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Abstract

This is the first study of the extent of Employee Financial Participation (EFP)
schemes in enterprises providing Services of General Interest (SGIs) in the
European Union.

The study is divided into five chapters. The first chapter provides a systemat-
ic overview of the forms of EFP practised in the European Union. Chapter two
utilizes the information on some 8,000 SGI enterprises from the European
Company Survey (2009) to analyse the existence (or lack) of EFP schemes in
different branches of public services. It compares the level of development of
the schemes in public services with that in other sectors of the economy. The
data shows that the extent of EFP varies widely in different branches of pub-
lic services with a much higher level in utilities and a much lower in public
administration. This broad statistical picture is supplemented by case studies
of fifteen public service enterprises in France, Italy, Spain, Sweden, Finland
and the United Kingdom through in-depth interviews and the analysis of le-
gal arrangements regarding EFP in these six countries.

Chapter three reviews the nature of employee financial participation in pub-
lic administration in three EU Member States: Germany, Sweden and the
United Kingdom. Chapter four analyses the development of conditions and
institutions affecting the participation of employees in the financial results of
their company in the new Member States (and candidate countries) of the
European Union in the specific conditions of transition to a market economy.
Finally, a review of the literature on financial participation of employees
summarises the previous research on the subject in chapter five.
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Introduction: The setting of EFP in Europe and the
implications for its implementation in services of
general interest (SGls)

Jens Lowitzsch and Iraj Hashi

l. Scope of the project

In the past, scientific literature as well as political discussions on
employee financial participation (EFP) almost exclusively focused
on private-sector activities. In contrast, the role of EFP schemes in
enterprises providing SGIs (commonly referred to as public ser-
vices) was widely neglected. Considering the very low ratio of EFP
schemes in these firms reported in this study, this is not surpris-
ing.

1. Services of general interest: Definition with regards to EFP

For the purpose of this report, we use the term SGI as defined in
the 2010 CEEP mapping report (CEEP, 2010). In terms of EFP, the
character of the service provider (e.g., state/local administration,
or private company, etc.) and the nature of its ownership is im-
portant since this will have implications for the implementation of
EFP schemes. For example, a state-owned enterprise or a local-
administration unit not having share capital cannot implement an
employee share ownership (ESO) scheme. On the other hand, a
corporation in 100 per cent state ownership may be supplying so-
cial services that are not profit-oriented and thus not be able to of-
fer a profit-sharing scheme. This division of ‘public services’ is re-
flected in the category of services of general interest (SGI) with its
subcategories, i.e., services of economic and of non-economic in-
terest, now referred to in Art. 14 of the Treaty on the Functioning
of the European Union (TFEU).

However, as these definitions were not developed with EFP in
mind, in this study we distinguish between the nature of the ser-
vice and the ownership status of its provider. A service may be
public (e.g., utilities or health), but it may be provided by: a com-
mercial company, being partially or fully either in public or pri-
vate ownership (e.g, an energy company); a company jointly
owned by private and public sector (as in public-private partner-
ship (PPP) arrangements or partially privatised joint-stock com-
panies); a state company/organisation; the public administration
or the local government organisation.

The role of EFP in enter-
prises providing SGIs has
been less studied

The character of the ser-
vice provider and the na-
ture of its ownership will
have implications for the
implementation of EFP
schemes

Distinguish between the
nature of the service and
the ownership status of its
provider
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2. Structure of the Report

In order to give the reader a brief introduction to the main forms
of EFP, we start with a brief systematic overview in Chapter 1.
The following literature review in Chapter 2 gives an overview of
the benefits and possible pitfalls of EFP in general and—where
available—in public services.

Focussing on SGI, Chapter 3 looks into both the available empiri-
cal data as well as the attitudes of social partners. In order to give
the reader an idea of the actual incidence of EFP in SGI, we first
provide a comparative statistical overview across the EU. As sta-
tistical data comprising the public services is scarce, we rely on
the European Company Survey (ECS) 2009 data. Then, against the
background of the statistical panorama, the analysis of the results
of 15 in-depth interviews in companies providing SGI in six EU
Member States (France, Spain, Italy, Sweden, Finland and United
Kingdom) is presented. Relations and opinions of the social part-
ners towards EFP in general and towards different EFP schemes
in particular as well as the legal context are highlighted.

Because the setting for EFP is fundamentally different in the pub-
lic administration, we have decided to deal with this topic sepa-
rately in Chapter 4. Since public administration—as a rule—is
neither profit-oriented nor organised in the form of corporations,
the scope for possible EFP schemes is limited and the practice of
‘performance-related pay’ (gain sharing) has become common in
some countries.

Finally, Chapter 5 assesses the background for EFP in Central and
Eastern Europe (CEE) and summarizes the legal changes that have
affected EFP in the Central and Eastern European new Member
States (EU-10)1.

Conclusions and Recommendations are presented in Chapter 6.

Annex I provides overview tables summarising EFP in the six tar-
get countries (France, Spain, Italy, Sweden, Finland and United
Kingdom) plus Germany and the EU-10. The focus is on social
partners’ attitudes and legal changes that affected EFP.

Annex II contains a documentation of the interviews.

Annex III investigates the financing effects of EFP schemes, refer-
ring to companies providing SGI in the form of private corpora-
tions, i.e., firms operating under company law, publishing a bal-
ance sheet, etc.

Czech Republic, Estonia, Hungary, Lithuania, Latvia, Poland, Slovakia and Slovenia,
which joined the EU on 1 May 2004, Bulgaria, Romania on 1 January 2007.
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Following the functional distinction described in the introductory
paragraphs, for the purpose of this study, SGI are divided into four
broad categories provided by the four types of organisations men-

tioned above:

i. private companies (i.e., full or majority private ownership);

ii. public administration bodies;

iii. public/state-owned enterprises;

iv. commercial companies set up either as a PPP or for external-
ising the activities of a state-owned company or public body.

Obviously the first category (e.g., a privatised electricity company,
where the state may at best be a minority shareholder) does not
require any further explanation here as—with regards to imple-
mentation of EFP schemes—it does not differ from classical pri-
vate sector firms. As the specific situation of EFP in public admin-
istration is separately dealt with in Chapter 4, the following para-

graphs and table focus on the two remaining options (iii, iv).

Table 1. EFP possibilities in enterprises providing SGIs in
full /partial state ownership

iii. Public / State-owned enterprises

iv. Different forms of commercial companies

State-owned / majority
state-owned joint-stock
companies

Joint-stock companies
only constitute a minori-
ty among companies in
state-ownership and are
mainly found on the na-
tional (administration)
level. Employees may
receive or be enabled to
buy company shares and
thus become minority
(or small) shareholders
of the state-owned com-
pany.

All EFP schemes are
possible.

100% publicly owned en-
terprises governed by
specific laws

As these enterprises are
entirely owned by state
authorities, granting
shares to employees is
not an option.

Profit/gain sharing or
performance-related
pay (see Chapter 3 on
EFP in public admin-
istration) may be prac-
tised.

Only profit/gain sharing
or performance-related
pay are possible.

Public-private partner-
ship (joint provision of
public services)

With regards to the
public actor of the
PPP constellation, the
possible introduction
of EFP is described in
the second column of
this table; only prof-
it/gain sharing or
performance-related
pay are possible.

For the private part-
ner, the rules for pri-
vate-sector companies

apply.

Externalisation
(outsourcing)

Both provider
and provision
are out-
sourced to the
private sector
and the rules
for private-
sector compa-
nies apply.

All types of EFP
schemes are
possible.

Spin-out (‘right
to demand’)

Together with
the owner-
ship, the re-
sponsibility
for the service
is transferred
to employees
(and some-
times private
investors); the
rules for pri-
vate-sector
companies

apply.
All types of EFP

schemes are
possible.




The past decade has seen
a significant expansion of
EFP in the EU-27
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State-owned companies can be organised in several different
ways, i.e. according to public or private law, entirely state-owned
or with a non-state minority shareholder, etc. Hence, the possibili-
ties to implement EFP schemes in state-owned companies vary
and depend on their respective organisational forms. Generally,
employee share-ownership schemes are rather unlikely in such
enterprises. If the service is sold then, there is possibility of profit
or gain sharing. But if the service is free (or largely free) for cus-
tomers, then, there is no profit to share and performance-related
pay (PRP) becomes the only vehicle. Under profit sharing (PS),
employees may receive a bonus according to the performance of
the entire enterprise or of a certain part of it and payments may
be based on individual or group performance. In the case of per-
formance related pay the bonus will be treated as a variable pro-
portion of an employee’s remuneration rather than as a share of
the company's profit.

Two forms of private companies supplying SGIs may be distin-
guished: public-private partnership (PPP), where public and pri-
vate actors jointly supply the SGI, and outsourcing (or externalisa-
tion), where a private company is authorised to provide the ser-
vice. Additionally, UK authorities have developed the concept of
the so-called spin-outs (It’s our business, 2011)?, which could be
described as an externalisation of both the service and the provid-
er through employee buyouts.

Ill. Background and context

A review of the more than 30 years covered by PEPPER3 Reports
indicates that EFP, though slow to take off, has picked up surpris-
ing momentum. In fact, the 2009 PEPPER IV Report presents con-
clusive evidence that the past decade has seen a significant expan-
sion of employee financial participation in the EU-27. This is true
of both profit sharing and employee share ownership, although
profit sharing is more widespread. The CRANET#* survey showed
that between 1999 and 2005, the percentage of companies offer-
ing broad-based share ownership schemes increased from an av-
erage of 13 to 18 per cent; for profit-sharing schemes, the increase
was from 29 to 35 per cent (weighted country averages for all
countries included in both samples).

However, the UK spin-outs have been mainly brought about as a result of the govern-
ments austerity programme (see UK Interview report below).

PEPPER = Participation by Employed Persons in Profits and Enterprise Results.

This is a survey of companies with more than 200 employees undertaken by the Cran-
field School of Management (Cranfield University, UK) approximately every four or five
years. It is largely a postal survey, sent to the Human Resources Departments of compa-
nies with the main aim of investigating the HR characteristics and practices.



INTRODUCTION | 5

On the other hand, the EWCS’ data showed that the percentage of
company employees taking advantage of these schemes is much
less although it is also growing. Here the availability of the new
European Working Condition Survey (EWCS) 2010 enables us to
compare the growth of the take-up rate of EFP schemes over a
decade. The proportion of employees taking up ESO schemes in-
creased from a weighted average of 1.44 per cent in 2000 to 2.34
per cent in 2005 and 3.28 per cent in 2010. Over the same period,
the proportion of employees participating in PS schemes rose
from 6.42 per cent in 2000) to 9.06 per cent in 2005 and then
13.50 per centin 2010.6

This background section describes the setting of EFP in Europe in
order to investigate the implications for its implementation in SGI
in depth in the following chapters.

1. EU initiatives with regards to EFP

The 1992 Council Recommendation’ encouraged all Member
States to actively promote EFP formulating—among others—the
basic principle that financial participation should cover all work-
ers. However, the vast majority of EFP schemes apply to private
limited or public limited companies, where implementation is rel-
atively simple. Certain types of enterprise, particularly in the non-
profit sector—and thus their employees—are either excluded
from this possibility by definition or have very limited access to
this arrangement. Most recently, policy actions to extend broad-
based EFP schemes to SGI were called for by the European Eco-
nomic and Social Committee (EESC)8 stressing the significance of
EFP particularly with a view to the EU 2020 Strategy. However,
the subject so far has received little attention in research and it
remains unclear to what extent such claims are feasible.

In an effort to promote a European approach to EFP, the Commis-
sion published a Communication in 2002 on a framework for the
promotion of employee financial participation.? Opinions drafted
by the EESC and a European Parliament resolution with a subse-
quent Parliament report further underline the importance of fi-
nancial participation, particularly in relation to small and medi-
um-sized enterprises (SMEs). In order to link various EFP models

The European Working Conditions Survey is a large-scale survey of working conditions
across Europe undertaken by the European Foundation every four or five years to in-
vestigate a variety of factors influencing individuals working and living conditions.

In calculating weighted averages, the population of each country is used as its weight.

Concerning the promotion of participation by employed persons in profits and enter-
prise results 92/443/EEC.

Own-initiative opinion of the European Economic and Social Committee on employee
financial participation in Europe SOC/371 of 21 October 2010.

On a framework for the promotion of employee financial participation, COM(2002) 364
final.

The vast majority of EFP
schemes apply to private
companies only.

The European Commis-
sion has promoted work
on a ‘Building Block Ap-

proach’



Low priority of EFP on
social partners’ agenda in
the past

However, the last decade
has seen an increase in
support for EFP
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used in EU Member States, the European Commission has pro-
moted work on a ‘Building Block Approach’, which includes all
forms of financial participation practiced (Lowitzsch, 2008). En-
dorsed by the EESC and based on the principle of voluntariness,
this approach takes into consideration existing national participa-
tion models and best practice with regards to both the type of par-
ticipation scheme and the possible incentives.

2. Social partners’ attitudes towards EFP

We observe a generally low priority of EFP schemes on social
partners’ agenda. In the past,—with some exceptions—neither
unions nor employers’ organisations have attached much im-
portance to the issue of employee financial participation through-
out the EU. Employer organisations almost universally oppose ob-
ligatory schemes. Even when they support the introduction of tax
incentives for EFP schemes, they almost always advocate leaving
the actual decision about whether to introduce schemes or not to
the company, on a voluntary basis. In some countries, union atti-
tudes tend to constitute a fairly significant barrier to the promo-
tion and expansion of EFP schemes.10

The, EU eastward enlargement does not seem to have enhanced
the climate for EFP significantly. Slovenia is the only country
among the new Member States and candidate countries, where
the social partners on both sides of the employment relationship
have had very supportive attitude toward EFP in the last two dec-
ades. However, e.g., in Poland most recently there is a positive de-
velopment and more interest in the topic.

In general, the last decade has seen an increase in support for EFP
schemes over time. Trade unions are largely shifting from scepti-
cism to more supportive attitudes. But this does not only affect
trade unions; in France and the UK for example, we observe a sim-
ilar shift in the stance of the employers’ associations.

1 Unions generally reject precisely that aspect of profit sharing (substitution for inflexible

wages) which would give it positive effects on employment; they seem unwilling to ac-
cept income insecurity in exchange for greater employment security, though this may
be motivated by fears concerning to the ability of management to manipulate profit ac-
counting. (See PEPPER IV Report, 2008, p. 84)
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3. The gap between old and new Member States of the EU

The developments in the new Member States of Central and East-

ern Europe (see the PEPPER III Report) have been rather different.

Very few laws specifically address EFP, and these refer almost ex-
clusively to employee share ownershipll; legislation on profit
sharing is rare. Although employees were frequently offered privi-
leged conditions for buying shares of their employer companies,
the aim was not to promote EFP. Rather, this method was simply
an expedient method for privatising state-owned enterprises for
which at the time there were no buyers. Essentially it was a deci-
sion made by default (Uvali¢ & Vaughan-Whitehead, 1997). The
comparative analysis of the general attitude of governments and
social partners shows the lack of concrete policy measures sup-
porting EFP schemes, as well as limited interest of both trade un-
ions and employer organisations.!? Rather than being actively
promoted as in some old EU Member States, EFP has most fre-
quently not even been considered, or is viewed with suspicion.

However, against the background of the different genesis of EFP
schemes in the old and the new EU Member States, it is surprising
that the data examined in the benchmarking project seem to indi-
cate that a West-East divide exists only with regard to profit shar-
ing (see below Chapter 5).

4. Mobility and portability — Mutual recognition of EFP

One important issue in the incidence of EFP throughout the EU af-
fecting both employees and employers is the problem of mutual
recognition of EFP arrangements in different countries. The most
common obstacles are different legal frameworks and the taxation
of the benefits. The legal framework supporting a specific EFP
scheme in one Member State cannot be easily, and without prob-
lems, transferred to other Member States. Similarly, participation
schemes across different Member States are subject to different
types of tax (e.g., income tax or capital gains tax) as well as differ-
ent rates of tax. A related problem is the position of employees
moving from one country to another and facing different tax and
benefit rules.

1 Employee share ownership has largely developed in the course of privatisations, with

different methods including sales of shares to insiders on privileged terms; employee-

management buyouts; leasing; mass privatisation, and ESOPs and ESOP-type schemes.

12 Only occasionally have trade unions been supportive of employee ownership, but they

remain rather critical of profit sharing. The employers have been generally indifferent
towards financial participation, despite a few cases of active support (as in the case of
ESOPs in Hungary).

In the EU-10, the deve-
lopment of EFP has been
different

The most common trans-
national obstacles to EFP
are different legal frame-
works and the taxation of

the benefits
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Solution: Developmentof — QOne solution could be the development of a mutual recognition

a mutual recognition pro- d bv M b States for fi ial ticipati h

cedure for EFP schemes procedure by Member States for financial participation schemes.
In this way, the possibility to apply the incentives offered in the
country of origin for a scheme ‘imported’ from abroad could serve
for similar schemes in the country of recognition. Examples that
this procedure may work exist, as in Germany with the recogni-
tion of the French FCPE (a vehicle unknown in Germany) and its
deferred taxation being extended to German schemes similar to
the FCPE.13

Circular released on 8 December 2009 by the German Federal Ministry of Finance “On
the Taxation of Capital Gains starting in 2009” (§ 3 Nr. 39, § 19a EstG — Law on Income
Tax); reference number IV C5 - S 2347/09/10002; Doc 2009/0810442.



Chapter 1. EFP — A systematic overview

Jens Lowitzsch and Stefan Hanisch

I. Introduction

Employee financial participation refers to any scheme, which ena-
bles employees to participate in profits and enterprise results.
(Uvali¢, 1991) In this report, we distinguish between profit shar-
ing (including gain sharing) and employee share ownership (ex-
cluding executive stock options). This distinction is important
since there are fundamental differences between the two (e.g., in
taxation). A third type of financial participation is through asset
accumulation or employee savings plans which offer a vehicle to
allocate and invest sums received in other schemes. Financial par-
ticipation, therefore, provides employees with a form of remuner-
ation that is in addition to the regular pay system.

Thus, the term ‘financial participation’ refers to all schemes, which
give employees, in addition to a fixed wage, a variable portion of
income directly linked to profits or some other measure of enter-
prise performance (Vaughan-Whitehead, 1995, p. 2 ff.).1* The
main feature of this bonus is that it is specifically linked to enter-
prise results and is not just a predetermined proportion of pay.
There are two basic ways in which employers can distribute the
financial results of improved enterprise performance to their em-
ployees: profit sharing and employee share ownership (which are
often combined).

Il. Profit sharing

In profit sharing, part of an employee's remuneration is directly
linked to the profits of the enterprise. This can be collective or
based on individual incentives. The formula, depending on the na-
tional scheme, may include profits, productivity or return. Since
profit-sharing schemes are related to measures of company per-
formance in general, they are perhaps the most widespread form
of financial participation.

Although profit-sharing bonuses can take several different forms,
two main types should be distinguished:

" Vaughan-Whitehead includes gain sharing in the definition of financial participation.
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1. Deferred profit sharing

Distribution on a deferred basis, commonly covered by the term
‘deferred profit sharing’, with the bonus being:

i. invested in enterprise funds or frozen in special accounts
for a specific period;

ii. granted as a number of shares in the company, frozen in a
fund for a certain period before employees are allowed to
sell them (deferred share-based profit sharing).

2. Cash-based profit sharing

Direct payment of profit-sharing bonuses to the workers in cash,
is usually referred to as ‘cash-based profit sharing’.

3. Gain sharing

A related form of financial participation is gain sharing, which is
designed to provide variable pay, and usually to encourage em-
ployee involvement, by rewarding employees for improvements
in individual and organisational performance. Gains, measured by
a predetermined formula, are shared with employees, usually
through cash bonuses. Gains constitute an addition to the basic
salary paid to all employees, usually in order to reward individual
or small unit performance. The formulas for measuring employee
performance vary considerably; piece rates and productivity bo-
nuses are most common, but other performance indicators may
be employed, such as profit, productivity, costs, sales, etc.
(Vaughan-Whitehead, 1995, p. 2 ff.)

4. Performance-related pay (PRP) in public administration

PRP is an opportunity for employees to receive in addition to their
wage/salary a variable part of remuneration. PRP may be quali-
fied as profit sharing (if related to unit or group performance) or
gain sharing (if related to individual performance) when produc-
tivity can be measured and performance assessed. Profit sharing
is usually linked to an increase in the company’s results (meas-
ured, e.g., as productivity) resulting in higher corporate profits. In
case of public administrations, actually not generating profits, it is
only possible to participate in the increase of productivity. For in-
stance, civil servants from Registration Departments or Public
Administration Offices may obtain additional pay when pro-
cessing a certain number of applications (e.g., identity cards or
passports) in a limited and agreed period. In some cases, addi-
tional pay would depend on whether the employee has met the
targets agreed at the beginning of the period.
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Ill. Employee share ownership

Employee share ownership is the second major form of financial
participation. Funds can be raised either from the company or
from employees. In the latter case, employees might voluntarily
purchase company stock (thus acquiring equity) or might lend
money to the company or purchase company bonds (thereby in-
creasing corporate debt).!> In the case of company equity, the
shares are transferred directly or indirectly to employees, who
may receive dividends and/or capital gains that accrue to compa-
ny shares.

Employee share ownership in practice—whether shares are held
individually or under some form of trust—does not automatically
entitle employee shareholders to have a say in the operation of
the company.'® Employees may be issued either non-voting stock
or voting shares, but they have little or no control over the man-
agement of shares held in trust. Trustees may be appointed by
management rather than elected by employees.

1. Direct purchase of shares / Share savings plans

At one end of the spectrum of models, there are various forms of
‘share plans’ in which shares are distributed free or sold at market
price (non-discounted) or on preferential terms.!” These prefer-
ential conditions can be sale at a discount rate (discounted stock
purchase plan), sale at a lower price through forms of delayed
payment (usually within a capital increase), or by a grant of prior-
ity in public offerings to all or a group of employees. (Vaughan-
Whitehead, 1995, p. 2) Finally, the purchase may take place
through periodic deductions from pay, with or without the em-
ployer’s matching contribution or bonus. When the employer does
contribute an (equal) amount in cash or shares, the plan is called a
‘share savings plan’.

Other forms of direct purchase include producer co-operatives, in
which its workforce owns all the firm’s shares, and employee buy-
outs, under which exclusively its individual workers purchase
company shares.18 For example, Poland implemented an employ-

> In the case of corporate debt, no share ownership is generated, and the revenue of the

employees takes the form of interest and principal payments or only interest payments
if a debt to equity swap is foreseen later. If employees are holding bonds from the

company, they receive dividends.

' In the majority of cases in the U.S. and France (outside workers’ co-operatives), em-

ployee share ownership is associated with little or no employee influence on entrepre-
neurial decisions. Even if they hold the largest block of shares, employee shareholders
are not automatically represented on the board of directors. (Pérotin, 2003, p. 8)

E.g., in Great Britain, see Treasury Public Enquiry Unit (1998); also Nuttall (1999). As to
the ‘method of choice’ in Eastern Europe, see Weitzman (1991).

17

8 Often dominated by managers, especially in the U.S. form of management-led buyouts.
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ee buy-out programme in the context of privatisation, which took
the form of so-called leveraged lease buy-outs (LLBO) (Jarosz,
1995; Jarosz, 1996; Jarosz, 2000).

2. Individual stock options

Individual stock options are call options on the common stock of a
company, issued as a form of cash compensation. Restrictions on
an option (such as vesting and limited transferability) attempt to
align the holder's interest with those of the business shareholders.
If the company's stock rises, holders of options generally experi-
ence a direct financial benefit. These stock options are mostly of-
fered to management as part of their executive compensation
package. They may also be offered to non-executive level staff, es-
pecially by businesses that are not yet profitable, insofar as they
may have few other means of compensation.

3. Broad-based stock options

Employee stock options (Pendleton, Blasi et al.,, 2002; PriceWa-
terHouseCoopers, 2002), unlike those granted to individual em-
ployees or small groups (especially managerial) to reward indi-
vidual performance (‘executive stock options’), are broad-based.
The company grants employees options over shares, which entitle
them to acquire shares in the company at a later date, but at a
price fixed when the option was granted. The option has an expi-
ration term and a vesting period commencing with the grant date.
[t can take various forms, mainly depending on grant and exercise
price.’® The possibility of gains arising from upward movements
in stock prices is the primary reward emanating from options. Un-
like ‘conventional’ options, employee stock options—as a rule—
cannot be traded, and the holder usually cannot hedge against the
risk of declines in option value. Furthermore, employee stock op-
tions normally are subject to forfeiture prior to vesting should the
employee voluntarily leave the firm.

4. Employee stock ownership plans

Forms of share ownership, where a profit share paid in addition to
wages, e.g., Employee Stock Ownership Plan (ESOP), finances the
acquisition of shares via a trusteed fund, exist in different Europe-
an countries. This is normally done via a separate intermediary
entity, which manages the shareholding held in trust for employ-
ees?0 (as for instance in British and Irish ESOPs) or, at the enter-

¥ Johnson and Tian (2000) distinguish six types: premium options, performance-vested

options, re-priceable options, purchased options, reload options, and indexed options.

20 . P .. . . e .
In continental Europe, this is usually a limited company, foundation or association, in

the UK and North America it is a trust.
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prise level using the combination of a savings plan and a mutual
investment fund (e.g., in France using PEE?! and FCPE?22).

In the United States (Blasi and Kruse, 1991), the most popular
form of employee share ownership is the ESOP (in 2010 around
11,500 plans with more than 10 million participants representing
more than private sector union members) (Kelso and Kelso, 1991),
which has also been implemented in Europe?3 and Japan (Jones
and Kato, 1995, pp. 391-414). An ESOP usually involves a loan to
an employee benefit trust, which acquires company stock and al-
locates it through periodic contributions to each employee's ESOP
account. The loan may be serviced by payments from the company
out of company profits, out of dividends paid on the stock held by
the ESOP or (in rare instances) from employee salary reductions.

5. Privatisation-related voucher/coupon schemes

In post-socialist countries, employee share ownership developed
in the process of privatisation: in the form of shares, which were
distributed or sold to employees of privatised companies, or
through the use of vouchers or coupons that were distributed to
all citizens. Although the second option does not correspond
strictly to the definition of financial participation, under which on-
ly the workers of the company should be involved, it can lead in
practice to substantial employee share ownership.

Thus, for example, voucher privatisation in Slovenia, Poland and
Croatia created the opportunity for employee ownership in con-
junction with the privatisation process. Although the privatisation
framework did not aim at the creation of employee ownership by
giving employees the right to acquire shares of their companies
under favourable conditions, neither did it prevent employees
from converting their vouchers into shares of the employer enter-
prises. Some companies (e.g., in Slovenia) did explicitly encourage
employees to invest in their shares (Uvali¢ & Vaughan-Whitehead,
1997).

1 Plan d'épargne d'entreprise.

22 .
Fonds communs de placement d'entreprise.

2 E.g., for the U.K., see Walley and Wilson (1992), pp. 126-151; for Hungary, see Galgdczi

and Hovorka (1998).



Chapter 2. EFP in services of general interest

l. A statistical overview (European Company Survey 2009)

Iraj Hashi and Alban Hashani

The European Company Survey (ECS) was conducted in 2009 with
nearly 30,000 establishments in the EU and three candidate coun-
tries, Croatia, Macedonia and Turkey (EU-30).24It contains the
latest available data on the extent of EFP in European companies
and, most importantly, the only dataset containing public as well
as private enterprises. This section reviews some of the broad fea-
tures of EFP in companies and organisations producing different
public services (or services of general interest) in EU countries,
and compares them with those in companies producing other
goods and services. The dataset contains information on the broad
activity of companies in the sample according to one-digit NACE
classification (Rev 1.1) and therefore it is possible to identify the
incidence of EFP according to the broad activity of the enterprise.

1. Sample and its characteristics

The ECS 2009 was carried out in a representative sample of estab-
lishments employing more than 10 people?> from all sectors of ac-
tivity, except for agriculture (NACE classification Group A) and
fishing (NACE classification Group B), which were excluded for
practical reasons. In addition, activities of households and extra-
territorial organisations (NACE classification Groups P and Q)
were also excluded due to their low quantitative importance as
regards the universe of the survey. Unlike most other surveys, ECS
covers organisations both private companies and publicly owned
enterprises (or organisations).

Because of the ambiguities of the term ‘public services’, the classi-
fication of companies and organisations producing such services
is not always straightforward. This is clear from the mapping doc-
ument (CEEP, 2010), which identifies the NACE classification of all
SGI activities. However, the ECS dataset provides information on
the activity of surveyed companies at one digit level only (highest
level of aggregation).

2 Portugal is excluded from the data on employee share ownership schemes because the

data on ESO is not compatible with that in other countries (European Foundation, 2010,
p. 41).

By its nature, this survey consists of predominantly small firms, where EFP schemes are
less common. Other surveys such as CRANET (used in PEPPER Ill and PEPPER IV Reports)
focus on companies with more than 200 employees and therefore demonstrate a high-
er incidence of EFP schemes.

25
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Table 2. Number of sample companies in the services of general
interest (SGI) according to country

Sector and Electricity, Trans- Public Education Health Other Sample
NACE gas and portand admin- and so- com- Total
classifica- water commu- istration cial work munity
tion supply nication and per-

(NACEE) (NACE]) (NACEL) (NACEM) (NACEN) sonalser-
Country vices

(NACE 0)

Austria 11 44 43 50 48 71 267
Belgium 13 65 81 92 75 28 354
Bulgaria 4 28 39 36 25 1 133
Croatia 13 16 30 30 30 50 169
Cyprus 3 24 20 31 16 15 109
Czech 24 55 61 95 51 74 360
Republic
Denmark 13 35 21 72 171 64 376
Estonia 8 39 25 22 22 15 131
Finland 18 48 95 37 66 51 315
France 11 90 42 68 65 70 346
Germany 11 50 140 54 171 80 506
Greece 16 31 30 35 25 137
Hungary 19 40 93 112 28 19 311
Ireland 22 65 139 99 198 78 601
Italy 13 72 232 136 59 55 567
Latvia 6 33 49 67 35 23 213
Lithuania 8 28 38 74 38 30 216
Luxemburg 3 28 13 7 27 15 93
Macedonia 6 30 20 23 25 7 111
Malta 14 19 26 18 13 90
Netherlands 3 40 26 143 84 23 319
Poland 36 62 89 187 106 69 549
Portugal 10 61 46 26 24 32 199
Romania 7 20 35 30 20 3 115
Slovakia 20 32 28 32 33 26 171
Slovenia 16 21 17 57 42 26 179
Spain 3 40 70 64 50 12 239
Sweden 9 68 33 49 127 72 358
Turkey 6 83 75 84 65 18 331
UK 1 36 63 68 120 94 382
Sample Total 317 1,283 1,713 1,901 1,874 1,159 8,247

Source: Authors’ own calculations (based on ECS dataset, 2009)
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Therefore, if any SGI activity is a sub-sector of a predominantly
non-SGI sector, that activity (and companies involved in that ac-
tivity) cannot be identified and included in the analysis.2¢

Table 1 shows the total number of establishments producing SGIs
in EU countries in 2009, divided according to their main activity
(NACE 1-digit Classification). The total number of SGI companies
in the survey was 8,274 (the total number of all companies in the
survey was 27,160). Although there is some degree of inaccuracy
in identifying enterprises producing SGIs (discussed in footnote
26), the table broadly reflects the size of the SGI sector.

Figure 1. Number of sample companies in the services of general
interest (SGI)

Other community

Health and social Public Transport and Electricity, gas
Education and personal
wiork administration communication and water supply
| services |
1495 1049 1642 227 468 142
a06 825 71 | 1056 | 691 175

Source: Authors’ own calculations (based on ECS dataset, 2009)

Although the number of enterprises in some SGI sectors is very
small in some countries (and in the case of a few countries there
are no companies in the sample in one sector), there is still a rea-
sonable coverage of all SGI sectors in the sample.

As the survey identifies the ownership of enterprises?” (public or
private ownership), it is interesting to consider the composition of

% This means that the data analysed in this chapter only broadly represent SGls but with

some inaccuracies. According to NACE classification, sectors producing largely SGls are:
sector E (Electricity, Gas and Water Supply), sector L (Public Administration and Defence
Compulsory Social Security), sector M (Education), and sector N (Health and Social
work). None SGI sectors are: C (Mining and Quarrying), D (Manufacturing), F (Construc-
tion), G (Wholesale and Retail Trade; Repair of Motor Vehicles, Motorcycles and Per-
sonal and Household Goods), H (Hotels and Restaurants), J (Financial Intermediation)
and K (Real Estate and Business Activity). Sectors A (Agriculture), B (Fishing), P (Activi-
ties of Households) and Q (Extraterritorial Organisations) were excluded by the Europe-
an Company Survey (European Foundation, 2010). Some SGls such as Research and De-
velopment (sub-sector 73) should be included in SGls but, given that this sub-sector
falls in a non-SGl sector, it cannot be included in the analysis. On the other hand, enter-
prises in Sectors | (Transport and Communication) and O (Other Public and Private Ser-
vices) are partly in the SGI sectors (classifications 60.1, 61, 64 for sector | and 92.2, 92.5
and 93.03 for sector O) and partly in non-SGI sectors. But because of the impossibility
of separating them, these two sectors are also included in the analysis of SGI enterpris-

es.

7 The ownership of establishments was determined by question number MM104: Does

this establishment belong to the public sector? A: (1) Yes, (2) No, (3) No answer. Com-
panies that selected option (1) Yes, have been treated as being in the public sector.
However it must be noted that this question is rather ambiguous and might trigger dif-
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the sample according to ownership. Figure 1 shows the number of
companies in different SGI sectors by their ownership. As ex-
pected, in Education, Health and Public Administration sectors,
the majority of companies belong to the public sector while in
Transport and Communication and Other Community and Per-
sonal Services the majority of sample companies are in private
ownership. In Electricity, Gas and Water Supplies, the ownership
is equally divided between public and private.

Within the SGI sector, there are wide ranging levels of employee
financial participation both in different sectors and in different
countries. In the following sections, we will show the level of EFP
(both employee share ownership and profit sharing) in different
sectors (comparing SGI and non-SGI sectors) and then within each
sector in different countries. In all of these, a distinction is made
between companies in the private and public ownership. It is im-
portant to note that the Survey does not provide any information
on other types of employee financial participation schemes such
as gain sharing or stock options.

2. EFP in SGI and non-SGI sectors

The survey identifies companies that offer narrow and broad-
based profit sharing (PS) and employee share ownership (ESO)
schemes to their employees. Given the definition of EFP used by
the European Commission and institutions (since the early 1990s
and the PEPPER I report), and in order to produce results compa-
rable with previous studies (such as PEPPER Reports), we concen-
trate on the incidence of ‘broad-based’ EFP schemes, i.e., those of-
fered to all employees.?® Figures 2 and 3 show the incidence of
profit sharing (PS) and employee share ownership (ESO) in com-
panies belonging to SGI as well as to other sectors of the economy
(on the basis of 1-digit NACE classification) respectively.

ferent answers depending on whether the respondent refers to ownership or to the ac-
tivity of the company. For instance, a company in private ownership, which provides
public services (especially in education or public administration), might have answered

that it belongs to the public sector because of its activity and not its ownership.

2 The survey asks the following questions regarding profit sharing schemes. Q MM460: Is

there any profit sharing scheme offered in this establishment? A: (1) Yes, (2) No, (3) No
answer. This is then followed by QMM461: Is this offered to all employees of your reg-
ular workforce or is it offered to employees in specific positions only? A: (1) To all em-
ployees, (2) To specific categories of employees only, (3) Both types of schemes are of-
fered in the establishment, (3) No answer. For the purpose of this study we have fo-
cused on companies which have selected option (1) and (3). Similarly, the following
question is asked about employee share ownership schemes. Q MM463: Is there any
share ownership scheme offered in this establishment? A: (1) Yes, (2) No, (3) No answer.
This is followed by QMM464: Is this offered to all employees of your regular workforce
or is it offered to employees in specific positions only? A: (1) To all employees (used as a
proxy for broad based scheme), (2) To specific categories of employees only and (used
as a proxy for narrow based scheme), (3) No answer. Again, for the purpose of this
study we have focused on companies which have selected option (1).
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Figure 2. Percentage of privately and publicly owned companies
in all sectors offering broad-based profit-sharing (PS) schemes
to their employees

Electricity, gas and water supply (SGI) | I ]
Transport and communication (SGI) | ' '
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Source: Authors’ own calculations (based on ECS dataset, 2009)
NOTE: Companies in sectors providing services of general interest are marked ‘(SGI)’".

The upper six bars of both diagrams represent the SGI sectors
while the remaining bars of each diagram represent the other sec-
tors of the economy. Generally, in all sectors, PS schemes are more
prevalent than ESO schemes. The incidence of PS schemes is high-
est in Financial Intermediation, Electricity, Gas and Water Supply,
Real Estate and Business Activities, Manufacturing, Wholesale and
Retail Trade, and Transport and Communications, with over ten
per cent of companies offering such schemes. In terms of ESO
schemes, the same sectors, together with Construction and a
slightly changed order, show the highest incidence, with over 3
per cent of companies offering such schemes. Apart from Electrici-
ty, Gas and Water Supply and Transport and Communication sec-
tors, the incidence of PS and ESO schemes are much lower in SGI
companies than that in other companies.

As far as the ownership of the establishments offering EFP
schemes are concerned, the bulk of enterprises in the non-SGI sec-
tors are privately owned whereas the publicly owned companies
play an important role in SGI sectors, particularly in the Public
Administration, Education, Health and Utilities.
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Figure 3. Percentage of privately and publicly owned companies
in all sectors offering broad-based employee share ownership
(ESO) schemes to their employees
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Source: Authors’ own calculations (based on ECS dataset, 2009)
NOTE: Companies in sectors providing Services of General Interest are marked “(SGI)”".

While Figures 2 and 3 showed the incidence of EFP schemes in SGI
and non-SGI sectors for the sample as a whole, the following two
diagrams (Figures 4a and b) focus on SGI sectors, showing the in-
cidence of EFP schemes in these sectors in different countries.

Only in Ireland and Slovakia, over 10 per cent of organisations
providing SGIs have any profit-sharing schemes. The proportion is
over 3 per cent for most countries with Malta and Greece having
no profit-sharing schemes in their SGIs at all.

The incidence of ESO is even lower than PS, with the proportion of
enterprises offering such schemes going over 2 per cent in only
five countries.

3. EFP in different SGI sectors

In this section, we focus on individual SGI sectors and consider the
incidence of broad-based profit sharing and employee share own-
ership schemes. We also show the share of companies offering
EFP schemes by their ownership in different countries. Figures 5a
and b represent the incidence of PS and ESO schemes in the Elec-
tricity, Gas and Water Supply sector respectively.
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In countries with available data, there is widespread incidence of
EFP schemes (particularly profit sharing) even in countries where
the sample enterprises were largely owned by the state.

Figures 6a and b illustrate the incidence of EFP schemes in the
Transport and Communication sector. In this sector, too, there is
widespread use of EFP schemes (again, more frequently the PS
schemes), and the large proportion of these are in privately
owned companies. The proportion of companies offering PS
schemes is especially high (with Ireland and the Netherlands, over
20 per cent and seven other counties over 10 per cent).

Figures 7a and b illustrate the incidence of EFP schemes in Public
Administration. While, there is some degree of profit sharing in
firms in this sector, there is hardly any employee share ownership
scheme. The main reason for this is that, as expected, most firms
in this sector are publicly owned and therefore there is little room
for share ownership. The only exceptions are the firms in the
Czech Republic and the United Kingdom samples, which include a
number of privately owned companies with some EFP scheme.

Figures 9a and b show the extent of profit sharing and employee
share ownership in the Health and Social Work sector, respective-
ly. In many countries, profit sharing is practiced by both privately
and publicly owned companies whereas employee share owner-
ship is available in a small number of countries and mostly in pri-
vate companies.

Figures 10a and b show the extent of profit sharing and employee
share ownership in the Other Community and Personal Services
sector, respectively. In many countries, profit sharing is offered by
both privately and publicly owned companies, whereas employee
share ownership is almost always offered in private companies. It
must be noted that this sector contains many non-SGI enterprises,
which explains the larger incidence of EFP schemes than some of
the previously discussed sectors.
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Figure 4a and 4b. Percentage of companies in SGI sectors offering broad-
based PS schemes (left) and broad-based ESO schemes (right) to their em-

ployees in the EU-30
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Source: Authors’ own calculations (based on ECS dataset, 2009)
NOTE: Portugal is excluded from the data on employee share ownership schemes (see above, footnote
24).
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Figure 5a and b. Percentage of companies offering broad-based PS schemes
(left) and broad-based ESO schemes (right) in Electricity, Gas and Water
Supply sector in the EU-30, in both privately and publicly owned compa-

nies
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Source: Authors’ own calculations (based on ECS dataset, 2009)

NOTE: *For UK and Spain, the proportion of privately owned companies offering PS/ESO is zero. There
are no publicly owned companies in the sample and therefore it is not possible to give an indication of
the extent of PS/ESO in publicly owned companies. ** In Romania there are no privately owned com-
panies in the sample and therefore it is not possible to give an indication of the extent of PS in privately
owned companies. For all other countries, the absence of a bar in the diagram (or a bar of a particular
colour) means that the proportion of companies (of either or both ownership types) offering PS/ESO is
zero. Greece and Malta are not represented in the diagram, as there were no companies from these two
countries in the ECS sample. Portugal is excluded from the data on employee share ownership schemes
(see above, footnote 54).
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Figure 6a and b. Percentage of companies offering broad-based PS schemes
(left) and broad-based ESO schemes (right) in Transport and Communica-
tion sector in the EU-30, in both privately and publicly owned companies
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Source: Authors’ own calculations (based on ECS dataset, 2009)

NOTE: *In Denmark, there are no publicly owned companies in the sample and therefore it is not pos-
sible to give an indication of the extent of PS/ESO in publicly owned companies. For all other countries,
the absence of a bar in the diagram (or a bar of a particular colour) means that the proportion of com-
panies (of either or both ownership types) offering PS/ESO is zero. Portugal is excluded from the data
on ESO schemes (see above, footnote 54).
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Figure 7a and b. Percentage of companies offering broad-based profit-
sharing schemes (left) and broad-based employee share ownership
schemes (right) in the Public Administration sector in the EU-30, in both
privately and publicly owned companies
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Source: Authors’ own calculations (based on ECS dataset, 2009)

NOTE: *For these countries, the proportion of publicly owned companies offering PS/ESO is zero.
There are no privately owned companies in the sample and therefore it is not possible to give an indi-
cation of the extent of PS/ESO in privately owned companies. **For Netherlands and France there are
no privately owned companies in the sample and therefore it is not possible to give an indication of the
extent of PS in privately owned companies. For all other countries, the absence of a bar in the diagram
(or a bar of a particular colour) means that the proportion of companies (of either or both ownership
types) offering PS/ESO is zero. Portugal is excluded from the data on ESO.
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Figure 8a and b. Percentage of companies offering broad-based PS schemes
(left) and broad-based ESO schemes (right) in the Education sector in the
EU-30, in both privately and publicly owned companies
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Source: Authors’ own calculations (based on ECS dataset, 2009)

NOTE: For all countries, the absence of a bar in the diagram (or a bar of a particular colour) means that
the proportion of companies (of either or both ownership types) offering PS/ESO is zero. Portugal is
excluded from the data on ESO schemes (see footnote 24).
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Figure 9a and b. Percentage of companies offering broad-based PS schemes
(left) and broad-based ESO schemes (right) in Health and Social Work sec-
tor in the EU-30, in both privately and publicly owned companies
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NOTE: For all countries, the absence of a bar in the diagram (or a bar of a particular colour) means that
the proportion of companies (of either or both ownership types) offering PS/ESO is zero. Portugal is
excluded from the data on ESO schemes (see above, footnote 24).
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Figure 10a and b. Percentage of companies offering broad-based PS
schemes (left) and offering broad-based ESO (right) in Other Community
and Personal Services sector in the EU-30, in both privately and publicly
owned companies
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Source: Authors’ own calculations (based on ECS dataset, 2009)

NOTE: *In Romania, the proportion of privately owned companies offering PS/ESO is zero. There are
no publicly owned companies in the sample and therefore it is not possible to give an indication of the
extent of PS/ESO in publicly owned companies. ** In Bulgaria, the proportion of publicly owned com-
panies offering PS/ESO is zero. There are no privately owned companies in the sample and therefore it
is not possible to give an indication of the extent of PS/ESO in privately owned companies. For all oth-
er countries, the absence of a bar in the diagram (or a bar of a particular colour) means that the pro-
portion of companies (of either or both ownership types) offering PS is zero. Portugal is excluded from
the data on employee share ownership schemes (see above, footnote 24).
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4. Conclusions

The European Company Survey covers companies/establishments
that fall within the umbrella of SGIs (or public services). Over
8,000 (out of some 30,000) establishments belong to sectors,
which are largely SGIs. The precise identification of all SGI estab-
lishments is not always possible because the activity of companies
is identified only at a high level of aggregation (one-digit NACE
classification).

The data confirms the previous results published in PEPPER IV
that EFP schemes are widespread in all economic activities across
European countries. Profit sharing is more widespread than the
employee share ownership. Also, the incidence of EFP schemes is
generally much lower in publicly owned companies than in pri-
vately owned companies

The following conclusions can be drawn from the analysis of the
ECS 2009 data:

i. EFP schemes are in operation in public services companies
and organisations (i.e., enterprises providing services of gen-
eral interest) but vary widely across sectors.

ii. Compared with non-SGI sectors, in most cases these schemes
are less prevalent in SGI sectors (the exceptions are compa-
nies in utilities and transport and communication where the
incidence is similar to non-SGI companies).

iii. In publicly owned companies which provide many (in some
countries, most) of the services of general interest there is
less incidence of EFP. When there are EFP schemes in opera-
tion, profit sharing is the common form and there is hardly
any employee share ownership scheme in operation in these
companies.

Further interrogation of data is necessary in order to provide ad-
ditional evidence on companies producing SGIs. This will be un-
dertaken in the next phase of the project.
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Il. Analysis of interviews with managers in SGls in six EU
Member States and assessment of the legal framework
affecting EFP

1. Four cases of EFP in French SGls

Marco Caramelli

a) Profile of the participant companies and the interviewees

The four companies are all large French multinationals operating
in four different industries: energy, transportation, telecommuni-
cations and water treatment and waste management. They are all
publicly traded, and all but one are mostly owned by the French
State, and are formerly fully state-owned companies, which have
been partly privatised. In what follows, the four enterprises (per-
centage of capital owned by the employees in brackets) are called:
ENERGY (1.7 per cent), TRANSPORT (10 per cent), COM (5 per
cent) and WATER (2 per cent).

In comparison to the other five Member States in this study,
France is an exception: According to the 1986 privatisation law,
10 per cent of privatised capital had to be first offered to employ-
ees at a discounted price leading to employee share ownership
(ESO) in all large privatised firms. Furthermore, profit sharing
(PS) is mandatory for companies of more than 50 employees.
While in France ESO as well as PS is the rule, in the many other
countries it is the exception.

The interviewees were all directly in charge of EFP schemes in
their companies. In some case, EFP is directly related to the HR
department, while in others, EFP is co-managed by both the HR
and the financial departments.

b) Different EFP practices in France

As most French listed companies, our interviewed companies of-
fer the following ‘package’ to their employees: (i) gain-sharing
and/or profit-sharing bonuses; (ii) free shares plans, employee
stock offerings, and (iii) retirement savings plans ‘Plan d'épargne
pour la retraite collectif (PERCO). However, none of the compa-
nies offers broad-based stock options.

There are two sorts of bonuses: gain-sharing and profit-sharing.
The first is related to some ‘local’ performance indicator and is
voluntarily implemented by companies, while the latter is manda-
tory for companies of more than 50 employees, and is based on
profits. When the employees receive these bonuses, they can: (i)
get them in cash—this would be taxed as other compensation—;
(ii) invest them in the ‘Plan d’épargne d’entreprise’ (PEE), which

Mandatory ESO and PS in
France
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is the French employee savings plan, and take advantage of tax in-
centives, if they keep the money invested for at least five years.

The PEE gives the employees the choice among several funds: one
is exclusively invested in the employer’s stock and is usually
called ‘employee ownership fund’, while the others are diversified
funds. Apart from bonuses, the employees can decide to monthly
invest part of their compensation in one or more PEE funds.

An employee stock offering is an offer by which companies give
the possibility to their employees of purchasing some company’s
stock at a discount price and usually with a matching contribution.
Some companies propose leveraged offers to limit the employee
risk. The company can also decide to grant a certain number of
free shares to all or some of its employees and executives, under a
favourable tax treatment. Those shares are granted under certain
conditions that, if fulfilled at the end of a minimum mandatory
vesting period of two years minimum allow employees to become
the owners of the shares, and there is another period of two years
minimum during which shares cannot be sold.

c) Practices in the interviewed companies

All four firms have a gain-sharing plan, the criteria for calculating
the bonus are as follows: At ENERGY, it is based on three criteria:
the company’s overall economic performance, the company’s
overall social performance, and a criteria of performance occupa-
tion-specific. At TRANSPORT company, there are six criteria: three
financial and three qualitative criteria. The qualitative criteria are,
for example, customer satisfaction and punctuality. Because of the
crisis in the sector, the gain-sharing bonuses have represented
limited amounts these last years, around €150-300 a year per
employee. WATER is very decentralised: each subsidiary has its
own specific criteria, in order to keep the bonus close to each spe-
cific activity. However, there is a gain-sharing agreement by plant,
so that an engineer and a secretary can have a bonus based on the
same performance criteria. At COM, finally, the bonus is based on
two criteria of operative performance: one concerning fixed
phone and multiservice, and the other concerning mobile phone.

All firms, except ENERGY, have a profit-sharing plan. In fact,
ENERGY is still considered a public company, and only few public
companies are allowed by ministerial order to implement a PS
plan. However, TRANSPORT has not distributed any PS bonus for
several years, because of its lack of profits.

All companies but TRANSPORT, implemented a free shares plan.
At COM, the management does not benefit from the plan, which is
limited to ‘regular’ employees. However, not all the subsidiaries in
the world have benefited from the plan, because the board of di-
rectors in each country has to accept the plan. In all European
countries, the plan has been accepted, and 133 shares were to be
granted if the conditions were met. However, in other subsidiaries,
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like in Africa, Middle East or Poland, the plan has not been set up,
for different reasons, some being legal issues. Therefore, in those
countries, the employees get cash equivalences to shares. At
WATER, there are two performance criteria to decide the grant of
free shares: the stock price and an index of the utilities industry.
The company has to perform better than the average of the indus-
try. Moreover, the plan is global, but there are local differences.
For example, in France, the plan is 2+2 years, while in Spain and
[taly, the plan is 2+3, and 4+0 for the other countries, to take into
account local legislations. It is difficult to know whether those
plans will be set up regularly or not, because all companies have
just set up their first free shares plan.

The Retirement Savings Plan (PERCO) is complementary to the
PEE, it can receive the same payments as the PEE as well as
matching contributions. However, contrary to the PEE, the PERCO
is conceived as a long-term savings plan, and must be diversified:
funds cannot contain more than 5 per cent of the employer’s stock.
Finally, the funds are normally not alienable before retirement.

In terms of employee stock offerings, the situations are very dif-
ferent. WATER has just implemented its first global offering. At
ENERGY, the goal is to implement such offerings regularly, every
two years. At TRANSPORT, it seems that the management does
not believe anymore in stock ownership, so no new offer is on
schedule. Finally, at COM, the last offer was issued in 2007 and the
management considers, as we will explain later, that the economic
situation is not favourable to new offers. At WATER, there is a
classic and a leveraged offer. In the classic offer, there is a dis-
count of 20 per cent (maximum allowed by law) over the market
price.

Matching contributions may concern regular payments in the plan
or one-shot investments at the moment of ESO offerings. In all
cases, firms use matching contributions to guide the employee in-
vestment behaviour, i.e., some limit that contribution to invest-
ment in employer stocks. For example, at COM, only the invest-
ments in the ESO fund in the PEE receive matching contributions
(€310 for €780 invested by the employee). However, the match-
ing contribution is higher in the PERCO, because the employee av-
erage age is quite high, so that the company wishes to favour re-
tirement savings (the matching contribution in the PERCO is of
€800 for €800 invested). At WATER, the matching contribution
for their first ESO offering, was as follows: 1-15 purchased shares,
the matching contribution was 100 per cent, and between 16 and
45, 50 per cent. This was to ‘help’ low-income employees. Howev-
er, there are no contributions for the bonuses (profit- and gain-
sharing) invested in the funds.



32 I EFP IN PUBLIC SERVICES IN THE EUROPEAN UNION

d) Determinants of EFP

Objectives/advantages of employee share ownership and EFP in
general were given as follows:

(i) ‘A driver of international social cohesion’; according to ENERGY
employee ownership is the strongest link between their subsidiar-
ies, while WATER stressed its cohesive effects facilitating discus-
sions and communication in general.

(ii) ‘A powerful tool for cultural change’; ESO and EFP in general,
are considered a good way to change the employees’ mindset in
former state-owned monopolistic companies, which have had to
quickly switch to private companies in a competitive environment.

(iii) ‘A powerful tool for communication’; companies use ESO to
communicate to employees about corporate strategy, the creation
of value and the share of this value. This is particularly important
at the moment of employee stock offerings.

(iv) To compensate our employees’; EFP systems are regarded
very favourable for employees, compared to any other existing
savings system outside the company. Moreover, it has been point-
ed out that in a highly competitive environment, it is important to
compensate employees for their efforts by sharing with them the
company’s results.

(v) To secure the employees’ loyalty and commitment to the com-
pany’; ESO is considered to enhance employee commitment and
attachment to the company. The participation rate to ESOs is con-
sidered as an indicator of the employee attitudes towards the
company.

Finally, none of the interviewees has evoked neither the fact that
EFP could help funding the company nor that EFP provides ‘pro-
tection against takeovers’. TRANSPORT can be considered as an
exception to the reported positive attitudes towards EFP as our
interviewee considered that there are no clear advantages with
ESO.

Determinants of employee stock offerings

With regards to the determinants of employee stock offerings,
there is a large consensus among our interviewed companies, to
say that these are implemented when things are going well, while
plans may be cancelled or not renewed when the business is down.
At ENERGY, for example, an ESO was scheduled for 2010, but was
cancelled ‘because the context in 2011, did not allow us to set up
such an offer.” At TRANSPORT, one of the reasons why they have
stopped ESOs, it's because ‘things are not going well’ in terms of
business, and this is the same for all the industry. This was con-
firmed at COM, where the interviewee told us that, because the
current stock market situation is not good, it is not a good period
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for an ESO. Many companies that had scheduled ESOs during the
last stock-market crash have finally decided to cancel it.

Our WATER interviewee told us that an employee stock offering
was scheduled for September, but since the share price was con-
tinuously dropping, the CEO had started wondering whether the
parameters of the offer were to be changed. Finally, the ESO man-
ager decided to keep everything as it was planned. However, their
fear was that because the crisis, the employees would not have
participated in the offer. Other companies in the same situation at
the same moment took different decisions. Veolia, for example,
decided to stop the offer, while Technip, for example, decided to
maintain it.

At COM, there is a specific reason, why new employee stock offer-
ings are not scheduled. In fact, most employees have lost money
with earlier plans. When first quoted in 1997, the share value was
€27. For the 1998’s ESO plan, they were at €43, and in 2000 the
share value hit the €210. During that period, the employees could
not sell the shares because the five-year vesting period was not
completed, yet. In 2002, the share value was at €6. It has been a
huge shock for most employees who had invested in shares. After
another ESO offering, the stock value reached €24, and after the
last stock market crisis they went down again to €12. Because of
this history, the company now is abstaining from proposing a new
offer, because it is afraid the employees would not participate.

While at TRANSPORT is seems that the CEO is not particularly in
favour of employee stock ownership, at COM, the law provides for
a limit to ESO, not allowing the state to own less than 50 per cent
of the company’s capital. Therefore, it was difficult to set up an
ESO.

The disadvantages of EFP

According to our ENERGY interviewees, there are only positive
sides to EFP, except for the mandatory calculation of profit shar-
ing, which is considered to lack flexibility, with the formula being
too much related to accounting rules.

‘We give low bonuses to the employees, what can even demotivate
them’ is what pointed our TRANSPORT interviewee. As perfor-
mance has been weak during the past years, they have distributed
very low (€150-300 for gain sharing) if no bonuses at all (for prof-
it sharing), which might have even a negative impact on the em-
ployees. As mentioned earlier, the management at TRANSPORT,
has been disappointed by ESO, considering that it had not changed
employee behaviour in a positive way, as usually expected.

Moreover, as previously explained, in cases like COM where the
stock value dropped from €220 to €6, the effect on employees can
be negative. In particular, this is the case when the employees fail
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to sufficiently diversify their savings portfolio, which happens
very often, because of both the matching contributions and em-
ployee preferences.

Taxation and other financial regulations are a problem for multi-
nationals wishing to offer EFP schemes across several countries.
This is what COM explained us in details. In some countries, for
example, it is forbidden to provide or sell stocks to employees,
while in other countries the taxes are too high. Consequently, oth-
er systems must be set up. This makes it difficult and expensive to
implement a globally integrated policy.

e) EFP and social dialogue

Trade unions

All our interviewees told us that some unions were very favoura-
ble to EFP, some quite favourable, and some were opposing. Ac-
cording to ENERGY, even the less favourable unions have finally
had to acknowledge that—with the discount and the matching
contribution—ESO provides advantages for employees. According
to TRANSPORT, the unions are not interested in EFP: what they
fight for is the fixed remuneration. The place of unions in collec-
tive bargaining on the introduction of EFP is partly determined by
the law. For instance, according to the law, a gain-sharing agree-
ment shall be discussed with the unions.

In the case of ESO at ENERGY, there is a first stage where the
management thinks about the project, defines the parameters of
the offer and validates it with the stockholders. Afterwards, the
stage of social dialogue can start. At COM, one might observe less
social dialogue on EFP, since only the contribution for the PERCO
seems to be negotiated with the unions, the other elements being
determined unilaterally by the management. Finally, at WATER,
some negotiations took place on the reorganisation of the PEEs
existing in each business unit, which had to be integrated with the
new WATER’s global PEE. The unions agreed on all propositions
of the management.

Our ENERGY interviewees explained that unions tend to change
things in the interest of the poorest employees. For example, they
will ask for a higher discount on the first purchased shares, in or-
der to assure better credit facilities or secured offers (e.g., lever-
aged offers).

Union, associations of employee shareholders and ESO funds’ super-
vision councils

Beyond ‘social dialogue’ itself, unions might play an important
role in French ESO institutions. They might participate in the
fund’s supervision councils and the associations of employee
shareholders. The funds’ supervision councils are to one half
composed of members appointed by the management, to the oth-
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er—plus the president—representing the employee owners. De-
pending on the companies, the representatives of the employee
owners can either be elected out of the employee owners or be
union representatives.

In our sample of companies, union representatives serve in the
supervision councils. The council is in charge of supervising the
management of the assets. They also exercise the voting rights re-
garding the employees’ stock at the general assembly. In this case,
union representatives fulfil a double function of representing both
trade unions and stockholders, which is quite a unique situation.
Associations of employee shareholders are also quite specific to
the French context. In our sample of companies, only ENERGY and
COM have one or more associations of employee shareholders,
some being ‘unionised’, others not. They mainly fulfil the function
of information providers towards the employee shareholders.

2. Analysis of three interviews conducted in Italy

Jens Lowitzsch, Marco Cilento

a) Profile of the participant companies and the interviewees

The three companies are two large and one medium-sized Italian
firms operating in three different industries: energy (80,000 em-
ployees), transport (12,600 employees) and waste management
(500 employees). In what follows, let us call them: ENERGY,
TRANSPORT and WASTE. ENERGY is publicly traded, as a former-
ly fully state-owned company, which has been privatised with the
[talian state. The state is still heavily invested (biggest single
shareholder with 31.24 per cent, remaining shareholders limited
by PrivL to between 2-3 per cent); employees hold 1.5 per cent of
the capital. The local government, i.e. municipalities, own the re-
maining two.

It is important to note, that according to Decree Law n°58/1998
(Consolidated Law on Financial Intermediation?®), in privatisa-
tions all employees had to be offered shares. Optional preferential
conditions to facilitate employee shareholding were introduced
with § 381 of Law n. 266 of 23 December 2005 (Provisions for the
formation of the annual and multi-year state budget—Finance Act
2006)3° (for companies, in which the State has a significant own-
ership position. In some of the large state companies privatised on
the stock exchange via trade sales and IPOs ESO—if also only to a
small extent—originates in these rules.

Testo unico delle disposizioni in materia di intermediazione finanziaria (Testo unico sul-

la finanza).

30 Disposizioni per la formazione del bilancio annuale e pluriennale dello Stato (legge fi-

nanziaria 2006).

Italian legislation has
been facilitating ESO since
1998
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b) Different EFP practices

The most important form of EFP in Italy used to be profit sharing,
but recently employee ownership has been catching up. The Ital-
ian privatisation process—implemented on a large scale since the
1990s—had a very limited impact on employee ownership. Tax
incentives for EFP were introduced in the late 1990s. Unlike in
most other countries, they regard also smaller firms, i.e., limited
liability companies.

The Italian Civil Code (CC) regulates discounted employee shares
in joint-stock companies with a holding period of 3-5 years. To fa-
cilitate the acquisition of shares by employees, the law permits a
company to advance funds and to make and secure loans, with a
view to acquisition by employees of the company, conditional that
this ‘financial assistance’ is within the limits of distributable re-
serves (Art. 2358 CC). Furthermore, Art. 2349 and 2351 CC permit
the issuing of special ‘employee shares’ in capital increases with
specific rules for form, tradability and rights (see below c)). Since
1999—pursuant to Decree Law n°505/99—free shares are not
considered income and exempted from personal income tax and
social security contributions up to a threshold of €2,066. Accord-
ing to Art. 51 of the Income Tax Law (hereinafter referred to as
ITL), the tax exemption is linked to a blocking period of three
years.

Specific rules regarding stock option plans were introduced in
1997 under Art. 48 para. 2 g) and g-bis) ITL as amended by the
Decree Law n°314/97. Decree Law n°505/99 exempted the in-
crease in value between grant and exercise of the option from so-
cial security contributions and personal income tax. However, the
latter exemption from PIT was cancelled by Decree Law
n°112/2008 and Law n. 113/2008.

Rules for profit sharing are determined by collective bargaining at
the firm level. Tax incentives for profit sharing were introduced
by the Decree Law n°67/1997 allowing a partial tax exemption for
employers’ contributions up to 1 per cent of the payroll; this per-
centage was subsequently increased to 3 per cent. Further, a 10
per cent ‘compulsory solidarity contribution’, substituting for the
general social security contribution, was introduced. The employ-
er benefits from a 25 per cent reduction in social security contri-
butions. The employee is exempted from social security contribu-
tions, which the state covers in order not to reduce the initial con-
tribution. The ceiling of the annual maximum value of the bonus
rose from €3,000 to €6,000 with the income ceiling for eligibility
for incentives fixed at €35,900 annually.

c) Practices in the interviewed companies

The interviewees were all directly in charge of EFP schemes in
their companies. However, it is important to note that none of
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them have been operating or are currently implementing broad-
based EFP schemes.

In the case of TRANSPORT and WASTE, the companies are yet to
be privatised. However, the interviewees regards it necessary to
include constraints to private investments in order to preserve
the nature of SGI with regards to contract of service and public
procurement. In their opinion privatisation often lacks adequate
planning and thus the public-private partnership is not well con-
ceived; this in turn might create conditions for SGI to lose their
features of universality and accessibility. Local authorities and
central states are going through a severe lack of resources, among
others linked to imbalances in tax income distribution from cen-
tral state. Towns have no critical mass to offset cuts in public ex-
penditure. Cities lack resources for investments in infrastructures.

Employee stock offerings

In the case of ENERGY, the Law stipulated that in privatisations all
employees had to be offered shares, however, without providing
for preferential conditions. It was not until the introduction of the
Law n. 266 of 23 December 2005 that § 381 stipulated that the by-
laws of companies, in which the State has a significant ownership
position, may provide for special financial instruments or catego-
ries of shares to be offered free to all shareholders, or in the case
of specific shareholders for the payment of compensation in order
to facilitate the privatisation process. However, the employee
shares were offered during privatisation in 1998 without prefer-
ential conditions and 70,000 employees took part in the offer, ac-
quiring 1.5 per cent of the capital.

We have not found any plans to introduce employee share owner-
ship plans. On the contrary, in ENERGY the existing narrow-based
plan has been substituted by a profit-sharing scheme: ‘Tradition-
ally, from 2000 on ENERGY has provided share incentive plans for
management only; until 2008-09 these were extended to broader
stratums of management (initially they covered only 100 persons).
Last year, a scheme was adopted to foster the internationalisation
of ENERGY. This will cover around 1000 participants of a total of
75,000-80,000 employees. However, now this “long term incen-
tive plan” is not any more share based but pays the bonuses in
cash.’

d) General attitudes towards EFP

Objectives of ESO and EFP in general were given as follows: We
try to create synergies with the employees’; ‘Where there is a mar-
ket price and competition, EFP is useful’; ‘EFP should be a part of an
overall system of participation’.

With regards to obstacles and disadvantages of EFP, the most
poignant statement among the answers were: ‘Please note that
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there are sectors like water where profitability is zero.”; ‘Complicat-
ed, especially with regards to transnational extension’; ‘Ideological
and practical motives have often slowed down this process’.

e) EFP and social dialogue / trade unions

The social partners have shown an attitude to keep together ex-
ternal effects (efficiency and quality of SGI), with internal pro-
cesses (regulating salaries and productivity according to price de-
velopment of production factors and changes in recipients’ needs,
monitoring of demographic trends on the territory, evolution of
the legal framework at national and local level, etc.).

Associations of employee shareholders

The recent modification of the implementation of the EU Share-
holders’ Rights Directive 2007/36/EC 31 improved the conditions
for small (employee) shareholder associations, which were intro-
duced by Decree Law n°58/1998 (Consolidated Law on Financial
Intermediation3?). These associations—set up by at least 50 phys-
ical persons of which no one holding more than 0.1 per cent of the
shares—above all are no longer subject to various time-
consuming registration and disclosure procedures of proxy voting
with the CONSOB (the Italian Securities and Exchange Commis-
sion).

In spite of this recent development, TRANSPORT expresses a
sceptical view towards these associations. The only example of
such an association in our three companies is ADIGE at ENERGY:
Pursuant to PrivL, the 1.5 per cent share in ENERGY’s capital
would theoretically have given the employee shareholders the
right to nominate a candidate for the administrative council (ex-
ecutive board) as well as for the union representation (collegio
sindacale); of course without the guarantee to be elected. ADIGE
as the only association represents only 200-300 employee share-
holders and thus a fraction of the 1.5 per cent share mentioned
above.

Unions’ attitude towards EFP

Social dialogue seems to be important to improve work in enter-
prises offering SGI as a condition to have high-quality and accessi-
ble services. At national level, social partners establish macro-
objectives: Main headings of public expenditure, privatisation
processes, private public partnership main features and govern-
ance rules for companies providing SGI (corporate governance
constraints, role of stakeholders, role of employees, etc.). Locally

3 Directive 2007/36/EC of the European Parliament and of the Council of 11 July 2007 on

the exercise of certain rights of shareholders in listed companies, OJ L 184, 14.7.2007,
pp. 17-24.

Testo unico delle disposizioni in materia di intermediazione finanziaria (Testo unico sul-
la finanza).

32
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they agree on plans for development in the territory, together
with investors and local authorities may point out concrete ser-
vices to be privatised, investors, return on investments, accounta-
bility, involvement of employees or enlarged civil dialogue etc. At
the company level, issues are among others: condition for produc-
tivity, quality, and sustainability of the business. ENERGY reports
on their (limited but positive) relationship with the unions.

EFP and corporate governance / employee shareholders

Our interviewee at WASTE expressed a clear vision of the role of
employee shareholding with regards to corporate governance and
corporate social responsibility. On the other hand, TRANSPORT
gave a more sceptical view recurring to the participation of the
employee rather as stakeholder than as shareholder.

f) EFP and company’s funding

The interviewees stated that social dialogue (favouring private in-
vestments in SGI) indicates that social partners are confident that
SGI could be run ‘within the economy’. There seems to be a con-
viction that companies offering SGI can make profits or respect
balance constraints concerning in-going and out-going financial
flows. However, this depends rather on how they are run: The in-
terviewees deem it possible—under stable market conditions
(transparency, no corruption, efficient regulation)—to liberalise
the SGI markets without negative effects on citizens as consumers.
Despite that, private investment is not supported by sufficient
rules to prevent conflicts of interest as social partners remark.

3. Three cases of EFP in SGI in Sweden and Finland

Christina Sweins, Jens Lowitzsch

a) Profile of the participant companies and the interviewees

The three companies are large firms operating in Sweden and
partly also in Finland in three different industries: Energy and
project development, telecommunications and construction. Here-
inafter, the three enterprises are called: ENERGY,
TELECOMMUNICATIONS and CONSTRUCTION. They are all pub-
licly traded. Energy, is mostly owned by the Finnish State, and is a
formerly fully state-owned company, which has been partly pri-
vatised, Telecommunications, is co-owned by the Swedish state
(37 per cent) and the Finnish state (13 per cent). Construction is
owned by Swedish investors (76.4 per cent) and foreign share-
holders (23.6 per cent). Information on the percentage of capital
owned by employees was not available.

The interviews in Sweden and Finland are discussed in this sec-
tion together as the companies operate in both countries and Tel-
ecommunications is the Finnish branch of the Swedish parent
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company. In comparison to Sweden, which has no particular laws
on EFP and no tax incentives regarding EFP, Finland provides
generous tax incentives, in particular for Personnel Funds (inter-
estingly, these root in the Swedish model of Wage Earner Funds,
now abolished). All used plans are voluntary.

The interviewees were all directly globally in charge of employee
financial participation schemes in their companies.

b) Different EFP practices in Sweden and Finland

In Sweden, there is no specific system for direct promotion of EFP
in profits or shares. Performance-related pay is used in several
companies and the collective agreements leave place for them.
Performance-related pay is based both on collective and individu-
al results. The employer may offer stock purchase programmes to
the employees at a discount price, but no incentives are available.
In stock-option programmes, tax is generally paid on capital in-
come, which is lower than that on income of employment. Never-
theless, they are not considered as financial instruments and thus,
taxation is not as favourable as for other options.

Cash-based profit sharing exists, but remains unregulated by law;
no incentives are available. Profit-sharing foundations are entities
for the benefit of employees, to which the employer company con-
tributes a percentage of company profit. The employees, often
through union representatives, establish the foundation and de-
termine its charter, including the provision on how the contribu-
tions are to be invested. In listed companies, the assets are often
partially invested in company shares. Today, the employer pays a
payroll tax of 24.26 per cent on contributions at the time they are
made (Law 1996/97:21 s. 25) in lieu of a social security contribu-
tion of 31.42 per cent, which is paid on wages. No tax incentives
are given to employees; they pay taxes on income attributed to
employment service at the time their trust accounts are distribut-
ed. The foundation pays capital tax 1.5 per cent on its assets (§20
of the Law on Governmental Capital Tax 1997:323).

In Finland, Personnel funds are the main form of financial partic-
ipation.33 They are deferred profit-sharing plans allowing invest-
ment in the equity of the employer company and thus involving an
element of ESO. The law requires all employees to be included in
the plan, whereas only senior management may be excluded. For
employees, 20 per cent of the payouts from the fund are tax-free.
The fund pays no taxes on its earnings. The employer company is
not liable to social security contributions, and can deduct profits
contributed to the fund as professional expenses from the corpo-
rate tax base. Since 1999 it is allowed that the funds can be estab-
lished in civil service departments and in state-owned companies.

3 n 2010, the first Personnel Fund Law was repealed and a new law was enacted

5.11.2010/934.
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In lieu of profit, the government offices use measures of perfor-
mance. Since 2011 it is also possible to establish personnel funds
in the municipal sector, regardless of whether the activity is
meant for profit-making.

Furthermore, companies may transfer shares to employees at a
favourable price. The benefit is tax-free if the discount is up to 10
per cent below the current price and the majority of employees
have access to the plan (§ 66 para. 1 of the Income Tax Law). 30
per cent of dividends from public companies are tax-free, and 70
per cent are taxed as capital income. The company withholds 19
per cent in tax from payments to the employees. Employees can
deduct this tax from the personal income tax base.

c) Practices in the interviewed companies

The interviewed companies offer: (i) employee share ownership
(CONSTRUCTION) and (ii) profit-sharing bonuses (ENERGY,
TELECOMMUNICATIONS and CONSTRUCTION); they are all vol-
untarily implemented by the companies, and are based on profits.
None of the companies offer stock offerings, broad-based stock
options or a gain-sharing plan.

ENERGY uses a global short-term incentive system (STI) for all
employees. STI is based on financial results of the corpora-
tion/own division and individual results. For most of the employ-
ees it means a bonus of maximum 10 per cent of the annual salary.
For upper strategic experts the maximum bonus is 20 per cent,
and for key position holders 30 per cent, and for management a
maximum bonus is 40 per cent of the yearly salary. The plan is
usually set up for one year at the time.

Additionally, for the personnel in Finland, ENERGY operates a
Personnel Fund (profit-sharing system) where the employees can
gain up to 3 per cent of their annual pay. The bonus is based on
corporation profitability (EBIT, EVA). The goals for the system are
set up annually and the bonus is paid once in a year into a trust
fund. The fund is investing the capital, and the employees may
take out 15 per cent of their share once a year. The corporation is
paying no employer fees for the bonus payments they make to the
fund, and the employees are having 20 per cent of their share tax-
free. For the rest they are paying taxes as from normal wages. Up-
per management is excluded from this bonus system.

TELECOMMUNICATIONS use a profit-sharing bonus for the major-
ity of the employees, and those, who are not included in the bonus
system, are included in a short-term incentive programme. The
plan is usually set up for one year at the time. The profit-sharing
bonus is based on financial results of the company, which can vary
from year to year. In 2012, a coupling to individual and team-
based outcomes was added to the system. The STI is also based on
financial results and individual outcomes. The targets are set a

Tax incentives
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year in advance. The long-term plan is to further develop the prof-
it-sharing system towards a share ownership plan.

CONSTRUCTION offers an ESO programme to their employees.
The employees are included in a ‘saving’ programme, where they
can save up to 5 per cent from net wages; for key employees it is
7.5 per cent and for top employees 10 per cent. The savings are
invested in company shares. If the employees still are employed in
the company after 3 years (vesting period) they get a bonus share
(matching contribution) for each four shares previously acquired.
Additionally, the employee can get up to three more shares de-
pending on the unit performance. The plan is 3+3 years; its life-
time is 2011-16. The ESOP programme is related to the ‘local’ per-
formance indicator and is voluntarily implemented by the compa-
ny and it is based on profits. The employees can join the pro-
gramme three times a year and leave the programme whenever
they want to. After three years membership, they can: (i) sell the
shares—which would be taxed as other compensation—; (ii) or
continue to keep the shares and stay in the programme.

CONSTRUCTION offers an additional profit sharing plan but it dif-
ficult to know whether the plan will be set up regularly or not, be-
cause for instance company has just set up their second plan.

d) General attitudes towards EFP

All interviewees agreed that EFP is a motivational tool that en-
hances company performance. Objectives and advantages of em-
ployee share ownership and EFP in general were given as follows:
‘An organisation with higher performance’; ‘a share in the success’,
‘EFP enhances engagement’. The respondents stated that EFP is a
way of providing employees with a more direct way to share in
the economic success of the company. An important issue men-
tioned in the interviews was the motivational effects it has on em-
ployee behaviour. By coupling performance with EFP, they believe,
it is easier to positively influence employees’ behaviour.

Concerning ESO in particular, the interviewed companies stated
that ESO is implemented to commit the personnel to the company
so that the business would go better enhancing ‘alignment with
company goals’. With regards to attracting key-personnel and re-
cruiting, all interviewees mentioned EFP as an important tool. As
attitudes of employees are concerned, the interviewees, in partic-
ular ENERGY, find that there is a positive attitude towards EFP.
None of the companies found that EFP is a tool for helping funding
the company. In general, the interviewees find that there are only
minor disadvantages with EFP.

e) EFP and social dialogue / trade unions

The place of unions in the EFP negotiations is partly determined
by the law. The plans must be discussed with the Unions by the
law, but the companies are voluntarily implementing the EFP
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plans. The interviewees find that unions are not very interested in
EFP. The reason for this seems to be that they focus on fixed re-
muneration. However, in TELECOMMUNICATIONS it is reported
that unions would prefer EFP to be negotiable, which it currently
is not. As with regards to EFP ad EU works councils in Sweden and
Finland the role of the social dialogue seems to be quite small.
Discussions, if they occur, tend to be concerned about the ques-
tions whether the same financial participation scheme applies in
all countries where the company is operating.

4. Analysis of two interviews conducted in Spain

Izaskun Alzola and Jens Lowitzsch

a) Profile of the participant companies and the interviewees

The two companies are both large Spanish public companies op-
erating in two different industries: Telecommunications and wa-
ter treatment and waste management. Both of them are run by
public administration and are fully state-owned companies, which
excludes any form of share ownership. The interviews were car-
ried out to know if there were any profit sharing or performance
related pay schemes and, if not, the reasons for not having any
such scheme. Hereinafter, the two enterprises are called:
TELECOMMUNICATIONS and WATER.

b) Different EFP practices

There is no special regulation pertaining to profit sharing, no tax
incentives are granted. Both cash-based and share-based profit-
sharing plans are found, but cash-based profit sharing prevails. In
many cases, profit-sharing plans contain financial indicators as
well as performance-related indicators, so that they cannot be
considered as genuine profit-sharing plans. Certain share-based
plans (‘performance shares’) are linked to financial indicators,
such as BPA, RTA, etc. Stock appreciation rights, i.e., payment in
cash or transfer of shares connected to the increase in the share
value at the end of a determined period, are sometimes granted,
but rarely.

Employee share ownership34 and stock option plans are relatively
few, they are mostly found in large multinational companies and
are generally limited to executives. However, share purchase
plans have enjoyed tax incentives under certain conditions since
1996, which were specified in Law RD 214/1999, extended in
2003 and are now stipulated in the Personal Income Tax Law
(Law 35/2006). Company shares or shares from a group of com-
panies given to employees for free or at a discounted price are ex-

*In the sector of small and very small enterprises, EFP typically takes the form of ‘work-

er-owned companies’ (sociedades laborales) and worker co-operatives.
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cluded from income tax assessment under the following condi-
tions: (i) the market value of the benefit at the time of acquisition
does not exceed Euro 12,000 p.a,, (ii) shares are offered within the
framework of a regular compensation plan (but not necessarily of
a broad-based plan), (iii) each employee and his family members
own not more than 5 per cent of the equity capital and (iv) the
sale of the shares is blocked for three years.

Stock option plans are also linked to tax incentives as of 2003. If
the vesting period does not exceed two years and options are not
granted annually, a 40 per cent personal income tax allowance
(limited by the annual medium wage determined by law multi-
plied by the number of years before vesting) applies. If the shares
cannot be sold within three years after the option grant and the
plan includes all employees on equal terms, the amount of the tax
allowance and the ceiling are doubled.

c) Practices in the interviewed companies

One of our interviewed companies, TELECOMMUNICATIONS, of-
fered a gain sharing plan from 2003 to 2009/10: In 2003, the
management negotiated with the works committees (one work
committee for each company of the group) a scheme called ‘Pro-
fessional Development System’. The aim of this system was to
analyse the skills and competences of each employee, and to es-
tablish a plan to improve the work developed by them in order to
help them to reach the objectives previously agreed in the team.
The process involved setting annual goals for the different groups
of employees, business units and working teams. In addition,
skills/competences/abilities of each employee and—where ap-
propriate—the training needs that would enable them to reach
their objectives were analysed. At the end of the period, the com-
pany evaluated the achievement of goals and—depending on the
results—a percentage of the variable compensation (in their sala-
ry) was established. All this was included in the collective bargain-
ing, and each year the system was updated and adapted. Finally,
as afore mentioned, in 2009/10 the scheme was discontinued.

WATER has no EFP schemes. On the one hand, the nature of the
organisation as a state-owned enterprise impedes a share owner-
ship scheme (interestingly, this also applies to its subsidiary, a
100 per cent daughter whose legal form is a joint-stock company).
On the other hand—according to the interviewee—the current
economic situation is the main obstacle to profit sharing. In the
past, consulting firms analysing the salary system have proposed
introducing incentives based on the revenue of the organisation
or the productivity of employees in order to increase their motiva-
tion. However, the management did not follow these recommen-
dations as they believed the current economic situation to be pro-
hibitive.
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d) General attitudes towards EFP

The objectives / advantages of EFP
*‘Increase staff / employees motivation’

The interviewee at TELECOMMUNICATIONS stressed that EFP is a
tool that enhances company performance. An important issue
mentioned in this context was the motivational effects it has on
employee behaviour.

‘One reason for implementing the system was the need to increase
staff / employees motivation and their integration into the business
plan, aligning them with the goals of the company, while improving
their relationship with the team leaders’ TELECOMMUNICATIONS

* Improving their relationship with the team leaders’

As a result, in particular employee’s goals with those of the com-
pany, while improving their relationship with the team leaders
was reported to have improved.

‘All these items improved as the system “forced” each manager to
hold a meeting with their team, to set out the general objectives of
the year, to settle the objectives of the team (the team had to reach

a consensus), to monitor and, finally, to evaluate (also by consen-
sus).” TELECOMMUNICATIONS

Outlook on future plans

The respondent at TELECOMMUNICATIONS was uncertain about
EFP as an option in the future, but thought this to be rather im-
probable given the nature of the organisation.

‘Well, we still maintain the system but not as an incentive that in-
creases the amount of the salary of the employees; only for the es-
tablishment of the objectives, the evaluation and others. I do not
know if in the future a financial participation plan (for example, an
employee share ownership plan) will be implemented. Remember
that EITB is part of the Basque Government and in this kind of enti-
ties (Administration) there are not this kind of schemes.’
TELECOMMUNICATIONS

Disadvantages of EFP

In TELECOMMUNICATIONS, one of the main reasons to discontinue
the plan were budget constraints of the regional government.

‘Economically it was not possible to maintain the system (the Basque
Government had already begun with the cuts), so the company was
forced to remove the plan’. TELECOMMUNICATIONS

e) EFP and social dialogue / trade unions

The interviewee at TELECOMMUNICATIONS finds that unions are
not very interested in EFP.
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* ‘Unions are not very interested in EFP’

‘The Works Committees did not accept the proposal of
TELECOMMUNICATIONS of changing the collective plan for an indi-
vidual plan. This is an issue that emerged at the beginning (when
the system was implemented) and the plan was always collective:
from the beginning the incentive was paid to the team, so all the
participants of one team earned the same. But each team earned a
different amount of money for the incentive, because each team had
its own goals. The achievement of the goals was evaluated at team
level, so there could be differences between teams (though not sig-
nificant because the variable was designed in order not to create
significant differences between different teams).’
TELECOMMUNICATIONS

* ‘They did not believe in the system’

When the gain sharing plan was discontinued at TELECOMMU-
NICATIONS, the Works Committees did not put up much re-
sistance.

‘Works Committees did not put up much resistance as they did not
believe in the system. It should be noted that the objectives of the
previous years had failed to pay the maximum compensation, so it
was not so traumatic when the system was removed.’
TELECOMMUNICATIONS

5. Analysis of two interviews conducted in the UK

Iraj Hashi and Jens Lowitzsch

a) Profile of the participant organisations and the interviewees

The interviews in the UK focussed on the public administration as
no other interview partners, e.g., from privately owned SGIs were
available. Obviously, as mentioned earlier in the introduction, this
limits the range of possible EFP schemes to forms like profit-
related pay or profit sharing. The legal framework in the UK in
contrast is strongly oriented towards share ownership schemes as
described below.

The first interview was conducted with the Chief Executive of a
District Council, a unit of local government (District Level) re-
sponsible for the provision of certain services (public leisure facil-
ities, fire service, education, and some social services). The second
interview is with an executive at the Office of Public Management,
a consultancy company engaged in advising the Central Govern-
ment on transferring some of the public services currently pro-
vided in public organisations to organisations, which are either in
the private sector or joint-ownership sector.
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b) Different EFP practices in the UK

Although the organisations interviewed in the UK do not have any
EFP schemes, a wide range of employee participation schemes are
available in this country. All employee financial participation
plans fall into one of two categories: approved by the Inland Rev-
enue or not approved. The former plans enjoy substantial exemp-
tions on tax and national insurance contributions. Under current
legislation, all approved plans (and typical unapproved ones as
well) are employee share ownership plans. Unapproved plans are
used for granting shares, options or cash equivalents that exceed
legal maximums to individual employees or to employees, who
are not UK tax subjects. Under current legislation there are four
approved plans, one share ownership plan with several modifica-
tions, the Share Incentive Plan (SIP) and three stock option plans,
the Savings-Related Share Option Scheme (SRSO), the Company
Share Ownership Plan (CSOP) and the Enterprise Management In-
centives (EMI). SIP and SRSO are broad-based, while CSOP and
EMI may be restricted. Although not regulated, some forms of un-
approved schemes are quite widespread: Long-Term Incentive
Plans (LTIP), restricted Shares Plans and Unapproved Option
Plans.

Inland Revenue Approved Share Ownership Plans:

The Share Incentive Plan (SIP) was introduced under the Finance
Act of 2000 to replace the PRP on which it is partially modelled.
The employer company sets up a trust to serve as an intermediary
in allocating shares to employees. The share may be allocated
without cost (‘free shares’), at a discount, or at full price (‘partner-
ship shares’); also the employer may match the employee’s part-
nership shares (‘matching shares’). Tax exemptions are valid for
all versions of the plan after the shares have been held for five
years, or earlier if the employee terminates his employment on
account of injury, disability, redundancy, retirement or death.
Shares sold immediately after withdrawal are exempt from a capi-
tal gains tax.

Inland Revenue Approved Stock Option Plans:

Savings-Related Share Option Scheme (SRSO) or Sharesave or SAYE
Scheme, introduced by the Finance Act 1980, is currently the most
popular plan judged by the number of participants. It must apply
to all employees, except possibly those with relatively short ser-
vice. The basic structure of the plan is as follows: the employee
enters into a Save-as-you-earn (SAYE) contract with a designated
bank or building society, agreeing to save a specified monthly
amount (£5-250) by deduction from after-tax remuneration for 3,
5 or 7 years and the employer company grants him share options
for the maximum number of shares he will be able to purchase at
the exercise price with his SAYE savings. The SAYE contract al-
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plans: approved by the
Inland Revenue
or not approved

Under current legislation
there are four approved
plans: one share
ownership plan with sev-
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number of participants:
SRSO or Sharesave or
SAYE Scheme
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ways includes a tax-free bonus added to savings on completion,
the amount depending on the term of the contract and the rates
are set by the Treasury. The share exercise price can be up to 20
per cent under the market value of the underlying shares at the
time of the grant. At maturity of the SAYE contract, the employee
is entitled to choose whether to exercise the option and retain or
sell the shares or take the savings and bonus in cash. These re-
quirements fulfilled, the employee is not liable for personal in-
come tax at grant or exercise. However, he must pay capital gains
tax on the sale of shares.

Company Share Ownership Plan (CSOP) was introduced in 1984 as
Discretionary Share Option Scheme (DSOP) and re-launched in
1996 under the current name with amended requirements. It is a
discretionary plan, which is often limited to the executives but can
also be broad-based. It is often connected to performance results,
i.e., a certain goal must be reached before the option can be exer-
cised. The following requirements also apply: the value of out-
standing options per employee must not exceed £30,000 at grant;
the exercise price may not be less than market value at grant; the
exercise period may not be shorter than three nor longer than ten
years after grant. These requirements fulfilled, the employee is
not liable for personal income tax at grant or exercise.

Enterprise Management Incentives (EMI) was introduced by the
Finance Act 2000 in order to help small, higher-risk companies to
recruit and retain highly qualified employees. It applies to compa-
nies with gross assets of less than £30m. The plan can be selective.
Approval of the Inland Revenue is not required, but it must be no-
tified of each stock option grant under EMI within 92 days. Op-
tions granted must not exceed a total market value of £120,000
per employee or £3m for the company. These requirements ful-
filled, neither employees nor the employer company are subject to
personal income tax or national insurance contributions at grant
or exercise. However, they must pay capital gains tax at the sale of
shares.

Profit-sharing plans

At present there are no approved financial participation plans in
the form of profit-sharing plans. However, a few unapproved bo-
nus schemes might be both broad-based and profit-connected; if
so, they could be considered as cash-based profit-sharing plans.
An exceedingly popular approved profit-sharing plan—Profit-
Related Pay (PRP) or Approved Profit-Sharing (APS)—was in op-
eration until it was terminated in 2003.

c¢) Practices in the interviewed organisations

District Council

The District Council is a local government organisation and, as
such, is not in a position to offer its employees any ‘shares’. More-
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over as it operates within a budget (made up of a grant from the
Central Government supplemented by local taxes), all of which is
spent on its activities. It does not generate profits and therefore it
is not able to offer its employees any profit-sharing schemes ei-
ther. Indeed, as the interviewee pointed out, there is no share
ownership or profit-sharing scheme in any local government or-
ganisation in the UK

The only form of employee financial participation used in the Dis-
trict Council has been ‘performance related pay (PRP)’. The moti-
vation for this scheme, which was introduced in April 2006, after
the present Chief Executive took charge of the Council, was to
provide an incentive scheme for employees, clarify the responsi-
bility of employees (especially those at managerial level), estab-
lish the principle of accountability, and to encourage staff to per-
form their jobs well. This scheme was particularly important at
the time it was introduced: in the previous regime, staff had be-
come very lax and the incentive to work hard had been weakened.
All staff used to receive one incremental point on the salary band
of their scale automatically. There was little difference between
those who worked hard and those who did not.

The purpose of introducing PRP was to develop a system, in which
progression (and salary increase) is earned by employees on the
basis of their performance.?> The variable element of the salary
depended on: the performance of the work group (with a
weighting of 60 per cent), performance of the Council as a whole
(with a weighting of 20 per cent) and attendance (with a
weighting of 20 per cent). Annual targets would be set for individ-
ual work groups (in some cases for individual employees) by the
Head of the relevant Department (or Service) and the employees
will be appraised annually. Those achieving 65 per cent or over
will be able to progress 1 increment on their salary scale. For a
person at the top of the salary scale (with no possibility of receiv-
ing an increment), good performance will result in a lump sum
bonus equivalent to an additional point on the salary scale.

The new system did improve the performance of employees. It
made them conscious of their responsibilities and the importance
of providing good service to the residents. There was general sat-
isfaction with the scheme. The unions and staff representatives
had agreed with the new system and co-operated in its implemen-
tation.

However, after some time, the system became too bureaucratic
and some employees became too focused on meeting the target
(rather than providing good quality service). There was also in-

¥ There was an additional reason for the introduction of PRP in this Council: the unifica-

tion of pay scale for all groups of employees. Previously different groups of employees
had different contracts (with some staff receiving low basic wages and large bonuses
while others received fixed salaries with automatic annual progression).



50 | EFP IN PUBLIC SERVICES IN THE EUROPEAN UNION

creasing use of the appeals process (in particular on the issue of
absence due to illness which counted against the employees). This
was very time consuming. Eventually, the Council decided to
abandon the PRP system in 2010. The change of Government in
the UK and the start of the austerity measures from May 2010
(budget cuts) put additional financial pressure on local govern-
ment institutions and contributed to the abandoning of PRP. The
Council decided to focus on improving the employees’ conditions
of work instead of being concerned with the pay scale and PRP ar-
rangements.

At present only the Chief Executive and a few Head of Services are
subject to annual reviews and pay increases.

It is possible to develop a bonus system for some staff of the
Council whose work involves bringing additional business to the
Council (for example the employees of fitness centres who are
competing with private fitness centres, or the department work-
ing on bringing new companies to the area). In these cases, there
is a clear stream of income, which is additional to the normal
Council budget, and therefore it is possible to allocate some of it to
the employees who generate this income. But so far, no such sys-
tem has been developed in this District.

Office of Public Management (OPM)

OPM is a ‘development centre’ specialising in improving public
services. It has been appointed by the Cabinet Office as an expert
mentor on its ‘mutual pathfinders’ programme. This involves ad-
vising local governments in transferring one or more of their pub-
lic services to another organisation owned by the community,
employees or jointly owned by the local government.

The interview focused on the interviewee’s experience of working
with different public sector organisations in the past seven years,
in particular his knowledge of the ways, in which some public ser-
vice have been transformed into other types of companies (prin-
cipally shared ownership companies, in which employees have an
ownership interest).

The Cabinet Office has developed a programme called ‘mutual
pathfinders’ encouraging the formation of ‘mutual companies’ (or
mutuals) to take over the provision and delivery of some public
services. A number of these companies have been established in
the last few years; OPM has been acting as ‘mentor’ to some of
them at the behest of the Cabinet Office. These cases include
transfer of leisure services, recycling, healthcare, education
(among others) in different parts of the country into ‘shared own-
ership’ arrangements.

The fundamental reason for the development of this type of or-
ganisation has been the government’s austerity measures where-
by the local authority budgets have been reduced significantly and
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continuously since 2010 and are likely to be reduced in the next
two or three years. This has forced the local authorities to explore
alternative ways of funding some of their services (including some
statutory service). The new organisations (shared ownership
companies) set up to provide the service in question are either
wholly owned by the employees (in the form of a ‘co-operative’ or
‘mutual’) or are jointly owned by the employees and the local
Council (usually the Council owning some of the assets such as lei-
sure facilities. In another case, a local Health Authority has trans-
ferred healthcare provisions in a particular area to a GP-owned
company while the support staff remain the employees of the lo-
cal Healthcare Trust.

An unintended consequence of these developments has been the
positive outcomes of these transfers. The shared ownership com-
panies have been generally successful, showing a growth in their
turnover and—equally importantly—an improvement in the rela-
tionship between employees and the company. In many cases
sickness rates have dropped and the culture of the organisations
have changed. These are outcomes usually associated with EFP
schemes. So, with increasing pressure on public resources and the
continued austerity programme, this type of spin-outs is likely to
expand. The success of previous shared ownership organisations
will be an incentive for employees to accept the change.

On the question of Performance Related Pay (PRP) as a mecha-
nism of motivating employees, the practice in the public sector
(providing public services) is rather rare. Our interviewee does
not know of any example of PRP in public services.
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I. Introduction: Performance-related pay in public
administration

As shown in the 2009 European Company Survey data (see above
Chapter 3), EFP is mainly used in non-SGI sectors, whereas the
public services are underrepresented. This is even more the case
with regards to public administration for the structural reasons
already discussed in the introductory chapter. However, similar
models in this subcategory of organisations that provide SGI are
operated. An already existing practice in most European countries
(e.g., Germany, Great Britain, Denmark, Sweden and France) is
performance-related pay (PRP), which among other possible ben-
efits is expected to increase commitment and motivation among
employees to achieve a higher productivity. Furthermore, the
main reason for establishing this reform is to enhance the perfor-
mance of public employees.

1. Research on PRP remains unsatisfactory

Although performance-related pay schemes are implemented in
most EU Member States, empirical studies about its successes and
failures are still scare (Demmke, 2009, p. 53). Even in the case of
longer running schemes, there is a lack of evaluations and system-
atic analysis of their impact on public administration.3¢ It is con-
spicuous that there are only a few international, comparative and
empirical studies (e.g., OECD 2005), which can make concrete
statements concerning existing experiences with performance-
related pay as well as the performance appraisal practice in public
administrations in the European Union.

Furthermore, it is interesting to note that this unsatisfactory re-
search situation within the European Union roots not only in dif-
ferent concepts of performance-related pay in general, but also in
country-specific key terms such as for instance ‘pay for perfor-
mance’ or regular ‘performance appraisal (schemes)’. This leads
to the following conclusion: Due to those wide-ranging country-
specific differences and because of decentralising tendencies in
most payment systems (e.g., in Germany, Belgium and Spain),

% Until now, a plenitude of studies have been published on the subject, but in most of the

cases they are just reflections on the individual motivation among employees, which
are only practical guides for HR managers.
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there do not exist uniform payment schemes within national pub-
lic services, which are applicable in the whole civil service (e.g., in
Germany there are different payment systems for civil servants
and public employees from the Federal and State level). Moreover,
in most countries the remuneration competences differ enor-
mously amongst the different national pay systems. For instance,
in Sweden the human resources responsibilities (including remu-
neration competences) are decentralised to human resources
units within individual ministries and agencies.

2. Overview of the questions investigated

PRP may be qualified as profit sharing (if related to unit or group
performance) or gain sharing (if related to individual perfor-
mance) when productivity can be measured and performance as-
sessed.3” Employee share ownership cannot be viewed as possi-
bility for employee financial participation in public administra-
tions as employees do not have the option to acquire a share in
the equity. However, this chapter covers models of EFP in types of
services of general interest (e.g., social, health services; education;
housing; children’s centres and childcare) that sometimes gener-
ate high returns and where employees may benefit of some alter-
native models of ownership.

We inquire about the reasons, why the implementation of perfor-
mance-related pay is not effected in all fields of public services.
For this purpose, the following sections analyse existing perfor-
mance-related pay systems in Germany’s, Great Britain’s and
Sweden’s public services. We conclude with a presentation of re-
cently developed alternative models of participation where em-
ployees can benefit of participation in ownership when externalis-
ing services once belonging to public administration. These ‘exotic
schemes help to investigate to which extend the use of employee
ownership schemes as opposed to the ‘classical’ schemes prac-
tised in public administration might be feasible in the future.

)

Il. EFP in public services in Germany

In general, PRP is not a new approach for human resource man-
agement in the German public administration. The initial reasons
for implementing PRP are seen in the necessity to directly reward
top performers (with a bonus). But in Germany, personal circum-
stances of an employee (e.g., family status, age and seniority) are
more a decisive factor within the pay system than the actual per-
formance. Moreover, the public service pay system is character-

37 Interestingly, performance-related pay schemes have spread in parts of the public ser-

vices other than in public administration or state enterprises, namely in employee-
owned organisations such as health organisations.
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ised by the element of promotion within a given class of service
where each class is again subdivided into salary grades.38 In the
past, the instrument of a performance bonus was only applicable
if the relevant posts for promotion were available. Otherwise, the
top performer could not reach a higher grade. As a result, staff
members who were not among the top performers were also
promoted if the relevant posts were available and no better can-
didates were found (OECD, 2005, p. 120). Payment was deter-
mined less by motivation and willingness to perform than by the
tasks of the employees. Consequently, the Federal and State Gov-
ernments created through the Act to Amend the Public Service Law
(1997; Gesetz zur Reform des dffentlichen Dienstrechts) and the Act
Governing the Structure of Remuneration (2002; Besoldungsstruk-
turgesetz) an opportunity to award performance steps, bonuses
and allowances in a more flexible manner.

1. Pay flexibility in the public administration - an overview

The situation in Germany seems to be particularly interesting not
only with a view of the remuneration competences between Fed-
eral and State governments (in the course of the federalism re-
form), but also the differentiated status groups. As an employee,
the salary is based on the wage agreement for the public sector
(Tarifvertrag fiir den éffentlichen Dienst, TV4D), which offers in
§18 TV6D the possibility to honour performance and motivation
beyond the fixed charge table. Linking the pay system in public
services more closely to performance with the consistent pursuit
to achieve a higher productivity and to ensure optimum customer
satisfaction represents an absolute novelty. The wage agreement
sets, of course, some framework conditions for introducing PRP.

The performance bonus as a one-off payment will be paid as a bo-
nus or as a merit bonus, an allowance for individual performance
or teamwork. It is paid monthly amounting to 1-8 per cent
(monthly fee of the previous year), which is not regarded as a
component of pay but rather constitutes a flexible remuneration
element (Kuner, 2007, p. 110). Beyond this, there are two meth-
ods to assess performance.3® The first one is based on concrete—
voluntarily—target agreements (targets, duties and individual ex-
pectations) employees’ performance can be analysed according to
reward the staff in the appropriate amount. Secondly, systematic
performance evaluations are utilised for the unambiguous meas-
urability for performance standards (expenditure of time, quanti-
ties, etc.) (Litschen et al., 2007, p. 115-134).

*®  The characteristic feature of the German system is the differentiation into four classes

of services / professional categories where all offices of the same field of study are in-
cluded: (i) ‘Lower Service’, (ii) ‘Intermediate Service’, (iii) ‘Upper Intermediate Service’,
(iv) ‘Higher Service’ or ‘Senior Civil Service’. The German civil service is a career system
in which promotion depends on obtaining higher qualifications.

¥ See §18(5) TVéD.
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Thus, the performance allowance depends on a positive perfor-
mance evaluation and follows performance criteria, which are de-
veloped by the Federal Ministry of the Interior (performance ap-
praisal guidelines). Within a rating scheme#9, staff members are
evaluated in their work results, expert knowledge, working meth-
ods, social skills as well as in their leadership and delegation
(managers and executives).

Regarding to the implementation, it must be recognised that PRP
is not applied uniformly by the administrations of the Ldnder. As
already mentioned, there are different remuneration competences
between Federal and State governments regarding, inter alia, em-
ployees’ payment. The procedures and methods for the implemen-
tation of PRP are to be regulated in a decentralised manner on
their own responsibility. Therefore, there are hardly reliable data
concerning the implementation of PRP. Nevertheless there are
some statistic data about the granting of PRP in 2003 when over
€50 million were spent in Germany (OECD, 2005, p. 124).

2. Critique and challenges for further development

In the last few years, the role of flexible remuneration and incen-
tive structures was widely discussed. The discussion mainly fo-
cused on the question how incentives could be granted with re-
spect to general principles (in particular fairness and efficiency). A
couple of literature sources deal with avoiding the principle of in-
discriminate all-round distribution (Hock et al.,, 2006). For exam-
ple, in order to keep bonuses from becoming routine, there are re-
strictions, e.g., in the Civil Servants Remuneration Act (Bundesbe-
soldungsgesetz).

In view of diverse reform initiatives the following features have
been suggested for successful performance-related payment sys-
tems:

i.  Performance Management: Low-performing employees
should not benefit from top performers. Otherwise, PRP
will be seen as being unfair (problematic in large units).
Leadership training must be carried out in order to handle
poor- performance, too.

ii.  Transparency and Benchmarking: Guarantee of measura-
bility for qualitative objectives, operationalization of objec-
tives in the form of target agreements or systematic per-
formance evaluations (for the awarding procedure).

iii.  Integrated incentive and remuneration systems: It is
doubtful whether, e.g., 1 per cent of the variable (perfor-

9 points means the employee ,surpasses the requirements by constantly outstanding

performance” to 1 point where the staff “does not meet the requirements at all” (see
OECD, 2005, p. 122 f.).
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ernments

Avoiding the principle of
indiscriminate all-round
distribution
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mance-related) compensation components can boost the
productivity and attractiveness of public administrations.
A generous performance bonus is seen conditional for ade-
quate employee participation.*!

In summary, the German concept of PRP can be qualified as a
gain-sharing scheme related to the individual performance of an
employee aiming to reward those who perform well and do a
good job but not those who perform poorly. Thus, it is not a collec-
tive scheme related to the result of the group and measured by
some indicator of unit/company output/profits as a genuine prof-
it-sharing scheme. On the whole, Germany continues timidly to
implement performance-related pay systems. In the short-run the
German case is not expected to change dramatically. Different
provisions on the Federal and the State level as well as even
among the 16 Federal States (Ldnder), where not in all of them
PRP schemes have been implemented, are quite problematic.

Ill. Case study: PRP in Great Britain

In the 1980s, the civil service has been radically reformed under
Margaret Thatcher and—as in the case of Germany—centralised
administrations have been gradually abolished in Great Britain,
too. In no other European country effects and outcomes of the re-
form of the remuneration systems were assessed more in depth
than in Great Britain. Studies conducted by Marsden (London
School of Economics and Political Sciences, Centre for Economic
Performance (CEP), chair in industrial relations) provide infor-
mation about positive effects and problems of the British system
(Marsden, 1993).

[t should be stressed that the development of the civil service is at
British Crown’s discretion. Therefore, there is no legislative struc-
ture, which can be compared with the German Civil Service Law
(Johnson, 2003, 10). For this reason, labour law applies for private
employees as well as for employees in the public sector, who,
however, have special legal provisions (e.g., in the police service).

1. Description of the national system: Instruments and effects

The British PRP policy applies to all categories of staff at the indi-
vidual and collective level. Remuneration is oriented to perfor-
mance-related and position-related features, contrary to the Ger-
man case, which is based on a career system. Within the British
position-based administration system (comparable to the systems
of Finland, Denmark and Latvia), administrations have developed
very different practices of remuneration schemes. The explana-

1 Besides that, experts question financial incentives claiming that they only give short-

term gains or even reduce performance as money is not the main incentive for in-
creased productivity (Demmke, 2009, p. 58); see also below case study Great Britain.
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tion is that civil servants remuneration has been centralised in
free-standing departments and ‘executive agencies’ since 1988.
Although the Civil Service Management Code (CSMC) provides a
framework regarding the pay and working conditions of public
employees, the responsibility for the actual amount of pay lies
with the agencies.

There are around 65 executive agencies (“Civil Service,” n.d.).
Each agency is part of a government department, but has its own
management and budget. In 1996, departments and agencies re-
ceived full delegation to develop terms and conditions for their
staff (below the senior civil service) (OECD, 2005, p. 165). All de-
partments have to review their pay and performance structures in
order to ensure that the system is best suited to their business
needs as well as their reward strategies are in line with their own
business objectives (and with market pressures). Hence, current
pay systems vary across organisations and typically involve a pay
range set by grades (the same in Germany), target rates and non-
consolidated bonuses (OECD, 2005, p. 168). For instance, employ-
ees of the Finance Ministry are assigned to five wage categories
based on a central ‘Job Evaluation System’. Employee’s perfor-
mance is appraised compared with other employees. So the best 5
per cent of performers will be paid out a fixed amount or 3.5 per
cent of the basic pay, the next best 30-35 per cent receive 3.2 per
cent of the basic pay and further 55-60 per cent get a 2.9 per cent
increased pay (Kollner, 2006, p. 18). It seems doubtful why poor
performers still receive a 1 per cent bonus on top of their regular
remuneration although they do not make a significant contribu-
tion to the organisation’s success.

Interestingly, the senior civil service (SCS) pay and performance
management system is centrally organised by the Cabinet Office
(Kollner, 2006, p. 16). A ‘Senior Salary Review Body’ ensures the
further introduction of PRP and recommends the range of availa-
ble bonuses to the government. Senior civil servants have a speci-
fied minimum pay level, which corresponds with their position.
Achieving progressively higher remuneration depends on a better
performance and the following distinction into three performance
groups—Group 1: The best 25 per cent of performers can achieve
a wage increase up to 5-20 per cent; Group 2: the middle range
50-65 per cent and Group 3: employees performing lower 10 per
cent which have to face to pay cuts (Koéllner, 2006, p. 17). Addi-
tionally, the pay system for senior civil servants introduces a mix-
ture of both consolidated base pay awards and non-consolidated
bonuses, which have to be re-earned each year, judged against
public service agreements, business plans and up to four individ-
ual key objectives which are derived from overall objectives. In
2003/04, senior civil servants (approximately 1 per cent of the
public employees work in SCS) have earned an average of 3,5 per
cent more compared to the previous year.

Current pay systems vary
across executive agencies
and typically involve a pay
range set by grades, tar-
get rates and non-
consolidated bonuses
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All in all, Great Britain is one of few examples where PRP makes a
significant part of the employee’s payment. Similar to Denmark
(PRP part: max. 20 per cent) or Finland (PRP part: max. 15 per
cent), the financial participation in monetary terms or tangible
goods is higher than in Germany’s public sector. The British ‘“Total
Reward Approach’ implies not only a performance-related part of
at least 5 per cent of the basic pay but also other incentives like
child care facilities, advanced vocational training or a good work-
life balance, which are seen as essential motivating elements,
too.#2 Reasons why this approach is followed could be seen in the
variable and limited budget of the agencies and in the varying tar-
get rates whose amount depends on the market pressure. Con-
cerning the first aspect, differences in the agencies’ budget lead to
varying bonus levels in different organisations and agencies and
therefore PRP can be substantial in some cases and in others not.

2. Critique and challenges

In several studies David Marsden et al. (1993; see also Marsden
and Richardson 1993; Makinson, 2000) have given recommenda-
tions for PRP and incentive systems. According to Marsden and
Kollner (see figure 17), critical factors for a successful PRP system
are, e.g., that the minimum proportion of performance-related pay
should be 5 per cent. Moreover, they claim that fundamental for
an effective performance-management framework is measuring
performance, giving feedback of achievement and updating pay-
ment schemes through to dealing effectively with poor perfor-
mance. They positively evaluate the British pay system, which is
trying out a new ‘Total Reward Approach’ as several studies em-
phasised the importance of non-monetary incentives for increas-
ing motivation and productivity.

Like in profit-sharing schemes, PRP at the collective level (teams
or units) offers an opportunity to reduce envy among the staff and
support their social cohesion. Finally, there is a debate about how
far an input-oriented system (pay for contribution: skills and
competences will be assessed) is preferable as an output-oriented
system. As already mentioned, it is quite difficult to measure per-
formance, results and productivity. Thus, the input-oriented sys-
tem is mainly used in sectors where results are hardly measurable,
e.g., compared assessments of schools, hospitals or police perfor-
mances. PRP depends frequently on quantity instead of quality de-
termining for instance by customers satisfaction.

2 A detailed overview on different incentives can be found at Kéllner, 2006, p. 21.
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Figure 11. Factors for success (according to Marsden/ Kéllner)

Critical factors for success

Source: compiled by the author; content of Marsden (1993, p.33) and Kollner (p.19)

Summarising the British PRP system it can be stated that due to
decentralisation of civil servant’s remuneration to departments
and agencies, the scope for performance-related incentives are
dependent on the budget. Interest in PRP schemes has spread
over a wide range of public services, such as school systems, na-
tional health services, universities or police. Due to individual
payment arrangements in all agencies, it is impossible to give de-
tails about the exact percentage of PRP. However, it is reported
that British employees—similar as in Denmark and Finland—
accept PRP (Demmke, 2009, p. 56).

IV. Case study: PRP in Sweden

Characterised by a previous rigid pay and grading structure,
which was highly centralised until the late 1980s, the Swedish
government devolved employer responsibilities to executive
agencies in 1994. A system for individually differentiated pay at
agency level replaced the existing universal grade system and is
today well established. Overall, the PRP schemes in Sweden re-
semble more the British system than the German one because of
the almost completely autonomy of the agencies in matters relat-
ed to employer policy (each agency decides pay, promotion, hiring
and firing, etc.).

1. Description of the national system: Instruments and effects

‘The system of performance-related pay in the Swedish admin-
istration is more a system to evaluate and reward each employ-
ee’s contribution to the agency mission and tasks than a tradition-
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Main objective is the crea-
tion of well functioning
links between individual
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formance
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al pay for performance system (Dente, 2003, p. 10).” This quote
from Dente provides the main objective of the Swedish PRP sys-
tem namely to accomplish primarily the agencies’ outcomes, re-
sults and efficiency. It is not so much a question of employee par-
ticipation in terms of rewarding employees by merit increments
or bonus distributions but more of creating well functioning links
between individual and organisational performance (management
by objectives) (OECD, 2005, p. 156).

And again, in the Swedish case, there is no uniform system of PRP.
Most employees of the Swedish Government are under individual
pay systems. Excluded are, however, senior government officials
(notably university professors and directors-general) whose sala-
ries are set on an individual basis either by a review board or di-
rectly by the government (OECD, 1993, p. 111). It is interesting to
know that wages and other terms of employment are regulated by
collective agreements with the unions, which are well organised
and have a large membership (Ibid.). Benefits from performance
reward systems can be derived as part of the local collective
agreements (exceptions are among the police, armed forces and
judges alike—as mentioned above—university professors and di-
rectors-general). The Swedish Agency for Government Employers
(SAGE) represents government agencies in collective bargaining.+3
So the ‘basic agreement’ and the ‘general agreement’—as two
types of agreements, which are negotiated at the central level be-
tween SAGE and the central unions—deal with the whole negotia-
tion procedure, are valid over time and cover overall salary levels
and other general conditions. In contrast, there are ‘local agree-
ments’, which determine employees’ individual pay and local con-
ditions and are seen by most staff as the most important agree-
ment of course.

In practice, each department and agency establishes its own pay-
ment policy in negotiation with the unions, which in turn partici-
pates in deciding what kind of performance appraisal scheme for
individual merit or bonus payments will be used in each depart-
ment. Different departments have developed their own perfor-
mance appraisal schemes, which lead to an unstandardised and
not uniform evaluation system in Sweden. However, individual
salary increases are based on, e.g., merit ratings, typically based
on tasks undertaken and job outcomes and furthermore on job
level. Reasons and basic criteria for salary differentiations are the
level of difficulty of work and responsibility as well as the re-
quirements and demands of the work and of course the level of
performance.

3 For more details about SAGE, http://www.arbetsgivarverket.se/t/Page_121.aspx (Ac-

cessed 2 December 2011).



CHAPTER 3. EFP IN PUBLIC ADMINISTRATION IN GERMANY, UK, SWEDEN | 61

2. Critique and challenges

The centrally negotiated and individual pay system is today well
established throughout the civil service. Since 1990 the public sec-
tor has been using this system when recruiting as well as when
deciding pay increases for employees.

Meanwhile, it is commonly agreed that pay should be individually
determined (more than 90 per cent of the employees are on indi-
vidually differentiated salaries). On the basis of three main factors
(responsibilities within the job tasks, performance of the employ-
ee and the market situation), the Swedish PRP model shows on
the one hand a strong relation to the employees’ performance re-
lated to the achievement of agency objectives and cost savings.
The government in turn monitors agencies’ employment policies
concerning competences, salary level and development, gender
distribution, age structure and staff turnover as well as new objec-
tives and areas for development (OECD, 2005, p. 154). On the oth-
er hand, the Swedish systems set a high value on the market situa-
tion. When determining individual payments, the market value of
this particular job is crucial, too. The local agencies categorise dif-
ferent job positions on the basis of pay surveys and market ana-
lyses.

Summarising, the Swedish model is much closer to the British sys-
tem than to the German one, which shows big differences in the
compensation for public and private employees (for the same ser-
vices). But similarly to all previous case studies, the compensation
for employees is made up of the base (negotiated) payment as the
largest part and the compensation for top performances as a mi-
nor part (among others like holiday pay or overtime premium).
Hereby, supervisors in collaboration with the agencies maintain
yearly dialogues with each employee (360 degree feedback sys-
tem where both sides—employee and manager—give a feedback).
The amount for PRP in Sweden ranges from 0 to over 30 per cent
of the base payment and therefore the Swedish PRP model is high-
ly classified. As is pointed out with regards to the Danish system:
‘It is important [...] that the PRP makes up a reasonable part of the
total pay. If the part is too small, why use [the] system at all
(Dente, 2003, p. 24)? The implementation of this system is re-
ported to result in better recruitment and retention of good man-
agers (OECD, 1993, p. 113). At last, it should be mentioned that
team-based rewards are less regarded than in, for instance, Great
Britain. Therefore,—although closer to the British system—the
Swedish model in essence remains a gain-sharing scheme.
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The amount for perfor-
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V. Alternative forms of participation

Given the described problems in implementing PRP schemes, re-
cently, initiatives to overcome its systemic limitations have been
launched above all in the UK. As mentioned in the introductory
remarks, employees may benefit of alternative models of owner-
ship for instance in employee or user-owned (or employee plus
other stakeholder-owned) organisations in public services: (i)
employee-owned, (ii) co-owned, (iii) co-operatives, (iv) mutuals,
(v) community trusts, (vi) social enterprises, (vii) public-interest
companies and (viii) civic companies (OPM, 2010, pp. 29-32). All
these refer to the same idea: taking a different approach to own-
ership of organisations may bring significant rewards in terms of
organisational performance, staff and user satisfaction as well as
benefiting society (OPM, 2010, p. 7).

1. Share ownership in the UK as a result of ‘spin-outs’

Shared ownership models, which have a long heritage in the UK,
were established in the middle of the 19t century. Co-owned or-
ganisations und mutuals represent nowadays a significant part in
the UK economy (OPM, 2010, p. 7): The annual revenues exceed
£95 billion a year. There are over 4,990 co-operatives in the UK,
which are owned by circa 12.8 million members.** In the follow-
ing, a few examples of alternative forms of ownership show how
‘new ownership forms’ can result from existing public services.
They are implemented mostly in the context of ‘spin-outs’.

a) Central Surrey Health (CSH)

In recent years, increased flexibility was introduced within the
National Health Service (NHS) in order to react to operational ne-
cessities and matching pay to local labour markets and—
increasingly—to performance (Glascott and Bowden, 1993, pp.
163-185). Established in 2006 as a spin-out, ‘Central Surrey
Health (CSH)'’ is the first employee-owned health service organisa-
tion. In 2010, they received the Philip Baxendale Awards, which
recognised excellence in achieving successful employee owner-
ship.#> CSH provides therapy and community nursing services and
is owned by circa 750 nurses and therapists it employs. Every co-
owner who is joining CSH receives a 1p share in the business and
those employees who will leave the company will give their 1p
share back.*¢ Interestingly, the co-owners will not receive divi-
dends because the profit will be re-invested into the high quality
of patient care. Furthermore, some elected co-owners are mem-
bers in a representative body, which is called “The Voice’ who de-

a http://www.uk.coop/economy/figures (Accessed: 18.11.2011).

http://csh.dm-test.co.uk/image/csh/22c09fae-5bda-4b3a-9b9b-06b72cad8987.pdf.
(Accessed: 18.11.2011).

http://www.centralsurreyhealth.nhs.uk/page/social_enterprise (Accessed: 22.11.2011).
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bates in collaboration with the board on future strategies and cur-
rent performances.

b) My Civil Service Pension Ltd based on the John Lewis model

Another example is the case of ‘MyCSP’: ‘My Civil Service Pension
Ltd (MyCSP)’ is the first joint-venture mutual, partly owned by
employees collaborating with a private sector provider.#” The
company’s ownership is divided into three parts. At first, one
third is retained by the government, another third is owned by the
joint-venture partner, and the employees own the last third. Em-
ployees will receive a share on joining the company and forfeit it
on leaving. They will not be able to buy and sell their shares. In-
stead, the shares will be held in trust by an employee benefit trust
(EBT), based on the John Lewis*® model#?: staff will receive divi-
dends on their shares each year, with their value dependant on
the company’s performance. Thus, if the employee leaves the
company, his/her share will be lost.>0

A professional director selected by the company will chair the
EBT. Meanwhile, the staff will elect representatives to an em-
ployee-partnership council, and two members of that council will
join the board of the EBT alongside the director. A representative
from the employee-partnership council will sit on the company’s
executive board. But on the main shareholder board—the new
company’s key strategy-setting body—, the employees will be
represented by the appointed director from the EBT, acting as a
non-executive director.

2. Co-operatives in Sweden

Sweden is a typical welfare state, and especially the health and so-
cial service sector is very important for employment and also in
terms of financing. A CEEP study reported that 16.1 per cent are
employed in the health sector followed by 11.1 per cent in the sec-
tor of education.5! Meanwhile, in this sector, most SGI in the Scan-
dinavian countries are provided by local public communities, and

' n mid-2011, Francis Maude, the cabinet office minister, announced handing My Civil

Service Pension (MyCSP) to a mutual (It’s our business, 2011).

*® " The John Lewis Partnership operates 29 shops across the UK (28 department stores and

one John Lewis at home), http://johnlewis.com, and 227 Waitrose supermarkets. The
business has an annual turnover of over £7.4bn. It is the UK's largest example of em-

ployee financial participation where all 70,000 staff are partners in the business.

% Whereas John Lewis leads the world in employee motivation, it is not technically a true

employee share ownership scheme: It is controlled by a trust that owns virtually all of
the shares in the partnership. It does not operate employee share schemes and pays all

annual bonuses to employees in cash and not equity.

0 http://network.civilservicelive.com/pg/interviews/csl_cronadmin/read/609750/ inter-

view-phil-bartlett (Accessed: 19.11.2011)

> CEEP Mapping Report (CEEP, 2010, p. 25).
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in almost all areas of SGI there are today both public and private
actors.

The Swedish government created a supportive environment, pro-
vided workers with appropriate business support and knowledge
for more co-operatives as well as invested in a national frame-
work of co-operative business advice (Birchall, 2009, p. 2). Co-
operatives in public services, such as childcare, are successful in
Sweden, and some parents have established co-operative nurse-
ries (and schools), which enhance choice and high-quality child-
care services (Bland, 2011, p. 15). For example, 1,200 childcare
co-operatives provide pre-school care for around 30,000 children;
however, the majority of day care is still done directly by local au-
thorities (80 per cent) (Bland, 2011, p. 15).

Generally, Swedish childcare co-operatives are run as one of two
different models of economic association: (i) worker co-
operatives, which are owned and run by the staff/teachers, or (ii)
consumer/parent co-operatives, which are owned and run by the
parents. Both types benefit from the funding they receive from the
municipalities, which cover only a portion of the costs (and par-
ents’ monthly fees, of course). In Sweden, municipalities have the
authority to outsource pre-school services to non-municipal or-
ganisations, such as parent and worker co-operatives, voluntary
organisations and private corporations. In the following, a few ex-
amples of childcare co-operatives are given as representative of
the multitude of innovated activities:

* “Freneitskolan Kastanjen” (a multicultural co-operative
school and pre-school),

* “Mangarden” (a parents co-operative catering to Islamic
children) and

e “Maria Gamla Stans Flyktingforskola” (a refugee pre-school
which is funded by Sweden’s Department of Immigration).

Those pre-schools offer full-time care and education for children
who are taught to understand and accept the diversity through
learning about the different cultures and languages. The profes-
sional staff has the incentive to put new ideas into practice more
easily than in a local authority run nursery. They also have the
choice of how to use any profits they make, which in a public-run
nursery would go back to the municipality (Bland, 2011, p. 16). In
addition, all staff members have opportunities to make substan-
tive contributions to decision-making processes at all levels with-
in the pre-school. Employees are offered the possibility of assum-
ing ownership of the organisation and its activities (Pedwell, 2003,
p. 25). All in all, co-operative childcare organisations have suc-
ceeded in meeting many of the key socio-economic, cultural and
religious-based needs of diverse (immigrant) groups.
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Another potential role of co-operatives in the reform of social care
lies in the domain of housing co-operatives, e.g., the Stockholm Co-
operative for Independent Living (STIL).



Chapter 4. Assessment of the specific factors
affecting the development of EFP in the new
Member States

Denis Suarsana and Jens Lowitzsch

I. Introduction

Spontaneously, one could suppose that employee financial partic-
ipation and especially employee share ownership must be wide-
spread in the countries of Central and Eastern Europe. During the
times of Communist rule in the region, all means of production
were in state-ownership while the state was comprised—at least
according to the official ideology—of the working class. Conse-
quently, it could easily be expected that the transformation pro-
cess would try to continue this tradition and broadly support
workers to become company owners.

However, considering the respective current situation in the re-
gion, employee financial participation is only poorly spread in the
countries' economies. This fact is even more surprising, if one no-
tices that employee share ownership indeed has been a major
form of privatisation in the early 1990s. But, since that height of
employee financial participation in Central and Eastern Europe,
this type of ownership has declined all over the region.

Il. The role of EFP during transformation and thereafter

The economic liberalisation process in Central and Eastern Eu-
rope required the introduction of broad private property owner-
ship into the legal framework of the economies. Formerly state-
owned enterprises had to be transferred into private property.
Hence, the process of privatisation became one core element of
the transformation in the region. As, until that time, the societies
of Central and Eastern Europe had been comprised of non-
owners—at least in terms of the means of production—the right
to own property gained a rather new dimension in this context.
Private property did not only mean controlling the means of pro-
duction, but it also—and most notably—had to fulfil the function
of ‘social integration as an element of social stability, democracy,
and economic justice’ (Roggemann and Lowitzsch, 2009, p. 73). It
is clear that in a society of previously non-owners the initial dis-
tribution of private property could not be a result of entrepre-
neurship or individual economic performance, but is rather the
outcome of a planned distribution of this property among the
population. Therefore, privatisation did not only have an econom-
ic dimension, but a crucial social and political function, too.
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1. Employee share ownership became a major form of privatisation

In this context, employee share ownership became one major
form of privatisation in Central and Eastern Europe. Politically
this was considered necessary to secure the population's support
for the transformation process in general and specifically for the
process of privatisation (Uvali¢, 2006, p. 58). However, it was also
an imperative in economic terms, as it was used to compensate for
the lack of domestic and foreign capital investment (Vaughan-
Whitehead, 2006, p. 77). Hence, the implementation of employee
financial participation schemes was entirely driven by practical
considerations. This type of privatisation was simply the fastest
and easiest one. But a political belief that employee financial par-
ticipation should become a long-term principle of the economy
could not be observed in any of the countries. Therefore, political
measures to support employee financial participation in the long
run are almost non-existing in Central and Eastern Europe. In
consequence, this type of company share ownership declined rap-
idly soon after a temporary height during the first years of the
privatisation process>2.

At the beginning of the transformation process, in almost all states
of the region employees enjoyed a privileged position in terms of
the privatisation of state enterprises. Workers were able to obtain
shares of their companies through discounts, leased buyouts,
ESOPs or even for free. Only the Czech and Slovak Republic opted
for a programme of mass privatisation through vouchers, which
did not necessarily have to be used on shares of the worker's own
company. As a consequence of this policy, insider-owned firms (by
employees and managers) became very common in the region.
However, until the mid-1990s, in almost all countries of the region,
new privatisation legislation put an end to the preferential treat-
ment of employees in this respect until. Consequently, the second
half of the 1990s witnessed a rapid decline in employee owner-
ship as many workers sold their shares, most frequently to their
managers, but also to external investors and owners (Lowitzsch et
al. 2006, p. 20 ff.).

2. Other types of EFP are rarely spread in the region

However, apart from employee share ownership other types of
workers' financial participation are rarely spread in the region as
well. Profit sharing has been in existence to some extent during
Communist times, granting bonuses or other indirect compensa-
tions to individual workers. However, those schemes were fre-

2 Once again, Slovenia must be named as the exception in this respect. Slovenia is home

to a long tradition of workers' self-management. Hence, employee financial participa-
tion has not only been an issue during the early privatisation period. In Slovenia, this
type of ownership is playing a major role in the economy until today (Lowitzsch et al.,
2006, p. 19).



68 | EFP IN PUBLIC SERVICES IN DIE EUROPEAN UNION

quently misused. Today both employers and unions are rather
opposing these schemes. Especially trade unions opt for higher
wages instead of flexible profit sharing (Lowitzsch et al., 2006, p.
27). Employers would only welcome the introduction of profit-
sharing schemes as a way to reduce wage costs and hence down-
ward the flexibility of wages (Eurofound, 2010, p. 41).

In co-operatives, workers participate in both company results as
well as decision-making. This type of enterprise organisation also
has a tradition in Central and Eastern Europe that reaches back
into the times of Communist rules. However, this tradition turned
out to be the co-operatives' main weakness. Although new laws on
the issue were passed in most of the states of the region, co-
operatives are rather rare. People associate those co-operatives
with the old Communist regimes and therefore this type of em-
ployee participation is only poorly accepted in the region
(Lowitzsch et al.,, 2006, p. 24).

3. Reasons for the decline in employee ownership

Interestingly, the decline in employee ownership cannot mainly
be explained by a weak economic performance of those compa-
nies, which were mainly in the hands of the workers. There is no
evidence that employee-owned enterprises were doing worse
than other companies in Central and Eastern Europe. It can only
be stated that employee-owned firms in general showed a slower
implementation of employment adjustments. Lay-offs have been
rarer than in externally owned companies as there has been a
greater interest to find alternative adjustment measures. Hence,
flexibility in terms of working time and wages was more common
in employee owned companies, because workers were more will-
ing to accept such measures in order to secure the profitability of
the firm and to avoid massive lay-offs. The only real economic dis-
advantage of those employee-owned companies has been the fact,
that they suffered from a lack of capital as they were facing major
difficulties in getting access to credit and investment (Vaughan-
Whitehead, 2006, p. 80 ff.).

Instead, two different political aspects can mainly explain the de-
cline in employee share ownership. Firstly, the support from polit-
ical decision-makers for employee financial participation has been
low. No government tried to prevent workers from selling their
shares to managers or external owners. The main explanation for
the massive sale of employee-owned shares is the low level of
wages in the economy. However, the governments did not intro-
duce any measures—such as social support for workers or limita-
tions for the selling of shares—to encourage workers to keep their
obtained shares (Vaughan-Whitehead, 2006, p. 78). Further, in
many countries of the region employee financial participation is
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not even on the agenda of most political actors. Hence, there is no
policy strategy in existence that would support the long-term im-
plementation and sustainability of employee financial participa-
tion. Legislative support in the form of easy access to credit or tax
incentives in combination with the application of such schemes
cannot be found in the region, either (Lowitzsch et al,, 2006, p. 28).

Secondly, employee financial participation is lacking any serious
support from trade unions in the region. While profit sharing has
been neglected entirely, employee ownership has at least been an
issue on the unions’ agenda temporarily. During the early years of
privatisation, the trade unions have supported employee share
ownership as an alternative to the transformation of state-owned
companies into property of private foreign capital or to mass pri-
vatisation programmes. By this, the unions hoped to avoid exter-
nal ownership and mass lay-offs, which were feared to be con-
ducted during economic transformation. However, in addition to
this initial support, the trade unions of the region did very little to
secure the important role of employee share ownership in the
economy. Neither did they support and inform workers to prevent
them from selling their shares, nor did they promote the creation
of any institutional framework to secure employee financial par-
ticipation in the long run (Lowitzsch et al., 2006, p. 25)33.

Consequently, taking into account those two major factors, it is no
surprise that employee financial participation in Central and East-
ern Europe has turned from being a core element of the privatisa-
tion process into a declining phenomenon.

4. Comparison to the West European countries

Interestingly, although employee ownership rooting in privatisa-
tion is in decline in most countries of the region, an East-West di-
vide does not exist concerning share ownership schemes
(Lowitzsch et al.,, 2009, p. 6)>%. It seems that the variations within
the different regions is much larger than between them (Hashi
and Woodward, 2009, p. 35). In fact, according to CRANET data,
between 1999 and 2005 the percentage of companies offering
broad-based share ownership schemes increased in the old EU-15
from an average of 13 per cent to 17 per cent and in the new EU-
12 from an average of 10 per cent to 23 per cent. We observe a

>* The reason behind the trade unions' refusal or scepticism towards employee financial

participation (not only in Central and Eastern Europe, but in all industrialised countries)
can be found in a misunderstanding about the changing structure of the production
process. Trade unions believe, ‘that labour work is the only way to participate in pro-
duction and earn income and [...] that capital mystically amplifies the “productivity” of
workers who own no interest in it’ (Kelso and Kelso, 1991, p. 153). By misbelieving that
labour not capital productivity is on the rise, they remain simply demanding higher

wages instead of financial participation in non-labour assets.

** However, there is—unsurprisingly—a large divide with regard to profit-sharing schemes,

which are very rarely applied in Central and Eastern Europe (Lowitzsch et al., 2009, p. 6).
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slightly different picture for the percentage of companies offering
profit-sharing schemes, which increased in the old EU-15 from 29
per cent to 36 per cent and in the new EU-12 from an average of
19 per cent to 26 per cent (all weighted country averages).

However, this is not very surprising considering the important
role that employee share ownership played especially during the
early stage of the privatisation process. Since then, the number of
such schemes has declined in Central and Eastern Europe to a
similar level that can be found in the EU-15 states. This develop-
ment indicates, that—without further political support—share-
ownership schemes might soon fall below the level in Western
Europe.

lll. The role of EFP in Central and Eastern Europe CEE

In Central and Eastern Europe, employee financial participation
has almost exclusively been an instrument to facilitate privatisa-
tion of state-owned enterprises and to secure the population's ac-
ceptance of the transformation process. Thus, this concept has
never been considered as a crucial element in the long-term pro-
cess of shaping the region's economic systems. It is therefore not
surprising that the potential and the advantages of employee fi-
nancial participation—for both labour markets in special and the
overall economic situation in general—have hardly been a subject
in public and political debate.

The European Commission has suggested to transfer the positive
effects of employee financial participation schemes in the EU-15
(as reported in the literature review; see Chapter 5 below) to Cen-
tral and Eastern Europe promoting information dissemination on
best practice. In this region, the prospect to financially participate
in their own company's economic performance—either through
share ownership or profit sharing—could raise workers' motiva-
tion and consequently increase labour productivity. As average
wages in the region are relatively low, such an additional income
could act as a relevant incentive for workers.



Chapter 5. Literature review: Key features and
implications of EFP

Iraj Hashi, Jens Lowitzsch and Edvard Orli¢

l. Review of the Literature on EFP

The issue of employees participating in the financial results of
their enterprises has become increasingly important across the
European Union for at least the last two decades. This chapter
aims to provide the reader with a review of the rich body of theo-
retical and empirical literature on EFP, especially the contribu-
tions in the last two decades. The research has been mainly con-
cerned with the impact of EFP on the performance of companies
and the particular mechanism linking the two. However, it should
be emphasised that the bulk of this literature relates to privately
owned companies, and therefore excludes most of the enterprises
providing SGIs, which are fully or partially publicly owned. There
has been very little research on enterprises providing SGIs and
consequently this literature review is supplemented by an analy-
sis of the available empirical data as well as the interviews con-
ducted in SGIs in Chapter 2 of this Report.

The impact of EFP may vary widely in different enterprises be-
cause of the heterogeneity of enterprises in terms of the level of
EFP, the extent of employees involvement in different forms of fi-
nancial participation, the quality of employee involvement, and
the broad culture of the enterprise in terms of employees’ in-
volvement in the decision making process.

The review is organised on the basis of the main areas in which
EFP may be expected to influence the operation and performance
of enterprises.

1. Improved enterprise efficiency, labour productivity and competi-
tiveness

The most cited benefit of EFP in the theoretical literature is that it
provides a mechanism for employees to be more involved in their
firms. By giving employees a stake in the success of their firm,
higher levels of effort, more positive attitudes and a co-operative
behaviour will be induced. These will also result in higher labour
productivity and improved overall enterprise efficiency, which—
in turn—make the company more competitive (Blasi et al., 2003
and Freeman, 2007).5°

> Blasi et al. (2003) reviewed seventy empirical studies on the effects of employee stock

ownership, broad-based stock options, profit sharing, and employee participation and
found that the adoption of any of the scheme led to an average rise in productivity by 4
per cent, ROE by 14 per cent, ROA by 12 per cent and profit margins by 11 per cent.
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EFP is also expected to enhance the employees’ commitment to
the firm and identification with its goals. (Perotin and Robinson,
2003). While share ownership is expected to generate greater
long-term identification with, and loyalty to the company, profit
sharing (especially cash-based) is likely to provide incentive for
greater short-term effort by employees as some employees are
likely to be risk averse and to value cash more than shares.

On the other hand, some theoretical literature have argued that
employee ownership can have adverse effects on the performance
of enterprises for a variety of reasons. Jensen and Meckling
(1979) highlight the impact of the involvement of ill-informed
employees in decision-making and their interference in the work
of management. Hansmann (1990 and 1993) has drawn attention
to the cost of ‘collective governance’>® and the impact of the con-
flict between heterogeneous groups of employees (young and old,
skilled and unskilled, etc.) with different interests and objectives
on the decision making process.

There are many mechanisms through which EFP creates condi-
tions for cost reduction or productivity improvement. Some of the
more important mechanisms are discussed below.

a) Recruiting and retaining employees, especially in SMEs

Financial participation can help the recruitment and retention of
qualified employees, especially in SMEs, which find attracting and
retaining such personnel problematic (Pendleton, Blasi, Kruse,
Poutsma and Sesil, 2002). SMEs typically lack a well developed
and extensive internal labour market found in many large firms,
thus promotional opportunities are very limited. The challenge for
SME:s is to attract experienced managers and other personnel, and
retain them once they have been recruited.

b) Reduced absenteeism and labour turnover

Another benefit arising from EFP is reduced absenteeism and la-
bour turnover (Robinson and Zhang, 2005). The change from a
system of guaranteed wages, in which rewards are independent of
efforts, to a system that provides employees with an income more
directly linked to enterprise performance is expected to lead to
greater employee commitment, lower absenteeism and labour
turnover, and reduced conflict within the company.

These findings are corroborated by Freeman (2007) who found that most research on
employee owned firms showed that they are more productive and profitable, survive
longer, and result in better shareholder returns.

56 The experience of the last decade of decision making in enterprises in former Yugosla-
via also provides a poor example of employee participation in decision-making, particu-
larly in terms of the speed of decision-making and the excessive time spend in reaching
agreements (Pendleton, 2001).
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2. Information sharing

EFP offers the opportunity for information sharing between em-
ployees and their firm, which is of crucial importance to the man-
agers and which would enrich the company’s decision-making
process. Information sharing enables the management to draw on
the employees’ knowledge of the company’s operations and how
they can be improved. Employees will be more willing to share
such information when they feel this would benefit the company
(Pendleton and Robinson, 2010).

3. EFP and the free-rider problem

Any group-incentive system is perceived to be subject to free rid-
ing. In EFP schemes each worker will receive only a small fraction
of any additional income resulting from her own effort, but will
gain the benefits of the collective effort of others when they are in
a collective benefit scheme (such as, e.g., in profit sharing). There-
fore, there is a temptation for free-riding, shirking and on-the-job
leisure. As EFP schemes can foster greater trust, co-operation, and
identification with the firm, they can also reduce the extent of free
riding. Furthermore, EFP schemes may generate an environment,
in which employees engage in ‘peer monitoring’ or ‘mutual moni-
toring’ and in which shirking is deterred (Kruse et al., 2004; Blasi
et al., 2006; Fitzroy and Kraft, 1986).

4. Increased flexibility — EFP as a shock absorber during recessions

EFP schemes can introduce greater flexibility in the employees’
remuneration package (Weitzman, 1984; Kruse et al.,, 2010). The
significance of the flexibility of remuneration becomes clear espe-
cially during times of recessions or when the company is forced
into restructuring. When there are unanticipated aggregate de-
mand or aggregate supply shocks, compensation would adjust
more quickly under profit sharing than under a fixed wage system,
in which wages are set by long-term contracts. A profit-sharing
firm would exhibit less employment variability than a firm with
fixed wages (Weitzman, 1984).

The flexibility of the remuneration package is also of great im-
portance to employees. In hard times, the employees’ share of
profit as a component of remuneration may decline but, in return,
employees are more likely to retain their jobs.57

>’ One recent example where employees agreed to pay cuts in exchange for shares is the

case of pilots in British Airways who agreed to a pay cut of 2.6 per cent and the reduc-
tion of 20 per cent in some allowances (Daily Mail, 14 July 2009).
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5. EFP as a tool for overcoming restructuring difficulties

In the times when restructuring is needed, changes to employ-
ment and working practices aimed at cutting costs and maintain-
ing the level of productivity, become necessary for the firm to sur-
vive. EFP schemes provide a guarantee that employees, who have
to make sacrifices for the good of the firm in difficulty, will benefit
from successful restructuring. Furthermore, if EFP schemes are
supplemented with involvement in decision-making, the effects
should be even stronger (Jones, 2004).

6. EFP and SMEs

EFP may have specific benefits for SMEs, over and above the po-
tential benefits available to all firms.58 In high-technology sectors
with highly skilled employees, it may facilitate the provision of
start-up finance for new enterprises by attracting risk capital. It
also provides a viable option for solving succession problems. EFP
can promote an ‘entrepreneurial spirit’ in the workforce of SMEs
and enable them to attract and retain key personnel (Pendleton,
Blasi, Kruse, Poutsma and Sesil, 2002).

However, it should be recognised that introducing EFP in SMEs is
quite difficult because the set costs of EFP schemes may be con-
siderable in small companies. Also financing constraints may
make pay-outs to employees in addition to wages very difficult.

7. Risk for employees

It is important to note that both profit sharing and share owner-
ship involve certain amount of risk for employees. Profit is deter-
mined not only by employees’ efforts, but also by management
decisions and external factors, which are outside employees’ con-
trol. The problem is potentially more serious with employee share
ownership schemes as poor performance of the firm can result in
lower share prices and losses for employees.

One of the oldest commonly referred to drawbacks of employee
ownership is that—from the employees’ stand point—holding
shares of their own company is a poor portfolio decision, involv-
ing a ‘double risk’ of becoming unemployed and losing their sav-
ings (invested in the company), if the company gets into financial
difficulties. In reality, of course, shares of the company form only a
small part of an employee’s savings and EFP schemes do not pre-
vent employees from holding other forms of savings. There is also
little empirical evidence for this assertion while employees them-

% On a Framework for the Promotion of Employee Financial Participation. Brussels: Euro-

pean Commission, COM (2002) 364 Final.
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selves seem to be less concerned with the issue (Kruse, Blasi and
Park, 2008).>°

Il. Conclusions

The main conclusion is that EFP is a policy, which has the poten-
tial to lead to improvements in the performance of enterprises as
well as in the atmosphere, in which employees work. However,
because of the diversity of the available schemes, it is not possible
to generalise this potential. The success (or otherwise) of schemes
will depend on the implementation methods, the role of partici-
pants, the specific EFP scheme applied and—in the case of ESO—
also on whether employees have a majority share holding or a mi-
nority ownership.

The bulk of empirical evidence on EFP confirms the positive im-
pact on various aspects of enterprise performance in private
companies. EFP schemes are often seen as a solution to some of
the problems of industrial societies: dissatisfaction of employees,
poor quality of working life and declining productivity. It is ar-
gued that EFP schemes are likely to lead to lower absenteeism and
labour turnover, greater investments in company-specific human
capital and reduced conflicts within the company.

In terms of public services, EFP schemes—particularly those in-
volving share ownership—cannot be applied in those public ser-
vices, which are provided fully or jointly by government depart-
ments or institutions. Therefore, EFP in these services have to
take different forms.

* A recent large-scale study of employees’ attitudes to EFP, covering over 35,000 em-

ployees in the US, shows that this issue (and more broadly speaking the issue of risk
aversion) is not a barrier to EFP (Kruse, Blasi and Park, 2008).



Chapter 6. Conclusions

EFP has been the subject of discussion at academic and policy lev-
el for several decades. But the interest in EFP has been revived in
the last decade. However, most of the discussion on EFP has been
in the context of enterprises that do not provide SGIs and little re-
search has been done on enterprises providing these services.
This report, therefore, provides the first study focusing on EFP in
SGI enterprises.

There is a lack of research on enterprises providing SGIs

There is a large body of theoretical and empirical literature on
EFP. The large majority of these studies maintain that EFP
schemes lead to improvements in labour relations, information
sharing and co-operation, and reduced absenteeism and industrial
strife, leading to increase in labour productivity and competitive-
ness of firms. There are also studies, which argue that EFP
schemes blur the difference between employees and owners, free
rider problem and increased shirking and an increased risk for
employees. The bulk of the available empirical evidence, including
large meta-studies, support the view that EFP schemes lead to im-
proved enterprise performance. However, most of these studies
refer to non-SGIs.

The incidence of EFP in SGIs is much less than in non-SGIs

Different forms of EFP in private sector companies are already
widespread in the EU and the United States, and they have been
expanding the last decade. The number of companies offering EFP
schemes, the proportion of employees covered by such schemes
and the proportion of employees engaged in EFP schemes have all
been growing in the last decade, despite the financial crisis of
2008/09. The European Company Survey 2009 is the only EU-
wide database with information on EFP schemes adopted by en-
terprises in all sectors of the economy. The survey results show
that EFP schemes are more prevalent in non-SGI enterprises than
SGI enterprises. Within the SGI sector, there is also wide variation
in the availability of EFP schemes. Some sectors, especially utili-
ties, as Electricity and Water Supplies, have a much higher level of
EFP than sectors such as Public Administration, Health, Education,
etc.
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In a supportive environment, firms adopt EFP more actively

Countries such as France, UK, Denmark, Slovenia and Ireland have
adopted EFP schemes on a wider scale and supported them
through legislation, fiscal incentives and a more friendly environ-
ment. In other countries such as Malta, Cyprus, Estonia, Latvia and
Luxemburg, there has been less legislative and fiscal support and
the enterprises have shown less interest in adopting these
schemes. The case studies of this project—especially the analysis
of the current legal framework—have, on the whole, supported
the broad overview of the development of EFP schemes in EU
countries. However, the specific situation of SGIs has a strong im-
pact on the incidence: While in France the compulsory profit-
sharing system with generous tax incentives for all EFP schemes
has led to a relatively widespread incidence, in the UK with its fo-
cus on share ownership despite generous tax incentives the inci-
dence in SGIs is much less.
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