
Employee Stock Ownership Plans: 
Economic Boon for the Southeast? 

ESOPs have the potential to improve productivity, reduce turnover and 
enhance personnel relations, according to an Atlanta Fed survey. So far, 
however, most southeastern firms are using the plans more as employee 

benefits rather than as productivity or investment aids. 

Do workers perform better when they own 
the companies that emp loy them? Advocates of 
employee stock ownership plans, or ESOPs, 
argue that this method of broadening stock 
ownership can alleviate a variety of current 
economic and social problems. These include 
inadequate savings, insuff icient capital invest-
ment, slow product iv i ty growth, and income 
inequality. 

Many of these problems relate to disincentives 
to save or produce, which, in turn, may be a 
result of high marginal tax rates, adversarial 
management- labor relations, or outdated man-
agement methods. Techniques to improve in-
centives, morale, and mot ivat ion suggest possi-
ble solutions. Both psychologists and manage-
ment experts have long observed that one 

important factor influencing worker motivation is 
"ownersh ip . " The term ownership may imply 
either ownership in the decis ion-making pro-
cess (participatory management) or actual stock 
ownership in a company. This article focuses 
on the latter. 

Since the mid-1970s, when Congress began 
enacting tax incentives to encourage the spread 
of employee stock ownership plans (see "What is 
an ESOP?'), approximately 5,000 ESOPs have 
been established. Over 300 are in the Southeast 
This study examines the experiences of south-
eastern companies wi th ESOPs, experiences 
that suggest ESOPs are likely to provide a 
remedy for some but not all of the challenges 
facing the region. These problems include a 
cont inu ing gap be tween regional and national 
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personal income and the need to f inance 
growth in new industries to offset long-term 
losses in decl in ing sectors. W i th its special 
needs and its tradit ion of more harmonious 
industrial relations, the region offers a favorable 
testing ground for ESOPs. Consequent ly, our 
findings have implicat ions for the potent ial 
success of ESOPs nat ionwide. 

The core of our analysis consisted of a survey 
of ESOP companies. W e found that ESOPs 
have been most popular at smaller, privately 
held southeastern companies, that is, at busi-
nesses with fewer than 500 employees and 
less than $50 mil l ion in sales. Most produce 
services rather than manufactured goods. These 
companies established ESOPs primarily as bene-
fit plans and have not used ESOPs to f inance 
capital expansion. The majori ty exper ienced a 
general improvement in employee relations 
since establishing an ESOP, but most observed 
little change in product iv i ty. 

ESOPs and Today's 
Economic Problems 

Among the fundamental economic challenges 
facing the nation and the Southeast are a low 
rate of savings and investment, sluggish pro-
ductivity growth, and cont inued inequal i ty of 
income despite massive government efforts to 
narrow the gap between rich and poor. The 
rate of personal savings in the Uni ted States 
has been averaging 6 percent in recent years.1 

This is closer to the rates of developing countries 
than to those of the deve loped nations. In 
Japan, for instance, the savings rate is approxi-
mately 19 percent.2 Our low savings rate con-
strains investment by shrinking the pool of 
funds available to f inance capital formation. 
High labor costs reduce corporate net income 
and thereby lower the amount of funds available 
for corporate savings. This double l imitat ion on 
sources of capital investment, ESOP proponents 
contend, has s lowed our product iv i ty growth 
over the last decade because advances in labor 
productivi ty stem in large measure f rom capital 
investment in more modern equ ipment . 

These problems are even more pronounced 
in the Southeast. Per capita personal income in 
most states of the region remains substantially 
be low the national average even though the 
di f ference is much less than at the end of 
W o r l d War II. Excluding Florida, where per 
capita personal income is almost 97 percent of 
the national average, per capita personal income 
as a percent of the U.S. norm ranges from 71 
percent in Mississippi to 91 percent in Louisiana.3 

Moreover, competit ion in world markets bodes 
long-term decline for textile, apparel, and other 
industries that prov ided the foundat ion for 
post-war economic growth in certain localities. 
Developing countries now offer the same com-
parative cost advantages the South formerly 
held over regions of the Un i ted States. These 
advantages apply not only to labor bu t also to 
o ther factors of p roduc t i on , i nc lud ing raw 
materials and energy. Tennessee's energy costs, 
wh ich were an impor tant factor in attract ing 
energy-intensive a luminum producers to the 
state, now suffer by comparison w i th South 
American locations; Louisiana's chemical and 
petrochemical industries are having dif f iculty 
compet ing against foreign producers w h o pay 
much lower prices for raw materials. 

Industry executives, economists, and state 
economic deve lopment planners recognize 
that one key to meet ing the regional problems 
described above is to increase the value added 
by southeastern manufacturing. Texti le and 
apparel makers, for example, must concentrate 
less on mass-produced items and more on 
current fashions and specialty clothing.4 This 
transition will require substantial capital invest-
ment, and funds for that investment are rela-
t ively scarcer in the Southeast than in o ther 
sections of the country. The region has long 
been considered a net importer of capital. The 
" n e w federalism," w i th its reduct ion in federal 
assistance to poorer regions such as the South, 
exacerbates this capital shortage. Theoretically, 
ESOPs seem capable of responding to many of 
these problems. 

Say's Law is the economic foundat ion of 
ESOPs. Jean Baptiste Say, a n ineteenth century 

'1 Personal Income and Its Disposition. Survey of Cur ren t Bus iness, 
U.S. Department of Commerce, Bureau of Economic Analysis(July 1983), 
p 40. 
Development in Individual Countries. OECD E c o n o m i c Out look, 33 

(July 1983), p. 89. 

C a l c u l a t e d from data in Survey of Cur ren t Business, U.S. Department of 
Commerce (August 1982), pp. 55. 57 

"Thomas N Roboz, "Apparel: Innovations That Will Lead to Growth.' 
Growth Indus t r ies in t h e 1980s : P roceed ings of a C o n f e r e n c e 
S p o n s o r e d by the Federa l Reserve Bank of A t lan ta (Westport, Con-
necticut: Greenwood Press), forthcoming. 
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What is an ESOP? 

An ESOP is a program whereby employees acquire 
shares of stock in theircompanies through tax-deductible 
contributions from their employers. An ESOP is both 
employee benefit plan and a method of corporate 
finance. Being qualified benefit plans, ESOPs share 
certain characteristics with profit-sharing, pension, and 
stock bonus plans. All qualify for special tax advantages 
such as deductions, deferrals, and credits, and all are 
distinct from thrift or savings plans because such plans 
require employee contributions that the employer will 
match. ESOP funds expand and contract in concert with 
a company's fortunes, whereas profit-sharing plans 
require employers to contribute only when a company 
turns a profit. ESOPs must invest primarily in the 
corporate employer's stock, whereas pension funds must 
follow the "prudent man" rule of finance and diversify 
their holdings. A large percentage of employees must 
participate in ESOPs, which is not true with stock bonus 
plans, and participants need not exercise an "option" to 
purchase s tock Perhaps most importantly, only ESOPs 
can be leveraged—that is they can borrow to purchase 
stock. 

As a tool of corporate finance, ESOPs can provide a 
tax-deductible source of debt financing that corpora-
tions may use for expansion. ESOPs also can facilitate 
transfers of ownership. Aging owners of small firms 
can funnel corporate stock into ESOPs to avoid heavy 
estate tax burdens while they retain control until 
retirement. Employees in a large corporation can use 
an ESOP to acquire their division if the corporation 
seeks to divest it or to close it down. 

According to Internal Revenue Service regulations 
ESOPs must be established for the exclusive benefit 
of employees or their beneficiaries and must meet 
minimum participation standards determined by the 
IRS and the Department of Labor. ESOPs need not 
include all employees, but they must pass one of two 
coverage tests. The first requires that an ESOP— 
depending on certain restr ict ions—cover at least 70 
to 80 percent of employees. The second test prohibits 
discrimination in favor of officers, shareholders, or 
highly compensated employees. Although ESOPs 
may not discriminate in favor of highly paid employees 
employer allocations to both leveraged and non-
leveraged ESOPs may be based on the relative com-
pensation of the employees or on a combination of 
pay and service. Thus, a worker earning $50,000 a 
year may build up an account five times as large as 
one earning $10,000. However, before these eligibility 
tests are performed, union members, younger em-
ployees, nonresident aliens, and workers with less 
than one year of service may be excluded. 

ESOPs must invest primarily in qualifying employer 
securities. ESOPs must also meet IRS minimum voting 
requirements. For a publicly traded company, ESOP 
plan participants must be granted full pass-through 
voting on all corporate issues. Nonpublicly-traded 
ESOP company participants must be permitted to vote 
their shares on corporate issues that require more 
than a majority vote of outstanding stock voted. Such 
issues are determined by state law or corporate 
charter and usually include merger, consolidation, or 
the sale of assets Ordinarily, voting rights are exercised 

by a trustee, appointed by the board of directors 
Trustees usually vote as the board directs. 

ESOPs must follow one of the vesting schedules 
allowed by the IRS. These range from graduated 
vesting over a period of years to full vesting after 10 
years of service. The timing and formula of ESOP 
distributions must be included in the ESOP trust 
instrument. Distributions are generally made at retire-
ment or termination of employment and may be made 
in cash or stock, in a lump sum or in installments 
Closely held companies are required to offer a "put 
option" for their stock; that is, they are liable to 
repurchase the stock since there is essentially no 
outside market. This provision does not apply to 
banks, which are prohibited from purchasing their 
own stock. Closely held firms are also given the right 
of first refusal: participants wishing to sell stock to a 
third party must first offer to sell to the employer or the 
ESOP. 

We can classify ESOPs into four categories: non-
leveraged, leveraged, TRASOPs, and PAYSOPs. In a 
non- leveraged ESOP the e m p l o y e r s imply con-
tributes stock (or money to purchase stock) to the 
ESOP trust. A leveraged ESOP is the classic application 
of employee stock ownership plans as a means of 
capital formation (see Figure 1). Typically, a company 
establishes an ESOP, which then borrows money 
from an outside lender. Usually the loan is guaranteed 
by the corporation. The ESOP uses the loan proceeds 
to acquire newly issued stock from the corporation. 
The corporation invests these funds in new capital 
equipment that, over several years, should increase 
its earnings The employer makes annual tax-deductible 
contributions up to 25 percent of the participating 
employees' payroll. The ESOP uses these contribu-
tions to retire the loan. Any dividends may be applied 
to the loan payments as well. As the loan is repaid, 
shares are released for allocation to participants' 
accounts. 

A tax credit ESOP, or TRASOP, allowed companies 
making investments that qualified for a tax credit 
under the Tax Reduction Act of 1975 to take an 
additional credit equal to one percent of the value of 
the employer's annual qualified investment The credit's 
indefinite tenure discouraged many companies from 
establishing TRASOPs TRASOPs which favored capital-
intensive companies were terminated as of December 
31, 1982. Payroll-based ESOPs, or PAYSOPs, were 
authorized by the Economic Recovery Tax Act of 
1981 to extend the TRASOP cdncept to labor-intensive 
companies Establishing a PAYSOP allows a company 
to claim a tax credit of 0.5 percent of payroll. The rules 
governing PAYSOPs are somewhat tighter than those 
governing ESOPs in general. For example, immediate 
vesting of participants is required, compensation on 
which share a l locat ion is based cannot exceed 
$100,000, and voting rights must be conferred. 

Employer contribution limits are determined by the 
type of ESOP chosen. Leveraged ESOP contributions 
cannot exceed 25 percent of the ESOP participant's 
payroll plus the amount applied to pay interest on the 
ESOP loan. Employer contributions to a non-leveraged 
ESOP are limited to 15 percent of employee-participant 
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Figure 1 . Leveraged ESOP 
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2. ESOP borrows money from outside lender. 
3. ESOP uses loan to buy company stock. 
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6. Company makes tax-deduct-

ible contributions to ESOP 
7. ESOP uses these contributions to retire loan. 

Bank 

payroll, or 25 percent of part ic ipant payroll if the plan 
is a combinat ion of a stock ownership and money 
purchase pension plan. For both leveraged and non-
leveraged ESOPs the employer may claim a federal 
income tax deduct ion equal to the amount of the 
contribution. If the contribution is less than 25 percent of 
participant payroll, the unused deduct ion may be 
carried forward and deducted in succeeding years. 

The employer takes a payrol l-based tax credit for 
contr ibut ions to a PAYSOP. 

ESOPs are neither a modern form of syndicalism, 
whereby workers own and manage their respect ive 
companies, nor an income redistr ibut ion scheme. 
They do aim to broaden direct stock ownership among 
workers and, as a by-product, equal ize income distri-
bution, but their focus is on newly created wealth. 

French classical economist, believed that savings 
stimulate employment because people produce 
more in order to consume more. By increasing 
incentives to produce, demand should increase 
automatically. Encouraging savings stimulates 
production, in other words, because savings f low 
into investment. This investment creates jobs for 
producers of intermediate goods and for services 
just as household consumption creates demand 

for consumer goods. The result is a generally 
higher standard of living. 

These theoret ical underpinnings of ESOPs 
imply that laws, regulations, and policies that 
encourage demand and consumpt ion are mis-
guided; it would be better to focus policies on 
st imulat ing savings and product ion through 
such programs as employee stock ownership 
plans. If more households could become owners 
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of equi ty capital, their net wor th wou ld expand 
over t ime w i thou t upward pressure on wages 
because capital, not labor, is the primary means 
of increasing product iv i ty. The expansion of 
equi ty ownership should extend the use of 
equi ty f inancing and spur productivity through 
expanded corporate investment. Moreover , 
transfer payments could be reduced because 
the increased wealth created through the return 
on higher savings w o u l d generate new demand 
for both intermediate and final goods. Ultimately, 
sufficient demand would increase employment 

At the individual level as well, broadening 
stock ownership should inf luence workers to 
become more product ive by increasing their 
feelings of owning a piece of the company. 
Al though approximately 32 million Americans 
directly own some stock, the diffusion of owner-
ship has remained quite narrow. In 1971, 1 
percent of U.S. families with the highest incomes 
received 47 percent of the dividends distributed 
and o w n e d 51 percent of the total market 
value of stock.5 A l though mil l ions of workers 
already o w n stock indirect ly through pension 
funds or unions, the portfol ios of these funds 
tend to be diversified. Thus, the individual 
worker has little reason to work harder for his 
own particular firm. 

Broadened stock ownership should, ESOP 
supporters hold, add to personal income both 
by raising individual product iv i ty and, hence, 
just i fy ing non-inf lat ionary wage increases, and 
by augment ing the value and amount of stock 
individuals own. Moreover , this weal th is not 
taxed until retirement or termination of e m p l o y 
ment. 

Partial ev idence that ESOPs do mitigate wage 
pressures is to be found in the will ingness of Pan 
American Airlines employees to identify their self-
interest wi th the larger interests of their company. 
They agreed to $180 mil l ion in wage rollbacks in 
exchange for the establ ishment of an ESOP. In 
little more than ayear the i rac t ion has helped Pan 
Am to reduce costs and thereby to turn a profi t 
for the first t ime in several years and to experience 
a near doub l ing of its stock price. 

ESOPs appear more consistent with American 
customs and values than many of the Japanese 

methods that have been proposed as solutions 
to fundamental national and regional economic 
problems. Advocates of the Japanese model 
point to that nation's record w i th respect to 
personal savings, productivity, economic growth, 
and e q u a l i t y of i n c o m e . T h e m e t h o d s they 
urge A m e r i c a n s t o a d o p t range f r o m par t ic i -
patory management styles, such as quality 
circles in the production processes, to govern-
ment economic planning whereby fiscal policy 
w o u l d encourage new industries that promise 
rapid growth and high value-added output. 

One major drawback in apply ing particular 
Japanese methods to American problems is 
that much of their success seems to be t ied to 
underly ing social and cultural values. Many 
Japanese workers' will ingness to work longer 
hours, to accept lower wages and a lower 
standard of living than their American counter-
parts, and to identify for a lifetime with their 
companies, are economic expressions of cultural 
values. These values place a higher priority on 
the in terdependence of human relationships, 
on family and commun i t y membership, than 
on the individual. Individual fu l f i l lment comes 
through service to the communi ty . This sense 
of commun i t y extends to business and the 
nation. This or ientat ion encourages businesses 
to take a longer-term perspective than their 
American counterparts, w h o critics allege are 
too dependen t on quarterly profi t reports. 

Because the Japanese emphasize harmony, 
labor-management relations and business-gov-
ernment relations are marked by cooperation 
that facilitates government intervent ion in the 
economy through such agencies as MITI , the 
Ministry of Industry and Trade. The Japanese 
values—communitarian interests, hierarchy, and 
h a r m o n y 6 — m a y be a result of that nation's 
l imi ted natural resources, its island geography, 
or other factors. They are, nónetheless, quite 
distinct from the predominant American values 
of individualism, f reedom, and equality. Con-
sequently, if the Uni ted States were to adopt a 
governmental ly guided industrial pol icy similar 
to that of MITI or to enact legislative incentives 
to encourage the deve lopment of greater inter-
dependence by employers and employees, 
the results could be less successful because 

Marshall E Blume Jean Crockett, and Irwin Friend Stock Ownership in 
the United States: Characterist ics and Trends, Survey of Cur ren t 
Bus iness iNovember 1974), p. 17 

'George C. Lodge, The New A m e r i c a n Ideo logy (New York Knopf 
1975), pp 9-15,343-350 summarizes the dif ferences between American 
and Japanese values. 
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B a c k g r o u n d of ESOPs 

The ESOP is one of several methods of broadening 
stock ownership advanced by the concept's originator, 
Louis Kelso. Kelso, a lawyer experienced in investment 
banking, developed his ideas over several decades 
before they won congressional recognition in the 1970s. 
Kelso and several colleagues set forth the theory 
justifying ESOPs and other forms of expanded stock 
ownership in several books Because broadened stock 
ownership promises such beneficial changes, Kelso 
argues, the federal government should facilitate the 
process by conferring favorable tax treatment on cor-
porations that contribute stock (or funds for acquiring 
stock) to broad groups such as employees and consumers 

Under the political aegis of Senator Russell Long, 
long-time chairman of the Senate Finance Committee, a 
progression of tax reform acts have turned at least 
part of Kelso's theory into practice. In the 1973 
Regional Rail Reorganization Act, Congress granted 
formal recognition to the ESOP concept as a defined 
contribution plan. In 1974 the Employee Retirement 
Income Security Act specified a statutory definition 
for leveraged and non-leveraged ESOPs. The 1975 
Tax Reduction Act authorized companies that qualified 
for an investment tax credit to take an additional 
credit equal to the value of their annual qualified 
investment if they contributed an equivalent amount 
in cash or stock to a stock ownership plan. Such plans 

became known as Tax Reduction Act Stock Ownership 
Plans, or TRASOPS. The Tax Reform Act of 1976 
extended the Tax Reduction Act and authorized an 
additional one-half percent investment tax credit for 
the employer if ESOP participants made matching 
contributions. Subsequent legislation in the 1970s 
extended, codified, and clarified previous legislation 
concerning ESOPs. In 1981 the Economic Recovery 
Act provided for the replacement of TRASOPs after 
December 31, 1982, with payroll-based tax credit 
stock ownership plans, or PAYSOPs. This act and the 
1982 Tax Equity and Fiscal Responsibility Act made 
certain technical changes and added further provisions 
regarding ESOP contributions, participation, and dis-
tribution. 

Although Congressional recognition and encourage-
ment of ESOPs since the mid-1970s has helped 
spread Kelso's ideas, the legislation did not enact all 
of his recommendations For example, ESOPs encom-
pass only employees in private, for-profit institutions. 
They exclude more than one-third of the labor force, 
including members of the armed forces, employees of 
government agencies and non-profit organizations, 
farm workers, and the self-employed. Furthermore, 
ESOPs omit the unemployed. Kelso has urged ESOPs 
for all employees in industry and for government 
workers and consumer groups as well. 

they would not be rooted in American traditions 
and culture. 

Employee stock ownership p l a n s — w i t h their 
participatory management e l e m e n t s — s e e m to 
offer many of the same qualit ies admired in 
Japanese society, bu t they grow f rom American 
customs and values. Because ESOPs Imk em-
ployee compensation more closely to corporate 
earnings, they are likely to inculcate the impor-
tance of controlling costs, increasing productivity, 
and investing in new plants and equ ipment . 
Since employees part icipating in ESOPs have a 
double link to their respective companies, they 
are likely to take a somewhat longer-term 
perspective than stockholders whose ties are 
merely those of investors and w h o are likely to 
sell their interest when quarterly reports show 
reduced earnings. At the same t ime ESOPs 
foster the important American values of individu-
alism and property by enabl ing more people at 
lower income levels to share in stock ownership. 
(For more information on the background and 
legislative deve lopment of ESOPs, see "Back-
ground of ESOPs".) 

Thus, hypothetical ly, the Southeast appears 
to offer an auspicious cl imate for ESOPs since 
its needs comp lemen t the promises of ESOPs. 
The area requires investment and capital for-
mation to offset the loss of jobs in decl in ing 
industries. Although the long-term goal is restruc-
turing the economic base to higher value-added 
industries, over the next decade the region 
needs to cont inue attract ing industries that can 
provide jobs for low-skilled, perhaps under-
educated workers. Insofar as ESOPs increase per 
capita wealth w i thout raising wage rates, the 
region wou ld retain an important comparative 
advantage during this transition period. 

The Southeast's relatively harmonious labor-
management relations should prove a more 
hospitable breeding ground for ESOPs than 
regions w i th a history of confl ict or a high 
degree of unionizat ion. In the Southeast the 
percentage of workers affi l iated wi th unions 
ranges f rom 7.8 percent in South Carolina to 
21.8 percent in Alabama In contrast, the national 
average is 25.2 percent, and in some states 

FEDERAL RESERVE B A N K O F ATLANTA 25 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1983



such as Michigan it exceeds 30 percent.7 Every 
state in this region except Louisiana has right-
to-work laws. Furthermore, by improving workers' 
att i tudes toward their companies, ESOPs could 
lower turnover and absenteeism and spur pro-
duct iv i ty growth. Such growth w o u l d enhance 
the prospects of higher wages for workers and 
higher profits for businesses, both w i thou t 
inflationary pressures. 

Evaluation of ESOPs 
The theory of ESOPs has drawn little academic 

interest. Few economists have analyzed ESOPs 
from either a theoretical or an empirical per-
spective. Most analysis is financial rather than 
economic, al though a few surveys have been 
done. These analyses reflect three major criticisms 
of ESOPs. First, ESOPs are a risky method for 
augment ing the weal th of midd le and lower 
income workers because, by law, such plans 
may not be diversif ied investments. Moreover , 
ESOP participants in privately held companies 
know less about corporate decision making 
and operations than an average stockholder 
w h o owns shares in but is not employed by a 
publ ic ly t raded corporat ion. ESOPs in privately 
held companies exercise vot ing rights on most 
matters through a trustee appo in ted by the 
company. Trustees ordinari ly vote as directed 
by the corporate directors. Unless corporate 
officers and directors are wi l l ing to divulge 
more inside informat ion or unless ESOP rules 
are amended to require more pass-through 
voting, this feature could l imit the spread of 
ESOPs in companies with highly trained person-
nel w h o demand more comple te disclosure. 

Indeed, ESOPs are l imi ted in number and 
scope. There are almost 496,000 pension plans6 

and over 300,000 profit-sharing plans* in con-
trast wi th only 5,000 ESOPs. Of course, pension 
and profit-sharing plans have enjoyed legal 
recognit ion for over half a century; moreover, 
the growth of pension plans d id not accelerate 
unti l after Wor ld War II. Nonetheless, ESOPs 
have grown primari ly in privately held corpo-
rations. On ly an est imated 350 are in publ ic ly 

traded companies.10 Many ESOP firms previously 
had only l imi ted pension and benef i t plans or 
none at all. For such companies ESOPs merely 
supplement wages; they are not in tended to 
serve as a second major income source. Such 
limited ESOPs fall short of substantially broaden-
ing capital ownership. However, critics maintain 
that if ESOPs were to become a major source of 
household income across socioeconomic strata, 
many workers could find their incomes fluctuat-
ing from year to year as the value of their 
companies' stock changes, and some might 
face ret i rement wi th no pension. 

Second, whi le ESOP proponents maintaii 
that loans made to a leveraged ESOP are mort 
favorable than convent ional debt financing 
because bo th their principal and interest are 
tax deduct ib le, critics say that compared with 
convent ional debt or equ i ty financing, ESOPs 
are an inferior method of f inancing publicly 
held companies. Accounting regulations concern-
ing ESOPs and corporate balance sheets require 
that corporate contr ibut ions to ESOPs to retire 
loans must be ref lected as a liability. Yet the 
company cannot offset this liability by counting 
ESOP assets because it has no control over 
them. Thus, corporate earnings are reduced. 
Moreover, ESOPs usually increase the number 
of shares outstanding. Hence, ESOPs result in 
lower earnings per share. Stockholders experi-
ence a di lut ion in the value of their shares, and 
the capital gains derived from appreciat ion in 
stock value are d imin ished because the market 
price is usually de termined as a mul t ip le of 
earnings per share.11 

The standard rebuttal to this charge is that 
corporations can use funds acquired through 
ESOP borrowing to expand investment and 
thereby increase earnings and profits. However, 
either convent ional m e t h o d of f inancing offers 
the same potential gains without simultaneously 
increasing both deb t and ^equity. A secondary 
rebuttal is that this prob lem is irrelevant to 
privately held companies, wh ich are not con-
cerned with market prices of stock and earnings 
per share. However, as long as ESOPs remain 
l imi ted to privately held businesses, many 

'U.S. Department of Commerce. Stat is t ica l Abst ract of t h e Uni ted 
States 1982-83, p 409 

""Estimates of Participants and Financial Characteristics of Private Pension 
Plans, Pension and Welfare Benefits Program, 1983 

'Estimated Dy the Profit Sharing Research Foundation from IRS quarterly 
reports. 

' 'Corey Rosen, Is Employee Ownership Right for You? In Business 
(January-February 1981), p 50 

"Hea r i ngs before the Joint Economic Committee, U S Congress, Part I 
(December 11, 1975), pp. 49-72 "Broadening the Ownership of New 
Capital," Joint Economic Committee, U S Congress (June 1 7.1976), pp 
35-49. 
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American workers as wel l as the economy as a 
whole will not attain the full benefits of broad-
ened stock ownership. 

A third crit icism is that ESOPs fail to increase 
productivity significantly. The financial rewards of 
ESOP participation grow slowly and accrue to 
most workers only upon retirement Participants 
exercise little control over corporate decision 
making. Thus, the linkage between productivity 
and ESOPs is remote. Critics say it may take 
years for a firm's work force to see the relation-
ship between the ESOP and their efforts to 
control costs, produce more, and generally do 
whatever is needed to help their company 
make and sell its products successfully. In 
addition, installing an ESOP can add substantially 
to corporate costs, particularly at the outset 
when start-up costs can total $17,000.12 Establish-
ing a plan requires the services of lawyers, 
accountants, and of ten consultants. A trustee 
may have to be found to serve as f iduciary for 
the plan. Privately held companies must have 
their stock valued and make provisions to meet 
their repurchase liability. 

Empirical evidence regarding ESOP produc-
tivity is mixed. Several studies have conc luded 
that the plans increase productivity. For example, 
in a 1982 ESOP Association survey of over 200 
of its members, 70 percent of those pol led 
reported improved product iv i ty and employee 
motivation. A 1980 survey of over 200 ESOP 
companies conc luded that their product iv i ty 
grew from 1975 to 1979, whereas a weighted 
national average of companies in comparable 
industries declined.13 However, the researchers 
measured p roduc t i v i t y gains by calculat ing 
changes in sales in relation to total compensation. 
This operational def in i t ion of product iv i ty is 
rather inexact because the ratio can reflect 
many factors other than workers' output . 

In the same survey, more direct, subject ive 
questions conce rn ing e m p l o y e e m o t i v a t i o n 
found that most of the managers pol led had 
observed no change since their companies 
instituted ESOPs. Another study found that 
firms with ESOPS performed no better financially 
and often did worse than non-ESOP counterparts. 
However, this research def ined ESOPs in a 

broad manner that encompassed a variety of 
quali f ied benef i t plans, and its t ime per iod was 
such that most of the plans could not have 
been true ESOPs.14 Thus, at least t w o studies 
conclude that ESOPs increase product ivi ty, but 
the results of one varied according to the 
measurement of productivity, and a third found 
that ESOPs had no posit ive effect on a variety 
of measures of financial performance. 

Because of the potent ial benefits of ESOPs 
and the limited and conflicting results of previous 
studies, we undertook a special survey focusing 
on southeastern-based companies to learn about 
their experience w i th ESOPs and to assess the 
l ikel ihood that ESOPs can offer a meaningful 
response to regional economic problems. 

Survey of Southeastern ESOPs 
Identifying or even counting ESOPs is diff icult 

Private organizations such as the ESOP Associa-
t ion do not encompass all ESOPs. Some publ ic 
agencies keep lists that include ESOPs, bu t 
these do not single them out, nor are they 
complete ly current. To survey southeastern 
companies with ESOPs, we utilized membership 
lists of the ESOP Association, a 1976 Department 
of Labor list of companies interested in establish-
ing ESOPs, and an IRS list of southeastern 
companies that filed forms required of employee 
stock ownership (and similar) plans. From these 
three sources we identified 345 ESOP companies 
based in eight southeastern states. W e sent a 
cover letter and questionnaire to each of these 
companies in June and mai led a fo l low-up 
letter in July. The 152 respondents const i tute 
at least 44 percent of the probable populat ion. 
Thus, we can conc lude wi th conf idence that 
the results of this survey are representative of 
southeastern ESOP firms in general. 

One of the most striking characteristics is the 
comparat ively small number of ESOPs in the 
region. These 345 ESOPs const i tute only 7 
percent of the est imated 5,000 ESOPs nation-
wide, al though these eight states accounted 
for 18 percent of the U.S. populat ion in 1981.1 5 

A second salient feature of southeastern ESOPs, 

Rosen, op, cit., p. 50 
,3Thomas R. Marsh and Dale E McAllister, "ESOP s Tables: A Survey of 

Companies with Employee Stock Ownership Plans," J o u r n a l of Cor-
porat ion Law, VI, 3 ( Spring 1981), pp. 551-623. 

'•"Leroy D. Brooks, James B Henry, and D. Tom Livingston, How Profitable 
are Employee Stock Ownership Plans?" F inanc ia l Execut ive, L, 5 (May 
1 982), pp. 32-40. 

' 'Computed from data in "Populat ion Estimates and Projections, ' Series P-
25, No. 913, U.S. Department of Commerce, (May 1982), p. 2. 
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Char t 1 . Distr ibution of Southeastern ESOPs 
by Industry 

Durable Nondurable 

Source Federal Reserve Bank ot Atlanta survey 

typical of national patterns, is their relatively 
small size. The average number of employees 
in southeastern ESOP companies was 2,080, 
but more than half have fewer than 500. The 
median, probably a more accurate statistic 
because of the skewing effect of a few large 
companies, was 400. Similarly, most southeast-
ern ESOP firms had sales of $50 mi l l ion or less; 
only 12, or 9 percent of the sample, reported 
more than $500 mil l ion in 1982 sales.16 

The majority of southeastern ESOPs are pri-
vately held, but ESOPS at publ ic ly t raded firms 
are relatively more numerous in this region 
than in the nation. ESOPs at private companies 
compr ised about two-thirds of the sample; 
nationally, an est imated 93 percent of the 
ESOPs are at private companies. ESOPs are 
more popular in seivices than in manufacturing 
enterprises. More than three-quarters of south-
eastern ESOPs sampled are in nonmanufacturing 
firms. Almost 40 percent of those pol led were 
in trade and f inance (see Chart 1).17 Wi th in the 

Twenty-three tirms did not disclose sales: nonetheless, only 9 percent of 
those who responded to this question had sales of S500 million or more 
The popularity of ESOPs in financial institutions may be attr ibutable to the 
special attractiveness of ESOPs to banks as an alternative method of 
raising capital Instead of forming a bank holding company that would 
obtain a loan from a correspondent bank to purchase newly authorized 
shares, a bank could create an ESOP to achieve the same end while 
avoiding not only the higher cos tsbu ta lso the addit ional regulation by the 
Federal Reserve System that accompanies the creation of a bank holding 
company M. Scott Lawyer and John G Gourlay. Jr.. hav ing Capital 
Problems9 ESOPs May Be Answer ABA B a n k i n g J o u r n a l (March 
1982}, p. 117 

manufacturing sector, ESOPs in food processing 
and electrical machinery product ion comprise 
more than one-th i rd of all industrial ESOP 
firms. Unions represented employees at only 
24 percent of the southeastern ESOP firms 
polled. In only 7 percent of the businesses 
surveyed d id most workers belong to unions. 
Thus, the typical southeastern ESOP company 
has fewer than 500 (non-union) employees, 
generates less than $50 mil l ion in sales, and 
provides services rather than manufactured 
goods. 

The survey also indicates that the mean age 
of southeastern ESOPs is seven years. About ) 
half of the firms polled established their ESOPs in 
1975-76. On the average, 68 percent of the com- 5 

panies' employees are covered. Non-leveraged 
ESOPs are the most popular type in the Southeast, 
judging by the survey. Fully 53 percent of the ' 
companies had non-leveraged ESOPs; about 
one-f i f th had leveraged ESOPs; and almost / 
one-f i f th had tax credit ESOPs. TRASOPs out- ) 
numbered PAYSOPs by almost two- to-one (see 
" W h a t is an ESOP?" for explanations of these 
t w o t e r m s ) . O n l y 41 p e r c e n t r e p o r t e d using , 
ESOPS for c o r p o r a t e e x p a n s i o n . The l i m i t e d 
n u m b e r of l e v e r a g e d ESOPS or of ESOPs > 
used i n a n y m a n n e r fo r c o r p o r a t e expans ion 
i n d i c a t e s t h a t t h e y are no t b e i n g w i d e l y I 
used as a m e t h o d of c o r p o r a t e f i n a n c e . 

Many ESOPs (37 percent of the sample) hold 
newly issued stock; 43 percent had purchased I 
stock from existing shareholders; the remainder 
held both. Southeastern ESOPs overwhelmingly 
hold their own companies' stock: the amount y 
of company stock held by ESOPs averaged 91 
percent. Few southeastern employees gave up ' 
current compensation in exchange for an ESOP. 
(This practice is fairly c o m m o n in employee 
buy-outs of plants about to be closed.) The 
average port ion of corporate, stock held by , 
southeastern ESOPs was 21 percent. Over one- } 
th ird of the ESOPs pol led held less than 9 ) 
percent of their corporations' outstanding stock; 
one-f i f th held 10-19 percent; and slightly less 
than one-f i f th held 20-29 percent. Only 10 
percent of the plans held a majori ty of their 
companies' stock. This is, nonetheless, twice | 
the national norm. In general, a typical south-
eastern ESOP is seven years old, is non-leveraged, ) 
covers 68 percent of the firm's employees, 
holds more than 90 percent of its assets in 
company stock, and controls no more than 20 
percent of the company's total stock. 
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Chart 2. Reasons for Forming ESOPs 
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Southeastern companies' experience wi th 
ESOPs reflects the motivat ions for establishing 
them. Almost two-thirds cited employee benefits 
as the primary reason for creating an ESOP (see 
Chart 2). Financing corporate growth, providing a 
private market for existing stock, and f inancing 
employees' purchase of the company were 
each cited by 6-10 percent of the sample. 
Virtually none listed improving worker produc-
tivity, estate planning, or avoiding merger or 
shutdown as primary motivations. Productivity 
was more important as a second choice: one-
fourth of the companies listing more than one 
reason ranked product iv i ty number two. How-
ever, about the same number of firms, ranked 
benefits as a secondary motivat ion. 

Given such reasons for establishing ESOPs, it 
is not altogether surprising that southeastern 
firms noted little change in product iv i ty since 
establishing an ESOP. Less than 2 percent 
observed sharp increases in product iv i ty, and 
only about one-fourth reported at least moderate 
improvement18 Several commented that they 

Productivity and other employee behavior was measured subjectively 
We asked senior financial officers to indicate the degree to which 
productivity, turnover, absenteeism, and employee relations had changed 
since establishing an ESOP We employed Likert-scale choices ranging 
from sharp improvement to sharp deterioration The direction of questions 
was altered to avoid problems of response set b ias The fact that we found 
so little evidence of productivity and other behavioral improvements 
despite our use of such a liberal measure strengthens our conclusion that 
ESOPs seem to have little influence on these aspects of employee 
behavior 

had installed no methods for measuring pro-
duct iv i ty gains because they envisioned their 
ESOPs essentially as employee benefit programs. 
On ly 40 respondents (26 percent) indicated 
that at least a moderate reduct ion in turnover 
had occurred since their respective ESOPs had 
been installed; in contrast, 86 companies re-
ported no change. Only 12 firms not iced any 
decline in absenteeism. However, a clear major-
ity (61 percent) indicated that employee rela-
tions had improved since they established an 
ESOP. 

By far the most c o m m o n prob lem cited was 
communicat ions: 41 percent of the sample 
listed this as the major problem wi th ESOPs 
although a nearly equal percentage indicated 
they had no problems with their ESOPs. Admini-
strative costs and regulatory compl iance were 
a primary prob lem for 11 and 14 percent, 
respectively. Few cited inadequate bank under-
standing of ESOPs or valuation as major diffi-
culties, and none listed as primary problems 
disclosing information or meeting their financial 
responsibilities to repurchase stock of terminating 
employees. The communication problems offer 
another explanation for the southeastern ESOPs' 
lack of success in improving productivity, absen-
teeism, and turnover. 

To evaluate more carefully ESOPs' potent ial 
regarding product iv i ty and other aspects of 
employer behavior, we disaggregated the re-
sponses to d iscern poss ib le co r re la t ions w i t h 
f irm characteristics. About 40 percent of bo th 
manufactur ing and nonmanufactur ing firms re-
port at least moderate product iv i ty advances, 
and slightly less than 60 percent of each reported 
no changes. Compar ing manufactur ing and 
nonmanufactur ing firms showed similar results 
w i th regard to turnover, absenteeism, and em-
ployee relations. Private companies reported 
higher product iv i ty somewhat more of ten than 
publ ic ly t raded companies. A m o n g the former, 
45.9 percent observed sharp or moderate in-
creases in productivity, whereas only 33 percent 
of publ ic ly t raded companies found such gains. 
Some 35.3 percent of private firms reported 
lower turnover, whereas only 21.7 percent of 
publicly traded companies noticed such changes. 
A similar pattern was noticeable w i th regard to 
absenteeism and employee relations. One expla-
nation for this dist inct ion probably pertains to 
f irm size. Private firms tend to be smaller in 
terms of employees and sales, and ESOPs at 
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Success fu l Southeas tern ESOPs 

Anecdotal evidence based on interviews with and 
statements from individual companies suggests that 
ESOPs hold greater potential than revealed in this 
survey, especially in high growth companies. One of 
the most successful southeastern employee stock 
ownership plans was establ ished by Robinson-
Humphrey, an Atlanta-based brokerage firm, in 1974. 
It was terminated last year upon Robinson-Humphrey's 
acquisition by Shearson/American Express. During 
this period the value of stock in the ESOP trust grew 
from $5.6 million to $36 million. This growth meant 
that individual employees, some at the clerical level, 
accumulated accounts of $70,000 to $80,000. The 
fund's cash value will be distributed this year to the 
firm's 900 or so employees 

Robinson-Humphrey in many respects was ideally 
suited for an ESOP Perhaps most importantly, the 
company grew rapidly during the ESOP's existence: 
revenues expanded from $15 million to $80 million. 
Second, Robinson-Humphrey employees were well 
matched to this type of benefit plan. Since one of the 
firm's main product lines is equity securities employees 

at even the lowest levels comprehended the benefit 
they were receiving. They understood its value; they 
were familiar with sources of additional information 
about the stock and the corporation; and they probably 
held a more long-term view of financial assets, such 
as corporate stock ownership, than most employees. 
Hence, f luctuations in company performance were 
more likely to be regarded as normal. 

In addition, Robinson-Humphrey maintained a pen-
sion plan to which the ESOP was a supplement. Thus, 
prospects for retirement remained secure. In other 
companies the abstract nature of a retirement benefit 
grounded in equity that f luctuates in value might 
inhibit ESOPs' positive influence on employee pro-
ductivity and turnover. 

Robinson-Humphrey officials believe its ESOP proved 
helpful in reducing turnover. In the securities industry, it 
is not uncommon for upper level employees to move 
from one company to another frequently. Given this 
climate, Robinson-Humphrey's ESOP, with its handsome 

bonuses tied to an extended vesting schedule, probably 
helped to retain competitive entrepreneurial employees 
Finally, Robinson-Humphrey's ESOP worked well be-
cause during its existence the company was a closely 
held, private corporation in which most stock was 
owned by key employees. The individuals who initially 
owned most of the stock experienced minimal dilution, 
after accounting for the effects of taxes on their holdings 
with and without the ESOP. 

Another example of a highly successful southeastern 
ESOP is to be found at Intelligent Systems a Norcross 
Georgia-based manufacturer of computer terminals, 
hardware enhancements, and color graphic systems. 
The value of Intelligent System's ESOP trust grew 
from $1.5 million when it was founded in 1977 to $7.5 
million currently. Some employees who are becoming 
fully vested have accumulated as much as 4,000 
shares of s tock worth $64,000. 

Until 1980, when the firm went public, the ESOP 
provided a financial vehicle for corporate expansion. 
Because the firm was privately held, it issued new 
stock to the ESOP rather than purchasing shares 

from existing stockholders. Since the stock was not 
publicly traded, dilution of earnings per share was 
essentially irrelevant. After Intelligent Systems wem 
public, the price of its stock f luctuated between $32 
and $5 a share, although it recently stabilized at $16. 
This change, however, did not concern employees 
greatly because, like RobinsotfHumphrey's ESOP 
Intelligent Systems' ESOP is a supplemental benefit. 
Intelligent Systems traditionally has pursued a policy 
of treating its work force well. By adding substantially 
to employees' assets, the ESOP has served this 
objective. In addition, company executives believe it 
may have helped reduce turnover. Because of high 
growth rates, intense competition, and a shortage of 
engineers rapid turnover is common in high-technology 
companies. 

Intelligent System's work force overall is probably 
less familiar with stock than are Robinson-Humphrey 
employees. About half are unskilled, production-line 
workers Inadequate communications regarding ESOPs 
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may have been exacerbated by the company's rapid 
growth. It was too busy developing and producing 
new products to establish an infrastructure to handle 
ESOP-related communication problems Until recently, 
for instance, it had no personnel department Nonethe-
less Intelligent System executives believe that ESOPs 
will succeed over time in a growing company As 
expanding corporate revenues and profits increase 
the value of employee-owned stock and as employees 
become vested, appreciation and understanding of 
ESOPs grow automatically. An ESOP in a growing 
company, they believe, can help inculcate a corporate 
culture that permeates all aspects of employee attitudes 
and behavior. They feel it encourages cost-conscious-
ness, mutual trust and loyalty between employees 
and managers, and a general sense of company 
ownership among workers. 

The Lowe's Company, a home building supply retailer 
based in North Carolina, exemplifies the potential 
success of an ESOP under different circumstances. 
Lowe's too, experienced rapid growth in sales profits 
and the value of stock owned by its employees. 
However, Lowe's executives attribute some of this 
rapid growth to ESOP-induced changes in employee 
behavior and attitudes Unskilled employees comprise a 

larger portion of Lowe's work force than of Robinson-
Humphrey's or Intelligent Systems'. Moreover, its op-
erations are spread over 19 states in stores each with 
no more than 20 to 30 employees. To help employees 
understand their ESOP, Lowe's has instituted several 
means of handling communication problems. It main-
tains an ESOP advisory committee with employee 
representation. In each facility, one employee serves 
as an ESOP representative, conveying information to 
other employees responding to their questions about 
ESOPs, and providing input into the ESOP admini-
stration. Employees are encouraged to save money in 
store operat ions thereby reducing costs, raising pro-
fits and increasing stock values Lowe's has a graduated 
vesting schedule whereby benefits build gradually 
over 15 years, then accelerate rapidly. This schedule 
helps motivate employees to remain with the firm. 
Lowe's officials believe the ESOP has improved em-
ployee attitudes about serving customers and con-
taining costs as well as reducing turnover, which had 
been quite high among entry-level personnel. Although 
these examples are representative of successful ESOPs 
they illustrate how three southeastern companies 
have realized some of the potential of such plans. 

i -

smaller firms seem more l ikely to enhance 
productivity and related behavior. 

As Table 1 illustrates, firms wi th fewer than 
500 employees were more l ikely to report 
productivity gains than those w i th larger staffs. 
For example, more than half of those wi th 101 
to 500 workers observed at least moderate 
advances, whereas only one-fourth to one-
third of those wi th more than 500 workers 
noticed even moderate gains. The largest firms, 
those wi th more than 5,000 employees, also 
showed the lowest tendency to report reductions 
in turnover. On ly 16.7 percent of firms in this 
category reduced turnover even moderately, 
whereas 30 to 35 percent of firms in the other 
classes achieved moderate or sharp declines in 
turnover after they inst i tuted ESOPs. Changes 
in absenteeism and employee relations were 
less marked or consistent, but only 8.3 percent 
of the largest firms reduced absenteeism, where-
as about 15 percent of middle-sized firms 
(101-1,000 workers) had either sharp or m o d e 
rate drops in absenteeism. 

The importance of company size in the 
success of ESOPs is further suggested by ana-
lyzing differences in levels of sales (see Chart 
3). Companies most likely to experience higher 
productivi ty fall in the small to midd le sales 

I 
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ranges. Abou t 60 percent of the companies 
with sales of $10-$ 100 million have experienced 
moderate or sharp gains in product iv i ty since 
establishing an ESOP, whereas only one-f i f th of 
larger firms and fewer than one-th i rd of firms in 
the lowest sales category report such advances. 
Other improvements in employee behavior 
and relations show similar concentrat ion in the 
middle sales ranges. The relatively poor perform-
ance of the firms w i th the lowest sales suggests 
there may be a threshold be low wh ich ESOPs 
are ineffective. Very small firms may be either 
too new or too strapped for funds to carry ou t 
the necessary communicat ions. This reasoning 
implies that the largest firms, w i th established 
personnel and publ ic relations departments, 
should enjoy the best performance. However, 
these advantages may be offset by size factors: 
large firms are of ten spread over a w ide area 
and an e m p l o y e e in such a business can exer t 
only modest inf luence by means of personal 
changes in absenteeism, productivity, and turn-
over. 

Staff part ic ipat ion in ESOPs is not iceably 
higher in f irms w i th fewer employees. For 
example, 81 percent of the workers in firms 
w i th fewer than 100 employees part icipate in 
their companies' ESOPs; 56 percent of workers 
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T a b l e 1 . Post ESOP Changes in Productivi ty in Relat ion to Firm Size 
(Number of Employees and Part icipation Rate) 

Number of 
Employees 

1 to 100 
# % PAR 

101 to 500 
# % PAR 

501 to 1,000 
# % PAR 

1,001 to 5,000 
# % PAR 

5,001 to . . . 
# % PAR 

Risen Sharply 

Risen Moderately 13 37.1 74.4 

No Change 22 62.9 86.2 

Fallen Moderately 

Fallen Sharply 

No Response Given 

Total 35 100.0 81.2 

4 8.0 75.0 

22 44.0 78.5 

24 48.0 70.8 

50 100.0 74.5 

7 

11 
36.8 51.1 

57.9 60.4 

1 5.3 71.4 

19 100.0 57.9 

8 33.3 70.6 

15 62.5 55.8 

1 4.2 66.6 

24 100.0 61.4 

23.1 31.1 

61.5 34.0 

2 15.4 64.4 

13 100.0 38.0 

# - number of firms with specif ied range of employees 
% - percent of f irms within range giving designated response. 
PAR - average percentage of employees participating in ESOP giving designated response 

(not all employees necessarily participate in a company's ESOP) 

in firms with 501-1,000 employees are covered; 
and in firms w i th more than 5,000 employees 
only 32 percent part icipated. Despite this clear 
pattern be tween size ranges, Table 1 illustrates 
that, w i th in size categories, part ic ipat ion rates 
among firms report ing better product iv i ty are 
not consistently higher than those report ing no 
change in productivity. Moreover, firms in which 
as many as three-quarters of employees are 
un ion m e m b e r s , w h o are e x c l u d e d f r o m ESOP 
coverage , r e p o r t sharp gains in p r o d u c t i v i t y 
after inst i tut ing their ESOPs. Consequent ly, w e 
can conc lude that ESOPs in the Southeast have 
proven most successful at smaller, privately 
held firms w i th moderate sales. Success, as 
measured by improved productivity, lower turn-
over and absenteeism, and better employee 
relations, appears to be unaffected by the 
presence of unions or by the nature of the 
enterprise's activity (services versus manufac-
turing). 

Implications for the Southeast 
This survey suggests that ESOPs are likely to 

help meet only some of the challenges that the 
Southeast and the nation face. Even if these 
plans become more widespread as awareness 
increases, their relatively low uti l ization as a 

Char t 3. Productivi ty Changes in Relation to 
Level of Sales 
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Source: Federal Reserve Bank of Atlanta survey. (Percentages dis-
played may not add to 100 due to incornplete response from 
some of those surveyed.) 
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tool of corporate f inance suggests that ESOPs 
are unl ikely to become a significant vehicle for 
increasing capital formation in this region. Most 
southeastern ESOPs are simply benef i t plans. 
As such, they wil l augment employee compen-
sation w i thou t dr iv ing up wages and, over a 
period of years, the value of employee accounts 
in ESOP trusts can become considerable. 
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Yet the plans are unl ikely to increase per 
capita personal income substantially as long as 
they remain relatively few and concentrated in 
smaller, privately held companies, because 
this base encompasses too narrow a range of 
the southeastern populat ion. Our survey offers 
limited evidence to suggest that ESOPs in the 
Southeast cont r ibute somewhat to improved 
productivity. Given enhanced communications, 
ESOPs may provide small- and medium-sized 
employers a means of raising worker productivity, 

lowering turnover and absenteeism, and improv-
ing employee relations (see "Successful South-
eastern ESOPs"). Moreover, they may foster more 
profound and widespread changes in the long-
run by encouraging greater identification of interests 
between employers and workers. 

— Bobbie McCrackin 
and Sandra Davis 
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Pract ice 

The ESOP Association, Washington, D C , is a clearinghouse of technical 
and other information about the operation of ESOPs The U.S. Senate 
Finance Commit tee is another good source of practical information. 
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"Employee Stock Ownership Plans (ESOPs). ' Hearings before the Join! 
Economic Committee, U.S. Congress, Parts I and II (December 11-12, 
1975). 
"Broadening the Ownership of New Capital.' Joint Economic Committee, 
U S. Congress (June 17, 1976). 
Speiser, Stuart M. A Piece o f t h e Ac t ion . New York: Van Nostrand 
Reinhold, 1977. 
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