Employee Ownership—
A Necessary Addition to the
Coronavirus Economic Response
We are in the midst of a pandemic that will define a generation, and on
the precipice of an unparalleled economic crisis. Our response must be
informed by the lessons from past economic shocks and be rooted in the
principles of solidarity, racial equality, and cooperation. For meaningful
and swift action to save jobs and main street businesses, employee
ownership must be a central part of the economic response. Employee
ownership addresses the challenges that distressed older business owners
face and it preserves critical middle skill jobs. And employee ownership can
strengthen and stabilize our communities—ensuring resilience during
future economic challenges.

Injecting Economic Democracy into the Economy
While the $350 billion support package for small businesses provides significant forgivable
debt and is a lifeline to many, the main street business landscape will be radically altered. This
aid package will not be enough for small businesses, and it is likely that future aid will be based
on debt with less favorable terms. For the thousands of business owners staring down the
face of retirement, it is a daunting task to take on more debt to save their firms. Many will cut
their losses and shut down.
These closures will devastate communities and eliminate countless jobs. It will also exacerbate
the racial wealth gap. Due in part to the concentration of home foreclosures in minority
neighborhoods, the survival rate of black-owned firms was substantially lower during the
Great Recession than comparable white-owned firms.i Without an adequate response, we will
see a disproportionate number of black- and minority-owned businesses shut down.
But there is another option – employee ownership. Employee ownership serves as a foundation
for businesses throughout the world, in almost every industry, and is a meaningful way for
workers to own and control their workplace. This response can interrupt the vicious cycle of
wealth concentration and jobless recoveries following economic downturns. While taking on
new debt to keep a business afloat may be too much for an owner planning to retire soon,
broad-based employee ownership creates a new generation of owners who are ready to make
this kind of investment. Transitioning owners can position their workers to not only save their
own jobs, but to begin to grow their wealth in the years to come.
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The Business Succession Crisis
Most small businesses are owned by baby boomers—the first of whom will start turning 75
years old at a clip of 10,000 per day beginning in January 2021. Across the country, 50% of
businesses are owned by people aged 55 years or older.ii However, an analysis of census data
by the ICA Group demonstrates that among closely held businesses with more than 15
employees—businesses that are critical to community health, 77% of businesses are owned by
people 55 or older.iii
In ICA’s experience, most business owners only begin to seriously consider retirement as they
near age 70—which means that almost half of boomer business owners were actively
considering retirement as this crisis began to unfold. Only 17% have a written exit plan.iv For
those with meaningful retirement savings, their stock portfolio just took a life-altering drop.
For many small business owners, however, their business is their retirement plan. According to
research by the SBA, only 54% of business owners had an IRA or a 401(k) plan, and of those
with an IRA, only one third contributed to their plan.v In communities of color, the situation is
even more dire. In 94% of majority black communities, more than half of small businesses have
less than 14 days cash available to cover operations.vi
We know, based on data from the Great Recession, that businesses are going to close. In
major metropolitan areas, the pain of these closures will fall disproportionately on low-income
workers of color, and when these closures occur in rural communities, the recovery may never
come.
As the chart below demonstrates, a huge spike occurred in the number of businesses that
closed in 2008 and 2009 during the Great Recession.vii With this latest crisis, however, the age
demographics and the sheer scale of the problem make it even more likely that a record
number of businesses will close.
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The Approach
Employee ownership is good for workers, businesses, and our communities. During economic
downturns, employee-owned firms are more likely to stay operational and less likely to lay off
staff. Employee-owners have 2.5 times greater retirement savings, are paid 5% to 12% higher
wages, and firms with an Employee Stock Ownership Plan see a 4% to 5% increase in
productivity in the year the ESOP is adopted.viii Employee ownership isn’t a panacea for every
company in distress—but given the sheer number of firms that must now choose whether to
close down or take on more debt, the time for policy action and expanded direct support to
preserve these companies is now.
Education and Technical Assistance: The Main Street Employee Ownership Act should be
funded. This funding will connect business owners to professionals with the specialized skills to
help owners consider their options, including broad-based employee ownership. New
partnerships will need to be built to leverage existing networks and expertise and to reach
business owners quickly.
On the ground, ICA and other entities focused on employee ownership are positioned to work
in coordination with Small Business Development Centers (SBDCs) to conduct outreach
efforts and guide businesses through the process. A large community of practice focused on
employee ownership already works with firms on succession planning and legacy business
preservation to save jobs and support communities. These groups are poised to adapt and
accelerate these processes to meet the emerging need.
Employee Ownership Loan Products: We must ensure broad public financial relief packages are
inclusive of the needs of employee-owned companies. Specific loan products incentivizing
employee ownership, such as relaxing personal guarantees requirements for employee-owned
firms, or loan forgiveness for firms that sell to their employees, is a necessary and critical policy
response. While these policies would support businesses that foster community wealth
building, this focus will also alert business owners in crisis that transitioning their companies is
an option. Employee ownership, especially for smaller businesses, is not well known and is
wildly misunderstood. Given the impact it can have on stemming the tide of business closures,
it is critical that employee ownership become part of our financial response.
Expand the Capital Base for Community development Financial Institutions (CDFIs): Quick
engagement with businesses is paramount. And a significant infusion of capital to finance
transitions to employee ownership will be critical. The Treasury should quickly expand the
capital base of CDFIs, especially for those that already specialize in employee ownership or
provide technical assistance to small businesses.
Launch the Employee Ownership Bank: For years, ideas around an employee ownership bank or
loan guarantee program have emerged as a way to scale up employee ownership. The time to
enact this legislation is now. The employee ownership bank would provide $500 million in
funding to provide low interest loans to employees to purchase their company. Other
innovations such as the Employee Equity Loan Programix would provide loan guarantees and a
secondary market for these loans.
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Middle Skill Jobs: Coronavirus and the Hourglass Economy
Some of the first victims of the economic crisis are the workers in restaurants, retail
establishments, and other service sectors with large numbers of low paid workers. As
shockwaves ripple through the economy, history shows that the next wave will likely be
businesses that employ a significant number of middle skill workers. Lower skill jobs are likely
to come back after a recession. But middle skill jobs are often lost forever.
While low wage occupations made up 21% of the jobs lost during the Great Recession, they
made up 58% of the jobs created during the recovery. In contrast, middle skill jobs made up
60% of the losses, yet only 22% of the new jobs. Over the long term, this has created a huge
shift. In 1980 middle skill occupations made up over 68% of the jobs in the U.S. but had
dropped to 58%.x by 2010. Since the mid-1980s, 88% of middle skill job loss occurred within 12
months of the start of a recession.
Middle skill jobs offer a key opportunity for economic advancement, especially for immigrants,
African Americans, and other workers who historically faced barriers to employment and
financial asset accumulation. These jobs offer above average wages, are more likely to provide
benefits, and yet require no advanced degree. When the small specialty service provider,
machine shop, or food manufacturer closes, the jobs of sales managers, administrative
assistants, and technicians are gone forever. During the recovery, the new jobs that take their
places are retail clerks or gig workers. The economy becomes more precarious, and critical
pathways to the middle class and opportunities to close the racial wealth gap are eliminated.
While some middle skill job loss is inevitable, many businesses can sustain themselves and
maintain these jobs so long as there are people willing to keep the business operating. This is
where employee ownership offers up a major opportunity. Small specialty manufacturers,
print shops, and distributors of specialty products are rarely acquisition targets of larger
operators. It is for exactly these reasons that owners of these businesses are more likely to
decide to close up shop when faced with the prospect of taking on more debt or trying to eke
out whatever retirement is possible.
An employee buyout, however, ensures that the business stays open—but only if the business
owner is aware of this option. These businesses provide a major impact on the local
community, providing decent jobs and staving off urban gentrification or deterioration in rural
communities. It is essential that actions are taken to identify these businesses and ensure that
owners understand their options.

What We Can Do
ICA has already engaged this exact approach in Massachusetts and New York City, and we
have worked with firms across the country since 1977. We have helped owners with their
succession planning, developed innovative solutions to financing, supported the transfer and
growth of employee-owned firms, and provided vital technical assistance and training for
owners and workers. In addition to direct assistance to businesses, we also serve as a thought
partner, strategic consultant, and service provider to business networks, government, and
community-based organizations. If you own or know of a business that is weighing the option
to close because of this latest economic crisis, reach out to the ICA Group—we can help.
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