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THE IMPORTANCE OF CERTAIN TAX INCENTIVES IN BUSINESS 
INVESTMENT DECISION 

MAKING: THE VIEWS OF BUSINESS DECISION MAKERS 

by 

Clarence C. Rose 

(ABSTRACT) 

Business corporate executives in the State of Virginia 

were surveyed for their viewed importance of the investment 

tax credit and the accelerated cost recovery system on their 

decision making for new equipment. 

The executives were divided into groups based upon the 

·reported amount of expected future unused capacity of their 

firms. The statistical analysis of the groups indicates 

that decision makers operating relatively close to full out-

put capacity view investment tax incentives as more impor-

tant than do all others. 
. 

Consistent with much of the past research, the findings 
. 

of this study show that the impact of tax incentives on de-

cision making is only modest. However, the-findings also 

indicate that the viewed importance of investment tax incen-

tives by decision makers is lowest during the period of an 

economic recession. This suggests that public policy deci-

sion makers currently are using investment tax incentives 

during a period when they will have the least impact. 
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Chapter I 

INTRODUCTION 

The research over the past twenty years which has 

focused on business tax incentives has not firmly 

established such as motivators of business decision makers. 

Tax incentives are used extensively by public policy makers 

throughout our Federal tax laws in hope of directing the 

actions of business decision makers. In spite of this wide 

usage, very little is known of the actual impact that tax 

·incentives have on business decision making or about the 

types of environments where tax incentives will or will not 

influence the behavior of decision makers. Consistent with 

the basic assumption that tax incentives influence business 

decision making, the 1981 Economic Recovery Tax Act (ERTA) 

includes numerous provisions designed to encourage decision 

makers to invest in new capital assets. However, business 

capital spending has remained low for the past two years and 

the outlook is dim for the next few years. 1 

The purpose of this research is to determine if certain 

business conditions provide an environment where investment 

tax incentives are viewed as important by decision makers. 

1 Capital Spending Check ~ and Financing Survey, Economics 
Department, McGraw-Hill Publications Company, New York, 
NY, March 12, 1982. 
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The tax incentives used for this research are the investment 

tax credit (ITC) and the accelerated cost recovery system 

(ACRS). 

A tax incentive is a special tax provision which allows 

a taxpayer to reduce his or her taxable income or tax 

liability by taking a certain action. The ITC allows 

business taxpayers to reduce their irr~ediate tax liability 

by an amount up to 10% of the purchase price of certain 

capital assets purchased during the tax year. The ACRS 

(1981) permits business owners to take a greater amount of 

depreciation expense during the early years in the life of 

an asset, thereby deferring some of their income taxes until 

later years. Depreciation expense is the tax deductible 

loss of value of business capital assets. Tax liability is 

the actual tax due by the taxpayer. 

The revenue foregone as a result of a special tax 

provision is referred to as a tax expenditure. The impact 

of tax expenditures is difficult, if not impossible/ to 

measure. There is the realization that numerous factors 

affect business investment decisions/ and once tax 

incentives are implemented, it is impossible to determine 

what action would have been taken in their absence (Bozeman 

and Link, 1982). 
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This research centers upon the use of a questionnaire 

to survey the views of top level business decision makers. 

Those surveyed were selected from business organizations 

listed in 50,000 Leading~·~· Corporations (1980) whose 

corporate headquarters are located in the State of Virginia. 

The decision makers were asked their views of certain 

environmental and operational factors pertaining to their 

organizations. In addition, the decision makers were asked 

their perceived importance of six factors which may have 

been considered in their company's business investment 

decision making process for new equipment. Included in 

these six factors were the ITC and the ACRS. 

The decision maker's oerceived imoortance is defined as 

the estimated value of each factor as an influence on the 

outcome of investment decisions. The environmental and 

operational factors include the estimated future change in 

demand for the products or services produced by the 

corporation and the existing ability of the corporation to 

meet this demand with its present capital. Capital includes 

buildings, land, equipment, machinery and other assets 

needed to carry on the business operation. This study deals 

only with equipment and machinery; it does not include the 

purchase of land and buildings. 
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The research data collected were statistically analyzed 

to determine the impact of the above business environmental 

factors on the decision makers• perceived importance of 

investment tax incentives. It is hoped that this study will 

enhance our understanding of the use of tax incentives as a 

means of stimulating business capital investment. 

The remaining part of Chapter I discusses the 

background of the problem, the research design and 

hypotheses, the purpose of the study, and its significance. 

Chapter II is a review of the literature on taxation 

·and business investment decision making. 

Chapter III discusses the research methodology, the 

design of the study, the data collection procedures, the 

sample selection, the survey questionnaire, and the 

procedures fer analysis of the data. 

Chapter IV discusses the findings and results. 

Chapter V is the summary, conclusion, and implications 

of the study. 

Appendix A defines the technical terms used in this 

study and can be referred to as necessary. 
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BACKGROUND OF PROBLEM 

The Federal income tax system of the United States is 

used not only as a means of raisiLg revenue for the 

financing of government expenditu~es but also for 

encouraging economic growth, stabilizing the economy, and 

encouraging certain desired actions on the part of 

taxpayers. Current Federal tax laws include numerous 

credits, subsidies, and special provisions aimed at 

motivating businessmen into certain courses of action. The 

list of Federal tax incentives is extensive. 2 Included in 

·this list are the energy tax credits, targeted jobs tax 

credits, investment tax credits, accelerated cost recovery 

allowances, and numerous others. 

With the economy of the United States bogged down in 

the midst of the worst economic slump since the Great 

Depression, a major thrust of the Reagan Administration's 
. 

overall economic program intended to revitalize the American 

economy has been the 1981 Economic Recovery·Tax Act (ERTA). 

The major provisions of ERTA are based upon the assumption 

that a vast number of business investment and financial 

decisions are made in response to the tax consequences of 

these decisions. The tax incentives for businesses provided 

2 For a complete and in depth discussion of the Federal tax 
laws, see 1982 Federal Tax Course, Prentice-Hall, 
Englewood Cliffs, NJ., 1981. 
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in the Act are intended to stimulate business investment 

activity on the part of decision makers. 

The vitality of major sections of the economy 
depends in large measure on decisions with respect 
to expansion and innovation. High tax rates and 
low depreciation allowances not only affect the 
volume of funds becoming available for 
replacements and expansionsi they also influence 
the psychology of the business community and the 
attitudes of management towards expansion. 
(Kimmel, 1950) 

The major provisions of ERTA designed to increase capital 

expenditures include new/ more generous accelerated 

depreciation rules and liberalization of the existing 

·investment tax credits. 3 

The Reagan Administration theorists expected an 

investment boom as a result of ERTA, but the tax cuts 

instead have mainly added to the high projected Federal 

deficits. According to the Federal government, the new 

favorable tax provisions should save corporations $9.5 

billion in 1982, $18.1 billion in 1983, 4 and as much as $150 

billion over a period of five years. 5 These ·savings to 

3 U.S. Congress (1981), Economic Recovery Tax Act of 1981 
[P.L. 97-34], 97th Congress, lst Session, (August 13, 
1981) . 

4 The 1982 and 1983 corporate savings were reported in 
Capital Spending Check-Uo and Financing Survey, Economics 
Department, McGraw-Hill Publications Company, New York, 
NY, March 12, 1982. 

5 The five year Federal government cost estimates in lost 
tax revenue were reported in the Roanoke Times and World 
News, July 18, 1982, Roanoke( Virginia. 
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corporations are a direct cost to the Federal government in 

lost tax revenue. Unfortunately, the huge costs in lost 

Federal tax dollars appear to be generating only a very 

slight return in additional business investment. 6 

A March 1982 McGraw-Hill business capital spending and 

financing survey concluded that business capital spending 

when adjusted for inflation would drop 2% in 1982. The 

McGraw-Hill survey also concluded that the new tax rules 

would result in only about $1 billion of additional business 

investment in 1982 and only about $2 billion of additional 

·investment in 1983. The disappointing spending plans on the 

part of the business decision makers raise serious doubt 

about the strength of the connection between business tax 

incentives and new business investment. 

The history of the use of tax incentives by our public 

policy decision makers indicates their belief in the basic 

assumption that taxes and tax incentives influence business 

decision makers. In the early 1960s, President John F. 

Kennedy adhered to roughly the same basic assumptions 

presently being followed by President Reagan. Both 

President Kennedy and President Reagan prescribed pro-

investment tax cuts as a means of encouraging economic 

growth. The major difference is that the 1962 tax cuts did 

6 Ibid. #5. 
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appear to stimulate business capital investment' while the 

1981 tax cuts suggest that tax incentives may only stimulate 

investment activity under certain conditions. 

While a vast number of businesses in the U.S. take 

advantage of lower tax bills because of the numerous tax 

incentives, it is unclear whether the tax incentives 

actually motivate the desired behavior or are merely a 

windfall to businesses. Past research is inconclusive 

(O'Neil, 1980). Much indicates that the actual impact of 

tax incentives on investment decisions is modest (Foster, 

-1981). On the other hand, Surrey (1981) estimates that the 

lost tax revenue to the Federal Government as a result of 

tax credits and subsidies exceeded $200 billion in fiscal 

year 1980. This represents approximately one third of the 

total 1980 Federal budget. 

The main function of the tax system is to raise 
revenues appropriate to fiscal and distribu~ional 
goals. But the Congress and the Executive have 
superimposed on that function of the tax system 
the burden of curing many of the ills it sees in 
our society (Surrey, 1981). 

It is anticipated that this study will expand our 

knowledge of the effectiveness of Federal tax incentives as 

a means of stimulating desired actions on the part of 

business decision makers. 

7 The Annual Report of the Council of Economic Advisors, 
U.S. Government Printing Office, Washington, D.C., 
January, 1963, pp. 45-51. 
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RESEARCH DESIGN AND HYPOTHESES 

The major goal of this study is to determine if a 

relationship exists between the independent variables, 

certain perceived environmental factors of the business 

investment decision maker, and the dependent variable, the 

viewed importance of tax incentives. The major 

environmental factors to be examined in this research 

include the decision makers' perceptions of: 

1. the expected future change in demand for the products 

or services of their firms, and 

2. .the existing capacity of their firms to meet the 

projected future demand. 

For purposes of this study, the following research 

question is addressed: 

Does the level of expected net excess capacity of 
the firm influence the perceived importance of tax 
incentives by decision makers? 

The net excess capacity of a business firm is a 

measurement of the firm's unused output capabilities. In 

this study, a firm's excess capacity (ExC) is defined as tne 

volume of additional product demand that could be met 

without requiring additional investment in plants, 

equipment, or other capital assets minus any desired surplus 

capacity. A firm's desired surplus capacity (DSC)-is the 

amount of intentional slack maintained to meet unexpected 
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increases in product demand or unexpected eqUipment down 

time. A firm's net excess capacity (NExC) is excess 

capacity (ExC) minus the expected change in product demand 

(EAO) over a particular time period. A firm's full 

operating capacity (FOC) is the total volume of goods and 

services that a firm could produce if its present capital 

assets were used to their fullest extent. A firm's current 

Capacity (CC) is the actual volume of goods and services a 

firm is producing expressed as a percentage of full 

operating capacity. 

The following hypotheses are tested to provide a 

framework for analysis and to answer the stated research 

question. HO is the null hypothesis. HA is the alternative 

hypothesis. 

HO: There is no difference in perceptions of the 
importance of investment tax incentives in 
investment decision making between decision makers 
in firms operating near full operating capac.ity 
and those in all other firms. 

HA: Investment decision makers in firms operating 
near full operating capacity view investment tax 
incentives as more important than do all other 
business decision makers. 

Firms approaching zero NExC would be producing near 

full operating capacity (FOC). Decision makers in these 

firms are faced with deciding if and when it is appropriate 

to expand their business capital. 
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The following figure illustrates the hypothesized 

relationship between certain perceived environmental factors 

and the decision makers' viewed importance of investment tax 

incentives. 

The three areas indicated in Figure 1-1 show the 

approximate sectors where the investment tax incentives are 

(1) primarily a tax windfall, (2) most important to decision 

makers, and (3) not important motivators of decision makers. 

The area of tax windfall is located where E~D>ExC. In this 

business environment, a firm's expected future demand for 

its products and/or services is viewed by the decision maker 

as being greater than its present full operating capacity. 

The decision maker here is expected to invest in new capital 

assets even in the absence of the tax incentives and thus a 

tax windfall is received by the firm. 

The area where investment tax incentives are most 

important to decision makers is located where the E4D is 

approximately equal to ExC. Under these conditions, the 

firm will be producing close to its full operating capacity 

( FOC) . In this situation, the decision maker must determine 

whether there is a need to invest in additional capital 

assets. As a firm approaches FCC, investment tax incentives 

may provide a marginal difference in the investment decision 

making for new capital assetsi here the viewed importance of 

tax incentives should be the highest. 



Lx;:ec:'ted. 
O:a.ttie in l~ 
P:'c:xitlc't: 
Demnd 

(EA.D) 

40% 

-20% 

12 

Area. of Tax Wil:d!all 
E.AD?'ExC 

Ares. vmere 
Investment Ta."'t 
I.ncen-cives are net 
Iclportan't: )tbti va"t:ors 

·Et.o<.uc 

Est:ima.ted Am:run't o:f EXcess Ca;aci'CY 
(~) 

!x;ee't:ed Product: te:::Lnd, Fxcess Ca:~acity, a::d the 
Decision lfakers' Pe.""Ceptions of t!:.e !c:;orta:lce of 

Invest:::::::lell't '!'ax rncen't:i ves 

Figure 1-1 



13 

The area where investment tax incentives are not 

important motivators is located where the EdD is 

substantially less than ExC. In this business environment, 

a firm has more operating capacity than is expected to be 

needed. The decision maker here will have no perceived need 

for additional capital investment and will not be motivated 

by tax incentives to invest in additional capital assets. 

In establishing the three above areas for analysis in 

·this study, the researcher recognizes that numerous factors 

may influence the business investment decision making 

process and how close to FOC a decision maker is willing to 

go before considering new capital investments. In some 

industries, if a firm cannot meet an increase in the demand 

for its product, it will loose customers to other firms in 

the industry that are able to meet this demand. As a 

result, decision makers will often maintain-a certain amount 

of excess capacity in order to meet unexpected changes in 

product demand or unplanned equipment down time. We refer 

to this amount of excess capacity as desired surplus 

capacity. Numerous authors refer to a similar t)~e of 

excess capacity as organizational slack (March an~ Simon, 

1958; Thompson, 1967; Perrow, 1979). 



14 

Also, firms in certain industries may take longer than 

others to put capital assets in service after a decision is 

made to expand. Time lag ~t) is the time difference 

between the decision to invest in additional capital assets 

and the actual completion of the investment project whereby 

the firm's FOC is increased to a new level. The longer the 

time lag, the further in advance a decision must be made to 

meet the expected future demand. The above factors and 

certainly others may influence how close to FOC a decision 

maker is willing to go before considering new capital 

investments. 

This researcher believes that the exact level of FOC 

where decision makers beg.in to consider the purchase of new 

capital assets can be determined only for individual 

decision makers, in specific firms, examining the need for a 

certain type of new asset at a particular point in time, and 

under specific business conditions. With this in mind, the 

exact location of the area where investment -tax incentives 

are most important to decision makers is open for criticism 

wherever established for the sake of analysis. 

According to Data Resources, Inc., business capital 

investment spending begins to pick up when the manufacturing 

industry is operating at about 83% of its existing-capacity. 

The percentage reported by Data Resources, Inc. is referred 
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to as capacity utilization and is simply the-percentage of 

full operating capacity that manufacturers are producing. 

Idle capacity is 1 - capacity utilization. This reported 

percentage does not take into consideration the desired 

surplus capacity nor the expected change in product demand 

by decision makers which are included in this study. 

Without taking into consideration this expected change 

and the decision maker's desired surplus capacity, we would 

find it difficult to establish any level of capacity 

utilization as a determinant of the perceived need for 

-additional capital assets. Theoretically, a firm could be 

producing at 95% of its FOC but the decision maker may 

expect a decline in product demand and thus have no 

perceived need for additional capital assets. In·a 

different situation, a firm may be producing at only 70% of 

its FOC but the decision maker may expect a substantial 

increase in product demand and perceive a need for new 

capital equipment. 

With the inclusion of the decision maker's expected 

change in product demand and desired surplus capacity in 

computing net excess capacity (NExC) in this study, the 

firm's relationship to FOC is defined and calculated 

differently here than when expressed as an idle capacity 

percentage. In spite of the differences in calculations 
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between NExC and idle capacity, both produce a rather 

similar measurement of the firm's relationship to FOC. In 

some respects, NExC may be viewed as the decision maker's 

estimated future idle capacity expressed as a percentage of 

sales volume reduced by the desired surplus capacity. 

Recognizing that the exact level of FOC where capital 

investment beg.ins to pick up is unknown, the area where. 

investment tax incentives are most important to decision 

makers is defined using Data Resources, Inc.'s earlier 

reported findings. This area is identified as being . 

·o>NExC<l7%. Decision makers reporting a NExC for their 

firms in this area are expected to view the importance of 

tax incentives higher than decision makers outside of this 

area. Decision makers in this area are on the boardline for 

needing additional equipment. Those in firms with NExC<O% 

are expected primarily to receive a tax windfall. In this 

group, investment in capital assets is expected to occur 

even in the absence of any tax incentives. -Decision makers 

in firms with NExC>l7% are not expected to view the 

importance of investment tax incentives highly because of 

their·lack of need for additional equipment. It is 

anticipated that the areas will describe how the majority of 

decision makers in each area view the importance of tax 

incentives. 
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Chapter II is a review of the literature on taxation 

and business investment decision making. 



Chapter II 

REVIEW OF THE LITERATURE 

This section is a review of the literature dealing with 

taxation and business investment decision making, the 

underlying assumptions behind investment tax incentive 

legislation, and the evidence on the effectiveness of 

business investment tax incentives. 

TAXATION AND BUSINESS INVESTMENT DECISION MAKING 

The tax consequences of actions available to business 

decision makers appear to have a major impact on the actions. 

selected. Numerous authors state that taxation is an 

important factor in the environment of the business decision 

maker. Taxation may influence the form of business 

organization, the manner of operation, the ratio of borrowed 

funds to equity investment used in the business, the way 

assets are bought and sold, the time period -that assets are 

held, when certain income is reported, and numerous other 

business decisions. Of the important financial decisions 

that business managers have to make, few can be made without 

having some tax consequences (Holzman, 1965). 

Tax factors abound in virtually all types of business 

decisions concerning the acquisition, retention, 

18 
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disposition, and replacement of machinery, equipment, and 

buildings. An astute business decision maker will consider 

the tax implications of the available courses of action 

prior to making a decision on any financial matter (Smith, 

1968). 

The major inducement of a tax incentive is that it 

provides additional after-tax profits to the business firms 

taking advantage of it. In this way, tax incentives result 

in more capital investment projects being viewed as 

economically feasible by business investment decision makers 

-(Kimmel, 1950). 

The determination of an investment project's economic 

feasibility is, in essence, an application of a classic 

proposition from the economic theory of the firm. This 

proposition states that a business firm should invest in any 

new capital project where the marginal revenue generated 

from the project exceeds the marginal costs of the capital 

funds associated with it (Weston and Brigham, 1982). 

Tax incentives appear to influence capital expenditures 

in two ways: (1) by reducing the price of capital and 

thereby increasing a firm's desired stock of capitali and 

(2) by increasing the flow of internal funds available for 

financing the purchases of capital investment projects and 

thereby facilitating the adjustment of capital assets to the 
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desired levels (Coen, 1968). These findings are consistent 

with the basic economic concepts presented by Samuelson. He 

states that there exists at any one time a definite relation 

between the market price of a good and the quantity demanded 

of that good. Other things bein~ equal, the lower that 

market price, the more units will be demanded (Samuelson, 

1976). 

A widely held assumption is that tax incentives may be 

used to direct the actions of business decision makers by 

reducing the costs of certain actions. "If capital services 

cost less as a result of tax incentives, businessmen will 

employ them" (Hall and Jorgenson, 1971). By reducing costs,. 

tax incentives enhance the profitability of the business by 

allowing the firm to pay lower taxes if certain actions are 

taken by the decision maker. 

"Tax policy changes are almost immediately 
reflected in the economic behavior of 
people .... People are not irrational. They are 
pretty good at figuring out what's best for them." 
(Regan, 1979) · 

THE UNDERLYING ASSUMPTIONS BEHIND BUSINESS INVESTMENT TAX 
-INCENTIVE LEGISLATION 

Prior to the 1960s, tax credits were used as a part of 

our tax system to eliminate the burden of double taxation or 

to reduce the burden of taxes on certain types of income. 

This changed in 1962 when the Investment Tax Credit was 
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enacted into law. Its primary purpose was to stimulate 

investment in productive facilities such as new plant and 

equipment. It was also intended to have an indirect impact 

on employment by increasing the demand for goods. During 

the-- early 1960s, the Kennedy Administration argued that the 

investment tax credit would be an incentive to firms to 

increase investment spending and that the resulting 

modernization and expansion would stimulate the economy and 

employment (O'Neil, 1980). 

The assumption that tax policy can be used effectively 

-for purposes other than generating revenue is widely evident 

in our Federal tax laws. Taxation is considered to have a 

major influence on the economic well-being of our society. 

Productivity depends on the size of the capital stock, the 

quality of human resources, the attitudes and skills of 

management, the efficiency of resource use, and the amount 

of technological progress. Most of these factors are 

influenced to some extent by government expenditures and tax 

policy. To increase the rate of economic growth, the 

Federal government can increase investment in physical and 

human capital directly through its own expenditures and it 

can adopt tax measures that provide incentives for private 

savings and investment (Peachman, 1977). 
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In talking about. the effect of taxation on the economy, 

Donald T. Regan stated that the need for new (tax) policies 

to encourage business capital investment is readily 

apparent. 8 Taxation in general, and specifically investment 

tax incentives, are assumed to have a major impact on 

business investment decision making. 

THE EVIDENCE ON THE EFFECTIVENESS OF BUSINESS INVESTMENT TAX 
INCENTIVES 

Despite all the faith in the use of tax incentives as a 

means of stimulating business decision makers, there remains 

the troubling question concerning the extent to which they 

··respond in their decision making. 

The cause-effect relationships, that tax incentives 

motivate taxpayers to behave or act in a certain way so that 

they will receive the benefit of a lower tax bill by 

utilizing the tax incentive, has never been firml¥ 

established. Much of the literature indicates that taxation 

does have a major impact on the actions of business decision 

makers (Holzman, 1965; Smith, 1968; Hall and Jorgenson, 

1971; and others). However, past research has failed to 

identify and specify the conditions under which .taxpayers 

will.or will not respond to tax incentives. 

8 Mr. Regan made this statement on taxation in an address 
before the.Continental Bank Conference on Taxation, 
Chicago, Illinois, December 4, 1979. 
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In 1967, a Brookings Conference of experts on tax 

incentives and capital spending was called in an attempt to 

evaluate the effect of tax incentives enacted since World 

War II on capital spending. Each study presented at the 

Conference measured the same phenomenon, the effect of tax 

incentives on capital spending, but each obtained different 

results. The experts at the Conference agreed that the 

investment tax credit is effective in increasing investment 

spending, but disagreed on (1} the timing of investment 

expenditures, (2) the effect of tax incentives on short term 

·economic stability and (3) whether the cost of the 

investment tax credit as a program was worth the benefits 

generated. Four different investment models were presented 

at that 1967 Brookings Conference. The studies were 

extremely complex and employed sophisticated conceptual 

frameworks and empirical analysis. As noted, each of the 

studies reached different conclusions as to the 

effectiveness of tax incentives as a stimulus on investment. 

In the past fifteen years, approximately half of the 

major empirical studies on the effectiveness of tax credits 

concluded that the investment tax credit was not effective 

in achieving its goal of stimulating economic expansion by 

significantly increasing business investment in capital 

assets. The other half of the research supports the 
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effectiveness of the ITC as a stimulus on such. The past 

research raises serious questions about the actual impact of 

tax incentives and the appropriateness of their use as a 

means to stimulate decision makers. (See Table 2-1 for the 

Major Empirical Studies of the Investment Tax Credit). 



Table 2-1 

Hajor Fmpirical Studies of Investment Tax Credit 

---------~-----~--------------------

Author 'l'ltle 

---.---------------·---------· 
Baluty and 
n wi:.; t i au:;on 

Hi:;clloU 

lk i 1111101' Lllld 
!) llli.lt:! 

Ca~<tellnno 

r~ lw.t t"CI:3 

J•: i.:-;li(H' 

i':i.~_met· and 
1 HWlt~l' 

H.>!c:>Let· 

Fndcdt 

"'l11e Hulc of' Accelm·u tctl Dupt"'.!<:iat.i.on and 
Ute Invest.u•mt 'lax Credit 1n.SUnu.lating 
Busines:; G.n)Wth." 

"'llte El'.l'cel u! Al tel·nat.u Lag Distr Juutlons." 

"t::ffed~-> or 'lux IJoHcy on Capital Hmi~ltion." 

'"lhu Ef!c<:L~J or lhO luvu~tlllwlll '1\lx Cl·ctlit." 

"I•:fl\.:cl~; of Fodur·al lnt:fli!C 'I'<LX ou O.tpHal" 

"D•..!LU111llllallt:J or Capital k'l-jJOOdi tm·e!:l." 

"'J'ux l\)liey and Inve!c:>lucnt: An Almly;;is" 

"An Jolrqll r ical J\naly:;i~:; of the l'<lteut: i u l 
IH l'ft"l·cnL ial Jni[~Wt: of the lnvestwuut 
'l\tx Credit on lnvestnwJut ln CapH;d C.:xxki." 

"Mit:t·oceuu<Ar~;tric Analy::;i::; of the lu.>act ol' 
'l'ax Pol it:y on Invc:->l.tumtl I::Xpcndi lut·us." 

Date Mothodo lo({Y 

1973 Intervit:'w 

wn EeonCIJte t l' lc 

W'lU &:t.lllW¥:ltl'it: 

1972 (lltOI"VlL'W 

1 !)136 JntOt'V[L"\V 

1056 lnlOrv i uw 

1975 Questiunnu1 t•o 

lOHl Eeou<»uuu·ie 

1970 &:oul.WI'Ctt·ic 

llu.;em·eh ::)uppor ts 
t•:rrectlvuues::; 

or l'lt: 

Yes, rm· 1 urge 
(' i lllt:l. 

Y<:;;. 

No. 

Yc;,. 

Nu. 

N<.l. 

Ill<.>. 

No. 

Ye::>, fot· .h~•·~o 
fi 111li. 

~ 



Author 

Jlalvorson 

llall and 
Jors~::nson 

Johnson and 
Carey 

Klein on,J 
T:1ubman 

Polndexu:r 
.11nd Jones 

Stout 

Wilson 

Table 2-1 (Continued) 

Title 

"Can taxes Condit~on the Economyl 11 

11Tax Policy and Investment Behavior. •.• 

"Effect of Investment Tax Credit en Equip-
ment Replocement Decisions." 

"Estimating Effects vithin a Complete 
Econometric Model. 11 

"Effect of Recent Tax Policy Chanaes oo 
Manufacturing InvjlstJDent.: 

"Tax Policy and Capital Formation.'' 

"A Study of the Investment tax Credit 
on Capital Investment from 196:!.-1969 ... 

Date 

1969 

1967 

1970 

1971 

1973 

1977 

1979 

}fethodolosy 

Interview 

!cono~etr1c 

Econometric 

Econo~aetrf.e 

Research Supports 
Effectivenesa 

of lTC 

No. 

Yes. 

Yes, 1! ItC > 7% 

Yes. 

Econometric Yes, for large 
tims. 

Questtonnab:e Yes. 

Econo~aetdc llo. 

This table was reproduced fran Cherie Jeanne O'Neil, ''The ~act: of t..'le Targeted 
Jobs Credit on the fntlloyme.'\t Decision Process", Doctoral Dissertation, University 
of Colorado, 1980. 

~ 
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The use of tax incentives is controversal (Clouse, 

1980). While tax credits and subsidies provide the 

advantage of less direct government control, the major 

criticism of tax incentives, such as the investment tax 

credit and accelerated depreciation, is that businesses can 

receive a tax benefit from an investment decision not 

influenced by the incentive. When tax savings is not a· 

factor in that decision, the corporation receives a 

windfall. 

The McGraw-Hill Publications Company Department of 

·Economics regularly reports and interprets business and 

economic trends. During much of the 1960s, their ·annual 

surveys included questions on the impact of the investment 

tax credit on business capital investment decisions. Eisner 

and Lawler (1975) analyzed the responses to the McGraw-Hill 

surveys of firms in non-financial industries for the years 

1963-66 and 1968. According to the authors, the survey 

responses indicated only modest effects of tax measures 

designed to stimulate or encourage capital expenditures. 

Numerous researchers have attempted to determine the 

cost effectiveness of tax incentives. Brimmer and Sinai 

(1976), for example, performed a simulation study using the 

quarterly econometric model of the United States developed 

by Data Resources, Inc. for the period 1976-80. Their study 
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indicated that an increase in the investment tax credit from 

10 percent to 12 percent would increase investment in 

equipment by only 33 cents per $1.00 of tax credit. 

With the inclusion of numerous business investment tax 

incentives in the 1981 Economic Recovery Tax Act, McGraw-

Hill decided to include questions on relevant impacts in the 

1982 survey. 9 The March 1982 McGraw-Hill annual survey of 

U.S. Business Plans for New Plants and Equipment concluded 

that the business investment tax incentives included in ERTA 

would result in only about $1 billion of additional 

investment in 1982 and a mere increase of $2 billion of 

additional investment in 1983. According to Federal 

government projections, the new favorable tax provisions 

should save corporations approximately $9.5 billion in 1982 

and $18.1 billion in 1983. If both sets of estimates are 

accurate, each dollar of additional investment is costing 

approximately nine dollars in lest tax revenue. It appears 

that not only are business investment decision makers not 

responding as expected to the tax incentives, but also, that 

the business firms using the tax credits are primarily 

receiving a windfall tax benefit. 

9 This information was received by the researcher in a 
telephone conversation with Joseph N. Spiers, Senior 
Economist, Economics Department Information Products, 
McGraw-Hill Publications Company, New York, New York, 
September, 1982. 
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Taxation does influence human behavior. However, most 

tax laws are enacted without adequate consideration of their 

behavioral effects (Crumbley, 1973}. The most recent 

illustration of the passage of large scale tax legislation 

intended to stimulate the behavior of certain taxpayers was 

the ERTA. Shortly after President Reagan was elected, his 

economic advisors recommended the use of business tax cuts 

and tax incentives as the best remedy for the sluggish 

economy. The assumption was that decision makers would 

respond to the tax cuts and tax incentives with an 

outpouring of funds for new capital investments. Congress 

accepted the Administration's tax policy in its passage of 

the Act. 

Critics of tax breaks for business note that, despite 

periodic new tax advantages, business capital investment has 

not increased greatly when measured over the last two 
-

decades. 10 In spite of this uncertainty, the use of business 

investment tax incentives appears to be firmly established 

as a major part of our Federal tax policy. 

As long as tax incentives or disincentives remain 
in the tax structure, a tax policy maker's major 
objective, other than raising revenue, will be to 
influence behavior. In order to accomplish this 
objective, the policymaker must function with some 
knowledge of human behavior (Crumbley, 1973). 

10 Report by the Comptroller General of the United States, 
Investment Tax Credits: Unresolved Issues, May 8, 1978. 
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Chapter III discusses the research methodology, the 

design of the study, the data collection procedures, the 

sample selection, the survey questionnaire, and the 

procedures for analysis of the data. 



INTRODUCTION 

Chapter III 

RESEARCH METHODOLOGY 

This project attempts to identify the business 

environmental factors likely to enhance the effectiveness of 

investment tax incentives. 

A survey of the views of top level business decision 

makers is considered appropriate for this study because they 

are the targeted individuals whom the investment tax 

incentives are suppose to influence. Their assessment of 

the importance of tax incentives on their investment 

decision making may be considered a good indication of the 

ability of tax incentives to influence their decision 

making. 

This chapter describes the design of the study, the 

data collection procedures, sample selection, the survey, 

and the procedures for statistical analysis of the data. 

31 
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DESIGN OF THE STUDY -- ---
The design of this research is concerned with two major 

objectives: (1) to obtain a description of the decision 

makerst perceptions of their companies' expected future 

product demand, and existing idle capacity; and (2) to 

obtain their viewed importance of the investment tax credit 

and the accelerated cost recovery system on their capital 

investment decision making for new business equipment. 

DATA COLLECTION PROCEDURES AND S~~PLE SELECTION 

The data for this study were collected through the use 

of a descriptive survey. The survey was performed using a 

researcher-constructed questionnaire. The data were 

obtained from members of business organizations who are 

involved in the capital investment decision making process 

within their respective organizations. Each respondent was 

asked if he or she had made or participated in making 

decisions concerning the purchase of new assets for the 

company. The organizations included in this study were 

randomly selected from the companies whose corporate 

headquarters are located in the State of Virginia and which 

are included in the publication 50,000 Leading ~.S. 

Corporations. 
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The companies included in the 50,000 Leading U.S. 

Corporations account for up to 90% of the sales in their 

respective standard industrial classification. The 

information provided on each company listed in this 

publication includes: the company name, address, city, 

state, zip code, telephone number, name of the chief 

executive officer, sales in millions, and number of 

employees. For companies whose stock is publicly held, in 

addition to the chief executive officer, the company's four 

top corporate officers are also included. 

The following table shows the number of companies 

included in the 50,000 Leading American Corporations 

headquartered in the State of Virginia, from which the 

sample was drawn. 
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Table 3-1 

Virginia Companies Listed In 

50,000 Leading ~.§. Corporations 

Number from which 
Standard Industrial Number in 
Classification Virginia 

* 

* 
* 
* 

* 

Agriculture 

Mining 

Construction 

Manufacturing 

Transportation, 
Communications, and 
other Public Utilities 

Wholesale and Retail 
Trade 

Finance, Insurance, 
and Real Estate 

Services 

Total Virginia Com-
panies listed in 
50,000 Leading 

3 

20 

89 

253 

57 

265 

54 

18 

U.S. Coroorations 759 

Total Virginia Companies 
from which the sample 

the sample 
drawn 

20 

89 

253 

57 

265 

was drawn 684 

*The companies surveyed for this study were selected 
from these standard industrial classifications. 

was 
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The total population consisted of 684 business 

organizations. Pre-approach letters were sent to 169 

decision makers randomly selected from the total population. 

The pre-approach letter was mailed to the sample company's 

president or vice president of finance, where one was 

listed. This letter introduced the researcher and the 

project, and mentioned that the researcher would be 

telephoning in the near future to request certain 

information pertaining to his or her perceptions of the 

important factors considered in the company's capital 

·investment decision making. A copy of the survey questions 

was attached to the letter to acquaint respondent with the 

type of information to be requested. Telephone calls were 

made approximately one week after the letters were sent. 

The respondent's anonymity was insured, and an offer was 

extended to provide a summary report of the survey's 

findings when completed. Contact was made with 111 of the 

169 decisionmakers and 102 usable questionnaires were 

completed. 

The telephone was used to gather the relevant data, 

save the decision maker's time, increase the response ratio, 

and provide the opportunity for a two-way exchange to 

clarify technical questions. As can be seen from~he above 

response information, the telephone method used in gathering 
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data for this study was quite effective. The top level 

decision makers were accessible and very cooperative. 

THE BUSINESS CAPITAL INVESTMENT SURVEY 

The survey included questions necessary to compute the 

independent and dependent variables. Questions were also 

included to screen the exact purpose of the project from the 

decision makers. The heading of the questionnaire, 

presented in Appendix C, requests information pertaining to 

the decision maker's job title, type of industry of the 

'company, and the size of the company based upon the number 

of employees. The standard industrial code classification 

of the company was also included in the heading of page one. 

Question One 

Over the past year, what were the most important 
factors considered by your company in making capital 
investment decisions for new business equipment? 

This open ended question was not intended to gather 

data that could be statistically analyzed. It was included 

(1) to get the decision makers to begin talking about 

capital investment decision making in their company and (2) 

to see if factors other than the six included in this survey 

were considered important. The six factors are listed on 

the following page. 
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Question two requests information on whether the 

business investment tax incentives.included in ERTA 

attracted the attention of decision makers to the 

possibility of new capital outlays for business equipment 

during the past year. 

Questions three and four highlight the viewed 

importance decision makers place on six factors which may be 

considered during the investment decision making process. 

The respondents were asked to rate the importance of each of 

the six factors on a scale from 1 to 10. The amount of 

·viewed importance was quantified in the following manner: 

1 

Not 

Important 

2 3 

Somewhat 

Important 

4 5 6 

Moderately 

Important 

7 8 

Very 

Important 

9 

Extremely 

Important 

The six factors that the decision makers we~e asked to 

rate were: 

A) The availability and cost of the funds needed for 

financing the purchase of new equipment 

B) Anticipated increases in sales for the products or 

services produced or supported by the new e~Jipment 

C) The replacement of worn out equipment in order to 

maintain the firm's existing ability to produce 
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D) A lower tax bill as a result of using the investment 

tax credit allowed for purchasing new equipment 

E) A lower tax bill as a result o£ using the 1981 

accelerated cost recovery system when depreciating 

newly purchased business eq~ipment 

F) The improvement of operating productivity and 

efficiency. 

The respondents were also asked to rank order the six 

factors in the order of importance they believed was placed 

on each factor in their company's capital investment 

decision making for new equipment. The rank ordering served 

as a check on the importance rating. 

Question Four 

In viewing the above listed factors, please rank 
order the factors in the order of importance that you 
believe is placed.on each factor in your company's 
capital investment decision making for new equipment. 

Your Rank Order (Place the letters of the factors 
below. ) 

1. 
Most Important 

2. 

3. 

4. 

5. 
Least Important 

6. 
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The decision maker's responses to parts "D 11 and "E" of 

question three provide the viewed importance of tax 

incentives. The business environmental conditions 

hypothesized to have an influence on the amount of 

importance placed on tax incentives by decision makers are 

obtained in questions five, six and seven. 

Question five asks for the respondent's estimate of the 

expected change in product demand over the next twelve 

months. Question six requests the estimated percentage of 

unused capacity within the firm. Unused capacity is the 

amount of additional sale volume that could be handled by 

the firm without requiring additional assets. Que·stion 

seven requests the amount of surplus capacity the decision 

maker would normally like to maintain. 

Question eight asks the decision makers to estimate the 

approximate time that it \vould take to expand maximum 

output capacity. Question nine seeks to determine if the 

decision makers anticipate increasing the number of persons 

employed by their companies in the next 12 months. The 

answers to these two questions were not used to compute 

either the independent or dependent variables but were 

included to obtain general information about the firms. 
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THE PROCEDURES FOR STATISTICAL ANALYSIS OF DATA 

The independent variable is the decision maker's 

perceptions of his firm's net excess capacity (NExC). If 

needed, refer to Appendix A for the definition of net excess 

capacity. This key business environmental factor is 

determined from the information provided by each respondent 

pertaining to: (1) the expected change in product demand, 

(2) the estimated amount of existing unused capacity, and 

(3) the desired surplus capacity. The decision makers' 

viewed importance of investment tax incentives is the 

dependent variable. 

To compute the net excess capacity (NExC), we use the 

following procedure: 

NExC = ExC - EAD 

Net Excess Capacity = Excess Capacity - Expected Change in 

Product Demand 

ExC is based upon the estimated percentage that the 

firm's present sales volume could increase without requiring 

additional investment in new equipment (survey question 

six). From this is subtracted the desired surplus capacity 

(survey question seven). EdD is the decision maker's 

expected change in company sales over the next twelve months 

{survey question five). 
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To determine if decision makers operating under 

different levels of NExC view the importance of tax 

incentives differently, the respondents are divided into 

three groups. Group one includes decision makers in firms 

that have a negative NExC. Tax incentives are expected to 

be viewed with relatively low importance (for investment) by 

the decision makers in this group because they would be 

primarily windfalls. 

Group two includes respondents in firms where the 

expected sales will cause operating capacity to move close 

·to its maximum level. Firms in this group have relatively 

low amounts of NExC, that is, they are on the borderline 

between investing in additional business machinery and 

remaining at the existing output capacity level. This is 

the area where tax incentives are expected to be viewed with 

the most importance. 

Group three includes decision makers operating in firms 

that have high NExC. The tax incentives are expected to be 

viewed with relatively low importance. The companies will 

have little need for additional equipment. In drawing the 

lines for separating the three groups, the levels of NExC 

selected by this researcher were intended to be appropriate 

for decision makers across the major industries included in 

this study. As previously mentioned in Chapter 1, group one 



42 

consists of the decision makers in firms with NExC less than 

0; group two with NExC between 0 and 17%; and group three 

with NExC greater than 17%. The three groups are identified 

on Figure 1-1, page 12. 

To test statistically the previously stated hypothesis, 

we perform a t test on the differences of the decision 

makers' viewed importance of tax incentives. 11 First/ the 

three groups are reduced to two. Group A includes decision 

makers in business firms with NExC between 0 and 17%i group 

B includes all others. The decision makers in firms with 

NExC<O and those in firms with NExC>l7% which comprise Group 

Bare expected to view tax incentives with a relatively low_ 

degree of importance, but for different reasons. Decision 

makers in firms with NExC<O are expected to receive a tax 

windfall. Decision makers in firms with NExC>l7% are not 

expected to be motivated by the tax incentives. Statistical 

analysis of the data is conducted to determine if group A 

views the importance of investment tax incentives greater 

than B. 

11 According to C. William Emory, Business Research Methods, 
Irwin, Homewood, Illianois 1980, p. 444, the recommended 
statistical technique for hypothesis testing in a two-
sample case where interval or ratio measurement is used 
is a t - test. 
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The variable for the t test becomes the average of 

factors D and E (the importance ratings given to ITC and 

ACRS) of question three of the survey. 

In addition to conducting a t test, we carry out a 

Pearson correlation analysis on the relevent data to measure 

the association of the estimated amount of NExC (independent 

variable) with the viewed importance of tax incentives (D + 

E/2 for each respondent). 

In reaching a decision about accepting or rejecting a 

null hypothesis, two types of error may arise. If the 

alternative hypothesis is accepted when the null hypothesis 

is true, this is called a Type I error. If the null 

hypothesis is accepted when the alternative hypothesis is 

true, this is called a Type II error. The consequences 

involved in making a wrong decision about accepting or 

rejecting the null hypothesis will influence the desired 

level of significance used in hypothesis testing (Ferguson, 

1976). In this study, if the null hypothesis is accepted, 

when in fact the alternative hypothesis is true (Type II 

error), an opportunity for improving the effectiveness of 

tax incentives may be missed. If the alternative hypothesis 

is accepted when in fact the null is true (Type I error), 

any resources for additional follow up research on-business 

environments and their impact on the viewed importance of 
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tax incentives may be wasted. This research statistically 

tests for a Type I error. 

The level of significance selected in hypothesis 

testing helps to establish the degree of certainty that a, 

researcher may place on the findings of a study. The most 

common level of significance used in business and social 

science research is the .05 level of significance. At the 

.05 level of significance, researchers and policy makers 

relying on the findings of researchers can be 95% confident 

that a Type I error has not been made. Under these 

·conditions, there is a .95 probability that any observed 

difference is true and not due to sampling (Emory, 1980). 

This researcher believes that the .05 level of significance 

is appropriate for this study. If there is a .95 

probability that the approximate level of NExC identified in 

this study enhances the viewed importance of tax incentives, 

additional research may be warranted and the opportunities 

for improving the effectiveness of tax incentives may be 

substantial. 

The next chapter describes the characteristics of the 

respondents to the survey, summarizes the data collected, 

and discusses the statistical findings and results of the 

study. 



INTRODUCTION 

Chapter IV 

FINDINGS AND RESULTS 

As previously stated, a total of 169 pre-approach 

letters were sent to business investment decision makers in 

the State of Virginia. Telephone calls were made 

approximately one week after the·letters were sent. If 

contact were not made on the first attempt, at least three 

·additional follow ups were undertaken. As a result, 

telephone contact.was made with 111 company presidents, vice. 

presidents, or other decision makers during the data 

collection period. Out of these, 102 usable surveys were 

completed. 

SURVEY RESPONDENTS 

The respondents had the following job titles within 

their organizations. As can be seen, we were able to 

contact one of the top two executives over 75% of the time. 

45 
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Table 4-1 

Job Titles of Respondents 

Job Title 

President or Chief 

Executive Officer 

V. President 

Treasurer or Controller 

--Miscellaneous 

Total 

Number 

78 

14 

6 

4 

102 

Relative Frequency 

(Percentage) 

76.5 

13.7 

5.9 

3.9 

100 
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The decision makers represented companies in six types 

of industries based upon the standard industrial 

classification. It is important to note that manufacturing 

predominated, even though it would be far lower in 

percentage of gross state product. 

Table 4-2 

Industrial Classification of Companies Surveyed 

Industry Number Relative Frequency 

(Percentage) 

Mining 4 3.9 

Construction 20 19.6 

Manufacturing 37 36.3 

Transportation, Communica-
tions, and other public 
utilities 5 4.9 

Wholesale 24 23.5 

Retail 12 11.8 

Total 102 100% 
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The companies included in this study represented 9% to 

22% of the Virginia companies by SIC listed in 50,000 

Leading ~.§. Corporations. The total percentage of listed 

Virginia companies sampled was 15%. 

Table 4-3 

Percentage of Virginia Companies Surveyed by SIC Code 

Standard Industrial Number Sample 
Classification in Virginia 

Mining 20 4 

Construction 89 20 

Manufacturing 253 37 

Transportation, Communi-
cations, & Other Public 
Utilities 57 5 

Wholesale & Retail 265 36 

Total Number from which 
the Sample was drawn 684 

Sample Size 102 

Percentage 
of Virginia 
Companies by 
s. I. c. 

20% 

22% 

15% 

9% 

14% 

Percentage of listed Va. Companies Sampled 15% 
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Decision makers represented companies which 

predominantly employed over 100 people. The smallest 

company had less than 10 ernployeesi the largest over 36,000 

employees. The average number of employees per company was 

1059. Two firms had over 30,000 employees. If these are 

excluded, the average size becomes 251. 

Table 4-4 

Size of Companies Surveyed 

Company Size by Number 

of Employees 

less than 100 

100 to 1000 

over 1000 

Total 

Number Relative Frequency 

of Companies (Percentage) 

48 47.1% 

47 46.1% 

7 6.9% 

102 100% 
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RESPONSE SUMMARIES OF THE DATA FOR EACH SURVEY QUESTION 

The responses to the business capital investment survey 

that were provided by the 102 decision makers are tabulated 

and summarized below. Where appropriate, summaries of the 

data are provided for decision makers according to SIC code 

and estimated NExC. 

Question One 

Over the past year, what were the most important 
factors considered by your company in making capital 
investment decisions for new business equipment? 

The tax advantages available from the purchase of new 

business equipment was mentioned by only 3 of the 102 

respondents as being among the most important factors. An 

early indication thus is that investment tax incentives are 

viewed by the vast majority of decision makers with a lower 

degree of importance than numerous other factors. A summary 

of the response to question one is included in Table 4-5. 
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Table 4-5 

Most Important Factors Considered in Investment Decisions 

Factors mentioned as being among 
the most important factors considered: 

1. Additional need for the asset in the 

Number of 
Respondents 
Who Mentioned 
the Factor 

business operation. 37 

2. Benefit/Cost Analysis such as Net 
Present Value, Internal Rate of 
Return, Payback, or improvement 
of cash flow. 33 

3. Expected future sales for 
the products and/or services pro-
duced by their company. 28 

4. Cost and availability of the funds 
needed for financing the new 
investment. 18 

5. Improvement of Operating Efficiency 15 

6. Capital Replacement 15 

7. State of the economy and general business 
outlook 7 

8. Tax advantages from the new 
investment in business equipment 3 
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Question Two 

Did the new accelerated cost recovery system and/or the 
more liberal investment tax credit included in the 1981 
Economic Recovery Tax Act attract your attention to the 
possibility of new capital outlays for new business 
equipment for your company during this past year? 

Total Responses 48 = yes 54 = no 

Slightly over half of the total respondents mentioned 

that the new investment tax incentives did not attract their 

attention. 

The summary responses to ~~estion two according to both 

the SIC code and size of the companies are included in Table 

4-6. 
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Table 4-6 

The Attention Impact of Investment Tax Incentives 

Responses by SIC Code 

Mining 

Construction 

Manufacturing 

Transportation, 
Comm., Pub. Util. 

Wholesale 

Retail 

Totals 

Company Size by 
Number of Employees 

less than 100 

100 to 1000 

over 1000 

Totals 

Did the new investment tax 
incentives attract your 
attention? 
Yes No N 

4 0 4 

10 10 20 

17 20 37 

1 4 5 

12 12 24 

4 8 12 

48 54 102 

Yes No N 

25 23 48 

24 23 47 

3 4 7 

48 54 102 
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Question Three 

Based upon your company's capital expenditure decision 
making for new business equipment, how would you rate the 
following factors on a scale of 1 to 10 pertaining to their 
importance in your company's business investment decision 
making for new equipment? Please use the following scale in 
assigning points to the factors. 

1 2 3 4 5 6 7 8 9 10 

Not 
Important 

Somewhat 
Important 

Moderately 
Important 

Very 
Important 

Extremely 
Important 

----------~A. The availability and cost of the funds needed 
for financing the· purchase of new equipment. 

____________ B. Anticipated increases in sales for the pro-
ducts or services produced or supported by 
the new equipment. 

____________ c. The replacement of worn out equipment in 
order to maintain the firm's existing 
ability to produce. 

---------D. A lower tax bill as a result of using the 
investment tax credit allowed for purchas-
ing new equipment. 

___________ E. A lower tax bill as a result of using the 
1981 accelerated cost recovery system when 
depreciating newly purchased business equip-
ment. 

_________ F. The improvement of operating productivity 
and efficiency. 

Mean ratings were computed for all the respondents, by 

NExC groupings, and by the SIC code. Tables 4-7 and 4-8 

summarize these data. 
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Table 4-7 

Mean Ratings of Certain Decision Making Factors and NExC 

Total 

Respondents 

N=102 

A 6.56 

B 7.74 

c 7.08 

D 4.37 

E 4.36 

F 7.52 

NExC<O 

Respondents 

N=23 

6.70 

7.91 

7.00 

4.17 

4.44 

7.65 

O>NExC<17% 

Respondents 

N=36 

6.11 

7.64 

7.58 

5.00 

4.94 

8.03 

NExC>l7% 

Respondents 

N=43 

6.86 

7.72 

6.70 

3.95 

3.84 

7.00 

Decision makers in firms with NExC greater than zero 

but less than 17% viewed the importance of tax incentives 

(factors D and E) higher than did the others. However, even 

for this group, the other four factors listed were viewed 

with substantially greater importance than the tax 

incentives. 
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When the mean ratings were tabulated according to the 

SIC code, the tax incentives again consistently received the 

lowest importance ratings. Across all the industries 

surveyed and each level of NExC grouping, tax incentives 

were rated by the decision makers as being of lower 

importance than all of the other listed factors. 

Table 4-8 

Mean Ratings of Certain Decision Making Factors According 

to SIC Code 

I II III IV v VI 

A. 7.750 6.800 6.297 7.000 6.417 6.667 

B. 6.000 7.450 7.865 6.000 7.875 8.833 

c. 7.250 7.200 7.054 8.200 6. 583 - 7.417 

D. 2.250 3.850 4.162 4.200 5.375 4.667 

E. 2.250 3.950 4.135 4.200 5.208 4.833 

t;" ;.. . 8.000 6.350 7.784 7.600 7.708 8.083 

Sample 
Size 4 20 37 5 24 12 

I=Mining, II=Construction, III=Manufacturing, IV=T~ansporta-

tion, Comrn., and Public Util., V=Wholesale, VI=Retail. 
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The viewed importance of the tax incentives by decision 

makers was the highest in the wholesale industry and the 

lowest in mining. An initial expectation of this researcher 

is that more of the firms in the wholesale industry are 

operating in the approximate area where tax incentives are 

most important and the firms in ~~e mining industry are 

operating predominately outside this area. Other factors 

that might cont~ibute to the higher ratings in the wholesale 

industry and the lower in mining are the types of assets 

being used by the firms in each of these industries, the 

·time required to put these assets in service, and the 

specific tax incentives applicable to these assets. 

Much of the equipment used in the wholesale industry, 

such as delivery trucks, may be purchased and put into 

service in only a matter of days. It is speculated by this 

researcher that some of these assets may be purchased as the 

firms near the end of their tax years so that the deductions 

may be taken. Also, much of this equipment-has very 

favorable tax treatment under the ACRS and ITC provisions. 

Light duty trucks, for example, may be fully depreciated for 

tax purposes in only 3 years, and a 6% ITC is available the 

year of purchase. Machinery used in the mining industry is 

quite different. Mining equipment often is special ordered 

and the time period needed to put this type of asset in 



58 

service may be several months or longer. Also, for much of 

this type of equipment, the depreciation period is 5 years 

so the tax write off in the early years is generally less 

than ·in the wholesale industry. 

The mean ratings given by all decision makers also 

indicate that the ACRS and the ITC are viewed with very 

similar relative importance within each industry. The . 

importance ratings given to factors D and E {ITC and ACRS) 

by the decision makers in wholesale were 5.375 and 5.208 

respectively. The ratings in the mining industry were 2.25 

·for both factors D and E. This similarity was consistent 

for every industry. 

The decision makers' viewed importance of tax 

incentives indicated in the responses to question three was 

also supported by the responses to question four. 

Question E'our 

In viewing the above listed factors, please rank order 
the factors in the order of importance that you believe is 
placed on each factor in your company's capital investment 
decision making for new equipment. 
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Your Rank Order (Place the letters of the factors 
below.) 

1. Most Important 

2. 

3. 

4. 

5. 

6. Least Important 

In ranking the six factors in their perceived order of 

importance, only one decision maker indicated that factor D 

was the most important and only one other indicated that 

factor E was the most important. Ten said that factor D was 

the least important and fifty-six that factor E was the 

least important. 
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The number of respondents who ranked the factors in the 

order of importance from 1 (Most Important) to 6 (Least 

Important) is summarized for the total respondents (N=102) 

in Table 4-9. 

Table 4-9 

Ranked Importance of Certain Decision Factors 

A B c D E F 

Most 

Important 

1 20 39 17 1 , 24 ... 

2 24 22 26 3 2 25 

3 16 19 28 7 5 27 

4 21 12 13 26 10 20 

5 5 5 9 55 28 0 

6 16 5 9 10 56 6 

Least 

Important 

N 102 102 102 102 102 102 
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A review of the responses given by the total 

respondents to both questions three and four shows that the 

viewed importance of the six factors may be ranked as 

follows: 

Factor 

Most Important B Anticipated Increases in Sales 

F Improvement of Productivity 

c Replacement of Worn Out Equipment 

A Availability and Cost of Financing 

D Investment Tax Credit 

Least Important E Accelerated Cost Recovery System 
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Question Five 

How do you expect the sales of your company's products 
or services to change over the next twelve months? Please 
check one: 
___________ Increase - By approximately what percentage ______ _ 

___________ Remain approximately unchanged 

___________ Decrease - By approximately what percentage ______ _ 

Seventy five of the investment decision makers expected 

the sales of their company's products or services to 

increase over the next twelve months; twenty-two to remain 

approximately unchanged; and five to decrease. 

Table 4-10 

Expected Changes in Sales 

Expected 

Change in Number of Response Mean Change 

Sales Respondents Frequency Expected 

Increase 75 73.5% +28% 

Remain Unchanged 22 21.6% 0% 

Decrease 5 4.9% -27% 

Total 102 100% +19.324% 
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Question Six 

By what percentage could your firm's present sales 
increase without requiring additional investment in new 
equipment? 

The decision maker's responses to this question ranged 

from a low of 0% to a high of 800%. The median was 25.4%. 

The mode was 25%. 

Each decision maker's response to this question was 

used as the base in determining the firm's NExC. As can be 

seen in Table 4-11, numerous respondents reported very high 

amounts of unused sales potential. 

Table 4-11 

Present Unused Sales Potential 

Present Unused Number of Relative Cumulative 

Sales Potential Responses Frequency Frequency 

0 - 10% 18 17. 6~~ 17.6% 
11 - 20% 18 17.6% -35.3% 
21 - 30% 22 21.7% 56.9% 
31 - 40% 9 8.8% 65.7% 
41 - 50% 8 7.8% 73.5% 
51 - 75% 8 7.8% 81.4% 
76 -100% 7 6.8% 88.2% 

101 -200% 6 5.9% 94.1% 
201 -500% 5 4.9% 99% 
501 -800% 1 1.0% 100% 

Total 102 100% 100% 



64 

Question Seven 

Under normal conditions, what percentage of surplus 
capacity do you normally like to maintain in order to meet 
any unexpected increases in the demand for your company's 
products or services? 

The decision maker's responses to this question ranged 

from a low of 0% to a high of 30%. Almost half of the 

respondents reported they desired no surplus capacity. The 

reasons for this may include a relatively short lag time 

required to put assets in service and relatively stable 

company sales projections. Also, ·~ J. .... there is little or no 

costs to the firm if it is unable to meet the demand for its 

products immediately, no surplus capacity would be desired. 

The mean desired surplus capacity expressed as a percentage 

of sales volume was 6.4%. Table 4-12 is a summary of the 

total responses to this question. Table 4-13 lists the mean 

responses according to SIC code. 

The mean desired surplus capacities reported.for in all 

industries surveyed were relatively close to each other, 

with the exception of the transportation, communications, 

and public utility industry. This is expected because of 

the greater time required to put new equipment in service 

for this industry. Firms in this group may take years to 

get new equipment on line, and therefore decision makers 

generally feel a need to maintain more surplus capacity. 
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Table 4-12 

Normal Desired Surplus Capacity Expressed as a Percentage 

of Sales 

Desired Surplus Number of Relative Cumulative 
Responses Frequency Frequency 

0% 50 49% 49% 
1-5% 9 8.8% 57.8% 
6-10% 20 19.3% 77.5% 

11-15% 10 9.8% 87.3% 
16-20% 9 8.8% 96.1% 
21-25% 3 2.9% 99% 
26-30% 1 1% 100% 

Table 4-13 
Mean Desired Surplus by SIC Code 

Mining 

Construction 

Manufacturing 

Transportation, Comm., 
Pub. Util. 

Wholesale 

Retail 

Total 

Mean Desired Surplus 

6.25% 

6.45% 

6.00% 

12.00% 

5.7% 

7.0% 

6.4% 

N 

4 

20 

37 

5 

24 

12 

102 
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Question Eight 

In your company, if a decision is made to expand your 
firm's maximum operating capacity, approximately how long 
would it normally take from the decision to expand until 
actually being able to increase your firm's output capacity? 

less than 6 months ---------------------_____________________ 6 months to one year 
______________________ one to two years 
______________________ two to five years 
_____________________ over five years 

In responding to this question, 61.8% of the decision 

makers indicated that their companies could expand their 

maximum operating capacity in less than 6 months, 90.2% 

indicated that expansion would take less than one year. 

Only two reported a period longer than two years. Both of 

these were in the transportation, communication, and public 

utilities industry. Table 4-14 is a summary of the total 

responses to this question. 

Being able to expand output capacity in a relatively 

short period of time would reduce the decision makers' need 

to maintain surplus capacity. They could also delay any 

plans for the purchase of new business equipment until the 

firm was operating at or very near full existing capacity. 
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Table 4-14 

Lag Time 

Time Needed to Expand Relative Cumulative 

Maximum Output Capacity Number Frequency Frequency 

less than 6 months 63 61.8% 61.8% 

6 months to 1 year 29 28.4% 90.2% 

1 to 2 years 8 7.8% 98% 

2 to 5 years 1 1% 99% 

over 5 years 1 1% 100% 

Question Nine 

Do you anticipate that there will be an increase in the 
number of persons employed by your company in the next 12 
months? 

________________ yes _________________ no. 

If yes, by what percentage will the number of employees 
increase? 

Seventy decision makers responded "yes." The mean 

expected increase in employment for the next 12 months for 

all "yes" answeres was 17. 5~~· Table 4-15 shows the number 

and relative frequency of responses. 
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Table 4-15 

Expected Change in Employment 

% Expected Change in Number Relative 
Employment Based Upon Frequency 
Present Number of 
Employees 

< 0% 2 2% 
0% 30 29.4% 

1-10% 47 46% 
11-20% 11 10.8% 
21-30% 4 3.9% 
31-40% 1 1% 
41-50% 1 1% •o 
51-60% 1 1% 
61-70% 0 0% 
71-80% 2 2% 
81-90% 0 0% 

91-100% 3 2.9% 

N = 102 100% 

Based on Table 4-15, the majority of decision makers 

surveyed are optimistic about additional employment over the 

next 12 months. 

Table 4-16 is a summary of the mean expected sales 

increase, unused sales potential, desired surplus capacity, 

net excess capacity, and tax incentive importance rating by 

industry of decision makers. 



l!:x(X.>eted Sales Increase 
tor the next 12 uuntlll:l 

l.luusod Sales 
futential 

Desh·t:.>d Sw·p1us 
C.t[JaCity 

Net Ji:xccss Cupnci ty 

'J~tx Inccntivt! Iu•JOl'lllllCt! 
Uating 

Tabl~ 4-16. 

Mean Responses by Industry of Decision Makers 

MlnJng (bnstruction J.lul.uta.cturing 'franspo.l'taUon Wholesale llotllil 
(lf=4) (lt-"20) (N=37) (N=5) (N-24) (N=l2) 

11.3'.£ 13% 30.(Y,t .61. 13.11. 18.51, 

117.5'£ 64.2'£ 79.'11. 31.2'£ 62.51. 41.6'£ 

()'\ 
\.() 

6.3'.1. 6.5'.t 6.(1,(, 12% 5.7';(. 7 .CY.t 

. 1001. 44.8'J, ·13. 7'.t 18.4'X. 43.6% 16,1'-

2.3 3.9 4.2 4.2 5.3 4.8 
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In reviewing the mean responses by industry, we find 

that mining had the highest reported NExC. This industry 

was well outside the approximate area where tax incentives 

are expected to be most important to decision makers. The 

mean tax incentive importance rating of only 2.3 was 

expected for this industry. 

The decision makers in the wholesale industry reported 

a NExC of 43.6%. This also is outside the approximate area 

where tax incentives are expected to be important. The 

decision makers in the wholesale industry, however, reported 

-the highest tax incentive importance ratings of any 

surveyed. This may be due to the type of assets used by 

this industry. 

The only industry with a reported NExC inside the 

approximate area where tax incentives are expected to be 

most important was the retail industry (NExC=l6.1%). The 

decision makers in retail businesses had a mean tax 

incentive importance rating of 4.8. This was the second 

highest of any industry. 
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STATISTICAL ANALYSIS &~ FINDINGS OF THE STUDY -- ---
The alternate hypothesis being tested in this study, 

which were previously stated, are: 

Ho: There is no difference in perceptions of the 
importance of investment tax incentives in 
investment decision making between decision makers 
in firms operating near full output capacity and 
those in all other firms. 

Ha: Investment decision makers in firms operating 
near full output capacity view investment tax 
incentives as more important than do all other 
business investment decision makers. 

Discussion of the t test 

As previously stated, for the statistical analysis 

using the t test/ Group A (N=36) consisted of decision 

makers in firms operating with O>NExC<17%. Group B 

consisted cf all others (N=66). At test was performed on 

the responses given by the decision makers in firms with 

NExC<O and those in firms with NExC>l7%. From this 

analysis, we can conclude that there is no statistical 

difference in the viewed importance of tax incentives by the 

decision makers who were combined to form Group B. 

The statistical analysis using the t test indicates 

that a modest difference between the viewed importance of 

tax incentives among the members of Group A and Group B 

exists at the .04 level of significance (with 100 degrees of 

freedom). The probability of obtaining a difference equal 
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to or greater than the one observed when in fact no 

difference exists is less than .05,· the level of 

significance selected for this study. Rejection of the null 

hypothesis (HO) is warranted and the alternative hypothesis 

(HA) is accepted. The t test indicates that Group A views 

the importance of tax incentives more highly than Group B. 

However, the amount of increased importance on the part of 

Group A over Group B is very modest. The mean importance 

rating for Group A is 4.97; that· for Group B is 4.04. 

·oiscussion of the Pearson Correlation Analysis 

A Pearson correlation analysis was performed on two 

groups of decision makers. The high NExC group included 

decision makers in firms with NExC greater than 8.5 and less 

than 100% (N=49). The low or no NExC group included 

decision makers in firms with NExC less than 8.5% and 
. 

greater than -100% (N=39). The dividing line of 8.5% is the 

center·of the approximate area where investment tax 

incentives are believed to be more important to investment 

decision makers. The high NExC group was limited to 

decision makers in firms with NExC < 100%. Also, the low or 

no NExC group was limited to firms with NExC > -100%. The 

elimination of the extreme cases from each group was 

performed to reduce any possible distortion of the findings 
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of this analysis caused by these cases. The ·rating scale 

used here allowed for a rating of from 1 to 10. The 

decision makers in firms located at the extremes could not 

rate a factor less than 1 on the importance scale. Even a 

rating of 1 with a NExC greater than 100% may give a false 

indication of association between the variables. 

The Pearson_correlation analysis procedure using the 

group with high NExC (N=49) shows a negative association 

between the dependent and independent variables (r = -.3006) 

(p = .018). 12 The r value of -.3006 shows that .09 of the 

variation in the dependent variable is explained by the 

independent variable. As the NExC of the firm increases 

away from NExC = 8.5%, the viewed importance of investment 

tax incentives by the decision makers in these firms 

decreases. From the results of the Pearson correlation 

analysis on this group, we can conclude that the probability 

r = 0 is only .018. 

The Pearson correlation analysis procedure using the 

group with low or no NExC (N=39) shows a positive 

association betwee.n the dependent and independent variables 

(r = ;2793) {p = .045). The r value of .2793 shows that 

.078 of the variation in the dependent variable is explained 

by the independent variable. As the NExC of the firms in 

12 p is the level of significance of the correlation 
analysis findings. 
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this group increases towards a NExC = 8.5%, the viewed 

importance of tax incentives by the decision makers in these 

firms increases. From the results of the Pearson 

correlation analysis on this group, we can conclude that the 

probability r = 0 is only .045. 

Overall, the results of these two analysis show that as 

the NExC of the firm moves closer to the line separating the 

two groups, the decision makers' viewed importance of tax 

incentives increases. The association of NExC with the 

viewed importance of tax incentives by the decision makers 

-in the two groups is statistically significant at the .05 

level of significance. However, the change in the viewed 

importance of tax incentives associated with NExC is very 

modest. 

Figures 4-1 and 4-2 are scat~ergrams for each group, 

respectively, with each decision maker's tax incentive 

importance rating plotted on the graph according to the 

firm's NExC. The scattergrams shows a high-variability 

between NExC and the tax incentive importance ratings. Some 

of the lowest tax incentive ratings occur within the area 

O>NExC<17% and some of the highest ratings occur outside of 

this area. Thus, in spite of the fact that the Pearson 

correlation analysis portrays a modest association between 

NExC and the viewed importance of tax incentives, the 

scattergrams point out a high amount of variability. 
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Chapter V 

SUMMARY, CONCLUSIONS, AND IMPLICATIONS 

INTRODUCTION 

The current Federal tax laws cf the United States 

include numerous credits, subsidies, and special provisions 

aimed at motivating business decision makers into certain 

courses of action. Public policy makers assume that the tax 

credits, subsidies, and special provisions influence these 

decision makers in the intended manner. The Reagan 

Administration's attempt to revitalize the American economy 

by using tax incentives is a recent example of strong faith 

in their impacts. 

Still, a substantial amount of uncertainty exists about 

the actual impacts that such tax incentives have on business 

decision making and the types of environments where they 

will or will not influence the behavior of business decision 

makers. This study has been an attempt to determine if 

certain business conditions provide an enviror~ent where tax 

incentives are viewed more importantly by decision makers in 

their investment analysis. 

77 
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TESTING THE HYPOTHESIS 

The following hypotheses were tested in this study: 

Ho: There is no difference in perceptions of the 
importance of investment tax incentives in 
investment decision making between decision makers 
in firms operating near full output capacity and 
those in all other firms. 

Ha: Investment decision makers in firms operating 
near full output capacity view investment tax 
incentives as more important than do all other 
business investment decision makers. 

To test the above hypothesis, we placed decision makers 

into groups based upon the NExC of their firm. Those with 

values between 0 and 17% were compared with those in all 

other firms (for the t test analysis). The central value of 

.. 8.5% of this group was used to divide the decision makers 

for the Pearson correlation analysis. 

The t Test - ----
The statistical analysis of the means of the two groups 

using the t test procedure indicates that a modest 

difference between the means of the two groups exists at the 

.05 level of significance. The t test indicates that the 

group of decision makers in firms operating with NExC 

between 0 and 17% did view the importance of tax incentives 

higher than the other decision makers. Rejection of the 

null hypothesis is warranted and the alternative hypothesis 

is accepted. 
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Even though the t test showed that respondents in firms 

operating with NExC between 0 and 17% viewed the investment 

tax incentives as more important than did the others, the 

decision makers at every level of NExC and across every 

industry tested viewed the importance of all other factors 

more highly than the tax incentives. 

The Pearson correlation analysis 

The Pearson correlation analysis showed that as the 

firm's NExC moved away from 8.5% in either direction,_ the 

viewed importance of the tax incentives decreased. The 

results for both groups were statistically significant at 

the .05 level. The actual change in the viewed importance 

of tax incentives, however, was very modest and highly 

variable. 

IMPLICATIONS FOR FEDERAL TAX POLICY 

The results of this study suggest that ·the business 

conditions where decision makers view the importance of 

investment tax incentive highest appear to be where firms 

are operating relatively close to full output capacity. 

Even then, however, decision makers view the importance of 

tax incentives as only moderate. Other decision factors 

included in this study were viewed substantially more 
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important at every level of NExC tested and by the decision 

makers across every major industry included in this study. 

These people particularly stressed anticipated 

increases in sales as the most important factor influencing 

their investment decision making for new equipment. This 

indicates that public policy makers are more likely to 

stimulate business investment activity with tax policy aimed 

at generating additional demand for products and services 

than with investment tax incentives. This type of tax 

policy would include across the board individual and 

·business tax reductions rather than the ITC and ACRS. 

Indirectly, the ITC and ACRS may increase demand by 

providing business firms with additional after tax profits 

which are passed along to stockholders and eventually spent. 

However, across the board tax cuts appear to be more likely 

to influence the demand for products and services and thus 
. 

increases business investment activity. As one decision 

maker interviewed in this study commented, "investment tax 

incentives won't cause us to buy new equipment unless 

customers are buying the products produced by the 

equipment." 

Another implication of this study for Federal tax 

policy is the finding on the attention impact of t~e tax 

incentives. Less than half of the top level decision makers 
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interviewed {48 out of 102) said that the business 

investment tax incentives attracted their attention to the 

possibility of new capital investments. This shows that 

many of the firms claiming credits for the ITC and ACRS on 

their tax returns are not motivated by the tax incentives in 

the intended manner, but claim the deduction after the fact. 

The results of this study have implications pertaining 

to the use of such incentives as a means of stimulating a 

depressed economy. The decision makers in firms with 

relatively high amounts of NExC viewed the importance of tax 

incentives lower than the other decision makers. This 

suggests that during a period of an economic recession, the 

business environmental conditions are such that investment 

tax incentives will have the lowest impact on business 

investment decision making. During economic recessions, 

business firms experience increasing amounts of NExC in 

their operations. The impact of investment tax incentives 

on investment decision making in general may be considered 

moderate; during an economic recession, the impact of 

investment tax incentives as a means to stimulate business 

investment activity is less. 

Public policy makers need to recognize the limited 

strength of business investment tax incentives as part of a 

total fiscal and monetary strategy for economic 
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revitalization. This study indicates that business 

investment tax incentives are more·likely to achieve their 

intended results when firms are operating relatively close 

to full output capacity. However, even under these business 

conditions, the effect of business investment tax incentives 

on the investment decision making process may be considered 

moderate, highly variable, and secondary to numerous other 

factors. 

LIMITATIONS OF THE STUDY -- ---
The business investment decision makers surveyed in 

this study were selected only from within the State of 

Virginia and from only firms listed in the 50,000 Leading 

~.§. Corporations (1980). No nationwide validation of the 

results was planned to determine if decision makers in 

Virginia are representative of those across the nation. The 

generalization of the findings of this study to all 

businesses may be suspect. However, there is no basis for 

assuming that decision makers in Virginia view the factors 

included in their investment decision making process any 

differently than those elsewhere in the country. A strong 

attempt was made to obtain a random sample in each of the 

major industries. However, any differences between this 

sample and the total population may be due to the 

nonrandomness of the actual sample. 



83 

Firms listed in the 50,000 Leading Q.~ .. Corporations 

include the Fortune 500 companies and those listed in 

Standard and Poors but are not representative of the 

relatively small businesses. The firms included in the 

50,000 Leading Q.~. Corporations account for up to 90% of 

sales volume in their respective standard industrial 

classification. In this respect, the firms of the decision 

makers in this study may be considered representative of the 

majority in their class with the.exception, as noted. Also, 

only firms in certain industrial classifications were 

-surveyed. This study did not include Agriculture, Finance, 

Insurance, Real Estate, and the Services industries. 

Another limitation of this research project is that 

data provided by decision makers were based upon their 

perceptions of their business operation and environment. 

Actual records were not accessed (if in fact they existed at 

all). There is also no confirmation of what the aecision 

makers reported and their actual actions. T,he decision 

makers were asked to provide the information based upon 

personal estimates from experience. The respondents 

consisted primarily of chief executive officers, presidents, 

and vice presidents. These personal estimates should be 

viewed with a relatively high degree of reliability. There 

is no reason to believe that the decision makers would act 

differently in their decision making than reported. 
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Finally, this study does not attempt to quantify the 

actual amount of business investment that the investment tax 

incentives or other factors may actually generate, nor the 

amount of windfall benefits to the firms. Nor does it claim 

to identify the exact levels of net excess capacity where 

tax incentives will or will not influence investment 

decision making. Recognizing that the factors included. in 

the business investment decision making process are 

numerous, and subject to each decision maker's own business 

environment and interpretation, it is felt that accurately 

·quantifying the dollar impact that any one factor or group 

of factors have on business investment activity is- virtuall~ 

impossible except at the individual level of the firm and 

then only for a specific investment decision. It is also 

felt that the identification of exactly when and where tax 

incentives will or will not influence investment decision 
. 

making may be accomplished only at the individual level of 

the firm for one point in time. This study-has attempted to 

identify only the general overall business environmental 

conditions likely to influence the viewed importance of 

investment tax incentives by decision makers in their 

purchase of business equipment. 
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NEED FOR FURTHER RESEARCH 

Public policy makers cling to the basic assumption that 

business investment tax incentives, as well as numerous 

other tax subsidies, influence decision makers in the 

intended manner. Despite all the faith in the use of tax 

incentives as a means of stimulating business investment, 

there has been a lack of consensus on the part of 

researchers pertaining to their effectiveness. This 

researcher expects that the debate concerning the impact of 

such on business decision makers will continue. 

Additional research is warranted on this impact as well 

as that of numerous other business tax credits and 

subsidies. It is believed that this future research should 

include the key business enviroTh~ental factors that directly 

affect the profitability of decisions. The effectiveness of 

Federal tax policy as a means of stimulating business 

decision makers may be enhanced, by finding out more about 

the types of environments where tax incentives are most 

likely to work or not work. 
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Appendix A. 

DEFINITION OF TERMS 

Certain business terms may have different intended 

meanings depending upon the context in which they are used. 

To clarify the intended usage, I have defined the following 

terms as they are used in this study: 

1. Capital is property used in conducting a business 

operation other than inventories held for sale. 

Capital includes buildings, land, equipment, 

machinery and other assets needed to carry on the 

business operation. 

2. Business Capital Investment is the expenditure of 

funds for the purchase or long term lease of property 

used in conducting a business operation. 

3. Depreciation is a general term covering the loss of 

value of business capital assets caused by usage. 

Depreciation expense is the tax deductible loss of 

value of business capital assets. 

4. Cost Recovery System is the method for computing the 

tax deductible expense of using a capital asset over 

its estimated useful life. The Accelerated Cost 

Recovery System (1981) permits business owners to 

take greater amounts of depreciation expense during 
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the early years in the life of an asset, thereby, 

deferring some of their income taxes until later 

years. Depreciation expense reduces the taxable 

income of the business. 

5. Full Operating Capacity (FOC) is the total volume of 

goods and services that a firm could produce if its 

present capital assets were used to their fullest 

extent. 

6. Current Capacity (CC) is the actual volume of goods 

and services that a firm is producing expressed as a 

percentage of full operating capacity. 

7. Desired Surplus·capacity (DSC) is the amount of 

intentional slack maintained by the firm in its 

operation to meet unexpected increases in product 

demand. Desired surplus capacity may include 

equipment, machinery, or other assets. 

8. Product Demand (PD) is the volume of products or 

services purchased by both business~nd individual 

customers over a particular time period. 

9. Excess Capacity (ExC) is the volume of additional 

product demand expressed as a percentage of sales 

that could be met by the business firm without 

requiring additional investment in plant, equipment, 

or other capital assets less the desired surplus 
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capacity. Often in industry and in U.S. Government 

economic reports, the terms "excess capacity", "idle 

capacity", and "capacity utilization" are used to 

indicate the amount of unused capacity of business 

firms. In this respect, the terms indicate the 

percentage of full operating capacity that is not 

being used by the business firms. The formula for 

converting from "excess capacity" as used in this 

study to "capacity utilization" as indicated in U.S. 

Government economic reports is as follows: 

1 
= Capacity Utilization 

1 + (ExC + DSC) 

Capacity utilization is Current Capacity 
Full Operating Capacity 

10. Net Excess Capacity (NExC) is excess capacity minus 

the expected change in product demand over a 

particular time period. 

11. Taxable Income is the adjusted gross _income of the 

taxpayer that is subject to taxation. 

12. Tax Liability is the actual tax that is due by the 

taxpayer. 

13. A Tax Incentive is a provision in the tax law which 

allows a taxpayer to reduce his or her taxable income 

or tax liability by taking a certain action stated in 

the tax provision. 
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14. ~ Tax Credit is an allowance that directly reduces 

the tax liability of the taxpayer. The Investment 

Tax Credit allows business taxpayers to reduce their 

immediate tax liabilities by an amount up to 10% of 

the purchase price of capital assets purchased during 

the tax year. The investment tax credit is provided 

in the tax law to encourage business investment ~n 

new capital assets. 

15. Time ~ (at) is the time. difference between the 

decision to invest in additional. capital assets and 

the actual completion of the investment project 

whereby, the firm's full operating capacity is 

increased to a new level. 

16. Importance is defined as the estimated value of each 

factor as an influence on the outcome of investment 

decisions. 
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Appendi:<: B 

PEE-APPROACH I.Eu..:..."t 

I am an Assisl:ao.t: P!'o:fessor of Business a't Radford r:niversity in Rad!ord, 
Virginia, and a Doctoral Candidate in Public -~nistration and Public Policy 
at Virginia Teeb in Blacksburg, Virgil'lia. ! am presently conduc"ting a study 
of the views of business decision crakers on me irnpotta.'lt factors which infl'..t-
ence their business invest:Irent decisions. ?our ccmpany has be€n selected as 
one of the companies to be surv~~ for this Study. 

r hope that you ;vill take a few minutes when r telephone you in the n.ext 
few days and sba.re with me you= views on y-our company's business capital in-
vestment decision making. A copy of the questions tha:t I plan -::o ask you on 
the telephone is enclosed. If you wish, you may tr.:msfer :rr; call to an appro-
priate person in your ccnpany to answer the questions for your ccmpany. 

The questions pertain to your pe:::"Ceptions cf the i!!:portam: factors con-
sidered in your CO!lpWly' s capital invest:nent decisions. S::m: of the ques-
tions are technical, but I do not expect 70u or the cne you designate to 
researcil your compa..·w' s records for answers. ! oould like for ycu or yo•.u:-
desig:lllte to answer the questions based upon personal estimates frcm business 
experience. The intonmtion that you provide will be b.eld in stric,; ccntidence, 
Your !la.!re and you= ccrnpany ll3Jl'l: are not included en tr.e questicr:ma.i:re. Cul;< 
sum:a.ry information by inc:h::stry will be tabula "ted for CJ.Se in this study. T'....is 
study is important to a:e in that it mll !:elp me to ccmple1:e the final stage 
of :ny Ph.D. program. !his study may be important to you i:J. tha:t it may help 
to foe~ atta~tion on appropriate public policy a~ at the rev~talization 
of our nation's depressed business activity . 

• ~ :rr; appreciation for :---cur ccrr.pleting :his ques1:ior:.na.i.ra, I "rtll be mre 
t!lan happy to send you a S".mmarf of ;:;he findings. '!'b.;:;mk you i:1 adc,'ance :or 
your cooperation. ~ly telephone call seould :lOt take rore than ten minutes of 
your ;:i:De. 

Enclosure 
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Sincerely, 

Clarence C. Bose 
-~sist. Professor of 3t:si:less 
Radford Cniversity, and 
Ph.D. Candidate, Virg<...nia :'ech -
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Business C3.:oital !nvest::l!nt Survev 

Wbat is your job title? 

Wl:!a.t is the tnle of i..l::.dustry of your ccmpa.uy? 

less than 100 

100 to lOCO 

over 1000 

l. Over the past year, wba.t were the llXlSt important factors cor.sidered by · 
your ccmpany in a:aking c:a.pi tal investment cl.ecisioas for new business 
equiJmmt? 

2. Did the new accelerated cost recovery system an.d/or the a:cre liberal 
investment tax c:redi t included in the 1981 Econanic Recove!'y '!'a.'!: Act 
a:ttract your attention to the possibility of new ca.pital outlays !or 
new business equiprent for your ccmp-my during this past yea.r. 
___ yes ____ DO 
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3. Based upon your ~· s capital expenditure decision mk::ing for :c.ew 
bus:flless equ.ipneat, b:w ~c1 yoc rate the !ol..l.cw1ng :factors oa a. scale 
ot 1 to 10 pertai:a1ng to tb.eir importaaee ill your ecmpany' s busi:less 
i.avestlDent decision mk::ing for new equi.p:::e:c.t? Please use the follow-
ing sc:a.le ill assi~ poin'tS to the factors. 

. 1 

Not 
Important 

4 . 5 

~rat ely 
Important 

6 7 9 10 

----- A. 'Ihe a.vaila.bUity and. cost of tb.e :fuads neECecl for :f:i:c.a.uci:lg · the 
purcbase of new equi;:roent ----------

B. Antieipa.ted inc:'eases ill sales :for the products or se..'·vices pro-
----- ducec1 or supportec1 by the new equi.pcent ---------· . 

------ C. . 'Ihe repJ.acE:a!nt of wcra out equi~t 1D order to ca.intain the :!L~ s 
existing· abUity to. prcx1uce· · 

------D. A lower tax bill a.s a. result of using the investzi:ent ta."'C credit 
allcRd for purc:hasillg new equipnent -------------· 

------ E. A lower tax bill a.s a. result of using the 1981 accelerated cost re-
CDVerf system when d.eprec:!.a.ti!lg newly purchased business equ:i.pre:tt 

------F. 'Ihe improvement of opera:ti:lg procluctivity a.:c.c1 ef:!icie:.cy 

--·---·~-- -
4. In viewing the above listed factors, please rank order tl:le fa.etors in 

the order of :importaace t.bat you believe is placed on each :factor in 
your et:a;~any • s ca.pi tal investment decision a:a.ld.ng for new equipnent • 

Your Ra.nk ·Order (Pla.ce the letters of the :fa.ctors below. ) 

l. 

2. 

3. 

4. 

5. 

6. 
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5. Hew de you ~ t!:e sales o! you= car:pany's p:rcduc:ts. or services to 
c!:w:l.ge over the next t':V'el ve !D:)nths? Please cl:1.eck one: 
______ __;Increase- By approx:fma.tely Vlbat percentage:__ ____ _ 

______ __;Rar:ain approximately 1mcl'langed 

______ ...;Decrease - By apprcxima.tely wbs.t percenta.ge:-------

6. By wba.t percentage could your fil::::l' s present sales increase without 
reqairillg additic:lal investment in new equip:oent? 

7. Under no:c:cal operating conditic.ms, Vlbat percentage of surplus C3.pa.City 
do you nor.cally l.1ke to maint3.in ·ill order to meet any 1mexpec:ted in-

creases in the demnd for your ccmpany's prcdccts or services? 

a. In 1Cllr ca:apany, i! a decision 1s made to expand your fi...,'s maxjrrnn 
operati::1g capacity, approxima.tely baR long ~d it no:c:cally take :fran 
tl:le dedsion to expand until a.ctually being able to increase your fi..."'m's 
output c:apaci ty? 

6 !D:)Qths to one year 

one to tv;o years 

t;r;c to five yea...""S. 

over five years 

9. Do you anticipa:te that there will be an increase in the nu:rber of 
pe..""SSOlS El:tlployed by your ca::;:any ill the eext l2 t::enths? 

-----yes no 

It ies, by wba.t percen~ nll the rr.:d::er of emploYees 
increase? 

'Il:a.Ck 1CU for providing me with your respocses to t!lis St.li'VeY. !f 
you ~d like a sumra.t"7 copy of tl:e results, please tell me ;;.ilen I 
C3ll a::d. ! will ce l::a.ppy to send you one. 
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Appendix D 

Enclosed is a. summ..-y o:f the :findings of my researc!:i. project which 
you helped ill by providing me with your perceptions of the i!rlportatrt 
factors which Wluence business investment decisions !or new business · 
equi;;mmt. TI:!snk you for ta.k:illg time· out of your busy schedule and shar-
ing with me your Views in this area. !n reViewtng t!:e attached summ...•·y, 
if you llave any questions or additional ccn:ments, please feel free to 
contact me. 

Again, thank you !or your participation in x.y researc!:i. project. 

Enclosure 
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Sincerely, 

Clarence C. Rcse 
Assistan1: Professor of Busilless 
Radford Cnive.>-sitsr and Ph.D. canctida;;e, 
VL-ginia. Tech 



Appendix E 

Busi.."'leSS Investment Decision Making Process 

~e Two--------)~ Sta2e Three ------)~Stage Four 
Inrox:madcn Warrant:i.:ng c:a:ICUiatl.ons Regardir.g EStablishment of 
Investigation of i.nwst:z:ent the Betlefits ani Costs Decision Rules 
opport:urd.ty is received by of the i.nwstment outlay based on the 
the Decision ~.aker are cocducted Decision Ma..l<er' s 

judgments' and 
available resources 1 Preferecc:es, value 

~·One 
Intarmd.on Search 
for Investment Opportxmities 

1' 
Se..aste Seven ~(------- Stage5ix ~<~y,:o::ES;:;... ___ ....;;;: Sta2e Five 
Post Decision ImPlementation of ChOice or Action 
ar.d Follow-up acceptable ner" on Investment 
(Feedback for Future investmmt outlay Outlay 
Decision) 
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DATA USED IN STATISTICAL ANALYSIS 
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Appendix F1 

Mean Summary Responses of Total Respondents 

N=102 

Mean 

Expected Sales Increase 
(over the next 12 months) 19.324% 

Excess Capacity (Base upon 67.206% 
possible sales volume increase 
which could be met without 
requiring new business assets)· 

Desired Excess Capacity 6.441% 

Net Excess Capacity 41.4% 

Standard 
Deviation 

37.691% 

117.116% 

7.779% 

Importance Ratings given by the Decision Makers to the 
.. Business Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability & Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.559 
7.735 
7.078 
4.375 
4.363 
7.520 

S. Deviation 

2.785 
2.234 
2.250 
2.273 
2.206 
2.033 
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Appendix F2 

Mean Summary Responses of Respondents with NExC<O 

Expected Sales Increase 
(over the next 12 months) 

N=23 

Excess Capacity (Based upon possible 
sale volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 

Net Excess Capacity 

Mean 

33.565% 

14.652% 

10.739% 

29.7% 

Standard 
Deviation 

52.292% 

17.826% 

9.216% 

Importance Ratings given by the Decision Makers to the 
·ausiness Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability and Costs of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.696 
7.913 
7.000 
4.174 
4. 435. 
7.652 

S. Deviation 

2.835 
1.782 
2.132 

. 2.249 
2.107 
1.369 
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Appendix F3 

Mean Summary Responses of Respondents with O>NExC<17% 

Expected Sales Increase 
(over the next 12 months} 

N=36 

Excess Capacity (Based upon possible 
sales volume increase which could be 
met without re~~iring new business 
assets) 

Desired Excess Capacity 

Net Excess Capacity 

Mean 

11.333% 

25.944% 

5.250% 

9.4% 

Standard 
Deviation 

13.121% 

17.073% 

6.087% 

Importance Ratings given by the Decision Makers to the 
Business Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.111 
7.639 
7.583 
5.000 
4.944 
7.520 

S. Deviation 

3.160 
2.193 
2.196 
2.014 
1.999 
2.033 
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Appendix F4 

Mean Summary Responses of Rspondents with NExC>17% 

N=43 

Mean 

Expected Sales Increase 18.395% 
(over the next 12 months) 

Excess Capacity (Based upon possible 129.86% 
sales volume increase which could be 
met without requiring new business 
assets} 

Desired Excess Capacity 5.140% 

Net Excess Capacity 106.3% 

Standard 
Deviation 

40.911% 

159.95% 

7.555% 

Importance Ratings given by the Decision Makers to.the 
Business Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.860 
7.721 
6.698 
3.953 
3.837 
7.023 

S. Deviation 

2.416 
2.510 
2.325 
2. 420 
2.339 
2.415 
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Appendix FS 

Mean Summary Responses of Respondents in Mining 

Expected Sales Increase 
(over the next 12 months) 

N=4 

Excess Capacity (Based upon possible 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 

"Net Excess Capacity 

Mean 

11.250% 

117.50% 

6.250% 

100% 

Standard 
Deviation 

27.801% 

108.05% 

12.50% 

Importance Ratings given by the Decision Makers to the 
".Business Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

7.750 
6.000 
7.250 
2.250 
2.250 
8.000 

S. Deviation 

.50 
3.742 
2.062 

.957 

.957 
3.367 
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Appendix F6 

Mean Summary Responses of Respondents in Construction 

N=20 

Expected Sales 
(over the next 12 months) 

Excess Capacity (Based upon possible 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 

Net Excess Capacity 

Mean 

13.800% 

64.200% 

6.450% 

43.9% 

Standard 
Deviation 

28.953% 

98.277% 

8.811% 

Importance Ratings given by the Decision Makers to the 
.Business Investment Decision Making Factors on a Scale 
of 1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.800 
7.450 
7.200 
3.850 
3.950 
6.350 

S. Deviation 

2.802 
2.460 
1. 824 
2.084 
2.212 
2.277 
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Appendix F7 

Mean Summary Responses of Respondents in Manufacturing 

N=27 

Expected Sales 
(over the next 12 months) 

Excess Capacity (Based upon possible 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 

Net Excess Capacity 

Mean 

29.946% 

79.649% 

6.000% 

43.7% 

Standard 
Deviation 

54.782% 

153.322% 

6.737% 

Importance Ratings given by the Decision Makers to the 
Business Investment Decision Making Factors on a Scale of 
1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.297 
7.865 
7.054 
4.162 
4.135 
7.784 

S. Deviation 

2.807 
2.175 
2.494 
2.279 
2.238 
2.057 
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Appendix F8 

Mean Summary Responses of Respondents in Transportation, 

Communications, and Other Public Utilitites 

Expected Sales Increase 
(over the next 12 months) 

N=5 

Mean 

.800% 

Excess Capacity (Based upon possible 31.200% 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 12.000% 

Net Excess Capacity 18.4% 

Standard 
Deviation 

1.789% 

18.377% 

10.368% 

Importance Ratings given by the Decision Makers to the 
Business Investment Decision Making Factors on a Scale of 
1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

7.000 
6.000 
8.200 
4.200 
4. 200" 
7.600 

S. Deviation 

2.739 
2.449 

.447 
3.033 
2.588 
1.140 
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Appendix F9 

Mean Summary Responses of Respondents in Wholesale 

Expected Sales Increase 
(over the next 12 months) 

N=24 

Mean 

13.167% 

Excess Capacity (Based upon possible 62.458% 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity . 5. 708% 

·Net Excess Capacity 43.6% 

Standard 
Deviation 

12.356 

104.720% 

6~937% 

Importance Ratings given by the Decision Makers to the 
Business Investment Decision Making Factors on a Scale of 
1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.417 
7.875 
6.583 
5.375 
5.208 
7.708 

S. Deviation 

2.701 
1.941 
2.376 
2.018 
1.933 
1.781 
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Appendix FlO 

Mean Summary Responses of Respondents in Retailing 

Expected Sales Increase 
(over the next 12 months) 

N=12 

Mean 

18.500% 

Excess Capacity (Based upon possible 41.583% 
sales volume increase which could be 
met without requiring new business 
assets) 

Desired Excess Capacity 7.00% 

Net Excess Capacity 16.1% 

Standard 
Deviation 

23.337% 

57.229% 

8.623% 

Importance Ratings given by the Decision Makers to the 
Business Investment Decision Making Factors on a Scale of 
1 to 10. 

A. Availability and Cost of Funds 
B. Anticipated Sales of Company 
C. Replacement of Wornout Equip. 
D. Investment Tax Credit 
E. Accelerated Cost Recovery System 
F. Improvement of Operating Product. 

Mean 

6.667 
8.833 
7.417 
4.667 
4.833 
8.083 

S. Deviation 

3.576 
1.406 
2.466 
2.498 
2.329 
1. 311 
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Appendix F11 

Pearson Correlation Analysis Data Summaries on Groups Beta 

and Chi 

Group Beta (N=49) 8.5%>NExC<100% 

_Group Chi 

r = -.3006 

p = .018 

Mean NExC = 23.939 

Standard Dev. 12.704 

Mean Tax Incentive Rating 4.2449 

Standard Dev. 2.255 

(N=39) -100%>NExC<8.5% 

r = .2793 

p = .045 

Mean NExC = -16.7105 

Standard Dev. 43.56 

Mean Tax Incentive Rating 4.618 

Standard Dev. 2.0349 



The two page vita has been 
removed from the scanned 

document. Page 1 of 2 



The two page vita has been 
removed from the scanned 

document. Page 2 of 2 


	0001
	0002
	0003
	0004
	0005
	0006
	0007
	0008
	0009
	0010
	0011
	0012
	0013
	0014
	0015
	0016
	0017
	0018
	0019
	0020
	0021
	0022
	0023
	0024
	0025
	0026
	0027
	0028
	0029
	0030
	0031
	0032
	0033
	0034
	0035
	0036
	0037
	0038
	0039
	0040
	0041
	0042
	0043
	0044
	0045
	0046
	0047
	0048
	0049
	0050
	0051
	0052
	0053
	0054
	0055
	0056
	0057
	0058
	0059
	0060
	0061
	0062
	0063
	0064
	0065
	0066
	0067
	0068
	0069
	0070
	0071
	0072
	0073
	0074
	0075
	0076
	0077
	0078
	0079
	0080
	0081
	0082
	0083
	0084
	0085
	0086
	0087
	0088
	0089
	0090
	0091
	0092
	0093
	0094
	0095
	0096
	0097
	0098
	0099
	0100
	0101
	0102
	0103
	0104
	0105
	0106
	0107
	0108
	0109
	0110
	0111
	0112
	0113
	0114
	0115
	0116
	0117
	0118
	0119
	0120
	0121
	0122

