
1 

 

Property not Pay: Restoring the Middle through Ownership 
 

Christopher Mackin, Rutgers University – September, 20171               

Prepared for the Institute for Work and the Economy Conference 

The Many Futures of Work: Possibilities and Perils, Chicago, IL, October 5-6, 2017 

 

Contents 

 

1. Introduction 

2. Why Focus on Wealth? 

3. Wealth Inequality Measured 

4. Asset Interventions 

5. Renters not Owners: The Nature of Hiring and the Acceptance of Employment 

6. Sharing Wealth at Work – Structure and History  

7. Achieving Scale: The ESOP Story 

8. The ESOP Landscape 

9. Results 

10. Challenges and Resistance 

11. Next steps: A Broad Based Ownership Agenda 

 

Introduction       

  

Economic inequality is a topic that is host for two distinct but related conversations; the 

inequality of income and the inequality of wealth. Between these two starting points, public 

policy conversations tend to focus on income, on the exploration of possible interventions with 

employers and the state which might result in enhanced pay or transfer payments to citizens 

primarily at work. This paper acknowledges the importance of income enhancement but 

focuses on the second, more neglected conversation, on the topic of wealth inequality, on 

property not pay.   

 

Wealth is a story as well as a fact. It is said to arise from the accumulation of income, from 

obeying legendary lessons regarding thrift and savings that map a step-wise path up the ladder 

of earned economic mobility. Wealth is also inherited. In those instances mobility is not 

necessary. Nor is exertion. The ratio of earned to inherited wealth in our society presents an 

interesting and often contentious debating point.  A more practical question worth exploring is 

what can be done to ameliorate existing differences in wealth.  Policy initiatives that seek to 

intervene and broaden access to the creation of wealth have been undertaken but are not well 

understood. Interventions at the workplace that extend ownership opportunities to managers 

and workers in private sector enterprises attract occasional interest but have been particularly 

out of reach of mainstream policy conversations.  This paper attempts to build bridges. 

A recent study conducted by the National Center for Employee Ownership (NCEO) with support 

from the Kellogg Foundation indicates that interventions at the workplace make a considerable 
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contribution to the goal of “restoring the middle” (i.e. rebuilding the middle class) in 

contemporary economies.2 We will return to this study later.  These highlights will serve as a 

preview.  

• Employee owners who were non-college graduates had 83% greater median household 

wealth.  

• Employee owners of color had 30% higher income from wages 

• Lower wage employee owners were 3.6 times more likely to secure tuition 

reimbursement from their employers.   

This data, complemented by additional studies we will review, indicates that something 

significant is taking place when workers are allowed access to financial participation in 

ownership with their employer outside of a conventional paycheck.3  For these results to 

expand from their modest base, support must be organized to intervene in public policy 

discussions regarding the employment relationship in a heretofore underexplored realm, in the 

realm of ownership. 

Why Focus on Wealth? 

 

Income and wealth are intertwined concepts. Income is money, realized primarily through 

wages, salaries or governmental transfer payments.  Income is the instantly convenient and 

necessary economic resource that can purchase the necessities of consumption or be stored for 

later use.  Wealth is income stored. It is stored in assets of various kinds from savings accounts 

to material objects of recognized value and permanence that can be traded or sold.  Land and 

housing are two of the most familiar classes of assets. Business equity in small to medium sized 

firms, stocks and mutual funds in publicly traded firms and a more diverse class of financial 

securities including bonds are examples of other assets.   

 

Between the two concepts of income and wealth, income dominates most economic policy 

conversation. Discussions of economic inequality often focus on the minimum wage or, more 

recently, an emphasis on what has been called a “living wage.  When wealth inequality is 

discussed at all the policy conversation has focused upon what has been called “asset building.” 

Expanded home ownership is a familiar anchor of the asset building conversation to which we 

will return.  

 

Recent innovative work that Barnes (2014) and others have introduced regarding citizen 

ownership of our natural resource “commons” is another frontier using an asset approach. 

Using the example of the Alaska Permanent Fund, established in 1976 to share the value of oil 

resources directly with citizens through the annual payment of dividends, Barnes extends the 

same idea to a diverse set of common assets such as air, water and the electro-magnetic 

spectrum. Under his plan the most significant users of those common assets, mostly corporate 

interests, would be compelled to pay dividends directly to American citizens for use of those 

assets.   
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A recent surge of interest in Universal Basic Income (UBI) plans, (Stern 2016; Van Parijis 2017) 

appears related but does not technically make use of an asset based approach. Earlier 

initiatives with similar ambitions have been asset based. In 1999 Ackerman and Alstott featured 

a plan to introduce universal endowments - “baby bonds” – granted at birth to all.  This “nest 

egg” would compound in value over time and provide previously asset-less citizens a 

foundation upon which they could theoretically build their future lives and careers.  

 

A particularly neglected wealth sharing strategy which is the focus of this paper involves shared 

ownership of businesses.  Before wading into that story, we should use an empirical lens and 

examine data that explores the phenomenon of inequality when wealth is the dominant frame 

for analysis.   

 

Wealth Inequality Measured 

 

There are several points of entry into the discussion of wealth inequality.  New York University 

economist Edward Wolff is the preeminent American scholar of property or asset ownership.  In 

his forthcoming book A Century of Wealth in America Wolff (2017) highlights the extent to 

which asset ownership is skewed among American citizens.4   

 

Table 1 below presents two pie charts that distinguish two categories of wealth. The chart on 

the left, labeled “Net Worth,” describes personal wealth holdings in assets such as housing, 

savings and pensions. It shows that the bottom 80% of the population owns only 11% of these 

assets, while 89% are held by the top 20% of the population. The chart on the right, labeled 

“Financial Wealth,” refers to various commercial or institutional assets. It is substantially more 

unequal. Here the same 80% of the population hold only 5% of the total, with 95% held by the 

top 20% of the population. 

 

Table 1 
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Table 2, below, shows differentials in ownership of specific classes of the assets usually labeled 

“Financial Wealth.” It usefully fleshes out the identity of non-housing financial and commercial 

asset owners.  

 

Table 2 

 
 

Table 2 clarifies an odd, if vaguely familiar, fact central to this discussion of wealth inequality. 

The bottom 90% of the population (in red) are largely excluded from the ownership of non-

housing financial and commercial assets.  At the same time, a significant percentage of this 

same population is employed by entities represented by several of the listed classes of the very 

same assets (e.g. Business equity, Financial securities, Stocks and mutual funds) depicted in this 

chart. The bottom 90% are employed by but do not own the institutions that generate wealth 

in our economy. They are hired men and women mostly excluded from ownership and 

financially dependent upon paychecks. 

 

There is a second story to be found in Wolff’s data that sociologist Guy Standing (2013) and 

inequality scholar Thomas Piketty (2014) have also brought to light.5,6  In addition to supplying 

economic wealth, asset ownership provides its holders with a psychological buffer that reduces 

the immediate pressures and the precariousness of lives that rely on paychecks. What the 

wealthy know well is that, with a modicum of effort and luck, property gains value while one 

sleeps.  Being employed, earning one’s income at work, requires vigilance, obedience and 

constant exertion, the benefits of which end with the contents of the paycheck. Earnings from 

assets simply require ownership, or its legal referent, title to the underlying property.   

 

Asset Interventions 

 

Periodically, economists and policy makers of varying ideological stripes rediscover the virtues 

of asset ownership and contemplate how to democratize access to those assets.7 The targets of 

these initiatives have typically been modest however, and do little to address the divide 

between ordinary citizens and the wealthy.   
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Examples of asset ownership initiatives are programs sometimes undertaken by banks 

encouraging low income citizens to open savings accounts. Other initiatives encourage financial 

literacy, teach low income citizens to avoid predatory lending and advocate the adoption of 

prudent investment practices once wealth is accumulated.   

 

Home ownership occupies the status of the most familiar and scaled example of broad based 

ownership of assets. In early 2003 the George W. Bush administration introduced with much 

fanfare its plans for promoting “The Ownership Society.”  This was a society, we learned, that 

was to be characterized by greater citizen ownership and control of property with a focus on 

home ownership. 

 

We're creating... an ownership society in this country, where more Americans than ever 

will be able to open up their door where they live and say, welcome to my house, 

welcome to my piece of property. - President George W. Bush, October 2004  

 

The Ownership Society was not the first foray of the Federal government into the field of 

housing. Herbert Hoover’s Federal Home Loan Bank Act of 1932 created a national network of 

Federal Saving and Loan Institutions with the same ambitions.  Those banks substantially 

unraveled during the Bush Administration. Aggressive and in many cases fraudulent lending 

practices by commercial banks in the housing sector were later implicated as a central cause of 

the economic recession of 2007-2009.  Though support for expanding ownership of housing 

continued in the wake of the financial crisis, a more general retreat from ambitious rhetoric in 

support of the Ownership Society and broad based asset ownership followed in policy circles. 

 

A Point of Departure 

 

One frontier which President Bush’s program neglected to pursue is a particularly well-guarded 

but still accessible asset class, the ownership of businesses. More than a quarter of a century 

prior to the 2003 introduction of the Ownership Society, a significant public policy precedent 

for strategic conversations about a more inclusive approach to ownership of businesses had 

taken place.  Before embarking on that story we should return for a moment to Wolff’s data 

regarding the concentrated nature of non-housing financial assets, particularly business 

ownership. How has it been possible for dramatic concentrations of wealth to gather in this 

particular sphere? How have those arrangements been legitimated and retained over time?  

 

There is a certain cathartic sport involved in accounting for the differential fortunes of owners 

and workers at the workplace by introducing broad moral caricatures and easy attributions of 

unseemly human motives such as greed. There is ample evidence to support the existence of 

such motives, but a more productive approach to understanding how we actually arrived at 

present day levels of inequality can be had through an historical investigation of core 

institutional arrangements in the workplace. How were those arrangements first imagined and 

put into place? How have they been conceived and taught in our schools? With those starting 

points we might better understand how the vastly differential fortunes we observe in Wolff’s 
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data have come to be accepted as not only legitimate and fair but inevitable. We should also 

gain some perspective on how those arrangements continue to function as the engine that 

drives wildly unequal wealth and income holdings in our economy. 

 

Renters not Owners: The Nature of Hiring and the Acceptance of Employment 

 

Discussions of economic inequality eventually return to the site where most economic value is 

produced, the workplace. It has long been agreed that wealth is jointly created in the workplace 

by capital and labor, owners and workers.  The more contentious question that follows is under 

what circumstances those parties meet and share the value produced.  Since the late 19th 

century it has become a settled fact that these parties meet primarily through the institution of 

the employment relationship. 

 

In a textbook named Economics that dominated the field of undergraduate instruction in the 

mid-to-late 20th century, Nobel Prize winning economist Paul Samuelson of MIT succinctly 

characterized the nature of contemporary employment.  

 
"Since slavery was abolished, human earning power is forbidden by law to be capitalized.  A man 

is not even free to sell himself: he must rent himself at a wage." [Samuelson 1976, p. 52 (his 

italics)] 

 

Professor Samuelson used bracing language. We live and work in a world of human rentals.  

Clearly the suggestion, not likely conscious through Samuelson’s pen, that employers are one 

step removed from slave masters suffers from dramatic overreach.  His characterization would 

earn disdain both from descendants of actual chattel slavery as well as from employers of 

varying humanitarian stripes who manage either poorly or well according to legal rules and 

management practices passed down through the ages. But though we may acknowledge those 

concessions and apologies to lived reality, Samuelson’s framing was not merely an intemperate 

outburst. It was revealing, and it contains a significant kernel of truth.  The fact that it has 

passed through our classrooms largely unchallenged is a worthy topic for investigation of its 

own. More importantly, it provides a clue to help illustrate the topic of interest here, the roots 

of wealth inequality.  

 

Mainstream economic conversation across the political spectrum tends to limit discussion of 

existing employment arrangements to the evaluation of the merits of different wage and 

benefit packages. Are workers being paid enough in wages or too much?  Classroom teaching 

on the topic, informed by the prevailing marginalist framework, introduces the innocuous 

metaphor of a pie and asks whether labor has earned its fair (marginal) slice.  Ironically, 

mainstream and Marxist scholars alike embrace this folksy metaphor and disagree only about 

the meaning of the data.  

 

Paul Samuelson may have functioned as a leading exponent of the marginalist revolution in 

economics, but he also told a clearer, unadorned story about what was going on at the 

workplace. Workers are not slices of pie. They are humans paid a market based rental.  Or to 
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use the more formal nomenclature of economics and law, the firm’s owners “appropriate” 

economic value. Workers are a rented input, one of the costs associated with operating the 

firm. As illustrated by the data produced by Wolff and predicted by the work of Piketty, 

economic value accumulated as profits becomes wealth that is concentrated in the hands of 

the few.  

 

Two defenses of this standard employment model are summoned by advocates of the status 

quo. First, there is no legal or cultural obstacle to mobility. Existing arrangements do not 

discourage wage workers from ‘crossing over’ and becoming owners. With adequate discipline 

and foresight, those citizens can use their personal savings to exit the dependent world of wage 

work and become risk taking owners. This defense remains formally valid if practically weak.  

Wolff’s data on wealth inequality do not portray a population that is necessarily averse to this 

transition. It is more likely that the meagerness of their savings prevents such a transition to 

any form of scaled enterprise.  

 

The recent emergence of a gig economy dominated by ride-sharing platforms such as Uber and 

Lyft has created a low barrier to entry for wage workers to a form of self-employment, a solo 

model of worker ownership. Some tout this development as a new frontier for freedom and 

prosperity that will benefit a wide swath of workers in our economy. Unfortunately, it is the 

companies that own the software platforms that extract the most value from these 

arrangements.  Without significant shared ownership of these software platforms it is unlikely 

that self-employed workers will be able to accumulate wealth that can transition them out of 

the human rental market. 

 

A second standard defense of employment for a wage is that it exists as a free choice, a 

contract willingly entered into for over a century by employees with employers.  This familiar 

argument serves to soften the blow of the human rental idea. The choice to take a job as an 

employee apparently legitimizes all that follows, including the different rights assigned to 

owners and employees.  It is difficult to imagine a place to stand where this free choice defense 

will not prevail in any putative debate. The lack of scaled alternatives where people can work 

for themselves both as individuals and in large groups under their control—and the near total 

cultural acceptance of everyday terms of employment—undermines the project of imagining 

and advocating for alternatives.   

 

Nineteenth century American labor leader George McNeill spoke at a time when questioning 

the institution of employment for a wage had more currency. Citizens accustomed to the 

independence of the farm or the small shop had gradually begun to convert over to the status 

of employees in centralized industry. McNeill characterized their accommodation to these new 

circumstances as follows: “They assent but they do not consent, they submit, but they do not 

agree.”8 Exactly what George McNeill’s 19th century compatriots disagreed about is lost to 

history. Chances are that those early employees were not persuaded that wages alone 

represented a fair deal. 
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Contemporary criticism of the employment relationship is occasionally voiced but is harder to 

obtain.  For most Americans the institutions and norms of employment are akin to the 

atmosphere necessary to breathe. Few question the nature of the atmosphere. But occasional 

dissenting voices can be heard. For instance, Ellerman (1992) uses the tradition of inalienable 

rights to complicate matters.  In the context of an elaborate argument in support of a program 

for economic democracy realized through collective self-employment in all sizes and shapes of 

democratic firms, he challenges the legitimacy of any employment arrangement that limits the 

responsible agency of employees “even with [their] consent” to that of wage-earning human 

rentals.   

 

Ellerman’s analysis, which includes a thorough critique of both the Marxist labor theory of value 

and mainstream marginal productivity theory, points out an odd affinity between those two 

purportedly opposed theoretical frameworks.  Both frameworks focus upon income, on 

whether or not wages “are too damn low” while forsaking the larger questions first posed by 

figures such as Adam Smith, John Locke, Francis Hutcheson and others whose writings lie in the 

neglected tradition of the labor theory of property. Those writers questioned who should be 

the firm in the first place and not merely how much money should be distributed to the rented 

people working in the firm. Ellerman (1992, 2017) has revived this labor theory of property, 

emphasizing both the positive and negative fruits of labor, and adapted it for modern use.9 

 

Economic rewards and contractarian justifications to the side, it is clear that Samuelson’s 

human rental characterization of employment has been significantly upholstered by public 

policy since the days of slavery. The modern human rental workplace appears to most 

observers to be relatively beneficent. Workers enjoy legal protections against the worst kinds of 

abuses. And they are free to quit their jobs at will.   

 

The existence of tolerable conditions at work should not deter reflection on what we have 

allowed workplaces to become. Nor should it obscure a fundamental fact of particular interest 

to this paper. Even the most enlightened employment arrangements provide no guaranteed 

access to the wealth accumulation or shared governance possibilities of ownership. Rented 

workers do not own the fruits of their labor; only their rental income.  With no guaranteed 

access to ownership opportunities, the continental divide between owners and employees 

endures, and wealth inequality marches on. In order to combat that result, additional measures 

will be required to enable more Americans to own at work and elsewhere.  

 

The good news is that the objective of broad based asset ownership is not an unreachable 

fantasy. Blueprints of how to proceed with that agenda already exist in several domains, 

particularly in the realm of business ownership. We describe them further on in this paper. In 

order to achieve scale, those ideas require greater understanding and support from public 

policy and from the public at large.  
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Sharing Wealth at Work – Structure and History  

 

The idea of employee ownership of businesses does not belong exclusively to the twentieth or 

the twenty first century.  It has a long and colorful lineage tracing back to the dawn of 

industrialization. It is international in scope.  It is organized according to more than one legal 

structure and has a discernible footprint in today’s economy. Some of the high points of history 

and legal structure follow.  

 

First is the matter of legal structure.  The cooperative form of ownership holds title to the 

earliest application of these ideas beginning in the early part of the 19th century. Though 

statistically less prominent than other structures prevalent today, cooperative legal structures 

embody several characteristics superior to more mainstream employee ownership forms.10  

Mainstream forms of employee ownership include Employee Stock Ownership Plans (ESOPs), 

technically a benefit plan holding stock issued by corporations organized under either the 

familiar C corporation or S corporation legal form and employee stock purchase plans (ESPP’s) 

which sell stock to employees at a discount. They also include a range of restricted stock and 

stock option designs utilized by both privately held and publicly traded corporations. 

Partnerships, a form of joint ownership familiar in the professions of law and accounting, 

should also be included in any survey of shared ownership forms. 

 

In Europe, the “Rochdale Pioneers” of Britain are often credited with initiating the movement 

for broad based employee ownership by incorporating their Rochdale Equitable Pioneers 

Society in 1844. Led by Robert Owen, the Rochdale group at first emphasized consumer 

cooperative shops but later extended the idea to include worker ownership of factories.  In 

Britain today, worker ownership makes use of both direct worker cooperative structures and 

common ownership trusts. The Swann Morton Company of Sheffield, a manufacturer of 

surgical blades, fits the first category.11  The John Lewis Partnership, a multi-platform retail firm 

with over 400 stores throughout the United Kingdom earns £11 billion per year in revenue and 

employs 88,000 people.  It is 100% employee owned through a common ownership trust.12 

 

Contemporary Europe is the home of cooperative movements of scale in England, France, Italy 

and in Spain.  Of these, it is the accomplishments of the Mondragon Cooperative Group in the 

Basque country of Spain that occupies the status of world leader of the contemporary industrial 

or worker cooperative movement.  Over the span of 61 years since its founding it has moved 

beyond the democratization of individual firms and developed its own schools including a 

technical high school and an accredited university, a bank by the name of Laboral Kutxa and 

support institutions.  Those institutions service a central core of over 120 enterprises in 

manufacturing and service industries collectively employing 75,000 workers. Contemporary 

students of Mondragon led efforts here in the United States and around the world to replicate 

those achievements. 

 

We will deal at length shortly with contemporary developments regarding employee ownership 

in the United States. But here in the United States there is an early history to these ideas that 

provide a context for contemporary discussions.  Beginning in the 19th century, two distinct 
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platforms advocated for worker ownership in the United States.  The first was a grassroots, 

“bottom-up” movement led by the earliest American labor organizations, the National Labor 

Union and the Knights of Labor.  The second was a more patrician “top down” collection, if not 

a movement, led by early industrialists with humanitarian leanings who sought to differentiate 

themselves from their more exploitative commercial peers. 

 

In the first case, the two labor organizations explicitly advocated cooperative ownership of 

industry. They espoused the idea of a “Cooperative Commonwealth” by workers as both an 

alternative to and a defense against the kind of labor hiring that emerging industrialists were 

proffering to formerly independent farmers and tradespeople.  Many writers of this period 

referred to this modern industrial employment proposition as “wage slavery.” Alex Gourevitch, 

a political theorist at Brown University, chronicles the growth of this movement in his 2015 

book, From Slavery to the Cooperative Commonwealth: Labor and Republican Liberty in the 19th 

Century. He quotes a key leader and writer of the period cited earlier, George E. McNeill of 

Amesbury, MA, who wrote in 1887 of “an inevitable and irresistible conflict between the wage-

system of labor and the republican system of government.”  

 

There was a sense in which these early leaders viewed the prospect of broad based worker 

ownership of industry as the unfinished business of the American Revolution. Gourevitch 

characterizes their perspective on industrial employment as “an old problem (returning) in a 

new form.”13  Parents and grandparents of these leaders had fought and died for a political 

republic. They had successfully expelled colonial European interests only to witness those same 

interests returning decades later with reserves of capital that made it possible for them to 

dominate the American economy and its emerging industrial base. George McNeill spoke 

forcefully against this trend, which he believed threatened the accomplishments of the political 

revolution.  He viewed cooperative ownership by workers as a means to turn the tide and “to 

engraft Republican principles into our industrial system.”14  

 

Economist Derek Jones (1979) produced a useful empirical record of the practical achievements 

of early cooperative enterprises, many of which were inspired by these ‘labor republican’ 

thinkers.15 During the 20 years from 1870 to 1890, he estimates, over 325 cooperative firms 

operated in industries such as iron foundries and the manufacture of commodities such as 

clothing, shoes, barrel and rope. After a period of reasonable success, these firms eventually 

succumbed to competitors funded by European fortunes. By the start of the 20th century, the 

labor movement had retreated from these republican beginnings and accommodated to 

institutions of collective bargaining. 

 

At the other end of the social spectrum during this same 19th and early 20th century period we 

find advocacy of broad based ownership by a select group of patrician industrialists. The efforts 

of these leaders did not rise to the level of an equivalent movement to the early American labor 

movement. Theirs were idiosyncratic and isolated campaigns that took exception to the 

dominant values of their peers in the emerging industrial capitalist class. Some of their visions 

were partial but several spoke of systemic and fundamental changes they imagined to be 

possible where labor – understood to be the community of managers and workers – would hire 



11 

 

capital instead of capital hiring labor. Among their number are some legendary names, 

including William Procter, Leland Stanford and Robert Brookings. Later generations of these 

families have ensured that their fortunes have been channeled toward more moderate aims.   

 

Consumer goods giant Procter & Gamble of Cincinnati, Ohio today ranks 36th in the Fortune 500 

with $72 billion in sales and an estimated workforce of 105,000.  Founded in 1837 by William 

Procter, a candle maker, and James Gamble, a soap maker, the company began to incorporate 

ownership sharing ideas in 1887 at the urging of a subsequent generation. Blasi (2013) has 

unearthed evidence that Procter’s grandson, William Cooper Procter, had absorbed the 

teachings of Princeton professor Lyman Atwater, a moral philosopher who proselytized about 

the virtues of broad based property ownership. The younger Procter adapted those ideas to the 

corporate form. In an interview given much later in his career and published in 1919, Procter 

stated the following: 

 

“We thought that if we could create the idea of ownership or proprietorship, we would 

get that interest that would justify the profits. And so we adopted the plan of stock 

ownership. The chief problem of “big business” today is to shape its policies so that each 

worker, whether in the office or factory, will feel he is a vital part of his company, with a 

personal responsibility for its success, and a chance to share in that success … Such a 

step may be looked upon by other employers of labor as a doubtful experiment … I 

myself have no fear of the result … I believe that on the whole the efficiency of the plant 

has been increased.”16 

 

Blasi has estimated that the tradition of employee ownership at Procter & Gamble has 

continued to the present with somewhere between 10% and 20% of company stock currently 

owned by employees.17 

 

Aside from his immediate association with the university that bears his name, Leland Stanford 

was also, most notably, a railroad tycoon, instrumental in the construction of the first 

transcontinental railroad and a politician and co-founder of the Republican party of California 

who served first as governor (1862-1863) and later as United States senator (1885-1893).  Late 

in life Stanford devoted time to reflecting upon the flaws in the capitalist system that had made 

him a wealthy man. In an essay called “Beyond Capitalism: Leland Stanford’s Forgotten Vision,” 

Lee Altenberg revives Stanford’s ideas.18  Two quotes from Stanford capture his point of view.   
 

"What I believe is, the time has come when the laboring men can perform for 

themselves the office of becoming their own employers; that the employer class is less 

indispensable in the modern organization of industries because the laboring men 

themselves possess sufficient intelligence to organize into co-operative relation and 

enjoy the entire benefits of their own labor." 

 

"With a greater intelligence, and with a better understanding of the principles of 

cooperation, the adoption of them in practice will, in time I imagine, cause most of the 

industries of the country to be carried on by these cooperative associations." 
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A remnant of Leland Stanford’s intellectual attachment to ideas about broad based ownership 

remains tied to the university.  In its organizational by-laws the university is obliged to endow a 

university professorship dedicated to scholarship on the topic of cooperative ownership. 

Yet another wealthy industrialist, the 20th century’s Robert Brookings, achieved a visionary 

perspective late in life that leaned heavily upon the ideas of broad based ownership.  Early 

business success in the Midwest, first in the woodenware trade and subsequently in the 

strategic location of warehouses, made possible a life of philanthropy.  He played a leadership 

role in helping to grow Washington University of St. Louis and, beginning in 1916, moved to 

Washington, D.C. to serve both as the first board chair of the Institute for Government 

Research and as a member of President Woodrow Wilson’s War Industries Board. The 

Brookings Institution of Washington, D.C. was launched in 1928 to further the study of 

economics and government. 

 

The titles of Brookings’s three published books; Industrial Ownership (1925), Economic 

Democracy (1929), and The Way Forward (1932) provide access to his personal intellectual 

preoccupations. Brookings was interested in fundamental industrial reform focused on the 

structure of the firm. A couple of representative quotes provide a window into his thinking. 

 

Congress has the power to require that (such) corporations should reincorporate under 

a federal incorporation act; which act, while securing to capital a fair return at a fixed 

rate of interest and dividends, risk considered, would divide all additional profit or 

accretions in the form of labor shares between the employees (management and labor) 

in the ratio of their individual contribution, probably as recorded by their wage or salary 

compensation. [Brookings, Robert S. 1932. The Way Forward. New York: MacMillan, pp. 

17-18] 

 

"This reform would consist largely in the rental of capital by the workers and 

management, stabilizing a fair rental return for it while leaving the workers and 

management as their remuneration all the profits." [Ibid., pp. 73-74] 

 

Brookings attempted to introduce these ideas into the public conversation at a time when 

Franklin Roosevelt’s New Deal was underway and the shape of American labor relations 

remained up for debate.  The National Labor Relations Act of 1935, the so-called Wagner Act, 

took that conversation in a different direction. Few traces of the ideas of Robert Brookings can 

be found in the work of contemporary scholars, even at the Brookings Institution. 

   

Achieving Scale: The ESOP Story  

 

Today, broad based employee ownership of private sector businesses is not an abstraction.  It 

has arrived. Close to 7,000 companies in the United States presently make use of the most 

familiar ownership form, employee stock ownership plans or ESOPs.  ESOPs collectively employ 

over 14 million workers, a number that some commentators stress now exceeds the number of 

workers represented by unionized collective bargaining.  Though technically valid, those 
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statistics do somewhat overstate the story.  A small number of publicly traded companies with 

relatively modest ESOP plans complicate the data. Backing those companies out of the sample, 

about 6,000 companies that collectively employ approximately 3 million employees remain.  

These companies range in size from Publix Supermarkets with 183,000 employees to 50 person 

machine shops, with a median size of about 150 employees.  They have been drawn to 

employee ownership for a variety of reasons, generally prompted by the succession needs of a 

founding entrepreneur who decides to sell the business to employees rather than to an outside 

buyer.   

 

The arrival of these ideas awaited an era distinct from both the early labor movement and the 

generous inclinations of early industrialists.  It came about through politics. An intriguing bi-

partisan coalition ranging from libertarian leaning Representative Dana Rohrabacher (R-CA) of 

Orange County to Senator Bernie Sanders (I-VT) supports these ideas today. That coalition owes 

its achievements to the vision of a single man, Senator Russell B. Long of Louisiana (1918-2003).   

 

Trained as an attorney, Russell Long was first elected to the United States Senate in 1948. He 

retired in 1987.  During the period between 1965 and 1981, he served as chair of the Senate 

Finance Committee, a committee that exercises considerable influence over the tax code.  

Relatively late in his political career, beginning in 1974, Senator Long reached back to the 

themes concerning the redress of economic inequality that had inspired his controversial 

populist father, Huey B. Long (1893-1935), the legendary former governor and United States 

senator.  

 

Nicknamed “The Kingfish,” Huey Long rose to power in Louisiana in the midst of the great 

American depression of 1929-1939. His prescriptions for addressing the nation’s economic 

needs were radical for the time. They involved confronting concentrated wealth and 

maintaining pressure against large corporations such as Standard Oil that dominated the 

Louisiana economy.  Long, who barely escaped charges of impeachment for political corruption, 

campaigned in favor of the aggressive taxation of wealth and income.  An ardent 

redistributionist, he helped organize “Share the Wealth” clubs where citizen awareness about 

economic inequality was raised and solutions debated under the slogan coined by Long, “Every 

Man a King.” Before his assassination in 1935 Long openly contemplated running against 

Franklin Roosevelt in the Democratic presidential primary leading up to the 1936 election. It 

was his contention that Mr. Roosevelt was guilty of coddling the rich. 

 

Russell Long, one of three children of Huey and his wife Rose, chose a decidedly different path 

for his political career.  He rose to power as a more conservative, oil friendly politician from a 

resource rich state who nonetheless maintained the commitment to the working man extolled 

by his Democratic party.  Several decades after his father’s death, during the last decade of his 

Senate career, Russell began to consider anew questions about economic inequality that had 

preoccupied his father. With the help of a visionary San Francisco attorney by the name of Louis 

Kelso, he constructed an alternative path forward. Where Huey Long saw the government as an 

agent of redistribution that exercised its power primarily through progressive taxation, Russell 

Long saw the government as an agent that could help bring about a form of ‘pre-distribution.’ 
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His reasoning favored the idea of providing incentives for capitalists to share the wealth making 

machinery of capitalism, specifically stock ownership, with ordinary American workers through 

use of the tax code.  Russell Long’s pre-distribution logic altered the inequality conversation.  If 

wealth is more equitably distributed as it is earned, the need for a divisive, after the fact 

struggle over redistribution is reduced if not eliminated. 

 

Senator Long initiated that path through an amendment to the Employment Retirement 

Income Security Act (ERISA) of 1974.  That amendment allowed for the creation of a new form 

of retirement plan, an employee stock ownership plan or ESOP. Long’s ESOP idea, inspired by 

concepts introduced by Kelso, did not begin to attract notice from employers until he was able 

to organize a bi-partisan coalition to attach a variety of tax incentive amendments to the 

original law.  Those amendments encouraged American business owners to gradually sell large 

blocks of shares to tax favored employee stock ownership trusts as an exit mechanism.  More 

than four decades later, ESOPs have arrived as a seemingly permanent if still modest feature of 

the private sector economy.  

 

The ESOP Landscape 

 

ESOPs exist as a “Main Street” more than a “Wall Street” phenomenon. As indicated, they are 

used primarily as a tax favored exit or succession mechanism for the owners of healthy and 

profitable privately held companies.  Owners of those firms face a demographic imperative 

regarding a sale: If there are no family members available or interested in carrying on 

ownership, other options must be explored. Few companies of this kind go public; most are 

sold to competitors or, increasingly in recent years, to private equity firms.  ESOPs represent an 

alternative to sell internally to management and employee groups. 

 

The seemingly generous and culturally contrarian “share the wealth” story that ESOPs tell 

attracts considerable press attention. For example, craft brewers such as New Belgium Brewing 

of Fort Collins, Colorado, and Asheville, North Carolina (creator of Fat Tire beer) and Harpoon 

Brewing of Boston have earned print and television plaudits for their move to employee 

ownership. Often, press accounts exaggerate the beneficence of ESOP transactions, 

characterizing the sale of companies to employee stock ownership trusts (ESOTs) as “gifts.”  The 

overwhelming majority of companies do not gift company stock to employees. Owners instead 

sell company assets and/or stock to those trusts at independently appraised market prices.   

 

Statistics regarding the largest ESOP transactions in the country are regularly tracked by the 

National Center for Employee Ownership (NCEO) of Oakland, CA.  Table 1 below, drawn directly 

from the NCEO, provides the top ten broad based employee ownership companies. The 

dominant, but not exclusively so, structure used in this list is the ESOP structure.19 
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NCEO Top 100 Employee Owned Firms 

Rank Company City State Plan 
Plan Start 
Date Business Employees 

1 Publix Super 
Markets 

Lakeland FL ESOP & Stock Purchase 1974 Supermarkets 182,500 

2 Lifetouch* Eden Prairie MN ESOP 1977 Photography 21,000 

3 Penmac* Springfield MO ESOP 2010 Staffing 20,420 

4 CH2M Hill Englewood CO Stock Incentive & 
Purchase Plan 

2000 Engineering & 
construction 

20,000 

5 Houchens 
Industries* 

Bowling 
Green 

KY ESOP 1961 Supermarkets & other 
services 

18,000 

6 Amsted 
Industries* 

Chicago IL ESOP 1986 Industrial components 17,000 

7 WinCo Foods Boise ID ESOP 1985 Supermarkets 15,200 

8 Alliance 
Holdings* 

Abington PA ESOP 1995 Holding company 14,700 

9 Parsons* Pasadena CA ESOP 1974 Engineering & 
construction 

14,000 

10 Black & Veatch Overland 
Park 

KS ESOP 1998 Engineering 11,350 

 

The Secret Sauce of ESOPs 

 

People are often incredulous when they learn that ordinary American employees are able to 

become owners of their firms, and their incredulity is not entirely misplaced.  A very large 

obstacle to the democratization of ownership opportunities has, in fact, been overcome by 

American ESOP laws in a way that is unmatched in the other countries that have shown 

occasional interest in broad based ownership of companies by employees.  In the United States 

it is possible for groups of employees to become owners of anywhere from 1% to 100% of their 

companies without having to risk a dollar of their own capital. 

 

American ESOPs, it turns out, are a cousin to a longstanding technique used by mergers and 

acquisition professionals in the world of mainstream finance.  ESOPs are a cousin of leveraged 

buyouts or LBOs, a tool by which small groups of senior managers or outside investors have 

been able to buy valuable enterprises with only a modest amount of their own capital at risk, 

borrowing the balance from commercial banks. ESOP transactions mirror LBO transactions. 

Senator Long’s insight, that ordinary employees should not be expected to have the personal 

resources to put at risk to initiate these transactions, has been a significant driver of the ESOP 

field. Workers are not expected to risk modest life savings on the purchase of their companies. 

They are instead the beneficiaries of transaction structures initiated on their behalf making use 

of a legal trust, an employee stock ownership trust or ESOT, that “goes to the bank” on their 

behalf in much the same fashion as their LBO cousins.  Senator Long’s use of the legal trust idea 

in effect recognizes the community of workers and managers in individual firms as a uniquely 

productive asset that merits the attention of both sellers and financing sources.   

 

If and when the ESOT goes to the bank, workers are generally not orchestrating the visit.  In the 

overwhelming majority of these cases, the seller—the majority shareholder of company stock 
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and assets—initiates the loans. It is the collateral of the company that secures these loans.  It 

therefore is self-evident that owners must accede to this form of transaction.  It is their assets 

that are at risk if the loan does not perform.  It must therefore be the affirmative choice of the 

seller to sell internally in this manner.  The owner will eventually be the recipient of the 

proceeds of those loans.  As the loans are paid down, employees assume ownership of the firm.  

 

There is a modest amount of empirical data that establishes a ranking of the motives of sellers 

who opt to use the ESOP structure to sell internally to their employees. That data suggests that 

for a considerable percentage of the 7,000 ESOP transactions that have taken place legacy, or 

‘leaving the company to the people who built it,’ ranks highly alongside more conventional 

financial motivations.  There is also evidence that legacy reasons occasionally supersede 

financial motivations.   

 

Federal regulations prohibit transactions that pay anything above an independently appraised 

market price for a sale to an ESOP. Those regulations also permit a tax savings, a deferral of 

capital gains taxes for securities sold to an ESOP.  A non-trivial percentage of ESOP transactions 

have taken place at companies where outside buyers have been prepared to pay above market 

“strategic” prices for companies that have been sold to ESOPs.  The fact that sellers have 

proceeded with the sale of their companies to ESOPs for below the strategic price is testament 

to the existence of non-financial motivations.  

 

Results 

 

Evaluation of the performance and long term viability of broad based employee ownership is 

pursued through two categories of investigation; empirical research and theoretical debate.  

 

Empirical research treats six general topics;  

1. The economic consequences for employee participants, i.e. the wealth and income 

effects  

2. Comparative economic performance, i.e. the extent to which these firms can compete 

against more conventional legal forms,  

3. Economic sustainability, i.e. the extent to which these firms are able to maintain 

acceptable levels of reinvestment over time 

4. The motivational consequences for employee participants, i.e. job satisfaction  

5. The  salience of this idea to the general public, i.e. public opinion polling, and  

6. The salience of this idea to customers; both  

a. business to business customers in the example of non-consumer facing 

businesses, and  

b. consumers 20 

 

Theoretical debate covers a second category of investigation only partially accessible to 

empirical investigation. Among the topics debated in this realm are questions of organizational 

democracy, i.e. the ability of these firms to effectively balance employee governance and 

management and the related idea of making use of divisions of labor that recognize expertise.  
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This paper will not attempt to summarize the findings from each of these topics.  Much of the 

research literature covering these topics is maintained by the NCEO, which is an independent 

non-profit research organization. Under the category of empirical research we have previewed 

the topic of the wealth consequences of employee ownership. We will re-state those findings 

here with more detail.  We will then present a summary of the second listed topic of 

comparative economic performance.  

 

Wealth and Income  

 

With support from the Kellogg Foundation, the NCEO initiated a research project entitled 

Employee Ownership and Economic Well Being.  The findings from that study were released in 

May of 2017.21   

 

This report uses data drawn from the National Longitudinal Surveys (NLS), a long term research 

initiative sponsored by the U.S. Bureau of Labor Statistics. NLS data use nationally 

representative surveys that follow the same sample of individuals from specific birth cohorts 

over time.  This is the first study that has undertaken to track individual as opposed to 

aggregate wealth accumulation.  

 

The analysis examines the characteristics of workers with employee ownership at their 

workplace (employee-owners) compared to workers without such benefits (non-employee-

owners).  A sample of 5,504 women and men, including an oversample of African Americans 

and Latinos were first interviewed in 1997. All the respondents were ages 28 to 34 when 

interviewed most recently in 2013.   

 

Figure 2 shows that there are no large pre-existing differences in wealth in the sample studied. 

The employee ownership advantage in household wealth emerges over time.22 
 

(NCEO Figure 2) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

MEDIAN HOUSEHOLD NET WORTH OVER TIME 

$28,500 

$14,831 

$9,250 $7,000 

$4,750 $5,000 

At age 20 

(excludes respondents 

At age 25 

25 

At age 30 

Employee-owners 

Non-employee-owners 
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The results span a range of measures and demographic groups: 

 

• Median household net wealth among respondents is 92% higher for employee-

owners than for non-employee-owners. This disparity holds true for the great 

majority of subgroups analyzed, including single women, parents raising young 

children, non-college graduates, and workers of color.  

• In 2013, the median employee-owner had household income equal to 378% of 

the poverty line, compared with 293% of the poverty line for non-employee-

owners. Most of this difference emerged over a period of years—the two groups 

had nearly the same median income-to-poverty ratios in 1997. 

• Employee-owners in this dataset have 33% higher median income from wages 

overall. This holds true at all wage levels, ranging from a difference of $3,160 in 

annual wages for the lowest-paid employee-owners to an extra $5,000 for 

higher-wage workers. 

 
(NCEO Table 6)23 

MEDIAN HOUSEHOLD 

NET WORTH 

 

EMPLOYEE- 

OWNERS 

NON- 

EMPLOYEE- 

OWNERS 

Overall $28,500 $14,831 

Single women $9,089 $6,000 

Single women of color $7,000 $5,000 

Workers of color $16,450 $9,175 

Child 0-8 in household $33,450 $17,500 

Families of color with $20,650 $10,250 

All parents $28,650 $15,300 

All single parents $10,500 $7,500 

Single mothers $4,520 $5,900 

Non-college graduates $22,450 $12,250 

More than 50k income $73,100 $55,500 

Under 50k income from $16,250 $11,000 

Under 30k income from $8,750 $7,500 

 

• Employee-owners of color in this data have 30% higher income from wages, 79% 

greater net household wealth, and median tenure in their current job 36% over 

non-employee-owners of color 

• For families with children ages 0 to 8 in their household, the employee-

ownership advantage translates into median household net worth nearly twice 

that of those without employee ownership, nearly one full year of increased job 

stability, and $10,000 more in annual wages. 

 

  



19 

 

Additional highlights from the NCEO study include the following findings: 

 

• Employee-owners are much more likely to have access to an array of benefits at 

work, including flexible work schedules, retirement plans, parental leave, and 

tuition reimbursement. For example, 23% of employee-owners have access to 

childcare benefits, compared to 5% of non-employee-owners. 

• Employee-owners in this dataset have substantially more job stability than non-

employee-owners: their median tenure with their current employer is 5.2 years, 

compared to 3.4 years for the non-employee-owners. 

 

An earlier study of the wealth effects of employee ownership was undertaken by Kardas, Keogh 

and Scharf (1998).24  Entitled Wealth and Income Consequences of Employee Ownership: A 

Comparative Study from Washington State, this study investigated how the value of retirement 

assets in ESOP companies compares to the value of retirement assets in other companies, and 

how wages in ESOP companies compare to wages in comparable non-ESOP companies.  Using 

1995 data, a population of 102 ESOP companies in Washington State were identified and 

matched with a group of control companies of the same size and industrial sector.  

 

The survey found that ESOP firms provide their employees significantly higher retirement 

wealth than similar non-ESOP firms. Wages in ESOP companies were also found to be higher 

than in similar non-ESOP firms.  Looking solely at ESOP assets, the average Washington ESOP 

participant's account value was worth $24,260. The average value of all retirement benefits in 

ESOP companies was $32,213. This figure was substantially higher than the average value of 

$12,735 in the comparison companies.  

 

In absolute terms, the amount of wealth accumulated by employees reported by these two 

studies (2016 and 1998) is significant but remains modest.  However when looked at from a 

comparative perspective, the wealth being tracked is significantly higher than the wealth 

accumulated by employees in conventionally owned firms.   

 

It is important to note that the cohorts examined to date by the 2017 NCEO Kellogg study are of 

relatively young workers, age 28-34. It is reasonable to expect that the wealth of older workers 

will be considerably higher as it accumulates over the course of their careers in employee 

owned firms. 

 

Comparative Economic Performance 

A considerable research literature exists that compares performance in broad based employee 

owned firms to comparison firms without employee ownership.  Performance indicators 

studied include sales, employment and productivity as well as firm survival over time.  Three of 

the leading research programs that have pursued these questions include the Shared Capitalism 

Research Project of the National Bureau of Economic Research (NBER), a program that 

produced the 2010 book by Kruse, Freeman and Blasi called Shared Capitalism at Work: 

Employee Ownership, Profit and Gain Sharing, and Broad-Based Stock Options, a 2016 research 
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summary by Kaarsemaker25 and a 2016 meta-analysis of firm performance in employee 

ownership settings conducted by O’Boyle, Patel and Gonzales-Mule.26
 

Each of these overviews has contended with analytical challenges that stem from a broad range 

of distinguishing factors among the firms studied. Among the factors researchers must control 

for are whether firms are privately owned or publicly traded on stock exchanges, the specific 

structure for shared ownership (including employee stock options (ESO’s), employee stock 

ownership Plans (ESOPs) and worker cooperatives) and the percentage of enterprise ownership 

held by employees.  

 

In a 2013 article Firm Survival and Performance in Privately Held ESOP Companies, Blasi, Kruse 

and Weltmann review research on company performance and employee ownership.27 They 

summarize the research performed as follows: 

 

Productivity is much more commonly studied in the employee ownership literature. 

Contrary to negative predictions based on the free rider problem, studies have generally 

found that employee ownership is linked to higher performance. Two reviews 

concluded that “Two thirds of 129 studies [including both performance and attitude 

studies] on employee ownership and its consequences found favorable effects relating 

to employee ownership while one tenth found negative effects (Kaarsemaker, 2006) and 

research on ESOPs and employee ownership is overwhelmingly positive and largely 

credible (Freeman, 2007) Formal meta-analyses that combined the results of studies 

have found evidence of a positive association between employee ownership and 

performance (Doucouliagos, 1995; Kruse & Blasi, 1997). 

 

One of the earliest comparative analyses was produced by Kruse and Blasi in 1996 and first 

published in 2013. The key table summarizing before and after results of ESOP companies 

paired with non-ESOP companies is reproduced below. Using three year prior and three year 

after adoption data they found statistically significant differences in employment (4.5% greater 

employment) and sales growth (3.9% greater sales) for ESOP companies. This comparison 

automatically controlled for industry and year effects.  
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Table 5: Pre/post-adoption comparisons

ESOP sample=companies adopting ESOP in 1988-94 period

ESOP cos. Non-ESOP pairs Diff.

(1) (2) (3)

Average annual growth

Employment 3 years pre-adoption 8.3% 6.2% 2.1%

3 years post-adoption 2.6% -1.9% 4.5% **

  Change -5.7% -8.1% 2.4%

n 254 234

Sales 3 years pre-adoption 11.8% 10.1% 1.7%

3 years post-adoption 5.3% 1.4% 3.9% ^

  Change -6.5% -8.8% 2.3%

n 138 77

Sales/employee 3 years pre-adoption 3.3% 6.0% -2.7%

3 years post-adoption 3.2% 3.6% -0.4%

  Change -0.1% -2.4% 2.3%

n 115 65

^ p<.10   * p<.05  
 

Though the findings produced by published studies to date are robust, the status of broad 

based employee ownership firms as an outlier challenging and apparently surpassing 

conventional ownership forms increases the likelihood that there will be an ongoing program of 

comparative research studies in the future.  The extensive breadth of broad based ownership 

forms, ranging in a spectrum from stock options in publicly traded firms where options are 

viewed primarily as a form of compensation on the one end to worker cooperatives where 

ownership is viewed as membership in a democratic social institution on the other invites 

opportunity to compare the relative efficacy of different ownership forms. Most research to 

date in the United States has focused on privately held firms making use of ESOPs. ESOP firms 

are situated at a mid-point in the spectrum between ownership as compensation and 

ownership as membership in a democratic association.28 

 

Challenges and Resistance 

 

Challenges to the idea of broad based employee ownership do not emanate solely from 

academic research circles. They also surface through the press and through the elaborate web 

of policy institutions and opinion that serve as gatekeepers regarding the implementation of 

new ideas.   

 

Some of those challenges are reputational and based on a small number of high profile cases 

where the irresponsible use of tax incentives and faulty transaction design have been rightly 

exposed and critiqued.29  Examples of those cases include Enron Corporation (1985-2001), 

United Airlines (1995-2003) and the Tribune Corporation (2007-2008). A second challenge 

emerges from the culture of policy making and the institutional sponsors that influence the 

spread of ideas.  Until recently, that culture has not embraced this particular set of ideas, partly 
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because it did not emerge from commonly accepted circles. Finally, there are practical 

challenges posed by the relative obscurity of the employee ownership option in the minds of 

business owners. If this is such a compelling idea, why is there not more of it? 

 

Marquee ESOP Controversies  

 

Of the three cases listed, Enron stands out as the highest profile example of ESOP practice 

involving what was finally judged to be criminal abuse.  Enron made use of an ESOP, a 401(k) 

and a pension plan.  Enron management chose to tie these retirement plan elements together 

in ultimately disastrous ways.  Employees were encouraged by management to invest a 

disproportionate amount of their 401(k) holdings in employer stock.  Company matches to the 

401(k) were made in company stock.  The Enron pension plan also invested heavily in employer 

stock.  A legally permissible “stock lock” feature that pegged the value to a high average stock 

price achieved during the 1996-2000 time period meant that when the company’s fortunes 

declined, employees were not able to exit the stock in any of their three retirement plans in a 

timely manner.  When bankruptcy arrived in 2001, company stock was worthless.  The fixed 

offset design feature of the pension, also locked into a high historic value (1996-2000) of 

company stock, prevented employees from collecting Pension Benefit Guaranty Corporation 

(PBGC) minimum payouts that employees of other bankrupt firms can expect to receive.   

To be clear, faulty pension designs were not what led to jail time for Enron management.  The 

holding of company stock by defined contribution benefit plans and by defined benefit pension 

plans was not and is not a crime. The criminally culpable act related instead to deliberate 

misrepresentations by management about the underlying financial condition of Enron.30  In 

addition to the damage those representations visited upon Enron employees, Enron’s actions 

cast an ominous and overly large shadow, particularly in the business press, over the idea of 

employees owning any company stock, a perspective that is clearly in tension with public policy 

advocacy of employee ownership.  As recent research verifies, the risks to retirement planning 

of a disproportionate reliance on company stock is well understood, particularly by ESOP firms.  

Evidence shows that these firms can offset that risk by introducing supplemental, diversified 

plans. 

 

A close examination of the United and Tribune transactions unearths a mixture of merits and 

flaws.  The scale (86,000 employees) and visibility of the United ESOP drew widespread 

attention during its 8-year run.  During the ESOP’s heyday, Business Week ran a cover story 

called “United We Own,” which touted early evidence of a motivated culture and a more 

efficient enterprise. A hybrid ESOP/Wall Street ownership structure – 55% in the ESOP and 45% 

in the public market - undermined the intentions of the ESOP’s architects. The leading architect 

was the pilots’ union at United, headed by then President Rick Dubinsky.  Dubinsky cites the 

continued presence of public shareholders and the Wall Street analysts that represented them 

as a distraction that interfered with the creation of an ownership culture. The choice of the 

flight attendants’ union to stay outside the ESOP introduced another challenge. Despite these 

challenges, the United ESOP worked remarkably well. When, in the wake of the 9/11 terrorist 
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disaster, the airline industry faced contraction, United was one of the victims. It declared 

bankruptcy in 2003, but it was not alone.  During that same period, Delta Airlines and 

Northwest Airlines also declared bankruptcy, followed soon thereafter by Continental Airlines.  

Yet to skeptics who were averse to United’s outlying non–Wall Street ownership structure, it 

was the ESOP that took United down. 

 

Tribune, the media conglomerate dominated by newspapers and television stations, presented 

a different set of challenges.  A billionaire with an oversized ego, Sam Zell, had decided he could 

reverse the rapidly declining fortunes of the newspaper industry. Familiar from a successful 

career in real estate with the dynamics of leveraged transactions, he loaded the company with 

debt, reduced voluntary contributions to the company’s 401(k) plan and introduced an ESOP 

both for its tax saving characteristics and for the possibility that ownership would motivate 

employees in an industry desperate for innovation. After a tumultuous year and a half run 

featuring open confrontations with his workforce, the notoriously stubborn Zell filed for 

bankruptcy, dissolving ESOP ownership. 

   

Policy Culture 

 

Another challenge to the emergence of employee ownership as a policy priority is both cultural 

and ideological. Pursuing a program of economic change through ownership, through what we 

have described as an asset based or property approach to the economy, challenges long 

established models of thinking about economic policy primarily through an income lens.  The 

habit of viewing economics and inequality through the income lens is entrenched, and 

alternative approaches are viewed with skepticism.  

 

To have achieved the scale they have attained, ESOPs have had to attract and maintain bi-

partisan support in the United States Congress.  As a respected centrist Democrat, Russell Long 

was able to appeal both to his more liberal Democratic colleagues in the Congress and to 

conservative Republicans.  Fortunately, the idea of shared ownership is ideologically 

ambidextrous.  Conservative Republicans admire the way in which ESOPs promote a property 

owning working class, which they judge will be less dependent upon government.  Left leaning 

Democrats reply that ESOPs can be a route to a more inclusive and fair approach to capitalism 

within which ordinary people can gain a voice and a financial stake that would otherwise be 

unavailable to them. ESOP practice has been capacious enough to host both points of view. 

 

In professional policy circles, however, ESOPs have suffered from the fact that they emerged 

outside the orbit of accepted policy conversation.  Louis Kelso, the ESOP inventor who prevailed 

upon Senator Long to commence his legislative initiatives, was not a classically trained 

economist or policy professional.  He was an attorney who contributed a number of key insights 

that had escaped every other utopian thinker drawn to these ideas since the 18th century.  

 

The first insight is that employee ownership prospers best when attached to a going concern.  It 

is far easier to convert an existing profitable firm than to start shared ownership firms from 

scratch.  The 7,000 ESOPs that mostly thrive today are partial or full conversions of established 
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firms.  Sellers have used the ESOP in the overwhelming majority of these cases as an exit or 

succession strategy.   

 

The second insight was a compromise with reality. The most sacred assumption guarding the 

gate in every market economy is that everyone interested in acquiring ownership must put 

personal capital at risk. Kelso and Long were strong believers in the market economy and its 

disciplines, but they recognized that most working people do not have cash reserves to deploy 

to join it as investors or participants. They are largely spectators working for a wage. In order to 

enter the ownership arena, working people need a backer who can enter the transactional 

world on their behalf and extend incentives to owners to consider selling to cashless or at least 

cash poor workers. 

 

The backer they introduced is the federal government - not as a direct lender or investor but as 

an agent representing workers in the establishment and administration of legal trusts 

(employee stock ownership trusts) that can borrow money on their behalf. As loans are repaid 

out of the current cash flows of the selling firm, workers become owners. Sellers enjoy tax 

benefits for selling to these trusts. The resulting employee owned firms also enjoy tax 

advantages commensurate with the percentage of ownership held for employees in those 

trusts. With the backing of federal legislation and the use of these trusts, the seemingly 

impossible became possible; cashless or at least cash poor workers become significant stock 

owning participants in their places of work. 

 

The combination of Kelso’s insights and Senator Long’s desire to continue his family legacy of 

economic populism resulted in a policy intervention of substance. This intervention has long 

struggled with a pedigree problem. Kelso and Long’s ideas did not originate from commonly 

accepted policy institutions of either liberal or conservative bent. It therefore met with 

resistance that remains active.  

 

At least five primary objections have surfaced, primarily from liberal circles.  First, ESOPs 

appeared to be a labor idea, ostensibly benefiting workers, that was hatched outside the labor 

movement by people friendly to and wishing to provide incentives to ‘capitalists.’  That 

intention, to work both sides of the policy tracks, was deemed suspicious if not impossible.  

Second, Senator Long’s choice not to mandate demanding standards for corporate governance 

and employee voting fueled additional suspicions that ESOPs represented faux ownership, the 

proverbial ESOP fable.  Third, ESOPs are also a retirement security tool, a defined contribution 

plan not unlike the well-known 401(k) design; both run contrary to the traditional embrace of 

defined benefit pensions by unions. Fourth, ESOPs run afoul of the cardinal rule of portfolio 

theory taught to retirement policy professionals that objects to concentrated investments in 

employer stock.  Fifth, Senator Long’s decision to attach ESOPs to retirement law, specifically 

the Employee Retirement Income Security Act (ERISA) of 1974, effectively assigned the 

implementation of his ideas to an administrative agency, the United States Department of 

Labor (DOL), staffed by professionals imbued with many of the above listed sources of 

skepticism.   
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In practice, each of these challenges has been at least partially met.  Evidence of tangible 

wealth sharing with workers through ESOPs without sacrificing wage levels has quieted some 

skeptics. Concern about the need for more worker voice has generally been accepted by the 

ESOP community. Topics that dominate national meetings in the field focus on measures for 

promoting ‘open-book’ business literacy and strategies for increasing employee involvement. 

Research demonstrating that ESOP companies are more likely than comparison companies to 

include a second source of retirement income apart from an ESOP has settled some of the 

concerns from retirement planning professionals.31   

 

The bureaucratic location of ESOPs in the federal government remains problematic. The home 

of Senator Long’s enthusiastic effort to create a more inclusive form of capitalism is also the 

enforcement arm of the government charged with ensuring that companies wishing to take 

advantage of tax incentives do so according to the rules.  Serving in that important capacity, the 

Department of Labor is daily witness to a modest percentage of scofflaws and abusers who may 

have stretched or fraudulently used the government’s largesse.  The combination of this regular 

vantage point on ‘bad actors’ with the underlying skepticism of professional staff has proven 

challenging.  The consistent bi-partisan political support for these ideas in the Congress has 

provided a backstop that helps to overcome administrative resistance. 

 

The policy think tank world, centered in Washington, D.C., has also gradually begun to warm to 

these ideas despite their suspect origins. Recent studies produced by mainstream think tanks 

such as Third Way32 and the Center for American Progress33 demonstrate a new level of 

appreciation about how broad based ownership can overcome traditional divides between 

capital and labor while also addressing the broadly accepted crisis of economic inequality. 

 

Breaking Through  

 

A newly receptive climate in policy circles toward broad based employee ownership provokes 

the question of whether the tools are in place to move these ideas to scale.  Tax incentives 

originated by Senator Long in 1974 and amended over ten times since by bi-partisan coalitions 

of senators and representatives have played a significant role in attracting business owners to 

the idea.34 Supportive research evidence and a generally positive business press have helped to 

create a favorable climate of public opinion. So why, skeptics reasonably ask, is there not more 

employee ownership?  

 

There are an estimated 7,000 ESOP owned companies.  Subtracting publicly traded companies 

with relatively small ownership stakes, there are perhaps 6,000 privately held ESOP companies 

with significant ownership stakes.  Reference USA estimates that there is a total universe of 

close to 720,000 privately held companies with revenues of between $10 million and $500 

million in sales that would generally be characterized as potential ESOP targets. The National 

Center for Employee Ownership backs out more than three quarters of that total by excluding 

companies such as law firms, medical practices and other industries that would not fit the usual 

ESOP profile or whose owners are under the age of 50, thus reducing the universe to 150,000 
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new targets for ESOP ownership. Their estimate therefore speculates that existing ESOPs 

amount to approximately 4% of the total population of prospects.   

 

With the backing of favorable federal legislation that exceeds that of any country in Europe, 

and with a density of only 4% of the potential market, it is reasonable to consider what 

obstacles prevent further growth of broad based employee ownership and what measures 

might be taken to ratchet it up to scale. Two primary obstacles to scaled growth are introduced 

below followed by ideas on how to proceed.  The first obstacle is informational.  The second 

obstacle is practical and involves access to capital.   

 

The first obstacle is informational in a broad sense of that word.  Despite a generally favorable 

press, business owners are either not aware or seriously under informed about how to 

orchestrate an internal sale of their businesses to their employees.  Heading the list of 

informational challenges is the entirely reasonable inference that business owners typically 

make about the financial capabilities of their managers and workers.  Presuming a range of 

positive enterprise values we can assume for this segment of the economy of between $10 

million and $500 million, how can the ‘folks in the shop’ possibly purchase the company?   

 

As we have learned through the course of this paper, with the informed consent of the owner 

whose assets would be collateral on any loans, it is Senator Long and Louis Kelso’s employee 

stock ownership trusts (ESOTs) that would be doing the borrowing on behalf of largely cashless 

workers. The proceeds of these loans pay off the owners over time. As the loans are being 

repaid, workers and managers are assuming ownership. The seemingly impossible is made 

possible.  Not many business owners are aware that mechanisms such as these exist. 

 

A subset of this first informational obstacle captures the imagination of skeptics but is less 

concerning to business owners. It involves what we might call the democracy nightmare. How 

can broad based employee ownership cohabit with efficient enterprise? The confidence that 

business owners have in the capabilities of their employees to assume responsibility for 

ownership varies but is more robust than skeptics typically allow.  There are business cultures 

that manage to sustain themselves through fear and the asserted omnipotence of the owners 

and senior management. Those companies are not promising candidates for broad based 

employee ownership.   

 

They are the companies that are most likely to predict ‘chaos’ when exposed to the idea of 

shared ownership. There is a much larger percentage of Main Street business cultures that do 

not partake of this paranoid outlook.  They are rational and reasonably meritocratic.  In those 

companies there is no overt fear of democracy accompanying the idea of shared ownership.  

There may be questions and a certain amount of initial confusion about how to adapt to a 

shared ownership path.  But there is basic confidence in the capabilities and seriousness of the 

employees involved that overcomes hesitancy to consider these ideas.   Many of these 

companies describe themselves as ‘already having an ownership culture’ in place. For them, 

adding the legal fact of ownership is a consolidation of existing positive workplace 

arrangements. 
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The second obstacle is practical. It pertains to the lack of scaled capital sources available to 

back management and employee groups wishing to pursue employee ownership. Once 

business owners - usually nearing retirement age - have arrived at the conclusion that it is time 

to sell their business, they are typically eager to exit in an orderly and efficient manner. If the 

company they own has been well run and has proven successful in the marketplace, there will 

be a choice of bidders ready and willing to acquire these companies in full. Those bidders will 

typically include strategic buyers that operate in a given company’s market as well as the 

formidable universe of private equity buyers. Three thousand private equity firms maintain a 

collective treasure chest of three trillion dollars ready and willing to write large, immediate 

checks for successful privately held companies. 

 

Faced with that kind of competition, it is remarkable that owners of approximately 6,000 

privately held companies have chosen the ESOP path. Not only are business owners likely to 

have attractive non-ESOP alternatives, it turns out that the process of selling to an ESOP is 

complex and often prolonged.  As we have discussed, the structure of ESOP transactions 

resembles that of the familiar formula of a leveraged buy-out or LBO. An employee-buy-out or 

EBO relies on substantial borrowing from commercial lenders. Few if any lenders are willing to 

loan up to 100% of the enterprise value of a firm.  Seller notes, wherein the seller agrees to 

lend the company a percentage of the necessary money to complete a 100% ownership 

transaction, can sometimes bridge the difference.  It is equally likely, however, that the sale 

process to an ESOP will require a two or three stage financing process where, absent 

unforeseen difficulty, senior commercial lenders agree to “re-up” to complete a 100% 

transaction.  This staged process can mean that a transition to 100% employee ownership can 

take anywhere from three to ten years to complete. 

 

Tax incentives that Senator Long began to introduce in the 1980s can compensate somewhat 

for the patience required.  Sellers to ESOP trusts can indefinitely defer the payment of capital 

gains taxes. And partially employee owned firms are partially tax exempt on a going forward 

basis up to the percentage of stock held by the trust. These incentives help, but in many cases 

they are not enough of an incentive for sellers who are eager to turn the page on their lives and 

get on with their retirement plans.   

 

Recent developments in the formation of ESOP-friendly private-equity-like funds that can 

provide higher risk, mezzanine capital on top of the capital provided by senior lenders have 

begun to address this challenge. Family offices and foundation endowments focused on social 

impact investing have begun to take notice of this opportunity.  These entities appreciate the 

philanthropic potential of broad based employee ownership to address perennial problems of 

economic inequality.  

 

Given that participation in funds that specialize in this kind of investing offers the potential of 

market-related returns, the future prospects for this financing niche are strong. With access to 

favorable financing, broad based employee ownership should be able to compete with more 

conventional financing sources.  The process of building this competition is very much in the 
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early stages. As of this writing, three financial advisory firms that publicly represent their ability 

to do this kind of investing have combined assets of $400 million, a number that pales in 

comparison to the $3 trillion war chest of conventional private equity.35 The ratio of $400 

million to $3 trillion suggests the need for some new, larger ideas to bridge the gap. 

 

Next steps: A Broad Based Ownership Agenda 

 

The original testimony that Senator Russell Long provided to Congress in support of the ideas 

outlined in this paper makes for interesting reading today.  On the floor of the 97th Congress on 

May 12, 1981, Long decried the fact that “One percent (of our citizens) received 47% of all 

dividends and 55% of American households have a net worth of [in 1981 dollars] less than 

$10,000 … This concentration of wealth is not only unjust, it is also harmful to the successful 

operation of a market economy.”  Turning to solutions, he stated that:  

 

“We can begin to promote a type of capitalism that is true to its democratic roots and 

true to the American tradition of widespread participation … Our free enterprise system 

is not working well enough; its remarkable vitality and adaptability are declining.  Yet 

there is no evidence of a better economic alternative.  A primary problem, and a 

problem this bill addresses is that so few Americans share a personal ownership stake in 

the system.” 

 

Nearly 40 years after their introduction, the incentives Senator Long introduced have resulted 

in approximately 4% penetration of the market of firms that could practically consider broad 

based employee ownership.   

 

There are hopeful signs on the horizon that this modest incursion into a very large problem 

might be gaining steam.  An increased awareness of economic inequality that has preoccupied 

policy conversation in both conservative and liberal economic circles has invited the embrace of 

new ideas.  A growing acceptance of employee ownership by liberal critics is also promising.  

The longstanding association of these ideas in certain circles with the rescue of troubled 

industrial firms is receding.  In its place we find more and more sellers of healthy, 

technologically advanced firms considering ESOPs as an exit strategy that allows them both to 

obtain a fair price for their efforts and to maintain the legacy they and their families have built.  

These sellers of every ideological stripe are discovering that the philanthropy they anticipated 

as a next frontier for their careers can perhaps best be carried out closer to home, among the 

men and women who have helped them attain considerable wealth.  Even the capital markets 

seem to be slowly awakening to the possibilities of investing through the use of these 

structures. 

 

Despite these signs of incremental progress, the march of inequality in what Paul Samuelson 

and David Ellerman would characterize as a “human rental” economy appears to be relentless. 

The vast majority of renters are unable to save their way into the more comfortable community 

of owners.  They scrape to get by with paychecks and look forward to a retirement heavily 

dependent upon social security.  Present day levels of inequality have begun to fray many of 
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our cultural and political institutions.  In this context we should consider large policy ideas that 

are equal to the task at hand that reach beyond the helpful incentives initiated by Senator Long 

and his colleagues. 

 

More Than Incremental Ideas 

 

In a study entitled Employee Ownership, ESOPs, Wealth and Wages, Jared Bernstein, 

economist, Senior Fellow at the Center on Budget and Policy Priorities, and former advisor to 

Vice President Joseph Biden, concluded his analysis of federal government policy toward 

employee ownership with a provocative recommendation.36  Turning to a familiar list of tax 

incentives that the government routinely extends to private sector companies—including bonus 

depreciation, deduction of the interest costs from debt financing, and deferral of taxes of 

overseas earnings—Bernstein poses a question “… why not in the interest of both greater 

revenue collection and incentivizing more employee ownership, make them [the tax incentives] 

contingent on offering ownership shares to workers? Given inequality findings … this seems like 

a useful incentive to build into the tax code.” Making employee ownership a prerequisite, a 

condition for businesses to be able to enjoy federal tax incentives, would dramatically raise the 

visibility of employee ownership.  For many, this visibility would be a target, and perhaps too 

aggressive a top-down stance for the government to take.  The appetite to adopt it would likely 

require a bi-partisan agreement that ameliorating economic inequality was a primary, not a 

secondary, objective of tax policy.37 

 

Tax incentives and tax conditionalities represent one approach.  Another involves using the 

ability of the federal government to guarantee credit. The last time the government made a 

massive intervention in the American economy to stave off a crisis of the scale we see when 

examining wealth inequality data, we were a country recovering from an economic depression.  

Under the conservative Republican administration of Herbert Hoover, the Federal Home Loan 

Bank Act of 1932 (FMLB) created a network of savings and loan institutions.  More importantly, 

this act provided insurance for depository institutions that would write home mortgages for 

citizens under favorable economic terms.  Because of this federal insurance role, those ordinary 

citizens, soon to include sixteen million soldiers returning from World War II, were able to 

acquire a financial asset that would otherwise be well beyond their reach. The GI Bill and other 

federal legislation made important contributions, but the Federal Home Loan Bank Act of 1932 

did more to foster ownership values and create the American middle class than any other piece 

of legislation passed by the United States Congress in the 20th century. 

 

From the perspective of the early 21st century, various economists (Lazonick 2016, Galbraith, 

2015, Hockett, 2015) have expressed concern not only about inequality but about the existence 

of systematic underinvestment in the American economy both in the sphere of private sector 

corporate research and development and in public infrastructure.  These twin crises of 

inequality and underinvestment provide a pretext and a premise for an ambitious policy 

initiative for broad based employee ownership that is reminiscent of the Federal Home Loan 

Bank Act of 1932.  Unlike the incentive or conditionality approach, it puts initiative in the hands 

of American workers and managers. 
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The brainchild of a private equity provider, Richard C. May of American Working Capital, the 

Employee Equity Loan Guarantee program (EELG) would re-enact in the private sector business 

economy the crucial role that US government guarantees perform to attract capital to the field 

of housing.38  Using the existing infrastructure of commercial banks and private equity funds to 

underwrite the terms of specific investments, the EELG would extend federal guarantees to 

back investment stakes for all individual employees in businesses over a predetermined size 

(estimated at 100 employees) to enable direct investment in their places of work.  Over time, 

this investment would considerably expand equity stakes for workers in their workplaces while 

simultaneously addressing the systematic underinvestment of American corporations in new 

products and services.   

 

The EELG would make use of existing employee stock ownership trust structures and the 

existing American banking infrastructure. It would operate according to the same premise we 

learned in the case of ESOPs, with federal guarantees making possible the investment 

participation of low net worth worker and managers in their places of work.  Just as it would 

have been impossible in 1946 for returning soldiers to purchase homes and assume long term 

mortgages without federal guarantees, it is difficult to imagine how American workers and 

managers can achieve sizable equity stakes in American capitalism without analogous federal 

guarantees. 

 

As a public policy idea, the EELG idea locates future investment activity where it should be, at 

the level of the firm and not the government.  Federal guarantees of EELG funds enable direct 

worker and manager investment in their place of work without government steering 

mechanisms or government investment in firms.  It will be up to the leadership of private 

corporations and not the government to persuade their workforces to apply their guaranteed 

equity funds toward compelling investment purposes. Those same workforces should be 

entitled to appropriate governance input and participation to insure that their investments are 

being responsibly managed. 

 

There is evidence that after forty years ownership stakes in the workplace made possible by 

Senator Long’s ESOP legislation have begun to address the challenge of wealth inequality. The 

recognition by Senator Long and Louis Kelso that cashless workers required the intervention of 

employee stock ownership trusts that could secure borrowing on their behalf to make this idea 

possible opened the door to a new form of inclusive and participatory capitalism.  That 

achievement requires similarly inspired federal programs to progress beyond the modest 4% 

platform it currently enjoys after thirty years of legislative assistance.   

 

Conclusion 

 

To the jaded public policy mind, large ideas such as Jared Bernstein’s framing of ESOPs as a 

condition to receive federal tax incentives and Richard May’s Employee Equity Loan Guarantee 

program (EELG) are quickly remanded to the utopian recycling bin. Ambitious ideas that push 

our thinking about how capitalism might be structured to include the people who contribute 
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most to its value inevitably confront a steep inclined plane.  Nevertheless, another contrarian 

from early in the 20th century serves to illustrate that these ideas have an uncanny and 

enduring appeal. 

 

On July 4, 1927 the sitting CEO of the General Electric Corporation, Owen D. Young, addressed a 

crowd of over 1,000 at an outdoor dedication ceremony for the newly constructed Baker 

Library of the Harvard Business School. The ceremony included the president of Harvard, 

various deans and other prominent invited guests. What the audience heard that afternoon 

was not the usual self-congratulatory bromides that people of means come to expect from one 

another.  Instead they heard a history lesson and a bold statement of vision. Young surveyed 

how the industrial age had created a tension which had not been entirely resolved.   

 

“Into these [larger scale businesses] we have brought together larger amounts of capital 

and larger numbers of workers than existed in cities once thought great. We have been 

put to it, however, to discover the true principles which should govern their relations. 

From one point of view, they were partners in a common enterprise.  From another they 

were enemies fighting for the spoils of their common achievement.”   

 

He spoke hopefully that the Harvard Business School might be a place where his alternative 

vision could be fleshed out.  

 

“Perhaps someday we may be able to organize human beings engaged in a particular 

undertaking so that they truly will be the employer buying capital as a commodity in the 

market at the lowest price …  If that is realized, the human beings will then be entitled 

to all the profits over the cost of capital.  I hope the day may come when these great 

business organizations will truly belong to the men who are giving their lives and their 

efforts to them, I care not in what capacity.  Then they will use capital truly as a tool and 

they will be all interested in working it to the highest economic advantage … Then we 

shall dispose once and for all, of the charge that in industry organizations are autocratic 

and not democratic. Then we shall have all the opportunities for a cultural wage which 

the business can provide.  Then, in a word, men will be as free in cooperative 

undertakings and subject only to the same limitations and chances as men in individual 

businesses.  Then we shall have no hired men. That objective may be a long way off, but 

it is worthy to engage the research and efforts of the Harvard School of Business.39 

 

In a 1982 biography of Young, the speech was referred to by observers as “a hot potato.” It was 

published in full in the New York Times.40  

 

The future trajectory of the idea of broad based employee ownership is hard to predict.  It may 

continue to follow the incremental path originated by Russell Long, or it could ramp up to the 

more programmatic approaches proposed by Jared Bernstein and Richard May. To date the 

field has been hospitable to a “big tent” collection of 19th century labor leaders, progressive 

industrialists, lawyers, economists, and investment bankers of very different political 

persuasions.  That breadth of support that reaches back through American history as well as 
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forward across contemporary ideological divides provides a distinct advantage looking toward 

the future. Recent evidence that these ideas make a material contribution to overcoming 

economic inequality indicate that a new path for “restoring the middle” may be at hand.  
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