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Employee-owned companies:
i1s the difference measurable?

Employee ownership may be associated
with better attitudes toward the job
and higher productivity and profits,
according to a recent 98-firm survey

MICHAEL CONTE AND ARNOLD S. TANNENBAUM

Employee ownership can be found throughout the
history of the United States, although companies
that are wholly owned by employees (including
workers) have always been rare. One survey
reported that 389 companies, in which a large
proportion of the stock was directly owned by
employees, were established in the United States
between 1791 and 1940.' The number of compa-
nies with at least some degree of employee
ownership was probably much larger, and there is
evidel}ce that this number has grown in recent
years.

Several aspects of performance in a variety of
employee-owned companies are analyzed in this
article.’” The data employed include: the size and
sales volume of employee-owned companies; the
percent of employees who participate in the
ownership plan; the percent of equity owned by
nonmanagerial as well as managerial persons; and
aspects of control of the company by employees.
Also analyzed are the attitudes of managers
toward the ownership plan and their judgment
about the effect of the plan on productivity and
profit. Actual profit data were available for a
subset of companies, and the relationship between
profit and other characteristics of these companies
was studied.

Michael Conte is assistant study director and Arnold S. Tannenbaum
is program director, Survey Rescarch Center, Institute for Social
Research, The University of Michigan.

Employee ownership can take two forms: direct,
where employees own shares in the company as
would ordinary shareholders in a joint-stock
company; or “beneficial,” where employees own
shares through a trust, as illustrated by the
Employee Stock Ownership Trust (ESOT).? The
Employee Retirement and Income Security Act of
1975 stipulates that the holdings of an Ownership
Trust must be invested “primarily” in the stock of
its company—unlike the holdings of the usual
profit-sharing trust, which may be diversified, or of
a pension trust, which must be diversified.

Contributions to the Trust are governed by an
Employee Stock Ownership Plan (ESOP). Depend-
ing on the plan, contributions may be made on the
basis of a profit-sharing principle (whereby some
fixed percentage of company profits is annually
transferred to the Trust), a cost principle (whereby
a fixed percentage of labor costs is annually
transferred to the Trust), a fixed contribution
principle (whereby a fixed dollar amount is
transferred to the Trust), or by other methods
determined entirely at the discretion of a single
party or parties. The central requirements, how-
ever, are that the Ownership Trust invest “primari-
ly” in employer securities and that disbursements
from the Trust be made in employer securities.
Dividends that may be declared are not usually
distributed immediately to employees but, rather,
are held in trust. Nonetheless, the financial well-
being of the “beneficiaries” of stock in the Trust is
tied to the success of the company.
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Finding who owns what

A list of 148 companies in the United States and
Canada, thought to have some degree of employee
ownership, was compiled.® After conducting tele-
phone interviews, usually with the financial officer,
98 of these companies actually were found to have
some component of worker ownership; 68 firms
had Stock Ownership Plans, and 30 had direct
ownership. Their median size was approximately
350 employees; |7 percent had fewer than 100
employees and 25 percent had 1,000 or more.
During the previous year, almost half of the
companies had sales of at least $25 million.

As shown in table 1, employees in about three-
quarters of the companies owned at least half of
the equity: ownership of the entire equity by
employees was more likely to occur in stock-plan
than directly owned companies. This table refers to
the percent of equity held by all employees.
including managers. Table 2, on the other hand,
refers to the percent of equity owned by the
workers alone, which, of course, is less than that
owned by all employees.

The measure of equity owned by workers in
stock-plan companies was obtained by multiplying
the percent of the company’s equity owned by the
Trust times the percent of the Trust’s equity owned
by the workers. Because of the way records are
kept in most of the stock-plan companies, we
found it necessary to rely on the distinction
between salaried and other personnel as the basis
for distinguishing rank-and-file workers from
managers in these companies. Furthermore, al-
though most of the directly owned companies
could report the allocation of ownership between
managerial and other personnel, only about half of
the stock-plan companies could report the precise
allocation of stock within the Ownership Trust. In
these companies, 54 percent of the Ownership
Trust stock, on average, is owned by nonsalaried
employees. This average, then, was used to define

Table 1. Percent of total equity owned by employees,
Including managers, In 87 companles

Percent of companes

Equty owned by empioyees
Stock h Daect p Al comp
plan (N=60) (N=27) (H=87)
Less than 10 percent ... 4 4 4
Betacen 10 and 499 gercent 18 18 18
Betacen 50 and 999 percent 28 59 38
100 percent . ............ 50 19 40

NOTE Eteven companes dd nol provde suthicient percent of equly oaned nternally. data to
determre the percent of equity caned nternally
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Table 2. Percent of total equity owned by workers only,
in 83 companies

Petcent of companies

Equity owned by workers
Stock ] Dwect hip Al i
plan (N =58) {N=25) (N=8J)
Less (han 3 percent ....... U 8 21
Between 3 and 9.9 percent 16 8 13
Between 10 and 49.9 percent 43 20 36
Between 50 and 100 percent 7 [ b

NOTE: Fifteen comparies did nol provide data relevant Lo the percent of equity owned by workers.

the amount of worker-owned stock within the
Trust in each of the remaining cases.” As estimated,
therefore, worker-owned equity in the remaining
cases is directly proportional to (that is, 54 percent
times) the percent of the company’s equity in the
Trust itself.

Employee owners in the Trust are entitled to
dispose of their stock at market value once it has
been distributed to them. Unlike employees in
directly owned companies, however, owners in a
Trust generally do not vote their stock. The
following tabulation shows the percent of compa-
nies where voting rights and other employee
control mechanisms are reported to. be available:

Percent of
Percent of directly  Percent of
stock-plan  owned all

companies companies companies
Employee-owners have:

Stock-voting rights .. 27 97 50
Representatives on

Board of Directors . 36 77 49
Union representation 32 33 32

Influence on important
decisions other than
through a union. ... 51 77 56

In general, the data indicate substantial differ-
ences between stock-plan and directly owned
companies in these measures of employee influ-
ence over company decisions. For example, only
36 percent of the respondents in companies with
Stock Ownership Plans report that worker repre-
sentatives sit on the board of directors; 77 percent
of the companies with direct ownership report the
presence of workers on the board. Similarly, 51
percent of the respondents in companies with
ownership plans, compared to 77 percent in
companies with direct ownership, indicate that
employees influence “important” decisions in the
company. In some of the companies, this influence
reportedly extends to such decisions as whether or
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not to make major capital acquisitions, The two
types of companies do not, however, appear to
differ with respect to whether or not employees are
unionized. Although not specifically measured,
indications are that directly owned companies
have significantly fewer unionized employees than
do comparable ownership-plan companies.

Employee ownership and profitability

Profit data were supplied by 30 companies. The
ratio of pretax profits to sales was used as a basis
for gauging profitability. Each company’s ratio
was then divided by its industry’s 1976 ratio.” This
weighted ratio was the primary measure of a
company’s pretax profitability. For five compa-
nies, however, an additional adjustment was
necessary. Because these companies are directly
and wholly owned by employees, they distributed
a part of their “profit” to employees in the form of
wages. This allocation of funds has the effect of
depressing the conventional profit statement,
although it has the corresponding advantage of
reducing taxes. These moneys, however, should be
considered as part of the company’s profit for
purposes of comparison with other companies in
our set. To calculate the amount of money diverted
from profits to wages in the five companies, the
average wage differential between the worker
owners and nonowner workers was used.® This
differential in each company was added to its
formally stated profit figure, and this final value
was used for computing the profitability of these
five companies. Although this adjustment seems
appropriate as a way of maintaining comparability
among companies that employ different account-
ing procedures, the unadjusted profit statements
also were compared. This unadjusted value is,
most likely, overly conservative; but there may be
some utility in examining both measures of
profitability.

The average adjusted profit ratio for the 30
companies was 1.7; the unadjusted ratio was 1.5.
In both cases, these values, which are greater than
1, indicate greater profitability among employee-
owned companies than comparable sized compa-
nies in their respective industries. However, be-
cause the variance in profitability among the 30
companies is relatively large and the number of
cases is small, statistical significance is not
achieved. It is also possible that the “sample” of
companies may be select with respect to profitabil-
ity. The results are suggestive, however, that
employee ownership, in one form or another, may
be associated with the profitability of a company.?

Table 3. Regression coefficlents for the predictors of
‘‘adjusted” and "‘unadjusted” profitabliity

Predictor Adpsted Unadjusted
ESOY ( = 0) vs. dwect ownership ( = 1) ... ........e.. - -3
Percent employees participating in plan ... ........... -0 -3
Percent equly owned internally | ... -3 -19
Percent equity owned by workers . _...... .02 .8
Worker representativeness on board of dwectors -18 -18
Employee stockholders vote ... _.__._. -05 U
MUDIE T i oeiriaiiinraiiinneinsirtiiiaenssceensnes 72 a

1)

p < 02,

NOTE: The data necessary to calctfale the adjusted proffabty ratio are unavaitable in live
companies of the subset and lve companes dd not provde information concerning att of the
predictors in this regression. The number of cases in the adjusted and unadjusted cedls are theretore
20 and 25 respeciively.

In table 3, the two indexes of profitability
(adjusted and unadjusted) are predicted using
several aspects of employee ownership in a
regression analysis. The predictors include: (1) the
form of employee ownership, whether direct or
through a Trust (Ownership Trust is scored “0”;
direct ownership is scored “1”); (2) the percent of
employees who participate in the glan; (3) the
percent of company equity owned by employees
(by managers and workers); (4) the percent of
company equity owned by the workers themselves;
(5) whether employees have representatives on the
board of directors; and (6) whether employee
stockholders have voting rights.

These predictors jointly explain a substantial
amount of the variance in “adjusted” profitability,
but only one of the predictors, the amount of
equity owned by the workers themselves, proves
statistically significant (p less than .02); the more
equity the workers own, the more profitable the
company, other things being equal (beta = 1.02).

The second variable of importance in this
analysis, the amount of equity owned internally,
has, if anything, a negative relationship with
profitability (beta = -31); but the statistical
significance of this variable is marginal, at best—a
coefficient of this size occurring about one out of
four times by chance. Variation in *internal
ownership” in this context is really variation in
ownership by managerial personnel, because own-
ership by the workers themselves is controlled in
the analysis. The possible implication, therefore, is
that increases in the amount of equity owned b
managers may have a negative effect if this
increase is not accompanied by an increase in the
equity owned by the workers. This result is not
strong statistically, but it may be worth consider-
ing as a hypothess. '

The impact of the remaining variables can easily
be attributed to chance, but it is interesting to see
that they, too, imply, if anything, negative relation-
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ships in the regression. Direct ownership (rather
than through a Trust), the percent of employees
who participate in the plan, the existence of worker
representatives on the board, and the existence of
voting rights show a negative relationship (if
anything) to profitability when the percent of
equity owned by the workers themselves is con-
trolled.

Prediction of the unadjusted profitability index
is not as good as the prediction of the adjusted
index, the multiple correlation being only 0.47, and
none of the predictors meets the usual criterion of
significance. The pattern of results, however, is
similar to that for the analysis of the adjusted
profitability index; the one predictor that ap-
proaches a marginal level of statistical significance
is the precent of equity owned by the workers.

The negative signs associated with several of the
variables in table 3 do not imply (or they would
not imply, even if they were statistically signifi-
cant) that these characteristics are associated with
low profitability; they imply (or would imply) such
a negative association only under the conditions of
the regression analysis where, for example, the
amount of equity owned by the workers is
controlled statistically. In fact, because companies
where workers hold a high percent of the equity
are likely also to be directly owned, direct
ownership, like the amount of worker ownership
itself, is positively associated with profitability.

Table 4 helps to illustrate these associations.
This table shows the simple, zero-order correla-
tions among the variables presented in the regres-
sion analysis. Correlations that are significant at
the .05 level or better are indicated. We see in this
table not only how the predictors may be associ-
ated with profitability, but also how the predictors
relate to one another. For example, companies in
which workers hold a high proportion of the equity
tend to be directly owned (r = .68), to have worker
representatives on the board (r = .36), and to
provide voling rights to employee owners (r =

.68). On the other hand, the correlation between
the percent of equity owned by the workers and
that owned internally (by workers and managers)
is not as high as one might expect, in view of the
fact that internal ownership includes ownership by
workers (r = .34). The proportion of equity owned
by managers in many of these companies is
relatively large and “internal ownership,” there-
fore, reflects managerial ownership more than
worker ownership.

Direct ownership in this table is significantly
and positively related to adjusted profitability (r =
.48)—unlike  the relationship indicated in the
regression analysis—because direct ownership is
associated with the percent of equity owned by
workers, which appears from the regression analy-
sis to be more closely associated with profitability.
Voting rights is also associated with the percent of
equity owned by workers and it, too, shows a
positive relationship with adjusted profitability
(unlike the relationship in the regression analysis),
although the magnitude of the correlation does not
meet the criterion of statistical significance, given
the small number of cases.

The percent of employees who participate in the
ownership plan, however, does not show the
relationship to profitability that one might expect
from the hypothesis that employee ownership has a
positive effect on profitability (r = .33). The
explanation may hinge on the association, or
rather lack of association, between the percent of
employees who participate and the percent of
equity owned by workers (r = .14). Apparently,
many companies that have relatively widespread
employee ownership, in fact, involve only a small
proportion of the companies’ equity in such
ownership. Many members, in other words, own
very little.

Subjectively supported by managers

In a previous study, substantial sentiment in
favor of employee ownership was found among

Table 4. Comelations among aspects of employee ownership and profitability

Stock plan Percent Percent of Percent of

Proft Profit Wotkers on
Charactenstcs (adyusted) (unadjusted) ¥ diect o ety eg?«wmd board
W-20 (=29 W=15) =15 N=75) =75 N=79)

ESOT ( = 0) vs Dvect ownesshp ( = 1) 48 a

Percent empioyees particpating ........ . -33 -29 .23

Percent of equty owned internaty ... . -02 -06 -10 125

Percent of equty oaned by workers . 160 Kl *68 L) U

Workers 00 D03 ... ..oemueanneen A 08 36 08 0 *43

Employee SI0CKNOKIEIS YO8 ..uueunnrevoneronnnacenanns 30 18 168 -1 -1 ' 47 ‘22

o 05
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both managers and workers in a company that had
recently adopted an ownership plan.!* Employee
ownership, they felt, contributed substantially to
the satisfaction of all employees, to the motivation
of workers, and, ultimately, to the productivity and
profitability of the company. Records of the
company also indicated that grievances and waste
(in the form of expendable tools) declined and that
productivity and profitability increased during the
period immediately following the introduction of
the plan (although profitability was higher during
one period a number of years earlier).

In the present analysis, a management represen-
tative in each company was asked questions about
the effect of employee ownership on productivity
and profit. “Do you think that employee owner-
ship affects profits? Does it increase profits,
decrease them, or have no effect?” Similar questions
were asked concerning productivity. On average,
the responses to these questions indicated substan-
tial support for employee ownership. The analyses
presented in the previous section, suggesting that
employee-owned companies are associated with
above average profitability within their respective
industries, lend some credence to the claims of
these managers. However, the managers who
credited employee ownership for high levels of
profit did not necessarily work for the more
profitable companies.

Managers in companies that were substantially
worker-owned were no more likely to ascribe
positive effects to employee ownership than man-
agers in less intensively worker-owned companies
even though the proportion of equity owned by
workers appears to be related to profitability. On
the other hand, employee ownership is more likely
to be reported to have positive effects on profit
where such ownership is direct, rather than
through a Trust; managers also respond more
favorably where workers are not represented on
the board.

Each manager respondent was asked whether
employee ownership affected the attitudes of
workers toward their job. The average response
was 0.84 on a scale from 0 to 1, where “1™ means
that work attitudes are better and “0” that they are
worse as a result of the ownership plan. Their
response, therefore, implies that these managers,
on average, perceive employee-ownership plans as
having a substantially positive effect on the
attitudes of employees. But, according to a
regression analysis, this judgment by managers
may be less positive where workers have represen-

tatives on the board of directors. In general,
managers were more satisfied with the plan where
ownership is direct rather than through a Trust
and where the percent of employees who partici-
pate in the plan is relatively large. It seems
reasonable that managers should think well of the
plan where participation is widespread. On the
other hand, we have seen that widespread owner-
ship. per se, is not associated with profitability;
such ownership may very well mean that many
employees own only a very small fraction of the
equity—and it is the amount of equity owned by
workers that appears to be most often associated
with profitability.

Taking stock

Employee ownership in the United States has
taken a number of forms, although examples where
workers own a substantial part of a company’s
equity are rare. These data, although only prelimi-
nary, offer a glimpse of the possible impact of
employee ownership on the economic performance
of companies and employee attitudes. On the basis
of this brief analysis. some tentative conclusions
may be suggested: The industrial relations climate
in employee-owned companies appears to be good,
in the judgment of managerial respondents; mana-
gerial respondents in these companies sce employ-
ec ownership as having a positive effect on
productivity and profit; the employee-owned
companies that have been studied appear to be
profitable—perhaps more profitable than compa-
rable, conventionally owned companies; the own-
ership variable most closely associated with profit-
ability is the percent of equity owned by the
workers themselves: although workers’ influence in
the company. as judged by managers, is a function
of worker-owned equity. managers' evaluation of
the ownership plan is not affected in a positive way
by either the amount of equity held by the workers
or the amount of influence exercised by the
workers; managers appear more favorably dis-
posed toward plans with widespread participation
among employees, even though this may involve
only a small fraction of the company’s equity.

These conclusions are tentative. The companies
that provided profit data may be select. and the
analyses are based on correlations that illustrate
association among variables—they do not prove
causation. The results, however, are sufficiently
encouraging to justify a detailed, longitudinal
study of a number of companies over a period of
years. Such a study should include measures of the
attitudes and motivations of all employees within
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the companies as well as measures of company
performance. If employee ownership does have an
effect on the economic performance of a company,

Derek Jones, “The economics and industrial relations of producer
cooperatives in the United States, 1790-1940," mimeo.
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as the data of this study tentatively suggest, the
explanation may be found, at least partly, in the
effect of ownership on the employees themselves. (]

FOOTNOTES——
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