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Abstract
Previous research has indicated that renowned economist Martin Feldstein acvocates

economic theory that if a company had its income tax liability reduced, this ssisine
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CHAPTER 1. INTRODUCTION
Introduction to the Problem

It's not a coincidence that the U.S. is in last place in the world in terms of

corporate tax rate. It's because our system is set up to block tax reform
David Malpassgconomist
According to previous literature, the economic theory of corporate tax reform

has outlined how a reduction in the corporate tax rate would generate significant revenue
in saved dollars for companies. Hanna (2010) points out that a corporedéetant is
the sirgle most coveted tax change wrgorate America. However, many economists
believe that the current corporate tax rate is stifling corporate growth and hindering
expansion of the United States econoiflyis belief is heldecause the ta corporations
pay on their income is excessiwgull, Dowd,andMoomau(2011) purports that the
interaction of corporate and individual income tax rates create and economic distortion,
one of which is pitting domestic income against foreign income. akné2013) argues
that a higher corporate income tax rate leads tdaprse effeabn the unemployment
rate.

In theory, the additional revenue generated from corporations having to pay less
in income tax would be reinvested in local economies and asgulit economic growth
nationwide by creating more jobs. Gross and 8ehald (2012) argyehatin a dobal

economy, capital is continuously mobile and that in order for America to restauant,



a competitive orporate tax rate is important to encowa&gnerican companies to invest
domestically.

Corporateax reform is of interest to the researchecause, in theory, it should
work. Primarily,because there are cases where it has worked in other countries. Owens
(2006) notes that corporate tax refarmEU nations like the United Kingdomis used to
provide a moreompetitive fiscal environment thedutsinvestmens, risk-taking, and
entrepreneurshipn the articlei Ca n T a x avRthd WbSEcono®y® (1 2012) ,
accomplished economist Martin Feldstes interviewed andtatesa theorythat
broadening the tax base and reducing the tax rate would raise reVbauesearcher
agrees with that statement.

However, for this theorjo be succesul, individuals in decisiomaking roles on
corporateexperitures must buy into thimeory and comply with the requirements. As
this research will show and as history has shown, people are always and unknown and
unpredictable factor whamplementing applied theory. WandTang (2012) assert that
people will perbrm a particular action only if they have a favorable attitude towards the
perceived behavior.

Scholar practitioners would be interested in this topic because the predictably of
human behavior is always a thought provoking subject. Human behaviconspdicated
event made up of a complex system of biological, social and cultural influétee®§,
SassiandPiqueira,201]). These influences must be taken into account when factoring
human beings into an applied theoretical practice. This research will benefit the
economist and academics when trying to apply their theories of corporate tax reform and

the economic impact ohese theories.



Thepaucityof the current body of knowledge on tax reform and how it relates to
job creation can be bolstered by gaining a keen insight into how individuals in charge
make decisions on the application of these theories. On an ongoingHiasissearch
will serve as a reference point and a reminder for those that develop theories in the field
of corporate tax reform to include the human factto their theories.Lodree Geiger,
and Jiand2009 argue that in most organizations, humhasge a thought process made
up of conscience and stimsciousdecisions on how tasks should be carried out. This
thought process needs to be accounted for when developing shibatiénvolve a human
decisionmaking procedure.

Background of the Study

The Economic Stabilization Act of 2008as sweeping legislation to bailout the
United Statesd most troubled financi al I nsti
largest financial institutions in éhU.S. would sell the Treasuryepartment troubled
assets of their banks in exchange for billions in cash. The banks were to use this new
source of cash and make new loans to businesses. Busiwesdgget muceeded
cash to hire additional workers and keep their companies afidatn In theory, ths
was a great idea. However, federal legislation to fix a financial situation is a tool that can
best le described as crude (Horton\&ablik, 2010).

Instead of lending the money, as theory dictates, these banks sat on the funds and
took a wait and segproach while the economy continued to spiral out of control.

Horton and VrabliK2010 observed that buying troubled asdmskdid very little to

spur new lending and get the economy moving again.



At the center of the decisions to take a cautiousagmbr to lendingwere the

CEOs of these large lending institutions. Politicians and economists continually fail to



expectationgHanna,2010) and a reduced tax rate is one way to achieve this goal.
However, there is very little research to point to the fact that corporations would not look
outfor their best interestvhich may not be hiring more people or investing domestically.

Most people generallywould make small sacrifices for others, but even fewer
people would make big sacrific@8inmore2 0 0 6 ) and itdés i mportant
peqle run corporations. Evidence of this gap can be seen by the scarcity of literature and
research on whether or not CEOs would consider alternative investment strategies when
tax reform generates an increase in net income. Seemingly, the only alteimatdetty
economist and politicians, is to create new jobs or spend the money locally and bolster
the American economy. However, this requires blind obedience and a laser focus by
CEOs. Additionally, this also requires CEOs to think like economist andcpaoiis and
be concerned with the economy. There is limited research to support such a thought
process.

The impact on the financial statement by corporate tax reform does not attract any
attention from academics and politicians but is the center of afttesiticorporate CEOS,
(Hanna 2010). This fact alone supports research into this area and will allow scholars
and practitioners to expound on the subject from a position chiwrstt knowledge
rather than theory.

Purpose of the Study

The purpose of thisase study



dollars generated from a tax rate reduction. Finally, this study also detdif@t€Os

assign the same economic value to tax reform as do economist and those in atlhdemia.
there is a faure to undertake this studya crucial element of decision theory, particularly
that ofcorporate CEOs hiring decisioafier tax reform and its effect dhe economy

will be left undefresearched.

This research is relevant because of the growing interest togieein the current
literature. Spearheading the reason for this interest is that not since the Great Depression
has the country seen as bad an economy as it is experiencing now. The U.S economy hit
rock bottom in 2009 and remains sluggish tod2gker,Bloom, and Davis2012).

While the topic of tax reform has long been a subject of scholars and
practitiones, the intricate details of the role players has not. Theoretically, fundamental
tax reform can disrupt corporate tax planning strate@estfy& Hubbard 1998);
therefore, knowledge of its reception by the role players is vitally important to its
implementation.

Rationale

The focus of the CEO is on improving the efficiency of the company by reducing
costs, improving reveue and increasing markdtage Fitzgerald 2007) Data received
on the answers to the research question fratividual interviewss the basigor
analysis and formation of thegialitative inquiry.This inquiry will add to the scholarly
base information that is lacking to corafd the full spectrum of tax reform research.

The CEO must see the big picture (Fitzgerale)7). Therefore, the CEO must
know how all legislation would affect their corporation and what policies to create to
keep the company focused on attaining thipate vision outlined in the big picture.

6



Since the CEO must make business decisions from a financial and operational position
that is best for the company, exposure to regulatory compliance issuesingmetie
with these decisions (Fitzgeral)07) Therefore, CEOs face the realities of a balancing
act of being regulatory compliant in the event of tax reform and growing the business.

Theanswers to thguestions posed in the seatructured interviewvill allow the
CEOO0s behavi oxkreformto beerecarded heemphasis oftthe inquiry was
to ascertain thhiring decisions of companies that haweplus funds received from a
corporate tax rate reductiodccording to Santasier artlack (2007)quantitative
researchimitsthe respondd's ability to explain all of the factors that may have
influenced his or haresponse to theituation. On the other hangljalitativeresearch
seelsto understanthebehavior from eacp e r spwint 0fview, notes Plack (2007).

The basis of this current research is on the following authors:
Bankd €013) research on cooperate governance after tax reform. Specifically, his
recommendation to study the effects of corporate tax reform and the benefits associated
with it. ChangandRadulescd €005) study of corporate tax reform in the European
Union, and their recommendation to do a comparison study to tax reformUnShe
Embarking on this study may le&lfinding similarities and to see if measures taken
abroad could apply ithe United StateseportsCh ang and RadGHawmscuos
andPurnanandat £010) research recommendation that close attention is paid to the
risk preference and attitudes of managers of corporations to get a better understanding of
how they make cqorate financial decisions.

The recommendations of these authors served to develop thought and query into

(2

thesubjectb cor por ate t ax r e finteresh havedheenmpeuettfore r esear
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quite some time. Bgetting in depth knowledge of thesdmcts this dissertatiommas
built furtheron theseecommendations to answer the question of corporate policy
development based on corporate tax reform.

Research Questions
Research questiolVhat factors in the decisiemaking process to hire or not to hire new
employees do minority business CEO members fs@hamber of Commerdecated in

Florida,encounter?

For this studythe guiding questions wergé.What is the driving force behind any
decision to hire moremployees?
2. How much or how I|little does the American
decisions?
Significance of the Study

Amadi and Amadi (2012) report that at the center of the economic gdslvtite
is the fairness of the U.S. Tax systedmadi and Amadi (2012) insist that the majority
of solutions put forward to stimulate the economy are the cutting of taxéise As
previous literature suggests, continued research and refinement of tax reform will
continue to allow the evolution and treform of tax laws in the United States.

This dissertation, by its inquiry of corporate CE@stheir thought processdout
daily operations of their businesses | | gi ve better insight into
process. By under s tpropeds related to hirimg a@dgi@néls t hough
employees; this research may contribute to the existing body of knowledge on how job
creation strengthens the economy of the UrBtades. The value added wadolster the

paucity of research in an important and gi#enunderresearchedrea.
8



Additionally, this dissertation will contribute to the field of Organization and
Management by bringing to the forefront a bu

making financial decisions that affect their companies ansesjuently local economies.

Definition of Terms

No terms will be changed or used in manners that redefine or place terms in a
different context.

Assumptions and Limitations
Assumptions

The first assumption is that this study will result in data that shbat CEOs will
not blindly follow the recommendations of academics, politiciand economist when it
comes tacapital reinvestmendf cash generated from tax reform. A further assumption is
that the study will show a methodical and risk aversion thiopigitess that may not lead
to the predicted outcome of job creation.

It will also be assumd that the interviewees areleadership positions that have
the authority to enact or rescittte corporate expenditures policy. It will also be assumed
that the sample poputeon isa representative sample of qualified businesses meeting the
criteria of the research. The expditta of each interviewee t® answer all question in
and honest and straightforward manner. ifberviewea wereable to answer these
guestions honestly because the instructions, questindgerminology werexpressed in
a clear and precise manner by the researcher.

The da& received in this study waept in the strictest confidence so that privacy
and confidentiality of the respondents will not be in question. The basis of this research is

9



on the parameters of a qualitative case sttiyrigor and guidelines of this field may be
assumed to be uphel
The elements that can be controlledasfication of business sadthenticity
verification that thenterviewes are whom they claim to pandverification of tax
liability. The elemerd that cannot be controlled aespondents being vague abtheir
policy making strategyand time to perform interviews may be more than anticipated.
It will also be assumed thatthereal me use of the organizat:.i
produce the most current data on the CEOs needed to complete the populatibn. It
also be assumed that since conducting the interviews via Skype, the redépovete

technologically savvy enough to have access and knowledge of how to use Skype.

Limitations

The limitations of this study aréa) that the sample may be too sntaltonvey
the resultgo an entire populatigr(b) the respondent may not be totally honest in
answering the questions of such a politically charged t¢g)icesearcher biaand(d)

time constraints in gathering data.
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