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The Nature of Employee Stock Ownership Plans and China’ s Practice
HUANG Su-jian, YU Jing
(Institute of Industrial Economics, CASS, Beijing, 100836, China)

Abstract: This paper discusses the two kinds of institutional attributes of employee stock ownership plans
(ESOP) and the various forms of their institutional practice in different countries. Based on the case study of sever-
al enterprises in Ningbo, this paper outlines the characteristics of Chinese ESOP practice, and also analyses the de-
velopment prospect of ESOP in China.

Theoretically speaking, ESOP shows the dual attributes of both as part of economic incentives system and as
part of social governance system. As a kind of economic incentive system arrangement, ESOP is a part of profit sha-
ring system. As a kind of social governance system for the promotion and the improvement of democratic manage-
ment in enterprises, ESOP is a systematically institutional arrangement of employees participating in corporate gov-
ernance. In practice, ESOP has various forms. The implementation of ESOP does not necessarily mean that em-
ployees can certainly share the surplus of the enterprise profit or to be able to play active role in corporate govern-
ance system. Only with the fair and reasonable design of the ESOP, can the employee really play a much more pos-
itive role in the corporate governance system and truly benefit from the increase of corporate profits.

As to the characteristics of Chinese ESOP practice, the authors point out: First, in China, ESOP is more re-
garded as a part of economic incentive system, rather than be manifested as a part of the employee welfare system
prevalent in the Anglo American countries. Secondly, in China, ESOP is more regarded as a part of economic in-
centive system, rather than a part of the social governance system for enterprise democratic management. That
means, the ESOP’ s effect of promoting employee participation in corporate governance and democratic management
is not so obvious.

The paper gives several suggestions for policy makers: First, the government policy should not give too many
restrictions and fetters, lest cause market distortions, and the actual needs of the development of enterprise itself
should be considered by the policy makers. Secondly, the government policy should give incentives to various forms
of the ESOP. There’s no standard way for ESOP in practice, any effective form of ESOP should be tightly com-
bined with the dynamic needs of enterprises and the main players participated in ESOP reform. Thirdly, Chinese
ESOP practice should adhere to the following guidelines, such as, “broad participation”, “focusing on the core
personnel” and “balancing the differentials between different groups of employee”. In addition, the paper also em-
phasizes, ESOP still has its limited applicability, those enterprises that are not qualified for the reform, should not
be urged to take a risk. For example, those State-owned enterprises in monopoly industries are not available for the
ESOP reform; also, if it” s too hard to discern or determine the exact contribution of employee to the enterprise,
then, ESOP may be not a good choice for such an enterprise. If the enterprise is facing a highly competed and ma-
ture market, and the human capital is essential to the success of the enterprise, then, it may be worthwhile opting
for ESOP.

At the policy level, the authors indicate that a key question is that; Should policy-makers in China learn from
some countries in Europe and America, to provide tax incentives and financial support for the various forms of
ESOP? As to this key question, the paper gives some policy proposals: First, if a long-term welfare system is not
established at first, then, it is not suitable to give any additional incentive to those people who’ re already willing to
participate in the reform of ESOP. Secondly, the practice of ESOP should comply with laws and regulations, the
disclosure of company inner information should be strengthened, and the participation of employee in the democratic
management of the enterprise should be promoted. Thirdly, Chinese SOEs in the competitive field are recommended
to implement the mixed ownership reform before their ESOP practice.

Key Words: employee stock ownership; profit sharing; industrial democracy
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