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Introduction and summary

When a company does well, so should its workers. American workers have helped 
the economy grow by becoming more productive. Yet, even as productivity has 
increased, many middle- and working-class households have experienced stagnant 
wages and declining household incomes over the past few decades.1 This means 
workers currently receive only a small share of the wealth they help create. 

Broad-based sharing programs—such as granting workers an ownership stake or 
a share of profits based on workers’ collective performance—can help ensure that 
workers are rewarded for the wealth they generate. Advocates for these programs 
refer to this type of sharing by a number of names, including broad-based profit 
sharing and inclusive capitalism. Collectively, these programs hold the potential 
not only to benefit workers: Research shows that firms and investors also receive 
tangible benefits from sharing with their workers.2

Yet, too often, companies embrace a strategy that includes paying their workers 
the lowest possible wages; providing few benefits; and creating a work environ-
ment where turnover is high, worker knowledge is low, and profits are maximized 
by driving down labor costs. 

As a result, workers are not reaping the full benefits of their increasing productiv-
ity or the country’s economic growth. A typical worker today is almost 60 percent 
more productive than a worker was 25 years ago but has seen only half of that 
productivity growth translate into higher compensation.3 

Instead, the gains from economic growth in the United States have increasingly 
gone only to those at the very top. Among the top 20 percent of families by net 
worth, average wealth increased by 120 percent between 1983 and 2010, while the 
middle 20 percent of families only saw their wealth increase by 13 percent, and the 
bottom fifth of families saw their debt exceed their assets.4 Meanwhile, corporate 
profits are capturing a growing share of national income.5 
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A small but growing body of research shows that broad-based sharing programs 
can help reverse this trend and ensure that workers’ wages and wealth increase 
as the economy grows. Studies measuring the benefits of various types of broad-
based sharing programs find that—when compared to workers in similar compa-
nies without sharing programs—workers’ wages are significantly higher, they are 
four times more likely to have defined benefit pension plans, and they are more 
than five times more likely to have 401(k) plans.6 

Yet, far too few workers receive the significant benefits available from inclusive 
capitalism, and there are a number of issues that inhibit the growth of broad-based 
profit sharing programs. Business owners and executives are often unaware of 
inclusive capitalism programs and the mutual benefits they provide. In addition—
while not born out by existing research—owners and executives often believe that 
company success is driven by a small number of “key” employees, particularly 
executives; this leads them to focus incentive pay on these individuals, not ordi-
nary employees.7 Moreover, some government policies provide perverse incen-
tives not to share; existing policies to encourage companies to share ownership 
with their employees are inadequate; and the federal government does not have a 
unified vision for how to encourage more sharing. 

While the federal government has adopted a number of policies to support broad-
based sharing programs8—such as tax advantages for companies and owners inter-
ested in selling to their employees—it can do more to ensure that more workers 
are able participate in these programs. 

First, the government should eliminate perverse incentives that encourage compa-
nies not to share with their employees. Reforming the tax code so that it no longer 
subsidizes narrow incentive programs that benefit only top executives would be a 
big start.9 In addition, policymakers should ensure that employee-owned compa-
nies are not barred from participating in contract set-aside programs.

Second, government leaders should adopt policies to incent more companies to 
implement broad-based sharing plans. It can do so by making it easier for com-
panies that share with their workers to benefit from loan guarantees through the 
Small Business Administration. This would ensure that these businesses have 
access to the capital they need to sell to their employees—a good investment as 
these companies have lower rates of default than comparable companies without 
sharing programs.10 Policymakers should also encourage estates to sell to workers 
by providing partial estate tax relief.
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Third, the federal government can begin to bridge knowledge gaps and thereby 
encourage more companies to adopt broad-based sharing programs for workers 
by creating an Office of Inclusive Capitalism. This office would promote outreach 
and provide technical assistance to private sector businesses, unions, and workers 
and improve government knowledge and support for inclusive capitalism.

These policies represent the Center for American Progress’ plan for how to 
encourage greater adoption of inclusive capitalism programs throughout the 
economy. Some are new concepts, while other concepts build on policies included 
in the recent report of the Commission on Inclusive Prosperity,11 as well as the 
good work of others. Academics, practitioners, and a bipartisan group of lawmak-
ers—including Rep. Ron Kind (D-WI), Rep. Chaka Fattah (D-PA), Rep. Dana 
Rohrabacher (R-CA), Rep. Dave Reichert (R-WA), Rep. Brett Guthrie (R-KY), 
Rep. Randy Hultgren (R-IL), Rep. Ann McLane Kuster (D-NH), Sen. Ben Cardin 
(D-MD), Sen. Pat Roberts (R-KS), Sen. Bernie Sanders (I-VT), Sen. Kelly Ayotte 
(R-NH), and Sen. Amy Klobuchar (D-MN)—are increasingly discussing how 
government policy can be used to encourage more companies to adopt employee 
ownership programs and other types of profit sharing.12 For example, the biparti-
san Promotion and Expansion of Private Employee Ownership Act of 2015 would 
further support worker ownership in privately owned companies.13 

This fall, CAP will release another related report that examines the question of 
risk to workers when employee ownership comes through retirement. Both papers 
build on CAP’s 2013 report, “Growing the Wealth,” which reviewed inclusive 
capitalism policies and identified tough questions advocates must answer.14 

In addition, the Center for American Progress has released a number of reports in 
recent years that offer wide-ranging policy agendas to combat wage stagnation, rein-
vigorate the middle class, and reduce growing income inequality, including “The 
Middle-Class Squeeze” and the report from the Inclusive Prosperity Commission.15 
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Workers and companies succeed 
when the gains of growth  
are shared

American workers are helping the economy grow by becoming ever more produc-
tive, but they currently receive only a small share of the new wealth they help cre-
ate. Over the past 40 years, the wages of American workers have stagnated despite 
significant growth in productivity and wealth creation in the U.S. economy. 
Moreover, about three-quarters of the growth of real income that has occurred 
since the Great Recession has gone to the richest 1 percent of Americans.16

The earnings of high-income Americans have grown at higher rates partly because 
they receive much of their income from incentive pay that is tied to company per-
formance—rather than normal wages or salaries.17 The prevailing and flawed idea 
behind these narrowly targeted performance incentives is that only the actions of 
CEOs and top executives directly affect company performance, and they should 
therefore be rewarded when the firm does well.18 

While focusing incentive pay exclusively on top executives based on company 
performance has a very mixed record,19 there is growing evidence that provid-
ing workers with a stake in firm performance—when coupled with good pay and 
benefits and a say on the job—leads to good results for the firm, its shareholders, 
and the workers. 

Inclusive capitalism or broad-based profit sharing—granting workers ownership 
stakes in the company or a share of its profits based on workers’ collective perfor-
mance—includes everything from profit sharing and stock options that are suffi-
ciently broad-based, to worker cooperatives, and employee stock ownership plans. 

This sort of profit sharing often empowers workers by increasing their participa-
tion in decision making and trust in the company and management; it is associ-
ated with higher pay and benefits and greater long-term wealth accumulation.20 
Studies measuring the benefits of various types of broad-based inclusive capital-
ism programs find that—when compared to workers in similar companies without 
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sharing programs—workers’ wages are significantly higher, they are four times 
more likely to have defined benefit pension plans, and more than five times more 
likely to have 401(k) plans.21 Moreover, employee ownership does not replace 
other types of wealth; rather, research finds that it results in a substantial net gain 
in wealth.22 These results demonstrate the potential of these programs to help stem 
the tide of income stagnation and rising wealth inequality and ensure middle- and 
working-class American families see the benefits of economic growth. 

For businesses, inclusive capitalism is often associated with increased productiv-
ity, profitability, and likelihood of survival, as well as greater worker loyalty and 
effort, lower turnover rates, and a greater willingness on the part of workers to 
suggest innovations.23 For example, research shows that both public and private 
companies with broad-based sharing plans are less likely than their counterparts 
without employee ownership to go bankrupt or disappear for another reason.24 
And 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.25

Companies, workers, and government also benefit from greater employment stabil-
ity in employee ownership firms. Recent data show that employee owners were one-
third to one-fourth as likely to be laid off in the period from 2002 to 2014, resulting 
in government savings of billions of dollars.26 By reducing layoffs, employee owner-
ship may play a role in decreasing the economic, social, and personal costs of unem-
ployment and help stabilize the economy under recessionary pressures. Greater 
stability of employee ownership firms is linked to substantially lower government 
costs for unemployment compensation and foregone tax revenues.27

The trouble is that while many American workers have some form of inclusive capi-
talism compensation, at most companies with these programs, the benefits do not 
provide a meaningful source of income or wealth to average workers. And more 
than half of all workers still have no access to inclusive capitalism programs at all.28 

There are a variety of reasons why more companies have not developed broad-
based sharing programs. This report attempts to tackle a number of the largest 
challenges preventing adoption of these sorts of programs.
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Policies to encourage companies  
to adopt broad-based profit sharing 

While the federal government has adopted a number of policies to support broad-
based sharing programs, more can be done to address the challenges that prevent 
further adoption. The policies below represent the Center for American Progress’ 
plan for how to encourage greater sharing throughout the economy. 

Eliminate perverse incentives that encourage companies not  
to share 

The government should eliminate perverse incentives that encourage companies 
not to share with their employees. It can do so by reforming the tax code so that 
it no longer subsidizes narrow incentive programs that benefit only top execu-
tives, as well as by ensuring that employee-owned companies are not barred from 
participating in contract set-aside programs.29

Stop encouraging sharing with only top executives 

Currently, a corporation can deduct wages for all employees from its income tax 
liability, but the deduction for top officers of public companies is restricted to $1 
million per year. Yet, performance-based pay—such as grants of stock options, 
stock, forms of executive profit sharing and gain sharing, and bonuses—are not 
included in the cap for deductibility due to a tax loophole. Generally, these shar-
ing programs for the top executives can be deducted from corporate taxes. Partly 
as a result, corporations have shifted compensation for top executives toward “per-
formance pay” without commensurate increases in the pay or stock ownership for 
middle-income workers.30 

This current system of incentive pay for those at the top has a mixed record of 
improving overall company performance, and a growing number of studies show 
that such incentives lead to a gaming of the system.31 In comparison to these nar-
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row sharing programs, research shows that broad-based sharing programs often 
are correlated with improved company performance in addition to their positive 
benefits for workers.32

Policymakers should stop encouraging sharing with only top executives by limit-
ing the deductibility of performance-based pay to only those plans that include 
all of a company’s full-time workers and where the value expended on the top 5 
percent of employees is equal to the amount spent on the bottom 80 percent of 
employees in the plan. The Center for American Progress previously published 
a detailed report by Richard Freeman, Joseph Blasi, and Douglas Kruse on this 
policy, titled “Inclusive Capitalism for the American Workforce.”33 

While limiting the deductibility of executive compensation in this way will lead 
some companies to simply pay taxes on their narrowly based performance pay 
plans, other may reevaluate their plans to cover more workers. Already, a number 
of large, successful American companies—including Wegmans Food Markets, 
Southwest Airlines, and Google Inc.—have inclusive sharing plans that this policy 
seeks to replicate. 

Moreover, this policy will help reduce federal tax expenditures. Completely 
eliminating the deductibility of performance-based pay above $1 million would 
save the government about $50 billion over 10 years.34 This revenue gain would be 
reduced to the extent that companies have or are developing broad-based profit 
sharing plans. 

Ensure government purchasing supports inclusive capitalism

The federal government spends hundreds of billions of dollars each year to pur-
chase goods and services. It leverages this spending to support various types of 
businesses—such as small, minority- and women-owned businesses and busi-
nesses 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. 

A company that is majority-owned by an employee stock ownership plan—even 
if most of its employee owners are people of color or women—would not qualify 
for federal contracting set-asides for minority-owned and women-owned busi-
nesses. This can force a small business to choose between doing business with the 
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government or becoming a majority-owned employee stock ownership plan, or 
ESOP, business. ESOPs are 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. 

The federal government, however, has enacted regulations to ensure that compa-
nies with shared-ownership structures are eligible to participate in competitions 
for one type of contracting set-aside. The Historically Underutilized Business 
Zone, or HUB Zone, program—a federal contracting set-aside program that 
benefits economically disadvantaged areas—includes regulations that 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 con-
trolled by one or more U.S. citizens, and at least 35 percent of its employees must 
reside in a HUB Zone. In order to ensure that ESOP companies can qualify under 
the program’s citizenship requirements, regulations clarify that for ESOP-owned 
companies, each stock trustee and plan member is considered an owner.35 

Rules governing contracting set-asides for minority- and women-owned busi-
nesses should likewise be updated to ensure that employee-owned companies are 
able to access these programs by counting each stock trustee and plan member as 
an owner.36 

Policymakers could go a step further by considering how contracting rules could 
be used to encourage the adoption of inclusive capitalism programs. For example, 
the federal government frequently employs contracting procedures that evaluate 
bidders on a variety of criteria other than price—including past performance and 
technical capacity. The government should consider evaluating bidders on work-
place quality, which could include a number of factors, such as wages and benefits, 
participation in broad-based sharing programs, and worker voice. 

Adopt incentives for companies implementing broad-based 
sharing plans

Government leaders should adopt policies to incent more companies to imple-
ment broad-based sharing plans. It can do so by significantly expanding loan 
guarantees to companies that would otherwise not have the access to the capital 
they need to sell to their employees. Policymakers should also encourage estates 
to sell to workers by providing partial estate tax relief.
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Expand lending to companies selling to their employees 

Employee ownership structures are adopted most frequently by small businesses. 
According to the National Center for Employee Ownership, 58 percent of the 
nearly 7,000 ESOP plans nationwide include 100 or fewer employees.37 There is 
potential for massive growth of shared capitalism among small- and medium-sized 
companies. For example, the SBA reports that small businesses employ slightly 
less than half of the private sector workforce.38 Yet existing federal loan guaran-
tee programs geared toward facilitating small business sales to workers contains 
requirements that exclude too many companies. The federal government should 
reform its loan guarantee program to ensure that companies that want to sell to 
their workers are able to do so.

The federal government successfully uses loan guarantees to incent homeowner-
ship, student loans, small business and economic development, rural develop-
ment, and energy innovation.39 Yet the Small Business Administration’s loan 
guarantee program targeted at companies selling to employees through an ESOP 
significantly limits the number of companies that would be eligible or willing to 
participate. Limits on loan guarantee amounts and requirements on selling owners 
exclude many companies that may be interested in selling to their employees.40 As 
a result, advisors to companies transitioning to ESOPs report that this program is 
rarely used.41 

The federal government can encourage more lending to ESOPs by reforming the 
existing SBA loan guarantee program to increase the amount guaranteed by the 
loan and remove requirements that prevent participation.42 

Additionally, the federal government can accomplish this goal with a relatively 
small investment. The cost for the government to guarantee a loan is based on the 
size of the loan and the risk of default of a company. While the program should 
include guidelines to ensure that employee ownership is a good fit at companies 
receiving the guarantee, research shows that employee-owned companies are 
less likely to default on their loans than comparable companies.43 The govern-
ment could potentially offer billions of dollars in loan guarantees with an addi-
tional $25 million to $50 million investment. For example, the Small Business 
Administration guaranteed more than $24 billion in business loan guarantees in 
fiscal year 2014 at a cost of $230 million.44
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Ensure that aging owners are able to plan for sale to their employees 

ESOPs are often formed when an owner of a privately held business retires and 
sells to employees in lieu of a traditional sale to a competitor or a private equity 
fund. While there are a number of tax incentives for living business owners to sell 
to their workers, estates do not enjoy similar benefits. This lack of continuity in 
the tax code can prevent an ESOP transition from being completed and impede 
owners who would like to sell to their workers gradually. 

In addition, when a private equity fund or a competitor buys out a company from 
a retiring business owner, they often do so simply to access a new customer base 
and the businesses’ machinery and equipment. This often results in the shuttering 
of a stable business—cutting jobs in a community and sometimes even moving 
production overseas.

Increasingly, as Baby Boomer business owners reach retirement, there is an 
opportunity for workers to purchase these companies. Approximately 70 percent 
of U.S. business owners are older than 45 and nearing the time when a succession 
decision must be made.45 

Tax advantages for companies and business owners agreeing to the sale of their 
stock are the federal government’s most generous policy levers to stimulate the 
growth of inclusive capitalism practices. And they have led to significant increases 
in the number of businesses sharing ownership with their employees.46 For exam-
ple, the number of S corporation ESOPs grew to nearly 3,700 in 10 years after the 
federal government allowed these types of ESOPs to be formed.47 However, there 
are currently no benefits to encourage estates to sell their private company stock 
to workers in an inclusive capitalism program.

The federal government should provide partial estate tax relief when an estate sells 
to its employees.48 This would allow estates to be eligible to exclude 50 percent of 
the proceeds from the sale of employer stock to an ESOP or cooperative from the 
taxable value of an estate up to a total of $1 million. 

Currently, there are approximately 7,000 ESOPs nationwide.49 A $350 million 
annual investment could increase the number of ESOPs by up to 5 percent per 
year.50 The program would be limited to only privately held companies.51 
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Create the Federal Office of Inclusive Capitalism 

The federal government can begin to bridge knowledge gaps and thereby encour-
age more companies to adopt well-designed, broad-based sharing programs by 
creating an Office of Inclusive Capitalism. This office would promote outreach 
and provide technical assistance to private sector businesses, unions, and workers 
and serve to improve government knowledge and support for inclusive capitalism.

Promote outreach and provide technical assistance

Successful inclusive capitalism programs are not always well understood by the 
business community, unions, and workers. The benefits and mechanisms for shar-
ing capital broadly with workers are largely absent from higher education curri-
cula—even though business schools and student groups are increasingly focused 
on corporations’ role in society.52 And companies often report that they were 
unaware of the benefits of empowering their workforce by sharing capital income 
and ownership broadly, and they lack the technical knowledge to evaluate whether 
to adopt these programs or how to do so.53 

Yet, broad-based profit sharing could provide important benefits to privately 
held businesses. For example, many business owners of the Baby Boom genera-
tion must soon decide what do with their business when they retire; every year, 
the owners of 150,000 to 300,000 businesses reach retirement age.54 Selling to 
employees, rather than a competitor or private equity fund, is one way for these 
owners to ensure that local jobs and the legacy of their company are preserved. 
But few owners know that employee ownership is an option. Additionally, compa-
nies are often unaware of how employee involvement programs paired with profit 
sharing or gain sharing can improve business performance. 

The Office of Inclusive Capitalism should award grants, at a maximum value of 
$500,000, to regional inclusive capitalism centers and universities to promote 
inclusive capitalism among existing business owners and to develop this knowl-
edge among future leaders. 

Regional centers would promote broad-based profit sharing and a democratic 
workplace culture that allows workers a stronger voice on the job by providing 
education and outreach, technical assistance, and training.55 The federal office 
would also act as a clearinghouse of techniques used by regional centers—evaluat-
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ing and disseminating best practices to assess which forms of worker ownership 
work best in different situations—and facilitate cross-office coordination in order 
to ensure that programs are implemented in workers’ best interests. 

This concept builds on a successful model for increasing one type of sharing. 
Employee Ownership Centers in Vermont and Ohio have successfully increased 
awareness and facilitated the conversion of small and medium-sized businesses 
to employee ownership structure.56 For example, the Ohio Employee Ownership 
Center has assisted about 15,000 employees in the purchase of all or part of their 
company, adding on average $40,000 to their individual wealth.57 On average, the 
cost to fund this work was $772 per job.58 

The federal government also funds a number of programs that provide techni-
cal assistance to different types of businesses. For example, the Small Business 
Administration’s Management and Technical Assistance Program provides 
assistance—including training, executive education, and one-on-one consult-
ing—to eligible small and disadvantaged businesses.59 And the U.S. Department 
of Agriculture, or USDA, Rural Development program provides assistance to 
agricultural producers and rural residents to form new cooperatives and improve 
the operations of existing cooperatives.60

Grants to universities would fund development of curricula, academic research, or 
the development of courses on the topic. Special consideration would be given to 
researchers that partner with regional inclusive capitalism centers. This approach 
has proven successful in other policy areas; for example, the National Science 
Foundation provides grants and awards to improve instruction and increase 
research in the sciences among higher educational institutions.61 

Improve government knowledge of and support for inclusive capitalism

The Office of Inclusive Capitalism would also help improve government-wide 
support for employee ownership and broad-based profit sharing. 

Currently, the federal government does not have a unified vision of how to 
encourage more sharing, and there is no federal agency that oversees government 
support for sharing programs. Moreover, the government does not evaluate the 
effects of the federal policies on the growth of these sharing programs or identify 
best practices among companies with these sorts of programs. 
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Government support for inclusive capitalism is distributed across agencies and 
varies tremendously by program type. For example, employee stock ownership 
plans enjoy significant tax advantages while immediate cash profit sharing pro-
grams enjoy virtually no special government support. Yet advocates for sharing 
programs complain that the responsibilities of government agencies are primarily 
focused on enforcing actions against bad actors, while there is little thinking about 
how to encourage the growth of sharing programs.62 

The Office of Inclusive Capitalism could serve as an advocate for improving 
government knowledge and support for well-designed, broad-based sharing. It 
would do so by cataloging current government policies and programs that affect 
the growth of inclusive capitalism; elevating best practices and sharing programs 
that merit greater support; and identifying policy mechanisms that are inhibiting 
the growth of inclusive capitalism, as well as which policies and programs are not 
achieving their intended results.

The office would work with agencies that oversee inclusive capitalism programs, 
including the Departments of Labor, Commerce, and Treasury, as well as the 
Small Business Administration and Department of Agriculture. The office would 
also increase awareness of how agency programs affect companies with sharing 
programs and promote the legislative or regulatory changes necessary to ensure 
that government policies are not discouraging the adoption of sharing programs.63

In addition, the office should use existing data and identify new data collection 
opportunities to increase knowledge on the prevalence and growth of broad-based 
sharing programs, to evaluate the effect of the federal policies on the growth of 
these sharing programs, and to lift up best practices. 

This effort should be informed by similar work underway in the United Kingdom. 
The Deputy Prime Minister Nick Clegg of the country’s conservative-led govern-
ment launched a “decade of employee ownership” in January 2012. As part of this 
program, the government is working to raise awareness of employee ownership 
in government, to improve data on employee ownership more broadly, and to 
identify unintended regulatory burdens.64 

Moreover, the Office of Inclusive Capitalism would encourage companies to 
adopt and expand sharing programs by creating a new process to evaluate com-
panies based on worker ownership, profit sharing, and workplace democracy. The 
office should make company-specific evaluations publically available and consider 
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whether these evaluations could be used as a benchmark to qualify for govern-
ment programs.65 Similarly, at least 30 state governments have passed benefit 
corporation laws that require companies to report on their overall social and 
environmental performance using an independent and transparent third-party 
standard in exchange for broad legal protections to boards to look beyond short-
term financial gains.66 

The Office of Inclusive Capitalism would be housed within the Department of 
Commerce or the White House. CAP estimates that it would require an annual 
budget of approximately $20 million once fully operational. The office would 
produce biannual reports measuring programmatic success. 
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Conclusion 

Workers, businesses, and investors do better when companies adopt broad-based 
sharing programs and implement them correctly. Yet a number of factors stymie 
expansion of these programs: a lack of awareness on the part of business owners 
and executives, and even the government; inadequate incentives to encourage 
large companies to share with their workers; and policy inconsistencies that may 
prevent companies from starting or continuing the transfer of ownership to work-
ers. The federal government should do more to ensure that companies know about 
the benefits of sharing and are rewarded when they do so. 
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