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Equity or stock ownership has become increasingly 
popular as an employee benefit. Not just as a benefit 
for senior management, but also as a benefit for the 
wider workforce. Decades of academic studies on 
employee stock ownership have found that it is a 
strong incentive, but that effects do not always and 
automatically come about. Experience and examples 
from practice help to understand what matters. 

Companies tend to score high or low on three 
important dimensions related to employee stock 
ownership. In fact, these dimensions become 
important in subsequent developmental stages.  

These stages are part of a maturation process:  

• Stage 1: the ‘ownership dimension’, 
• Stage 2: the ‘HR dimension’, and 
• Stage 3: the ‘strategy dimension’. 

Strategic matters might lead to a review of the  
equity scheme, hence the denomination  
‘Employee Equity Life Cycle’ (ELC). Dr. Eric Kaarsemaker

Figure 1. The ELC. 
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Getting maximum results from your workforce

Embedded in the firms strategic  
management process through  
defining / choosing / 
implementing:

• Objectives / success
• Key drivers of results:

 - Measures
 - Targets
 - Initiatives
 - Actions

Examples of equity

• Direct ownership
• ESOPs
• Broadbased Stock Options

Varieties of equity

• Scheme idiosyncrasies
• Antecedents

HR practices supportive of  
employee equity are:

• Having a say
• Information sharing
• Training for business literacy
• Mechanism for conflict  

resolution
• Profit / gain sharing



Each stage comes with a boost in workforce morale, but only companies scoring high on all three dimensions 
are certain to experience sustained positive effects related to employee stock ownership. Mature employee stock 
ownership leads to a changed organizational culture.

Stage 1: The Ownership Dimension 

The first of three ELC dimensions is the ‘ownership dimension’. The ownership dimension refers to the equity 
scheme itself. It starts with the CEO’s and senior management’s belief in employee stock ownership.  
Is management simply following a fashion, or is employee stock ownership introduced for stronger, even 
ideological reasons? Companies that are well- ‐known for their employee stock ownership, such as Southwest 
Airlines, Scot Forge, and W.L. Gore & Associates in the US, and John Lewis, Tullis Russell, and Childbase in  
the UK, have employee stock ownership because of strong managerial beliefs in its power and business logic, 
and in some cases for religious reasons as well. Many banks and other financial companies, on the other hand, 
have employee equity because it is a management fad and because they can. 

There is obviously some imitation between different companies, and there are similarities caused by government 
measures and taxation of employee equity. Despite these institutional pressures, however, employee equity is 
especially characterized by its variety. It takes many different forms, some directly leading to ‘ownership’,  
others hardly being ‘ownership’. Bonuses paid in stock options can hardly be called ‘ownership’. Holding stock 
directly, on the other hand, comes closest to real ‘ownership’. And somewhere in between are for example ESOPs 
and other, similar schemes with recurrent payments to employees’ investment accounts, administered by a trust,  
often with periodic trading. 
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Next, the antecedents of employee equity schemes differ considerably. For example, employee stock ownership 
can be adopted in case of an employee buy-out. A buy-out might have very different reasons, e.g., economic 
troubles, or the retirement of an owner. Or companies adopt employee stock ownership as part of a privatization 
process, or because of tax advantages. It can also be introduced merely as an HR instrument, to motivate or 
retain employees, or to safeguard investments in human capital that are particularly valuable. Ideological reasons 
might lead to embracing employee stock ownership as well. 

Generally, within all variety, it matters which aspects are predominant: are the original owners a driving force 
behind employee equity, is there a substantial worker component? Or is there, on the contrary, an emphasis on 
corporate finance and tax reasons, and on risk sharing? The stronger the managerial beliefs in employee stock 
ownership, the more direct the ownership is likely to be, the more substantial the worker component, and the less 
financial and technical the reasons for adoption, the closer the employee equity approaches real ownership.  
And the closer it gets to real ownership, the stronger its effects as an incentive. In other words, the higher a 
company scores on the ‘ownership’ dimension, the stronger employee stock ownership acts as an incentive. 

Besides, employee equity schemes vary according to at least the following ‘moving parts’. 

Figure 2. Moving parts: varieties of employee equity.
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Role and function of the stock matter: is it meant to raise and invest money, or does it merely serve as a 
symbol of ownership? 

1st

It matters how the stock is allocated and administered: by a bank, a trust, via a stock exchange,  
which regulations apply, etc.

2nd

It makes a difference which principles of control apply: does the stock come with any voting rights or  
not (as in the case of share certificates), where and when can these voting rights be used, etc.

3rd

What are the provisions for dealing with sale and transfer: is there a lock- up period, can the stock be  
sold in the market or only to the company, etc.

4th

Stock concentration matters: can (individual) employees own only a limited percentage of total  
share capital? 

5th

What are the rights of new employees - is a permanent contract necessary, is a minimum  
tenure required? 

6th

Is there any room for outside investors? This is not a limitative list. The point is that employee stock 
ownership schemes diverge on many elements, which frequently changes their nature significantly. 

7th



Stage 2: The HR Dimension 

The second of three ELC dimensions is the ‘HR dimension’. The HR dimension refers to the HR context of the 
equity scheme. High scores on the ownership dimension are no guarantee for sustainable positive effects.  
People might become disappointed with the ownership scheme if they do not feel taken seriously as real 
owners. United Airlines is a famous case where employee stock ownership failed as an HR instrument for this 
reason, whereas Southwest Airlines is an example of the opposite. Treating employees as real owners means 
that employee stock ownership is embedded in an HR system with HR practices that support employee stock 
ownership, not with HR practices that contradict and weaken it. Ownership means having a say, including some 
influence over the equity scheme itself, and it means benefiting from any financial gains.

Figure 3. A high-performance work system based on employee equity.
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Having a say is quite a complicated thing. Who is having a say over what and to what extent? Shareholders can 
vote over certain matters during the annual meeting. Holders of employee stock sometimes have the same right. 
But if employee stockowners, next to that, have nothing to say on the shop floor, over their work and working 
environment, they will be very disappointed nonetheless. At the end of the day, that is what they know best, 
but also what they really want some influence over. That is not necessarily the case with more abstract matters 
regarding the business. Influence over how to do the job, and over what is necessary to do it, arouses ownership 
feelings best. Participating in governance decisions matters less. 

In order to be able to decide what is best, it is necessary to have accurate information. Companies are required 
to disclose certain information to their shareholders. There is business logic behind sharing information with the 
workforce as well: it empowers employees to fulfill an entrepreneurial role. Seeing and understanding the results 
of their actions helps employees to improve working processes and outcomes. Transparency and forms of open 
book management keep workers’ business engagement high through constant feedback. Information sharing 
offers employees a line of sight and enables real participation, and thus creates ownership feelings. 



Obviously, information sharing is not very useful if  
the information itself is not (well) understood. 
Companies that are serious about employee stock 
ownership have to have attention for this. It is 
important to organize workshops and create simple 
brochures on the equity scheme, the changes to the 
information system, and other changes. It is essential 
for the workforce to recognize the importance 
of information and to understand how things are 
connected. Actual stories of colleagues or people 
from other companies on what stock ownership and 
the changes have meant for their work, and for them 
personally as well, are key. Line management plays 
a crucial role in keeping the momentum going on a 
day-to-day basis. 

Information to some extent means interpretation. 
Further, having a say in decision- ‐making processes 
does not necessarily always result in wide satisfaction 
among participants. This may sometimes lead to 
conflicts. In the same way as corporate governance 
issues may cause shareholders to go to court, firms 
that are serious about employee stock ownership 
need a formal procedure for conflict resolution. 

Ownership feelings will soon diminish if management 
‘solves’ a conflict by simply overruling the workers 
involved. Workers will then not feel listened to and 
taken seriously. An independent ombudsman or 
some form of arbitrage or outside mediation at least 
gives a feeling of being taken seriously as partners 
and co- ‐owners. The outcome may then not be as 
originally wished, but the process was fair. 

Gain sharing and especially profit sharing are final 
HR practices that are essential to have in place. 
Stock ownership is usually a long- ‐term investment. 
Like shareholders receiving dividends, it is imperative 
for employee stockowners to be able to pocket some 
of the recurring short-term revenues. This is part of 
the game and makes tangible the results of their 
participating, initiatives, and work beyond their ‘job 
description’. It is a short-term reward that keeps the 
long-term investment in company stock visible.  
It is financial feedback on ‘how we are doing’.  
The amounts do matter, but more important in the 
long run is the fact that it happens. A balanced 
and fair distribution among workers and workforce 
echelons, and a transparent decision-making process 
on these rewards are important. 

A work system with all of these HR practices 
supportive of employee stock ownership - having a 
say, information sharing, support to help understand 
information and participate, a procedure for conflict 
resolution, and gain sharing or profit sharing - 
in place, is most likely to give employee stock 
ownership a boost as a motivational mechanism. 

High scores on the HR dimension lead to stable high 
performance at a level beyond what is feasible by the 
mere presence of stronger forms of employee stock 
ownership. High scores on the HR dimension are 
associated with stronger and sustainable feelings  
of ownership among individual employees. 
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Stage 3: The Strategy Dimension 

The third of three ELC dimensions is the ‘strategy dimension’. The strategy dimension refers to the equity 
scheme’s embedding in the firm’s strategic management process. It is important to focus on outcomes that 
are relevant to the business, not on employee stock ownership or other HR practices per se. Employee stock 
ownership helps to make the most of your workforce. Workforce quality defines strategic boundaries, as workers 
implement strategy. Strategy implementation has a much higher impact than strategy choice. But HR practices 
do not always focus on making the most of existing workforce quality. Employee stock ownership, however, 
potentially does and thus broadens strategic boundaries. 

Sustainable competitive advantage requires a unique business strategy that is understood by the workforce. 
Firms, however, are in many ways not so unique. On one aspect however, they always are. That is the workforce 
itself: the unique combination of people with their very own knowledge, skills, abilities and experiences, working 
towards the end goals of the firm. It should be clear to people where to go and why. Without some kind of 
involvement in setting and explaining strategic and other objectives, it is hard for employees to share the same 
mission and to internalize these end goals. Employee stock ownership and its supporting HR practices form a 
logical vehicle to involve workers in goal-setting processes. 

Figure 4. The equity scheme’s embedding in the strategic management process.
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Employees often know best how to reach certain 
targets. This helps when setting goals, and 
particularly also when determining what must be 
done to get there. Employee stock ownership and 
its supporting HR practices stimulate people to look 
at their firm in a different way. It stimulates people 
to look beyond their own job duties and look for 
powerful connections. Employees at Southwest 
Airlines together figured out how to keep turn time as 
low as possible. Even pilots help cleaning the cabin 
in order to get the airplane out of the gate faster than 
its competitors. Southwest has the fastest turn time, 
on average, in the industry. All of this contributes to 
profitability and helps to keep fares low, which is part 
of Southwest’s business strategy. 

Of course, a handhold is necessary to keep track 
of results: metrics. Employees can together decide 
on relevant and fair metrics to predict and measure 
success. These metrics form a basis to discuss 
process improvements and performance. 
 
Energy should be focused on developing metrics for 
the key drivers of results. Employee stock ownership, 
if well implemented, provides the right context for this. 
It comes with managerial support for an enhanced 
role of workers. Through having a say and information 
sharing it creates a setting in which metrics and 
performance can be jointly explained and discussed, 
worries articulated, and actions implemented.  

Finally, strategic success is directly linked with 
financial rewards through profit sharing and 
increased stock value. That makes this whole  
process very motivating for workers and keeps 
momentum going. 

Information is crucial when involving employee 
stockowners in strategic management processes. 
People should be able to understand and act upon 
information. Jointly working on strategy maps and 
scorecards - with objectives, measures, targets and 
initiatives - helps to structure and specify information. 
This leads to a common understanding of short-
term actions, and shared responsibility for long-term 
strategic decisions. It results in better decisions, for 
example, on which positions are key from a strategic 
viewpoint - given a specific situation, and on which 
competencies are necessary, who is most suited to 
do the job, and financial measures. 

High scores on the strategy dimension mean 
extended involvement of employee stockowners 
in the strategic management process. This again 
reinforces the motivational incentives associated 
with employee stock ownership. As this is a recurring 
process, the motivational incentive is sustained. 
Sustained feelings of ownership among individual 
employees will gradually develop into a changed 
team, business unit, and organizational culture, 
based on ownership and entrepreneurship.  
At this point, employee equity has fully matured. 
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Conclusion 

Firms that adopt employee equity but simply leave it at that, do not make the most of this HR tool. Ownership is 
potentially a very strong incentive for empowering and engaging the workforce. But introducing employee equity 
is only stage 1 in the Employee Equity Life Cycle (ELC). Stage 2 of the ELC requires HR measures beyond equity, 
as ownership also means having a say, being informed, and being financially rewarded. Still, this is a relatively 
static and systemic approach of employee equity, in which ownership incentives are not necessarily recurrent and 
fully matured. Stage 3 of the ELC - integrating employee equity and its supporting HR practices into the strategic 
management process - is a dynamic approach that takes employee equity to the highest level as a motivational 
incentive. The strategy process is ongoing; hence the ownership incentive is constantly reinforced, which results 
in sustained feelings of ownership among employees. The end result of this maturation process is organizational 
cultural change and an empowered and engaged workforce.  
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