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Converting Employees to Owners

Deeper Investment for Deeper Impact

Melissa Hoover

This chapter builds on the work to date that connects workforce
development to employee ownership. It makes the case that targeted
investment in training that prepares undervalued low-income and
middle-skill workers to become employee-owners can have a profoundly
positive impact on employees, firms, industries, and places.

In his compelling case study of the employer-embedded train-
ing program at New York City’s Cooperative Home Care Associates
(CHCA), Steven L. Dawson argues for an expanded view of workforce
development. “True workforce development,” he says, “is not only a
matter of training workers to fit the company, it is also re-designing the
company to fit the workers” (Dawson 2017). CHCA is an employee-
owned company structured as a worker cooperative: its more than 1,000
homecare worker-members (2,000 employees total) each own a share of
the company, are entitled to a portion of its profits, and can participate in
its governance. On a daily basis, this worker-centered method informs a
holistic approach to worker recruitment, training, hiring, and retention.
The company makes a deeper investment in its workers and as a result
reaps great success in the placement and retention of its employees.

Recent worker cooperative growth in low-wage sectors, alongside
clear data on the impacts of employee ownership for low-income
workers (Blasi, Kruse, and Weltmann 2013), compels a deeper
examination into how the goals of workforce development might be
achieved by investing in workers not only as employees but also as
small business owners.

A deeper investment in workers as owners is a strategy that could
be used to retain middle-skill jobs and increase the quality of low-wage
jobs by enabling the survival of businesses that are increasingly at risk
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of closure. As a generation of baby boomer owners faces retirement
with little or no succession plan, hundreds of thousands of small and
medium-sized enterprises may close their doors or sell to competitors
who will consolidate or liquidate their holdings, laying off undervalued
workers and disinvesting in community wealth (Alperovitz 2013).

However, viable community-serving businesses do not have to
close their doors, and the millions of jobs they provide don’t have to
be lost. Such businesses could transition to worker ownership instead.
Doing so could increase the quality of jobs retained and broaden access
to ownership for low-wage and middle-skill workforces.

As baby boomers reach retirement, the United States faces the larg-
est generational wealth transfer in history. Because of that, the business
environment is ripe for rethinking how to invest in the small-business
workforce. To do so, a systems-level investment that values workers
enough to build their capacity for ownership is required. The workforce
development field has the opportunity to play a critical role in building
the capacity of workplaces, particularly those employing low-income
workers, to transition to employee ownership along a systematic and
well-supported pathway. In doing so, the field as a whole could begin to
see results like those documented at CHCA: stable, long-term employ-
ment in higher-quality jobs for a broad cross-section of the American
workforce.

AN ESTABLISHED MODEL WITH WELL-DOCUMENTED
BENEFITS

There are more than 8,000 employee-owned companies in the
United States, from worker cooperatives to employee stock ownership
plans (ESOPs) to other forms of worker trusts. They span industries,
sectors, and geographies. ESOPs tend to be implemented in companies
with more than 100 employees, and they are concentrated in manufac-
turing and professional services. They are solely a broad-based owner-
ship form, with no requirement for employee participation in manage-
ment or governance, though many ESOPs do implement participatory
management practices (NCEO 2017). Worker cooperatives tend to be
smaller companies averaging under 100 employees, and recent growth
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has been concentrated in the service sector, care jobs, and transpor-
tation. Worker cooperatives are guided by a set of cooperative prin-
ciples that emphasize member and community benefit and stipulate
democratic participation on a one-member, one-vote basis. Some large
worker cooperatives, however, use a generally conventional, if more
participatory, management structure, concentrating employee member
voting rights on elections for the board of directors (Palmer 2017).

Employee-owned companies cultivate clear benefits for workers by
creating stability and building skills and leadership among workers
who may otherwise have limited access to these opportunities (Blasi,
Kruse, and Freeman 2017). These companies make higher-than-average
investments in their workforces, emphasizing participation, skills cross-
training, governance and board training, and business and financial edu-
cation for employees. They also experience higher productivity, and
workers report greater job satisfaction than in conventional workplaces
(Blasi, Kruse, and Weltmann 2013). Recent research by the National
Center for Employee Ownership, focusing on employee ownership and
economic well-being, finds significant financial benefits for employee-
owners: median household net worth is 92 percent higher for employee-
owners overall, 79 percent higher for employee-owners of color, and 17
percent higher for low-income employee-owners (Wiefek 2017). Finally,
employee ownership has been shown to offer greater protection against
layoffs, increased mobility for workers, and, at scale, upward pressure on
industry standards (Artz and Kim 2011).

With such successful outcomes, investments in creating more
employee-owned jobs will yield a stronger, more equitable workforce.

Getting There: Conversion of Existing Businesses to
Employee Ownership

The clearest pathway to growing employee-owned jobs is to make
existing businesses employee-owned. The method for creating more
employee-owned firms differs with each form of employee ownership.
ESOPs are implemented in varying percentages in existing firms and
have often been used as a tool for employees to buy out a single owner
when the owner retires (NCEO 2017). Increasingly, worker cooperatives
are being used for similar owner buyouts (Palmer 2017). The Workers
to Owners Collaborative of technical-assistance providers and lenders
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was formed by the Democracy at Work Institute in 2016 to develop a
nationally coordinated strategy and standardized tools for converting
businesses to employee ownership, specifically to worker cooperatives.
In the 18 months since its formation, the member organizations of the
collaborative have together increased the pipeline of businesses explor-
ing conversion to cooperatives by more than 150 percent (Democracy
at Work Institute 2016; Kerr, Kelly, and Bonanno 2016).

The landscape is replete with opportunity to continue expanding
worker ownership. In the next 15 years, hundreds of thousands of small
businesses, employing millions of people, will be sold or will go out
of business as the seven million business owners of the baby boomer
generation reach retirement age (PricewaterhouseCoopers 2017). That
means that an average of 35,000 middle-market businesses a year, and
an even greater number of smaller businesses, will close. Nearly half
of all business owners over 55 years old are looking to sell, and yet 83
percent of business owners have no written exit strategy. In general,
they will not pass the businesses along to their children, and even if they
do, only 30 percent of family business transfers are successful (Price-
waterhouseCoopers 2017).

Since the owners are unlikely or unable to pass down the businesses
through family, these otherwise viable businesses are likely to close. If
they are bought, the purchase will likely be made by a competitor, which
often means the business will be consolidated and downsized, with
layoffs, cuts, and unfavorable changes for workers. Writ large, these
transitions will likely result in large-scale job losses, decreases in local
ownership, and growth in economic inequality (Mitchell 2016). The
numbers are even starker for minority-owned businesses, which, while
employing people of color in higher numbers, also lack access to capi-
tal, have smaller professional networks of potential buyers, and tend
to be smaller than the industry average by both revenue and workforce
(Fairlie and Robb 2008).

With small businesses employing half of the private-sector work-
force and creating 60 percent of new jobs since 1995 (Mills and McCar-
thy 2016), these transitions present substantial challenges. The impact
of closures goes beyond simply numbers of workers: small businesses
are a crucial source of dwindling middle-skill jobs, which do not require
formal education but can pay a family-supporting wage, such as con-
struction, production, and clerical work (Parrish 2015). When hardware
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stores, funeral parlors, small food manufacturers, and other community-
serving businesses close, they, and the jobs they provide, will be gone
forever. In rural areas, their closure may contribute to the shrinking
of small towns and the migration of young people to cities (Glasgow
and Brown 2012). Among minority business owners, key community
economic anchors will be lost, potentially accelerating neighborhood
change and displacement (Boston Urban Symposium 2014).

The workforce development field must determine at this critical
generational inflection point whether wealth will be siphoned out of
vulnerable communities through job loss and the creation of more low-
wage, low-quality jobs, or whether the field will instead anchor small
businesses and the jobs and wealth they create in the community by
sharing ownership with employees.

OWNERSHIP IS A WORKFORCE DEVELOPMENT ISSUE

In the past, some segments of the workforce development field
operated within a supply-and-demand framework. These models of the
past, however, risk failing to address—or even deepening—inequality
if they disregard the dynamics of today’s workforce (Rosenfeld 1992).
In an environment where middle-skill jobs are vanishing and low-wage
work is growing, the workforce development field faces the challenge
of retaining middle-skill jobs and value and investing enough in low-
wage workers and jobs to make entry-level positions into good-quality
jobs and to create career pathways that are open and accessible (Con-
way and Dawson 2016). Employee ownership can provide a means to
accomplish both aims.

Data outcomes from organizations like CHCA, mentioned above,
demonstrate the capacity of employee ownership to build good-quality
jobs, provide opportunities for skill building, and retain employees. In
the wake of deepening inequality, a widening racial wealth gap, and
a growing concentration of low-wage and contingent jobs (Asante-
Muhammad et al. 2016), investing in broad-based ownership of busi-
ness could be a meaningful component of a larger strategy to build
assets and strengthen communities. When workers become business
owners, they tap into the second most significant source of asset-building
(Klein 2017).
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Employee ownership not only provides a way to establish greater
equality, it is also a good business investment. The Ohio Employee
Ownership Center, which supports employee ownership transitions
with technical assistance and financing, estimates that its organization
alone has created 15,000 employee-owners at an average cost per job
retained of $772 (compared to estimates in Javits [2011] that range from
$1,000 to $230,000 per job created through typical workforce devel-
opment strategies). In France, where the government has undertaken a
decade-long initiative to encourage cooperative conversions, early data
show that five years after ownership transitions, 66 percent of employee-
owned companies were still in business, compared to 50 percent of con-
ventional companies (European Confederation of Cooperatives 2013).

To date, and with a few notable exceptions such as CHCA (cited
above), employee ownership has been implemented largely outside
the workforce development system. The ESOP community has never
explicitly or strategically focused on low-wage work or low-income
workers as beneficiaries of employee ownership. Worker cooperative
conversions, which are increasingly focused on enterprises with low-
wage workforces and workers of color, have relied on philanthropic
funding to provide the education and technical assistance necessary to
prepare employees to become owners. Many efforts have been ad hoc
and underresourced. As a result, the opportunity to implement broad-
based ownership where it is most needed has not been fully realized.

Developing a strategy that aligns broadened employee ownership
with deepened workforce development requires simple investments in
employee skill-building and employer education programs that focus
on building the capacity of employees to assume ownership of their
workplaces. Such investments include the following three approaches:

1) Induce current third-party workforce training programs to
incorporate skills training relevant to employee ownership,
including

* business and financial education;
* corporate governance;

* participatory management, organizational development,
and change management; and

* on-the-job communication, conflict resolution, and peer
coaching.
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2) Expand employer-embedded training programs to include
workplaces that are considering conversions, are in the process
of implementing conversions, or have already completed con-
version to employee ownership. More advanced workplace-
specific training would prepare future employee-owners with
the skills and knowledge they will need to be effective. These
include

* business financial management and strategy;
* industry conditions and analysis; and
* process improvement and workflow planning.

3) Incorporate peer-learning supports and peer-coaching
approaches that have demonstrated success at building robust
organizational culture among diverse workforces with vary-
ing educational and skill levels. Where possible, build on and
replicate the Paraprofessional Healthcare Institute’s “coach-
ing approach” to supervision in a worker-centered workplace.
This approach seeks to embed coaching skills throughout an
organization from senior leaders on down through supervisors
to staff (PHI 2017).

Deeper systemic investments to grow an ecosystem of support
include the following:

1) Sector-based approaches that aggregate and leverage industry-
specific expertise in management, governance, training, and
support relationships, such as

» anearly-warning system to identify enterprises that may be
in danger of closure or sale because of owner retirement,
but that are good candidates for employee ownership;

* union contracts that include employees’ right of first
refusal for purchasing the business;

* industry and labor partnerships to implement a standard,
employer-based training curriculum that goes beyond
job skills to include participatory planning, workflow,
management, production and service standards, and peer
coaching; and

* academic partnerships to study and assess industries that
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may be particularly well suited to a partnership of employee-
ownership and workforce-development practitioners.

2) Place-based approaches that partner with educational insti-
tutions and policymakers to create a critical mass of high-
capacity employee-owners to effectively implement employee
ownership, such as:

+ state and local employee-ownership centers that play a key
role in educating workforces and connecting employee-
owned businesses to technical assistance providers,

» partnerships with local community colleges and other edu-
cational institutions to develop needed curricula, and

* a workforce development fund dedicated to employee
ownership conversions that can be bundled with the capital
financing for the sale of enterprises to employees.

Nearly all of these approaches both require and reinforce strong
relationships with employers and thus require a reconception of the
employment relationship. It is important to note that there is deep
experience in the employee ownership field to support this reconcep-
tion. Even in the absence of systemic workforce development sup-
ports, employee ownership practitioners have identified the training
needs of employee-owners and developed methods for meeting those
needs. The employee-ownership field has reinvented and reconceived
the traditional employment model since its inception and can lead the
way to creating a similar reconception in the workforce development
field. Doing so would bring a rapidly evolving workforce development
world into contact with proven models for increasing job quality and
employee engagement. It would also allow employee ownership practi-
tioners to focus their energies and resources specifically on low-income
workers, who are those most in need of employee ownership benefits.

Case Study

The employee ownership transition of A Yard and A Half Landscap-
ing illustrates both the potential of cooperative conversions and the need
for systematic supports for low-wage workers to assume ownership
responsibilities, as shown in the following example, which expands on
a case study from the report The Lending Opportunity of a Generation
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(Cooperative Fund of New England, Democracy at Work Institute, and
Project Equity 2016):

Eulalio is one of the founding worker-owners of A Yard and A Half
Landscaping Cooperative, where he has worked as Maintenance
Sales Manager since 2008. Like many of his co-workers, he came
to the Boston area from El Salvador in 1999 in the aftermath of
years of war. He lives in East Boston with his wife and son. As a
graduate of UMass Green School who is a Certified Master Gar-
dener and is NOFA-accredited in organic land care, Eulalio has a
relatively high level of skills and education compared to most of
his co-workers.

In any other landscaping company, Eulalio and his 20 co-workers,
most of whom are Salvadoran immigrants, would be out of a job
right now. In 2013, after 25 years in business, the sole proprietor/
owner of A Yard and A Half Landscaping was ready to retire. She
spent the previous ten years building a strong management team,
and she felt a responsibility to her workers, so she offered to sell
the business to her employees.

The employees were skilled landscapers and construction workers,
but they were not yet ready to own a business together. Employ-
ees were concerned that if they could not buy the business, the
owner would have to sell to an outside entity. They had witnessed
the sale of a close competitor’s business to a national company
and watched wages and culture suffer as jobs were lost. But as
a predominantly low- to moderate-income and Spanish-speaking
workforce, they lacked access to capital and culturally appropriate
technical assistance.

After much searching and anxiety, several employees with profes-
sional contacts engaged nonprofit business advisors and attorneys
specializing in cooperatives to lay out the transition process, help
access capital, and connect them to a growing community of peers
in converted businesses. Workers from A Yard and a Half relent-
lessly pursued training opportunities on their own, attending every
worker cooperative conference they could, viewing webinars, and
translating existing training materials into Spanish. They sought
and persuaded a lender to finance the transition. The lender was
initially hesitant about the deal, uncertain the workers and man-
agement had the skills and knowledge to run the business well.
They persuaded the lender in part on the strength of their own ini-
tiative in seeking supportive training.
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A Yard and a Half Cooperative was formed in 2013 to trans-
fer ownership to the workers, a nearly half-million-dollar deal
financed by a regional cooperative lender. All the employees, from
field workers to mechanics to office workers, not only kept their
jobs, they became the company’s owners, serving on the board,
making decisions about growth, and becoming more engaged
in the management of the business. Since then, the business has
thrived. As of 2016, it is 50 percent larger by revenue and work-
force, and individual wage growth for field staff has increased by
15 percent. The company has borrowed working capital for expan-
sion and accessed additional training where possible through grant
funding. Owners continue the long process of building the strong
organizational culture necessary for a growing employee-owned
business to thrive.

A Yard and a Half Cooperative recognizes the difficulty of not
just building business ownership skills and capacity in employ-
ees from marginalized communities with limited education, but
also of reorienting employees’ mindsets toward future planning
and deeper investment in work to foster the trust and alignment to
make decisions together. With the cooperative’s support for shar-
ing his knowledge and experience, and driven to make sure no
other immigrant-owned conversions have to struggle as they did,
Eulalio has joined a peer group of other immigrant worker-owners,
providing peer technical assistance to other cooperatives and con-
verting workplaces.

A Yard and a Half’s success story is inspiring but also frustrating.
Here we have a willing seller with deep commitment to an ownership
transition, a skilled workforce with deep commitment to the business,
and a healthy enterprise with strong growth potential. Yet it took two
years of research and patching together pro-bono and low-cost tech-
nical assistance to complete the transition. Workers are still accessing
training wherever they can and, more importantly, building the trust and
capacity that undergirds the strong organizational culture necessary for
shared ownership. With a slightly less committed owner or workforce,
or one operating under greater time pressure; the opportunity would
have been lost, and with it the jobs, culture, and business would have
been lost, too.

Conversely, had the owner and employees been able to access
workforce development training supports for their conversion, they



Converting Employees to Owners 125

could have sent a management team to a standardized training course
at the local community college to prepare them for the transition. Alter-
natively, they could have accessed workforce development funds as
part of their transition to design and implement an employee-owner
training program in Spanish. With a more robust partnership between
workforce development and employee ownership, workers could have
connected to a cooperative or employee-ownership peer network that
supports organizational development. The business conversion to coop-
erative ownership could have been made easier and quicker. With basic
technical assistance, the business may have been able to grow faster
and bring on even more worker-owners. To sustain long-term growth,
cooperatives need to invest in organizational development processes
that knit together a workforce into a shared ownership body and build a
worker-centered culture in a systematic way.

CONCLUSION

In order to scale the benefits realized at worker cooperatives like
A Yard and a Half Landscaping and CHCA, workforce development
must be part of the employee ownership picture. Workers, small busi-
nesses, and communities can all benefit from coordinated, system-
atized efforts to retain higher-quality, locally rooted jobs in multiple
bottom-line business entities. When local businesses keep their doors
open through conversion, they can do more than simply save jobs:
they can anchor business for worker and community benefit, and they
can address workplace inequality at its root—democratic ownership of
productive assets.
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