors in all
the ZIMRA regional offices to speed up
resolution of TP issues and for conve-
nience to taxpayers (TCs 2, 4, 5 and 6).

4.3. Suggested Solutions
to the challenges of TP

To build on the recommendations
made from the study, interviewees were
asked to make suggestions on the possible
solution to alleviate the challenges they
pointed out in the discussions. These were
grouped into improving clarity in legis-
lation, creation of databases capacitation
and improving national, regional, and in-
ternational cooperation issues of TP and
tax administration in general. The results
are presented in Table 4.

Table 4. Solutions Suggested
by Interviewees to the Challenges
of TP, %

Suggested Solutions ‘ TCs ‘ZIMRA

Improving legislative 100 90
clarity

Creation of databases 71 100
Improving cooperation 86 90

on national, regional and
international level on TP

Capacitation 100 100
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As presented in Table 4 interviewees
emphasised the need to improve TP legis-
lation as they alluded to the lack of clarity
in legislation as well as the difficulties in
comprehending and consistently applying
the TP regulation. There was a general
concurrence with almost all interviewees
agreeing to this important fact (100% of
TCs and 90% of ZIMRA officers).

The need for capacity building at ZIM-
RA was unanimous. Participants agreed
that a lot needs to be improved in rela-
tion to capacity and the most topical areas
were training and development, expertise
development and exposure, remuneration
and retention of employees and above all
provision of adequate financial resources
to make the capacitation efforts a success.

The creation of databases was also em-
phasised, along with the improvements in
cooperation on a national, regional, and
international scale. The creation of data-
bases is important and requires regional
or continental cooperation. For example,
the creation of an African TP dataset for
African countries as suggested by [16; 30].

While Kabala & Ndulo [16] avow that
“African countries should participate in
the global rulemaking so that African voic-
es, interests and experiences are reflected
in emerging global rules”, Sebele-Mpofu
et al. [30] posit the efforts towards impro-
ving TP legislation enforcement need to be
considered from the legislative, adminis-
trative, and political perspectives.

The others suggestion from various
participants were the need for political
will and commitment, reduced political
interference in tax administration, im-
provement and capacitation of the fiscal
court, taxpayer education and awareness
programmes and the need for stakeholder
consultation on TP matters.

5. Discussion

This paper sought to explore the legis-
lative regime associated with international
TP as well as the challenges faced in im-
plementation, particularly in Zimbabwe.
It emerged that while Zimbabwe has made
significant strides, putting in place some
TP regulatory measures, it remains chal-
lenged in a number of ways ranging from
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legislative capacities and implementation
capacities as MNEs continue manipulating
the existing systems. The existing legisla-
tion is marred by a lack of clarity and in-
consistencies in the application.

Wealth et al [20] buttressed this by
emphasizing the burdensome of the laws
to local companies hence giving a compe-
titive advantage to MNEs. ZIMRA is also
limited in its capacity to enforce these laws
by the lack of comparability databases,
non-availability of APAs, non-availability
of an effective penalty system, inadequate
experience, scarcity of financial resources,
lack of expertise, unsound staffing policy
and an ineffective Fiscal Court of Appeal.
This limited capacity poses a high transfer
pricing risk to the nation through the ex-
ploitative behaviour of MNEs [33].

The literature and primary findings
show that these challenges are not with-
out remedy. Zimbabwe is recommended
to improve the clarity of its legislation by
also adopting what other tax jurisdictions
have done.

Shongwe [28] also highlights the need
to modernise legislation and train audi-
tors who are dedicated to TP since MNEs’
transactions are intricate and complex.
The Zimbabwean Government is also ex-
pected to capacitate its revenue agent by
equipping it with all the resources that it
requires to fulfil its mandate.

While creating local databases that
will assist with comparability analysis,
compared to ALP, Oguttu [16] suggests
possible alternative methods that could
substitute the glorified ALP. These me-
thods may be worth exploring in Zimba-
bwe to ensure a custom-made system that
addresses Zimbabwe’s special needs. Im-
proving cooperation on a national, region-
al, and international level on TP is also
emphasized to abate this long-standing
problem of TP abuse.

The paper established that Zimbabwe
was facing challenges of TP manipulation
by MNEs operating in the country due
to several challenges. While some of the
challenges were directly linked to weak
tax administration institutions, some of
them were indirectly linked but were
more inclined to the governance and po-
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litical environments in the country. From
the paper, it was evident that economic
incentives in the form of lower tax rates,
tax incentives, tax exemptions and certain
allowable deductions create opportunities
for MNEs to manipulate TP, resulting in
base erosion and profit shifting. This re-
duces the taxable income of MNEs, thus
leading to revenue losses for the country.
Weak TP regulations coupled with lack of
resources make it challenging for develo-
ping countries like Zimbabwe to enforce
TP legislation effectively. The lack of clear
documentation compounds the problem.

It was also clear that there is lack of
capacity and expertise within tax authori-
ties to effectively identify and address TP
manipulation. The capacity and technical
expertise inadequacies affects TP legis-
lation administration and enforcements,
audits and investigation. Therefore, the
need for investments in digital infrastruc-
ture and digital transformation of tax ad-
ministration can contribute significantly
to strengthening tax administration and
reducing the vulnerability of developing
countries and Zimbabwe in particular to
TP manipulation by MNEs.

The study makes several recommen-
dations.

Firstly, there is need for improvements
in TP legislation and the use of DTAs and
APAs. Borrowing from reviewed litera-
ture and echoed by study participants,
this study recommends a continuous
evaluation of the OECD and UN guide-
lines for adequacy, relevance, and reason-
ableness in a developing country context
and for policymakers to strive to custom-
ise these to their national settings. ATAF
should continue to work towards the crea-
tion of TP regulations by Africa for Africa.
The creation of databases is another mat-
ter that must be addressed with urgency
and requires partnership, communication,
respect, and cooperation among nations.
This can be done through regional bod-
ies such as ATAF, ECOWAS and SADC
among others or international organisa-
tions such as the IMF and World Bank.
The use of APAs and DTAs is encouraged
especially as a way of minimising dis-
putes or putting in measures for dispute
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resolution, but care must be exercised as
previously, these have been exploited by
powerful developing countries to the dis-
advantage of developing countries. It is,
therefore, imperative that these countries
should only enter into those agreements
when capacity building has been done to
support them especially, the APAs. As for
the DTAs developing countries and espe-
cially African nations should investigate
these, appraise their impacts on revenue
mobilisation, otherwise “the impact of the
DTAs might challenge the legitimacy of
tax regimes, legal institutions and demo-
cratic processes” [16].

Secondly, Capacitation of ZIMRA in
terms of technological resources, technical
skills, and human resources. The need of
capacity building in developing country
revenue authorities, including ZIMRA
cannot be overemphasised because parti-
cipants lamented the weak capacities of
the revenue authority.

Thirdly, increased cooperation is key
to improving the effectiveness of TP le-
gislation in developing countries. TP is
a global phenomenon and not a country
problem, so no country can do it alone.
Hence information sharing and exchange
are important pillars to cooperation. Re-
sources can also be shared on a regional,
continental, or international basis through
bodies such the UN and OECD to foster
effective cooperation. Fourthly, the study
recommends continuous research on TP.
Research is an important tool to improv-
ing policy, thus there is need for conti-
nued research and research collaborations
on the issues of TP on developing and Af-
rican countries to learn, implement and
improve TP. Revenue authorities, tax con-
sultants, the judiciary, other professionals,
and academics should all contribute to
this research because the issue of IFFs can-
not be ignored.

Lastly, the paper recommends the
need for increased stakeholder education,
awareness, and engagement on TP issues.
Stakeholder engagement and taxpayer
education and awareness programmes
should be undertaken to communicate TP
policy in order to have a stakeholder buy
in the policy.
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6. Conclusions

As outlined in the introductory sec-
tion, the paper had three main objectives.
These were to investigate the challenges
enabling TP manipulation in a developing
country context, to explore the possible
solutions to address the problem of TP ma-
nipulation in developing countries and to
come up with recommendations towards
reducing the vulnerability of developing
countries to TP manipulation by MNEs.
To attain these objectives, the paper dis-
cussed the challenges that emanated from
the research, and these encompass the
complexity of MNEs’ transactions, weak
and fragile tax administration systems,
capacity constraints, weak legislation and
limited financial resources.

On the second objective, the solutions
identified include enhancement of legisla-
tive clarity, creation of arm’s length price
databases, increased national and inter-
national cooperation as well as capacity
building for revenue authorities in deve-
loping countries.

Concerning the third objective recom-
mendations for alleviating the vulnerabi-
lity of developing countries to TP abuse
by MNEs, the study proposed the har-
nessing of digital technologies in tax ad-
ministration, stakeholder consultation,
strengthening of legislation, capacitation
of tax authorities and revisiting the eco-
nomic incentives awarded to MNEs.

The study concludes that TP is an im-
portant concept in BEPS and accordingly
governments should seek to understand
the challenges of TP and work towards
reducing their impact on developing
economies.

The study identified several challen-
ges from literature review and empirical
research, and these include lack of databa-
ses, lack of legislative clarity, weak judicial
and court systems that are not in tandem
with the efforts of the tax authorities in TP
dispute resolutions, lack of adequate TP
knowledge among various stakeholders as
well as weak capacities. This could be pos-
sibly linked to the fact that TP regulation,
adoption and application are still in their
infancy in Zimbabwe. There is room for
improvement in the future.
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The empirical evidence extends some
of the views shared by other researchers
as discerned from the literature review
and summarised in the conceptual frame-
work. The findings from the study could
be grouped in line with the conceptual
framework. For example, the legislative
challenges could cover the level of adop-
tion of TP legislation, the lack of clarity
in the legislation, inadequate documenta-
tion as well as unclear policy on penalties.
These challenges also affect the adminis-
tration and enforcement part of TP regu-
lation especially when it comes to monito-
ring, audit, and dispute resolution.

On the other hand, the administrative
challenges encompass the difficulties in
applying the arm’s length principle due to
the lack of comparable information and the
unavailability of databases. These admin-
istrative challenges are further compoun-
ded by power imbalances between deve-
loped and developing countries as well as
the lack of political will and commitment
to enforcing TP legislation among deve-
loping countries. The capacity constraints
challenges include the lack of financial re-
sources, human capital, and technical ex-
pertise to effectively implement, monitor,
audit and penalise accordingly. Therefore,
efforts to improve TP should focus on ad-
dressing these seemingly deficient areas.

This study contributes to policyma-
king and to the theoretical body of know-
ledge on TP. For example, due to the dif-
ferences in the economic, legal, and poli-
tical environments in countries, contradic-
tions and complexities surrounding the
TP concept can stimulate further research
that can change the TP narrative and regu-
lation. Policymakers can also be influen-
ced into building effective and robust TP
frameworks and effectual fiscal courts and
ultimately reduce BEPS and its negative
impacts.

The conceptual framework is also
a contribution to knowledge on the TP de-
bate and can also be used as a guiding tool
for policymakers on the focal variables
that need focusing on in addressing the TP
legislation enforcement challenges.

The study had the following limita-
tions.
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Firstly, the qualitative nature of the
study and the fact that the study adopts
interviews as the data collection method
means the study suffers from data reliabi-
lity weaknesses as well as the lack of gen-
eralizability of findings. This weakness
could be addressed by future researchers
by adopting interdisciplinary methods
such as the pragmatic approach which
allows for combining both the qualitative
and quantitative approaches through the
mixed method research design.

Secondly, the exploratory setting of
the study as well as the use of purposive
sampling which is viewed as both po-
werful and subjective at the same time
are both notable limitations. Thirdly, due
to the sensitivity of tax issues, hypocri-
sy, and the management of impressions
(opinions) by the different stakeholder
groups cannot be overruled as well as
their influence on information subjecti-
vity. In their subjectivity, the opinions of
these different interviewees were pivotal

to this research, in giving an insight into
TP in developing countries and Zimba-
bwe as well as laying a foundation for
future research.

Considering the findings and recom-
mendations of the study, further research
is recommended in the following areas:
(1) TP for intangibles since it was pointed
out as one of the problematic areas for TP
regulation and the most abused as well
as management fees; (2) research to ad-
vance TP rules in Zimbabwe with a spe-
cial focus on the vulnerable mining sec-
tor. Commodity pricing in the extractive
industry is an important area for research
in African countries as the greater part of
BEPS happens in this industry; (3) African
countries need to do more research on the
creation of the African TP and databases;
(4) on the opportunities and challenges
of the recently introduced digital service
taxes in mobilising revenue from digital
MNEs and reducing tax avoidance and
evasion in developing countries.
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