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An assessment of employee ownership in the
United States with implications for the EU

Joseph Blasi, Douglas Kruse, James Sesil and Maya Krouiinova

Abstract The United States has developed a varied and widespread employee

ownership sector. This sector has two distinct sub-sectors, the public stock market and
small privately-held firms. There is a significant gap in the incidence and development
of employee ownership between the European Union (EU) and the US when both
sectors are examined. Socioeconmic system differences between the EU and the US
suggests that EU employee ownership will be more likely to develop if the EU
expands citizen participation in its public stock markets and creates legislative support

for selling smaller family businesses to employees. Second, US employee ownership is

deficient in direct employee participation in corporate governance. If employees are to
have reasonable rights to protect their investment risk, the US will have to converge
with the EU in terms of its appreciation of the co-determination rights of workers. The
development of employee ownership in the US can be better understood by
appreciating the subtleties of how the argument that ownership causes superior
performance of employee owned firms is presented. Most employee ownership firms
will use the pull model of employee ownership where the firm never makes the
extreme commitments of cultural transformation that are necessary to drive better
corporate performance. We expect that the push model of employee ownership will
continue to be the basis of a more "utopian" image of employee ownership. The pull
model of employee ownership is based on the notion that the structure of
compensation has changed in modern society and corporations are increasingly looking
for ways to provide modest fix wage commitments and pay AFTER performance has
taken place. The collapse of the fixed wage system plays a key role in the emergence
of employee ownership in the US. Research on the wealth effects of employee
ownership supports the perception that employee ownership firms are more generous.
It is only this evidence that creates the basis of broad public support of the idea.
This last observation helps explain why employee ownership has become so popular in
the United States despite the fact that it violates a common precept of investment,
namely, that a diversified basket of investments are the most rational
market investment. Too much US employee ownership was "bogus employee
ownership" based on workers purchasing stock with their savings. To the extent the
EU wants to learn about employee ownership from the US. it should not imitate these

mistakes.
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Introduction

The primary objective of this analysisis to assess the state of employee ownership in the
United Statesin away that will help the human resource professional make practical
decisions and the policy maker evaluate major trends. This will be accomplished by
contrasting some features of employee ownership in the US and in the European Union.
We shall then explore some socio-economic system differences between the US and the
EU that may account for these variations. Finally, we shall discuss several critical issues
that are impacting on the future of employee ownership in the US using some recent
research. This paper is not anew empirical study. Recent empirical findings on employee
ownership in the US have been presented on employee ownership in general (Blasi and
Kruse, 2001; Sesil et a., 2002; Kruse and Blasi, 2000) and on broad-based stock options
(Sesil et al., 2000, 2001b; Blasi et al., 2000). The most up-to-date analysisisin a
forthcoming book by two of the authors (Blasi et al., 2003). Three decades ago when
research on employee ownership began in earnest in the US, the major issues were whether
it existed in a significant way, how prevalent it was and whether it could work. These and
other empirical studies have moved the discussion beyond these questions at this point in
time. What has been lacking is a more general analytical discussion that evaluates the
broader issues behind the development of employee ownership and attempts to explore the
contrast with devel opmentsin the European Union. Throughout the paper, we shall refer
the reader to current resources on the Internet.

Employee owner ship in the United States at the beginning of the twentieth century

Significant financial participation by workersis not a new phenomenon of the end of

the twentieth century or the beginning of the twenty-first century (Blasi et al., 2003:
153-84). At the beginning of the twentieth century, a number of US industrialists
dreamed of bridging the divide between labour and management. They were motivated

by a concern about the spread of socialism and Communism and the trade union

movement. This movement came to be known as welfare capitalism (Jacoby, 1985,

1997). One important goal of this movement was to encourage employee shareholding.

By the end of the 1920s, 315 non-union mgjor corporations with atotal of 2.7 million

employees had 806,068 employee shareholders. The average percentage of employee

ownership per corporation was 4.5 and the total value was $1.045 hillion or about 1.1 per
cent of the total stock market or a holding of $1300 per employee. Employee
stockholders made up about 21 per cent of company stockholders. The principal formats
for thisfinancial participation were employee share purchase plans that allowed
employees to buy stock and profit-sharing plans that gave workers profit sharesin
company stock. At the time, employee stock ownership was a modest source of capital

for corporations and savings for workers. By the end of the 1920s, the number of
companies offering employee stock ownership had doubled over the previous six years.

This historical movement towards employee ownership was entirely based on employees

buying stock with their savings. As one might expect, members of the nascent trade union

movement were suspicious of employee stock ownership, despite the fact that one study
found that the percentage of corporate dividends received by people with modest
incomes rose from 1.8 per cent to 18.4 per cent during this period.

Assessments of this early experiment depend at which point it is examined. At the
time, the companies believed that they benefited from favourable publicity about
employee stock offerings with the public although the main practical impact of their plans
was to increase employee thrift. In aNational Industrial Conference Board study, some
companies reported some increased commitment but mainly employee interest in added
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equity income. Regarding corporate governance, employees had board representatives in

only afew companies and they did not pool their votes in order to have any meaningful

effect. What we now know about this earlier employee ownership movement comes from
an in-depth study that was conducted by the National Industrial Conference Board

in New York City (National Industrial Conference Board, 1928). The Conference
Board - asit isnow called - was and is the most influential association of businessesin
the US. This study must be considered the first major comprehensive study of employee
ownership in the USin large corporations. Obviously, the employee ownership in the
1920s was introduced in a period of robust business activity and rising stock prices.
The stock market crash of 1929 virtually wiped employee stock ownership off the map
of the US because many of these companies' securities were publicly traded on a major

stock market. Employees lost the stock and the savings they used to buy it.

This failure profoundly influenced the attitudes of unions towards employee
ownership for decades. The 1 920s were atime - oddly - when unions' legal statusin the
US had still not been positively protected by the US Congress. That did not happen until
after World War 11. The stock market crash, the Depression and the failure of the promise
of employee ownership all led to arapid rise in unionization from the 1930s to the 1950s.
Asthe century progressed, unions had a bad memory of employee ownership. based on
both itsintent and its consequence. The intent of many companies experimenting in the
1920s was to keep unions out. As noted, the consequence of many of these plans was an
almost total loss of worker savings invested in company stock after the crash. Not only
did trade unions not support employee ownership after thisfirst large corporate
experiment, but it was viewed as aless interesting and effective option for workers than
the fixed wages and corporate pensions that promised workers a fixed income after
retirement. Perhaps, thisis not such an unrealistic conclusion given the fact that
important protections for stock market investors through regulation of the securities
markets, the emergence of a social security pension system for all citizens and strong
legislative support for private company pensions and savings plans were all instituted
after the 1920s. It isimportant for this discussion to be reminded yet again how late the
US implemented such ideas as Federally protected union rights, transparent public stock
markets, social security and public pensions. This entire employee ownership project of
the 1920s ultimately failed and unions and collective labour agreements for fixed wages
rapidly supplanted this ten-year experiment as unions rapidly organized major US
i ndustries until they achieved over 30 per cent diffusion in the private sector in the 1950s.

Employee owner ship at the beginning of the twenty-first century

By the year 2002. significant numbers of US workers and corporations were involved in
some form of employee ownership (see Table 1). All told, 24 million workers, or about
23 per cent of the total US private-sector workforce are involved. There are six principal
forms of employee ownership that are relevant in the US: KSOPs (a combination of an
Employee Stock Ownership Plan (ESOP) and a 401k plan), 401k plans that hold
company stock. ESOPs, deferred profit-sharing plans that hold company stock, employee
stock purchase plans and broad-based stock option plans. Table | provides estimates for
the number of companiesinvolved in theinitial four of these employee ownership
formats. For the first time, we present the number of companies that have the dominant
types of employee ownership plans rather than the number of plansin use. (Because any
one company may have more than one employee ownership plan, the traditional
approach of researchers, which counted the number of plans, always overestimated the
incidence of employee ownership and the number of employeesinvolved.)
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Tablel USestimateson employee ownership in 2002

Form No. of Employees Vaue Value Lossfrom
firms 3/2000 8/2002 3/2000 to 8/2002

KSOP 1,397 4.8 million $229 billion $174 billion $107 billion
401ks 2,813 13.6 million $191 billion $147 billion $94 billion
ESOPs 6,431 3.4 million $96 billion $58 billion $49 billion
Profit sharing 174 0.9 million $18 billion $12 billion $8 billion
ESPPs 746 1.4 million $6 billion $4 billion $3 billion
Total 11,561 24.1 million $540 billion $395 billion $261 billion

Total market value of employee ownership in the United States $395 billion
(including retirement plan and Employee Stock Purchase Plans)

Total as a percentage of all publicly traded stock in August 2002 4.8%

Source: Analysis by Douglas Kruse and Joseph Blasi gfcorporate filings to the US Department ¢f1abor and US

Securities and Exchange Commission filings; also, Kruse (2002).

Notes

i Unlike previous estimates, which tend to overstate the incidence of employee ownership in the US because
they count the number gfplans versus the number of employee ownership companies, this table indicates the
number o7 public and private corporations with employee ownership according to the dominant employee
ownership plan. Thus, for example, the 1,397 firms where KSOPs are the dominant plan may also have other
forms of employee ownership as secondary plans. The assets of these secondary plans are included in the
asset values. A sophisticated statistical method was used to tabulate the value o/ overlapping employee
ownership programmes in the same company.

2 Theasset values are only for the market value of the company stock in the plansin the firms. The value of
non-employee-owned stock in other corporations is not included.

3 AKSOP zsahybrid between an ESOP and a 401k plan.

4 Profit-sharing plans are deferred profit sharing trusts that accept profit-shating payments from the employer
and contributions from the employee and have these as investments in company stock.

5 ESPPs are Employee Stock Purchase Plans.

First, KSOPs are a combination of 401k plans and ESOPs. A 401k plan is a retirement
savings plan to which the employer and the employee (using before-tax contributions
from their salary) make contributions. In a KSOP, an ESOP is used to fund several years
of employer stock that is used to match employee contributions. The employer matching
stock in KSOPs does not involve the use of worker savings to buy company stock.
However, when an employee makes contributions from their salary and directs that it be
used to buy company stock, this is precisely a repetition of the “buy employee ownership
with your savings' approach popularized in the 1920s. As Table 1 indicates, KSOPs
accounted for $229 billion in employee ownership before the stock market crash of
March 2000. They were also the biggest source of worker losses, $107 billion, as
company stock lost its value through August 2002.

Second, 401k plans are a major vehicle for employee ownership even though they do
not have employee ownership in their name. They have been the fastest growing form of
retirement plan in the US over the last two decades and they are now represent the largest
concentration of employee ownership assets in the US if they are grouped with KSOPs.
As noted, a 401k plan is a tax-sheltered retirement plan where an employee can save
money on a pre-tax basis. The amount employees can contribute annually from their
salary pre-income tax is $10,500, indexed for inflation from 2000. Employees then
typically invest these savings in a variety of mutual funds made available by a financial
advisory firm - such as Charles Schwab Inc. or Fidelity Inc. or others - that manages the
plan for employers. (Detailed legal and factual data on these plans are available at the
websites of the Profit Sharing/401k Council of America www.psca.org and the Employee
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Benefits Research Institute www.ebri.org/facts/1200fact.htm) Companies often match
each dollar of employee contributions with a 50 per cent company contribution and
receive tax deductions for both the employee and the employer contribution. Many

companies report that they would not match employee contributions if they could not do
so in company stock. The portion employees invest from their payroll is based on their
personal savings, while the portion they invest from employer matches is not. In effect,

the government uses these extensive 401k plan incentives to create a private savings

system in order to supplement expected future social security retirement payments and
traditional company pension plans, which tend to provide workers with only modest

income in the US. As noted, employees also have the choice of investing their savings in
a company stock fund. Many companies provide their matching contributions only in
company stock. 401k plans emerged in 1978 and did not exist in the 1920s. Because
many workers invested their 401k plan assets heavily in mutual fund equities and their
own company stock, in the recent market downturn 401k plan participants experienced
significant losses that amounted to $94 billion (see Table 1; also Rodrick, 2001).

Three, the ESOP allows corporations to contribute stock or cash to buy stock in the
company where a worker is employed to a company-controlled trust that holds stock for
the workers until they retire. Typically, the employee ownership gradually accumulates
over time as companies buy stock for workers. A special kind of ESOP, the leveraged
ESOP, actually allows companies to borrow money from a lender to purchase large
blocks of stock in single transactions. ESOPs do not use the savings of workers to acquire
stock. They are based solely on company contributions for which corporations receive
tax benefits, although a minority of companies report trading ESOPs for wage and benefit
concessions (for evidence, see Blasi, 1988; Blasi and Kruse, 1991). Thus, while ESOPs
do involve market risk for employees, they typically do not involve market risk for
savings that employees took from their pocketbooks to put into company stock. (There
are a few well-publicized exceptions such as the troubled United Airlines ESOP that was
based on trading stock for wage concessions. However, less than 5 per cent of ESOPs are
based on concessions.) In this way, most ESOPs have overcome some of the problems of

1920s employee ownership. By not making employees buy ownership with their savings.

ESOPs also include many beneficial tax incentives for employees and they are viewed
as retirement plans (see Foundation for Enterprise Development, 2001a, 2001c).
Ironically, while ESOPs have “employee ownership' in their name, they are
only the third largest form of employee ownership in the US, representing about
$58 billion in August of 2002 (see Table 1). ESOP participants lost $49 billion in
the crash.

Fourth, deferred profit sharing plans are retirement trusts that receive payments
from the employer as a result of profit sharing with workers. Sometimes the company
pays these profit sharing payments in company stock. Employees may also choose to
take profit-sharing payments that they do not receive in company stock and invest it
in company stock. Thus, to some extent, they involve workers buying employee
ownership with their savings. Because of a series of tax law changes, these profit-sharing
plans have declined since the 1980s. The companies with them represent the smallest
number of employees, firms and assets. Collective profit-sharing assets in employer stock
were $12 billion in August 2002, with a total loss through the 2000-2 crash of $8 billion
(see Table 1).

Fifth, Employee Stock Purchase Plans (ESPPs) allow employees to use their savings
to buy company stock. (For an overview of legal rules, tax issues and research, see
Carberry and Rodrick, 2000.) These plans have important tax benefits for both
corporations and workers. They are the successor to the employee share purchase plans
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used in the 1920s. Employees do voluntarily use regular contributions from their salaries
to buy these shares and the plans do involve significant market risk for employees.
In August 2002, firms where these were the dominant form of employee ownership had
company stock assets of $4 billion. In the recent market downturn, employees who had
concentrated large amounts of savings in such plans did experience real losses of about
$3 billion, although employees who had any equities - whether in mutual funds or
individual stocks - also experienced significant losses. However, there are ways to
structure employee stock purchase plans as short-term options that do not put employee
savings at significant risk. To do this a corporation would accumulate payroll savings to
buy stock from employees, provide employees a 15 per cent discount to the market price
when they purchase the stock, yet - and importantly - also allow employees a long
window or time period (for example, one to two years) to buy the stock at the lowest price
during that period. If employees use this opportunity properly and do not hold significant
portions of their retirement nest-egg in company stock going forward, significant
amounts of their savings will not be at risk.

Sixth, broad-based stock option plans refer to traditional stock option plans that
include more than 50 per cent of non-executive employees. Until the recent market
collapse and 2000-2 recession, these have been the newest form of employee equity
in the US. Employee stock options give employees the right to buy stock in the
future (for example, ten years on) at a price set on the day the options are issued
(typically, the then market price) and provide employees access to these rights based
on the amount of time they stay with the company (referred to as vesting, with US
vesting periods averaging three to four years). For example, on 1 January 2002 an
employee may receive the right to buy 1000 shares of the stock of Company X for
$10 a share -the trading price on 1 January 2002 -for ten years, vesting at the rate
of 25 per cent per year over four years. Obviously, if the stock price goes down and
never rises above $10, the ten year option must be considered worthless. There is no
evidence that companies that instituted such plans have stopped issuing them as a
result of market difficulties. In fact, some companies that issue broad-based stock
options typically issue them more frequently than annually to employees, so that, as
the price drops, employees actually continue to receive new options at lower prices.
When stock options are issued in the US, they are not taken as a charge against
earnings in corporate accounting statements. While this practice has been
controversial, it provides a lot of flexibility for companies that use these benefits.
(For a more detailed discussion, see http://www.nceo.org/library/option corpperf.
html) Stock options also do not involve the use of worker savings. They involve an
upside opportunity for future gain without a downside risk of losing existing savings.
Thus, stock options have overcome some of the limitations of 1920s employee
ownership. (For detailed information on stock options, see WWWw.Nnceo.org;
www.fed.org; Foundation for Enterprise Development, 2001b.) There have been a
number of large estimates of broad-based stock options in the US as a result of
counting all employees who have ever received options and are currently holding
them. Such estimates are as high as 7-10 million workers in thousands of firms.
These numbers have been used by proponents of stock options to exaggerate their
significance. Recently, the National Center for Employee Ownership and the US
Bureau of Labor Statistics have set the record straight by providing evidence that
about 3 million non-executive employees receive stock options on an annual basis.
The number of firms and the paper value of these options (that is, the profit on the
option net of the exercise price) cannot be accurately estimated (see Leonhardt, 2002;
US DOL, 2000). For these reasons, broad stock options are not included in Table 1.
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Table 2 How ouch employee ownership isin public or private corporations?

Type of corporation Companies Employees Employee ownership assets
Public 12% 70% 80%
Private 88% 30% 20%

Source: Kruse (2002). based on the most recent US government records and updated by Joseph Blasi and
Douglas Kruse. Figures do not include Employee Share Purchase Plans and broad-based stock options.

Table | summarizes these data and shows the number of companies, the number of
employees and the total assets held in employee-owned stock in all of these plansin the
US at the end of 2002, and the losses engendered by employee ownership holdings from
the beginning of the recent market crash in March of 2000 through August of 2002.
Table 2 indicates some estimates of how these companies, employees and assets are
divided among corporations traded on public stock markets versus corporations what are
closely held. Table 3 provides data on the percentage of employee ownership in firms
among some of these different formats of employee ownership. In light of the corporate
scandals - typified by the failures of Enron and Worldcom where workerslost a lot of
money in employee ownership bought with savings - it is noteworthy to point out that
US workers lost an estimated $261 billion on company stock investments from March
2000 to August 2000.

An assessment of US employee owner ship

What are the most interesting and compelling patterns when the US employee ownership
sector is more closely examined? We think that the following are the most important
from the perspective of practitionersin corporations and policy makersin both the US
and the European Union.

The two worlds Of employee ownership: buying ownership versus receiving ownership

In the US today, there are two worlds of employee ownership: one based on savings
and one based on sharing capital with workers. One world, made up of ESOPs, broad-

based stock option plans and profit-sharing payments in company stock, is a distinct
departure from the 1920s model. (This also includes company stock used to

match employee contributions to 401k plans that come from a special kind of ESOP
called a401 k ESOP.) Employees do not use their personal savings or direct contributions
from their wages per se to obtain this type of employee ownership. Certainly, we can
i nquire whether employees who receive these employee ownership benefits are paid
lower salariesin lieu of these benefits. That will be addressed below. Nevertheless, there

Table 3 Percentage Of employee ownership by type of,firm

Category 0-10% 11-30% 31-50% 51-100%
Private co. ESOPs 20% 35% 25% 20%
Public co. ESOPs 62% 34% 3% 1%
401(K) plans 85% 10% 5% 0%
Stock options 45% 53% 2% 0%
Stock purchase plans 100% 0% 0% 0c/

Source: National Center for Employee Ownership. Oakland. California.
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is no question that the formal structure of employee ownership has evolved and changed
since the 1920s.

Another world of employee ownership does involve the use of worker savings. The use
of 401k plans has evolved and deepened in the US as government, corporations and
workers realize that fixed corporate pensions and government-sponsored social security
are unlikely to provide adequate income for retirement. Many workers have chosen
actually to take their savings in these plans and purchase company stock. Moreover,
workers also use Employee Stock Purchase Plans to buy company stock with their
savings. Others use their profit-sharing payments to buy additional company stock in
profit-sharing retirement plans. Later, we shall explore why both workers and companies
have been willing to invest these assets in undiversified company stock rather than
diversified mutual funds.

Mainly a public stock market phenomenon

Today, employee ownership in retirement plans in the US is mainly a phenomenon of
larger publicly traded stock market companies in terms of the number of employees and
assets involved. This estimate is based on an examination of recent US government
records for all these plans (Kruse, 2002). Public companies account for about 70 per cent
of employees, 80 per cent of assets, but only 12 per cent of the companies.

This domination of public companies in US employee ownership is similar to the pattern
in 1929. Moreover, almost all the employee ownership in Employee Stock Purchase
Plans is in public companies. The fact that employee equity is mainly a public stock
market phenomenon in the US is further underlined by the predominance of broad-based

stock option plans among public companies. Estimates of the paper value of these stock
options are not included in the employee ownership figures. Also, 401k plans that are
invested substantially in employer stock tend to be mainly in larger public corporations
according to our analysis.

Majority employee ownership is mainly in private companies

The major difference between 1929 and 2002 is that significant (20-49 per cent
employee ownership) and majority employee ownership (more than 51 per cent) is now
mainly a phenomenon of small and medium-sized family and independent businesses in
terms of the number of companies involved. As Table 3 indicates, public stock market
company employee ownership is mainly concentrated in the category below 10 per cent,
with a modest number of firms having significant employee ownership, whereas private
company employee ownership is heavily concentrated in significant and majority
employee ownership. This pattern is further underlined by the fact that stock purchase
plan employee ownership is mainly concentrated in public stock market companies and
almost always under 10 per cent. In most companies, it is 1-2 per cent. Moreover, the
percentage of outstanding stock represented by most broad-based stock option plans is
mainly under 10 per cent except in high-technology companies, as the NCEO data in
Table 3 indicate. As noted, both stock purchase plans and stock option plans are mainly
concentrated in public corporations. Another NCEO study looked at ESOPs in privately
held corporations in order to evaluate how much employee ownership they expected to
have in the next few years. This question is relevant because existing business owners
typically transfer ownership in segments over a five-to-ten-year period in these smaller
privately held companies. The conclusion was that employees own or will own a
majority of the stock in an increasing number of these companies in the coming years.
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Thus, for the foreseeable future, majority employee ownership will remain the province
of mainly smaller privately held corporationsin the US (NCEO, 1996).

The employee ownership sector is a large and growing sector

One of the problems that researchers have encountered in assessing the size of the
employee ownership sector is the fact that many corporations have multiple plans. This

complicates the assessment of the state of US employee ownership at the beginning of
the twenty-first century compared to the beginning of the twentieth century. For example,

it is not uncommon for a public corporation to have a small ESOP, 1-2 per cent of its
equity in astock purchase plans, some percentage of its equity in a 401k plan and 1-5 per
cent of its equity in a stock option plan. No one US government source exists that
aggregates all this employee ownership into one number for each firm. Thus, in previous
estimates of employee ownership in the US, many of the millions of employees
represented in each different format of employee ownership in Table 1 can be found in
the same company, and, as aresult, these previous figures involved some double
counting. We have now eliminated this problem and, for the first time, provide
conservative estimates of the actual number of companies rather than plans. Thus, there
are about 12,000 employee ownership retirement plans that cover about 24 million

employees and hold $395 billion in company stock. This represents about 23 per cent of
private-sector employment. In the past, the best estimate of the overall percentage of
employees participating in such plans came from public opinion polls. A variety of polls
conducted over the last decade indicated that 20-5 per cent of US workers participate in
some employee ownership plan in their company (Kruse and Blasi, 1999). These figures
did not take into account the extent of broad-based employee stock option plans. Based

on the new data presented in Table 1, it is now clear that public opinion polls were

correctly measuring the incidence of employee ownership. This clearly represents an

increase of many times over the number of employees that the National Industrial

Conference Board estimated were involved in the employee ownership sector in the
1920s. Moreover, shared capitalism has grown five times from an estimated | per cent of
corporate equity in the 1920s to almost 5 per cent of corporate equity. This figure does
not include the paper value of stock options that have been granted to rank-and-file

employees. (This does not include the heavy concentration of ownership in the stock
market through public and private pension plans or pension plans that own stocks in
companies where workers do not work. The New Y ork Stock Exchange (2000) estimates
these plans own 40 per cent of the stock market in 1998.) An indication of the interest of
US workers in employee ownership is the way they have concentrated employee stock
ownership in their 401k plans. Recent estimates from the Profit Sharing/401k Council of
America reports companies over 5000 employees (these are mostly public stock market
companies) have 47.5 per cent of their savings plan assets in employee stock ownership.

Thefigureis 9.1 per cent for companies under 5000 employees (PSCA, 2001). It is
i mportant to note that employees expressed these preferences during one of the great bull
markets in history. Employee and company preferences for employee ownership now
need to be studied in bear markets. Nevertheless, as Table | indicates, over 80 per cent of

employee ownership in August of 2002 was concentrated in 401k plans or 401k/ESOP
plans (i.e. $321 of $395 hillion). Most of this was purchased by workers with their
savings. Thus, while the employee ownership sector is large and growing, in light of the

extended bear market, one must responsibly raise the question whether this large
concentration of company stock in retirement plans is prudent. We shall address this
question below.
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The EU compared to the US

There is a large employee ownership gap between the US and the EU

What lessons do we learn when recent European and US research on financial
participation is taken together and we compare both geographical units? Uvalic (1995)
provides the first assessment of employee ownership in the European Union. While more
current data may be available,' for the purposes of our general comparison we use the
EPOC survey as the basis for EU data. This survey had data on 4600 establishments from
ten European countries (European Foundation, 1997). In general, these comparisons are
imperfect because data in both systems were collectedd for different purposes and used
different measurement criteria. However, there is no escaping the fact that there appears
to be a pronounced and large financial participation gap between the EU and the US
regarding the overall trend in both labour markets-This comparison focuses only on
employee ownership and not profit sharing.

For employee ownership, it is more difficult to define the gap because the EU figures
measure, percentage of work sites and the US figures measure percentage of adult
employees.' However, with only 5 per cent of work sites in the EU having employee
ownership compared to 23 per cent of private-sector working adults in the US, it would
appear that a very sizeable gap does exist. When one considers that there is no evidence
of extensive use in the EU of broad-based stock option plans - which have spread rapidly
throughout US industry and especially in high-technology and Internet companies the
gap is probably very wide indeed.

Some of this uncertainty about defining the financial participation gap can be
allayed when individual EU> member states are compared with the US and the EU
leaders. This exercise indicates that seven out of ten EU countries have very
significant financial participation gaps compared with the US as well as with EU
leaders. For employee' ownership, the very low percentages of work sites with
employee ownership in France (I per cent), Sweden (1 per cent), Italy (2 per cent),
Portugal (2 per cent), Germany (3 per cent), Ireland (3 per cent), the Netherlands
(3 per cent) and Denmark (5 per cent) suggest quite significant lags. The UK, with
employee ownership.- in 11 per cent of work sites, and Spain, with 8 per cent,
lag-behind "the US much less. It makes sense to go beyond this discussion of
mere incidence of, employee ownership, i.e. counting plans, to a consideration of
the quality of both phenomena. This is where, more clear-cut contrasts become
obvious.

Employee ownership involves a wider group of industrial sectors in the US than the EU

A further difference between the EU and the US is the sectors in which employee
ownershipp is concentrated. Poutsma (2001: ch. 4) used descriptive statistics; and
multiple regressions to demonstrate that employee share ownership inthe EU is
concentrated in firms in the trade or commercial sector. Some scholars have tried to
build theories around the observation that employee share; ownership is concentrated
in special sectors where there is a high degree of customer contact or service
orientation or professional knowledge involvement (see Hansmann, 1996). In 1990,
virtually the entire population of publicly held corporations with a minimum of 4 per
cent broad-based employee stock ownership was examined (Blasi and Kruse, 1991).
These; 1000 corporations were broadly concentrated in financial, transportation,
utilities and consumer products and thinly concentrated in the services sector,
especially retail trade. The measures of concentration were total market valuee of
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shares owned by employees, number of employees and total market value of the
companies with employee ownership. However, a breakdown of the lirnt, according
to those with Fortune 500 industrial and service ranking demonstrated clearly that

there was a wide distribution across sectors in both manufacturing and service,.

including retail trade (Blasi and Kruse, 1991: 10).

Since this early work, a number of other studies have suggested that rntl,It,vee
ownership is distributed across awider variety of sectors than the trade sector. A 199
study of virtually the entire population of employee ownership plansin 4011, (thati,.
employee saving pension plans) found that employee ownership is concentrated
(Kroumova, 1999) in transportation, communications, utilities, financial services anti
manufacturing followed by mining and retail trade. There islow concentration ill
agriculture, construction, wholesale trade and other services. Another study of thisissue
examined public employee ownership firms that had 20 per cent share ownership in 1983
and retained that amount of employee ownership in 1993. Again it is not a study of a
sample, but virtually the entire population that could be identified from public disclosure
documents. It found wide sectoral distribution and variety (Blair €t al., 2000). Finally, the
most recent, 1998, study of employee ownership structured as broad-based stock option
plans (Weeden et al., 1998) has further established that plans are implemented in awide
variety of industrial sectors. (For specific data on industrial sectors and broad-based
stock option plans, see also Blasi et al., 2000.) These studies on sectoral distribution
strongly suggest that the EPOC finding for the EU is more likely an artefact of
the low incidence of employee share ownership in the EU rather than a finding
suggesting that employee ownership in the EU is not relevant to awide variety of
business sectors.

Socio-economic system differences

Key system differences between the socio-economic systems of the EU and the US
appear to affect the diffusion of share ownership and these also manifest themselves
in the structure of share ownership in the EU and the US. The principal differenceis
that the most employee shareholders are concentrated among publicly traded stock
market companies in the US while most potential employee shareholders are
concentrated among privately held corporations in the EU. This difference reflects
several factors. Oneisthat European stock markets (with the exception of the UK)
tend to represent a smaller percentage of the total number of corporations and total
corporate employment than the US. Another isthat these markets also tend to have
less widespread citizen participation than the US. The most recent figures, as of
1998, indicate that 43.6 per cent of its adult citizens invest in the public stock
market. Public participation in the stock market went up 21 per cent since 1995 and
61 per cent since 1969 (NY SE, 2000). US polling data on financial participation over
the last century demonstrate that the incidence of general stock ownership in the US
has risen continuously since 1947. It also demonstrates that the incidence of
employee stock ownership in the US has also risen steadily from 1984-99 (Blasi and
Kruse, 1999c).

Certainly, the sharp risesin public stock market participation in the US since 1990
may be related to the bull market that ended in March of 2000. However, thereis no
question that the public stock market - aside from bull market phenomena - is more
central to US society and the US economy. The centrality of the public market in US
employee ownership even in the 1920s further serves to underline this appetite for risk
and equity investments. One of our colleagues has criticized this analysis because they
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claim that employee ownership is driven by the bull market. We do not agree with this
criticism because the basis for broad citizen participation in the US stock market is not
and has not beenoccasional bull markets. Rather the basis is the historical fact that the
average annual rates of return of a basket of common stocks in public companies has
been 8.8 per cent per year adjusted for inflation from 1926 to 1985 compared to a
corporate bond return of 2.2 per cent (Brealey and Myers, 1988: 128). American citizens
have been taught that equity risk has higher returns over the long run and they have voted
in favour of this precept with their feet decade after decade. The central government and
corporations and private stock market institutions and financial services firms banded
together to sell this message and build a business out of it. US private and governmental
institutions encouraged the development of large public capital markets. However, this
observation begs the question of whether it makes sense to invest in equities in
the company where an employee works because that ostensibly- violates the principle
that the best investment is a diversified basket of stocks of the entire market. We shall
discuss this issue later. -

While both economic systems have a large representation of institutional investors in
the stock market (banks, mutual; finds, insurance companies), the US system is
distinguished by broad' individual citizen' participation. Further evidence from the
New York Stock Exchange and other surveys indicates that a very large proportion of this
broad citizen participation in the public stock market is a result of employee share
ownership. In 1990, a New York Stock Exchange survey of adult shareholders found that
36.4 per cent of all current adult share owners firstacquired their shares through -4
company employee share ownership plan, 32.1 per cent from an employee stock
purchase plan at their company and 4.3 per cent from a company bonus plan. Only 33.6
per cent of all adult shareholders acquired shares from the entire broker/dealers system in
the US, while 12.8 per cent got their shares from a mutual fund or investment company.
Also, new adult shareholders who recently entered the stock market were just S likely to
have entered the stock market through an employee stock ownership plan at their
company (34.7 per cent) than through the broker/dealer system (34.7 per cent). An ABC
News poll in 1987 tracked the same pattern, with 30 per cent of stockholders reporting
that they owned stock solely through a company stock plan in which they participated or
had previously participated. And an NBC News/Wall Street Journal poll in 1986
reported that 34 per cent of stockholders said that they got most of their stock as part of an
employee benefit plan. It thus appears that-the-availability of a large established public
market for corporate shares creates an infrastructure for corporations strongly to promote
employee share ownership. This was true from 1919 to 1928'and it is true from 1984
to 1999 (Kruse and Blasi, 1999). Finally, virtually all the 3 million workers who get
broad-based stock options every year (US DOL, 2000; Leonhardt, 2002) are in public
companies.

The share ownership gap between the EU and the US will never be closed until EU
Member States' stock markets encompass more corporations, more corporate
employment and more citizen and worker participation. The greater size of the UK
public stock market is probably one important factor explaining the UK's pre-eminent
leadership in share ownership in the EU. We documented the size, the development and
the reasons for growth of employee ownership in the US stock markets in our 1991 book,
The New Owners, which used corporate disclosure documents to produce a list of the
employee ownership of 1000 out of the 7000 publicly traded corporations in the US
(Blasi and Kruse, 1991). The infrastructure of the stock market provided hundreds of
corporations Wwith an easy avenue through which to implement employee stock
ownership.
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The small business sector is the dominant adopter of signi/iecuu cmplovce ou ner.chipin
the US

Another key difference between the EU and US isthat larger companiesiniliel :1 , ahol)l
share ownership more whereas small family businesses avoid share ownership (IN )u i 14,
2001). In the US, smaller companies are the major adopters of share Owncrshil, :unuur:
privately held companies and small family businesses are a major source o1 L14)y wut 141
share ownership (NCEO, 1999). Ironically, the conservative small business st-cim is 111¢’
major creator of majority employee-owned businesses in the US. What factors acccmut
for this difference? Data on the prevalence of small businesses (businesses with Ic~~cr
than 100 employees) in both the EU and the US suggest that about 60 per cent (.«
workforces and 50-60 per cent of gross domestic product are accounted for by Ihc.c
businesses in both geographic units. So it would not appear that differencesin time
importance of small and medium-sized businesses between the EU and the US accu uill
for this difference.

The predominance of small to medium-sized independent privately held businessesin
the US asthe platform for employee ownership is a new phenomenon. The 1928
Conference Board study found that only 6.2 per cent of such plans were in companies
with fewer than 100 employees, while 7.99 per cent were in companies with 101-250
employees (National Industrial Conference Board, 1928: 3, Table 2). The transformation
happened in 1984 when the US Congress exempted family and other small business
owners of privately held businesses from capital gains taxesif they sold more than 30 per
cent of their businesses to the employees and invested the proceeds of the salein the
securities of another US company by adding Section 1042 to the law of the US Internal
Revenue Code of the US. Thisis without question the most important piece of share
ownership legislation in the US since the ESOP was created. Since that time small and
medium-sized family businesses have become the principal engine of expanding the
number of employee ownership companiesin the US.

Traditionally, trade unions and left-leaning academics in the US were the groups that
talked most about worker control and worker participation. If anything, small and family
business owners were neutral to antagonistic to such ideas. However, in the early 1980s,
anumber of Congressmen and women discovered that small and family business
owners who were their constituents had a major problem: the World War |l generation of
founders of these businesses was getting close to retirement age and they often had no
son or daughter who wanted to continue to operate the business. They often needed to sell
the business for its entire economic value in order to pay for their retirement and share
the benefits of alife'swork with other family members. Their problem isthat it was not
always easy to sell afamily or small business. Often, no one wanted the business or could
not afford the financing in order to pay afair price. Often, competitors would buy the
business and close it or radically change its commitment to its core identity, the local
community and the employees who had been loyal for decades. After discovering that
some family and small business owners were spontaneously using worker buy-outs to
solve this problem, Congress decided to marry two large needs: the Congress' desire to
expand the growth and scope of employee ownership was married with the small and
family business owner's desire to cash out his or her business and ensure its stable
continuity. In the end, what was probably one of the most conservative political groupsin
the US was converted into a strong proponent of employee ownership. But the impact of
this law went far beyond what its framers expected. In fact, some small and family
business owners had been searching for some time for a more equitable structure and
more high-involvement structure for their businesses. They often used these employee
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buy-outs - which were conducted by non-union and union employee groups - in the

form of gradually increasing employee buy-outs that would culminate in a change of
control at the time of their retirement. Some even passed on large chunks of the business
to their sons or daughters, who inherited the initial executive positions, and then also sold

more than 30 per cent to the employees. This created hybrid family/employee-owned
businesses. More importantly, however, the small and family business owner and
retiree has now become the main creator of majority and 100 per cent worker-owned
businesses in the US. Many of the majority worker-owned firms in the US were
created by family founders and their employees. In many cases, the owner would

negotiate the sale with an employee group or a trade union with which he or she had a
relationship for many decades. Thus, the government created a law where conservative
family and small business owners personally benefit when they create worker-owned
businesses.

It is unlikely that the employee share ownership gap between the EU and the US will
ever be closed until this same intentional political act is attempted by European
Parliament and adopted widely in EU member countries. As one might expect, the
positive experience with employee ownership in families throughout all fifty states of the
US has created a source of non-partisan political support for other share ownership
endeavours by government and private business and unions. Thus, this suggests that
Poutsma's findings (2001) that a business with fewer than 200 employees and an
independent (i.e. often family) business predict the absence of share ownership in the EU
should not be viewed as a general research finding about the nature of share ownership,
but an artefact of the lack of state support for marrying the interests of small and family
business owners and employee share ownership in the FLJ.

Critical issues that impact on the development of employee ownership

The incidence and socio-economic system structures are the outcomes of engines driving
employee ownership. They are the result of changes in management and worker ideologies
and practices. What are some of the critical concepts underlying these changes?

The preoccupation with superior performance

Modern management ideologies have become increasingly and justifiably preoccupied

with how to increase the economic performance of firms. This preoccupation has shaped
the perception of corporate leaders toward the development of employee ownership.

But it has also introduced certain other limiting factors. Academic researchers and policy
makers and the media have been very preoccupied with the simplistic question of
whether companies with employee ownership have better financial performance than

companies without employee ownership. Surely, there is extensive systematic empirical

evidence that superior performance does exist under certain conditions. We refer the

reader to the empirical studies cited at the beginning of this article.

However, we question this preoccupation on several fronts. First, the simplistic
question is highly imprecise as it is framed and used in the public domain. How is
employee ownership to be defined? How is performance to be measured so that the
effects of other relevant variables can be excluded? Typically, clear definitions of the
terms are never attempted. Second, this perspective tends to put employee ownership on
the defensive. In fact, as long as the research tradition on employee ownership and firm
performance proves at the minimum that there is no statistically significant difference
between the behaviour of firms with employee ownership and firms without employee
ownership, employee ownership should be considered as a legitimate candidate for
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enterprise organization. As we have observed, substantial evidence exists that their i%
superior performance under many conditions. (For anew review, see Blasi € (I1.. 2003:
ch. 7.) However, our point isthat, even if the scientific findings concluded that employee
ownership firms performed only as well as non-employee ownership firms, one could
make a credible case for employee ownership as long as it did not significantly
disadvantage other shareholders.

The reasoning behind our objection to how employee ownership is discussed is
straightforward. One does not observe academics and policy makers and the media
asking if large public companies or family businesses or small businesses or foreign-
owned businesses or multinationals are more efficient or have superior financial
performance than each other or some other format as away to justify their existence or
any government support which they get. The expectation of better and superior
performance places too unfair and disparate a set of expectations on the backs of
supporters of broadened employee ownership. For example, why can one not simply
argue that it is agood idea because it is potentially a more fair way to run capitalism and
broadens wealth, and may help involve employeesin the business?

This does not mean that researchers should not care about whether employee
ownership improves corporate performance. Good scientific evidence is an important
| ever in motivating managers to consider it. But researchers must distinguish between the
function of scientific studies astools to help managers make companies more successful
and the function of studies as bases for government policy. Governments can and should
be encouraged to implement widespread employee ownership aslong asthereis no
systematic evidence of inferior performance.

Seven large studies in the US provide firm evidence that, at the minimum, employee
ownership has no systematic negative consequences for firms. These studies also
show under which conditions employee ownership has positive consequences. They are:
first, aUS Government General Accounting Office study of smaller and medium-sized
privately held companies with different levels of employee ownership (US GAO, 1986);
second, a study of larger publicly traded corporations on the stock market with more than
4 per cent employee ownership, which compared them to non-employee ownership
firmsin their industry group (Blasi et al., 1996); third, areview and meta-analysis of
published studies on US employee ownership using empirical databases and systematic
analysis. (Kruse and Blasi, 1997); fourth, aten-year project to document the stock price
performance of public companies with more than 10 per cent employee ownership
compared to most common stock market averages (American Capital Strategies, 1999;
Hollod, 1999); fifth, arecent study of public companies that were more than 20 per cent
employee-owned from 1983 to 1993 compared to the next largest and smallest firmin
their industry during the same period (Blair et al., 2000); Sixth, astudy comparing almost
400 publicly traded corporations with broad-based stock option plans with companies
without such plans (Sesil et al., 2000); and, seventh, an as-yet unpublished study of the
population of privately held corporations that adopted ESOPs between 1988 and 1994
(for asummary, see http://www.nceo.org/library/corpperf.html) . Each provides some
evidence of better performance by various types of employee ownership companies
under certain conditions. Since not all the studies are longitudinal studies, one cannot
establish strict scientific causality on that score. So one cannot be certain in each of the
studies that the employee ownership itself is causing this observed improved
performance or whether it is caused by other factors. However, study six (on broad-
based stock options) and study seven (on ESOPs in privately held companies) are before
and after studies and they do suggest that employee ownership plays an important rolein
the improved performance.
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Nevertheless, the policy realm of employee ownership should be larger than a search
for superior performance. By surrendering this preoccupation with superior performance,
researchers and policy makers can allow employee ownership to take its place in modern
society as a respectable business format. Indeed, we believe that the preoccupation with
superior performance has been a tool for opponents of a more broad-based capitalism to
cut short any discussion of its expansion to a more inclusive format. These opponents
argue that we have to wait until all the evidence is in or they claim that we must prove
that most or all employee ownership firms are model workplaces. These arguments
constitute a biased and unnecessary threshold for employee ownership policy to attain.
In an economic environment where real wages have been essentially flat in the US and
many industrialized countries, employee ownership needs to be viewed as a way to
promote greater capital ownership among citizens to supplement their income.

Push and pull employee ownership

The concept of push and pull employee ownership can help researchers deal with these
dilemmas. Namely, while large statistical studies may confirm that employee ownership
in the US is not a negative phenomenon and there is evidence of many positive effects,
how can one establish where the levers of these effects are? In other words, we observe at
least neutral and generally positive effects of employee ownership on firm performance
in many large statistical studies, but how do we look inside the black box of these firms to
account for what drives better performance? The concepts of push and pull employee
ownership help resolve this difficulty. Push employee ownership is employee ownership
where the employee ownership itself pushes or creates the superior performance. It is a
prime cause of improved productivity, accounting profits and increases in stock price by
virtue of aspects of the employee ownership itself and how it is combined with company
culture when other variables which could account for the superior performance are held
constant. The fact that this firm has x per cent of employee ownership and y per cent of
the average employees' annual compensation in company stock is central to its entire
culture of performance. Only very special companies with special commitment will
practise the transformative cultural change that amounts to push employee ownership.
In push employee ownership companies, the firm is managed tightly so that difficult
goals are set by employee shareholders and they are completely aware that the
achievement of these goals results in better firm performance and specific increased
rewards to them in the forms of stock or stock options. In these companies, employee
ownership is clearly and explicitly the reward for making more money than you
would have made without employee ownership. Workers share in this added value.
Push employee ownership is consistent with the school of thought in the US called
strategic human resource management. These researchers have shown that employee
ownership is one of many ways successful firms mobilize people to high-performance
workplaces (see Becker et al.,, 2001). Nevertheless, one study of a random sample of
work establishments across the entire US provides clear evidence that only about one in a
hundred workplaces can be called high-performance workplaces (Blasi and Kruse,
1999a). Having said this, we believe that the superior economic evidence for
employee ownership is explained by the combination of various social arrangements
between workers that spur productivity with the incentive of employee ownership
(see Blasi et al., 2003).

The concept of pull employee ownership is very different. Here employee ownership
is pulled along with the company's performance but does not create it. It is an after-the-
fact way to share in company performance. It is where the employee ownership is not
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the prime cause of superior or acceptable performance. Acceptable or improved
productivity, accounting profits and increases in stock price can be explained by a variety
of other factors when the firm is compared to its competitors. One would be hard pressed
to look inside this black box and argue that the firm has a high-performance work system.
The fact that this firm has x per cent of employee ownership and y per cent of the average
emp| Oyees' annual Compensation in company stock 1snot central to its entire culture of
performance. The presence of employee ownership might be associated, or suggestive
that it is a cause, but there will he no clear-cut evidence that thisis so. Thisfirm either has
not undergone a far-reaching cultural chance to connect employee ownership to a
performance-based culture or that culture cham e 1i;is Not been successful in creating
push employee ownership. A firm with pull employee ownership uses stock ownership to
reward workers for performance after it has been achie\ed but s under no illusion that
the ownership caused the performance. These firms do not try to niana.!e performance
goals and stock ownership incentives tightly in concert. Shnre M\ ncrsinp nnav he used as
aform of variable wage, as a method to attract and retain clupluyees. as apayment for
employee sacrifices or as an employee benefit, but it is not viewed as the core eleiuent, Wt
a performance-management culture nor do the day-to-day details of cluphwce -
management behaviour support such aclaim.

Aswe can see, the concepts of push and pull employee ownership help us think about
future policy issues. For the foreseeable future, many firmswill have pull employee
ownership. There will be no high-performance workplaces inside the black box of these
firms, but studies of large numbers of these firms might not find any statistical evidence
that they perform worse than firms without employee ownership. While push employee
ownership may be more desirable, our point is that pull employee ownership can also be
a credible reason to have employee ownership. This has implications for the future
consideration of employee ownership in both the US and the European Union. Policy
makers will be asked to support employee ownership legislation in spite of the fact that it
is not creating “utopian' companies, but because there is evidence that employee
ownership can be aworkable acceptable alternative to the existing way of organizing
businesses. Understanding the answer to this question requires an analysis of the collapse
of the fixed wage system. In brief, the answer isthat if fixed wage returns to workers
continue to be generally flat relative to inflation, then employee ownership may emerge
as away to compensate workers for better firm performance, even if employee ownership
(in ahigh-performance work system) was not the cause of that performance.

The collapse of the fixed wage system

The collapse of the fixed wage system isreally why employee ownership is growing in
the US. We wish to distinguish between our personal support for this collapse (whichis
not the case) and our observation that this collapse is a definite event. The key fact over the
|ast two decades of the US wage market is average real wage increases of 0-2 per cent a
year (Mishel et al., 1999) versus average real stock price increases of 8.8 per cent a year
(Brealey and Myers, 1988) (and often 20-30 per cent ayear). The Economic Policy
Institute has proven that capital investments appreciated more than investments merely
in wage labour. Families whose incomes went up relative to inflation saw the bases of
these increases not from labour income but from capital income, largely based in equities
(Mishel et al., 1999). Ingeneral, in the US one can observe an annual trend of flat or
nearly flat inflation-adjusted wages and along-term trend of flat inflation-adjusted wages
since 1980. This has been supplemented by an annual trend of flat inflation-adjusted
traditional pension plan payments to individuals. This means fewer government real
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increases in the value of social security payments, fewer company attempts to provide
real increases in private company pension and less trade union success in negotiating real

increases in pensions and social security payments. Historical' data strongly support this
analysis (for a complete review, see Mishel et al,, 1999). This is matched by the widening
inequality of wealth distribution and the worsening fate of the working class and the
middle class in terms of standard of living<(Mishel et al. , 1999). At the same time, one
can observe the promotion of pay for performance plans in industry' and strong support
for profit sharing and employee ownership among both union and non-union employees

in opinion polls (Blasi and Kruse, 1999b).

At a recent conference on financial participation in the EU, a senior official of the
EC remarked that the picture presented above for the US is precisely the trend in Europe.
In the US at least, we believe that the collapse of the fixed wage system is the major
contextual factor influencing the spread of employee stock ownership. Again, this
requires- a paradigm change in the minds of both academic researchers and policy
makers. For three decades, research on employee ownership and policy promotion of
employee ownership has been based on the notion that it should be expanded because it
improves the economic performance of firms. Our point is that, while the evidence
indicates the overall effect of employee ownership is positive, the actual reason why
executives, and firms, and governments, and workers should also be interested in the
concept is because it can play a majorrole in the ongoing restructuring of the wage
system in modern societies. Whether we like it or not, fixed wage and"benefit payments
are being moderated by corporations and an ethic of 'pay for performance' is being
promoted instead. In the US, employee ownership in terms of ESOPs and broad-based
stock options has represented a pay alternative that i ' being offered to increasing
numbers of workers. (Note that it is hard to say the same about employee share purchase
plans and 401k plans without reservation because they use worker savings. In a profitable
stock market and -a firm with stock market opportunities, some worker savings in stock
purchase plans and 401k plans may offer -a way to increase the economic benefit that a
worker receives from the firm

Industry is making the transition to a system where major increases in pay will be
given in concert with corporate performance whether these financial participation
schemes cause the performance or not. Industry is not necessary sold on the idea that
the pay causes the performance, but fewerr in industry in the US are committed to the
1950s image of what can be called "working for the Post' Office'. ‘Working, for the
Post Office' in the 1950s meant annual increases in both wages and pension benefits
substantially over the rate of inflation over a large number of years. While the
reasons for leaving this image of the labour economy behind can be debated, the fact
of this transition in the US is now beyond argument. The implications for research
and policy on employee ownership in the-EU are far-reaching. When the fixed wage
and benefit system collapses and when the main increases > in income come from
capital incomes and profit sharing or employee ownership, then only the standard of
living adjusted for inflation of those members of the population in the private-sector
economy who participate in company-performance based pay have any hope of
expanding. In the US this solid fact explains why public support for employee
ownership is so strong.

The mistake of employee ownership based on worker savings

There is no question that the Achilles' heel of the US employee ownership system is the
extent to which it is based on employees buying ownership with their savings. In 1990,
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Harry Markowitz received the Nobel Prize in economics for explaining how investors
can better satisfy their investment objectives by assembling a portfolio of different
securities (McCarty, 2001: 254-5). There is no question that the extensive concentration
of worker savings in the stock on one company would be a complete violation of this
principle. After the 2000 market drop, there were play reportsin the US press about
workers who concentrated too much of their retirement savings in employee stock
purchase plans and 401k plans. While this may not he a problem in a hull market, ina
bear market an extreme concentration in employee ownership can mean the loss of a loh
and the loss of retirement income. The US system of employee ownership does not
require that workers concentrate all or most of their rctircnlent savings in company stock.
One lesson from the unfortunate experiences of workersin the It)2us and the recent
market fall isthat companies with employee ownership progiannnes lutist educate
workers to place reasonable limits on the percentage of their total investments contained
in company stock. If this is done, then employee ownership can he part of adiversilied
portfolio for each individual worker.

The terrible losses suffered by workers in the well-publicized 1 neon and Will Iticool
cases-mostly in 401k plans-were, as Table | now demonstrates, generafiied
throughout the US economy, with an estimated $261 billion in losses From March
2000 to August 2002. In the future the US needs to base its system of employee
ownership more on ESOPs, company stock matches in 401k plans and broad-based
stock option plans that do not force workers to buy employee ownership with their
savings. Less employee ownership should be based on employee retirement savings.
Broad-based stock options should be emphasized, where feasible, as the centerpiece
of employee ownership because they protect workers against all downside risk.
Some employee ownership based on worker savings is acceptable aslong as it
represents a small portion of the entire wealth portfolio of the average worker. The
horror stories of Enron and Worldcom workers having 50-100 per cent of their
wealth invested in company stock indicate that the system in some companies went to
an unacceptable extreme.

The key empirical question this analysis raises is whether the standard of living of
workersis better in general when they combine flat fixed wage systems with employee
share ownership or whether share ownership is merely away to shift risk to them and pay
them less. If thereis evidence that workers get paid lower wages under employee
ownership and expose themselves to too much undiversified risk, then serious policy
questions must be raised about its continued relevance.

The wealth effects Of ernplovee ownership

So, do workers in corporations with employee equity end up with more money than those

i n firms without employee equity? Several recent studies provide systematic information
on this question. Kardas et al. (1998) |ooked at forty-seven ESOPs in the State of
Washington in 1995 and compared them to a control of similar companies without
employee ownership. Many of these companies involved sales of stock to employees
by retiring family and small business owners. Fifteen of these companies were
majority employee-owned and the average employee ownership was 42 percent (median
35 per cent). The companies were matched with sixty-eight control companies that were
similar to them but did not have employee ownership. Detailed wage and pension data
were collected. The results were that the average retirement assets per employee were
significantly higher in the ESOP companies ($32,213) than in the control group

($12,735), and the ESOP represents 75 per cent of the value of the employee's retirement
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for the average employee shareholder. It must be recognized that, since this asset is so
concentrated in company stock, it carries more risk than the lower diversified retirement
asset of the non-employee shareholders. The researchers asked whether employee
shareholders had significantly lower wages to make the purchases of company stock
possible. The results show that the ESOP companies pay higher average and median
wages than the comparison firms. The average ESOP company wage of $19.09 per hour
was 12 per cent higher than the control company wage of $17 an hour and the median
ESOP company wage of $14.72 was 8 per cent higher than the median control company
wage of $13.58. Regarding other compensation and wages, the ESOP companies paid out
more for stock options, cash bonuses and so forth than the control company, $1688 on
average per year per employee compared to $323. This study lends support to the notion
that companies are not using employee ownership as a ruse to pay lower wages. In fact,
the opposite appears to be true. Obviously, the study needs to be repeated with a large
national sample in the US. This effort is currently under way.

Another study deals with 401k employee savings schemes using employee ownership.
Recently, the most comprehensive study ever done on all such plans in the US that
involve employee ownership has been completed (Kroumova, 1999). This study used
publicly available records from the US Internal Revenue Service and is based on the
entire population for the US, not a statistical sample. In 1993, 1777 401k plans were
invested in company stock. They included a third of all employees involved at any time
in pension plans and 43 per cent of all the assets of such plans in the US. They held about
$90 billion in company stock. While the average 401k plan invested only 2.2 per cent of
employee savings in company stock, this percentage increased with employer size. This
study found that there is no evidence that the companies using employee ownership
saving schemes terminated their traditional pension plans, which offered guaranteed
fully company funded pensions, and replaced them with these plans. In 1993, 51 per cent
of the companies that had 401k plans using employee stock ownership also had
traditional pension plans, whereas only 24 per cent of the companies having 401k plans
without employee stock ownership had traditional pension plans. Companies with 401k
plans using employee stock ownership also had a higher total amount of assets per
participant and were no less generous than plans offered by companies without employee
stock ownership. It was found that 401k plans using employee ownership have 20-30 per
cent higher assets per employees compared to 401k plans without employee ownership.
Given that a higher proportion of participants in 401k plans with employee ownership
were also covered by a traditional pension plan, it appears that the total pension
package (traditional pension plan + 401k plan with employee ownership) was higher for
the employee shareholder than for the non-shareholding employee. Therefore, it appears
that the transition to employee ownership in company savings-type (401k) pension plans
has not been a manipulation of workers to accept fewer benefits.

A study that deals with broad-based employee stock options (Sesil et al, 2000)
compared the compensation of companies that provided broad-based stock options to
those that do not. The study found that the companies that decided to use broad-based
stock options in the early 1990s were already higher-paying companies in the mid-1980s.
Note that, in the US, government measures of ‘compensation' by the Department of
Labor currently do not include stock option payments, so stock option payments are in
addition to these figures. In this study, the difference between fixed compensation
between the 1985-7 and the 1995-7 period is statistically significant with a 7.8 per cent
premium for all the stock option companies. Looking at the difference between the levels
and growth of companies where there are complete data for the two time periods,
we see that the stock option companies had 7.8 per cent higher compensation levels
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in 1985-7 and maintained this significantly higher level of 7.7 per cent in 1195 7.
But there is again no significant difference compared to the non-stock option control
companies. The annual growth in compensation between the two periods was not
different when both groups of companies are compared.

These results suggest that the broad-based stock option companies paid their
employees more before they instituted stock options and they maintained their
compensation edge after instituting stock options, although they did not significantly
increase their levels of growth after the introduction of stock options relative to non-stock
option companies. They were not little high-tech start-ups that paid employees poor
wages and gave them stock options instead. Anyway, there is no evidence that the stock
option companies cut fixed wages and substituted stock options for them. In short, the
stock option companies had the same fixed wage increases as other non-stock option
companies during this period, but continued to maintain their relative advantage of
higher compensation. And they paid stock options on top of this. These results are
consistent with the view that these companies were not trying to rip off employees but
intended to maintain their leadership while having future increases come in the form of
performance pay rather than fixed pay.

Another study explores whether the compensation of companies with bundles of high-
performance work practices is higher than companies without these practices and sheds
indirect light on thisissue (Blasi and Kruse, 1999b). Following Huselid (1995), the
researchers used the definition of the high-performance workplace to create a score for a
representative national sample of US workplacesin 1994 and 1997 on a High
Performance Workplace Index which included practices such as problem-solving groups,
self-directed work teams, flatter organization and so forth. In 1994, median regressions
i ndicated that a one standard deviation increase in the High Performance Work Systems
Index resulted in an average annual increase in the pay of non-managerial employees of
only 1.45 per cent. However, some workplaces actually have more than one standard
deviation increases from the mean in the country in High Performance Work Practices.
Thetop | per cent of establishments have scores ranging from 10-26 in 1994 and 8-19
standard deviations from the mean in this Index. That means that pay increases could be
roughly in the 10-30 per cent range. A surprising finding was that non-union
establishments paid workers these premiums for increases in high-performance work
practices while union sites did not. This suggests that the non-union sites may have had
union avoidance in mind. But it also suggests that the union sites - which in the US
generally have higher wages - are not succeeding in bargaining compensation for
participation in such practices comparable to non-union work sites. Share ownership and
profit sharing may be options in these situations where companies may believe that fixed
pay systems are at maximum levels.

A final unpublished study looked at all ESOPsin privately held companies between

1988 and 1994. The companies were compared to non-ESOP companies in terms of the

types of pension and benefit plans that they offered employees. The results show that the
ESOP companies were more generous employers, that is, they provided ESOP plansin
addition to providing greater access to traditional pension and other savings retirement
plans (Kruse and Blasi, 2001).

In conclusion, it appears that employee share ownership can play apositiverolein
enhancing the wealth of employees when a fixed wage system isin decline. This does not
address the problem of buying employee ownership with worker savings. Future policy
should be guided by two principles: one, funding employee ownership with ESOP and
broad stock option plans that are not dependent on worker savings or “bogus employer
ownership' that workers are forced to buy themselves; and, two, making sure that
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employee ownership comes on top of a fair pay package and is not substituting for other
pay and benefits. It is the combination of these two policies that makes employee
ownership a progressive practice for employees. If the evolution of the fixed wage system
in the EU follows the US pattern, these issues will become increasingly relevant to the
development of employee ownership in the EU. However, it will be very important to
document, as research has done in the US, that employee ownership companies are more
rather than less generous employers. In other words, no employee, no citizenry, no trade
union and no large group of non-union workers would be likely to provide public support
for employee ownership if they really believed that it promised more pay for better firm
performance but did not actually deliver on that promise.

The special role of trade unions

The EPOC study of financial participation considered the role of trade unions in the EU.

This analysis will focus only on the findings relevant to the union-related characteristics
of establishments that had employee ownership. The findings were that neither the

presence of a collective labour agreement nor the percentage of trade union members in
four classes of workers in the establishment predicted the incidence of share ownership in
establishments either positively or negatively at the 0.01 level of significance (Poutsma,

2001). It would thus appear that employee ownership is as common in unionized as in
non-union settings in the EU.

No current comparable national data on the relationship between unionization and
the incidence of share ownership is available for the US. Since approximately 90 per
cent of the labour market is non-union in the US_ we would expect employee
ownership to be nine times more prevalent in the US if it were randomly distributed
among union and non-union workers. Scattered data do indicate that unions appear to
be a relevant factor in employee share ownership schemes in the US where their
incidence has been measured. For example, a recent study found significant incidence
of broad-based stock options among union firms (Kroumova et al.,, 2001). Among
publicly traded companies, unions have played a leading role in the incidence of
employee ownership in airlines (Blasi and Kruse, 1991). Moreover, the authors'
review of. nationwide US news clippings from 1990 to 1999 suggests that unions play
a modest but active role in the establishment of ESOPs in the US with regard both to
worker buy-outs of successful enterprises from small business owners or family
members and to worker buy-outs of weak enterprises. (For a review of some cases,
see NCEO, 1989.) While evidence is sketchy, it cannot be established with certainty
that unions have a greater presence in all the different types of employee ownership
schemes in the US beyond their proportion in the general population (of workers, of
establishments, and of companies). There is no systematic evidence that they have a
lesser presence. (The best contemporary source on unionized employee ownership in
the US is the Ohio Employee Ownership Center, based at Kent State University in
Kent, Ohio. Their newsletter, Owners At Work, and recent book (Logue et al., 1998)
have detailed information on all aspects of union involvement. Their web site is at:
http://dept.kent.edu/oeoc

Nevertheless, there are aspects of unions and employee ownership in the US that
might be relevant to considering their role in the EU. Unions have been able to have a
greater impact on employee ownership because they are so well organized, so vocal and
so active in the public domain. First, US trade unions have been leaders in establishing
minimum standards for fairness in ESOPs. The United Steelworkers Union of America
has written standards (NCEO, 1989: 18-20) as does the AFL-CIO Industrial Union
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Department. And trade unions have been active and aggressive in prosecuting lawsuits
where workers' legal rights have been violated in worker ownership schemes. Second,
unions have pioneered large complicated employee ownership transactions such as the
union-led deal to trade wage and benefit investments for 55 per cent of United Airlines.
Through these transactions, unions have had the important national influence on shaping
government and public perception of employee ownership in the last decade. Third. a
study of corporate governance among publicly traded corporations with significant
employee ownership has found that, in all cases but one, the worker groups with seats oil
the board of directors are represented by trade unions. The union campaign to secure four
board seats at United Airlines typified thisinfluence (Blasi and Kruse. 1991). | Inions
have pushed for and legitimated the notion that corporate governance rights go along
with employee ownership. Moreover, many privately held ESOPs (which were the result
of sales from family members or small business owners to workers) have union
representatives on the boards of directors. Fourth, unions have been active in working
with investment bankers to develop union-led employee ownership transactions and
investment funds and mutual funds that invest in union transactions. Fifth, unionsin the
US have become very involved with institutional investorsin successful lobbying for
changes to securities laws that make it easier for individual employee shareholders to put
issues on the agenda of shareholder meetings. This has led to very active union
involvement in shareholder activism. (For a detailed overview of this, see O'('onnor.
1997; Wall Street Journal, 1993; Journal of Commerce, 1993.) Sixth, unionsare
increasingly realizing that the mounting collapse of the fixed wage and benefit system
requires them not only to push for protection of fixed wages and benefits for their
members. It also requires unions to become adept at negotiating profit sharing and stock
ownership compensation. While some unions refused in the past to do this because they
felt it might reduce total worker compensation by creating variable wages, others now
recognize that it is sometimes possible to increase total compensation by supplementing
the best possible negotiated fixed wage and pension payment with additional
variable profit sharing and employee ownership compensation arrangements. (For an
example, see Dow Jones & Co. (1995) onthe Phillip Morris Cos. example.)
Thus, the union attitude on employee ownership has shifted from what it was during and
after the 1920s.

While the role of unions might be viewed as a system difference because of the
stark contrast in both the incidence and the power of trade unions in the US and many
EU countries, the US experience suggests that there is a varied and important role for
EU trade unions in the employee ownership arena if the EU decides to develop more
in this direction. Both a minimum and a maximum role for unions are possible in the
EU. A minimum role for EU unions would involve establishing minimum standards
and prosecuting lawsuits to protect workers' rights in important cases, pioneering
large complicated transactions, negotiating and developing corporate governance
rights with employee ownership and shaping governmental action through lobbying.
This would require union participation in and experience with various types of
employee ownership schemes in various member states. Without having employee
ownership dominate unionization, at this level of involvement, unionsin thef I) could
play a constructive and positive role in how employee ownership develops. A
maximum role for EU unions would involve working with investment bankers to
develop union-led employee ownership transactions and investment funds and mutual
funds, making it easier for individual employee shareholders to put issues on the
agenda of shareholder meetings, and negotiating profit sharing and stock ownership
compensation.
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Conclusion

The US has developed a varied and widespread employee ownership sector. This sector
has two distinct sub-sectors, the public stock market and small privately held firms. There
isasignificant gap in the incidence and development of employee ownership between the
EU and the US when both sectors are examined. Socio-economic system differences
between the EU and the US suggest two broad conclusions. First, EU employee
ownership will be more likely to develop if the EU expands citizen participation in its
public stock markets and creates legislative support for selling smaller family businesses
to employees. Second, the development of employee ownership in the US can be better
understood by appreciating the subtleties of how the argument that ownership causes
superior performance of employee-owned firmsis presented. Most employee ownership
firms will use the pull model of employee ownership where the firm never makes the
extreme commitments of cultural transformation that are necessary to drive better
corporate performance. We expect that the push model of employee ownership will

continue to be the basis of a more “utopian' image of employee ownership. The pull

model of employee ownership is based on the notion that the structure of compensation
has changed in modern society and corporations are increasingly looking for ways to

provide modest fixed wage commitments and pay after performance has taken place.

Thus, the collapse of the fixed wage system - not a phenomenon that the authors of this
article support - plays a key role in the emergence of employee ownership in the US.
Research on the wealth effects of employee ownership supports the perception that
employee ownership firms are more generous. It is only this evidence that creates the
basis of broad public support of the idea. This last observation helps explain why
employee ownership has become so popular in the US despite the fact that it violates a
common precept of investment, namely, that a diversified basket of investmentsisthe
most rational market investment. A final issue isthat unions can play a special rolein
shaping the standards of employee ownership.

There is arather significant gap between the EU and the US employee share
ownership. In parliaments and business schools throughout the EU, there is evidence that
some citizens believe this gap is stunting EU economic growth, business growth and
high-technology development, because the new technologies of emerging firms and the
increasing knowledge basis of traditional firms precisely requires offering high-
performance-related gains to workers. Moving the EU in the direction of a more equity-
centered workplace will involve appreciating the experience of the US. We believe that
both systems will continue to converge in terms of the collapse of the fixed wage and
benefit systems, the rising importance of knowledge firms, the importance of creating
equity formats to reward workers, and the need to design rational methods to
protect workers from undue risk, either as aresult of concentrating too many of
their savings in employee ownership or as aresult of not having corporate governance
rights to protect their investments in their own firms. Recently, an international
website has been devel oped to encourage debate and dial ogue throughout
the world on expanded capital ownership. It is called the Capital Ownership Group at
http://coa.kent.edu/

The terrible weakness of the US system has been demonstrated by the recent market
crash. Too much US employee ownership was “bogus employee ownership' based on
workers purchasing stock with their savings. The US system needs to convert itself more
to a system based on ESOPs, company stock marches in 401k plans and broad-based
stock options, none of which uses employee savings. To the extent the EU wantsto learn
about employee ownership from the US, it should not imitate these mistakes.
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