and Income
Consequences
of Employee

Ownership

A Comparative Study
from Washington State

Peter A. Kardas, Adria L. Scharf, and Jim Keogh
Edited by Scott S. Rodrick

The National Center for Employee Ownership




rol. 10 no. 4

ransmitied
tocapying,
prior writ-

poration.

Executive Summary

This study attempts to answer questions about the success of companies
with employee stock ownership plans (ESOPs) in getting more wealth and
income into the hands of employees. By comparing retirement assets and
wages in Washington State ESOP companies with those in matched similar
non-ESOP firms, the analysis shows that ESOP companies provide signifi-
cantly higher retirement benefits than comparison firms. The average value
(per participant) of all retirement benefits in ESOP companies (in 1995) was
approximately $32,000, whereas the average value in the comparison com-
panies was about $12,500. None of the independent variables in the analy-
sis eliminated or significantly diminished the ESOP as an explanation for
higher asset values. A large percentage of comparison companies (between
589% and 71%) had noretirement plan at all, and in those that did, employee
participation rates in the plans were lower than in the ESOP companies.

Furthermore, companies with ESOPs contributed on average about 10%
of pay to all retirement plans, while the comparison companies contributed
on average about three percent. Whereas in those comparison companies
that have retirement plans, approximately 70% of the value of the assets was
in stock offered through 401 (k) plans (and presumably diversified), in ESOP
companies about 60% of retirement assets take the form of company stock.

The company stock held in the ESOP does not appear to come at the cost
of wages. The median hourly wage of $14.72 in the ESOP firms was 8%
higher than the median hourly wage in the comparison companies. At the
10th percentile of wages, hourly wages were 4% higher in the ESOP com-
panies, while at the 90th percentile, ESOP company wages were 18% higher.
Therefore, the ratio between the 90th and 10th percentiles was higher in the
ESOP companies than in the comparison firms. Unions, in both ESOP and
control companies, had the effect of raising wages at the 10th percentile and
lowering them at the 90th, with the result that median wages for unionized
control companies are significantly higher than for non-union controls. On
average, the ESOP firms in this study provide a significantly higher total
compensation to their employees than do their competitors, but the ratio of
90th to 10th percentile wages suggests that they do so within the framework
of rewards already established in the economy.
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In writings during the 1950s and 1960s, Louis Kelso argued that ownership
by employees of company stock is necessary to create a society in which
affluence is broadly shared and extremes of economic inequality reduced.
If the ultimate goal of employee stock ownership is to achieve a society that
has both greater equality of economic condition as well as equality of op-
portunity for economic gain, then it may be of interest to examine the dis-
tribution of wealth and wages in companies that have established employee
stock ownership plans (ESOPs) using the tax incentives that Kelso helped
inspire. Nearly 24 years after the establishment of ERISA, have ESOPs lived
up to their promise to share more broadly the gains of stock ownership?
What are the financial benefiis of ESOPs to company employees and to
ESOP participants?

The study reported here begins to address these questions with data on
wages and retirement plan assets in Washington State companies. We com-
bine government wage data on ESOP companies and comparison compa-
nies with retirement plan information from a survey of those companies
and from Internal Revenue Service (IRS) Form 5500 filings to estimate:

e How the value of retirement assets in ESOP companies compares to
the value of retirement assets in other companies;

° How wages in ESOP companies compare to wages in comparable non-
ESOP companies;

° How ESOP and control companies compare on the provision of other
benefits, such as health care insurance; and

*  Whether the distribution of wealth and wages is more egalitarian in
the ESOP companies.

In addition, we investigate the effects of a number of independent vari-
ables, including company size, industrial sector, percentage of ownership
by the ESOP, years that the plan has been in place, unionization, and com-
pany participation programs.

Methodology and Description of Companies
The Samplie

The sample of 102 ESOP companies includes nearly every such company
in Washington State that we were able to identify, We used Form 5500 data
and records from the Washington State Employee Ownership Program to
generate a list of all definite and potential ESOP companies in the state. We
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th=n made phone calls to those companies to confirm whether they have an
ESQP or a KSOP (i.e., 2 combined 401(k) plan and ESOP).!

The 499 control companies were selected by random match. For each
employee stock ownership company confirmed to have an ESOP, three to
seven control companies of the same employment size and industrial sector
(based on the four-digit Standard Industrial Classification [SIC] code) were
randomly selected from a database of all companies in the state provided by
the Washington State Employment Security Department. All butthree ESOP
companies were matched with between three and seven controls. For three
ESOP companies, there were only two possible comparison companies of
the same sector available. This resulted in an average number of control
companies per ESOP company of five.

Wage and employment data for 1995 for all 601 companies—102 ESOP
companies and 499 matched controls—were obtained from the Employ-
ment Security Department. Wages included all gross wages? for employees
covered by unemployment insurance.? Tables 1 and 2 show the distribution
of companies in the wage data sample by size and industrial sector, with a
column included in each table for the distribution of ESOPs nationwide. A
comparison of the nationwide and Washington State data indicates that the
Washington companies are fairly representative of other ESOPs in terms of
size and industrial sector, except that there is a smaller percentage of com-
panies in Washington with over 500 employees.

The Survey

We sent surveys to all 601 companies and made follow-up phone calls to
400 of those, obtaining usable responses from 148 companies—47 compa-
nies with ESOPs and 101 comparison companies (see the appendix for a
copy of the survey). Out of these usable responses, we were able to match
up 37 ESOPs with 68 control companies. From survey respondents we have
detailed information on the value of assets held by retirement plans, the
formula by which benefit assets are allocated to employees, and the number
of employees in different wage categories covered by each benefit plan. In
addition, survey respondents were asked the value of salary and non-salary
compensation for highly compensated employees who are not covered by
unemployment insurance, whether the company is public or private, whether
itsemployees are covered by a collectivebargaining agreement, the company’s
age, the types of participatory management techniques used, and the degree
of employee influence in various decision-making areas. For ESOP compa-
nies, the survey asked for information about the ESOP plan, including the
percentage of company stock held in the ESOP trust, the percentage of payroll
contributed to the plan in 1995, the basis on which stock is allocated to
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Wealth and Income Consequences of Employee Ownership

Table 1. Company Size in 1995

Company Size in Percentage
1995 (number of Count {of Sample) ESOPs
employees) ESOP Non-ESOP ESOP Non-ESOP Nationwide®
1-49 38 244 37% 49% 34%
50-99 16 101 16% 20% 19%
100-199 23 58 23% 12% 16%
200-299 3 26 3% 5% 14%
{200-500
employees)
300-399 5 13 5% 3%
400+ 9 21 9% 4%
Missing 8 36 8% 7% 17%
(500+ employees)
Total 102 499 100% 100%
“Data are from Prolman and Kruse (1996), appendix.
Table 2. Industrial Sector
Percentage
Industrial Category Count {of sample) ESOPs
(SIC code) ESOP  Non-ESOP  ESOP Non-ESOP  Nationwide®
SIC1: Forestry, Fishing,
Mining, Construction 10 58 10% 12% 1%
SIC 2: Manufacturing (food,
lumber, printing, chemicals) 9 47 9% 9% 25%
(SIC2 &3}
SIC 3: Manufacturing {metal,
industrial machinery,
transportation equipment) 20 108 20% 22% see above
SIC4: Transport,
Communications, Utilities 2 6 2% 1% 4%
SIC 5: Wholesale and Retail
Trade 24 127 24% 26% 19%
SIC 6: Finance, Insurance,
Real Estate 23 78 23% 16% 22%
SIC7: Services (taxable
companies) 7 40 % 8% 18%
(SIC7 &8)
SIC 8: Services (health,
legal, sotial, engineering) 7 35 7% 7% see above
Total 102 499 99%

%Data are from Prolman and Kruse (1996), appendix,
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employee accounts, whether the plan was leveraged, and the reason(s) the
ESOP was implemented.

According to survey data from ESOP companies that provided this in-
formation, the percentage of company stock owned by the ESOP trust in
1995 ranged from 0% to 100% (as summarized in table 3).* Of those, the
ESOP owned a majority of the stock in 15 companies (39%), with four of
those ESOPs owning 100% of the stock. The average percentage of owner-
ship by the stock plans was 42% and the median was 35%. Seven ESOPs for
which we had this information were publicly traded, and 35 were privately
held. Four comparison companies were publicly traded, and 93 were pri-
vately held.

Table 3. Distribution of ESOP Companies by Percentage of Company
Stock Held by ESOP Trust

Percentage of Stock Held by ESOP Trust Count® Percentage®
0-24% 13 33%
25-49% 11 28%
50-74% 8 21%
75-100% 7 18%
Total 39 100%

2Number of ESOP companies for which the percentage of ownership is known.
"parcentage of ESOP companies for which the percentage of ownership is known.

IRS Form 5500

In addition to data from the survey, we procured IRS Form 5500 data® for
tax year 1995 for 250 companies in our sample, out of which we were able
to match and use 202 cases—66 ESOP companies and 136 controls. All
companies that provide qualified retirement plans subject to ERISA, in-
cluding ESOPs, 401(k) plans, defined benefit pension plans, and profit
sharing plans, must file Form 5500 with the IRS. Companies with 100 or
more participants must file Form 5500 every year. Companies with fewer
than 100 participants must file Form 5500-C at least every three years; for
years in which Form 5500-C is not filed, such companies must file the
abbreviated version, Form 5500-R, The responses to Form 5500 identify all
qualified retirement plans provided per company and give the total value
of assets, net value of assets, and employer contribution for each plan. We
used this data both as an accuracy check for our survey information and as
a supplemental source of information.

Table 4 summarizes mean and median company size for all companies
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Table 4. Median and Mean Company Size in 1985

Mean Number of Employees Median Number of Employees
Data Source ESOP Non-ESOP ESOP Non-ESOP
All companies in
study 17 133 bl 45
Matched
companies that
returned survey 225 84 74 3
Matched
companies that
filed 5500 forms 194 185 85 65

in the study, for ESOP and comparison companies that were both matched
with each other and that returned surveys, and for ESOP and comparison
companies that were matched and for which Form 5500 data was available.
In general, the ESOPs had higher employment than the comparison compa-
nies, with the differences being greatest for companies that returned sur-
veys and smallest for companies in the 5500 data. Of the 37 ESOP compa-
nies that were matched with comparison companies and for which we had
survey data, there was information for 31 of them in the Form 5500 data. Of
the 68 comparison companies that were matched with ESOPs and for which
we had survey data, there was information for 30 in the 5500 data.

A couple of other important pieces of information about the ESOP com-
panies and matched comparisons are: the mean number of hours worked
per quarter in 1995 was 392 for the ESOP companies and 371 for the control
companies. The average start date for all retirement plans in both ESOPs
and controls was 1984, with a median start date of 1986 for both groups of
companies. The mean start date for ESOP plans only was 1985.

Retirement Assets

In comparing ESOPs to the matched comparison companies on benefits and
income, we will examine first the value of retirement assets (including
company stock), then wages, and finally the provision of other benefits. We
will look at retirement assets in three ways. First, we will compare per-
participant assets held in all plans in ESOP and comparison companies.
Second, we will compare the percentage of payroll contributed to retire-
ment plans by ESOP and non-ESOP companies. Finally, we will estimate
the value of assets held on behalf of ESOP participants in different wage
categories.

Because both ESOP and comparison companies often have more than
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one retirement plan (e.g., 401(k) and profit sharing plans), the task of com-
paring the wealth holdings of participants in the two types of companies is
somewhat complex. To accurately compare employees’ retirement assets in
ESOP companies with retirement assets in control companies, we need a

measure of benefits that pulls together the value per participant of each plan .

in a company, To have an accurate understanding of how ESOPs compare
to typical competitors, we also must take into account the percentage of
companies that do not file Form 5500.

Table 5 presents average assets per covered employee for ESOP compa-
nies and matched controls thatreturned surveys and for ESOPs and matched
conirols that filed Form 5500. The top row gives the sum of the average
assets per participant for all plans listed in the third through seventh rows
(401(k) plan, ESOP, etc.). This measure assumes that a participant in one
plan is also a participant in every other plan, so the sum (“Sum of Average
Assets per Participant”) equals the total value of an individual’s assets from

all the different plans. But what if the participants in any one plan do not

participate in any other plans? In that case, to get an average value of retire-

ment assets per participant for the whole company, we must sum up the ,
asset values of the various retirement plans (401(k), ESOP, etc.), then divide |

the result by the sum of participants for each plan. That is the value repre-
sented in the second row of the table (“Total assets of all plans <+ sum of
participants”).

Both measures of assets per participant (rows 1 and 2 of table 5) indicate
that ESOP companies provide substantially higher assets per participant
than matched comparison companies. The differences are statistically sig-
nificant, meaning that they are very unlikely to be the result of chance.
(Throughout this study, when we say “significant,” we refer to statistical
significance, not to the magnitude of difference between the two samples.)
However, the two techniques of determining assets per participant yield
very different results. For companies that returned surveys, the first row
seems to yield the more accurate result because the figure in the second row
(for total assets divided by the sum of participants) gives us a figure for the
overall average that is lower than the figure just for the ESOP plans (row 4).
Use of the first measure, which assumes a participant in one plan to be a
participant in all others, is given some support by tables 6 and 7, in which
the participation rate in different plans (using data from the surveys) can be
compared to the percentage of total employment represented by different
wage categories,

Table 6, which provides retirement plan participation rates (plan par-
ticipants per wage category as a percentage of total employment) for the
ESOP companies, indicates that the highest overall rates are in the ESOP,
401(k), and profit sharing plans, which either approach or exceed 100%.°
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Wealth and Income Consequences of Employee Ownership

Table 5. Assets per Participant for Several Plans, Using Survey and

Forim 5500 Data

Contro!
ESOP Companies, ESOP Control Companies,

Assets Per Companies, from Survey ©  Companies, from 5500s
Participant, from Survey {Weighted from 55005 {Weighted
Different Plans {n=37) n=37) {n = 66) n = 66)
Sum of average
assets per Pl
participant, all / \‘\,

lans $32,213* _,_f $12,735* $47,680 $24,946+*

%ota! assets of all k_ s

plans <+ sum of $21,020*
participants $21,634™ $7,739% $31,967* $12,612°
401(k) assets per
participant $3,796 $8.890 $13,021 $14,720
ESOP assets per
participant $24,260 $0 $20,396 $136°
Defined benefit
assets per
participant $1,254 $410 $3,148 $2,203
Profit sharing
assets per
participant $607 $1,464 $10,466 $5,013
Cther assets per
participant $2,295 $1,971 $650 $2,873

Note: Resuits for the control companies are weighted so that the sum of contrel companies for each
ESOP company equals one, thus eliminating the bias that results from there being more contrals for
some ESOP companies than for others. Numbers in the table represent average assets per participant
for all plans for matched companies that either returned a survey or filed a Form 5500, even if the
companies did not use one of the plans listed. Therefore, a zero for average assets in any plan is
treated as a number and averaged together with other numbers.

This number is weighted by .6 to take into account control companies that did not return the 5500
Form and to bring the number into line with survey data. See main text for more explanation.

®0ne control company reports ESOP assets on the 5500 form, though to the best of our knowledge

the company did not have an ESOP trust in place in 1995.
**p < .03

*p< .05

w5 < 003

The highest rates in the control companies, as indicated in table 7, are for
the 401(k), defined benefit, and profit sharing plans, with rates in the 70%
to 90% range. While these numbers cannot tell us that, on average, a partici-

pant in one plan is guaranteed to be a participant in all others, they do give
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Table 6. Wage Sector as Percentage of Total Employment, and Plan
Participants as Percentage of Total Employment, for ESOP
Companies (Data from Surveys)

Employees
in Wage Defined Profit

Category as ESOP 401{k) Benefit Sharing Other

%of Total Partidpation Participation Participation Participation Participation
Hourly Wage Employment Rate Rate Rate Rate Rate
Category (n=3n {n=136) (n=10) (n=2) (n=2) n=1)
Under $6
per hour 4% 2% 1% 0% 0% 0%
$6.01-$10
per hour 23% 1% 1% 1% 3% 0%
$10.01-$14
per hour 23% 32% 34% 12% 18% 1%
$14.01-$20
per hour 23% 29% 55% 37% 75% 11%
$20.01-$40
per hour 22% 17% 29% 16% 35% 14%
Over $40
per hour 5% 4% 15% 0% 0% 1%
Total 100% 95% 145% 66% 131% 27%

Note: Percentages for participation rates are only for those companies that have the designated
plans. Participation rates are derived by dividing the number of plan participants in each wage cate-
gory by total company employment, then averaging for all ESOP companies. The n for each partici-
pation rate equals the number of companies with that kind of plan.

us some confidence that there is broad participation in most plans in ESOP
companies and that the participation rate in ESOP plans is probably higher
than the rate in control companies. Therefore, these figures indicate that
when using the survey data, comparing the sum of assets in ESOP and
control companies is a reasonable thing to do. Because participation rates
appear to be lower in the control companies than in the ESOP companies—
meaning that employees in the control companies are less likely to be par-
ticipants in all plans—any bias will be more in the direction of inflating the
control company numbers. The per-participant retirement asset calcula-
tions for ESOP companies and controls may not be accurate to the dollar,
but the relationship between the values appears to be reasonable.”

The measure that is most accurate for the survey results may not be most
accurate for the Form 5500 results, however. As we can see from row 1 of
table 5, the dollar figure from the 5500 forms for the sum of assets per
participant is significantly higher than the equivalent figure from the sur-
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Table 7. Wage Sector as Percentage of Total Employment and Plan
Participants as Percentage of Total Employment for Control
Companies (Data from Surveys)

Employees in

Wage Defined

Category as 401(k) Benefit Profit Sharing Other

% of Total Partidpation  Partidpation  Participation  Participation
HourlyWage  Employment Rate Rate Rate Rate
Categary {n=67) (n=18) (n=06) {n=28) (n=1)
Under $6 per 6% 1% 1% 0.4% 0%
hour
$6.01-$10
per hour 31% 9% 15% 10% 0%
$10.01-$14
per hour 22% 15% 39% 17% 0%
$14.01-520
per hour 21% 22% 27% 18% 14%
$20.01-$40
per hour 17% 21% 5% 18% 0%
Over $40 per 3% 3% 0.4% 11% 9%
hour
Total 100% 1% 87.4% 74.4% 23%

Note: Percentages for participation rates are only for those companies that have the designated
plans. Participation rates are derived by dividing the number of plan participants in each wage cate-
gory by total company employment, then averaging for all control companies. The n for each partici-
pation rate equals the number of companies with that kind of plan,

veys. This is true even if we look only at the 5500 results for those companies
that also returned surveys. The average sum of assets per participant for
surveyed ESOP companies that were matched with controls is $45,317
(n = 36). The discrepancy between the $45,317 (form 5500 data) and the
$32,213 (from survey data) for ESOPs may be due to companies that filed
the 5500 double reporting asset totals for plans that have more than one
feature, e.g., a KSOP, or a profit-sharing ESOP. This assumption is sup-
ported by the other rows in Table 5. In ESOP companies, 401{k) plan assets
are significantly higher in the 5500 column than in the survey column, as
are profit sharing assets, For ESOP plans, the form 5500 data and the survey
data are more consistent.®

So which numbers should we use? The survey data in row 1 of table 5
appears to accurately represent benefits for both ESOP and control compa-
nies, while the 5500 data in row 2 appears to be accurate for ESOPs but not
for controls. We can, however, weight the control company responses in
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row 2 to take into account those comparison companies that do not have
plans. Assuming that the figure for control companies should be $12,500
(close to the sum of average assets number from the survey), the weight
would be approximately 0.6 ($12,500 + $21,020). In all analyses in the
report using 5500 data, control company responses for the second measure
of assets (fotal of all assets divided by the sum of participants) will be weighted
by 0.6.

Interpreting the Results

The numbers in table 5 indicate that the average value of assets per partici-
pant is significantly higher in the ESOP companies than in the controls.
Looking at the first two columns, representing data from the surveys, we see
that the average value in the ESOP companies is $32,213, while the average
value in the control companies is $12,735. The composition of the numbers
differs significantly as well. For the typical ESOP participant, the ESOP
represents 75% of the combined asset value of his or her retirement ac-
counts. Of the 75% that the ESOP holds, 80% is in company stock,’ meaning
that 60% (.75 X .80) of the asset value represented by the ESOP is in com-
pany stock. Of the remaining value in the typical ESOP participant’s retire-
ment accounts, 12% is from 401(k) assets, 4% from defined benefit assets,
and 2% from profit sharing plans. In the control companies, 70% of the
value of the assets is from 401(k) plans, while 3% is from defined benefit
plans and 11% from profit sharing plans. So while the value of the ESOP
company assets is approximately $20,000 higher than the value of the con-
trol company assets, the ESOP investment is heavily concentrated in the
stock of the employing company and thus carries more risk. On the other
hand, the diversified piece of the ESOP participant’s retirement assets (40%
of 32,000) is almost identical to the total assets of non-ESQP participants.

What do these per-participant assets mean to employees at different
wage levels? Looking at ESOP companies that allocate stock to employee
accounts either on the basis of payroll (28 out of the 40 companies for which
we have data) or payroll to a cap (another 5 companies, for a total of 33 out
of 40 who responded),’® we can calculate a number representing assets per
participant per wage category.” The results in table 8 should be taken as
suggestive only, since we are estimating what the value is of assets per
employee in each company—we do not know the actual number. Further-
more, the value for the wage category between $6.01 and $10 an hour is out
of line with the other wage categories, indicating that something unusual
may be going on in a few companies. Also, the number for each wage cat-
egory is derived from the sum of values for the various plans, and we cannot
be sure that assets for the 401 (k) plan, defined plans, and so on are allocated
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Table 8. Asset Values for Individuals in Different Wage Categories

Wage Level Total Benefit Payment per Employee N of Companies
Under $6 per hour $6,203 3
$6.01 to $10 per hour $37,668 17
$10.01 to $14 per hour $18,220 23
$14.01 to $20 per hour $30,810 22
$20.01 to $40 per hour $62,744 22
Over $40 per hour $158,503 14

Note: Each wage category includes data only for those companies for which we were able to make
calculations—i.e., zeros are treated as missing data.

by W-2. Given these caveats, the table still gives us a sense of how people
at different wage brackets benefit from an average retirement asset valued
at a little over $30,000.

Translated to monthly payments, if an average asset value of $32,000
earning a 5.5% interest rate is paid out monthly for 20 years, with the prin-
cipal declining to zero at the end of that period, the monthly payments will
equal $220.%% If $18,200, the estimated value of retirement benefits for an
employee in the $10-$14 an hour range, is paid out in the same manner, the
monthly payment to the individual will be $125. The monthly value to an
individual in the over-$40 per hour category would be $1,091. By contrast,
70% of the monthly income for a full-time worker in the $10-$14 per hour
bracket is approximately $1,456 (before taxes). For employer-funded de-
fined benefit pension plans, the rule has traditionally been that a covered
employee could count on 70% of the last three years’ salary as a retirement
benefit (see Blasi and Kruse 1991, p. 94).

The average value of $32,000 is based on the current value of the assets.
If the company continues to make contributions to company stock or to
other retirement plans, and/or the value of the stock increases, the value of
the assets will increase. It is therefore of interest to know what percentage
of payroll the company is puttingintoretirement assets on an ongoingannual
basis. The percentages in table 9 are derived by dividing a company's total
compensation for 1995 (data from the Employment Security Department’s
database) into the amount the company reported contributing to the differ-
ent plans for that year (data from the survey of companies and from Form
5500). In terms of the total contributed to all plans, the percentages are very
close for both the Form 5500 and the survey data. ESOP companies in 1995
contributed between 9.6% and 10.8% of payroll to all plans, while the con-
trol companies contributed between 2.8% and 3.0% (although the percent-
ages from the 5500 database for control companies should probably be
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reduced by about half because this data does not include companies that
had no retirement plans). The composition of the ESOP company totals is
different for the 5500 data and the survey data, with the survey data show-
ingalmost all contributions coming from contributions to the ESOP, and the
5500 data showing significant percentages for 401(k) and profit sharing
plans. This difference is probably a reflection of some ESOP plans also
being profit sharing and 401 (k) plans. The 5500 data does not include con-
trol companies that have no plans, while the survey data does. The end
result of these levels of contribution, if continued annually, would be ESOP
company employees seeing the value of their retirement assets increase at
three to four times the rate of comparison companies due to the increased
rate of company investment alone, all other things (e.g. relative stock val-
ues) being equal.

Table 9. Percentage of Pay Contributed to Plans

ESOP, from Controls, from ESOP, from Controls, from
Percentage of Survey Data® Survey Data Form 5500 Form 5500 Data
Pay Contributed {n=37 {Weighted Data {Unweighted
to: Unless Noted) n=37) {n=1861) n = 130)
All plans 10.8%* 2.8%* 9.6%* 3.0%*
401{k) plans 1.0% 1.5% 2,5% 1.9%
ESOPs 10.0% 0% 5.6% 0%

{n =36}

Defined benefit
plans 0% 0.3% 0.1% 0.1%
Profit sharing
plans 0.04% 1.0% 1.4% 0.7%
Other plans 0.2% 0.1% 0% 0.3%

Note: In this table, a zero is included in the final percentage; it is not treated as missing data. Data
from the 5500 forms for the control companies is unweighted because two controls and one ESOP
were dropped from the calculations due to missing data or percentage of wages that appeared un-
reasonably high (over 200% of payroll). There were no companies that contributed between 100%
and 200% of payroll to retirement plans.

*Numbers for the individual plans in this column do not quite add to the number for “All Plans” due to
missing data for ESOP plans for one company.

*p< .01
Independent Variable Analysis: SIC Code, Unionization,
Percentage of Ownership, and Participation

For independent variable analysis we will look first at industrial sector
(measured by one-digit Standard Industrial Classification code), then at
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unionization, percentage of ownership, and participation. Table 10 pre-
sents retirement assets by one-digit SIC code,*® with averages both from
survey data and from 5500 data. The survey shows higher asset values for
ESOP companies in five out of the seven SIC codes (3 and 5-8) and lower
values in SIC codes 1 and 2. The 5500 data shows higher ESOP values in all
seven SIC codes. While we will explore this a bit more vigorously later when
we present regression runs, it appears that SIC codes by themselves do not
explain the difference in values between ESOP and control companies; i.e.,
the higher ESOP values are not loaded up in only a few SIC codes.

What about the independent effect of unions?!* Table 11 presents asset
per participant values just for ownership and unions as the independent
variables, and table 12 looks at ownership and unionization for SIC codes
2 and 3.% The apparently large difference between union and nonunion
control companies represented by the data from the surveys largely evapo-

Table 10. Retirement Assets by One-Digit SIC Code

Assets per Participant, by
1-Digit SIC Codes ESCP Companies Control Companies
SIC Code 1
Assets per participant, survey $12,489 {n = 8) $22,148 {n = 13)
Assets per participant, 5500 $50,852 (n = 8) $15,927 (n = 15)
SIC Code 2
Assets per participant, survey $9,009(n =5) $10,443 {n=12)
Assets per participant, 5500 $17,465(n=17) $10,217 (n=12)
SIC Code 3
Assets per participant, survey $43,389{(n=17) $23,150 {n = 14)
Assets per participant, 5500 $30,104 (n = 12) $12,634 (n = 32)
SIC Code 5
Assets per participant, survey $37,872(n=6) $3,222 (n=12)
Assets per participant, 5500 $29,048 (n = 15) £$9,828 {n = 33)
SIC Code 6
Assets per participant, survey $87,692 (n=4) $20,807 (n=5)
Assets per participant, 5500 $33,963 (n=13) $14,894 (n = 22)
SIC Code 7
Assets per participant, survey $10,552 (n = 4) $3,780(n=17)
Assets per participant, 5500 $30,645 (n=5) $4,945 (n = 8}
SICCode 8
Assets per participant, survey $40,844 (n = 3) $15,034 (n=5)
Assets per participant, 5500 $31,503 (n= 6) $18,719{n=12)

Note: Control company numbers for 5500 data are weighted by .6 to reflect the companies that do
not have retirement plans and therefore do not file Form 5500,

*While the nis 8 for both survey and 5500 data in this cell, only 6 of the companies actually overlap.




i4 Peter A. Kardas, Adria L. Scharf, and Jim Keogh

Table 11. Assets per Participant, Union and Nonunion Companies

ESOP ESOP Control Control
Assets per Companies Companies Companies Companies
Participant With Unions  Without Unions With Unions  Without Unions
Assets per
participant, $23,612 $33,877 $87,498 $6,052
survey data (n=186) {n=31) (n=7 (n=61)
Assets per
participant, 5500 $21,990 $33,542 $15,315 $12,280
data (n=19) {n= 757} {n=12) (n=122)

Note: Using survey data, the difference hetween unian and nonunion companies, ignering ESOP vs.
control, is significant at the .001 level. The difference between ESOPs and controls for survey data is
significant at the .05 level. The difference between the union and nonunion controls in the top row of
this table is significant at the .0000 level. Using Form 5500 data, the difference between ESOP and
controls is significant at the .0000 level.

Table 12. Assets per Participant for SIC Codes 2 and 3

ESOP ESOP Control Control
Assets per Companies Companies Companies Companies
Participant for: With Unions  Without Unfons  With Unions Without Unions
SiCCodes 2 &3 $30,274 $23,220 $14,758 $11,047
5500 Data (n=16) {n=13) {(n=11) {n=133)

rates in the data from the 5500 forms, though table 12 indicates that there
is still a difference between union and nonunion control and ESOP com-
panies in SIC codes 2 and 3 {though the difference is not statistically sig-
nificant). According to the regression analysis summarized intable 13, the
presence of an ESOP increases per participant asset value by $20,298.72
when sector, company size, and unionization are held constant. The pres-
ence of a union does not have a statistically significant effect on asset
values.

What is the effect of majority ownership? The average value of assets per
participant for 12 majority-owned ESOP companies is $30,694 using the
survey data or $36,369 using the 5500 data, while the average value for 21
minority-owned ESOP companies is $37,000 using the survey data or (for
19 companies) $42,632 using the 5500 data. In either case the difference is
around $5,600. But while the majority-owned companies appear to fare
worse than those that are minority-owned, their per-person asset values are
still significantly higher than the values of their matched controls, as can be
seen in table 14,
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Table 13. Regression of ESOP on Asset Value, Controlling for
Unionization and SIC Code

Assets per Participant
Variable B (SE)
ESOP (ESOP = 1) 20298.72* (3915.64)*
Unionized {1=union) -6.16 {4.97)
sic1 7730.63 {6628.40)
Sic2 -5349.49 {7354.37)
SICS -1692.03 {5565.99)
SICE 3026.62 {6017.08)
SIC7 -2412.08 (8518.09)
SIC8 3226.97 (7462.38)
Company size ~1063.39 (6773.68)
Constant 127115.43* (4205.78)"
R? 0.15
Adjusted R? 0.1
N 198
*p < 0.01

Table 14. Asset Values for Majority and Minority-Owned Companies
and Their Respective Conirols

Majority ESOP  Contrals for Majority Minority Controls for
Asset Data Companies ESOP Companies ESOP Minority ESOP
from: {n=12) (Weighted n = 12) Companies Companies
Survey $36,700* $7,259*
data $30,894 $14,803 {n=21) (weighted n = 21)
Form 5500 $42,632* $10,835™
data $35,847* $13,978* {n=19) (weighted n = 19}

*p<.01 **p <05

1t is curious why, despite the higher average values of retirement assets
in the majority-owned ESOP companies compared to their matched con-
trols, the average assets held by plans in majority-owned ESOP companies
are lower in value than the average assets held by plans in minority-owned
ESOPs, The expectation would be that the more stock allocated to employee
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accounts, the higher the value of the assets per person. Are the minority-
owned companies contributing more to 401(k) or profit sharing plans than
the majority-owned companies, and driving the values higher that way?
The data refute this, indicating that the contribution percentages for major-
ity- and minority-owned companies to 401(k) plans are about the same. Is
there something going on at the one-digit SIC code level that could explain
the difference? We cannot find anything in regression analysis. Are there
fewer participants relative to total employees in the minority-owned com-
panies, thus giving those participants more value per person? On the con-
trary, the ratio of participants to employees for majority-owned companies
is 879, and for minority-owned companies 89%. Does unionization have
something to do with it? There is a higher percentage of unionization in the
majority-owned companies, but there is no statistically significant effect of
unionization on the relationship between percentage of ownership and asset
value. Is there a difference in how old the plans are in the two categories of
companies? There is no difference that matters. Well then, what about the
fact that minority-owned companies pay better on average than the major-
ity-owned companies? Is there a relationship between lower asset values
and lower pay?

There s, in fact, a correlation of .33 between median pay and asset value
(p < .01), but a curious thing happens when one breaks out this relationship
by majority-owned and minority-owned companies. For the majority-owned
companies, the correlation is .66 (p < .01), while for minority-owned, the
correlation is —.06 (no significance). The scatterplots in figures 1 and 2 il-
lustrate the difference.

With the majority-owned plot, it is easy to see that the asset per partici-
pant values generally increase as wages increase, but with the minority-
owned companies it looks like a couple of lower-paying ESOP companies
have very high asset values, which interrupts an otherwise general ten-
dency for higher-paying companies to have higher assets. In fact, when we
remove the two outliers, the correlation increases to r = .26, p < .01. The
mean value of the assets then drops to $26,063 (Form 5500 data), nearly
$10,000 below the mean value of the majority-owned companies. The cor-
relation is still higher for the majority-owned companies (higher median
pay, higher benefit levels), and there is no statistical significance in the
difference between the majority and minority-owned ESOPs, so removing
the two outliers does not completely clarify the relationship between per-
centage of ownership and asset value. But their removal does bring results
more in line with expectations.

What might be the effect of participation in workplace decisions on
retirernent wealth? We measured participation with two sets of questions
in our survey, asking companies first what employee participation tech-

Wealth anc

100000 m—

:

E £

Assets per participant

(=]

2
|

Figure 1.

200000 5—

]

Assets per participant

£
|

Figure 2. .

niques the
various de
of compan
about part:
pany used,




Wealth and Income Consequences of Employee Ownership 17

Asset data from surveys
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niques they use and second what degree of influence employees have over
various decisions (section V of the survey in the appendix). In a 1992 study
of company growth, Kardas et al. had asked companies the same question
about participation techniques and found that the more techniques a com-
pany used, the more likely they were to have positive growth relative to their
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competitors. Keogh had found the same things in an earlier study of Wash-
ington State companies (see Keogh n.d.). The rationale for adding up tech-
niques is that the use of a larger number of techniques can be taken as an
indicator of a company’s commitment to experimentation, with varied
opportunities for feedback about the process, that would result in produc-
tive employee participation. Support for this theory came from the fact that
majority-owned companies in the 1992 study that used more of the partici-
pative practices had higher growth rates than any other category of compa-
nies. Being participatory and majority-owned, these companies presum-
ably would be even more likely to seek out those participation practices that
both provide for employee satisfaction and lead to more productive prac-
tices.

Given our previous findings, we expected to see a similar pattern in this
study: more participatory practices linked to higher growth would mean
either higher wages for the employees or higher stock values that reflected
the companies’ success. In table 15 we can see the mean asset values from
survey and 5500 data for more participatory and less participatory ESOP
companies and controls, with more participation defined as the use of five
or more participation techniques and less participatory the use of four or
fewer. The survey data appears to indicate that more participatory ESOP
companies have asset values nearly twice as large as the less participatory
ESOPs {though that relationship is without statistical significance) and that
both more and less participatory ESOPs have values higher than the more
participatory control companies, which themselves are higher than the less
participatory controls. However, this greater advantage of more participa-
tory ESOPs disappears when we look at the 5500 data, with the less partici-
patory ESOPs in fact having values nearly $12,000 higher than the more
participatory ESOPs. Removal of one outlier from the less participatory
ESOPs drops the value for that group to $28,083, less than the value for the
more participatory ESOPs but not as dramatically less as with the survey
data. Regression analysis confirms that, based on the 5500 data, participa-
tion has little effect on asset value when controlling for employee owner-
ship and industrial sector. There remains a strong association, however,
between employee ownership itself and asset value,!® We get essentially the
same results when using the other variable that measures employee partici-
pation by the degree of employee influence on various kinds of decisions.

What about other possible explanations for the differences in asset values
between employee owned and control companies? As with the wage data,
company size is negatively correlated with asset values (-.11, p < .1), as is
the mean start date for retirement plans at the company (~.22, p < .01).
Bigger companies or companies with earlier start dates do not have higher
asset levels,
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Table 15. Asset Values for ESOPs and Controls, Broken Qut by
Participation

ESOP ESOP Control
Companies with Companies with Companies with Control
Asset Data More Less More Companies with
from: Participation Participation Participation Less Participation
Survey?® $43,981 (n=18) $23541(n=17) $19306(n=126)  $13,481 (n=35)

Form 5500°  $32,662 {(n=18) $44,411(n=17) $19,304 (n= 15) $8,773 (n= 21}

*0verall difference between ESOP and control companies significant at the .1 level.
bQverall difference between ESOP and control companies significant at the .01 level,

Summary of Findings on Retirement Assets

Using two data sources (a survey of companies and Form 5500 records), we
found asset values in ESOP companies to be roughly 2.5 times the value of
assets in the matched controls. Overall, there also appeared to be higher
rates of employee participation in ESOP retirement plans than in the con-
trols, while a high percentage (between 58% and 71%) of control companies
appeared to have no retirement plan at all. Within the ESOP companies,
some 60% of the value of the retirement assets was in the form of company
stock, while in those control companies that have retirement plans, ap-
proximately 70% of the value of the assets was in stock offered through
401(k) plans. Most ESOP companies reported allocating their stock on the

basis of payroll, which meant that the value of total shares held per person

varied greatly depending on a participant’s wage or salary bracket. In 1995,

ESOP companies contributed at least three times the percentage of payroll

to retirement plans as did the control companies.

In trying to sort out the contribution made by several independent vari-
ables to the differences in asset values, we found that company categoriza-
tion by one-digit SIC code did not diminish the independent explanatory
power of ESOP versus non-ESOP ownership. Within ESOP companies,
average asset values were lower in unionized ESOP companies than in
nonunion ESOP companies. On the other hand, asset values in the union-
ized controls were higher than in the nonunion controls, with the greatest
differences showing up in the survey data. Minority-owned ESOP compa-
nies had higher asset values than majority-owned ESOPs, though the re-
moval of two outliers dropped the values found in minority-owned compa-
nies below the values found in majority-owned. In either case, the value of
assets in majority-owned ESOP companies was significantly higher than
the value of assets in the matched controls. In terms of participation, there

was no clear pattern. Whereas survey data indicated that more participatory
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ESOPs had much higher average asset values than less participatory ESOPs,
5500 data indicated the opposite. With. both data sources, more participa-
tory control companies had higher asset values than less participatory con-
trols. As with wage data, company size is negatively correlated with asset
values, as is the mean start date for companies’ retirement plans.

Wages

Given that the value of retirement benefits is significantly higher in ESOP
companies than in comparison companies, do employees at ESOP compa-
nies typically take lower wages to make purchase of company stock pos-
sible? The simple comparison of means summarized in table 16 suggests
otherwise. Here, mean and median wages, wages at the 10th and 90th per-
centiles, and the ratio between wages at the 90th and 10th percentiles are
presenied for ESOP companies and their matched controls. The results
showthat ESOP companies pay both higheraverage as well as higher median
wages. The average ESOP company wage of $19.09 is 12% higher than the
average conirol company wage of $17, and the median ESOP company
wage of $14.72 is 8% higher than the median control company wage of
$13.58. At the 10th percentile, wages in the ESOP companies are 4% higher
than in the controls. Chance cannot be ruled out as an explanation for the
differences in the mean, median, or 10th percentile wages. At the 90th
percentile, ESOP wages are 18% higher than comparison wages, causing

Table 16. Hourly Wages for ESOP and Control Companies

Hourly Wage ESOP Companies Control Companies
Mean hourly wage ' $19.09 (n = 90) $17 (weighted n = 90)
Median hourly wage $14.72 (n=90) $13.58 (weighted n = 90)
Hourly wage at 10th percentile $8.85 (n = 90) $8.47 (weighted n = 90)
Hourly wage at 90th percentile $30.91 (n = 8a)* $26.12 (weighted n = 89)*
Ratio of 90th to 10th percentile

{average of all companies) 3.49 (n = 89) 3.15(n=89)

Note; Results for the control companies are weighted so that the sum of control companies for each
ESOP company equals one, thus eliminating the bias that results from there being more controls for
sorme ESOP companies than for others. Companies included in the table are all but one of the ESOP
companies in the Washington State Employment Security Department’s database for which we have
at least one match, plus, of course, the matches themselves, (One ESOP company was eliminated be-
cause it had a median hourly wage of $95, more than four times the median wage for its matched
controls. Two others were removed because the companies only reported wages for the employees,
not hours worked, thus making it impossible to calculate wages per hour.)
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the ratio of 90th to 10th percentile wages to be 11% higher in ESOP com-
panies.

How do these preliminary results address the equality of material con-
dition and equality of opportunity questions raised at the beginning of the
paper? Compared to their competitors, Washington State ESOP companies
typically have higher pay, so emplayees at the middle of the pay scale are
better off in terms of take-home pay working in an ESOP company than in
a comparable conventional company. On the other hand, workers at the
bottom of the pay scale in ESOP companies do not make much more than
comparable workers in competing companies, and there is a greater dis-
tance between those at the bottom of the wage scale and those at the top than
in conventional companies. There is. some greater distance between the
employee at the median pay level and the employee at the 90th percentile
in an ESOP compared to a conventional company (2.06 versus 1.96), but the
difference is not so great as the distance at the 10th percentile.’®

What happens to these results when we control for other factors, such
as industrial sector, unionization, majority ownership, company size, and
workplace participation? Table 17 presents the results, for both ESOP and
control companies, for the median hourly wage and hourly wages at the
10th and 90th percentiles broken out by one-digit SIC codes. While the
differences vary between different SIC codes, in every case but one the
median wage for the ESOP companies is higher than for the control compa-
nies. The exception is SIC code 5 (Wholesale and Retail Trade), where the
ESOP median wage is nearly equal to the control company median wage.
The greatest difference between ESOPs and controls is in SIC code 6 (Fi-
nance, Insurance, and Real Estate), where the difference is 15%.

It is a similar story for wages at the 90th percentile. In every case the
wages in the ESOP company are higher, with the difference ranging from 8%
in SIC codes 7 (Services) and 8 (Services, including legal, engineering, and
educational services) to 43% in SIC code 2 (Manufacturing, including lum-
ber, paper, printing, and petroleum refining). Wages at the 10th percentile
are much closer, but again, in five out of the seven industrial sectors for
which we have data, wages are higher in the ESOP companies.

What happens to these numbers when we take unionization into ac-
count? Table 18 shows median wages and wages at the 10th and 90th per-
centiles by ESOP and comparison companies, controlling for unionization.

The “Median wage” row in table 18 suggests that median pay in union-
ized control companies is 16% higher than in nonunionized controls and
that median pay in unionized ESOP companies is 8% higher than in non-
union ESOPs. Furthermore, union wages for ESOP companies are 16% higher
at the 10th percentile and 26% lower at the 90th percentile than are wages
in nonunion ESOPs, while the equivalent percentages for the unionized
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Table 17. Median, Tenth, and Nineticth Percentile Wages Broken Tabile 18.

Down by One-Digit SIC Code Unionizat

Hourly Wages By One-Digit

SIC Code ESOP Companies Control Companies

SIC Code 1 FouilyWege
Median wage $19.27 {n = 10) $18.85 (n = 51) Median wage

Wage at 10th percentile
Wage at 90th percentile

SIC Code 2

$11.08 (n = 10}
$35.02 (n =10}

$14.62(n=9)

$10.56 {n = 50)
$27.83 {n = 50)

$12.96 (n = 44)

10th percentil

Median wage 90th percentil
Wage at 10th percentile $8.90 (n=9) $8.90 (n = 44) pércent
Wage at 90th percentile $30.19(n=19) $27.35 (n = 43) —_—
SIC Code 3 < Tp
Median wage $14.87{n=19) $13.15(n=99)
Wage at 10th percentile $9.37 (n=19) $8.54 (n =99} i
Wage at 90th percentile $26.72 (n=19) $24.15 (n=98) union con
SIC code 4 {no companies in this lower for 1
SIC code for this analysis) percentile
SIC Code 5 of the four
Median wage $12.41 {n=21) $12.52 (n = 108) Overal
Wage at 10th percentile $7.46 {n = 21) $7.71 (n = 108) have the e
Wage at 90th percentile $25.89 {n = 21) $23.50 (n = 106) percentile,
SIC Code 6 wages or s
Median wage $13.92 (n=19) $12.14 (n = 65) M Y-
Wage at 10th percentile $8.23 (n=19) $7.82 (n = 65) EJ i 81
Wage at 90th percentile $34.51 (n=18) $28.44 (n = 64) BHER G
SIC Code 7 prmEs st
Median wage $12.36 {n = 6) $11.59 (n = 27) sectors an
Wage at 10th percentile $7.62 {n = 6) $7.24 (n=127) The wage ¢
Wage at 90th percentile $25.91 (n = 6) $23.89(n=127) niesthan ir
SIC Code 8 and nonup
Median wage $19.76 (n=6) $18.91 {n = 26) unionized.
Wage at 10th percentile $11.40 {n = 6} $11.86 {n = 26) at the 10th
Wage at 90th percentile $36.77 (n=6) $33.95 (n = 25) centile, Hig
Note: Differences for the median wage and 10th percentile wage by SIC code are significant at the atthe 90th
.0000 level, Differences for the 40th percentile wage by SIC code are significant at the .01 level. Since wage is not
a few ESOP companies, because of the nature of their business, were matched with control compa- only sugge:
nies from more than one SIC code, control companies in the above analysis are unweighted. 55
wages pres
Are the
control companies are 30% higher (10th percentile} and 7% lower (90th differences
percentile), These differences hold up, for the most part, when the data are nies tend t
broken out by one-digit SIC code. For three out of the four SIC codes (SIC ESOP comyj
codes 1 through 3) where we know union companies to be present, the wage effect that -

at the 10th percentile is higher for union control companies than for non- Washingto
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Table 18. Median, 10th, and 20th Percentile Wages Broken Down by
Unionization

ESOP ESOP Control Control
Companies Companies Companies Companies
Hourly Wage for: With Unions  Without Unions ~ With Unions ~ Without Unions
Median wage $15.79 $14.57 $15.79 $13.62
{n=11) (n=79) (n=27} (n=1393)*
10th percentile wage $10.05 $8.69 $10.99 $8.45
(n=11) (n=179 {n=2n" (n=392y"
90th percentile wage $23.69 $31.93 $24.40 $26.11
(n=11) (n=178) {n=26) (n=387)

<l *p<0i

union controls, and in all four SIC codes the wage at the 90th percentile is
lower for the union controls, For ESOP companies, the wage at the 90th
percentile is lower in every case in unionized companies, while in two out
of the four SIC codes, the wage at the 10th percentile is higher.

Overall, these numbers suggest that in non-ESOP companies, unions
have the effect of raising the median wage as well as the wage at the 10th
percentile, and that to some extent they may do the latter by holding down
wages or salaries at the upper percentiles. Unions have a smaller effect in
pushing up the median wage in ESOP companies, which already have a
higher median wage than do the control companies. Unions in ESOP com-
panies also appear to raise wages at the 10th percentile in some industrial
sectors and to lower wages at the 90th percentile in all industrial sectors.
The wage at the 90th percentile is much lower in unionized ESOP compa-
nies than in nonunion ESOP companies, while the difference between union
and nonunion controls is not nearly so great. The overall median wage in
unionized controls is higher than in nonunion controls due to higher wages
at the 10th percentile and slightly lower wages (6% lower) at the 90th per-
centile. Higher wages at the 10th percentile combined with wages 26% lower
at the 90th percentile would explain why the union ESOP company median
wage is not higher than nonunion ESOP companies. While the numbers are
only suggestive, they do conform to evidence about the effect of unions on
wages presented by other researchers (see, e.g., Freeman 1994, chapter 2).

Are there other independent variables that explain some of the wage
differences between ESOPs and their matched controls? Do larger compa-
nies tend to pay better than smaller firms? What about majority-owned
ESOP companies and more participatory ESOP companies? Do we find the
effect that we saw in the 1993 study of employment and sales growth in
Washington State ESOP companies (see Kardas et al. 1994), where the com-
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bination of apparent company commitment to participation and majority
ownership typically meant higher levels of growth?

One might assume that company size would be positively associated
with pay (large companies have more resources, are more likely to have
unions, and so on). However, the correlation between employment size and
median pay is —.1413 (p=.001), with similar negative numbers for the cor-
relation between employment size and both 10th and 90th percentile wages.
This may be a reflection of the fact that some of the larger companies in the
study are in retail trade and business services (temporary employment
agencies, forexample), which have low-payingjobs, while some of the smaller
are in computer software, finance, insurance, or real estate, some of which
tend to pay better. The negative relationship between employment size and
pay holds up when controlling for ownership, SIC code, and unionization.

The independent effect of ownership, type of industry, and unioniza-
tion can be seen in the results of a regression analysis that examines median,
10th percentile wages, and 90th percentile wages as dependent variables,
and ownership, company size, industrial sector, and unionization as inde-
pendent variables. As table 19 shows, statistically significant determinants
of variation in median wage are the presence of an ESOP, location in sectors
SIC1 and SIC 8, and unionization. Company size has an inverse relation-
ship to median wages: smaller company size correlates with higher wages.
Location in SIC 1 increases the median wage by about $5.40 compared to
manufacturing work when other factors are controlled for, Location in one
of the service sectors (SIC 8) similarly increases the median wage by about
$5.77. The presence of an ESOP increases the median wage by $.99, and the
presence of a union drives up the median wage by $1.51, controlling for
other factors.

Statistically significant determinants of variation in 10th percentile
wages, when controlling for other factors, are company size; location in
sectors SIC1, SIC 5, and SIC 8; and unionization. Factors contributing to
variation in 90th percentile wages are the presence of an ESOP; company
size; location in SIC 1, SIC 2, SIC 5, SIC 6, and SIC 8. Determinants of
company-level inequality as measured by the ratio of 90th to 10th percentile
wages are ESOP; company size; location in sectors SIC 2, SIC 6, SIC 7, and
SIC 8; and unionization.

The relationship between majority ownership and pay is more com-
plex. On the one hand, a simple comparison of wages shows the median
wage for majority-owned ESOPs to be $13.36, while the median pay of
minority-owned companies is $15.07. This suggests that majority-owned
ESOP companies are doing more poorly than their minority-owned cous-
ins, On the other hand, when comparing majority-owned ESOP companies
only to their matched control companies, we see that the medjan pay for the
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Table 19. Determinants of Niedian Wage, 10th and 90th Percentile,
and Ratio of Wages in ESOP Companies and Comparison Companies

Median Wage  10th Percentile 90th Percentile Ratio 90th/10th

Variable B (SE) B (SE) B (SE) B (SE)
ESOP

(ESOP=1)  099* (0.57) 016  {0.33) 507**  (1.81)™  040% (0200
Company

size -0.002** (0.00y™  -0.001™ (0.00)*  -0.004* {000/ 0000  (0.00)"
SIC1 540" .77y 1.86"* (0.45y™  454* (2.44y 0.05 0.27)
SiIc2 036 (082 004 (047) 539" (258 078" (028
SIS 0.64  (0.63) 078 (036 054 {1.89) 021 (©.22)
SICe 083 (0.70) 061  ({0.40) 452 @23 o7 {024y
SIcy -1.08  (0.99) -097* (057} 048 {3.09) 0.58* (0.34
SIc8 5.777 {oo8y™  3.29™ {0.56™  9.39™ (3.12)*’f" 017 (034)
Unionized

{1=union) 151 (087 195" {0.50™ -3.85 (2.76) 087 (030

Constant 13.27%* (047" 852" {0.27)™ 2457 (148 293" {016/

R 0.22 0.19 0.07 0.06
Adjusted R2 ~ 0.20 018 0.05 0.05
N 509 508 501 509

*n< 0,1 **p < 0.05 ***p < 0,01

ESOP companies is 8% higher than pay in the controls, and pay at the 10th
and 90th percentiles is higher by about the same percentage as well (see
table 20). The median wage for the minority-owned ESOP companies is also
higher than the wage for the matched controls (8% higher), while wages at
the 10th percentile are 59 higher and at the 90th percentile 13% higher.
Because wages at the 90th percentile are lower in. the majority-owned com-

Table 20. RMedian Wages and Wages at 90th and 10th Percentiles for
Majority and Minority-Owned ESOP Companies and Their Matches

Majority ESOP  Controls for Majority  Minority ESOP  Contrals for Minority

Companies ESOP Companies Companies ESOP Companies
Wage Levels (n=15) (Weighted nn= 15) (n=21) (Weighted n = 21)
Median $13.36 $12.30 $15.07 $14.01
10th percentile $8.30 $7.78 49,12 $8.74
90th percentile $25.15 $23.32 $31.39 $27.77

90th to 10th
percentile ratio 3.03 3.09 3.41 3.32
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panies, the ratio of 90th to 10th percentile wages is lower as well. While the
number of companies (“n” in the table) is small and there is no statistical
significance to these figures, they nevertheless suggest that majority-owned
ESOP companies compare favorably to minority-owned companies in terms
of wages in their own industrial sectors.

If majority-owned ESOP companies are not paying better than minority-
owned companies and may even have lower wages at the upper end of the
pay scale, are they more likely to pay cash dividends to employees? Not
according to our evidence. Out of 32 companies that answered the question
about whether employee participantsreceived cash dividends in 1995, only
one answered yes, and that company was minority-owned. They may be
more likely to use dividends to pay off loans for leveraging the ESOP, but
we do not know that for sure. We do know, however, that 79% of the ma-
jority-owned ESOP companies that answered the question about leveraging
established their ESOP primarily with borrowed funds, as opposed to 33%
of the minority-owned companies. Furthermore, the wage at the 90th per-
centile for the majority-owned leveraged ESOPs was $25.28, while the wage
atthat percentile for the majority-owned non-leveraged ESOPs was $33.23.%
This suggests an increased debt obligation that may have an effect on pay,
but the number of companies involved is too small to draw definitive con-
clusions about this.z®

If percentage of ownership has little effect on wages, what about the
participatory practices in a company? The result for wages, presented in
table 21, indicates no discernible differences in wages for more participa-
tory companies? (whether ESOP companies or controls), except that wages
at the 90th percentile are quite a bit lower in the more participatory com-
pared to the less participatory ESOP companies, though the difference is not

Table 21. Median, 10th, and 90th Percentile WWages Broken Down by
Participation

ESOP ESOP Controf Control
Companies Companies Companies Companies
with More with Less with More with Less
Hourly Wage for: Participation Participation Participation Participation
Median Wage $1413{n=21) $1470(n=21) $1297(n=32) $12.74(n=752)
10th Percentile
Wage $866(n=21) $9.05{(p=21) $7.88 (n=32) $8.21 (n = 52)
90th Percentile
Wage $25.83 (n=21) $3201(n=21) $23.97(n=32) $2434(n=>52)

Note: The difference between ESOP and control companies was significant at the .1 level for wages
at the median, 10th, and 90th percentiles.
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statistically significant. Furthermore, no clear pattern with participation
and wages emerges when the numbers are broken out by SIC code: higher
median wages at SIC codes 2, 3, and 8 {manufacturing and certain services)
forboth ESOP and control participatory companies, and lower median wages
at SIC codes 1, 5, and 7 (natural resource base industries and construction,
FIRE, and other services). This lack of a clear pattern is borne out by regres-
sion analysis.?

We see basically the same results when examining the relationship
between the degree of employee influence on various workplace decisions
and median wages and wages at the 10th and 90th percentiles. While there
is a statistically significant positive correlation between the average of the
six variables measuring employee influence and wages at the 10th percen-
tile, the significance disappears when ownership, SIC code, and unioniza-
tion are entered into the equation. Bearing in mind that this variable per-
tains only to ESOP companies and their matches that returned surveys, the
most significant explanatory variable in that equation is unionization,

One other issue concerning wages: it is reasonable to ask when review-
ing this data whether the ESOP companies had higher wages than the com-
parison companies before the introduction of the ESOP, and in fact whether
the costs associated with the ESOP might have caused companies to lower
wages—even if the wages were still higher than those in the comparison
companies. Reviewing wage data for 1987 and 1995 for the 20 ESOPs (and
comparisons) that, based on Form 5500 data, we know introduced an ESOP
after 1987 (and for which we have data in 1987 and 1995) indicates that this
is not the case. The median wage for the 20 ESOP companies in 1987 (before
they introduced ESOPs) was $8.66, and the median for 66 matched com-
parisons was $10.46. In 1995, the median wage for the ESOP companies was
$12.51, and for the comparisons $13.17. For this group of companies and
comparisons, therefore, the control companies had median wages 22% higher
in 1987, before the introduction of the ESOP, and 5% higher in 1995 (see
table 22).%

Table 22. Mean and Median Wages in 1987 and 1985 for Post-1987
ESOPs and Comparison Companies

ESOP or Mean Mean Percentage  Median Median  Percentage

control 1987 1995 Change 1987 1995 Change

ESOP $10.18 $14.96 47% $8.66* $12.51 44%
{n=20) (n=20) (n=20) (n=20)

Control $11.98 $15.85 32% $10.46* $13.17 26%
{n=65) {n=64) {n=1065 (n=464)

p<.d
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Table 23 presents the data at the 10th and 90th percentiles for the same
companies. These figures suggest that the gap between 10th and 90th per-
centiles for this group of ESOP companies did not grow between1987 and
1995. However, the numbers must be viewed with caution because some
companies introduced an ESOP in 1989 and one at least as late as 1995.

Table 23. 1987 and 1995 Wages at the 10th and 90th Percentiles for
Post-1987 ESOPs and Comparison Companies

10th 10th 90th 90th
ESOPor Percentile Percentile Percentage Percentile Percentile  Percentage
Control 1987 1995 Change 1987 1995 Change
ESOP $5.29 $7.95 50% $16.21 $23.67 46%
{n = 20) (n=20) (n=20) (n=20)
Control $5.98 $8.07 35% $19.26 $24.48 27%
{n = 66) {n= 64) (n=61) {n=64)

Summary of Findings on Wages

The data presented so far indicate that ESOP companies pay significantly
higher wages than their matched controls, with the wages higher in all one-
digit SIC code sectors. The higher wages are least apparent at the 10th per-
centile and most apparent at the 90th, which means that the ratio between
90th and 10th is higher in the ESOP companies than in the controls. Unions,
in both ESOP and control companies, have the effect of raising wages at the
10th percentile and lowering them at the 90th, with theresult that the median
wage for unionized controls is significantly higher than for nonunion con-
trols (and about the same as the median wage for both union and nonunion
ESOP companies). Larger companies do not pay better than smaller compa-
nies, with the correlation in fact running slightly in the opposite direction.
Both majority-owned and minority-owned ESOP companies have higher
wages than their matched controls, even though the median wage for ma-
jority-owned ESOP companies is lower than the median wage for the minor-
ity-owned, due largely to the business sectors in which they compete. Par-
ticipation has no consistent effect on median wages or on wages at the 10th
and 90th percentiles, Finally, data from 1987 for a group of 20 ESOP com-
panies and matched comparison companies suggest that the ESOP compa-
nies did not have higher wages than the controls before the introduction of
the ESOP.

One other note about wages: while ESOP companies pay better than the
matched controls, the average wage at the 25th percentiie forESOPsis $11.18,
a little below the amount that a typical Washington State family of three
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an individual depends greatly on his or her wage category, with the average
payout in the under $6 an hour category for ESOP companies equal to $0,
and the average payout in the over $40 an hour category equal to $6,149.

Overall, the average per-person value for the ESOP companies is $1,688
and for the control companies $323 (n.s.). Majority-owned ESOP companies
pay out less on average than do minority-owned ESOPs ($485 for 12 major-
ity-owned companies and $2,685 for 21 minority-owned ESOP companies,
which is not statistically significant). In addition, more-participatory ESOPs
pay out less than do less-participatory ESOP companies ($305 for 18 more-
participatory ESOPs and $3,351 for 17 less-participatory ESOP companies,
which is not statistically significant). The amount of payout in different
one-digit SIC codes varies as well, going from $0 for four companies in SIC
code 6 (Finance, Insurance, and Real Estate), up to $5,970 in SIC code 1
(Agriculture, Forestry, Fishing, Mining, and Construction). However, re-
gression analysis shows no statistical significance for SIC code and percent-
age of participation when they are included in an equation just for the ESOP
companies.

What about other benefits, such as paid leave, life, accident, or disabil-
ity insurance, and health benefits? Table 25 presents results taken from the
survey that indicate ESOP companies are somewhat less likely to give paid
leave to no employees, are much less likely to provide insurance for no
employees, and are less likely to provide health benefits for no employees.
The ESOP companies also appear to be less likely to provide paid leave for
all, but are more likely to provide health benefits for all. None of those
comparisons is statistically significant. In terms of the percentage of health
benefits financed by the employer for the employee only, both ESOP and
control companies finance approximately 95% of those benefits. In terms
of the percentage of benefits financed by the employer for dependents, ESOP
companies finance approximately 72% of those benefits, while control
companies finance approximately 80%.

Conclusion

The major findings in this study are that ESOP companies have signifi-
cantly higher pay than a matched group of competitors and significantly
higher values for retirement benefits as well. While most of the control
group of competitors had no retirement plan at all, by definition all the
ESOP companies had at least one, with the average assets in the ESOP
companies valued roughly 2.5 times as high as the average assets in all
control companies (including those companies that had no retirement ben-
efits). Furthermore, as far as we can tell from the data, these retirement
assets are not being financed through sacrifices in wages.
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Table 25. Provision of Paid Leave, Insurance, and Health Benefits

Percentages with: ESOP Companies Contro] Companies
Paid leave for none 5.8% 9.4%
Paid leave for some 54.1% 37.5%
Paid leave for all 40.5% 53.1%
Insurance for none 22.9% 43.9%
Insurance for some 54.3% 35.1%
Insurance for all 22.9% 21.1%
Health benefits for none 0% 8.3%
Health benefits for some 60% 60%
Health benefits for all 40% 31.7%
Health benefits wholly employer-financed 31.4% 34%
Health benefits partly employer-financed 68.6% 66%

Note: Paid leave defined as vacations, holidays, and sick leave; n = 37 ESOPs, 64 controls, Insur-
ance defined as life, accident, and/or disability insurance; n = 35 ESQPs, 57 controls. Health bene-
fits defined as medical care andfor dental plans; n = 35 ESOPs, 53 controls.

In terms of the question we raised at the beginning about whether ESOPs
contribute to greater equality of economic condition as well as to equality
of economic opportunity, the answer as suggested by the study depends on
one’s point of view. An ESOP participant at the median wage with an aver-
age amount of assets in his or her retirement account has a bigger share of
the nation’s income and wealth than a comparable employee in a typical
control company. On the other hand, within ESOP companies, there is a
greater distance between employees at the bottom 10% of the wage scaleand
those in the top 10% than there is between comparable employees in the
control company. In otherwords, there is greater inequality within the ESOP
company than within the control company, though the typical (median)
ESOP participant is better off than his or her typical control company coun-
terpart. Unionization, at least in terms of wages if not in terms of asset value,
diminishes the distance between the top and bottom in ESOP companies as
well as in control companies.

Higher wage valuesatthe 90th percentile (matched by higherasset values
as well, at least for the large majority of companies that allocate stock on the
basis of payroll) suggest that some ESOP company managers may redistrib-
ute income that otherwise would have gone to solitary or outside owners
upwards rather than downwards in the organization, particularly within
nonunion companies. The employee at the 50th percentile does benefit,
though not as much as the employee at the 90th percentile, The employee
at the 10th percentile basically does not benefit much at all, at least in terms
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of wages. This may be disappointing news for supporters of employee
ownership who have hoped that ESOPs might set new standards for equal-
ity within the company. Rather than establishing a new direction, ESOPs
appear to be operating within, perhaps even exaggerating, the framework of
rewards already established in the economy.

However, this conclusion should be tempered with the understanding
that ESOP companies do share ownership of the company’s assets with a
majority of employees through stock ownership, something that their non-
ESOP competitors do not do, even if the ESOP companies do not share it
with the effect of creating more equality of condition within the company.
It is important to note that the total value of benefits is significantly higher
in the ESOP companies than in the typical control companies; in fact, the
value of the diversified assets in the comparison companies is roughly
equivalent to the value of the diversified assets in the ESOP companies.
Therefore, the value represented by the ESOP shares constitutes an addi-
tional benefit above the level typically provided by non-ESOP firms. In
addition, the higher median wage in ESOP companies means that most
ESOP participants have a greater ability to save for retirement than do their
counterparts in non-ESOP comparison companies,

Nevertheless, the picture of ESOPs operating within mainstream eco-
nomic and social values is reinforced by an understanding of the risk born
by ESOP participants who own stock. While at one time employee stock
ownership could be understood to work best as a supplementary retirement
benefit (perhaps supplementary to a defined benefit pension plan}, evi-
dence from this study suggests that 60% of the value of the typical ESOP
participant’s retirement assets are in company stock. This means that 60%
of the typical participant’s retirement benefits are at risk should the com-
pany go out of business or decline dramatically in value, In most cases there
is no guaranteed pension as a backup. Bearing risk in the form of stock
ownership is consistent with a capitalist ethic that emphasizes risk and
investment now for the sake of unguaranteed future benefits.

In terms of the possibility for ESOPs to create an alternative organiza-
tional culture, the argument has been made that it is not ownership alone
that will create that culture, but the combination of ownership and partici-
pation (see Rosen and Young 1991 and Quarrey 1987). A previous study in
Washington State provided evidence that more participatory, majority-
owned ESOPs had higher employment and sales growth than their competi-
tors (see Kardas et al. 1994). If we take such growth as an indicator of com-
pany strength, then we might expect that strength to show up in higher stock
values. While there is some evidence for this from the survey of companies,
we did not find that evidence in the Form 5500 data. Therefore, this study
cannot determine whether participation increases the value of company
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stock, nor, for that matter, answer questions about the effect of majority
ownership on stock value.

The last point raises an important issue. While the differences between
ESOP companies and control companies on wages and asset values were
generally sharp, expected effects of other independent variables were not
always present. This may be due in part to the small number of companies
in the sample for participatory and non-participatory, majority- and minor-
ity-owned, union and nonunion companies. A larger study, with more
companies from more states, might be able to better tease out the effects of
some of these independent variables. Such a study, if combined with inter-
views of employee owners and of employees in conventionally owned com-
panies, might also be able to address questions of attitude and conscious-
ness. How does the world lock to this smployee owner whose retirement
assets are heavily tied up in the company where he or she works? Does it
look different to union and nonunion employees? What about to employees
at the bottom, middle, and top of the company’s pay scale? Do the attitudes
foretell a world where stock ownership helps people feel more affluent and
secure and therefore in a mind to see resources more equitably shared? Or
is the consciousness more symptomatic of economically anxious individu-
als trying to secure a future primarily through attention to their own well-
being and to the well-being of their company? A study that would address
the consciousness as well as the economics of employee ownership would
help us better understand a phenomenon that will almost certainly grow in
popularity in the years to come.
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Appendix

Washington State Department of Community, Trade, and FEconomic Development
Washington State Employment Security Department

EMPLOYEE COMPENSATION AND PARTICIPATION SURVEY

The Depariment of Community, Trade, and Economic Development and the Employment Security Department will use the information
you provide for statistical purposes and will hold the information in strict confidence, Please use your best estimates in completing the
survey; precise numbers are not necessary. The survey should take approximately 1520 minutes to fill out. By completing the survey
and mailing back to us, yon will receive a comparison of your company’s henefit levels to a sample of other Washington companies
in your industry. Please return the completed survey to Peter Kardas, Department of Community, Trade, and Economic Development,
P.O. Box 48300, Olympia, WA 98504-8300.

Please give 1995 information if possible. If you provide information for another year, please indicate the year:

Section I: Company Information

Company Name

Respondent’s Name

Respondent’s Title

Telephone number

This company is: Privately held Publicly traded Other (please specify)

Total company employment
Are any employees in this company covered by one or more collective bargaining agreements? No Yes
If yes: Number of unionized employees Name(s) of union(s)

yB6oa)| wif pue ‘Heyds " BLpY ‘sepiey 'y 1339d

How many years has your company been in business?

Hootlen 11 Benalita

Diractions: Ploase answor questions about benefits your company provides its employees. Skip questions about benefits not provided
by the company, or write "N/A.”

e yyresin



Section II: Benefits

Directions: Please answer questions about benefits your company provides its employees. Skip questions about benefits not provided
by the company, or write “N/A.”

Which employees at this company receive each benefit? (Check "No employees," "All employees,” or as many categories of employees

as are applicable.}

No employees

All employees

Full Time

Part Time

Hourly

Salary

Unionized

Nontnion

Paid leave {j.e.,
vacations,
holidays, sick
leave)

Life, accident,
andfor
disability
insurance

Health benefits
{medical care
and/or dental
plans)

Health benefits (for employees and dependents, if provided) are: Wholly employer financed

Partly employer financed Percentage financed by employer:

Defined benefit pension (guaranteed retirement benefit), if provided, is: Wholly employer financed

Partly employer financed Percentage financed by employer:

*

% for employes; % for dependents
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Please complete this table. This information may have been reported to the IRS on Form 5500. (Respond only for those benefits the

company provides to employees.)

RETIREMENT BENEFIT PLAN INFORMATION FOR 1995

Total assets
at end of the
1995 plan
year
{Dollar Value}

Net assets (Assets
minus liabilities)
atend of 1995

plan year
(Dollar Value)

Employer
contributions
to the planin

1985
{Dollar Value)

Distributions of

benefits and payments
to provide benefits to
participants in 1995

(Dollar Value)

Plan Year for
Benefit (if
not calendar
year)

Benefit offered
to part-time
employees
{yes or no)?

Minimum number
of hours needed
per year to
receive benefits

Defined
benefit
pension

401(K) or
similar savings
and thrift plan

ESQP or KSQP

Deferred profit
sharing

Other
retirement
henefit:

Specify

Wit formle In vead to asleutnte ollecatlons of the defiised henollt pension benelil lo employee accounts?

Porcent of puyroll contributed to the defined benefit pension plan in 1995: : Percent of payroll allocated in 1995:

What is the company’s malching rate for the 401(k) or savings and thrift plan?

n
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What formula is used to calculate allocations of the defined benefit pension benefit to employee accounts?

Percent of payroll contributed to the defined benefit pension plan in 1995:__ ; Percent of payroll allocated in 1995:

What is the company’s matching rate for the 401(k) or savings and thrift plan?

Percent of payroll contributed to the 401(k) or savings and thrift plan in 1995: __ ; Percent of payroll allocated:

On what basis is deferred profit sharing stock allocated to employee accounts? W-2 _ W-2toacap __ (Specify the cap:) _
Shares distributed equally to all participants? __ Other formula (specify)

Percent of payroll contributed to the deferred profit sharing plap in 1995: ___; Percent of payroll allocated:

About how many employees in each wage category were covered by each benefit plan? Estimate if necessary.

TOTAL NUMBER OF EMPLOYEES COVERED BY EACH BENEFIT PLAN IN 1995, BY WAGE CATEGORY

Straight hourly wage Under $6.00 $6.01-$10.00 $10.01-$14.00 $14.01-$20.00 $20.01-$40.00 $40.01+
{Under $12,000 {Under $20,000 (Under $30,000 (Under $42,000 {(Under $85,000
annually) annually) annually) annually) annually)

Defined benefit
pension

401(k) or similar
savings and thrift plan

ESOP or KSOP

Deferred profit sharing

Other retirement
benefit

Specify
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What was the total value of each type of (non-wage) compensation for each wage category of employees in 1995? (If no stock options,
stock bonus, premium pay, or supplemental wages were given to employees, skip this question. If you prefer, give the average amount
employees in each wage category receive per year, per month, or per week, and note below the chart what you have done. Any such
information about the value of non-wage compensation for different wage categories of employees would be useful.)

ESTIMATED TOTAL VALUE OF BENEFIT COMPENSATION BY WAGE CATEGORY I 1995
FOR EMPLOYEES COVERED BY UNEMPLOYMENT INSURANCE
(This may exclude some officers, owners, and highly compensated employees)
REPORT PART-TIME WORKERS ACCORDING TC AN HOURLY RATE

Under $6.00 $6.01-$10.00 $10.01-$14.00 $14.01-$20.00 $20.01-$40.00
{Under $12,000 {Under $20,000 {Under $30,000 {Under $42,000 {Under $85,000
Straight hourly wage annually) annually} annually) annually) annually) $40.01+

Stock options /
non-ESOP stock bonus

Premium overtime pay
for exempt employees

Cash bonuses / cash
profit sharing / other
supplemental wages

If you provided the average amount employees in each wage category receive per year, month, or week, please note that here;

On what basis is vacation accrual provided (seniority, wages, a combination of seniority and wages 1?

Hotdtow D Compunsation of iighly Compensated Employees and Owners/Officers for the Year 1995
Numbor of employoos not covered by unemployment insurance (i.e., paid owners, officers, highly compensated employees)

Tolal salaries paid out to employees not covered by unemployment insurance
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Section ITi: Compensation of Highly Compensated Employees and Owners/Officers for the Year 1995
Number of employees not covered by unemployment insurance (i.e., paid owners, officers, highly compensated employees)

Total salaries paid out to employees not covered by unemployment insurance

Total value of other forms of compensation paid to employees not covered by unemployment insurance (stock options, stock bonus
plans, cash bonuses, etc.)

Section IV: Employee Stock Ownership

Does this company have an employee stock ownership plan (a defined contribution plan in which this company’s stock is held in
a trust for employees)? No Yes (If no, please skip the remaining questions in Section IV.)

Year the ESOP was established:
Percentage of company stock currently held in the ESOP trust;

Percentage of company stock eventually intended to be sold to the employee ownership plan;

Percent of payroll contributed to the plan in 1995:

Percent of payroll allocated in 1995:

Number of employees participating in the plan Number of fully vested employees

Do employee participants receive cash dividends? No Yes (If yes) Total cash amount in 1995;

On what basis is stock allocated to employee accountst W-2 __ W-2ioa cap ______ (If so, what is the cap?)
Shares distributed equally to all participants ____ Other formula (specify)
What, if any, W-2 wages are excluded from the distribution formula?
Total value of ESOP stock held by the plan, as determined in the last valuation

Were there any reductions in compensation (i.e., in wages or other pension benefits) that accompanied the ESOP implementation?
if yes, describe:
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The ESOP was established in whole or in large part: With borrowed funds By company contributions of stock or funds to
buy stock Other (explain)

Check the best answer{s). (You may check more than one.)
The ESOP was formed primarily:
___ as an employee benefit
___to turn employees into owners
___for tax advantages
___to improve productivity
___to purchase stock from a major owner
___to reduce turnover
___ Other (specify}
___Don't know

Section V: Employee Participation (If necessary, please have a human resources manager or other officer respond to the ques-
tions in this section.)

How does your compary keep employees informed about the company’s state of affairs?
__ Newsletter/frequent memos/E-mail/Bulletin board
___ Repular meetings
___ Other (please specify)
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Which, if any, of the following “employee involvement” techniques does your company use?

___ Suggestion systems
___ Quality circles

___Employee task forces

___Autonomous work groups

___ Profit sharing

___ Participative management training
___Labor/management training
___Employees on Board of Directors

___ New employee orientation

___ Other (please specify)
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This table measures the degree of employee influence in various workplace decisions. Please check one column for each row.

EMPLOYEE INFLUENCE

Degree of

Employee
Influence On:

Employees
have no say

Management or employer
decides; employees receive
information

Employee opinions are
sought and considered by
management

Employees decide
jointly with
management

Employees decide
alone or mostly
alone

Warking
conditions

The way jobs are
performed

Pay and other
compensation

Hiring, firing,
personnel
decisions

Selection of
supervisors or
management

Company policy
{e.g., investment
in equipment,
distribution of
profits, planning)

fontion VI Cooporative Owaarship (This seclion is to be filled out by worker cooperatives only.)

Mamborshlp sharo value ls: fixed

Aro nwnare naird notranans disddanda B

variable

ra
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Section VI: Cooperative Ownership (This section is to be filled out by worker cooperatives only.)
Membership share value is: fixed variable

Are owners paid patronage dividends? No Yes

What did it cost to become a member in 19957

What is the total value of all internal capital accounts?

How often does the cooperative pay out to worker-members the value of those internal capital accounts?
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Notes ment p.
surveys
1. Excluded from our sample of ESOP companies are a few Washington State com- compan
panies that had no similar matches available due to their size or uniqueness. We compan
also may have missed some ESOP companies that have not filed an IRS Form 5500 of 429.
in several years, Note that our focus here is on ESOP companies and not companies compan
with stock options or other forms of employee stock ownership. sum of:
2. Included in gross wages are employee coniributions to pension plans, but not 3151031::
company contributions. Also included are overtime pay and bonuses, but not N
stock options. 9. Th.e 809
3. Employees not included in the wage database are those for whom the company s]:u%sxgl
paid no unemployment insurance—generally, highly compensated empioyees, ol )
paid owners, and officers. Of the 37 ESOPs successfully matched with comparison 10. Of thec
companies, 17 said they had employees who were not covered by unemployment particip
insurance; of those, 9 provided salary data that allowed us to calculate the average were ur
salary per uncovered employee ($119,032). For the 68 comparison companies that 11. The fori
were matched with ESOP companies, 7 said they had officers, etc., who were not _
covered by unemployment insurance, and of those, 5 provided salary data that 8= 16l
allowed for the calculation of average salary per uncovered employee ($78,922). b = tota
4, Three ESOP companies held no stock in 1995 because the employer had not yet 3 = :nu::
begun to contribute shares to the trust. In other words, the company had an ESOP,
but the ESOP held no stock. i2. The ave
5. The data was supplied by Larkspur Data Resources on CD-ROM, version 5.1 (Fall monthly
1997 release) (see http://www.larkspurdata.com), Larkspur's data comes from the 23. One-dig
three 5500 forms that companies can file; 5500, 5500CR, and 5500X. Officeo:
6. The participation rate percentages for different wage brackets are sometimes gicfurl:ic:;
greater than the percentage of employment represented by those brackets, which E—
could be a function of the data used to calculate percentages of employment in SIC clod-
each wage sector having come from the Employment Security Department while 84 sary
data used to determine plan participants as a percentage of total employment came 9 is pub
both from survey data and from Employment Security Department data. This .
could result in a scenario in which the person who filled out the survey did not 22 Dataon
provide accurate information about wage brackets for plan participants in 1995, so the AFL
that the numbers in one bracket would be higher and those in another lower, but andane
the overall total would be accurate, On the other hand, there may really be lower presenc
participation in some wage brackets and higher numbers in others, with the higher did ik
numbers resulting from people leaving the company but remaining on the rolls as caution.
plan participants, From the data at hand, we cannot sort out the numbers more 5. The agn
accurately than we have presented here. wageda
7. The higher percentage (compared to the ESOP companies) of control company codes be
employees under $10 an hour and the lower percentage over $14 an hour helps B0
explain the lower median wage for the controls. See the discussion in the “Wages” T3 The reg
section of the main text, 7. In resea
8. The difference in dollar amounts for the comparison companies is easier to correlati
explain. Dollar figures from the 5500 forms represent only those companies that Qrarrey
have a plan (since those without would not have to file a report), while the figures E=ving ¢

for the surveyed controls include those companies that reported having no retire- smweya
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10.

11,

12,

13.

14,

15.

16.
17.

ment plans at all. Only 29% of the matched conirol companiss that returned
surveys reported having retirement plans. Of the total population of control
companies in the wage sample, 349 filed Form 5500 in 1995. Of the 125 control
companies with over 100 employees, 53 filed the form, which equals a return rate
of 429%. If we use the higher percentage as an indicator of the number of control
company firms with retirement plans and weight 5500 responses accordingly, the
sum of average assets per participant for those control companies that filed Form
5500 would be $10,477 ($24,946 X .42), which approximates the $12,735 reported
on the survey.

. The 80% figure is from Corey Rosen of the National Center for Employee Ownex-

ship, whose studies indicate that in a typical ESOP company, 20% of the value in
an ESOP account is diversified out of the stock of the sponsoring company.

Of the other six companies that responded, one distributed shares equally to all
participants, two used years of service in combination with the W-2, and three
were unclear about how they allocated stock,

The formula was ((a/b)* ¢) + d, where

a = total bourly wages for a particular job category (e.g., under $6/hour)

b = total hourly wages for all employees in the company

¢ = sum of the total value of all assets

d = mean number of participants in a particular job category (e.g., under $6/hour)

The average asset values of $12,500 in the comparison companies would equal a
monthly payment of $88.

One-digit SIC, or Standard Industrial Classification, codes, as published in the
Office of Management and Budget's Standard Industrial Classification Manual, are
as follows: SIC code 1 is agriculture, foresiry, fishing, mining, and construction;
5IC codes 2 and 3 are manufacturing; SIC code 4 is transportation, communica-
tions, electric, gas, and sanitary services; $IC code 5 is wholesale and retail trade;
SIC code 6 is finance, insurance, and real estate; SIC code 7 is services; SIC code
8 is services, including legal, engineering, and educational services; and SIC code
9 is public administration.

Data on the presence of a bargaining unit in the company came from three sources:
the AFL-CIO's UNICORE database, the survey of companies that we conducted,
and an earlier version of the Form 5500 database that included an indicator for the
presence of a bargaining unit. It is possible that some companies that have unions
did not make it into one of the databases, so the numbers should be viewed with
caution.

The agreement with the Employment Security Department giving us access to
wage data, company addresses, etc., does not allow us to present a table for all SIC
codes because of the small n in certain cells. However, the effect of unionization
and SIC codes is captured in the regression analysis.

The regression resulis are given in table 15a below.

In research conducted during the 1980s, Michael Quarrey had found a strong
correlation between management philosophy and corporate performance (see
Quarrey 1991). Are companies that indicate a strong management commitment to
having employees become owners more likely to have higher asset values? Our
survey asked for the principal reasons why a company formed an ESOP, and when
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Table 15a. Determinants of Per-Participant Assets, Controlling for T=5]
Workplace Participation _%
Assets per Participant Eecsh

Variahle B (SE) ;l;.;
ESOP (ESOP = 1) 24963.22* (9372.61)* T
Participation -1211.77 {2136.99) S
SIC1 16846.25 {(18483.31) S
SiIC2 . -12327.35 (15099.41) o d
SICS -10337.68 {13857.19) E"—"‘:-
SICH 734334 (14760.32) T
SICT -8783.20 {15255,21) —
sic 212491 (16622.00) v
Company size -12.65 {11.59) I
Constant 22141.35 (13600.17) ey
R? 0.18 ]
Adjusted R? 0.07 P
N 76 Sy
*p < 0.01 s
looking at data from the 5500 forms, we see a strong correlation between checking _:—;—-.::_:_

off “to turn employees into owners” and higher asset values {partial correlation of p—

.61, when controlling for the other answers to the question, significant at the .03
level). There were no statistically significant correlations for any of the other -
answers. However, when looking at that question in relation to survey data, we R
{ind a slightly negative correlation with no statistical significance. So our data -
does not help us sort out any influence that management philosophy may have on o=
asset values (or, more exactly, how the effect of management philosophy on ==
company performance affects asset values). :—-

===

18. Because there is a reasonable question about how typical the companies are that

responded to the survey and that file 5500 reports, table 16a below shows the ==
results for table 16 for each of those subgroups of companies, While the numbers _—
vary somewhat from table 1 in the text (particularly in the wage differences Sy

between the ESOP and the control companies at the 10th percentile), nevertheless
the basic pattern is the same, Table 16b below shows the figures for the ESOP
companies and matches that returned 5500 forms in 1995 (ESOP companies are
included only if there was at least one match for each company, which means that
5500 data are not reported for 14 ESOP companies for which we had data). Again,
the numbers vary slightly from table 1, but the pattern is the same.
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Table 16a. Hourly Wages for ESOP and Control Companies That

Responded to the Survey

ESOP Companies Control Companies
Hourly Wage {n=37) (Weighted n = 37)
Mean hourly wage $18.45 $16.25
Median hourly wage $14.9 $13.06
Hourly wage at 10th percentile $9.00* $8.01*
Hourly wage at 90th percentile $30.04 $25.66
Ratio of 90th to 10th percentile
{Average of all companies) 3.36 3.30
ped

Table 16b. Hourly Wages for ESOP and Control Companies That Filed
Form 5500 in 1995

ESOP Companies Control Companies
Hourly Wage {n=64) (Weighted n = 64)
Mean hourly wage $19.27 $17.08
Median hourly wage $15.14 $14.15
Hourly wage at 10th percentile $9.28 $8.90
Hourly wage at 90th percentile $30.15 $26.96

{n=064)

Ratio of 90th to 10th percentile
(Average of all companies) 3.27 3.09

19. The data for minority and majority owned, leveraged and non-leveraged ESOPs is
as follows:

Wages at the 90th Percentile for Leveraged and Unleveraged,
Majority- and Minority-Owned ESOPs

Leveraged or Not: Majority-Owned ESOPs Minority-Owned ESOPs
Primarily Leveraged $25.28 (n=11) $41.67 (n=6)
Primarily Unleveraged $33.23(n=2) $27.96 (n=11)

20. It is also interesting that 27% of the majority-owned ESOPs are unionized {4 out
of 15), as opposed to 9% of the minority-owned ESOPs (2 out of 22). Given what
we saw above about the effect that unions have on wages at the 10th and 90th
percentiles, this may also help explain the lower wages at the 90th percentile for

majority-owned companies.
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21. Asin the 1992 study, less participatory firms are defined as those that use four or
fewer of the listed participation approaches, and more participatory companies
are defined as those that use five or more. This breaks the ESOP companies into
equal groups of 21 companies. For purposes of regression analysis, we use the sum
of techniques as reported by companies rather than recoding them into the two

groups.

22. The regression results are as follows:

Determinants of Viedian Wage, 10th and 20th Percentile, and Ratio
of Wages in ESOP and Comparison Survey Respondents, Controlling

for Participation

Median Wage 10th Percentile  90th Percentile Ratio 90th/10th
Variable B {SE) B (SE) B (SE} B (SE}
ESOP
(ESOP = 1) 1.80* (0.78)* 0.69 {0.42) 5.89* (2.54y* .36 (0.27)
Participatory  -0.18  (0.16)  -0.08  {0.09)  -1.03* ({0.53)" -0.10*  (0.06)*
Unionized
{l=union) 159 (1.13) 177 (0.61y* -214  (3.68) 073 (0.400*
Cpmpany -0.002* {0.00* 0.000 (0.00) -0.01* (0.000* -0.001™ (0.00)"
size
SICt 416" (1.2 1.24* (0.65)" 7.05* (3.93¢ 0.45 {0.42)
Sic2 2.01*  (1.28* -039 {(069) 129 (4.7 0.08 {0.45)
SIC5 093 {110}  -0.49  {0.59) 2.00 (3.58) 0.30 {0.39)
SIC6 004 {(1.29) 0.06 (069 1053 419 1.15%  (0.45)*
sic7 04 (1300 033 (070 521 (4.2} 0.84*  (046)*
SIC8 5007 (1.62)* 3.9 (0.87y** 9.62* (527} 0.18 {0.57)
Constant 13,017 (1.07)°*  B8.03™ {(0.57) 25.82** (3.47)" 327 (0.38™
R2 0.31 0.26 0.16 0.14
Adjusted R2  0.25 0.20 0.09 0.08
N 134 134 134 134
*p< 01 *Mp<0.05 p < 0.0

23. Another possible explanation of the data is that wage levels in the soon-to-be
ESOPs were growing before the introduction of the ESOP, even though they were
lower than the wage levels in the comparison companies, and that post-ESOP the
growth in wages continued. The work we have done to date does not enable us to
evaluate the alternative explanation,
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could survive on without having to use public subsidies—if the employee
were working full-time and were not living in one of the highest-cost regions
of the state. This means that, on average, at least 25% of the employees in
each ESOP company were below that level. Given the lower wages of $10.61
at the 25th percentile for the control companies (and the fewer number of
hours worked on average per year in those companies), the percentage below
the survival wage would be a bit higher in the controls. A higher wage of
$13.04 at the 25th percentile at union companies (whether ESOP or not)
would equal about 22% of employees at these companies being paid below
the survival level.

Supplementary Compensation Such as
Stock Options

In addition to comparing ESOP and control companies on wages and retire-
ment assets, the survey data we obtained from companies also enables us
to make a comparison on stock options, cash bonuses, and the like. Table
24 listsan average dollar value per wage category for various kinds of supple-
mentary pay. Except for the under $6 an hour category, ESOP companies on
average pay more per employee than do the control compaxnies (though the
comparison is only statistically significant in the $20 to $40 an hour cat-
egory). As with wages and retirement benefits, the value of these benefits to

Table 24. Average Value of Stock Options, Overtime Pay for Exempt
Employees, Cash Bonuses, and Cash Profit Sharing by Wage Category,
for ESOP and Control Companies in 1995

Wage Category ESOP Companies (n=37)  Control Companies (Weighted n = 37)

Under $6 per hour $0 $57
$6-$10 per hour $420 $46
$10-$14 per hour $262 $200
$14-$20 per hour $1,629 $426
$20-$40 per hour $933* $227*
Over $40 per hour $6,149 $2,650

Note: Dollar values for each wage category are calculated by dividing the sum dollar value per
wage category (data from surveys of companies) by the number of employees In that category (data
from Washington State Employment Security Department). Dollar amounts represent the average for
all the companies, whether or not they pay these supplementary benefits; a zero is thus counted in
and is not treated as missing data.

*n<.1






