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Abstract

Purpose – This article provides an overview of the different measures promoting EFP schemes that are in
place across the EU-27 and the United Kingdom and classifies Member States according to a “success score”
given to each measure. “Success” is measured by the degree to which both soft and hard criteria have
contributed to promotion of EFP in different countries.
Design/methodology/approach –The article assesses the progress of EFP in EU 27 and the UK using three
indicators: (i) legal framework, (ii) fiscal incentives and (iii) political support and social dialogue to obtain an
overall score for each country both for ESO and PS. Countries are then grouped into clusters, showing that a
significant number of countries have made progress in the spread of both ESO and PS.
Findings – ESO is much less frequently used in Europe than e.g. in the US. If this still largely unexploited
potential is to be harnessed, further development of financial participation, ESO in particular, should be part of
an overall European strategy for stimulating sustainable and inclusive growth of the EU economy. A generally
favourable attitude in some countries has usually led to supportive legislation for EFP schemes, which, in turn,
have led to the spread of these schemes. Tax incentives are important tools for enhancing and broadening
financial participation. When properly designed, they promote the spread of EFP effectively.
Originality/value –Assessing the progress of EFP schemes in EU 27 and the UKusing the three indicators (i)
legal framework, (ii) fiscal incentives and (iii) political support and social dialogue,we obtain an overall score for
each country both for ESO and PS and compare it with those produced in 2014.We can show that in asmany as
twelve countries, i.e. 44% of MS, there was a positive change in their overall score between 2014 and 2024.
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Paper type Research paper

This article provides an overview of the different measures promoting employee financial
participation (EFP) schemes that are in place across the EU-27 and the UK and classifies
Member States (MS) on the basis of the “success” of these measures. This comparative
assessment builds on the respective chapters of the 2009 PEPPER IV Report (Lowitzsch et al.,
2009), the 2012 Study “Employee financial participation in companies’ proceeds” for the
European Parliament (Lowitzsch and Hashi, 2012), the analysis of the study “The Promotion of
Employee Ownership and Participation” in the context of the DG MARKT Pilot Project
(Lowitzsch and Hashi, 2014), and updated with the information contained in the 2024 PEPPER
V Report (Lowitzsch and Hashi, 2024). The notion of “success” is measured by scores given to
both soft and hard criteria; however, the three criteria chosen (legal framework, fiscal
incentives, social partners’ and governments’ attitudes) are only a selection of the different
factors that influence the offer by firms as well as the take-up by employees of EFP schemes.

Of the measures in place to promote EFP the legal framework—being a premise to the
implementation of schemes—is the most fundamental. The presence or absence of specific
regulations is directly related to conducive and non-conducive legal arrangements. Although in
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most Member States with widespread EFP schemes special laws dedicated to financial
participationwere adopted, the presence of a special law onEFP as such is not a prerequisite for
an effective regulation, i.e. regulations may be contained in different laws. Fiscal incentives, on
the other hand, embrace not just tax incentives but alsomeasures such as subsidies for training
or consulting on EFP, authorisation to use public unemployment benefits to set up a worker-
owned company or a reduction of costs for the transfer of (employee) shares. Finally, the social
partners’ and governments’ attitudes is a soft indicator impacting the general environment and
thus the development of EFP as it is a necessary condition for a conducive environment for
policymaking. The status of these three indicators as of 2024 are summarised in the first article
in this Special Issue (Lowitzsch and L€uke, 2024; and its Table 1).

1. Developing the indicators: regulatory density, taxation, incentives and policy
support
As corroborated bymore than 40 years of research and laid out in the econometric analysis of
the PEPPER V Report (Lowitzsch and Hashi, 2024), EFP contributes to the goals of the
Europe 2020 strategy by raising productivity, stimulating economic growth, and stabilising
employment and thus can help to expand the single market. But to achieve these goals, EFP
itself requires a singlemarket. As EU firms operate across national borders, so alsomust their
ESO schemes. Bottlenecks to cross-border application of EFP schemes and for transferability
of national schemes must be identified and eliminated. For example, whereas employees of
large multinational enterprises can at least partly benefit from transferable schemes,
employees of SMEs with operations in other EU Member States have, as a rule, no access to
such schemes because of the complexity and costs of transfer. In deciding to actively
encourage EFP throughout the European Union and to identify and investigate potential
obstacles to transnational EFP schemes, the European Commission has taken an important
step with the “Five-Point Plan to Promote Employee Participation” of 2015. This initiative
was then taken up in the 2018 Own-Initiative Report of the European Parliament on the “role
of Employee Financial Participation in creating jobs and reactivating the unemployed” (2018/
2053(INI)). However, as discussed in the first article of this special issue, serious challenges
remain.

The overview Table 1 of the status quo in the EU-27, the UK and the US in the first paper of
this Special Issue depicts very diverse scenarios throughout the European Union; while some
Member States have introduced legislation and tax incentives to promote the development of
EFP, this practice is much less popular in others. Research and feedback from practitioners show
that the costs, administrative burden and other complexities have also hampered the introduction
of financial participation schemes across the EU, particularly in small or medium sized
transnational enterprises (IAFP, 2010, p. 20). In 2003 the Commission set up a High-Level Expert
Group to deliver an in-depth analysis of obstacles to EFP for transnational companies. The
group’s report identifies differences between the legal and tax frameworks in different countries
as the major obstacles to cross-border EFP schemes (High-Level Expert Group, 2003). Research
undertaken over the last two decades confirms this analysis (see Lowitzsch and Hashi, 2014).

Difficulties may arise from: a) differences in application and regulatory density of national
legislative frameworks and their legislative requirements on the implementation of EFP
schemes, b) differences in the fiscal treatment of different schemes and c) differences in
political support for EFP and the attitudes of social partners towards EFP.

1.1 Differences between national legal frameworks on EFP
Considering regulatory density, we observe that some countries – among them France, the
United Kingdom, Ireland and Slovenia – provide detailed rules on and considerable support
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for EFP schemes, while a large number of Member States, including Greece, the Netherlands
and Poland, stipulate only a few rules for the implementation of EFP schemes. Some
countries, such as Bulgaria, Portugal and Cyprus, have been passive with no specific
regulations on EFP (for details see the overview Table 1 in the first paper of this Special
Issue). However, the overall trend is positive: In the past, the general attitude of governments
and social partners had shown a dearth of concrete policy measures supporting EFP
schemes, with limited interest on the part of trade unions and employers’ organisations in
about half of the countries. The last decade has seen a general, positive shift in attitude across
the EU, with the number of passive countries decreasing from half to less than a third of the
total. Important legislative improvements were introduced recently in Italy, Spain, and
Luxembourg but also in Germany and Austria where the latest round of reforms came into
force in January 2024.

It is important to stress that the update of the country data since the DGMARKT pilot
project 2014/15, which was undertaken in the 2024 PEPPER V Report (Lowitzsch and
Hashi, 2024), seems to indicate that the West-East divide with respect to share
ownership observed in the PEPPER IV Report is narrowing. Initial differences
(Lowitzsch, 2006) were probably due to the different genesis of EFP in the EU-15 and the
EU-12:

(1) In the EU-15, a generally favourable attitude in a country has usually led to some
supportive legislation for EFP schemes, which in turn has spread their practice. This
suggests a clear link between national attitudes, legislation, and diffusion. In general,
the development of EFP was a progressive evolution of pay system and work
organisation process.

(2) A quite different situation prevailed in the former socialist countries that joined the
EU after 2004. Few laws specifically address EFP, and these refer almost exclusively
to employee share ownership; legislation on profit sharing is rare. Although
employees were frequently offered privileged conditions for buying shares of their
employer firms, the purpose was not to motivate them to become more efficient and
productive. Occasionally the issue of social justice (workers had suffered under the
socialist regime and, therefore, should be compensated) was raised. But, overall, this
method was simply an expedient mechanism for privatising state-owned enterprises
for which there were no buyers at the time. It was essentially a decision made by
default.

Furthermore, in the former socialist countries, after the privatisation processes were
competed, ESO has been largely ignored and even viewed with suspicion by governments
and employers. In these countries, ideas such as “co-operatives” or “worker ownership”were
associated with the former regime (something that they were trying to move away from) and
there was – at least in the first two decades after the fall of the Berlin wall – no interest to
encourage such ideas. Even though in the course of the privatisation programmes in almost
all of these countries, employees acquired (or were given) significant shares of their
companies, employee ownership declined rapidly in the early years of transition with
employees selling their shares on the market (Uvali�c and Vaughan-Whitehead, 1997). It has
taken some twenty years for these countries to realise that genuine employee ownership can
be a feature of developed market economies and something that can contribute to the growth
of productivity and competitiveness.

In combination with differences in legislative requirements concerning EFP schemes, the
heterogeneity of national rules becomes an obstacle, especially to the implementation of cross
border plans. Examples of requirements which hinder cross-border plans are rules pertaining
to the involvement of employees in the introduction of such schemes, the coverage of EFP
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plans, the eligibility criteria, the retention period, or the rules on investment and
administration of funds. The legal framework – being a premise for the implementation of
such schemes – is the most fundamental of the measures in place to promote EFP. The
presence or absence of specific regulations is directly related to conducive and non-conducive
legal arrangements. Thus, establishing EFP schemes through legislation is of first
importance. Schemes approved through legislation give companies a distinct legal basis
and provide them with a clear framework for decisions and actions.

1.2 Issues related to taxation and social security contributions
Tax incentives are important tools for enhancing and broadening financial participation.
When properly designed, they effectively promote the spread of EFP [1] but they do not
appear to be a prerequisite to the development of financial participation. [2] Moreover, at the
national level, taxation can either inhibit or support the spread of EFP. At the EU level, cross-
border migration of employees partaking in financial participation plans, as well as the
transfer of such plans by companies to subsidiaries in different Member States, faces
problems created by conflicting tax regimes (see Lowitzsch and Hashi, 2014). [3] Generally,
attention is centred on tax incentives, which are often considered the State’s main instrument
for promoting EFP. But there are a number of problems in assessing the fiscal treatment of
EFP schemes, especially for employees. The first issue is a lack of comparability (Lowitzsch
et al., 2008, Annex II.C):

(1) Tax incentives are relative; they need to be analysed in the context of the general
taxation system in the given country.

(2) National tax systems are not easily comparable; it is even more difficult to compare
taxation laws governing national financial participation schemes.

(3) Moreover, compulsory social security contributions must be considered since they
add substantially to the overall burden of state levies, especially on labour.

(4) Also, in many countries, social security contributions influence the tax base of the
principal income taxes.

Differences in national taxation systems also affect the tax treatment of different EFP
schemes across the Member States. In turn, the diverse tax treatment of EFP across the EU is
another very important barrier to the implementation and spread of these schemes (High-
Level Expert Group, 2003). These differences are mainly linked to:

(1) The incidence and timing of taxation;

(2) The uncertainty and/or complexity of fiscal treatment;

(3) Differences in tax treatment and social security contributions for employers and/or
employees;

(4) Questions of double taxation or double exemption.

For employees who are not resident in the country in which they work (i.e. they live there less
than 183 days) or who change their tax residence, this leads to uncertainty and/or complexity
of fiscal treatment, possibly resulting in double taxation or double exemption.Within a single
company, resident and non-resident employees may be treated differently, which may lead to
discrimination. Despite their broad freedom to design their tax systems according to domestic
policy objectives, EU Member States are not allowed to discriminate on the basis of
nationality or to apply unjustified restrictions on the exercise of the fundamental EU Treaty
freedoms. [4] Furthermore, withholding tax on portfolio dividends is a potential problem for
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employees holding shares in companies located in another EUMember State. There is already
a practical difficulty in claiming entitlements to relief from foreign countries’ withholding
taxes. A further obstacle is the several layers of taxation being applied (company level,
withholding tax in the source country, and tax in the country of residence) for which no
double taxation relief may be available despite the existence of double taxation treaties
between Member States.

Although the scope of the above-mentioned different types of obstacles is diverse, the
actual effect on the spread of cross-border EFP schemes is the same; transnational companies
with subsidiaries in different Member States planning an EFP plan for the entire group, or
intending to extend their local plan across the EU, will need to collect a large amount of
information about the different national legal regulations on EFP, and about the differences
in national tax and social security systems. Such an undertaking will involve high costs and
considerable expert knowledge – two obstacles that many if not most firms, especially SMEs,
may not be able to overcome.

1.3 Political support for EFP and social partner’s attitudes
The views of governments, trade unions, and employer associations across the EU are very
diverse and the political support for various EFP schemes vary widely too. There are also
structural differences between new and old MS.

Traditionally, trade unions in severalWest European countries have been the strongest
critics of EFPwith their reasons varying with the national contexts (Uvali�c, in PEPPER IV,
2009). Some were strongly opposed to employee ownership itself, regarding radical
changes in the economic system as the only way to bring about amore equal distribution of
wealth, or as, e.g. in Germany because of the dual risk for workers – that they would lose
both their jobs and savings in the event of enterprise failure. In France and the UK, not only
trade unions but also parties on the left have strongly opposed EFP because conservative
governments in both countries promoted it. However, the rhetoric has undergone change
over the last 15 years withmany trade unions recognising that EFP can strengthen worker
motivation and improve intra-firm human relations. Employer’s associations have usually
supported voluntary EFP schemes (and opposed any binding arrangement) regarding
them as a means for a closer identification of employees with their firm and to increase
wage flexibility. In short, EFP schemes have become part of a new culture of industrial
relations based on innovative managerial strategies and more flexible remuneration
policies. There has been an unusual convergence from opposite ends of the political
spectrum. Both left- and right-wing political parties, including many trade unions
traditionally opposing it, have accepted minority employee ownership within
traditional firms.

In the MS of Central and Eastern Europe the initial attitudes towards EFP, i.e. general
indifference, were strongly influenced by the legacies inherited from the communist times
and the priorities imposed by the post-1989 transition tomulti-party democracy and amarket
economy. The word “participation” was frequently misinterpreted, and its promotion was
confused with the desire to re-introduce outdated concepts and practices, which these
countries had long abandoned. Consequently, only in a few countries of the region have trade
unions actually promoted employee ownership within the privatisation process. As for
employer’s associations, their position on EFP has been passive; in most countries, a clear
official viewpoint has not been developed. However, during the past years EFP in its various
forms - has been more frequently viewed as a complementary element to social and industrial
relations, particularly, but not exclusively, in the Baltic States. Another positive example is
Slovenia, where a consensus across social partners and political parties to support EFP has
triggered important government initiatives.
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2. Overall ranking of member states and classification in clusters
It is possible to develop an overall ranking of EFPmeasures in each country by adding up the
individual scores given to the degree of progress along each of the three indicators, i.e. (1)
legal framework, (2) fiscal incentives, and (3) political support and social dialogue. The results
are presented in Table 1 with an overview of the methodology presented in the textbox
following the table. The methodology was initially developed for the study “Employee
financial participation in companies’ proceeds”, commissioned by the European Parliament
(Lowitzsch and Hashi, 2012). [5]

The final score for each country, shown in the column “Overall Score”, is calculated by
adding up the scores for each of the three indicator columns, separately for PS and ESO.

EU Member States Legal        
framework

Fiscal             
incenƟves

Overall score

EFP schemes PS ESO PS ESO PS ESO PS ESO
Austria 0 2 1 (0) 3 2 2 3 (2) 7
Belgium 2 2 2 2 1 1 5 5
Bulgaria 0 0 0 1 0 1 0 2
CroaƟa 0 2 0 1 0 1 0 4
Czech Rep. 1 1 0 1 2 (0) 2 (0) 3 (1) 4 (2)
Cyprus 0 1 0 1 0 0 0 2
Denmark 0 2 (1) 0 2 (1) 0 1 (0) 0 5 (2)
Estonia 0 1 –1 1 (0) 0 0 –1 2 (1)
Finland 3 2 3 1 3 0 9 3
France 3 2 4 3 3 3 (2) 10 8 (7)
Germany 0 3 (2) 0 2 (1) 0 3 (2) 0 8 (5)
Greece 1 1 0 1 2 2 3 4
Hungary 0 2 0 1 0 1 0 4
Ireland 2 2 3 3 3 3 8 8
Italy 1 3 (2) 1 2 2 2 4 7 (6)
Latvia 0 2 0 2 1 1 1 5
Lithuania 0 2 1 (0) 2 0 1 1 (0) 5
Luxembourg 1 (0) 1 1 (0) 1 2 (0) 1 4 (0) 3
Malta 0 1 0 1 0 1 0 3
Netherlands 1 2 0 1 2 2 3 5
Poland 1 2 0 2 0 0 1 4
Portugal 1 1 1 1 0 0 2 2
Romania 0 2 0 1 0 0 0 3
Slovakia 0 1 0 1 0 1 (0) 0 3 (2)
Slovenia 3 3 3 3 3 3 9 9
Spain 1 2 0 3 0 3 (1) 1 8 (6)
Sweden 2 1 1 1 0 1 3 3
UK 0 3 0 4 1 (0) 3 1 (0) 10

PoliƟcal support,
social dialogue

Source(s): Own research based on the PEPPER V Country Profiles. For countries where
there was a change in the ranking since the 2014 Pilot Project, we show the 2014 values
in parenthesis

(continued )

Table 1.
Ranking of EUmember
states based on scores
for regulatory density,
fiscal incentives and
political support for

EFP in 2024
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The analysis in Table 1 is based on objective and—at least generally—measurable criteria appli-
cable to all EU Member States. The three indicators are: (i) legal framework, (ii) fiscal and 
other incentives, and (iii) political acceptance and social dialogue. However, this task is 
complex as most potential values of the indicators are not quantitative. 

The legal framework  

The legal framework as an indicator is not easily quantifiable, but the presence or absence of 
regulations can be used as a basis for distinguishing conducive and non-conducive legal arrange-
ments. Regulations may be contained in different laws, but it is deemed effective, if it is system-
atic, i.e., the provisions of different laws are co-ordinated. The scores given here range from -1 
to +3 as follows: 

–1 The Member State has no systematic regulation for EFP and its general legal regulations 
inhibit the development of EFP. 

 0 The Member State has no systematic regulation for EFP and its general legal regulations 
neither promote nor inhibit the development of EFP 

+1 The Member State has an isolated regulation for one aspect of EFP (usually company law). 

+2 The Member State has a systematic regulation for more than one aspects of EFP. 

+3 The Member State has a systematic regulation for more than one aspect of EFP (usually tax 
and company law) and one or more additional aspects (connection to securities law, labour 
law, social legislation, etc.). 

Fiscal incentives  

This indicator, which is generally quantitative, shows the success of fiscal incentives. Usually, 
the term “fiscal incentives” refers to not just tax incentives but also measures such as subsidies 
for training or consulting on EFP, authorisation to use public unemployment benefits to set up a 
worker-owned company (and thus become a shareholder) or reduction of registration fees for 
setting up a company. The scores given to this area range from -1 to +4 as follows: 

–1 The Member State has no special tax incentives on EFP and its general system of taxation 
inhibits the development of EFP. 

 0 The Member State has no special tax incentives on EFP and its general system of taxation 
neither promotes nor inhibits the development of EFP 

+1 The Member State has (some) tax incentives on EFP, but their impact is not clear. This 
indicator alone might seem inadequate for ranking since tax incentives could be ineffective 
and, therefore, have no impact on the practical implementation of EFP schemes. However, 
it does show the interest of the lawmaker in the issue and their willingness to adopt amend-
ments, which could increase the effectiveness of tax incentives. 

+2 The Member State has some tax incentives on EFP and the difference between the effective 
tax rate on a salary increase and that on an increase in income of the same value accruing 
through financial participation (e.g., employee shares or profit sharing) is significant due 
to these specific tax incentives (in some cases the advantage would accrue only if trans-
ferred shares are held by the employee for a period of time). The effective tax rates are 
calculated for all Member States in a separate table. A difference of over five per cent shall 
be deemed as substantial. 

+3 The Member State has tax incentives on EFP applicable to most enterprises and the criteria 
for these tax incentives are clearly defined and not restrictive. 

+4  The Member State has effective tax incentives (as under +2 and +3) and, additionally, other 
instruments of fiscal support for EFP schemes. 

Political acceptance and social dialogue 

The attitude of social partners, political parties and governments is a classic soft indicator. To 
identify success in this criteria, negative, neutral and positive attitudes were considered. Scores 
given for this criteria range from -1 to +3 as follows? 

–1 The government and/or social partners are opposed to EFP in the Member State. 

  0 Neither government nor social partners are interested in EFP in the Member State. +1
 Only one social partner supports EFP in the Member State.  

+2 Social partners support EFP, thus is a part of social dialogue in the Member State.  

+3  EFP is a part of social dialogue and is substantially supported by the government.

Table 1.
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The overall score varies from zero to ten, indicating the ranking of countries. For profit
sharing, France, with a score of 10, is the highest ranking country, followed by Finland and
Slovenia in the second place with a score of 9, and so on. For share ownership, UK, with a
score of 10, is the highest ranking country, followed by Slovenia in the second place with a
score of 9. The colours in indicator columns correspond to the level of support (red-passive,
blue-low, green-high). The findings summarised here built on those of the 2012 EP study and
the 2014/15 DGMARKT Pilot Project and were updated in 2024. In twelve countries, i.e. 44%
of MS there has been a positive change in the overall score since 2014 (we show the old 2014
values in parenthesis). The ranking is supported and updated by national survey data (see the
individual Country Profiles in Part 2 of the PEPPER V Report). Companies asked to identify
the greatest obstacles to the implementation of EFP schemes other than opposition by
existing shareholders mentioned both a difficult legal framework and complex accounting
regulations. Although companies of varying size noted these issues, they appeared to bemost
onerous for SMEs.

Differentiation between the level of support for ESO and PS is important, because the level
of support for different forms of EFP differs inmostMember States and, as it can be expected,
the incidence of PS or ESO will also differ correspondingly. According to the total score of
Member States, four clusters of countries may be identified. Clusters 1 and 2 comprise of the
most successful EUMember States, whereas Clusters 3 and 4 comprise of the least successful
Member States.

Cluster 1. (overall PS or ESO score over 7): UK, France, Slovenia, Finland, Ireland and
since the 2024 update also Germany and Spain.

The Member States belonging to Cluster 1 have all introduced extensive support measures a
relatively long time ago. National statistics and the data presented in Chapter III of the
PEPPER V Report (Hashani et al., 2024) show that the measures have led to a relatively high
level of offer especially with regards to those schemeswhich enjoyed specific support. A good
example is employee ownership in the UK or profit sharing in Finland. In France, the level of
offer is high both in profit sharing and employee ownership, although, strictly speaking, only
profit sharing is linked to generous tax incentives, but profit sharing is share-based in
most cases.

Cluster 2. (overall PS or ESO score 5–7): Lithuania, Netherlands, Austria, Latvia, Italy,
Belgium and since the 2023 update again Denmark.

The Member States in Cluster 2 are prominent in the different cross-country data sources or,
at least, in the middle field of the benchmarking in Chapter III of the PEPPER V Report
(Hashani et al., 2024), with the exception of Italy. It can be explained by the fact that Italy –
unlike, e.g. the Netherlands – has introduced the supportive measures quite recently, the
acceptance among social partners is slowly growing with discussions at national level being
recent, and the absolute numbers are still relatively low, although the increase is quite high.
Interestingly, Denmark, after abolishing EFP incentives in the aftermath of the financial
crises, reintroduced them.

Cluster 3. (overall PS or ESO score 3–4): Romania, Poland, Hungary, Sweden, Greece,
Malta, Croatia; since the 2023 update Luxembourg, Czech Republic, Slovakia.

It is remarkable that the Czech and Slovak Republics made significant progress in policy
support, an indication that EFP is changing its role in Central Eastern Europe.

Cluster 4. (overall PS or ESO score 2 or less): Portugal, Bulgaria, Cyprus and Estonia.

Among countries from Clusters 4 generally ranking low on the benchmarking there has been
no improvement, and they can be considered as passive.
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3. Comparison of country clusters with the ECS 2009 cross-country data on the
offer of EFP schemes
Based on above classification of the Member States indicating the degree to which they
facilitate or promote EFP, it is possible to identify the high ranking countries and define best
practice principles and obstacles to the development of EFP, and formulate policy
recommendations for further promotion at the EU level. It should be stressed, however, that
the notion of “success”measured with the three criteria reflects only a selection of factors that
influence the incidence of these schemes. To illustrate this effect, the relationship between the
overall score for individual countries and the offer of EFP according to the ECS 2013 (for ESO)
and the ECS 2019 (for PS) dataset is looked upon using scatter diagrams.

3.1 Limiting factors
Before discussing the relationship between the ranking and the ECS offer, a number of
limitations to the observations should be noted. In particular, the dynamics of the changes in
legislation on EFP over time should be taken into account, i.e.:

(1) Whether measures have been enacted recently or a relatively long time ago.

The introduction of supportive measures usually lead to the spread of EFP plans only after a
certain period of time, which is needed for spreading information on EFP and supportive
measures and the gradual acceptance of EFP by the owners and managers of enterprises.
This period of time can be reduced by an information campaign, including sharing of best
practice, also from other EU Member States. Once the measures are widely known and
accepted, EFP develops its own dynamics and grows steadily over time as the examples of
countries from Cluster 1 illustrate (for details see Hashani et al. (2024), Chapter III, Figure 2
and 6 of the PEPPER V Report).

(2) Whether the offer of EFP in Central and Eastern European countries has its roots in
previous developments, e.g. privatisation.

In all Central and Eastern European countries, mass privatisation, together with supportive
measures for employees, took place during the early transition period, which resulted in some
degree of employee ownership. [6] After this period, employee share ownership has not been
supported inmost of these countries.Thus, the level ofESOdoesnot necessarily reflect the current
level of support but may be a remnant of the previous privatisation process. As far as dynamics
are concerned [7], it should be noted that without additional supportive measures the level of the
remaining ESO has decreased and is still declining. On the other hand, supportive measures after
privatisation, as in Slovenia, led to a relatively high level of employee share ownership.

(3) Whether the population of enterprises is characterised by a dominance of small firms.

Different measures may have significantly different incentive effect on firms of different size.
The specific situation of EFP in SMEs is different from that in larger firms, in particular with
regard to ESO whose incidence is strongly size-related (as discussed in Hashani et al., 2024,
Chapter III of the PEPPER V Report). Therefore, the ECS database is chosen for the
comparison of ranking and incidence as it covers firms with more than ten employees, with
about half of the firms in the sample being small with less than 50 employees. [8] Where
appropriate we also refer to the CRANET Survey [9], which captures the offer in firms with
more than 200 employees to emphasize the relevance of firm size.

3.2 Relation between countries’ classification and the offer of EFP
The results are presented in the form of separate scatter diagrams for ESO and PS in
Figures 1 and 2. The units of measure for ESO and PS are the percentage of companies
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offering such schemes to their employees (the incidence of EFP) in each country. Generally,
countries with a long tradition of promoting EFP, such as the UK, France, Ireland, and
Slovenia, have a high level of offer of approved schemes. The vertical axis in both diagrams
shows the overall scores of countries in the three measures discussed earlier and shown in
Table 1.

3.2.1 Employee share ownership. Figure 1 shows that in countries and clusters with better
overall environment, i.e. higher overall scores, firms are generallymore active in offering EFP
schemes to employees.

In particular, Cluster 1 (with the exception of Spain and Germany) and Cluster 2 (with the
exception of Latvia and Italy) have the highest incidence of ESO in 2013. France is prominent
in ESO and PS, given that profit sharing is generally share-based and – at the same time – the
incentive system promotes both types of schemes. Spain is a good example for the size-
relatedness of ESO: Although belonging to Cluster 2 ESO relatively low in the ECS sample
with half of the companies being small but higher in CRANET. The low incidence despite a
high level of support, can be explained as themicro-enterprises (Sociedades Laborales having
an average size of 4.5 employees), which are mainly addressed by the supportive measures,
are largely excluded from the data on offer of EFP. The same applies to Italy, however, for a
different reason. Here, the promotion of ESO was introduced with a vivid public discussion
only in 2009 and faces regulatory volatility which is detrimental to acceptance in SMEs; at the
same time large companies have increased the deployment of ESO (see PEPPER V Report,
country profile Italy).
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The incidence of ESO is higher than expected in Sweden and Luxemburg. The UK does
not have the highest level of offer in employee share ownership, although it has the highest
overall score based on support measures. This is perhaps because not all types of
approved employee share ownership plans (probably only the Share Incentive Plans—
SIP) were included in the ECS survey. The share ownership plan EMI, with the highest
growth rate in the UK, has been developed especially for small (start-up) enterprises with
few employees and is not properly reflected. In Finland, the funds accumulated on
individual employee’s accounts of personnel funds are considered as profit-sharing
schemes, although they can be also used for buying shares. Sweden has few supportive
measures, but a long tradition of EFP since 1962. The legislation on Profit-Sharing
Foundations, though dating from 1967, is still in force and employee shares can still be
acquired through Profit-Sharing Foundations. Bulgaria seems to have a residual employee
share ownership from the privatisation process, as Bulgarian companies today offer only
few share ownership plans.

3.2.2 Profit sharing. The corresponding figure for profit sharing, Figure 2, shows the
proportion of firms in each country offering profit-sharing schemes in relation to the overall
scores of the supportive measure for different clusters.

In the profit-sharing diagram, only to a limited extent, Cluster 1 –with the exception of the UK
and Ireland supporting only share ownership or share-based plans – and partly Cluster 2
(with the exception of Italy and Belgium) correspond to the overall scores of different
countries. (The high incidence in the Czech Republic and Bulgaria are difficult to explain and
may be due to a small country sample.) In this case, a general explication for the missing
correlation has to be considered. Profit sharing is less costly to implement and – among others
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for this very reason – less size-related than employee share ownership; the incidence of PS in
the ECS and the CRANET datasets are much more similar than that of ESO despite the
different firms size the two surveys capture. Consequently, aswe see from the classification of
countries in Table 1, profit-sharing schemes enjoy fewer support measures across the EU
than share ownership schemes.

Of course, there are also individual reasons. The UK – although prominent in share
ownership – has a low level of offer in profit sharing, since HRM approved schemes in the
UK are share ownership plans. In the Netherlands, the low incidence on the basis of ECS
data is probably due to a plan definition problem, since the incidence of profit sharing in the
Netherlands according to ECS is much higher than according to national statistics (42% vs.
7%). The Dutch plans are savings plans, which can apparently be interpreted as either
share ownership or profit sharing. Hungarian authorities and research institutions collect
detailed and differentiated statistics [10] on the issue, which deliver an explanation for the
relatively high level of profit sharing in Hungary in the ECS data. The reason is the
unlimited definition of profit sharing used in the ECS research. According to the ECS data,
32% of Hungarian firms have profit-sharing plans, but national statistics show that only
7% of these plans are pre-defined and linked to enterprise profit, thus are genuine profit-
sharing plans.

3.2.3 Interpretation of the results.As one can see, the two scatter diagrams (Figures 1 and
2) convey different messages. The diagram on ESO displays some degree of correlation,
showing that countries with high value of one variable mostly have high value of the other
variable, indicating that countries with high offer do have high scores too. The diagram on
PS, on the other hand, does not show any correlation, meaning that countries with high
offer do not necessarily have high scores too (many of them have low scores on the
composite index). This is consistent with the experience in many MS, showing that PS is
less dependent on supportive measures than ESO, and is often introduced without them.
For ESO – especially in smaller companies, as the incidence is strongly size-related (see
Hashani et al. (2024), Chapter III of the PEPPERV Report) – the opposite is true: Only when
supportive measures are in place for a long period of time without substantial changes, the
ESO is likely to be sustainable.

More generally speaking, this message seems to have been acknowledged by policy
makers as more and more countries have adopted support measures over the last decade
and in particular for ESO schemes. Of the 12 countries that have improved their support
for EFP over the last decade (see Table 1 capturing the difference between 2014 and 2023)
as many as eight introduced measures to support ESO while only five did so in regard to
PS. Interestingly, in none of the countries under observation did the conditions worsen
which is in line with the general positive dynamic of EFP over the last decade. This
development corroborates the results of the empirical analysis of the PEPPER V report
(Lowitzsch and Hashi, 2024) showing a generally positive trend over the past 20 years
across the Member States. While, of course, it is not possible to trace individual
developments in the countries of observation, it is remarkable to see that no country ranks
worse over time and that in as many as twelve countries, i.e. 44% of MS a positive change
in the ranking during the last decade.

Notes

1. Countries with a long tradition of tax incentives for EFP (e.g. UK and France) confirm this point, but
so do countries where tax incentives are relatively recent, e.g. Austria. In France, legislation on
voluntary EFP without tax incentives of 1959 and even legislation on compulsory EFP without tax
incentives of 1967 did not lead to a significant number of plans in operation. Only in 1986 when the
first tax incentives were introduced did the number of plans increase rapidly; this upward tendency
has been supported by the introduction of new tax incentives (see PEPPER V Report, country
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profile France). In the UK, although profit sharing has existed since the 19th century and share
ownership since the early 1950s, the number of plans remained small until the first tax incentives
were introduced in 1978. Since then, the system of tax incentives and economic efficiency of
incentives and plans are regularly reviewed by the government, and the number of plans has been
steadily increasing (see PEPPER V Report, country profile UK and the 2012 Nuttall Report); the
same is true for the US, where the continuous spread of ESOPs only started after being regulated in
ERISA in 1974 and the subsequent introduction of tax incentives (see PEPPER V Report, country
profile US).

2. EFP schemes without tax incentives (e.g. profit-sharing plans in Austria and Germany) sometimes
have a higher incidence than those with tax incentives (e.g. share ownership plans in Austria and
Germany). In Austria, only 8% of enterprises and 6% of the workforce participated in employee
share ownership plans in 2005, tax incentives for which were introduced in 2001, whereas 25% of
enterprises operated profit-sharing plans without tax incentives (see Kronberger et al., 2007 pp. 11,
17, 162). In Germany, 2.4% of enterprises had employee share plans in 2001, supported by
(marginal) tax incentives, whereas at the same time 8.7% of enterprises operated profit-sharing
plans without tax incentives (see W€urz, 2003 p. 59). Both countries recently introduced generous
incentives for ESO.

3. See also the Report of the High-Level Group of Independent Experts on cross-border obstacles to
financial participation of employees for companies having a transnational dimension, December
2003, p. 43 et seq. on obstacles to exportation.

4. While the European Court of Justice has ruled that double taxation due to the parallel exercise of
taxing rights by MS is not per se contrary to EU law, the EC considers it an obstacle to the Single
Market.

5. For details see p. 56, 57 and Annex 3, p. 106 ff. The underlying information summarised in
the overview table in the first article in this Special Issue is based on individual Country
Profiles of each Member State as presented in Part 2 of the PEPPER V Report (Lowitzsch and
Hashi, 2024).

6. In some countries, ESO was exceptionally high in the first stage of privatisation, as in Lithuania
where employees owned the majority of shares in 92% of firms in 1994/95 (see PEPPER V Report,
country profile Lithuania).

7. Referring again to the example of Lithuania, the number of firms with ESO plans shrank to 4% by
2007. Whereas in the first phase of transition, capital constraint for restructuring and the low level
of wages usually inhibited the development of EFP. Later, the lack of institutional and legal support
led to a steep decline (Mygind, 2012, pp. 1614). However, as the Country Profile shows, attitudes
seem to have changed.

8. In the 2009 ECS data, for PS, the number of observations is 18,777, of which 10,475 are small-size
companies, 5,274 are medium-size companies and 3,028 are large-size companies. For ESO, the
number of observations is 17,869 (as Portugal was excluded here), of which 9,954 are small-size
companies, 5,003 are medium-size companies and 2,912 are large-size companies.

9. This is a large-scale survey of the human resource practices of around 10,000 companies in Europe
and other countries undertaken by a network of universities initially founded and coordinated by
the Cranfield School of Management (Cranfield University, U.K.) and since 2021 based at Penn State
University, U.S.A.) approximately every four or five years since 1992. In each of four survey rounds,
different subsets of EU Member States participated: In 2005, 5,057 firms from 19 MS; in 2010, 3,419
firms from 17 MS; in 2015, 3,457 firms from 19 MS; and finally, in 2021, 3,446 firms from 19 MS and
the UK.

10. Only in few MS, special statistics on different forms of EFP are collected by state authorities.
Usually, only statistics on the volume of tax incentives are collected by finance ministries or other
tax authorities. Even if national statistics are available, they are often not comparable with the
international survey data, as different criteria are used. However, some national statistics can help
explain the unusual ECS data.
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