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Introduction and summary
American companies use a variety of financial incentives, from broad-based profit
sharing and stock options to worker cooperatives and employee stock ownership
plans, to reward their employees with a portion of the wealth those workers help
generate. This kind of compensation goes well beyond simply paying wages or
providing individual incentives, but rather involves granting workers ownership
stakes in the company or a share of its profits based on workers’ collective performance—a concept we describe as inclusive capitalism.
Inclusive capitalism, when partnered with democratic workplace practices, has
a proven record of helping workers and businesses alike in a myriad of ways.
Additionally, it is an economic philosophy that can draw bipartisan support. Yet
policy to advance inclusive capitalism has not been part of the national dialogue
for quite some time.
The purpose of this report is to change this dynamic and jump-start a policy conversation aimed at promoting inclusive capitalism. While we do not advocate for
specific policy changes in this report, our hope is that it will spark dialogue among
policymakers and advocates about how inclusive capitalism can help address some
of the most fundamental problems facing our economy; what government can do
to encourage employers to use it more; and how to ensure that inclusive capitalism is done right so workers can enjoy the upsides of broad-based sharing and
having an increased say on the job without being exposed to undue risk.
Inclusive capitalism is by no means a new or rare phenomenon in the United
States. Companies and workers have practiced inclusive capitalism since the
founding of our nation.1 Today almost half of U.S. workers receive some sort of
inclusive capitalism compensation—though in most firms its use is quite limited.2
Companies practicing broad-based inclusive capitalism range from unionized
American steel manufacturers and air carriers to leading technology firms to
growing, socially minded companies. The United States Steel Corporation, for

Introduction and summary | www.americanprogress.org

1

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

example, pays quarterly cash profit-sharing payments to its unionized workforce,
while a significant portion of Southwest Airlines’ stock is owned by its employees.3
Likewise, the high-tech firm Intel Corporation rewards its employees with both
cash profit sharing and broad-based stock ownership through restricted stock and
stock options.4 And then there are the socially minded companies such as the tea
and coffee purveyor Equal Exchange and the beer maker New Belgium Brewing
that are both employee-owned, the former through a worker cooperative and the
other through an employee stock ownership plan.5
At its best, inclusive capitalism aligns the interests of workers and employers in
ways that benefit both parties. Workers are respected and compensated for their
contributions toward the firm’s success. Firms benefit from increased worker productivity, greater worker satisfaction, and employees with the drive to suggest and
make changes to improve company performance.
Consequently, inclusive capitalism can improve company performance while
at the same time improving worker wellbeing. As such, these programs are not
about redistributing wealth but about creating additional wealth shared between
American workers and businesses.
Studies of inclusive capitalism bear this out. For both lower- and middle-income
workers, inclusive capitalism is associated with higher pay, expanded benefits and
greater job security, participation in decision making, trust in the company and
management, and better labor-management relations.6
For businesses, inclusive capitalism is often associated with increased productivity
and profitability and a greater likelihood of corporate survival. In addition, companies benefit from greater worker loyalty and effort, lower turnover rates, and
an increased willingness on the part of workers to suggest innovations.7 Looking
specifically at one type of inclusive capitalism—employee stock ownership plans,
or ESOPs—Douglas Kruse, professor and director of the doctoral program in
industrial relations and human resources at Rutgers University, found that productivity improved by 4 percent to 5 percent on average in the year of ESOP adoption
and continues after adoption, more than doubling the rate of annual productivity
growth of the U.S. economy over the past 20 years.8
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Another study examining the effects of stock options found that companies that
offered options broadly to their employees showed significant improvements in
their firm’s operating performance. 9
Investors also come out ahead when companies adopt capital-sharing programs.
Companies and investors that adopt partnership approaches make profits over
and above the cost of sharing ownership with employees, according to a review of
more than 70 empirical studies.10

Inclusive capitalism
in the form of

Finally, inclusive capitalism in the form of worker-ownership is often thought to
benefit democracy by giving workers a real, participatory role in their work life
that can translate into their civic life.11

worker-ownership

In short, inclusive capitalism can encourage competition and profit-seeking
behavior that can benefit investors, managers, and workers, which is why the
concept has attracted believers of all political stripes. Former President Ronald
Reagan called these sorts of programs “People’s Capitalism” and argued that the
“energy and vitality unleashed by this kind of People’s Capitalism—free and open
markets, robust competition, and broad-based ownership of the means of production—can serve this nation well.”12

benefit democracy

Similarly, the liberal icon Sen. Hubert Humphrey Jr. (D-MN) called capital sharing one of the “twin pillars of our economy.”13

life that can

Not only can inclusive capitalism help workers and business and draw bipartisan
support, but it has the potential to address at least partly some of the most fundamental problems facing our country: weak economic growth, excessive speculative economic activities that fail to build societal wealth, high unemployment,
stagnant worker compensation, and the dramatic differences in income and wealth
between the struggling middle class and the very rich.

is often thought to

by giving workers
a real, participatory
role in their work

translate into their
civic life.

Today policymakers continue to support inclusive capitalism. A bipartisan list
of advocates ranging from Sen. Bernie Sanders (I-VT) and Rep. Chaka Fattah
(D-PA) to Sen. Kelly Ayotte (R-NH) and Rep. Dana Rohrabacher (R-CA) separately introduced legislation in the 112th session of Congress to expand government support for inclusive capitalism.14 But only the most modest of these bills
received any legislative action and inclusive capitalism has not yet become a part
of the larger national debate on how to address the nation’s economic problems.
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Despite this across-the-board support for the concept of wealth sharing, far too
few workers enjoy the benefits of broad-based sharing programs. More than half
of American workers do not have access or choose not to participate in inclusive
capitalism programs and most participating workers receive only very modest
amounts of income from these programs.15
What’s more, sharing programs are sometimes implemented in ways that take advantage of workers. On occasion companies have implemented sharing programs that
expose workers to excessive risk, using the programs as a substitute for good wages
and benefits or providing their workers little say on the job. Neither workers nor
firms benefit from inclusive capitalism when workers are marginalized.
Research suggests that the most successful broad-based sharing programs are
those in which workers have a high level of trust of management, are paid wages at
or above the market rate, and have a high level of job security and involvement in
decision making over their work at the job and department level.16 A recent study
of 780 companies employing more than 300,000 workers confirms that the best
results happen when broad-based inclusive capitalism is combined with a supportive company culture.17
Yet today most companies provide generous incentive pay only to top executives
providing rewards for the short-term success of the company.18 While strong
evidence suggests that providing workers with a stake in a firm’s performance
leads to good results for both the firm and the workers, paying executives based on
company performance has a very mixed record and is a major cause of the growing income gap between the middle class and the top 1 percent.19
Government should do more to limit excessive top executive pay and ensure that
incentive pay for corporate executives encourages decision making to support the
long-term, sustainable growth of the company. The Center for American Progress
has recommended closing loopholes in the tax code that allow firms unlimited
deductions on executive compensation in the form of incentive-based pay.20
Similarly, Germany passed a law in 2009 reining in excessive executive compensation, which included provisions stipulating that management boards should
reduce executive compensation when companies perform poorly and requiring
that incentive compensation be determined based on longer-term performance.21
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While the debate surrounding reining in executive pay has received a good deal of
attention, how to encourage real broad-based sharing has not been included in this
conversation and outside the personal knowledge of a narrow group of experts,
little information is available for interested parties seeking to understand the
relevant policy issues.
The purpose of this report is to provide baseline knowledge that is essential to
creating a broad discussion about inclusive capitalism policy. To help achieve this
goal, the report describes the types of inclusive capitalism that firms currently
practice and briefly reviews the history of federal policy in this area.
Most importantly, our report catalogs existing government policies that support
inclusive capitalism programs providing one-stop shopping for those seeking
to understand what governments are doing in this area. Both federal and state
governments have a long history of supporting inclusive capitalism programs—
with policy mechanisms that range from federal tax incentives to state technical
assistance programs—but these efforts have not been compiled in a comprehensive way.
Additionally, we highlight some key questions about how existing inclusive capitalism policy is working and the challenges to ensuring that inclusive capitalism
helps all workers. Addressing these questions will be important for any future policy development. Lastly, we discuss the potential of inclusive capitalism to address
at least partly some of the most fundamental problems facing our economy.
This report is an initial analysis of the current policy landscape supporting inclusive capitalism. We hope that it helps provide a path forward for policymakers to
support broad-based and sustainable capital-sharing programs.
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Inclusive capitalism 101
The private sector has adopted a variety of programs to share capital ownership and capital-related income with their workers. These practices range from
employee stock-ownership plans and worker cooperatives, which allow workers an ownership stake in the company, to cash-based profit- and gain-sharing
programs, which pay workers a portion of the capital-related income they helped
generate but do not grant ownership.
The connection between all types of inclusive capitalism is that they compensate
a broad base of workers—not just top executives—on the basis of group performance rather than individual performance. Some of these programs fundamentally change workers’ relationship with their employer and provide significant
capital payments, while others have fairly modest effects on workers.
What follows is an overview of the various types of inclusive capitalism that U.S.
firms currently practice following the categorizations outlined in the book Shared
Capitalism at Work: Employee Ownership, Profit and Gain Sharing, and Broad-Based
Stock Options, edited by Douglas Kruse, Richard Freeman, and Joseph Blasi and
published by the University of Chicago Press in coordination with the National
Bureau of Economic Research.22
Employee ownership: Employee ownership refers to relationships where employ-

ees own shares of their company. The extent of ownership ranges from workers
having complete ownership of a firm to a minority stake, which is usually managed
through a trust or another legal entity.
• Worker cooperatives: Co-ops are typically started by ideologically affiliated
workers and are owned and democratically controlled by their member-owners.
Co-op members elect their board of directors from within the membership.
Cooperatives pay taxes on income kept within the co-op for investment and
reserves but not on any surplus revenues that are returned to individual members who pay taxes on that income.
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• Employee stock ownership plans: Tax-qualified employee benefit plans that,
with some exceptions, offer workers an ownership stake in their company without having to spend their own money to purchase stock. ESOP companies set
up a trust fund into which they contribute new shares of its own stock or cash
to purchase existing shares.23 When workers retire or leave the company, they
receive their stock, which the company must buy back at its fair market value
unless the worker is able to sell it in the public market.24
The ESOP trust may also borrow money to buy shares, with the company making payments to the ESOP trust in order to repay the loan. Private companies
typically use “leveraged” employee stock ownership plans to buy out company
founders and other shareholders.25 These benefit plans can be adopted by both
public and private companies.
Individual employee stock ownership: Workers buy or are given shares from their

employer and are often able to vote those shares privately.
• Employee stock purchase plans: Employers subsidize the purchase of stocks
outside of the retirement system, typically offering workers stock at a 10 percent
to 15 percent price discount, usually at the lower price over an “offering period”
of three months to as many as 27 months.26 Enrolled employees buy company
shares with after-tax contributions deducted from their paychecks over the
course of the offering period.
• 401(k) plans with ownership of company stock: Retirement plans in which
workers and companies make pretax contributions from their pay to buy company
stock or the company gives employees company stock as a match to employee
contributions. The government has increasingly scrutinized 401(k)s with investments in employer stock as these plans have become the primary retirement
vehicle for many workers. The government has made a number of changes to
regulations in order to encourage investment diversity.27
Profit sharing: Payments can be either in cash (such as annual cash bonuses) or

employer contributions of stock, but payments are a specified share of the profits
when the firm makes money. Profit sharing becomes employee ownership when
profits are received in the form of stock.
• Cash plan: Contributions, known as stock grants, are paid directly to employees
at the time profits are determined in the form of cash or stock. The award is

8
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taxed as ordinary income.28 In the case of stock grants, what is received becomes
employee ownership.
• Deferred plan: Profit-sharing contributions are not paid out immediately but are
instead placed in individual, tax-qualified retirement accounts for each employee
where investment earnings accrue tax-free until withdrawal. Payments into these
plans, however, need not be based on the employer’s current or accumulated
profits.29 Benefits are distributed at retirement, death, disability, or sometimes at
separation from service.
• Combination plan: Allows plan participants the option of deferring all or a part
of the profit-sharing allocation.

Approximately 9
million workers
participated in
stock option

Gain sharing: Workers receive payments based on the performance of their unit

programs in 2010,

rather than the entire company. Performance is typically measured as productivity
or costs savings. Payments are typically made in cash.

down from about

Stock options, restricted stock, phantom stock, and stock appreciation rights:30

12 million in 2001.

Benefits are tied to either the value of shares (as in restricted stock and phantom
stock) or increases in stock prices (as with options and stock appreciation rights)
in these hybrid inclusive capitalism programs. Workers may or may not ever actually own shares except for a very short period once the awards are exercised.
• Stock options: Stock options are contracts between employers and employees that give employees the right to buy stock at a set price during a specified
period of time. Companies began granting stock options in the 1960s, but
stock options gained popularity in the 1990s when high-tech startups began
using stock options to recruit talented staff who would otherwise receive better
pay from established technology firms such as IBM and Hewlett Packard. The
number of employees receiving options in broad-based stock options declined
in popularity after the dot-com bubble burst in 2000 and subsequent changes in
accounting rules. Approximately 9 million workers participated in stock option
programs in 2010, down from about 12 million in 2001.31
• Restricted stock awards and restricted stock units: Restricted stock award plans
allow employees to buy shares, sometimes at a discount, or, more often, grant
employees awards. But these plans do not allow employees to take actual ownership until after certain requirements have been met. These requirements can
include working a certain number of years or meeting corporate or individual
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performance goals. Restricted stock can carry dividend or voting rights if the
company chooses and retains some value for workers if share prices go down,
unlike stock options. Restricted stock units—like restricted stock awards—are
grants valued in terms of company stock, but the employee does not receive
conditional shares at the time of the award. Rather, employees have the right
to a certain number of shares that will be delivered only when vesting or other
requirements are met.
• Phantom stock and stock appreciation rights: Phantom stock provides a bonus
(in cash or stock) based on the value of a specified number of shares, which is
awarded at the end of a specified time period. Stock appreciation rights parallel
stock options, paying an award (cash or stock) based on the increase in value
of a company’s common stock. Stock appreciation rights have a base price. The
award equals the difference between the base price of a stock appreciation right
and the price of company stock at the time the right is exercised.
All totaled, a significant portion of American workers participate in these sorts
of programs. Almost half of workers participate in some sort of inclusive capitalism compensation—38 percent participate in profit sharing and 27 percent in
gain sharing; 18 percent own company stock; 9 percent hold stock options; and
5 percent receive options in any given year, according to the 2006 General Social
Survey and a 2010 update of that survey.32 Approximately 53.4 million American
workers participate in inclusive capitalism programs according to these figures.
Still, more than half of the American workforce does not have access or chooses
not to participate in inclusive capitalism programs and participation varies greatly
by occupation and industry.33 Moreover, most participating workers receive only
very modest amounts of income from these programs.34

10

Center for American Progress | Growing the Wealth

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

History of American policies
promoting inclusive capitalism
Since the founding of our nation, American policymakers of all political stripes
have supported private-sector inclusive capitalism programs both through their
words and policies. Their ideas about how and why inclusive capitalism helps
strengthen our nation have varied greatly, but policymakers have agreed broadly
that our democracy and marketplace are stronger when workers can share in the
capital their labor helps create.
Albert Gallatin, treasury secretary under Presidents Thomas Jefferson and James
Madison, was the first proponent of inclusive capitalism within our government.
He is sometimes credited with introducing the concept in the United States
after adopting a plan at his New Geneva, Pennsylvania, glassworks in 1794.35
Gallatin explained that “the democratic principle on which this nation was
founded should not be restricted to the political process, but should be applied
to the industrial operation as well.”36
Since then support for inclusive capitalism programs has crossed ideological and
political divides and has been supported for a variety of reasons. Policymakers
have argued that these programs boost profits and productivity, promote workplace participation, improve labor relations, bolster our capitalist system, ensure
sustainable economic growth, deliver equitable compensation for workers, and
even provide a bulwark against communism.
In the years emerging from the Great Depression, Sen. Arthur Vandenberg
(R-MI), representing the industrialized state of Michigan, argued that profit sharing could “preserve the profit system of capitalism” and “maintain a partnership
between capital and labor.”37
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Both Republicans
and Democrats
have taken lead
roles in advocating
for policies to
support inclusive
capitalism.

Compare this to former Vice President Hubert H. Humphrey Jr., who served
as chair of the Joint Economic Committee after returning to the Senate in the
1970s when it convened hearings on expanding employee ownership. Vice
President Humphrey argued that broad-based ownership was one of the pillars
of our economy:38
… capital and the question of who owns it and therefore reaps the benefit of its
productiveness, is an extremely important issue that is complementary to the
issue of full employment. … I see these as the twin pillars of our economy: Full
employment of our labor resources and widespread ownership of our capital
resources. Such twin pillars would go a long way in providing a firm underlying
support for future economic growth that would be equitably shared.39
During the Cold War President Ronald Reagan compared employee ownership
to the Homestead Act’s ability to bring widespread farm ownership to Americans,
arguing that employee ownership could help prevent the spread of communism in
Central America:
The energy and vitality unleashed by this kind of People’s Capitalism—free and
open markets, robust competition, and broad-based ownership of the means of
production—can serve this nation well. It can also be a boon, if given a chance,
to the people of the developing world. Nowhere is the potential for this greater
than in Central America.40

Federal policies to promote inclusive capitalism
The current policy framework for inclusive capitalism started in the 1920s and has
advanced episodically in a few infrequent waves of popularity. Policymakers have
generally focused on supporting specific types of inclusive capitalism programs—
especially deferred profit sharing and employee stock ownership plans—rather than
promoting inclusive capitalism broadly. Moreover, both Republicans and Democrats
have taken lead roles in advocating for policies to support inclusive capitalism.
This type of bipartisan support continues today among conservative leaders such
as Rep. Dana Rohrabacher (R-CA) and Sen. Kelly Ayotte (R-NH) and progressives such as Sen. Bernie Sanders (I-VT) and Rep. Chaka Fattah (D-PA), who all
support legislation to expand government support for inclusive capitalism. 41
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Deferred profit sharing
The concept of profit sharing started in the private sector. Large companies such
as Proctor & Gamble, Sears Roebuck and Co., Eastman Kodak Co., and S.C.
Johnson & Son, Inc., began adopting profit-sharing plans in the late 19th and
early 20th centuries in an attempt to combat labor unrest and unionization and
to improve worker performance (for more on the relationship between inclusive
capitalism and unions see text box).42 Profit sharing was first popularized in France
in the 19th century and adopted in companies throughout Europe but became
more pervasive in the United States than in other countries.43
Initially no government policies to encourage this type of sharing existed. But
Congress passed the Revenue Act of 1921, which provided tax incentives to stock
bonus and profit-sharing plans.44 Congress primarily intended the provisions as
a way to motivate workers to be more productive, but had the secondary goal
of increasing savings among workers.45 The new policy was intended to benefit
companies and workers alike. Employer contributions into stock bonus and profitsharing plans, as well as the earnings within those plans, were exempted from
income tax. At the same time, companies could claim a tax deduction for contributions into these plans, just as they could for wages paid to workers and contributions to employee pension funds that were not tax exempt. Employees delayed
paying taxes on this income until they withdrew the money from their accounts
under the new law.46
These tax incentives, however, did little to encourage the adoption of these sharing programs at the time. Income tax rates on companies and individuals were so
low and so few workers paid income tax that companies and workers gained little
benefit from the favorable tax rules for sharing plans. Moreover, once the Great
Depression hit, many employers terminated their sharing plans or failed to pay out
the benefits.47
As the economy slowly began to recover, companies returned to profit sharing
and federal policymakers and looked to incent these practices further. In 1938 the
Democratic-controlled U.S. Senate convened a “profit-sharing” committee, but it
was the Republican representing Michigan, Vandenberg, who became the de facto
leader of the committee. 48
During the hearings, The Milwaukee Journal conjectured that profit sharing would
be the “Republicans’ New Deal,” speculating that Republicans might try to use
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this private-sector benefits program in the same way Democrats were setting up
public-sector social safety net programs.49 Vandenberg even toyed with the idea
of providing broad tax incentives for profit sharing but the final committee report
recommended only that profit-sharing contributions be exempted from payroll
taxes, which Congress approved in 1939.50
Profit sharing’s real comeback took place during World War II, when companies
adopted generous deferred profit-sharing programs to attract scarce labor since
fringe benefits were exempted from the wage and price controls the U.S. government instituted to protect against inflation. Furthermore, the War Labor Board
gave employers even more encouragement by allowing them to transfer excess
profits to deferred profit-sharing plans, thus avoiding government taxes designed
to limit corporate profits to their prewar levels.51 Half of all the profit-sharing plans
in existence in 1947 were created during the war, according to labor historian
Sanford Jacoby.52
During the 1950s and 1960s, the number of profit-sharing plans continued to
grow with federal government support.53 Companies adopted these programs to
serve as a supplement to other retirement programs and were further encouraged
because government allowed income from deferred profit-sharing plans to be
taxed at lower rates for capital income.54
Subsequently, policymakers have taken less of an interest in encouraging the use
of profit- sharing. But employers still take advantage of the tax incentives available
for deferred profit- sharing programs and today profit sharing remains popular.
About 20 to 30 percent of workers participate in deferred profit sharing plans
according surveys from the Bureau of Labor Statistics. 55

Employee stock ownership plans
Employee stock ownership plans are the other type of inclusive capitalism that
have a long and enduring history of government support. These plans are today
one of the most prevalent forms of employee ownership, and their growth could
not have happened without government interventions.
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San Francisco lawyer and investment banker Louis Kelso started the first leveraged employee stock ownership plan, which enabled the employees of Peninsula
Newspapers in Palo Alto, California, to buy the company from its founders in 1956.
Kelso’s idea—to use financial leverage to allow employees to purchase the company they worked for without having to spend any of their own money—had
never been done before. Peninsula Newspapers needed a special exemption from
the Internal Revenue Service in order to do so since the 1954 tax code prohibited borrowing by a tax-qualified plan from the plan sponsor or related entities.56
Peninsula Newspapers and all subsequent employee stock ownership plans created over the next 20 years had to prove to the IRS that the transaction was done
at “arm’s length” and in the best interests of the participants. 57
The IRS exemption allowed a limited number of companies to institute employee
stock ownership plans, but Kelso was a true evangelist for these plans and supported more widespread employee ownership. He believed that by allowing workers to “sell” their labor in exchange for capital, policymakers could ensure stable
income for workers—even as technological change exerted downward pressure
on wages. Owning part of the firm, Kelso argued, would allow workers to receive
compensation for their labor as well as their capital. Kelso said these types of
arrangements would help stabilize the economy and promote democracy.58
Kelso won over a crucial supporter in Sen. Russell Long (D-LA). Long, like his
father Huey Long, the populist Louisiana governor, was concerned about inequality and economic justice. Long had a front seat in the crafting of tax policy as chair
of the Senate Finance Committee—overseeing the design and reconciliation of
the Employee Retirement Income Security Act of 1974, or ERISA. Although
both the House- and Senate-approved versions of the act prohibited transactions
between a qualified plan and a party-in-interest, Long was eventually able to insert
the ESOP definition and an exemption to the rule in the final version of the act.59
Long was a proponent of employee stock ownership plans until his retirement in
1987. During his time in the Senate, thousands of these plans were established and
Congress addressed the plans in 15 separate pieces of legislation, including legislation to increase financial incentives for companies to participate in employee stock
ownership plans, ease transition for small-business owners who wish to sell to their
workers, and the use of employee ownership to bail out both the Consolidated Rail
Corporation, or Conrail, in 1974 and the automaker Chrysler in 1979.60
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To date, federal policymakers have continued to support the expansion of employee
stock ownership plans and have remained focused on using tax incentives to do so.
Indeed, American policymakers from across the ideological spectrum continue to
support specific types of sharing for the same reasons supporters have championed
throughout history: inclusive capitalism can be good for businesses and workers, it
can be a boon to capitalism, and it can ensure sustainable economic growth.
Unfortunately, even though employers frequently adopt multiple types of sharing programs within the workplace policymakers and activists also continue a
siloed approach to the promotion of sharing policies.61 Policy advocates lobby
solely for their specific brand of inclusive capitalism rather than advocating for a
broader support for all types of sharing programs. Likewise, only a small minority of academic research studies the effects of more than one type of sharing,62
and niche industries have developed to support private-sector development of
single types of sharing.
As a result, sharing policies tend to be viewed as serving niche communities rather
than promoting broader economic goals. What’s more, government policies to
support sharing are very uneven across the various types of programs and policymakers have not tackled some tough questions about how to ensure government
policies to encourage inclusive capitalism also protect workers’ interests.
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Unions and inclusive capitalism
Organized labor’s relationship to inclusive capitalism programs has
evolved over time. Some of the earliest American unions were formed
by skilled workers responding to decreasing access to capital income.
But unions’ attitudes toward inclusive capitalism shifted over time and
they opposed these programs for a number of reasons during the first
half of the 20th century. Today unions offer measured support for some
types of sharing programs, evaluating their willingness to participate
on a case-by-case basis.
In the decades following the founding of the United States, skilled
workers protesting diminished access to capital income led to some
of the earliest American strikes and the establishment of employeeowned companies.63 These workers were responding to decreasing
wages and apprenticeship opportunities that could eventually lead to
capital ownership and income. These opportunities were drying up as
master craftsmen found that they could increase their profits by dividing tasks previously performed by skilled apprentices among low-paid,
low-skilled workers.
Employee-owned cooperatives—the first of which were formed in
Philadelphia by the Union Society of House Carpenters in 1791 and
the Philadelphia “cordwainers” (or shoemakers) in 1806—allowed
skilled workers to escape the low wages paid by master craftsmen and
a chance to the full profits associated with capital ownership.64 These
first employee-owned enterprises were formed in protest of unfair
conditions offered by master craftsmen and the inability of workers to
bargain for higher wages. However, trade union cooperatives became
increasingly popular in the 1830s and many were successful65
This support for employee-ownership programs, however, shifted
as the country industrialized and unions increasingly represented
workers employed by large, antiunion companies. For the first half
of the 20th century, unions opposed sharing programs. Unions took
that stance when companies began developing and implementing
“welfare capitalism” programs that included profit-sharing and stock
rewards programs in part to limit the spread of unionism. Companies
with employee ownership and other employee benefits programs
would still resort to spying and firing workers who wanted to organize a union.66 Additionally, unions were suspicious that what capital

rewards companies were offering was a substitute for good wages,
rather than an added benefit of employment.
Union firebrand Samuel Gompers, president of the American Federation of Labor from 1886 until 1924, argued:
… some employers who have inaugurated systems of so-called profit
sharing have pared down the wages of their employees so that the
combined sharing of profits and their wages did not equal the wages
of employees of other companies in the same line of industry. What we
are especially interested in more than profit sharing is a fair living wage,
reasonable hours and fair conditions of employment.67
While union leaders hold many of these same concerns today, since
the 1950s unions have taken a more nuanced approach to inclusive
capitalism and evaluate these programs based on the total effects
on the workforce. Indeed, unions have developed their own brand
of sharing programs and there is evidence that unionized companies
that adopt inclusive capitalism plans enjoy measurable benefits.

Inclusive capitalism to increase worker compensation
Given the labor movement’s historic opposition, it was big news when
iconic labor leader Walter Reuther, president of the International Union,
United Automobile, Aerospace and Agricultural Implement Workers
of America, or UAW, included profit sharing as a major demand in the
1958 contract negotiations with Detroit automakers. Reuther was concerned that there was an increasing imbalance between what American workers could produce and their purchasing power. He saw profit
sharing as an effective way to expand workers’ purchasing power.68
Though ultimately unsuccessful, Reuther argued that 25 percent of the
automakers’ excess profits should be shared with workers to finance
fringe benefits and another 25 percent should go back to car buyers at
the end of each year in the form of rebates.
Since then, labor unions have become increasingly willing to consider
the adoption of inclusive capitalism programs. Still, labor unions are
vigilant of workers’ interests when it comes to bargaining for inclusive
capitalism programs and try to ensure that:69
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• Financial incentives are a bonus on top of—rather than instead
of—adequate pay and benefits
• Sharing agreements are transparent so that workers understand
the plans and companies cannot manipulate financial reporting in
order to reduce worker compensation
• Workers have a voice in designing, implementing, and reviewing
the plans
• Workers’ efforts control the final payout to the maximum extent
possible
Let’s consider the example of United Steel Workers, who worked with
employers to develop their own brand of gain sharing that evaluates improvements at the team level. This approach allows workers a
maximum amount of control over the final payout. Scanlon plans—
named after a local union president—were designed to supplement
wages of workers in companies that could not pay union wages
without undermining firm competitiveness.70
Also, Reuther’s UAW union (formerly the United Auto Workers and now
the International Union, United Automobile, Aerospace and Agricultural
Implement Workers of America) was ultimately successful in obtaining
profit-sharing agreements for its members, which were first included in
a contract with the now-defunct American Motors Corporation in 1961.71
More than 20 years later, in 1982, Ford was the first of the Big Three
automakers to adopt a sharing agreement.72 Since then, the union has
worked with automakers to adopt both profit-sharing and gain-sharing
programs and in 2011 it bargained the most generous profit-sharing
agreement with the Big Three automakers in UAW’s history.73

Inclusive capitalism to prevent company failure
Labor unions have also participated in employee-ownership agreements to prevent company failure and the associated job losses.
This is not the most common reason for unions to negotiate sharing
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arrangements, but it is the most visible. This model, in many cases,
has provided companies with needed capital to return to profitability. Capital sharing, however, cannot make a sick company—or
industry—well again. Unfortunately, unionized firms implementing
employee-ownership mechanisms to save their companies have not
always been successful. High-profile failures have risked too much
of workers’ savings and as a result turned some in labor against employee stock ownership plans.
Just two years ago when Ford, General Motors, and Chrysler faced
bankruptcy, workers adopted an employee-ownership arrangement.
Prior to the economic downturn that would put automakers on the
brink, the UAW and the Big Three automakers in 2007 negotiated a
Voluntary Employee Benefits Association to administer health insurance for retired autoworkers that would relieve the burden of retiree
health care obligations on the companies and reduce the risk to
workers of relying on a severely underfunded system.
The companies originally agreed to a stream of payments to the benefits association to be paid primarily in cash. But when the downturn
occurred, the UAW and the automakers agreed that a significant portion of the companies’ remaining obligation would be paid in equity.
While this is an indirect form of employee ownership—the Voluntary
Employee Benefits Association is an independent trust—workers
shoulder significant risk since their retirement health benefits are
affected by the financial performance of the companies.74
This was not the first time one of the Big Three automakers was bailed
out by its workers. When Chrysler faced bankruptcy in 1979, unionized workers agreed to a 30 percent wage reduction in exchange for
a 20 percent to 25 percent ownership share of the company through
an employee stock ownership plan. Chrysler workers’ investment paid
off. When the company repaid the debt several years early, the plan
sold its Chrysler shares for a threefold gain.75
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Yet these types of worker-led bailouts can subject employees to too
much risk, and high-profile failures have soured a number of labor
activists to employee ownership. A prime example is the 2002 bankruptcy of United Airlines, which was a major blow to public confidence in employee stock ownership plans. United’s largely unionized
workforce became the company’s beneficial owners when it was
facing bankruptcy eight years earlier. In exchange for a 55 percent
ownership stake in the company, workers agreed to major wage
concessions.76 The company’s ultimate failure caused its employees
to lose virtually all their retirement savings invested through the
company’s employee stock ownership plan.77
The United Airlines employee stock ownership plan was poorly
designed and implemented but the case is still viewed as failure
for these types of plans.78 Many outside experts recommended that
United implement a far-reaching employee involvement program
and that it address opposition among management to employee
ownership.79 Also, United could have fostered the development
of an ownership culture among employees by adopting cash
profit sharing to supplement the plan so that workers, like other
shareholders, would enjoy the rewards of company performance
improvements immediately if the reorganization was successful.80
Yet none of these recommendations was fully adopted and the U.S.
Department of Labor commissioned a report found that “cultural
change efforts … have been largely symbolic and incremental
rather than systemic.”81
Moreover, the United Airlines plan—in which workers traded wage
and benefits concessions for a majority stake in a large corporation
that remained public—exposed workers to far more risk than the
typical ESOP sale. Under a traditional employee stock ownership plan,
sale workers take ownership of a private company using leverage,
rather than wage concessions, to finance the deal.

Research shows that these types of horror stories are exceptions to
the rule.82 Union workers frequently participate in inclusive capitalism programs but approach them—particularly employee stock
ownership plans and other types of retirement plans that include
employee ownership—with caution.83 In 2002 Richard Trumka, now
president of the AFL-CIO, testified before Congress and argued that
“an ESOP or other employee stock plan makes sense as a supplement to a defined benefit plan and a properly diversified defined
contribution plan, or as a medium term investment.”84 Employee
stock ownership plans sponsored by unions typically are structured
in this way and unions generally oppose any attempts to convert
defined benefit pension plans to an employee stock ownership plan
or a defined contribution plan.
Still unions continue to pioneer new types of sharing. The United
Steelworkers announced a new union co-op model last year that
combines worker ownership with a progressive collective bargaining
process and are in the process of developing projects in Cincinnati
and Pittsburg.85 Leo Gerard, president of the steelworkers’ union, argued that these arrangements offer a sustainable way to rebuild local
economies: “To survive the boom and bust, bubble-driven economic
cycles fueled by Wall Street, we must look for new ways to create and
sustain good jobs on Main Street.”86
What’s more, union workers usually prosper within these sharing
arrangements. In highly unionized establishments, less compensation is put at risk through profit sharing and employee ownership
and outcomes are generally positive for employers and workers
even when organized workplaces do have riskier forms of inclusive
capitalism.87 Perhaps most importantly, sharing programs are generally more successful in terms of improving worker satisfaction and
company performance when employee participation programs are in
place,88 which often means union involvement.
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Policy mechanisms
Our federal and state governments have instituted a variety of mechanisms that
encourage inclusive capitalism programs. Certainly governments adopted some of
these policies with the explicit goal of boosting private-sector adoption of inclusive capitalism programs, but other policies have enabled the growth of sharing
programs even though this was not necessarily the intended goal of policymakers.
Policies that encourage inclusive capitalism programs in the workplace include:
• Tax advantages for companies and selling owners
• Tax advantages to workers to encourage widespread participation and savings
for retirement
• Programs to increase awareness of employee ownership and provide assistance
to new and existing employee-owned companies
• Designation of a privileged company structure
• Direct government financing or encouraging private lending to companies with
inclusive capitalism policies
• Government purchasing to support inclusive capitalism
• Regulatory oversight to reduce costs for companies with inclusive capitalism
programs and influence the types of sharing programs adopted
These policy levers could be used to encourage all types of inclusive capitalism
programs but are most often geared toward increasing employee ownership. Fewer
facilitate the use of stock rewards programs—such as broad-based stock options,
restricted stock, or stock appreciation rights—and we were unable to uncover any
federal or state programs to increase the use of immediate cash profit sharing or
gain sharing among employers. Both policy development and the endorsement
of existing policies to support inclusive capitalism are beyond the scope of this
report, but this gap indicates a clear need for additional work to develop policy
around broad-based profit sharing and gain sharing.
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Tax advantages for companies and selling owners
Federal tax advantages for companies and business owners are arguably the most
generous policy levers being used to stimulate the growth of inclusive capitalism
practices. Tax advantages for companies range from granting various deductions
to tax status that can eliminate all corporate-level taxes. The government awards
the most generous of these benefits to companies with employee ownership
structures. Moreover, the tax advantages for employee stock ownership plans are
particularly robust.
There are two main types of these plans: C-corporation and S-corporation
employee stock ownership plans. Both types provide valuable but differing tax
advantages to participating companies. In addition, many state laws magnify these
effects by having statutes that mirror federal provisions. These tax benefits include:
• Deductibility of ESOP contributions: Employer contributions to an employee
stock ownership plan are tax deductible up to a limit of 25 percent of covered
payroll, and for leveraged C-corporation plans, contributions used to pay loan
interest are not subject to this limit.89 This allows a company to use pretax dollars to buy out its owners and does so without workers having to risk their savings.90 In this situation an employee stock ownership plan would secure a loan
to purchase securities from the sponsoring employer. The employer thereafter
would deduct contributions to the plan, which are used to repay both the interest and principal on the loan.
Note: S-corporations with leveraged employee stock ownership plans may not
exclude interest from the 25 percent limit.
• Deductibility of dividends: Companies with C-corporation employee stock
ownership plans may deduct dividends paid on ESOP-held stock that is paid out
in the following ways: cash dividends paid to participating workers; dividends
used to pay a leveraged plan’s loan payments; or dividends employees voluntarily reinvest in company stock. This encourages companies to provide shortterm stock ownership benefits to workers in addition to the long-term benefits
of capital ownership.91
Note: S-corporation distributions—the equivalent to dividends—are not
deductible but may be used to repay ESOP loans.
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• ESOP rollover: Owners of closely held C-corporations can sell the company
to an employee stock ownership plan and defer federal taxes on the gain from
the sale. Rollover benefits allow retiring owners selling to a C-corporation plan
to defer federal taxes on gains arising from the sale by reinvesting in qualified
replacement property.92 This tax advantage is often an important benefit to retiring
owners of closely held private businesses who would like to preserve jobs and their
legacy by ensuring the company stays in operation; gradually withdraw from the
company by selling off the business slowly; or sell only a portion of the company—allowing heirs, key managers, or others to have a partial ownership interest.
Note: In 2012 Iowa passed bipartisan legislation to provide sellers to employee
stock ownership plans with additional tax benefits.93
• The S-corporation advantage: Congress provided a significant benefit to ESOP
owners when it enacted legislation that allowed S-corporations to be owned
by employee stock ownership plans beginning in 1998. S-corporations are
“pass-through” entities, and therefore the profits of S-corporation plans are
not subject to federal income tax. 94 The thinking being that when profits flow
through the company to its owners—rather than being retained by the company—those profits should only be taxed once. This tax advantage is particularly
valuable for employee stock ownership plans because they are also tax-qualified
plans—meaning that worker-owners defer income tax payment until the funds
are distributed to them usually at retirement.95
The S-corporation plan—with its pass-through tax treatment—motivated
many employee stock ownership plans to convert from C-corporations to
S-corporations. According to one industry survey, 73 percent of these plans
were S-corporations in 2010—though other industry experts estimate the figure
to be around 40 percent to 50 percent of all employee stock ownership plans.96
Also, because the tax savings is so great, often S-corporation plans are either 100
percent worker-owned or moving toward becoming fully worker-owned.
Several other types of businesses that may or may not be employee-owned—
cooperatives, limited liability companies, partnerships, and S-corporations not
owned by an employee stock ownership plans—receive pass-through tax treatment from the federal government. In the case of employee-owned firms, the
worker-owners pay income tax on the profits they receive from the company, but
the company is not subject to the federal income tax.
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Likewise, the same law—that allows business owners to sell to an employee
stock ownership plan and defer federal taxes on the gain from the sale—provides
these benefits to owners selling to a cooperative.97 This law could potentially be
extremely helpful to owners of very small businesses who would like to sell to
their employees but who could not afford the costs associated with administering
an employee stock ownership plan. To date, however, very few companies have
taken advantage of these benefits.98
The federal government also makes valuable tax advantages available to companies
that have sharing policies but are not employee-owned. The tax code, for example,
grants employers offering certain types of stock options—whether or not they are
broad-based—tax benefits for the gain recognized as compensation by the employee
at the time the option is exercised.99 Employers can deduct these payments just as
they would wages, but they are able to compensate their workers without having to
deplete the company’s cash reserves and receive the benefit of a cash infusion from
employees when they exercise their options to purchase stock.100 In 2001 Cisco
Systems Inc., the multinational computer networking equipment manufacturer,
received $1.2 billion from its employees—exercising their option to buy company
stock at a discounted rate—and $1.4 billion in accompanying tax benefits.101

Tax advantages to workers to encourage widespread participation and
savings for retirement
The federal government provides tax advantages to workers who participate in
sharing programs. Many of these benefits are specifically geared toward encouraging capital-sharing programs to fund retirement savings for workers. In some cases
the government also requires that employers fulfill basic guarantees ensuring that
sharing formulas do not unfairly benefit highly paid workers.
All inclusive capitalism programs that defer income until retirement—including
deferred profit- sharing plans, 401(k) plans with ownership of company stock, and
employee stock ownership plans—allow workers to avoid immediate taxation.
Employers hold workers’ funds in individual accounts that cannot be withdrawn
except under certain well-defined conditions. The money and interest in the funds
is not taxed as long as those funds remain in the account—as is the case with most
retirement plans. Workers’ incomes—and consequently their taxes—tend to be
lower when the funds are finally taxed at retirement.
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Workers are encouraged to participate in stock incentives programs in two ways.
First, as is the case with other shareholders, if workers hold onto their shares for
a given period of time, gains from the sale of qualified stock purchase plans and
qualified stock options can be taxed at capital gains rates—which are usually lower
than ordinary income tax rates that workers must pay on their wages.102 Second,
qualified stock purchase plans allow workers to purchase stock at a discount
from fair market value without any taxes owed on the discount at the time of
purchase.103 But the discount workers receive is generally considered additional
compensation and they have to pay taxes on it when they sell the stock.
Finally, the federal government has instituted regulations to encourage employers to adopt incentive pay programs broadly among their employees. All workers
with at least two years of service, for example, must be included in employee stock
purchase plans in order for the plan to be considered “qualified” and carry special
tax advantages.104
Further, according to Internal Revenue Code requirements, for an employee
stock ownership plan or another type of retirement plan to qualify for favorable
tax incentives, it may not discriminate in favor of highly compensated employees by providing more favorable benefits or contributions to them than to other
employees.105 Additionally these sorts of plans are subject to “top-heavy” rules.
Generally a plan is considered to be top heavy when more than 60 percent of total
account balances are owned by highly compensated employees. Top-heavy plans
must satisfy minimum vesting and allocation requirements in order to ensure that
lower-level employees receive some benefits.106

Programs to increase awareness of employee ownership and provide
assistance to new and existing employee-owned companies
Shared-ownership structures are not always well understood by the business
community. The federal and state governments have enacted programs aimed at
increasing awareness and providing education and technical assistance to new and
existing employee-owned companies. These programs function to facilitate wordof-mouth about shared ownership; assist owners converting to an employee-ownership structure (through preliminary feasibility studies, technical training and
advice, and locating financial assistance); help workers and employers adopt an
ownership culture; and bring together existing employee-owned businesses.
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Several states funded employee-ownership programs aimed primarily at encouraging ESOP development in the mid-1980s.107 Subsequently, many of these programs were victims of budget cuts or the programs were allowed to sunset. The
programs that continue to exist have become less reliant on government funding
or are housed within state agencies.
The success of these programs has varied. The Ohio Employee Ownership Center
and the Vermont Employee Ownership Center have been successful in increasing awareness of employee stock ownership plans throughout the country and
in facilitating company conversions—particularly in small, privately held firms
where owners are facing retirement.108 Other programs, however, have been less
successful often due to insufficient funding.
In the 1980s a number of states passed policy declarations generally supporting
employee ownership. Most of these declarations had the goal of broadening ownership, stabilizing local economies, and preventing plant closures.109
At the federal level, the Workforce Investment Act’s regulations—previously the
Job Training Partnership Act—allow states to use federal funding for preliminary
studies to determine whether an employee buyout is feasible in shutdown and
job-loss situations. But a survey by the Ohio Employee Ownership Center showed
that 33 states and the District of Columbia are not using and potentially did not
know about federal funding availability for these studies.110
Finally, the Department of Agriculture awards Rural Cooperative Development
grants for the establishment and ongoing operation of centers for cooperative
development. These centers aid in the development of new cooperatives and
improve the operations of existing ones.

Designation of a privileged company structure
Traditional business structures can inhibit companies from adopting inclusive
capitalism policies. Stockholders, for example, could in theory sue chief executive officers if profit making is not their sole objective,111 and worker cooperatives
often lack sufficient capital to leverage private financing. State governments have
enacted laws to both allow businesses to more easily adopt sharing policies without fear of shareholder reprisal and to leverage capital for startups.
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Since 2010 twelve states have passed laws creating a new class of corporation known as
a benefit corporation—which offers legal protection to owners to look beyond shortterm financial gains.112 By law, these companies must create a material positive impact
on society; consider how decisions affect employees, community, and the environment; and publicly report their social and environmental performance.113 Companies
applying for this status must complete a third-party assessment that may evaluate—
among other things—whether firms have an employee-ownership structure or offer
broad-based stock, stock equivalents, or stock options to employees.114 This does not
guarantee that every benefit corporation will offer inclusive capitalism programs, but it
can provide a significant legal protection to companies with sharing programs.
Iowa, Minnesota, and Wisconsin have all passed laws to help cooperatives leverage
capital to finance their businesses.115 Most states allow cooperatives to have only one
class of voting member-owners—often making it difficult for them to raise sufficient
capital to obtain loans. By allowing cooperatives to have at least two classes of members—patron and investor members—these states help cooperatives more easily
raise the capital necessary to secure loans.116 This is particularly valuable during the
incubation period when co-ops typically have difficulty accessing credit.

Providing direct government financing and encouraging private lending to
companies with inclusive capitalism policies
Private lenders and even government agencies may be hesitant to provide financing to current and startup worker co-ops because they are unfamiliar with the
company structure; fear that workers will have too much influence over governance; and are confused about who the responsible parties are in the event of a
default. Although employee stock ownership plans do not share the same challenges, their unique ownership structure can preclude them from participating in
government programs. The federal and state governments have created programs
to provide direct funding and encourage private lending to cooperatives and
employee stock ownership plans.
The federal government has crafted regulations to ensure that co-ops and
employee stock ownership plans are able to compete for federal grants that are
available to all businesses. The U.S. Department of Agriculture’s Business and
Industry Guaranteed Loan Program provides assistance to companies to improve
the economic and environmental climate in rural communities. Program guidelines specifically encourage worker cooperatives to participate.
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Likewise, the U.S. Small Business Association’s Small Business Innovation Research
program offers grants to small businesses to engage in research and development
that has the potential for commercialization. In order to participate in the program,
a company must be majority- owned by American citizens or legal permanent
residents. Federal regulations clarify that for ESOP-owned companies, each stock
trustee and plan member is considered to be an owner—without this clarification
companies that are majority ESOP-owned could be excluded from participation.117
At the state level Indiana’s ESOP “linked-deposit” program allows the state treasurer’s office to link its routine purchase of certificates of deposit, or CDs, from state
financial institutions to companies in need of capital to complete an ESOP transaction. The Indiana treasurer’s office regularly invests state funds by purchasing certificates of deposit. In order to assist companies forming an employee stock ownership
plan to borrow funds at a low interest rate, the treasurer purchases certificates of
deposit that provide a slightly lower interest rate but in exchange requires the financial institution to reduce the interest rate on the loan made to the company.
Previously, federal law also encouraged private-sector lending to employee stock
ownership plans by allowing lenders to deduct 50 percent of the interest received
on ESOP loans from their taxable income as long as the loan was used to purchase
a majority stake in the company.118 Consequently, loans to employee stock ownership plans carried a lower interest rate than a conventional loan. This incentive,
however, was eliminated in 1996.

Government purchasing to support inclusive capitalism
State and federal governments spend hundreds of billions of dollars each year to
purchase goods and services. Governments leverage this spending to support various types of businesses—such as small, minority- and women-owned businesses,
and businesses in disadvantaged areas—often by creating contracting set-aside
programs. Frequently the unique ownership structure of employee-owned companies precludes them from qualifying for these programs. Because of government
guidelines a company that is majority-owned by an employee stock ownership
plan—even if most of its employee-owners are people of color—the company
wouldn’t qualify for federal contracting set-asides for minority-owned businesses.
The federal government, however, has enacted regulations to ensure that companies with shared ownership structures are eligible to participate in competitions
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for certain types of contract set-asides. The Historically Underutilized Business
Zone, or HUB Zone, program—a federal contracting set-aside program that
benefits economically disadvantaged areas—includes regulations to allow ESOP
participation. In order to be eligible for the HUB Zone program, a small business
must be located in a historically underutilized business zone, owned and controlled by one or more U.S. citizens, and at least 35 percent of its employees must
reside in a HUB Zone. Like the Small Business Innovation Research program,
regulations clarify that for ESOP-owned companies each stock trustee and plan
member is considered to be an owner.119
On the state level Virginia passed a law to encourage the formation of employee
stock ownership plans to perform services previously provided by the government. In 1995 Virginia created the Commonwealth Competition Council to
investigate ways of privatizing services previously run by the state.120 The council
issued a plan advocating for spinning off functions performed by the government
into worker-owned employee stock ownership plans. The plan was modeled after
a process the U.S. Office of Personnel Management went through to spin off background investigations previously performed by the government to an employee
stock ownership plan.121 It is unclear whether any state services were actually
converted to employee stock ownership plans as recommended by the report, and
the state is not currently working on any projects to do so.

Regulatory oversight to reduce costs for companies with inclusive capitalism
programs and influence the types of sharing programs adopted
Several government and quasi-governmental agencies—including the Securities and
Exchange Commission, private self-regulatory organizations such as the Financial
Accounting Standards Board, and the New York Stock Exchange—have regulatory
powers that can influence the prevalence of inclusive capitalism. These bodies have
passed rules to influence the types of broad-based sharing policies companies adopt
and that reduce the cost of sharing ownership with employees by exempting companies that issue stock to their employees from reporting requirements.
The Securities and Exchange Commission, for example, exempts small, privately
held companies that issue stock to employees through vehicles such as stock
options and employee stock purchase plans, or ESPPs, from federal reporting
requirements, arguing that it would be an “unreasonable burden” to require these
companies to incur the same expenses and disclosure obligations as public com-
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panies when their only sales were to employees.122 Several states have also passed
laws exempting these sorts of companies from securities regulations.123
Regulations by the Financial Accounting Standards Board and the New York
Stock Exchange also influence what types of inclusive capitalism programs companies adopt.
In the wake of the Enron scandal, the Financial Accounting Standards Board—the
accounting industry’s self-regulatory organization—changed its rules to require
companies to expense the cost of stock options on their income statements.124
Previously companies did not have to charge stock option costs against their
earnings. Many progressives lauded these changes as an important disclosure that
would give investors a more accurate picture of the cost of executive compensation, but others predicted that the new rule would prompt companies to restrict
stock options to only their top executives.125
The New York Stock Exchange also changed regulations that affect the prevalence
of stock options. Public companies must receive shareholder approval in order to
adopt stock option plans for their employees. The New York Stock Exchange rules
were amended in 2003 to prohibit brokers from voting on stock option plans unless
the beneficial-owner of the shares has given them voting instructions.126 Previously
brokerage firms were allowed to vote clients’ stock as a block without owner
approval, which made it easier for companies to receive approval of stock option
plans. Companies, however, may adopt other types of stock-sharing mechanisms—
employee stock ownership plans and employee stock purchase plans—without
shareholder approval.
The Financial Accounting Standards Board and New York Stock Exchange rule
changes—along with changing market dynamics—led to a reduction in stock
options. A study looking at the prevalence of workers holding stock options
before and after the Financial Accounting Standards Board rule change fell by 26
percent—or 3.7 million workers—after the expensing rule was enacted.127
Stock options continue to be a very common form of equity compensation, but by
increasing the public and stockholder oversight of stock option plans, these rule
changes may have encouraged companies to adopt other types of stock-sharing
programs—such as restricted stock and stock appreciation rights.128
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Summary of existing policy mechanisms to support inclusive capitalism
Federal and state governments have instituted a variety of
mechanisms to encourage inclusive capitalism policies. These
policy levers include:
Tax advantages for companies and selling owners: Tax
advantages for companies and business owners agreeing to
the sale of their stock are the most generous policy levers being
used to stimulate the growth of inclusive capitalism practices.
Employee stock ownership plans enjoy the most extensive tax
advantages while the government provides other types of sharing programs much less support.
Tax advantages to workers to encourage widespread participation and savings for retirement: The federal government
provides tax advantages to workers who participate in sharing
programs. Many of these benefits are specifically geared toward
encouraging capital-sharing programs to fund retirement savings for workers. In some cases the government also requires
that employers fulfill basic guarantees ensuring that sharing
formulas do not unfairly benefit highly paid workers.
Programs to increase awareness about employee ownership and provide assistance to new and existing employeeowned companies: Shared-ownership structures are not
widely understood in the business community. The federal and
state governments have enacted programs aimed at increasing
awareness and providing education and technical assistance to
new and existing employee-owned companies. These programs
facilitate word-of-mouth about shared ownership; assist owners
converting to an employee-ownership structure; help workers
and employers adopt an ownership culture; and bring together
existing employee-owned businesses.
Designation of a privileged company structure: Traditional
business structures can inhibit companies from adopting
inclusive capitalism policies. In theory, stockholders could sue
chief executive officers if profit making is not their sole objective,

and worker cooperatives often lack sufficient capital to leverage
private financing. State governments have enacted laws to allow
businesses to more easily adopt sharing policies without fear of
shareholder reprisal and leverage capital for startups.
Providing direct government financing and encouraging
private lending to companies with inclusive capitalism
policies: Private lenders may be hesitant to provide financing to
current and startup worker co-ops because they are unfamiliar
with the company structure and fear that workers will have too
much influence over governance. Although employee stock
ownership plans do not share the same challenges, their unique
ownership structure can preclude them from participating in
government programs. Federal and state governments have created programs to provide direct funding and encourage private
lending to cooperatives and employee stock ownership plans.
Government purchasing to support inclusive capitalism:
State and federal governments spend hundreds of billions of
dollars each year to purchase goods and services and they use
this spending to support various types of businesses—often by
creating contracting set-aside programs. But the unique structure
of employee-owned companies can preclude them from qualifying
for some of these programs. The federal government has enacted
regulations to ensure that companies with shared ownership can
obtain contracts under these programs. In addition, Virginia passed
a law to encourage the formation of employee stock ownership
plans to perform services previously provided by the government.
Regulatory oversight to reduce costs for companies with
inclusive capitalism programs and influence the types of
sharing programs adopted: Regulatory oversight bodies have
passed rules that reduce the costs of sharing ownership with
employees by exempting companies that issue stock to their
employees from reporting requirements and rules that influence the types of broad-based sharing policies that companies will adopt.
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Fundamental questions about inclusive capitalism policies
Governments have implemented a variety of policy mechanisms to support inclusive capitalism and these practices hold the potential to both improve business
performance and provide workers with higher levels of compensation. Surveys
have shown that the American public generally supports the concept of inclusive
capitalism, but the base of support among policymakers and advocates for inclusive capitalism policies is relatively narrow.129
Policymakers who support expanded use of inclusive capitalism policies often do
so because they have personal experience with it—as is the case with Indiana’s
state treasurer program to increase lending to employee stock ownership plans—
or are focused on serving a specific constituency that lobby on one particular form
of inclusive capitalism.
Most telling, even during the current economic downturn—a time when elected officials are especially hungry for economic policy ideas—inclusive capitalism policies
are not a part of the larger national conversation. Federal lawmakers introduced nine
bills and resolutions that would have expanded government support for inclusive
capitalism during the 112th session of Congress. Four bills supported employee stock
ownership plans by increasing company tax advantages, expanding access to government contracts, and reducing regulatory requirements for ESOP companies; two bills
focused on cooperatives aiming to increase awareness of cooperatives and provide
loans and grants to support their development; two bills were aimed at boosting
employee ownership through both ESOPs and cooperatives by providing education,
outreach, and technical assistance and increasing lending to employee owned firms;
and one bill provided valuable tax incentives for workers and employers participating
in stock grant programs. 130
Disappointingly, only the most modest piece of inclusive capitalism legislation
received a vote; Senate Resolution 87 designating 2012 as the International Year
of Cooperatives was passed by unanimous consent. None of the other bills have
even had a committee hearing or received broad public recognition as a way to
promote and protect good American jobs.
This lack of legislative action is due in part to the fact that there are several challenging questions that supporters of inclusive capitalism will need to address in
order to build a broader base of support for inclusive capitalism policies. These
questions include:
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How much of worker pay should be variable?
Workers accept an additional measure of risk—with the promise of a potentially
larger reward—by participating in inclusive capitalism policies and accepting that a
portion of their pay will be variable. But just how much risk workers should take on
through variable pay is open to debate and current policy provides few guidelines.

Academic research has found that the financial incentive programs that provide an
increase over adequate levels of pay and pensions are more successful than those that
put a large portion of pay or retirement income at risk.131 Workers who feel financially insecure experience less of the positive outcomes associated with inclusive
capitalism and are less interested in increasing their participation in such policies.
Indeed, excessive economic insecurity, research finds, has the capability of reversing
every positive individual and workplace outcome of inclusive capitalism.132
Evidence shows that most companies currently providing inclusive capitalism
programs are doing so in addition to providing competitive wages. Several studies
have found that average pay of workers in employee-owned firms is just as high as or
higher than worker pay in non-employee-owned firms.133 A General Social Survey
analysis suggests that a majority of workers participating in inclusive capitalism programs have fixed pay that is either the same as or higher than market rates.134
We urge policymakers to consider how to ensure that variable pay supplements
good wages as they encourage more companies to adopt sharing programs.
Variable pay must be of a significant amount to encourage greater investment by
workers in the success of their company, but at the same time variable pay should
be looked at as an addition to—and never a substitution for—a living wage.
Workers, especially those at the bottom or middle of the wage scale, must be able
to count on a reasonable level of consistent pay.
How should variable compensation be structured so that workers realize upside
potential without feeling they are playing the lottery?
Under the umbrella of inclusive capitalism, workers’ ability to affect their variable
pay ranges a great deal from gain sharing—where workers have a great deal of control, receiving payments based on the performance of their unit—to profit sharing at
large corporations—where workers have less control and payments may potentially
have more to do with the price of commodities than changes in worker behavior.

Both types of sharing have a valid role. It is reasonable for workers to benefit when
the company does well regardless of the cause—as do company owners, investors,
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and often executives. And when a portion of workers’ pay is tied to outcomes they
can control, it is a strong motivator for workers to improve their performance.
If variable pay is awarded based only on company-wide performance, there may be
less of an incentive for workers to improve individual performance. But workers also
shouldn’t be excluded from receiving a share of their company’s upside profits.
We urge policymakers to consider how government can promote a balance
between the portion of workers’ variable pay that is tied to outcomes they directly
control versus company-wide performance metrics.
How do you limit the unintended consequences of inclusive capitalism policies?
Government has adopted a wide variety of policies to support inclusive capitalism. As a consequence, more companies share capital with their workers and
companies benefit from a more invested and productive workforce.

Not surprisingly, some companies have taken advantage of government incentives while undertaking actions that may hurt workers and make the business
environment less stable. Companies have used employee stock ownership plans,
for example, to leverage capital for hostile takeovers that have placed significant
additional risks onto to workers.135
We urge policymakers to consider how to ensure that government programs
reward only companies that achieve the intended goals of inclusive capitalism and
not companies that take unfair advantage of legal loopholes.
Should government only support inclusive capitalism in the form
of employee ownership?
Existing government policies that support inclusive capitalism are primarily
focused on providing benefits to companies with employee-ownership structures
such as employee stock ownership plans. Far fewer policies promote inclusive
capitalism programs without an ownership component—such as gain and cash
profit sharing.

Proponents of employee ownership argue that it is the workers’ role as owners
that provide the unique benefits of inclusive capitalism. While this role must be
fostered through education and management structures, workers who see themselves as owners—and not just wage earners—feel fully invested in the future of
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the company and consequently have an especially strong interest in improving
company performance.136
In addition, it is argued that worker-owned companies are anchored to the
communities where they are based and as a consequence provide larger societal
benefits to that community.137 As the beneficial owners of their companies, workers can emphasize both return to profits and sustainable growth that considers the
needs of other community stakeholders as well as the environment.138 Also, at a
time when so many jobs are going overseas, employee ownership can ensure that
local jobs are maintained and that wealth is rooted in the community where it was
created. Finally, worker ownership is often thought to be beneficial for democracy—giving workers a real, participatory role in their work life that can translate
into their civic life.139
In short, there is something special about broad-based worker ownership. Yet
many of the benefits of inclusive capitalism—such as increased firm performance
and employee compensation—also occur without ownership.140 Employers
recognizing the benefits of short-term and long-term sharing rewards often adopt
employee-ownership models along with other types of sharing programs.
We urge policymakers to consider how best to support all types of inclusive capitalism, including gain sharing and profit sharing and not just ownership.
How do you encourage all types of companies to adopt sharing policies?
There are multiple reasons why companies may not adopt broad-based sharing programs, including: CEOs and top executives lack information about inclusive capitalism programs or expertise on how to adopt them; they are skeptical that inclusive
capitalism programs will improve business performance and investor results; or they
are unwilling to share power and capital income with their workers.

Most of the recent policy activity around inclusive capitalism has been focused
around policies that most affect small and medium-size companies and startups. One area of focus for example—benefit corporation status—is particularly
attractive to ideologically motivated startup companies that want to ensure that
the wellbeing of workers and other stakeholders does not become subservient to
shareholder returns as the company grows. Similarly, ESOP policy has generally
motivated owners of small and medium-size businesses to convert their ownership structure upon their retirement.

Policy mechanisms | www.americanprogress.org

35

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

Less attention has been paid to encouraging the adoption of inclusive capitalism
programs at large, established public corporations even though these companies
have the power to establish compensation norms throughout their industries and
employ more than half of all private-sector workers.141
We urge policymakers to consider how to encourage sharing among more companies, especially with large, established companies that are unlikely to change their
entire business structure in order to share with workers.
How much influence should workers have over management of their company?
Inclusive capitalism programs allow workers to reap the financial benefits of
ownership, but don’t necessarily grant them influence over the management of
the company. Certainly, there are no laws restricting companies from implementing ways for workers to participate in firm governance, but there is little incentive
from government to encourage companies to do so.142

Companies may choose to extend full voting rights to workers in privately held
employee stock ownership plans, but by default, ownership is held in trust for
workers. Employee stock ownership plan trustees are chosen by boards. Trustees
are required to administer the plan in the employees’ best interest and are empowered to vote workers’ shares.143 Generally, only on major corporate issues such
as mergers, consolidation, liquidation, and or dissolution must a privately held
company pass through voting rights to workers.
Tom Taulli—a principal at Bridgewater Capital, a Newport Beach, California,
investment firm—in explaining the lack of influence of worker-owners said, “The
nice thing about ESOPs is that owners can have their cake and eat it, too. They get
some liquidity, personal tax advantages, and also can retain control.”144
Employees receive voting rights in broad-based stock option plans and employee
stock purchase plans only if they work for a publicly traded company, and they
hold onto their shares after purchase though most sell their shares immediately.
Moreover, there is no legal requirement for employees participating in cash profit
sharing or gain sharing to receive a governance role since they do not receive stock.
Supporters of this relationship argue that legal regulations should set a modest bar
for corporate governance but not a ceiling—which allows companies to become
increasingly democratic over time. Limiting regulation, they argue, will encourage
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many more companies to adopt these practices than would be the case if worker
participation requirements were more stringent.145
Additionally, supporters argue that firm executives exert the most influence
through the day-to-day management of the firm rather than through voting rights
and that the financial benefits component of inclusive capitalism—along with
more say of workers over their own jobs—is what is needed. Workers want the
income benefits of ownership, not participation in corporate decision making,
they say.146 What’s more, it would be difficult for the companies to obtain financing from private lenders if workers were to have too much influence.
But this can also be a frustrating balance for workers who believe as stakeholders
in the company they should participate in company decision making. A similar but
broader concern could be applied to the entirety of workers’ retirement savings—
whether held in an inclusive capitalism-type account or a standard 401(k) or pension—when workers are company owners with little if any effective influence.147
We urge policymakers to consider whether incentives to promote inclusive capitalism should also encourage companies to give workers greater participation in
corporate management and if so, what level of influence.
What is the relationship between inclusive capitalism policy
and worker decision-making ability?
Inclusive capitalism programs at their best can imbue workplaces with a collective
entrepreneurial spirit, where all workers feel invested and empowered to make
decisions in their company’s best interests.

Research on inclusive capitalism programs consistently finds that companies and
workers do best when they have more autonomy on the job, greater job security,
and are allowed to participate in decision making.148 This decision making can
occur through unions, employee involvement committees, or team production
arrangements that allow workers more say over how they achieve work tasks.
Workers need to have job security in order to recommend labor-saving improvements that could potentially jeopardize their current position. And they need a
measure of autonomy over their individual work along with input into broader
workplace systems in order to effectively recommend and implement changes.149
In short, when workers have a high level of job security and involvement in decision making over their work at the job and department level, they are best able to
take advantage of the incentives of inclusive capitalism.
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Numerous studies have confirmed this link between the success of inclusive capitalism programs and worker participation. As early as 1987 the General Accounting
Office—now the Government Accountability Office—found that employee stock
ownership plans are associated with improved corporate performance only when
they are combined with participative decision-making structures.150
More recently academics Richard Freeman, Joseph Blasi, and Douglas Kruse
examined a set of studies based on the General Social Survey and a sample of
more than 40,000 employees in companies with inclusive capitalism. The result of
their investigation found that inclusive capitalism “works best when it combines
monetary incentives with employee decision-making and personnel and labor
policies that empower and encourage employees.”151 Further, an even more expansive 2012 study—reviewing 780 companies employing more than 300,000 workers—by the same authors confirms that the best results happen when broad-based
inclusive capitalism is combined with a supportive company culture.152
Yet government policies do little to ensure that companies adopt participatory
structures along with financial incentive programs—or even to educate companies about the benefits of increased worker participation. And in cases where
companies are not adopting these structures, government may well be rewarding
practices that provide little public benefit.
We urge policymakers to consider how to encourage more participation by workers in the daily operations of companies with inclusive capitalism programs.
How much transparency and oversight should there be of payout formulas?
Inclusive capitalism programs allow workers to reap the financial benefits of
investment but often grant them little oversight over how these funds are paid out.
Complicated sharing formulas may obscure how payments to workers are derived
and lead workers to question whether companies are manipulating financial
reporting in order to reduce worker compensation. As a result workers may question whether they are receiving their fair share of company payouts.

For this reason General Motors and the United Auto Workers union tied profitsharing payments for hourly workers to the whole of GM’s earnings before
income and tax—a publically available figure—in their last round of contract
negotiations.153
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We urge policymakers to consider how to encourage companies with inclusive
capitalism programs to create transparent sharing formulas with fair and easy to
understand metrics.
Is retirement policy the best way to promote inclusive capitalism?
Government policies to support inclusive capitalism tend to favor programs that
are structured as retirement savings, such as employee stock ownership plans,
deferred profit sharing, and employer contributions to 401(k)s. This structure
allows workers to enjoy the benefits of ownership while encouraging savings for
retirement, which is particularly valuable for many Americans who face severe
deficits in their retirement savings.

But delivering the benefits of inclusive capitalism through retirement can potentially represent a significant risk to workers since company failure could cause
workers to lose their jobs and wipe out their retirement savings as was the case in
high-profile failures of Enron, United Airlines, and to a lesser extent, the multimedia corporation the Tribune Company.154
Fortunately these sorts of horror stories are rare. Research shows that both public
and private companies with employee stock ownership plans are less likely than
their counterparts without employee ownership to go bankrupt or disappear for
another reason.155 Moreover, most ESOP retirement benefits are awarded in addition to, rather than as a substitute for other retirement benefits, so company failure
would not typically wipe out a worker’s entire retirement savings. Employee stock
ownership plans are four times more likely to have defined benefit pension plans
and more than five times more likely to have 401(k) plans than workers in comparable companies without sharing programs.156
But the risk associated with an over-concentration of employer stock in a company 401(k) is more common. Indeed, 401(k) plan employee ownership is
the most common form of employee ownership financed by worker savings in
contrast to employee stock ownership plans, which generally do not use worker
savings. Companies can use stock in this way as a financing tool—there is no cash
cost to the employer of providing the stock and the employer can take a tax deduction for the contribution.157 There is no limit on how much in employer securities
401(k) plans can hold.158 On average, workers hold 14 percent of their net wealth
in employer stock, and almost 16 percent of workers hold twice that amount—
28 percent of their net wealth.159 Most often workers own this stock as part of their
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401(k) plan.160 In comparison, a pension fund generally may not hold more than
10 percent of its assets in employer stock.
When workers are exposed to excessive risk—based on a worker’s level of economic
security—all the positive benefits of inclusive capitalism to both workers and the
company can be reversed, according to researchers Blasi and Kruse from Rutgers
University and Harry Markowitz from the University of California, San Diego.161
Conversely, there are significant benefits in allowing workers to receive their benefits immediately rather than waiting until retirement. Immediate sharing can serve
as a strong motivation for workers to improve performance and gives them the
flexibility to use their capital in the way they see fit—just as other owners would.
Many companies provide both deferred- and immediate-sharing benefits for
exactly these reasons. But many immediate-sharing programs, such as gain sharing
and cash profit sharing, enjoy little government support.
We urge policymakers to consider how to limit the risks of participation in retirement-based inclusive capitalism programs and how to promote different timelines
for when workers receive rewards other than primarily upon retirement.
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Conclusion
Since the founding of our nation, American companies have shared capital with
their workers. Policymakers across all ideological lines have long sought to promote this sharing with government incentives. Yet these policies have never taken
hold as the predominant way companies conduct business.
Today the American economy is in crisis. As a nation we face weak economic
growth, excessive speculative economic activities that don’t build societal wealth,
high unemployment, stagnant worker compensation, and dramatic differences in
income and wealth between the struggling middle class and the very rich.
Inclusive capitalism, when implemented correctly, can begin to address these fundamental problems with our economy while simultaneously improving workers’
wellbeing and the performance of businesses.
Despite this potential, however, inclusive capitalism policies are thought of as
serving only a small subset of socially concerned business owners rather than as
a way to build our entire economy. Part of the problem is that policymakers and
advocates who support inclusive capitalism tend to focus on promoting only their
particular brand of sharing.
Additionally, the way that the private sector has sometimes adopted sharing
practices also contributes to the problem. Headline-grabbing failures of companies like Enron and United Airlines—which have required workers to take
on too much risk, without allowing them a say in company management, daily
decision-making or the way they receive and invest their capital shares—have
soured some on the notion of inclusive capitalism. Although this is clearly a case
of a few bad apples spoiling the barrel, these stories skew the public’s perception
of inclusive capitalism and highlight the fact that government too often supports
this type of “bad” sharing.
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In order to raise inclusive capitalism as a viable solution to alleviate many of the
problems plaguing our economy, policymakers should—building on the success
of existing policies to promote employee stock ownership plans—advocate more
broadly for policies to promote various types of inclusive capitalism. Further, government should encourage broad-based sharing that empowers workers, both to
influence the profits they receive and to participate in company decision making.
This report represents an effort by American Progress’ American Worker Project
to jump-start a dialog on government’s role in incentivizing broad-based sharing.
We have also released state and federal policies to promote inclusive capitalism,
and we will continue conversations on this topic with policymakers, advocates
and business owners in the coming months.162
Policymakers as diverse as former President Ronald Reagan and former Vice
President and Sen. Hubert Humphrey Jr. have lent their rhetorical support to
widespread capital ownership. Likewise, today’s legislators, from Sen. Bernie
Sanders (I-VT) to Rep. Dana Rohrabacher (R-CA), have continued in this tradition of bipartisan support. Now it is time for American policymakers and policy
advocates to elevate these concepts to the larger debate about how government
can rebuild our economy to work for all of us.

42

Center for American Progress | Growing the Wealth

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

About the authors
David Madland is the Director of the American Worker Project at the Center for

American Progress. He has written extensively about the economy and American
politics in such places as The Washington Post and Los Angeles Times, appeared
frequently on CNN, C-SPAN, and Fox News, and has been a guest on dozens of
radio talk shows across the United States. Madland writes regularly about unions,
retirement policy, and public opinion. His current work focuses on the importance of the middle class to the economy and democracy as well as policies to
restore the strength of the middle class.
Madland has a doctorate in government from Georgetown University and
received his bachelor of science from the University of California, Berkeley. He is
the co-author of Interest Groups in Elections, a book about the role and influence of
interest groups in American democracy and is the author of a number of academic
articles. He has worked on economic policy for Rep. George Miller (D-CA) and
has consulted for several labor unions.
Karla Walter is the Associate Director of the American Worker Project at the Center

for American Progress. She focuses primarily on improving the economic security of
American workers by increasing workers’ wages and benefits, promoting workplace
protections, and advancing workers’ rights at work. Prior to joining CAP Walter was
a research analyst at Good Jobs First—providing support to officials, policy research
organizations, and grassroots advocacy groups striving to make state and local economic development subsidies more accountable and effective.
Walter has co-authored several studies that promote economic development
policies that meet workers’ needs and advocate for greater corporate accountability. Previously, she worked as a legislative aide for Wisconsin State Rep. Jennifer
Shilling (D-La Crosse). Her work has been referenced in The New York Times and
other newspapers. Walter earned a master’s degree in urban planning and policy
from the University of Illinois at Chicago.

About the authors | www.americanprogress.org

43

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

Acknowledgements
The authors would like to thank Liz Bailey, Margaret Bau, Mary Ann Beyster,
Joseph Blasi, Ron Bloom, Ray Carey, Jay Coen Gilbert, Steve Dubb, Linda Ewing,
Steven Fisher, Richard Freeman, Neil Gladstein, Brian Golden, Seth Hanlon,
Fred Humphries, Don Jamison, Andrew Kassoy, Michael Keeling, Douglas Kruse,
Christopher Mackin, Stephen Magowan, Richard May, Bill McIntyre, Nathan
Milikowsky, Alex Moss, Michael Peck, Loren Rodgers, Corey Rosen, Dallas
Salisbury, Damon Silvers, Stephanie Silverman, Steve Sleigh, Martin Staubus,
James Steiker, Andrew Stern, and others for their comments, input, and guidance.
Please note the above mentioned do not necessarily agree with or endorse everything in this report.

44

Center for American Progress | Growing the Wealth

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION

Endnotes
1 Edward Coates, “Profit Sharing Today, Plans and Provisions” (Washington: Bureau of Labor Statistics, 1991).
2 Joseph Blasi, Douglas Kruse, and Rhokeun Park,
“Shared Capitalism in the U.S. Economy.” In Douglas
Kruse, Richard Freeman, and Joseph Blasi, eds., Shared
Capitalism at Work: Employee Ownership, Profit and Gain
Sharing, and Broad Based Stock Options (Chicago and
London: The University of Chicago Press, 2010).
3 Jonathan Katz, “U.S. Steel Reaches Labor Agreement:
Four-year contracts include annual 4% wage increases,”
Industry Week, September 10, 2008; “Southwest
Airlines Fact Sheet,” available at http://www.southwest.
com/html/about-southwest/history/fact-sheet.
html#financial_statistics (last accessed July 2012).
4 CNN Money, “25 Top-Paying Companies,” available at
http://money.cnn.com/galleries/2012/pf/jobs/1201/
gallery.best-companies-pay.fortune/15.html (last accessed July 2012).
5 The employee stock ownership plan owns 32 percent
of New Belgium Brewing. See: National Center For
Employee Ownership, “ESOP Case Study: New Belgium
Brewing” (2007), available at http://www.nceo.org/
assets/ESOP-employee-ownership-case-studies/esopcase_07_2007.pdf (last accessed July 2012).
6 Joseph Blasi, Richard Freeman, and Douglas Kruse, “Do
Workers Gain by Sharing? Employee Outcomes Under
Employee Ownership, Profit Sharing and Broad Based
Stock Options.” In Kruse, Freeman, and Blasi, Shared
Capitalism at Work; Robert Buchele and others, “Show
Me the Money, Does Shared Capitalism Share the
Wealth?” In Kruse, Freeman, and Blasi, Shared Capitalism
at Work.
7 Ibid; Joseph Blasi and Douglas Kruse, “Employee
Ownership, Employee Attitudes and Firm Performance:
A Review of the Evidence.” In Daniel Mitchell, David
Lewin, and Mahmood Zaidi, eds., Handbook of Human
Resources Management (Greenwich: JAI Press, 1997);
Rhokeun Park, Douglas Kruse, and James Sesil, “Does
Employee Ownership Enhance Firm Survival?” In Virginie Perotin and Andrew Robinson, eds., Advances in
the Economic Analysis of Participatory and Self-Managed
Firms (Greenwich: JAI Press, 2004); Margaret Blair, Douglas Kruse, and Joseph Blasi, “Is Employee Ownership an
Unstable Form? Or a Stabilizing Force?” In Thomas Kochan and Margaret Blair, eds., New Relationship: Human
Capital and the American Corporation (Washington: The
Brookings Institution, 2000); Douglas Kruse, “Research
Evidence on the Prevalence and Effects of Employee
Ownership,” Testimony before the Subcommittee on
Employer-Employee Relations, House Committee on
Education and the Workforce, February 11, 2002, available at http://www.ownershipassociates.com/kruse.
shtm; Eric Kaarsemaker, “Employee Ownership and
Human Resources Management: A Theoretical and Empirical Treatise with a Digression on the Dutch context,”
Ph.D. dissertation, Radbound University, 2006; Steven
F. Freeman, “Effects of ESOP Adoption and Employee
Ownership: Thirty years of Research and Experience.”
Working Paper 07-01 (University of Pennsylvania, 2007);
Douglas Kruse, Joseph Blasi, and Richard Freeman,
“Does Linking Worker Pay to Firm Performance Help
the Best Firms Do Even Better?” Working Paper 17745
(National Bureau for Economic Research, 2012).
8 Kruse, “Research Evidence on the Prevalence and Effects of Employee Ownership.”

9 Yael Hochberg and Laura Lindsey, “Incentives, Targeting
and Firm Performance: An Analysis of Non-Executive
Stock Options,” Review of Financial Studies 23 (11)
(2010). Operating performance is measured as return
on assets.
10 Aaron Bernstein, Joseph Blasi, and Douglas Kruse, In
the Company of Owners: The Truth about Stock Options
(and Why Every Employee Should Have Them) (New York:
Basic Books, 2003). Authors found that, on average,
companies and investors gave workers an 8 percent
ownership stake and in return enjoyed an average of
a 2 percentage point return on the diluted shares they
still held.
11 Stephen Smith, “Political Behavior as an Economic
Externality: Econometric Evidence on the Relationship
between Ownership and Decision Making Participation
in U.S. Firms and Participation in Community Affairs.”
In Derek C. Jones and Jan Svejnar, eds., Advances in the
Economic Analysis of Participatory and Labor-Managed
Firms, vol. 1 (Greenwich, CT: JAI Press, 1985); Freeman,
“Effects of ESOP Adoption and Employee Ownership.”
12 Ronald Reagan, “Project Economic Justice,” Speech
presented at the White House, August 3, 1987.
13 Hubert Humphrey Jr., “Letter to the Editor,” The Washington Post, July 20, 1976.
14 Sen. Bernie Sanders proposed two pieces of legislation last session to support employee ownership:
The Worker Ownership, Readiness and Knowledge
Act, Senate Bill 3421, 112th Cong. (2012); To Provide
for the Establishment of the United States Employee
Ownership Bank, Senate Bill 3419, 112th Cong. (2012).
Rep. Fattah, Sen. Ayotte, and Rep. Rohrabacher have
introduced inclusive capitalism legislation this session. They are respectively the authors of The National
Cooperative Development Act, House Resolution
3677, 112th Cong. (2011); A Bill to Modify the Definition of Fiduciary Under the Employee Retirement
Income Security Act of 1974 to Exclude Appraisers of
Employee Stock Ownership Plans Senate Bill 1232,
112th Cong. (2011); To Amend the Internal Revenue
Code of 1986 to Exclude From Gross Income Compensation Received by Employees Consisting of Qualified
Distributions of Employer Stock, House Resolution
786, 112th Cong. (2012).
15 Blasi, Freeman, and Kruse, eds., Shared Capitalism at
Work.
16 Ibid.
17 Blasi, Freeman, and Kruse, “Does Linking Worker Pay to
Firm Performance Help the Best Firms Do Even Better?”
18 Joseph Blasi, Richard Freeman, and Douglas Kruse, “Inclusive Capitalism for the American Workforce: Reaping
the Rewards of Economic Growth Through Broad-Based
Employee Ownership and Profit Sharing” (Washington:
Center for American Progress, 2011).
19 Franz Christian Ebert, Konstantinos Papadakis, and
Raymond Torres, “Executive Compensation: Trends and
Policy Issues” (Geneva: International Labour Organization and the International Institute for Labour Studies,
2008), available at http://www.ilo.org/public/english/
bureau/inst/publications/discussion/dp19008.pdf; Peter Whoriskey, “Breakaway Wealth: With Executive Pay,
Rich Pull Away from Rest of America,” The Washington
Post, June 18, 2011.

Endnotes | www.americanprogress.org

45

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
20 David Madland, “Making Our Middle Class Stronger: 35
Policies to Revitalize America’s Middle Class,” (Washington: Center for American Progress, 2012). Karla Walter,
“A Sweet 16 to Build a Strong Middle Class: Policies to
Strengthen the Foundation of Our Economy” (Washington: Center for American Progress, 2012).

38 Jeff Gates, The Ownership Solution (New York: Perseus
Books, 1998).

21 Martin Imhof, “Germany Establishes New Provisions on
Executive Compensation” (Germany: World Services
Group, 2009).

41 Sen. Bernie Sanders proposed two pieces of legislation last session to support employee ownership:
The Worker Ownership, Readiness and Knowledge
Act, Senate Bill 3421, 112th Cong. (2012); To Provide
for the Establishment of the United States Employee
Ownership Bank, Senate Bill 3419, 112th Cong. (2012).
Rep. Fattah, Sen. Ayotte, and Rep. Rohrabacher have
introduced inclusive capitalism legislation this session.
They are respectively the authors of The National
Cooperative Development Act, House Resolution 3677,
112th Cong. (2011); A Bill to Modify the Definition of
Fiduciary Under the Employee Retirement Income
Security Act of 1974 to Exclude Appraisers of Employee
Stock Ownership Plans Senate Bill 1232, 112th Cong.
(2011); To Amend the Internal Revenue Code of 1986
to Exclude From Gross Income Compensation Received
by Employees Consisting of Qualified Distributions of
Employer Stock, House Resolution 786, 112th Cong.
(2012).

22 Blasi, Freeman, and Kruse, “Shared Capitalism in the U.S.
Economy.”
23 Crowe Horwath, “A Comprehensive Guide to ESOPs”
(2008), available at https://www.croweesopadvantage.
com/pdfs/Comprehensive%20Guide%20to%20ESOPs.
pdf (last accessed June 2012). Shares in the account
are allocated to workers’ individual accounts based on
relative pay or some more equitable formula.
24 National Center for Employee Ownership, “How an Employee Stock Ownership Plan (ESOP) Works,” available
at http://www.nceo.org/main/article.php/id/8/ (last
accessed June 2012).
25 Leveraged employee stock ownership plans may also
be used to finance expansion, spin off divisions or
subsidiaries, or make acquisitions.
26 Offering period can be extended to five years if the
purchase price is based on the fair market value at the
time of purchase.
27 William Wiatrowski, “401(k) Plans Move Away From
Employer Stock as Investment Vehicle,” Monthly Labor
Review 131 (11) (2008).
28 In the case of stock grants, employees are required to
report and pay taxes on compensation income once
the stock is fully vested, but may file an 83(b) election
to do so before it vests. See, for example: Kaye A.
Thomas, “Compensation in Stock and Options: Section
83b Election,” available at http://fairmark.com/execcomp/sec83b.htm (last accessed June 2012).
29 26 USC § 401, “Qualified pension, Profit-Sharing, and
Stock Bonus Plans,” available at http://www.law.cornell.
edu/uscode/text/26/401.
30 Note that Kruse, Freeman, and Blasi, “Shared Capitalism
at Work,” did not include restricted stock, phantom
stock, or stock appreciation rights in their categorizations. We have grouped these programs with stock
options based on our own analysis of the programs.
31 National Center for Employee Ownership, “Employee
Stock Options Fact Sheet,” available at http://www.
nceo.org/articles/employee-stock-options-factsheet.
32 Blasi, Kruse, and Park, “Shared Capitalism in the U.S.
Economy.
33 Ibid.
34 Ibid.
35 Edward Coates, “Profit Sharing Today: Plans and Provisions” (Washington: Bureau of Labor Statistics, 1991),
available at http://www.bls.gov/opub/mlr/1991/04/
art3full.pdf.
36 Ibid.
37 Sanford Jacoby, Modern Manors: Welfare Capitalism
Since the New Deal (Princeton, NJ: Princeton University
Press, 1997).

46

Center for American Progress | Growing the Wealth

39 Humphrey, “Letter to the Editor.”
40 Reagan, “Project Economic Justice.”

42 Jacoby, Modern Manors.
43 Ibid., p. 13–14.
44 Many employers began awarding workers stock bonuses in lieu of profit sharing during the stock market
boom of the 1920s, but the stock market crash of 1929
and ensuing depression made these plans worthless.
See: Coates, “Profit Sharing Today.”
45 Congressional Budget Office, “Tax Policy for Pensions
and Other Retirement Saving” (1987), available at
http://www.cbo.gov/sites/default/files/cbofiles/
ftpdocs/50xx/doc5011/doc05-entire.pdf.
46 Employee Benefits Research Institute, “Databook on
Employee Benefits” (2009), available at http://www.ebri.
org/pdf/publications/books/databook/dbappxe.pdf.
See “Appendix E: Legislative History.”
47 Congressional Budget Office, “Tax Policy for Pensions
and Other Retirement Saving.”
48 Blair Moody, “Republican Party’s New Deal is Seen as
Based on Profit Sharing: Senate Group Gathers Facts,”
The Milwaukee Journal, November 27, 1938, available at
http://news.google.com/newspapers?nid=1499&dat=
19381127&id=hXYxAAAAIBAJ&sjid=HCIEAAAAIBAJ&
pg=6672,2818580.
49 Ibid.; “The Government: To Share or Not to Share?”,
Time, December 5, 1938, available at http://www.time.
com/time/magazine/article/0,9171,760430-2,00.html.
Vandenberg insisted in one interview that he was
not promoting profit sharing to stabilize the national
economy but rather to stabilize labor management
relations. Vandenberg argued, however, that profit
sharing could “preserve the profit system of capitalism,”
indicating that he had a broader vision for how profit
sharing would affect the economy. See: Jacoby, Modern
Manors.
50 Moody, “Republican Party’s New Deal Is Seen as Based
on Profit Sharing”; Jacoby, Modern Manors.
51 Ibid.; Teresa Ghilarducci, Labor’s Capital: The Economics
and Politics of Private Pensions (Cambridge: Massachusetts Institute of Technology, 1992).
52 Jacoby, Modern Manors.

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
53 Coates, “Profit Sharing Today”; “Labor: Sharing the
Profits.”
54 “Labor: Sharing the Profits”; “Sharing the Profits: Businessmen Get a New Religion,” Time, December 6, 1954,
available at http://www.time.com/time/magazine/
article/0,9171,820984,00.html#ixzz1fEG8xtgA.
55 Kruse, Blasi, and Park, “Shared Capitalism in the U.S.
Economy.” Author’s analysis of the Bureau of Labor Statistics, “National Compensation Survey,” (2003 and 2005).
56 Dickson Buxton and John Menke, “The Origin and
History of the ESOP and its Future Role as a Business
Succession Tool,” Journal of Financial Service Professionals (May 2010), available at http://www.menke.com/
archives_articles/origin-history-of-esops.pdf; Blasi,
Employee Ownership, p. 18. Early employee stock ownership plans were eligible to apply for an exemption
based on a 1953 IRS ruling allowing corporations to use
profit sharing or stock bonus plans to borrow money
for investment in company stock.
57 Ibid.
58 Mortimer Adler and Louis Kelso, The Capitalist Manifesto
(New York: Random House, 1958).
59 Buxton and Menke, “The Origin and History of the ESOP
and its Future Role as a Business Succession Tool”; Blasi,
Employee Ownership.
60 Blasi, Employee Ownership, p. 21.
61 Blasi, Kruse, and Park, “Shared Capitalism in the U.S.
Economy.” See Table 1.1. According to authors’ analysis
of the 2006 General Social Survey, 14 percent of American workers reporting they participate in a combination of share capitalism programs.
62 A pioneering group of academics and practitioners
have identified inclusive capitalism programs as a
cohort and a small body of research is being developed
on the effects of these programs on workers and businesses. See, for example: Kruse, Freeman and Blasi, eds.,
Shared Capitalism at Work.
63 Joseph Blasi, unpublished manuscript on the history of
inclusive capitalism in the United States. Used with the
permission of the author.
64 John Rogers Commons and others, The History of
Labour in the United States, Volume 1 (New York: The
MacMillan Company, 1918).
65 Ibid. The Philadelphia cordwainers’ cooperative was
formed after judge ruled their labor organization was
illegal and the Union Society of House Carpenters
offered work at a 25 percent discount from the prices
charged by master craftsmen. Trade union co-operatives became increasingly popular in the 1830s, however, and many were successful. Newspaper accounts
of that era, for example, report on the success of several
worker cooperatives in Philadelphia (including one
of the city’s largest furniture stores) where the city’s
central union supported the idea.
66 Jacoby, Modern Manors; Jennifer Klein, For All These
Rights: Business, Labor and the Shaping of America’s
Public-Private Welfare State (Princeton, NJ: Princeton
University Press, 2003).
67 National Civic Federation, Profit Sharing by American
Employees (New York: E. P. Dutton & Company, 1920), p.
368.
68 “The Mike Wallace Interview: Walter Reuther, January
25, 1958,” available at http://www.hrc.utexas.edu/

multimedia/video/2008/wallace/reuther_walter.html;
Anthony Carew, Walter Reuther (Lives of the Left) (Manchester: Manchester University Press, 1993).
69 John McCarthy and others, “Solidarity and Sharing:
Unions and Shared Capitalism.” In Edward Carberry, ed.,
Employee Ownership and Shared Capitalism, New Directions in Research (Ithaca, NY: Cornell University Press,
2011), p. 32–33; United Auto Workers, “Special Convention on Collective Bargaining,” Resolution, March 22–24,
2011, available at http://uaw.org/sites/default/files/
Approved_ResolutionWEB-2.pdf.
70 Ibid.
71 H. B. Shaffer, “Profit Sharing in Industry.” In Editorial
Research Reports 1962 (Vol. II) (Washington: CQ Press,
1962).
72 UAW Ford Report, “Breakthrough in Job Security”
(1982).
73 Alisa Priddle, “Ford Workers OK UAW Deal: Agreement
to Keep Costs Close to Rivals, Help Credit Rating,” The
Detroit News, October 19, 2011. Bryce G. Hoffman,
Alisa Priddle, and Christina Rogers, “Ford, UAW Deal
Pledges $16K in Bonuses, Profit Sharing Payouts,” The
Detroit News, October 4, 2011. GM also offered its
nearly 600,000 workers and retirees an opportunity to
purchase company stock at the company’s initial public
stock offering in late 2010. The company set aside 5
percent of the 365 million shares in the offering for
current and former employees to purchase at its initial
public offering price—a price unavailable to an average
investor. See: Bill Vlasic and Nick Bunkley, “G.M. Retirees
Weigh Buying Its Stock Again,” The New York Times,
November 14, 2010.
74 Matthew Dolan and Sharon Terlep, “Pension Trusts
Strapped,” The Wall Street Journal, November 7, 2011,
available at http://online.wsj.com/article/SB100014240
52970203707504577011901934288534.html.
75 Buxton and Menke, “The Origin and History of the ESOP
and its Future Role as a Business Succession Tool.”
76 Pilots and machinists accepted pay cuts ranging from
approximately 12 percent to 15 percent, and nonunion
employees took 8.25 percent cuts in pay. Flight attendants chose not to participate in the employee stock
ownership plan. See: Thomas Kochan, “Rebuilding the
Social Contract at Work: Lessons from Leading Cases.”
Working Paper WP09 (Institute for Work and Employment Research, 1999), available at http://www.dol.gov/
oasam/programs/history/herman/reports/futurework/
conference/contract/united.htm.
77 Chris O’Malley, “ESOP Regrets: Worker Ownership was
UAL Nightmare,” The Indianapolis Star, July 27, 2003,
available at http://archives.californiaaviation.org/
airport/msg27105.html. The International Association
of Machinists and Aerospace Workers estimated that
at the end of 1999—when United was healthy—an
employee who had accumulated 1,000 shares was
sitting on about $90,000. But after the bankruptcy announcement, the value of those shares fell to $2,500.
78 Farhad Manjoo, “United’s ESOP Fable: Did Employee
Stock Ownership Drive the Airline into Bankruptcy?”,
Salon, December 12, 2002, available at http://www.
salon.com/2002/12/12/esop/singleton/. The postSeptember 11 market slump and competition from
low-cost carriers have also been blamed for contributing to United’s bankruptcy.
79 Adam Bryant, “Can Unions Run United Airlines?”, The
New York Times, December 9, 1993; Robert L. Rose and
Erle Norton, “ESOP Fables: UAL Worker-Owners May

Endnotes | www.americanprogress.org

47

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
Face Bumpy Ride If the Past Is a Guide—Pay and Management Snags Can Hamper Such Firms, As Weirton
Steel Found—But Avis’s Switch Pays Off,” The Wall Street
Journal, December 23, 1993.

89 National Center for Employee Ownership, “ESOP Tax
Incentives and Contribution Limits,” available at http://
www.nceo.org/articles/esop-tax-incentives-contribution-limits (last accessed June 2012).

80 Ed Bean and Alex Kotlowitz, “Spate of Corporate BuyOuts by ESOPs Raises Questions of Benefits to Workers,”
The Wall Street Journal, September 30, 1987; Adam
Bryant, “Labor Rifts Return to Employee-Owned United
Airlines,” The New York Times, January 17, 1997; Adam
Bryant, “A Risky Test of Wills,” The New York Times, February 13, 1997.

90 “How to Choose an Employee Stock Plan for Your
Company,” available at http://www.nceo.org/articles/
choosing-employee-stock-plan (last accessed March 9,
2013); Adler and Kelso, The Capitalist Manifesto.

81 Kochan, “Rebuilding the Social Contract at Work.”

92 Crowe Horwath, “A Comprehensive Guide to ESOPs.”
The employee stock ownership plan must also own at
least 30 percent of the company’s stock immediately
after the sale.

82 Research shows, for example, that both public and
private companies with employee stock ownership
plans are less likely than their counterparts without
employee ownership to go bankrupt or disappear for
another reason, and ESOP retirement benefits typically
awarded in addition to, rather than as a substitute for
other retirement benefits. Employee stock ownership
plans are four times more likely to have defined benefit
pension plans and more than five times more likely to
have 401(k) plans than workers in comparable companies without sharing programs. See, for example: Park,
Kruse, and Sesil, “Does Employee Ownership Enhance
Firm Survival?”; Blair, Kruse, and Blasi, “Is Employee
Ownership an Unstable Form?”; National Center for
Employee Ownership, “Largest Study Yet Shows ESOPs
Improve Performance and Employee Benefits,” available
at http://www.nceo.org/articles/esops-improve-performance-employee-benefits (last accessed June 2012);
Douglas Kruse and Joseph Blasi, A Population Study of
the Performance of ESOP and Non-ESOP Privately-Held
Firms (New Brunswick: Rutgers University School of
Management and Labor Relations, 2001).
83 General Social Survey, 2006 and 2010. The 2010
General Social Survey reports that slightly more
union workers (10.3 percent) hold stock options than
nonunion workers (9.3 percent); while 15 percent of
union workers hold company stock compared to 17.4
percent of nonunion workers. According to the 2006
General Social Survey, 18.6 percent of union workers
are covered by a profit-sharing agreement and 12.4
percent by a gain-sharing agreement compared to
nonunion worker participation rates of 39.3 percent
and 27 percent respectively. Though the sample sizes
of the survey are very small, it is the best data available
on this topic.
84 Richard Trumka, Testimony before the Subcommittee on Capital Markets, Insurance, and Government
Sponsored Enterprises, House Committee on Financial
Services, March 3, 2004, available at http://waysandmeans.house.gov/legacy/oversite/107cong/3-5-02/35trum.htm.
85 Chris Cooper, Michael Peck, and Rob Witherell, “Sustainable Jobs, Sustainable Communities: The Union
Co-op Model” (United Steelworkers, Mondragon, Ohio
Employee Ownership Center, 2012).

48

91 “Tax Advantages of ESOPs: C and S,” available at http://
www.esopassociation.org/about/about_tax.asp.

93 Iowa House File 2465 allows sellers to exclude 50
percent of the net capital gain from the sale to an employee stock ownership plan from their state income
taxes if the sale results in the employee stock ownership plan owning 30 percent or more of the company.
94 National Center for Employee Ownership, “ESOPs in
S Corporations,” available at http://www.nceo.org/
articles/esops-s-corporations (last accessed June 2012).
Most states have statutes that mirror these provisions.
95 Crowe Horwath, “A Comprehensive Guide to ESOPs.”
96 The Employee Ownership Foundation, “The ESOP
Association and the Employee Ownership Foundation
Release Results of the 2010 ESOP Company Survey,”
Press release, August 11, 2010, available at http://
www.esopassociation.org/blog/template_permalink.
asp?id=303.
97 26 USC § 1042, “Sales of Stock to Employee Stock
Ownership Plans or Certain Cooperatives,” available at
http://www.law.cornell.edu/uscode/text/26/1042.
98 Joan Raymond, “Unlikely Pioneers: A Machine Shop
Takes a New Approach to Employee Ownership,” Bloomberg Businessweek, Spring 2006, available at http://
www.businessweek.com/magazine/content/06_12/
b3976452.htm; John Logue, “The 1042 Rollover Co-op:
An Affordable ESOP Alternative,” Leading Companies,
2005. According to Logue, the cooperative rollover
could be an attractive option for very small companies
(20 or fewer employees) where the cost of establishing
an employee stock ownership plan ($50,000 or more)
and maintaining one ($10,000 to $15,000 annually)
may be too high.
99 National Center for Employee Ownership, “Stock
Options and Investment,” Employee Ownership Report,
September-October 2011; Kruse, Freeman, and Blasi,
“Inclusive Capitalism for the American Workforce.”

86 United Steelworkers, “Worker Ownership for the 99
Percent: The United Steelworkers, Mondragon, and the
Ohio Employee Ownership Center Announce a New
Union Cooperative Model to Reinsert Worker Equity
Back into the U.S. Economy,” Press release, March 26,
2012, available at http://www.usw.org/media_center/
releases_advisories?id=0523.

100 Ilona Babenko, Michael Lemmon, and Yuri Tserlukevich,
“Employee Stock Options and Investment,” The Journal
of Finance 66 (3) (2011). There is no cash flow out of
firms at the time stock options are granted—in contrast
to cash wages. When a worker exercises stock options,
the firm receives a cash amount equal to the exercise
price times the number of exercised options, and
deducts from its taxable income the amount equal to
the number of options exercised times the difference
between the stock price at exercise and the option
strike price.

87 McCarthy and others, “Solidarity and Sharing.”

101 Ibid.

88 Arindrajit Dube and Richard Freeman, “Complementarity
of Shared Compensation and Decision-Making Systems:
Evidence from the American Labor Market.” In Kruse,
Freeman, and Blasi, eds., Shared Capitalism at Work.

102 In the case of qualified stock options, for example, the
employee pays long-term capital gains tax on the total
increase in value between the grant price and the sale
price if the employee holds the stock for at least one

Center for American Progress | Growing the Wealth

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
year after the exercise date and for two years after the
grant date and meets several other requirements.
103 “FAQs – Employee Stock Purchase Plans,” available at
http://personal.fidelity.com/products/stockoptions/
faqpurchase.shtml (last accessed June 2012).
104 National Center for Employee Ownership, “Stock
Options, Restricted Stock, Phantom Stock, Stock Appreciation Rights (SARs), and Employee Stock Purchase
Plans,” available at http://www.nceo.org/articles/stockoptions-restricted-phantom-sars-espps (last accessed
June 2012).
105 26 U.S. Code Section 401, “Qualified pension, profitsharing, and stock bonus plans.”
106 Ibid.; Internal Revenue Service, “Fixing Common Plan
Mistakes - Top-Heavy Errors in Defined Contribution
Plans,” available at http://www.irs.gov/retirement/
article/0,,id=151142,00.html (last accessed June 2012).

115 Lynn Pittman, “Limited Cooperative Association
Statutes: An Update,” (Madison: University of Wisconsin
Center for Cooperatives, 2008); Dorsey and Whitney
LLP, “Wisconsin Adopts Second Cooperative Statute:
The Wisconsin Cooperative Associations Act,” March
2007, available at http://www.dorsey.com/agribusiness_news_mar_2007/.
116 Ibid.
117 Small Business Administration, “Small Business Size
Regulations; Small Business Innovation Research
Program,” Federal Register 69 (2004): 70180–70185.
118 “Employee Stock Ownership Plans,” available at http://
www.inc.com/encyclopedia/employee-stock-ownership-plans-esops.html (last accessed June 27, 2012).
119 “Historically Underutilized Business Zone (HUBZone)
Program,” available at https://www.acquisition.gov/far/
html/Subpart%2019_13.html.

107 John Grummel, John Logue, and James McQuiston,
“State Employee Ownership Legislation: Trends,
Characteristics, and Policy Implications.” Working Paper
(Ohio Employee Ownership Center, Kent State University, 2009).

120 Virginia Senate Bill 994 (1995), available at http://leg1.
state.va.us/cgi-bin/legp504.exe?951+ful+SB994H1.
North Carolina passed very similar legislation, the
“North Carolina Competition Act,” in 1998 (N.C. Gen.
Stat. 143-701). It was repealed, however in 1999.

108 Ibid.; Jon Crystal, “In support of The Worker Ownership
Readiness and Knowledge (WORK) Act and The U.S.
Employee Ownership Bank Act,” Testimony before the
Senate Committee on Health, Education, Labor and
Pensions, August 26, 2010, available at http://www.
help.senate.gov/imo/media/doc/Crystal.pdf. At present, the Ohio Employee Ownership Center operates
without state-level funding.

121 Secretary of the Administration and the Commonwealth Competition Council, “Methods to Privatize
Appropriate State Government Functions Through the
Development and Promotion of Employee-Owned
Companies (ESOPs)” (1998), available at http://leg2.
state.va.us/dls/h&sdocs.nsf/fc86c2b17a1cf388852570f
9006f1299/020e49daebe6a0bf852565760055f064/$FI
LE/SD12_1998.pdf.

109 Grummel, Logue, and McQuiston, “State Employee
Ownership Legislation.”

122 17 CFR Part 230, Rule 701, “Exempt Offerings Pursuant
to Compensatory Arrangements,” available at http://
www.sec.gov/rules/final/33-7645.htm; National Center
for Employee Ownership, “Exemption from Securities
Registration Under Rule 701,” available at http://www.
nceo.org/main/article.php/id/45/; Wilmer, Cutler and
Pickering, “Securities and Corporate Law Developments” (1999), available at http://www.wilmerhale.
com/files/Publication/1b1666ad-ef0d-487b-aa60908e15628149/Presentation/PublicationAttachment/
e37e09e2-c195-4f3c-b76f-717333803691/5-24asec.
pdf. In order to qualify for the exemption, total sales
of stock during a 12-month period cannot exceed the
greater of: $1 million, 15 percent of the issuer’s total
assets, or 15 percent of all the outstanding securities of
that class.

110 “Incentives for Employee Ownership,” available at
http://scorecard.assetsandopportunity.org/2013/measure/incentives-for-employee-ownership (last accessed
March 11, 2013).
111 We maintain that inclusive capitalism policies improve
long-term business performance. But adoption of these
policies includes some risk and can increase short-term
costs.
112 “State by State Legislative Status,” available at http://
www.benefitcorp.net/state-by-state-legislative-status
(last accessed March 9, 2013). States have passed
other types of laws that create a privileged corporate
status for companies that pursue a public purpose as
well as financial profitability. This includes California’s
Flexible Purpose Corporation and Low-Profit Limited
Liability Corporations, or L3Cs, enacted in eight states.
These laws could potentially allow companies to adopt
inclusive capitalism policies, but companies are not
evaluated on whether they do so.
113 “Amendment to the Pennsylvania Consolidated
Statutes with Official Source Notes and Committee Comments, Adopting Provisions Relating to the
Incorporation and Governance of Benefit Corporations,”
available at http://www.bcorporation.net/resources/
bcorp/documents/Draft_Pennsylvania-Legislation.pdf.
114 B Corporation, “Sample Benefit Corporation Impact
Assessment” (2010). State benefit corporation laws
require companies receiving the status to be assessed
by a third party. B Lab, a third-party assessor providing
the B Corporation certification, evaluates companies on
their participation in inclusive capitalism programs.

123 Corporation for Enterprise Development, “2009-2010
Assets and Opportunity Scorecard.”
124 Financial Accounting Standards Board, “Summary of
Statement No. 123 (revised 2004),” available at http://
www.fasb.org/summary/stsum123r.shtml. FASB also
required companies to start reporting most employee
stock purchase plans as an expense as a part of this
rule change.
125 Richard Trumka, Testimony before the Subcommittee on Capital Markets, Insurance, and Government
Sponsored Enterprises, House Committee on Financial
Services, March 3, 2004 ; Steven Balsam, Sebastian
O’Keefe, and Mark Wiedemer, “Frontline Reaction to
FASB 123(R): Companies Are Altering Their Policies, But
More Changes Are Likely,” Journal of Accountancy, April
2007.

Endnotes | www.americanprogress.org

49

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
126 Jeffery Aromatorio, “New NYSE and NASDAQ Rules
Concerning Shareholder Approval of Equity Compensation Plans” (Pittsburgh: Reed Smith LLP, 2003),
available at http://www.martindale.com/members/Article_Atachment.aspx?od=311725&id=22104&filename
=asr-22106.pdf. NASDAQ stock exchange rules already
had a similar voting requirement.
127 Joseph Blasi and Douglas Kruse, “Measurement of
the Incidence of Stock Options and Employee Stock
Ownership Before and After Expensing,” PowerPoint
presentation, October 16, 2007.
128 Corey Rosen, “The State of Broad-Based Equity Plans”
(Oakland: National Center for Employee Ownership,
2004).
129 According to a 1975 Peter Hart poll, two-thirds of
respondents reported that “develop[ing] a program
in which employees own a majority of the company’s
stock” would do more good than harm for the economy
and 56 percent said that they would definitely or
probably support a presidential candidate that favored
allowing people who worked in companies to select
management, set policies, and share the profits. See:
Douglas Kruse and Joseph Blasi, “Public Opinion Polls on
Employee Ownership and Profit Sharing,” The Journal of
Employee Ownership Law and Finance 11 (3) (1999).
130 This includes: The Promotion and Expansion of Private
Employee Ownership Act of 2011, Senate Bill 1512, 112th
Cong. (2011), and its companion bill, House Resolution
1244; The Employee Stock Ownership Plan Promotion and
Improvement Act of 2011, Senate Bill 101, 112th Cong.
(2011); A Bill to Modify the Definition of Fiduciary Under
the Employee Retirement Income Security Act of 1974 to
Exclude Appraisers of Employee Stock Ownership Plans,
Senate Bill 1232; The National Cooperative Development
Act, House Resolution 3677; To Amend the Internal
Revenue Code of 1986 to Exclude From Gross Income
Compensation Received by Employees Consisting of
Qualified Distributions of Employer Stock, House Resolution 786; A resolution designating the year of 2012 as the
“International Year of Cooperatives” Senate Resolution
87, 112th Congress; The Worker Ownership, Readiness
and Knowledge Act, Senate Bill 3421, 112th Congress;
To Provide for the Establishment of the United States
Employee Ownership Bank, Senate Bill 3419, 112th
Congress.
131 Joseph Blasi, Richard Freeman, and Harry Markowitz,
“Risk and Lack of Diversification Under Employee
Ownership and Shared Capitalism.” In Kruse, Freeman,
and Blasi, eds., Shared Capitalism at Work.
132 Ibid.
133 Joseph Blasi, Michael Conte, and Douglas Kruse,
“Employee Stock Ownership and Corporate Performance Among Public Companies,” Industrial and Labor
Relations Review 50 (1) (1996); Peter Kardas, Jim Keogh,
and Adria Scharf, “Wealth and Income Consequences
of ESOPs and Employee Ownership: A Comparative
Study from Washington State,” Journal of Employee
Ownership Law and Finance 10 (4) (1998); E. Hahn Kim
and Paige Parker Ouimet, “Employee Capitalism or
Corporate Socialism? Broad-based Employee Stock
Ownership,” Working Paper (U.S. Census Bureau Center
for Economic Studies, 2009).
134 Joseph Blasi, Analysis of the 2006 General Social Survey
“Pay and HR Measures, by Type of Shared Capitalism.”
Analysis on file with the authors.
135 Emily Thornton, “Tribune Bankruptcy Snares Employees: Real Estate Mogul Sam Zell Built a Complicated
Deal to Take Over Tribune Co., Putting Little of His Own
Money at Risk,” Bloomberg Businessweek, December

50

Center for American Progress | Growing the Wealth

8, 2008, available at http://www.businessweek.com/
bwdaily/dnflash/content/dec2008/db2008128_376528.
htm.
136 Joanne Sammer, “Pride of Ownership,” BusinessFinance, October 1, 1997, available at http://
businessfinancemag.com/article/pride-ownership1001?page=0%2C3; National Center for Employee
Ownership, “Creating the Ownership Edge at Your ESOP
Company,” available at http://www.nceo.org/main/
article.php/id/27 (last accessed June 27, 2012).
137 Gar Alperovitz, “The New Ownership Society,” The Nation, June 27, 2005, available at http://www.thenation.
com/article/new-ownership-society#.
138 Gar Alperovitz, “The Old Economy’s Not Coming Back.
So What’s Next?”, YES! Magazine, May 26, 2011, available
at http://www.yesmagazine.org/new-economy/thenew-economy-movement.
139 Smith, “Political Behavior as an Economic Externality”;
Freeman, “Effects of ESOP Adoption and Employee
Ownership.
140 Kruse, Freeman, and Blasi, eds., Shared Capitalism at
Work; Bernstein, Blasi, and Kruse, In the Company of
Owners.
141 “Frequently Asked Questions,” available at http://web.
sba.gov/faqs/faqIndexAll.cfm?areaid=24 (last accessed
June 2012).

142 Edward Carberry, “Employee Ownership and Shared
Capitalism: Assessing the Experience, Research, and
Policy Implications.” In Carberry, Employee Ownership
and Shared Capitalism, p. 5.
143 Amey Stone, “The Joys Of An ESOP: Employee Ownership Can be a Powerful Tool,” Bloomberg Businessweek,
Fall 2004, available at http://www.businessweek.
com/magazine/content/04_44/b3906602.htm; Crowe
Horwath, “A Comprehensive Guide to ESOPs.”
144 Ibid.
145 Christopher Mackin, “Employee Ownership in America:
A Primer for Industrial Relations,” Perspectives on Work 5
(2) (2003).
146 Joseph Blasi and Douglas Kruse, The New Owners:
The Mass Emergence of Employee Ownership in Public
Companies and What it Means to American Business
(New York: Harper Business, 1991). Authors use book
to explain this debate between trusteeship and rights
perspectives.
147 Ray Carey, “Congress Designs ERISA, An Economic
Bomb,” The Carey Center for Democratic Capitalism,
available at http://www.democratic-capitalism.com/
articles/art13.htm.
148 Douglas Kruse, Richard Freeman, and Joseph Blasi,
“Do Workers Gain From Sharing? Employee Outcomes
under Employee Ownership, Profit Sharing and Broad
Based Stock Options.” In Kruse, Freeman, and Blasi,
Shared Capitalism at Work; Joseph Blasi and others,
“Creating a Bigger Pie? The Effects of Employee Ownership, Profit Sharing, and Stock Options on Workplace
Performance.” In Kruse, Freeman, and Blasi, Shared
Capitalism at Work.
149 Eileen Appelbaum and others, Manufacturing Advantage: Why High Performance Work Systems Pay Off
(Ithaca, NY: Cornell University Press, 2000).

EMBARGOED—NOT FOR DISTRIBUTION OR CITATION
150 General Accounting Office, “Employee Stock Ownership
Plans: Little Evidence of Effects on Corporate Performance,” (Washington: Government Printing Office,
1987).
151 Freeman, Blasi, and Kruse, eds., Shared Capitalism at
Work, p. 23
152 Kruse, Freeman, and Blasi, “Does Linking Worker Pay to
Firm Performance Help the Best Firms Do Even Better?”
153 Shelly DuBois, “Why Automakers are Adopting Pay for
Performance,” CNN Money, October 7, 2011, available at
http://management.fortune.cnn.com/2011/10/07/whyautomakers-are-adopting-pay-for-performance/.
154 In recognition of these risks, the Pension Protection Act
of 2006 included provisions requiring employee stock
ownership plans and defined contribution plans that
hold publicly traded employer stocks to allow workers
to diversify their holdings after three to six years. But
privately held employee stock ownership plans are not
subject to the changes and workers are not offered the
option to diversify a portion of their holdings until they
approach retirement. In privately held employee stock
ownership plans, participants who are at least 55 years
of age and complete at least 10 years of participation
in the plan may diversify the investment of a portion
of their accounts in assets other than employer securities. See: Katten, Muchin, and Rosenmann, “Pension
Protection Act of 2006,” August 2006, available at
http://www.kattenlaw.com/files/Publication/5615e55f2404-47c9-b7f2-6d2c1c3a36d1/Presentation/
PublicationAttachment/4111b018-a99d-43b3-b88d6552672f6a13/Pension%20Protection%20Act%20
of%202006%20Impacts%20ESOPs.pdf; National Center
for Employee Ownership, “ESOP Vesting, Distribution,
and Diversification Rules,” available at http://www.nceo.
org/main/article.php/id/30/.
155 Park, Kruse, and Sesil, “Does Employee Ownership
Enhance Firm Survival?”; Blair, Blasi, and Kruse, “Is
Employee Ownership an Unstable Form?”; National
Center for Employee Ownership, “Largest Study Yet
Shows ESOPs Improve Performance and Employee
Benefits,” available at http://www.nceo.org/articles/
esops-improve-performance-employee-benefits.

157 Richard L. Trumka, Testimony before the House Ways
and Means Committee, “Hearing on Employee and
Employer Views on Retirement Security,” March 5, 2002,
available at http://waysandmeans.house.gov/legacy/
oversite/107cong/3-5-02/3-5trum.htm; John H. Langbein, Testimony before the Senate Government Affairs
Committee, “Hearing on The Enron Pension Investment
Catastrophe: Why it Happened and How Congress
Should Fix it,” January 24, 2002.
158 The Pension Protection Act of 2006 increased workers
opportunities to diversify their 401(k)s with provisions
that allow participants to divest employee contributions invested in employer securities immediately
and divest employer contributions after they have
completed three years of service. See: Employee Benefits Security Administration, “Meeting Your Fiduciary
Responsibilities,” available at http://www.dol.gov/ebsa/
publications/fiduciaryresponsibility.html.
159 Blasi, Freeman, and Markowitz, “Risk and Lack of
Diversification under Employee Ownership and Shared
Capitalism.”
160 Blasi, Kruse, and Park, “Shared Capitalism in the
U.S. Economy.” According to the National Bureau of
Economic Research Company Survey (2001-2006),
33.5 percent of workers own employer stock through a
401(k) compared to 17.6 percent who do so through an
employee stock purchase plan; 8.1 percent through an
employee stock ownership plan; 7.3 percent through
open-market purchase and 5 percent through exercising options and keeping stock.
161 Blasi, Freeman, and Markowitz, “Risk and Lack of
Diversification under Employee Ownership and Shared
Capitalism.”
162 David Madland, “Making Our Middle Class Stronger: 35
Policies to Revitalize America’s Middle Class,” (Washington: Center for American Progress, 2012); Karla Walter
and others, “States at Work: Progressive State Policies
to Rebuild the Middle Class,” (Washington: Center for
American Progress Action Fund, 2013).

156 Blasi and Kruse, “A Population Study of the Performance of ESOP and Non-ESOP Privately-Held Firms”;
National Center for Employee Ownership, “Largest
Study Yet Shows ESOPs Improve Performance and
Employee Benefits.”

Endnotes | www.americanprogress.org

51

The Center for American Progress is a nonpartisan research and educational institute
dedicated to promoting a strong, just, and free America that ensures opportunity
for all. We believe that Americans are bound together by a common commitment to
these values and we aspire to ensure that our national policies reflect these values.
We work to find progressive and pragmatic solutions to significant domestic and
international problems and develop policy proposals that foster a government that
is “of the people, by the people, and for the people.”

1333 H STREET, NW, 10TH FLOOR, WASHINGTON, DC 20005 • TEL: 202-682-1611 • FAX: 202-682-1867 • WWW.AMERICANPROGRESS.ORG

