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International taxation influences the various business activities of
multinational corporations. This research focuses on corporate tax avoidance and empirically
examines the profit shifting behavior of US and Japanese multinationals. | measure the extent of
profit shifting in terms of the sensitivity of pretax profits of foreign subsidiaries to host
countries” corporate tax rates (i.e., the semi-elasticity of pretax profits with respect to host
countries® corporate tax rates). The main findings are as follows. First, on average, the profits of

Japanese-owned foreign subsidiaries are less sensitive to host countries” tax rates than those of
US-owned foreign subsidiaries. Second, the profits of intangible-intensive or large subsidiaries are
more sensitive to host countries” tax rates than those of other subsidiaries. Third, Japan®s
adoption of a territorial tax regime in 2009 facilitated profit shifting by Japanese multinationals
for several years after the tax reform.
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