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		Abstract

		We examine the sensitivity of CEO compensation to pretax domestic and foreign incomes both before and after the Tax Cuts and Jobs Act of 2017 (TCJA). Our results show firms reward foreign over domestic earnings prior to the TCJA, when foreign income was tax advantaged relative to domestic income, thereby reinforcing global tax incentives. This pattern reverses after the TCJA, which decreased the relative tax penalty on domestic earnings. Further, these findings are most salient for tax sensitive CEOs; that is, CEOs whose bonus compensation is computed using after-tax, rather than pretax, earnings. CEOs do not appear to share in the incidence of the tax cuts, as pay-for-performance on domestic income remains the same following TCJA enactment. These changes appear to have real consequences, as we find an incremental decrease in outbound income shifting for firms with tax sensitive CEOs after the TCJA. In sum, we identify an important mechanism through which changes in tax rates can affect corporate behavior. More specifically, we find the interaction between executive pay practices and the U.S. tax code plays an important role in incentivizing the geography of corporate activity. 
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