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Abstract

This study explores corporate responses to 1993 legislation that capped the corporate tax deductibility of

top management compensation not qualified as “performance‐based.” Our analysis suggests that the cap

may have created a focal point for salary compensation but had little effect on total compensation levels or

growth rates at firms likely to be affected by the limit. There is little evidence that the policy significantly

increased the performance sensitivity of chief executive officer (CEO) pay at affected firms. We conclude

that corporate pay decisions have been relatively insulated from this policy intervention.
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