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EMPLOYEE PERCEPTIONS OF SHARE OWNERSHIP SCHEMES: AN EMPIRICAL
STUDY :

BY
NOXOLO ELLEN MAZIBUKO

Philosophiae Doctor Commerci

Department of Business Management

ABSTRACT
All South Africans need to share a common vision. Constructing ‘a common vision is not
an easy task but is certainly worth the try. One aspect could be to pefsuade people to take
risks by encouraging them not to be frightened off by threats of disastrous consequences.
The first priority and most critical part of the vision is to draw all SoutH Africans together.
The second aspect of the vision is to attempt to negotiate the futEJre with all participants,
especially in the upliftment of the country’s economy. The word ‘alf should be seen as
important and should be stressed because there are genuine playérs from all spheres who
should be given the opportunity of sitting together and discussing issues of concern, with
'particular reference to the business environment of the country. Eccnomic variables,

socio- economic and political issues relevant to the business environment of the country



are discussed in this study. This study concentrates on the important issues of employee
participation because employees are the basic féuridation of any business: Employees in
the workplace have the same basic aim as that of consumers-in the market-place. Inother
words, emplayees and consumers want the maximum amount of output for their input. For
employees, this usually means more say in management decisions, a greater stake in the
success of the company, more attention to their ideas, and higher income. A company can
be truly participative only when all stakeholders are actively involved in creating the vision,
interdependencies and systems of the company and when their day-to-day actions are
appropriately participative. Participative behaviour extends- beyond the company's
boundaries. The truly participative company involves customers, suppliers and union
representatives as well as employees, managers and functional staff members.

Since members of al! these groups help to create the quality of the company’s products and
services and of the business relationships uniting them, participation must extend to all
these groups. Additionally, participation praises.and values the capacity of people by way
of encouraging financial participation and by respecting employees.‘ Participation values

the capacity of people to grow, to contribute meaningfully to performance.

When pebple come together in an economic organisation or a workplace, an effort must
be made to ensure that the company is productive, that it adds value and that people work

together toward a common purpose.

One of the ways of contributing meaningfully in an organisation apd adding value can be
the involvement of employees in decision-making processes and financial participation.
Profit-sharing and Employee Share Ownership Schemes (ESst) have ‘been fairly
common‘financial participation practices in many countries. For the purpose of this study,
the activities of ESOPs as employee participétion option was inv.estigated since it forms

part of the management approach called "participative management".

it is believed that ESOPs will contribute to a society based on democracy, equality and

respect for the person. Also, employee ownership will make employees more committed
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to their jobs, companies and work performance and will also increase labour management
co-operation. Furthermore, allowing full partisipation in decision-making increases

employee awareness of the prospects and problems facing the company.

Companies with ESOPs generally report increased employee motivation, productivity and
retention. However, implementing an ESOP in. isolation will have little bearing on
employees. To be an effective motivational tool, an ESOP must be combined with cther
factors, particularly an employee-participation programme which affords employees greater
decision-making responsibilities in their jobs. An ESOP \.Ni” only be successful if a
company does a good job of informing it's employees about the programme. Lastly, the
- successful implementation of employee ownership reduces confrontation and industrial

disputes.

The aim of this study was to investigate some of the problems associated with the
introduction and successful ménagement of ESOPs. Furthermore, an ESOP considers
possible alternatives whi¢h will address the needs of both part'ies (employees and
management) with regard to the implementation of ESOPs. A further aim was to
investigate how perceptions of ESOPs can be influenced and managed through managerial
antecedents such as trust, empowerment, communication and organisational commitment.
Ownership is not a simple concept. Various definitions have been suggested. Some ofthe
confusion stems from the fact that many authors have failed to distinguish between the
following criteria: the role shares play; the method of share purchase or acquisition; the
manner of shareholding; the provision of the sale or transfer of shares; the-extension of the
employee ownership; the share concentration; the role of oufside investors and the
principles of control. Some organisational researchers, having locked at variations in
employee-ownership systems, observed that ownershi'p systems employ different degrees
of employee ownership and employee control. Some are built around employee ownership,
some emphasise employee control and others emphasise both ownership and control
dimensions. Because the term ESOP cannot be precisely defined and may be understood

in different ways by different practitioners, it was decided in this study to define an ESOP
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as a company arrangement in which employees hold rights to company equity, information
and influence. In other words, shares are made available to all employees who wish to
participate and the company helps them to buy the shares. This scheme can have unique

features based on an individual company’s needs.

The employee share ownership scheme (ESOP) concept was developed in the 1950s by
Louis Kelso a San Francisco lawyer and investment banker, who argued that the capitalist
system would be stronger if all employees, not just a few shareholders, could share in
ownership of capital producing assets. He believed that the. best way to accomplish this
goal was to create a corporate mechanism, turning workers into owners. Kelso tried, over
a number of years, to convince companies to use this plan by suggesting that productivity

would improve and that they could achieve tax breaks.
The ESOP scene is no longer new to South Africa. A small number of companies have
introduced ESOPs in South Africa. There is & lot of publicity surrounding the idea of

ESOPs and around each new issue of shares to employees.

The empirical findings revealed that perceptions of ESOPs can be enhanced by improving

" trust between employees and management. Reliable management positively influences

the employee percéptions of ESOPs. Employees appreciate and E)eiieve in the union that
responds to their demands and shares information that is of importance to the members
withregard to ESOvP matters. This leads to positive perceptions of ESOPs. [t is concluded
that providing adequate training and empowering employees with more responsibility in
their working environment positively influences employee perceptions of ESOPs. This
leads to stronger organisational commitment which, as shown ﬁy a lot of studies, has

beneficial outcomes for business firms, including enhanced profitability.

This study revealed that trustworthy management positively influences employee
perceptions of ESOPs. Trust in management can be enhanced by sharing useful
information with employees, by understanding each other's needs and by dedicating time

for employees and resources to serve each other better. Trust must however be earned
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through a partnership built on & relationship wheré Mahagement demoristrates a sincere

attempt at caring for employees in their place of employment, thereby providing security.

This study revealed that employees ‘have confidence in reliable management.
Management can maintain this by improving communication between employees and
themselves. For example, management must communicate the financial benefits of the

ESOP to the employees ai the time of it's establishment, with periodic updates as required.

The responsiveness of unions facilitates a positive relationship between employees and
an ESOP once the employees believe in and are confident that the union representing
them is willing to act in its members best interests. Although the study reveals that the lack
of information by unions with regard to the benefits and financial position of ESOPs has no
sigr;ificant direct influence on employee perceptions of ESOPs, this does not strain the
relationship between unions and their members. This means that if employees believe that
the union represeniing them al‘ways passes on and shares ESOP information that might
be useful with them, employees will perceive the ideas of managément with regard to

ESOP matters as genuine.

The results of this study also indicate that unions may willingly allow their members to
participate in ESOP matters once they have overcome their doub:ts about the reality and
existence of ESOPs. 't must be taken into consideration that when employees believe the
reality and existence of ESOPs, this goes beyond the possession of a share in the equity
of a company. Management must be deeply committed to the,;concept of employee
ownership and this can only be possible if an employee-ownership systemis implemented.
Based on the results qf this study, it is believed that employees feel more capable to
meaningfully contribute to the well-being of the company when they are adequately
equipped with the required and necessary skills to solve their daily problems and have a
positive view of ESOPs. These companies should refiect that ongoing education and
training in socio-political issues, business awareness (inciuding company financial and

performance reports) and people management (leadership skills} are the major success
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factors in a company. Those processes are fundamental in exposing those who lack

understanding and knowledge of the meaning of ESOPs and how ESOPs operate.

Based onthe results of this study, if can be concluded that overall employee empowerment
promotes a situation in which employee involvement initiatives with regard to ESOP
matters obtain the full support and encouragement of management. Once employees feel
empowered, are held responsible for initiating tasks and contributing to the company's

performance, they perceive ESOPs positively. -

Empowering employees can speed up decision-making processes and reaction times. The
creativity and innovative capacities of employees can be released through empowering
employees by affording them more responsibilities. Based on this premise, employees can
gair; a greater sense of achievement in terms of being a share owner (owning a part of the
company) and being able to carry out more responsibilities with minimum supervision from
management. Man_agers can.empower employees not by giving up control, but by
changing the way control is exercised. Although they have to‘le‘-arn to trust their
subordinates, delegate more authority.and allow individuals and teams more scope to plan,
act and monitor their own performance, managers still retain responsibility to provide
guidance and support to their staff as required. ‘

The finding that share ownership does influence organisational commitment is based on
other aspects as well, meaning that organisational commitment can be further enhanced
by employee trust in management with regard to ESOP matters,- This study has also
revealed that unreliable management of ESOPs can lead to a lack of organisational
commitment. To enhance organisational commitment, unions:,. have to be quick in
responding to members' demands with regard to information sharing about ESOP matters.
In other words, both management and employees must pressﬁurise unions to share

information regarding ESOP matters. Working environment aspects such as, on-the-job

“training and empowerment based on responsibility, create a favourable environment for

organisational commitment to take place.
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However, ESOPs can only find acceptance among employees if they are accompanied by
certain elements which enlightefl employees as to the actual meaning ¢f and reasons for‘
their implementation. Companies wishing to implement ESOPs, and those who have
already done so, must therefore, practice enlightened tabour policies and explain the actual
contents of ESOPs. Before an ESOP is introduced, employees neéd to be familiarised with
the reasons for their involvement because they are often left ou? of certain aspects relating

to share ownership schemes.

To summarise: Employee share ownership schemes or plans can only yield the positive
outcomes summarised in this study if employees have a positive attitude towards ESOP’s,
No study has ever been done to assess which variables influence employee attitudes
towards ESOPs. Given South Africa’s unique historical background this study makes
valuable contribution in identifying the managerial and work environment variables that
managers who want to enhance the effectiveness of ESOPs should concentrate their

efforts on.
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CHAPTER 1
THE SCOPE AND THE METHODS OF THE STUDY

1.1 INTRODUCTION

When a successful company is growing rapidly to keep pace with the demand for its
products or services, its taxable profits inevitably lag behind its current rate of profitability,
because many of the costs of making a company grow are preparatory costs. A greater
part of preparatory costs are immediate costs which can be deducted from the overall
revenue, thereby reducing the taxable profits in the current year. This applies to longer-
term costs such as research, design and development, as well as to marketing costs such
as ddvertising. Additionally, if money is borrowed to pay some of these costs, the interest
is deductable from revenue before arriving at taxable profits. If the business is not starting
a new branch or researching, designing and developing a new product, the taxable profits
would be higher. A company which is continually growing over several years is theréfore
paying lower taxes than its current level of profitability would justify if it were not growing.
The revenue authorities do not object to this, because more tax revenue is gained when
the company has grown bigger (Copeman 1991:2).

When a company is growing rapidly, its taxable profits may temporarily.fall in relation to the
increasing amourit of business it is managing. Grdwrth increases the opportunities for
capital building to the benefit of shareholders, without their having to make decisions on
saving. The successful business does the saving on behalf of sha;rehold_ers, largely in a
tax-deferred form. Many contemporary companies want their employees to share in this
gain. The motivational advantage for the company in enabling em;:oloyees to share in this
internal growth of capital arises from the fact th'at there are two kinds of reward to be
derived from successful business enterprise. One is cash and the other is growth in the

value of the share capital.



Many employees in business firms are managers, supervisors and skilled staff who
contribute to the decisions made and therefore fulfil part of the entrepreneurial role, albeit
a small part. ltis not surprising to find that many employees expect to be able to share in
the sdccess of the business. This is seen as an incentive reward for successful work, that
is, success being measured in profitable business. It is a natural development of the

market economy and benefits all concerned.

It would be natural to think it possible to pay employees a cash bonus that would make up
for the fact that they did not have the same opportunities to build capital as business
owners. Another option is to consider an employee share ownership plan to provide an
opportunity for employees to participate and share in the capital value of the business.
Additionally, employee-owned companies seem to do considerably better in sales growth,
operation profit margin, return on equity and book value per-share growtl'{ than non-

employee-owned companies (Wagner and Rossen 1985).

Many South African employees have recently been offered shares in the companies for
which they work. Inthese companies employees are given the opportunities to shares and
earn dividends if the company performs well. Management hopes that if employees own
shares they will work more productively to improve the position of the company on the
stock exchange, thereby enhancing their own earnings from @he sKares (Maller 1987:54).

The validity of this contention is the focus of this study.

1.2 EMPLOYEE SHARE OWNERSHIP SCHEMES (ESCPs) IN THE SOUTH
1
AFRICAN BUSINESS ENVIRONMENT -

1.2.1 ESOPs and taxation

South Africa is relatively new to the Employee Share Ownership Scheme (ESOP) scene.
The questions must be asked, why are the employers suddenly interested in ESOPs and

why are so many new schemes being introduced? The basic reason is that management



is searching for ways to make employees more productive. South Africa's economy is
characterised by stagnation and low productivity. This means that the country's levels of

output, employment and until recently, investment, are increasing at a decreasing rate.

There is either no or little growth in the economy which can mean a fall in a company's
profit level. Companies use many ways to boost profits. Two ways of bbosting profit is to
put pressure on employees to be more productive and to cut the costs of production. This
has often taken the form of cutting the wage bill by retrenching employees. Secondly,
companies ¢an continue to make profit by investing their money on the stock exchange.
This kind of investment does not build new factories and generate more employment

oppartunities, but simply makes more money for the investors (Maller 1987:54).

Against this background, Copeman (1991) cites the calculations of the impact of ESOP's
in Britain which shows that, when companies make more than five percent real return on
capital, employees are better off having shares than cash. Additionally, if the firm tries to
compensate cash for the shares employees could have had, within the recommended
Investment Committee guideline limits (in Britain), the amount of cash required could be
so great as to destroy the company's ability to grow. Another question is whether ESOP's
are successful. One of the ways that companies use to increase the productivity of their
employees is to give them shares in a company. Unfortunately, not all companies in South
Africa have chosen to follow this path. Many smaller firms do not have enough available
capital to enable them to give shares to employees. Many employers do not believe in
motivating workers by rewarding them for their efforts in this way, and many employers
have used other methods, like incentive bonus schemes to try to ‘accomplish the same
goal.

K

1.2.2 ESOPs and the law

- Unfortunately, South African tax laws do not encourage the formation of ESOPs. Few
employees can afford to buy shares out of their own resources. Loans are heavily taxed

and this may jeopardise the success of these schemes. Additionally, hostility to
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p'articipating in the workings of capitalism s evident, particularly amongst black employees.
There is a widespread perception that most blacks have never reaped the fruits of
capitalism and are unlikely to do so in the future. The Commercial Catering and Allied
workers Union of South Africa (CCAWUSA), for example, maintains that no meaningful

economic change is possible without the complete overthrow of capitalism.

On the other hand, employers are asking themselves if share ownership is not a too
sophisticated concept to enjoy popular appeal amongst black employees (King 1988:35).
It is argued that ESOP’s are simply a patronising way of expressing doubt that black’
employees will accept share ownership in the companies in which they work when they
already cannot cope with worthless wages and rising expenses, not because they are

sceptical that these benefits will rise (Maller 1987:54).

According to some researchers, individual employees may certainly gain from owning
shares and may feel a greater sense of identificat'ion with the company. It is clear,
however, that an individual shareholder's (empl.oyee) participation in the decisions of a
company is not extended in a meaningful way. Individual employees own a small portion
of the total shares of a company and, as minority shareholders, cannot exert more
influence over the board of directors than ordinary employees. If employees owned shares
collectively (in the form of a trust)', they may then have greater influfance over a company’s
decisions. This is the same principle upon which trade unions are built. That is, an
individual employee with a grievance will not normally be able to redress that grievance,
but with organised power of the trade union behind him, he stands .? far greater chance of

improving his situation (Maller 1987:58-59). . -

In South Africa, ESOPs are therefore regarded by some as partiCl..Jllar]y inappropriate in a
context where most black employees do not earn a living wage and would be better off
earning higher wages than gaining shares in a company. Some employees view ESOP
shares as an attempt to co-opt them economically into management's concern with
profitability, as well as the long-term survival of capitaiism. Also, the collective trust fund

approach has been rejected by some employees because it does not entail an immediate
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and direct benefit to them. It appears therefore, as if it is the belief of many employees that
management only supplies shares to meet the company's financial needs, suggesting afair

amount of scepticism and even distrust.

There is furthermore some empirical evidence which supports the view that certain types
ofcompanies are more likely to engage in schemes which offer tax concessions. The basic
finding of the analyses is that approved financial participation exerts a favourable influence

on the demand for employee share ownership.

Inmany instances, trade unions have tried to force management to listen to their views and

. demands. This process of collective bargaining has enabled employees to question an

increasing number of management decisions. Some argue that it is against this
background that employers are trying to introduce share ownership schemes designed to
replace the collective solidarity and enthusiasm introduced by militant trade unions with the
individualism promoted by employers. Employees are therefore under the impression that
the ultimate objective of giving or selling sharés to employees is to undermine union
organisations and to place employees in the uncomfortable position of negotiating wages

and working conditions both as employees and as owners of shares.

Apart from the threat to profitability posed by escalating strike'actioﬁ, the growing rejection
of capitalism by some employees poses a long term threat to free enterprise. According
to Matika (1988), SAMCOR employees once had a strike against share ownership.
Furthermore, the head of the Johannesburg Stock Exchange once argued that ESOP's
should be used to popularise the free enterprise system (Matika 1958:34)._ It appears that
many employees are uncertain of the actual meaning or honest dbjective of ESOP's. In
addition, epen forums are not held on a regular basis, giving employee-shareholders the
opportunity to learn first hand from the directors about the current trading position and

future developments and to ask any questions fhey wish.

On the other hand, when employees obtain feedback from the trade unions there seems

to be some difficulty in understanding the language of management. In addition, the
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individual employee is often not in a position to obtain first-hand information directly from

management. In summarising, this study attempts to investigate the following problems

associated with ESOPs:

1.2.3

The apparent mistrust of management and trade unions who fail to provide full

details when reporting back to employees.

The apparent lack of communication between employees/ ESOP members and
management. On the other hand, unions appear to block management and

outsiders' attempts to communicate directly with the workforce about ESOPs.

The apparent inadequate freedom of choice regarding the election of trust
representatives which originates from the limitations imposed by management in

allowing participation in decision-making.
Employees believe that ESOP's are used as an excuse to improve/increase
productivity and financial performance of a company at the expense of

employees.

The advaritages and disadvantages of ESOPs

According to Long (1978), there are advantages and disadvantages associated with

ESOPs. The research findings on disadvantages reveal howeyer, that these can be
divided into: . -

Disadvantages for employees: some employees felt that more work is expected
from employees who are members of ESOPs, while other employees felt that they
cannot engage in industrial action if they have money invested in the business.
It is furthermore unlikely that a company will include non-shareholders in the

board to speak up for the rest of the non-shareholders.



Disadvantages for managers: employees who may overrate their importance
because they are shareholders. It may be difficult for managers to view
employees as workers rather than share owners. Due to employee concern for
the success of the company, managers will need to work harder and perform
better. Finally, employee share ownership will encourage too much participaiion
by employees in the decision-making process which may result in the loss of
managerial authority. It may furthermore result in protracted decision-making

brocedures which may lead to a "paralysis” situation.

. Disadvantages of ESOP companies: are few except for the most frequently
cited disadvantage, namely that financial assistance from a parent company is no
longer available immediately after management have introduced ESOPs and this
comes into being only if the company belongs to a corporate institution. Lastly,
a future problem (not a disadvantage) would be the establishment and

coordination of future mechanisms to obtain employee input.

To summarise: The introduction of ESOPs is based on the belief that employee owned
companies will be more profitable and productive than companies with conventional
ownership, all things being equal. ESOPs will contribute to a society based on democracy-,
equality and respect for the person. Employee ownership will r;1ake employees more
committed to their jobs, companies and work performance and will also increase labour
management co-operation. Furthermore, allowing full participation in decision-making
increases employee awareness of the prospects and problems facing the company. Lastly,
the successfulimplementation of employee ownership reduces confrontation and industrial
disputes. ;

.

1.3 OBJECTIVES

This study investigates some of the problems associated with the introduction and

successful management of ESOPs. It furthermore considers passible aiternatives which



will address the needs of both parties (employees and management) with regard to the

implementation of ESOPs. Afurther objective is to investigate how perceptions of ESOPs

can be influenced and managed through managerial antecedents such as trust,

participation in decision-making, communication and motivation.

1.4

HYPOTHESES

In order to address the stated objectives, the following hypotheses were formulated:

UNIONS

o

H2

H3

Employees' perceived lack.of trust towards unions, negatively influences

employee perceptions of ESOPs.

The higher the perceived communication frequency petween unions and

emplofxees, the more positive employee perceptions of ESOPs,

Perceived lack of consideration on the part of unions towards members with

regard to management of ESOPs negatively "influences employee

-

perceptions of ESOPs.

MANAGEMENT

H4

HG

.
Employees' perceived lack of trust towards management negatively

influences empioyee perceptions of ESOPs.

The higher the perceived communication frequency between management

and employees, the more positive employee perceptions of ESOPs.

Perceived lack of consideration on the part of management towards

employees, with regard to the management of ESOPs, negatively influences
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employee perceptions of ESOPs.

ESOPs

H?

HB

HQ

H10

H12

Perceived lack of sincerity on the part of management towards employees,
with regard to the management of ESOPs, negatively influences employee

perceptions of ESOPs.

Participation in the decision-making process allowed by management, with
regard to the management of ESOPs, positively influences employee

perceptions of ESOPs.

Participation in the decision-making process by unions with regard to the
management of ESOPs, positively influences employee perceptions of
ESOPs. '

Insufficient information-gharing on the part of management, with regard to the
management of ESOPs, negatively influences employee perceptions of
ESOPs.

Insufficient information sharing on the part of the union, with regard to the
management of ESOPs, negatively influences employee 'perceptions of
ESOPs. .

The higher the believability of the existence of ESQ_Ps, the more positive
employee perceptions of ESOPs.

WORKING ENVIRONMENT

H13

Insufficient on-the-job training, with regard to employees, negatively

_influences employee perceptions of ESOPs.

9



H™ The higher the perceived empowerment to initidt= tesks and contribute to
organisational performance, the more positive empicyee perceptions of
ESOPs.

. OUTCOMES

H'® Employee perceptions of ESOPs exert a pesiive influence on job

involvement.

H'® Employee perceptions of ESOPs exert a positive infiuence on employee

motivation.

H'7 Employee perceptions of ESOPs exert a-positive iFiuence cn organisational

commitment.

The modelled relationships are depicted in Figure 1.1
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.. FIGURE 1.1

THE MODELLED RELATIONSHIPS AMONG VARIABLES MEASURING
INFLUENCES AND OUTCOMES OF ESOPs AS PERCEIVED BY .
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15  RESEARCH METHODOLOGY

151 The sample

The universe of the study is defined as full-time employees of two large South African
companies (one wholesale and one retail) which have an existing share ownership
scheme. In other words, a combination of convenience and random sampling was used.
Two companies were chosen on a convenience basis. A random sample of 2 600
employees was drawn from two companies’ empioyee records. A questionnaire with three
covering letters (from management, labour union and researcher) and a reply-paid

envelope were mailed to each respondent.

Prion: to the mailing of the questionnaire a pilot study was conducted. The main aim was
to identify any possible mistakes and to gather any relevant comments or suggestions. Ten
copies of the questionnaire was were firstly given to the head office of company A in the
Port Elizabeth-Uitenhage area to distribute ten copies to each human resource manager
of the six branches. Employees of those branches were in various divisions and on various

management levels and were given an opportunity to complete the questicnnaire in order

" toidentify any problem areas and to offer suggestions. Ten copies were given to company

B for distribution anﬁongst head office staff in the Johannesburg-GaGteng region. The pilot
study identified the problems of employees who were working as casuals in company A for
more than two yeérs. Clarification was provided with regard to these employees as they
were not regarded as full-time employees and also did not qualify fo‘r the employee share
ownership scheme. The survey in company B did not reveal any problems.

One thousand seven hundred (1 700) questionnaites were mailed to company A and nine
hundred (900) to company B. The number of questionnaires to be posted was stratified
by the size of each of these two companies. Both companies were reminded telephonically
and the researcher had to visit various branches of each company to motivate respondents
to complete the questionnaires. In total five hundred and eighty six (586) usable

questionnaires were returned which indicated a 23% response rate.
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1.5.2  The measuring instruments

various statistical tests, including Cronbach'’s alpha tests and exploratory factor analysis
were used to evaluate the validity and r.eliability of the measuring instruments used to
measure the variables included inthis stLjdy. The SAS, BMDP4M and RAMONA computer
programmés were used to analyse the data. Lastly, a Structural Equation Modeling
analysis was used to evaluate the relationships between the set of. variables in the
empirical model of the hypothesised employees’ perceptiohs. The computer programme
RAMONA (Browne and Mels 1990) was used to test the proposed .influence of the

employees’ perception of ESOP's.

1.6 DEMARCATION OF THE STUDY

The study is divide‘d into eight chapters. The outline of the chapters is as follows:
CHAPTER 1: THE SCOPE AND METHODS OF THE STUDY.

Chapter 1 describes the scope of the study. Three aspects of ESOPs in the South African
business environment are discussed, namely, impact of taxation on ESOPs and the effect
of law with regard to the formation of ESOPs as well as the advantages and disadvantages
of ESOPs. This chapter focuses onthe objectives pursued, the hypotheses addressed, the
methodology used and the demarcation of the study.
.
CHAPTER 2: THE SOUTH AFRICAN BUSINESS ENVIRONMENT:
CONTEMPORARY ISSUES ‘

In Chapter 2, a brief overview of the South African economy (1993-1996) is provided under
the two sub-headings, namely, South Africa’s comparative advantages and the
performance of the South Aftican economy. South Africa's economic prospects in 2000 are
discussed based on the views of the executives of the top industrial companies. The role

of the Reconstruction and Development Programme (RDP) in SA is discussed with specific
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aference to the role of the RDP with regard to employees.

The need for employee and management to participate in business environment is
discussed extensively. The role of labour unions in SA is briefly outlined. Lastly, a brief
overview of the South African economy in 1999 is provided based on the background to
the South African economy, growth constraints, growth drivers, risk factors, growth

indicators and growth forecasts.

=5 I
e
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CHAPTER 3: THE NATURE OF EMPLOYEE PARTICiPATION

Chapter 3 narrates the shift towards participation and how participation differs from
authoritarianism. The benefits of employee participation (such as, participation in the
~ deci-sion-making process, wealth created, and legal ownership) and the leveis of
participation as well as the types of participation are addressed in this chapter. A summary

of problems experienced in the process of participation is provided.

CHAPTER 4: EMPLOYEE SHARE OWNERSHIP SCHEMES AS AN EMPLOYEE
PARTICIPATION OPTION

A literary overview of the nature of employee share ownership schemes is discussed

extensively in Chapter 4. The operational issues and the steps in setting up ESOPs, as

well as the types of employee share holding schemes, are reviewed. The benefits of

ESOPs are briefly explained. This chapter also focusses on the rple of ESOPs in South

Africa. -

CHAPTER &: THE IMPLEMENTATION OF EMPLOYEE SHARE OWNERSHIP
SCHEMES: A PRACTICAL AND THEORETICAL PERSPECTIVE

" The nature of ESOPs in South Africa and the practical considerations in company schemes
are main issues of discussion in this chapter. A literary overview on ESOPs in other

countries forms part of this chapter.
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CHAPTERE: AMODEL OF EMPLOYEE PERCEPTIONS OF EMPLOYEE SHARE
OWNERSHIP

The modelled influences of employee share ownership schemes perceptions are discussed
in this chapter. Chapter 6 focuses on the role of l[abour unions, management, individual

characteristics and the benefits of share ownership schemes.
CHAPTER 7: RESEARCH METHODOLOGY OF THE STUDY

This chapter describes the research design and methodology. It reviews the sample and
the statistical techniques and various measuring instruments used in this study to
empirically evaluate the theoretical model and analyse data. collected from the

questionnaires.

CHAPTER 8: AN EMPIRICAL EVALUATION OF EMPLOYEE PERCEPTIONS OF
EMPLOYEE SHARE OWNERSHIP SCHEMES

This chapter reports the results of the reliability and the validity assessments of the
measuring instruments. It reports the results of the empirical evaluation of the perceptions
of employees towards the unibn and management with regara to employee share
ownership scheme, work environment and the outcomes of employee share ownership

schemes.

CHAPTER 9: MANAGERIAL IMPLICATIONS AND RECOMI:/IENDATIONS

'a‘
The empirical results are summarised and concludjng remarks are provided in this chapter.
The research findings of other relevant studies are compared with the empirical resuits.
The limitations of the study are discussed and recommendations are made for future

research.

15



CHAPTER 2

=

THE SOUTH AFRICAN BUSINESS ENVIRONMENT: CONTEMPORARY ISSUES

- 21 INTRODUCTION

in a market-based economy, business firms are an important element of the economic
system. The decisions made, along with those of consumers and governments, determine
to é large extent how the economy operates and performs, aﬁd furthermore, influences the
pattern of production and consumption over time. [n turn, the aggregate effects of the
decisions of all three groups create the macro-economic envircnment in which businesses
operate. This environment will have an important influence on a company's operations in

the market-place Lucas (1992) . -

There is no mystery as to what factors are conducive to long-term economic growth in
South Africa. These include factors responsible fiscal (for examp[é public money, taxes,
debts), monetary and exchange rate policies, the attraction of internationally competitive
industries well educated, well trained and well managed employees and political stability
which is conducive to business confidence. The process of creating a ‘new’ South Africa
givesrise to a new business environment. Corporate manageme;'lt finds itself in the midst
of social, economic and political change and is called upoﬁ to deal with all the threats and
opportunities related to these changes.
.

The impact of globalization and the resultant increase in international competition is
however, the most important challenge. Free trade will limit and,eventua!ly eliminate the
extent td which the South African government can protect inefficient firms from international
competition. Trade barriers such as tariffs, import duties and quotas will no longer be
instruments that free trade agreement signat;)ries (such as GATT and Southern Africa
Development Community) can utilise. The question is rather how should South Africa cope

with increasing globalization and free trade? The results of international competitive



studies clearly show that one of South Africa’s weaknesses in. terms of global

competitiveness is its poor labour relations, poor work ethic and inappropriate labour

legislation.

The basic premise of this study is that a participative management approach is one way
of overcoming this weakness resulting in the enhancement of South Africa’s global
competitive position. Employee Share Ownership schemes (ESOPs) in particular could be
a means of allowing employees to share in the benefits of improved productivity and
company performance. In this way, the onslaught of interﬁational competitors can be

overcome.

2.2 A BRIEF OVERVIEW OF INTERNATIONAL BUSINESS

In reality international business has taken place internationally for a long time although it
may seem to be a recent deve[opment There is evidence of extenswe trade between
nations as early as 3000 B.C. despite of all trading problems exper[enced since then
(Punnett and Ricks, 1997:20). For instance, the Egyptians, Greeks and Phoenicians
traded with foreigners and encountered many of the same obstacles encountered by
present-day businesses such as different [anguages, cuitures, customs, expectations and

transportation.

According to Punnett and Ricks (1997), the international expansion of commerce and
business developed when products available in one area were desired in other areas
where they were not available and when people in one location had particular skills that
were valued in other areas. [nternational business therefore con"tinues for many of the
same reasons that it began thousands of years-ago and has almost always been well

known and well received.

Despite all the problems encountered through the international expansion of commerce,

there has been an encouraging growth in the formation of international companies in the
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second half of the 20™ century.
221  The historical growth of international trade

There are quite a number of life-cycle stages that international business had to go through

F’f during its gradual development (Punnett and Ricks 1997: 23-25):
-
.  The first distinguishable era is the Commercial Era. It began with the age of the

great explorers, which followed Columbus voyage to the New World (1500-1850).
During this era, International trade involved individual entrepreneurs seeking
personal fortunes in distant lands. This era was further characterised by a close
‘ relationship between the entrepreneurs and European monarchs who were
interested in direct participation in profit sharing after recogniziné the profit
potential of overseas ventures. These relationships resuited in the formation of
the great chartered companies of the time such as the Dutch East India Company,

which was granted exclusive trading rights in certain areas.’

. The Explorative Era is characteriséd by the creation of industrial empires based
on industrial products rather than attractive goods (1850-1814). During this era,
“businesses sought secure and cheap sources of raw; material in overseas
investments because the industrial revolution had changed the nature of the
European enterprise. These changes led to many companies gaining large-scale
investments in various different countries. The increasing‘number of Europeans
participating in foreign ventures, as well as the importance of these investments
to the home economies, encouraged home governments’fo become involved in
colonial rule. These colonies therefore became more dependent on foreign
investment and foreign rule, both industrially and politically. On the other hand,
Europeaninvestors found that local employees were not always equipped with the
required skills. It was therefore, necessary for them to provide their own

management, skilled employees and technicians, as a result of which the
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colonies' dependency on foreign influence was further increased. Westemn
influences on host-country politics, economics and culture is evident during this

era.

The Concessionary Era is characterised by increased ;:ommitment by Western
enterprises to their host countries (1914-1945). In certain instances, the
companies became all powerful, resulting in major concessions being granted to
them by the host countries. The early oil concessions in the Middle East, and
United Fruit's agreements in Central America, are"typicai examples of such
concessions.  All services that governments could not provide were happily
accepted from foreigners. These services included housing, health and sanitation
services, financial services, education, distribution offood and other goods. Over
time however, a sense of nationalism and local economic development took take
place. The new sense of national identity, combined with improved economic
conditions, .eventually Iéd to the end of the Concessionary Era. Furthermore,
during the great depression of the 1930s many companies re'p!aced high-priced,
home-country national employees with trained local employees and cut back on

the services previously provided by the companies in the host countries.

The National Era is characterised by increased hostility Wéstern enterprises and
aggression toward foreigners’ interference in local affairs '(1945—1970). These
countries often sought to exert their freedom by imposing restrictions on foreign
enterprises. As a result of many changes occurring throughout the world in the
political arena, and because many of the newly independent countries were not
well equipped to effectively run their internal affairs, the nétional era was one of
in'stability. The objective was to discoutage international business. It was a
period of major global expansion for businesses during which multinational
companies were established. Businesses therefore sought both markets and
productive inputs around the world, and the idea of global rationalization became

popular for the first time. In other words, companies could produce different
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components of an item in different parts of the world to achieve efficiency and cost
effectiveness.  Furthermore, World War |l encouraged the development of
worldwide communication and transportation systems, as well as the development
of new technologies which all contributed to the ability of businesses to take a

global view of operations.

Developments in international business during the 1970s had its own problems. This
situation, combined with increased host-government hostility toward foreign investment,
led to a period of United States divestment irrthe early 1970s. This hostility was aimed at
United States companies probably because, despite their success, they had often been
culturally insensitive to their hosts with regard to their business practices. In other words,
United States companies believed that their business practises were always superior.
Moréover, United States companies adopted a more ‘careful’ approach to foreign
operations (than they had previously done) which .could easily be interpreted as an

‘unreasonable’ approach by couhterparts inforeign countries (Punnett and Ricks, 1997:25).

During the early 1970s, Japanese companies became increasingly aggressive and
successful in their internationalization and in selling their products in foreign markets. The
United States also experienced increased investment by other foreigners in mid-1970s
through 1980s. According to Pﬁnnett and Ricks (1997), a diffeFent shift in ownership
occurred during the 1980s, which made identification and comparison of directions of
investment more difficult as many companies were becoming truly global ihrough shares
sold in share markets around the world. ;

222 The impact of globalization :a'

Globalization is an umbrella term which refers to an accelerating rate and/or a high level
of economic interaction between people of different countries, leading to a qualitative shift
in the relationship between nation-states and national economies (Baker, Epstein and

Pollin 1999:2). In other words, globalization is the extent of economic interaction between
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people in-different countries which is growing, at an ever-accelerating rate, with regard to
trade, foreign exchange transactions, foreign investment and human migration.
Furthermore, it is widely held that apart from the increased international economic
interaction, the increased quantitative in interaction is producing qualitative change in the
way nation-states operate within any given country’s economy. According to Baker et al.
(1999), globalization lead to the erosion of the power of nation-states to influence
economic activity in their Countries as economies become more integrated, while the power

of private businesses and market forces increased.

Globalization refers to the widening and deepening of international trade, finance,

_ information and culture in a single, integrated market with the aim of producing the best
outcome for growth and human welfare (El Toukhy 1998:465). Furthermore, this objective
can be achieved as natural and aﬂifiéial barriers are feduced or removed. in other words,
new technological advances have sharply reduced transport, telecommunication and
computation costs and have overcome the natural barriers of space and time separating
national markets. For example, El Toukhy (1998) contends that between 1920 and 1990,
maritime transport costs fell by more than two-thirds and, between 1960 and 1990
operating costs per mile for air travel fell by sixty per cent. Communication is presently
= much easier and cheaper. Between 1940 and 1970, the cost of an international telephone
call feli by more than eighty per cent and between 1970 and 1990 Ey ninety per cent. In

the 1980s, telecommunication traffic expanded by twenty per cent a year. The Internet is

now used by more than fifty million people with the number of subscribers doubling every

year. :
According to El Toukhy (1998), artificial barriers have been easei;i with the reduction in
trade barriers and exchange controls. For instance, in 1947, the average tariff on
manufactured imports was fourty seven per cent. By 1980 it was only six per cent and, with
full implementation of the Uruguay Round of GATI', it should fall to three per cent. Other
artificial barriers were removed with the resolution of political conflict, such as the cold war
and the apartheid system in South Africa which divided the world for decades. Although,

high technology production had been limited to rich countries with high wages, it is
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presently not necessarily true.

gl Toukhy (1998) argued that technology is now more easily transferred to developing
countries, where sophisticated production can be combined with relatively low wages.
Furthermore, the international spread of culture has been important although globalization
normally refers to the international flows of trade and capital. According to the Human
Development Report (1997), an international global culture is emerging. For instance,
international ideas and values are increasingly being mixed with local national identities

in areas such as music, cinema and books.
2.2.3 General Agreement on Tarriffs and Trade (GATT)

Having analysed the development and problems in international business, it is however,
apparent that benefits and net gains from free international trade can be achieved in the
absence of constraints and if the motives behind it are purely for mutual benefit. Disputes
in international trade arise when its impact on domestic firms are considered. In other
words, foreign imports seem to take business away from domestic companies (Jeannet and
Hennessey, 1995:57).

According to Jeannet and Hennessey (1995), like all competitive or;technologfcal changes
free trade has its problems. This means, free trade lowers the price if imported goods and
raises the demand for efficiently produced domestic goods by increasing competition. In
other words, in these stimulated export industries, séles, profits ang shares will increase.
Although, consumers of imported goods and producers of exported goods benefit from
these new conditions, certain other groups are negatively affected by this action.
Domestic+ producers of import-competing goods are one of the most visible groups
| experiencing noticeable decreases in market share, profits and share prices. Itistherefore
clear that there are both victims and beneficiaries in the free trade system. Many countries
; therefore consider the loss of job opportunities for its own people as the major reason for
protectionist legislation {(which can be in a form of tariffs, quotas or qualitative trade

transactions) and try to strike a balance between the benefits and inevitable losses
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experienced by companies participating in free international trade.

. At an international conference in Havana, 1948, to consider international trade,
partlctpatlng countries adopted a complex charter for the International Trade Organisation
(ITO), which was to deal with internatienal commercial policy. The ITG could not however
get offthe ground because the charter was never legally signed by national governments.

An interim arrangement, the General Agreement on Tariffs and Trade (GATT), has, by

b7, default, become the international body dealing with international trade matters (Ethier
2 1995:261). |

3 Although the GATT is technically an agreement rather than an organisation (as its name
;‘”’ implies), and participating nations are therefore contracting parties rather than member
2 states, it has acquired a physical form, with a small permanent secretariat in Geneva and

: a Council of Representatives (Ethier 1995:261). According to Ethier (1995), there are

| three aspects to GATT. The first aspect is the agreement itself, establishing standards for
commercial policies of contracting parties. Two standards are fundamental, namely,
quotas are prohibited and each nation must adhere to the Most-Favoured Nation (MFN).
clause with all contracting parties. There are however exceptions to each of these rules.
Forexample, quotas are allowed for dealing with temporary balance-of-payments problems
and customs unions (which depart from the MFN clause). On thé other hand, the MFN
clause is an agreement between two nations to apply tariffs to each other at rates as low -
as those applied to any other nation. If a country reduces tariffs on goods from some other
country, it therefore also applies these new lower rates to goods from all other countries
that have MFN status with it (Ethier 1995:255). ‘ -

3

The second aspect of GATT is it's role in the settlement of trade disputes between nations.
GATT has no enforcement machinery, it does provide an impartial resource that has been
of considerable use in the past, notably during the 1960s. GATT procedures furthermore
help ensure that the interests of third countries are. taken into account by the parties
directly involved in any disputes. The third aspect of GATT is its sponsorship of tariff

reductions. These reductions have been accomplished in a series of multilateral
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negotiations or rounds. ;

According to Ethier (1995), the first two GATT rounds, held during 1949 to1951 because
the ITO was dying its slow death, substantially lowered tariffs. This success probably
indicated that special interests were not very sensitive to tariff cuts at that time. For
axample, the United States held a very strong position, whereas the weakened European
industries were sheltered by quotas and other direct controls. Trade was further liberalized
however, when these quotas were eliminated inthe late 1950s. The liberalization achieved
by GATT is mainly relevant to trade in manufactured goods between industrialised
countries. More than one hundred nations that either belong to GATT or accept its
provisions include many Less Developed Countries (LDCs) in addition to the principal
industrialised nations. Most of the formerly communist states either belong or intend to

join. LDCs generally follow protectionist policies.

The next three rounds achieved only modest success, as protectionist pressures began to
mount. According to Jeannet and Hennessey (1995), Australia’s Center for International
Economies (CIE) prepared a detailed model of the international trading'system in order to
measure the irnpact of reduced protectionalism on world trade. The strategy best suited
to many countries was a general agreement on issues such as tariffs. The GATT
negotiations have however reduced the industrialised countries’ tar;iffs on manufactﬁre to
relative insignificance by historica!l standards. Other issues now seem more pressing.
These were addressed in the most recent GATT round, the Uruguay Round (so named
because the preliminary meeting was held in Punta del Este, Urugtfay in 1986).

GATT, which was launched in September1986, was further discq_ssed, completed and
signed on 45 December 1993 in Geneva by most countries (Bradley, 1991). According to
Bradley (1991), the aim was to remove as many invisible trade barriers as possible while,
at the same time extending the GATT's competence and powers. Moreover, the removal
"of trade discrimination is the main feature of GATT. In other words, every country which
is a signatory to GATT opens its markets to every other country. It implications are that,

Once an agreement between two countries is reached, the benefit of such an agreement
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is automatically extended to every other country.

GATT operates inthree ways. Oneis aframewdrk of multilaterally agreed rules governing
the trade behaviour of countries. It is furthermore a forum for trade negotiations and it acts
as an infernational court for the resolution of trade disputes among countries (El Toukhy
1998:466). According to El Toukhy (1988), the following are three basic principles on
which GATT is based:

. Non-discrimination - this refers to equal treatment of nations and elimination of
. discriminatory trade barriers, but incorpo;'ating the most-favoured nation clause.

There are two exceptions, to this principle however, that weaken its effectiveness.

* They are the exception to allow regional integration and the exception of the
generalised system of preferences, authorised in 1971 in response to demands

from developing countries for preferential treatment of their exports;

. Reciprocity - this requires a country accepting a tariff concession to offer
comparable concessions in return. Developing countries are exempted from their

reciprocity obligations;

. Transparency - this refers to opposition to quantitative res;trictions on trade such
as quotas for greater transparency. GATT, however, allows for exceptions to
quantitative restrictions that are temporarily allowed to countries experiencing
balance of payments difficuities. Moreover, discrimina‘tory action such as
balancing and compensating for duties against dumpedimports is permitted under
certain circumstances. ’
Since its establishment, GATT has provided for a substantial improvement in the possibility
of market access to those countries that are committed to multilateral trade. The

* agreement furthermore includes new areas covering agriculture, services, intellectual

property rights, trade related investment measdres, dispute settlement, subsidies, anti-
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dumping, safeguards and balancing and compensation for measures. The agreement
furthermore provided for the establishment of the World Trade Orgaqi\s{ation (WTOQ) ip_t
January 1995 (El Toukhy 1998:467-468). '

Although, a free trade area/ association removes all tariffs, quotas and other government-
inépired barriers to trade between member countries, each member country maintains it's
own level and form of protect:on against third countries. Such an association requires a
host of supplementary regulatlons to prevent trade deﬂectlon that is, where goods from
outside the group being imported into the lowest-tariff country are then exported to high-
tariff members. When such imports are secondary inputs in a commodity produced in the

_Jow-tariff member and then exported to a high-tariff member, these regulations must specify

how much vaiue may be added to qualify for duty-free importation. An alternative is to levy
a tariff on such secondary inputs only,. but this is administratively very difficult to achieve.
The differences in member countries’ tariffs on imports from third countries can create
economic inefficiency, because they encourage processing within the low-tariff country,

which is not necessarily the most efficient member (Kumar 1995:3).
2.2.4 The impact of free trade in South Africa

According to Jeannet and Hennessey (1995), the éhanging' situation in South Africa is
largely a function of the political evolution in the country. In other words, international
sanctions, as well as those imposed by the United States government and some 150 cities,
states and countries, resulted in 214 United States firms exiting between 1984 and 1991.
Since July 1991, some of those firms returned when the ban on inv‘esting in South Africa
was lifted. The majority of companies now entering South Africa afg those that purposely

did not deal directly with South Africa whilst under apartheid rule.

Nonetheless, South Africa is one of the committed countries in the GATT. Therefore, full
Participation in free trading is one of the country’s important tasks. Through free trading
South Africa has experienced economic success. For instance, total merchandise exports
in 1998 amounted to R156.2 billion, indicating an increase of 8,9% on 1997, while
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merchandise imports amounted te R146.8 billion, indicating an increase of 13,3% (these
figures, and those in the table below, refer to the South‘_ern African Customs Union (SACU)
which includes Botswana, Lesotho, South Africa and Swaziland). Furthermore, the value
of South African imports and exports has risen by 922% and 689% between 1980 and 1998
(South African Institute of Race Relations 1999:430).

Table 2.1 shows the value of total exports and imports (excluding ‘invisible’ exports and
imports} and the annual change from 1980 to 1998.

TABLE 2.1
SOUTH AFRICAN TRADE : 1980 - 1998

Exports Imports
. Increase Increase
Year Rbn {decrease) Rbn (decrease)
1980 19.80 35.3% 14,36 46.4%
1981 18.03 ' (8.9%) 18.44 28.4%
1982 19.19 . 6.4% 18.37 {0.4%)
1983 20.62 7.5% - 16,20 (11.8%)
1984 2532 22.8% 21.64 335% |
1985 36.24 41.1% 22.69 49%
[» 1986 42.16 16.3% 26.85 18.3%
i 1987 43.23 2.5% 28.47 6.8%
1988 49.43 14.3% 39.43 31.5%
1989 58.78 18.9% 44.45 12.7%
1990 60.93 37% 44.13 (0.7%}
1991 64.36 5.7% 48.21 93%
1992 68.04 5.7% 52.49 8.9%
1993 18.50 154% 59.72 13.8%
1994 88.81 13.1% - 16.26 27.7%
1995 101.50 14.3% 98.51 29.2%
1996 125,73 23.9% 115.52 17.3%
1997 - 143.44 14.1% 129.62 122%
.r 1998 156,18 8.9% 146.81 13.3%
{ Source: Bureau for Economic Research (1999) ‘

According fo South Afrocan Institute of Race Relations (1999), 48% of South Africa's
imports in 1998 were from Europe, 29% from Asia, 18% from the America, just under 3%
from Oceania and 2.5% from Africa. On the other hand, some 31% of South Africa's export

went to Europe, 17 % to Asia, 14% to Africa, 10% to America and 1% to Oceania.
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. Table2.2shows South Africa’s top ten trading partners in 1998 and compares their ranking

& with the rankings of 1997.

TABLE 2.2
SOUTH AFRICA’'S TOP TEN TRADING PARTNERS: 1998
Position Imports from
South Africa  SA exportx Total trade
Country 1998 1997 {Rbr) {Rber) {Rbn)
United States 1 2 19.6 14.9 345
Germany 2 3 0.8 9.1 299
United Kingdom 3 1 14.4 10.9° 25.3
Japan 4 4 12 9.9 21.1
China/Hong Kong 5 5 8.0 319 19
MNetherfands [ 7 33 6.2 9.9
[taly 7 6 5.8 4.0 9.8
France 8 12 63 2.9 9.2
Belgium 9 i4 25 44 69
Taiwan 10 9 3.1 3.0 6.7

Source: South African Institute of Race Relations (1999/ 2000)

During 1998, South Africa’s exports to other member countries of the Southern African
Development Community (SADC) (excluding Botswana, Lesotho, Namibia and Swaziland)
rose by 1.9%, while imports fell by 10.3%. South Africa’s trade surplus with the rest of the

. SADC region widened in 1998 to R13.3 billion, compared to R12.8 billion in 1997. South

Africa’s-depressed trade with the region was partly as a result of steep falls in commodity
prices in 1998, higher interest rates because of financial market instability and currency
depreciations, socio-political unrest in Zimbabwe and military conflict in Angola and the
Democratic Republic of Congo. SADC countries that were not members of South African
Customs Union (SACU) accounted for 10% of South Africa’s expi)rts, but supplied only
1.4% of its imports (South African [nstitute of Race Relations 1999:432).

A final agreement has been reached with the Southern African Development Community
(SADC) members regarding the abandonment of most tariffs [eviéd by South Africa on
imports from SADG (van der Kooy 2000:23). This has been agreed upon with the aim of
promoting economic development in Southern Africa. Moreover, this is expected to take

place within five years and, in turn, SADC will phase out its import tariffs on South African
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goods over twelve years. According to van der Kooy (2000), various heads of state are
expected to approve and authorise this agreement at an SADC summit meeting to be held

in Namibia in early August 2000.

Whilst the agreement on the abolition of trade tariffs on imports and exports among SADC
members is aimed at promoting economic development in Southern Africa, these countries
are still faced with the task of dealing with competitiveness. Despite the fact that South
Africa’'s trade with SACU countries is in practice and already tariff free, South Africa still
levies tariffs on 69% of goods imported from countries such as, Mauritius, Mozambique,
Tanzania, Zambia and Zimbabwe. These levies will be only abolished in September 2000.
While South Africa’s textile and clothing industries are worried about unfair competition,
smaller member countries will have to overcome their income and debt problems. Against
the -background of increasing international competition, the focus should be on

establishing, among other things, appropriate competitiveness strategies for the country.
2.3 A BRIEF OVERVIEW OF THE COMPETITIVE ADVANTAGE OF NATIONS

Competition in many indusfries has internationalized, not only in manufacturing industries
butincreasingly in services industries (Porter, 1990:14). Inother wbrds, firms increasingly
compete with truly global strategies involving selling worldwide, sou’rcing components and
materials worldwide and locating activities in many nations in order to take advantage of
low cost input factors. On the other hand, they establish common interests with firms from
other nations in order to benefit from to their strengths. R
According to Porter (1990), globalization of industries matches tﬁe firm from the factor
endowmeit (the factor that brings capital) of a single nation. For instance, raw materials,
components, machinery and many services are available globally on comparable terms.

Transportation improvements have also lowered the cost of exchanging factors or factor

' dependent goods among nations. Furthermore, havirig a local steel industry, for example,

is no longer an advantage when buying steel. It may well be a disadvantage if there are

national policies or pressures that promote purchasing from high-cost domestic suppliers.
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porter (1990) contends, however, that innovation is'the main key in driving and sustaining
international competitiveness through the increased focus on the industry and product that
has been emphasised in the past three decades. According to Czinkota, Rankainen and-
= Moffett (1996), a firm must avail itself of all dimensions of competition. Porter classified

competition into four major components of national advantage:

- . Factor Conditions : the appropriateness of the nation’s production factors to
successfully compete in a specific industry. Although these factor conditions are
very important in the determination of trade, they'are not the only source of
competitiveness. It is the nation’s ability of a nation to continually create,
upgrade and deploy its factors of production that will determine its global

competitiveness;

. Demand Conditions : the degree of health and competition the firm must face in
its original home market. In other words, ﬁﬁns that can survive and flourish in
highly competitive and demanding local markets are much more likely to gain a
competitive advantage in international markets. Furthermore, it is the character
of the market, not its size, that is more important in promoting the continual
competitiveness of the firm and demandjng customers can be interpreted as a

Pl

characteristic of this aspect ;

. Related and Supporting Industries : the competitiveness of all related industries
and suppliers to the firm further influence international competitiveness. This
means that a-firm that is operating within a mass of related firms and industries
gains and maintains advantages through close working réjationship, proximity to
suppliers and the time-lines of product and information flows. Furthermore, the
constant and close interaction is successful if it ‘occurs not only in terms of

physical proximity but through the willingness of firms to work at it; and
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Firm Strategy, Structure and Rivalry : the conditions in the home-nation that
gither hinder or aid the firm's establishing and sustaining of international
competitiveness. It is further noted that no single managerial, ownership or
operational strategy is universally appropriate. It depends therefore, on the fitand

flexibility of what works for a particular industry in that country at that time.

The question may now be posed: Does South Africa have a competitive advantage in the

context of international trade?
2.3.1  South Africa’s comparative advantages

South Africa has adequate comparative advantages. Ac:cording to Sunter (1987), it has
excellent infrastructure such as roads, bridges, electricity grids and many other advantages
from which to launch itself for further growth.‘ Unfortun.ately,- not all areas in the coUntry
enjoy the same quality of infrastructure , but this can improve with t'ime. Although South
Africa is still number one in the world in important mineral resource bategories, including
gold, it is those nations which have no natural resources and, therefore, have to live off
their ability to produce and educate their population which emerge as winners in global
competition. Although South Africa has cheap electrical power by world standards, it also

has an energy-intensive economy.

The trade route around the Cape remains important. Vital minerals such as coal and iron
ore are transported in bulk carriers, and more of Europe’s oil goeswround the Cape than
through the Suez Canal. South Africa is a beautiful country with a‘wonderfui climate and

tremendous tourist potential. !

South Africa probably has one of the most sophisticated financial services industries in the
world. Foreign visitors are surprised at the ability of this comparatively small country to
handle large projects such as Sasol, Iscor, Escom collieries and new gold mines,
suggesting superb project management skills. According to Sunter {1987), South Africa

exports millions of rands worth of goods to countries to the north of Africa. Under a
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favourable political scenario, South Africa’'s proximity to Central and Southern African
markets is clearly an asset. South Africa with its excellent medical skills, could establish
an industry catering exclusively for the increasing number of sick children and elderly
people needing medical attention who may be sear'éhing for a more comfortable place to
retire. The list below is a summary of South Africa’s comparative advantages as suggested
by Sunter (1987: 87):

. Good infrastructure

* Abundant mineral resources

" Cheap power

* Important trade route

* Beautiful country/moderate climate

*  Gold benefit for bilateral trade swops
* Sophisticated financial services

* Ability to handle large brojects

* Proximity to African markets

* Medical skills

- Despite these potential comparative advantages, South Africa’s competitive position in the

”~

global economy has remained weak.

23.2 South Africa’s competitive position
.

According to the World Competitiveness Yearbook of the Institute for Management
Development (IMD) in Switzerland, South Africa’s world competitiveness ranking in 1999
remained the same as in 1998, being placed 42™ out of 47 countries. According to South
African Institute of Race Relations (1999}, the world competitiveness yearbook is compiled
annually by the IMD using some 288 criteria which are subseqguently grouped into eight
‘input factors’ for the 47 countries reviewed. The criteria cover both ‘hard data’ such.as
statistical information from regional and international institutions and ‘soft data’ in the form

of an opinion survey of executives in the countries. This data is then used to calculate
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rankings for the various countrigs. Table 2.3 shows comparison between South Africa and

a selected range of countries from 1993 to 1999.

TABLE 2.3
wORLD COMPETITIVENESS RANKINGS OF SELECTED RANGE OF COUNTRIES
FROM 1993 - 1999

Country 1993 1994 1995 1996 1997 1998 1999
United Stalcs { | l | I 1 I
Stagapore 3 2 2 2 2 2 2
Netherlands g 8 ] 1 & 4. 5
Canada 17 20 13 12 10 10 10
Australia 20 16 16 21 18 15 12
United Kingdom 16 14 15 19 i 12 15
Japan 2 3 4 4 9 18 16
New Zealand 18 (1] 9 4 13 13 20
Chile 19 24 20 13 24 - 26 25
Malaysiz 14 18 3 23 17 20 27
China - 34 31 26 27, 24 29
[taly 27 28 29 28 b % 30 30
Philippines 35 37 36 3l kR 32 32
Thaitand 26 26 27 30 29 39 34
Beazil ) 44 43 38 kT A & 37 35
South Africa 43 42 43 44 44 42 42

Source: South African Institute of Race Relations {1993/ 2000)

In 1999, South Africa ranked behind countries such as the Philippines and the People's
Republi¢ of China in terms of competitiveness. Since 1994 South j\frica has only gained
in three areas, namely, the domestic economy (seven places higher in 1999 than in 1994),
government (six places higher) and infrastructure (three places higher). In science and
technology, South Africa fell 16 places in the same ﬁeriod. it's Enanagement ranking
remained the same (South African Institute of Race Relations 1999:437). -

Table 2.4 shows how South Africa is ranked on each of the eight input factors used to

determine overall competitiveness for the period 1994 to 1999.
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TABLE 2.4
SOUTH AFRICA’S RANKING ON EIGHT INPUT FACTORS:1994-1999

; Inpui factor 1994 1995 1996 . 1997 1998 1999
-3 ' .
e Domestic ¢conomy Q 42 44 42 40 35
= .Finance 26 27 3 36 i]| 12
e;, Government 38 35 37 34 3 ~ 3
- Infrastructure 37 30 32 3, 34
"~ Internationalisation® 15 i} 39 46 - 45 42
- Managemeat 35 33 40 37 i} 35
. People 46 46 46 46 46 47
Sciencs and technofogy 28 3 34 40 19 44

Source: South African Institute of Race Relations {1999/ 2000)

According to South African Institute of Race Relations (1999), in a further competitiveness

survey published in July 1999 by the World Economic Forum and the Harvard Institute for

international Development, South Africa was placed 47" out of 53 countries. Global

executives regard South Africa as one of the five least secure countries surveyed. The

country was place'd last in terms of labour practices such as firing and hiring workers,

labour relations, work ethic and labour legislation. South Africa had a competitive

advantage in the quality of it's port infrastructure, share market access and financial market

- sophistication. Other disadvantages include inadequate schooling, personal safety and

quality of scientists and engineers. g

According to Productivity Statistics 1998, South -Africa’s relatively high inflation rate

remained a stumbling block it's competitiveness. While South Africa’s inflation rate was
8.6% from 1996-1997, that of Sweden was only 0.5%, followed b;r France at 1.2%, Japan
at 1.7%, German at 1.8%, the United States at 2.3% and the United Kingdom at 3.1%.

Despiter South Africa’s potential comparative ac}vantages, as idt;ntified by Sunter (1887),

two disadvantages could hamper attempts to improve its global competitive position.

These are it's economic growth prospects and inflation and it's labour market constraints

(labour relations, work ethic and labour legislation). These two factors demand further

exploration.
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2.4

2.4.1

CHALLENGES IN THE SOUTH AFRICAN BUSINESS ENVIRONMENT

The economic challenges

During the period 1975 to 1994, a political and ideological struggle intensified, which

resulted in a power shift away from whites into black hands. This struggle left an indelible

mark on the economy, with real GDP growing at an average rate of around 1.7% over this

period ~ significantly lower than the annual percentage increass in the population. The

following are some of the main reasons for this decline:

Inappropriate policy measures, based on political considerations and an
inappropriate view of South Africa as a developed industrial country with mature

and legitimate political institutions and a stable economic structure.

Over-reliance, for too long, on primary commoedities. South Africa continued.to
rely on it's mineral wealth, despite the switch that occurred sometime during the
1970's — the focus of world trade moved from primary goods to secondary and

tertiary goods and services,

High defence expenditure, a stagnating economy and an e;oding tax base which

placed an additional burden on scarce resources.

South Africa’s international isolation in the form of tl‘:ade sanctions and
disinvestmentresulted in huge damage to the South African economy, particularly
since this was a period during which the structure of the nev’g global economy was
being put in place.

By the time political power changed hands in 1994, it was clear that, in addition to political
and social changes, significant economic restructuring was required in order to facilitate
economic growth.
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The current structure of the South African econemy makes it very unlikely that growth rates

of more than 3% to 5% per annum could be achieved, even under very favourable

g conditions. The following are some of the more significant growth constraints:

2

3 . Insufficient capital investment - This results from a combination of [ow gross
ff ' savings, low Foreign Direct Investment (FDI) and high Foreign Debt Repayments
- (FDR). FDl offers the greatest potential for a quick increase in capital investment.

South Africa is, however, competing far capital on the global stage and, therefore,
must create positive economic, social and political perceptions in order to capture

more than it's fair share of global FDI.

. | . Balance of Payments Considerations - South African economic growth is often
- restrained by the extent and composition of it's international trade in goods. The

economy has become exceptionally capital intensive over the last three and a half

decades. The demand for imported goods (production equipment, cars, luxury

goods etc.) consequently rises during times of accelerated economic growth. If

the rise in imports is not accompanied by a corresponding increase in capital

inflows and/or exports, the balance of payments will come under pressure. The

South African Reserve Bank will then have little choice but to maintain or raise

already high real interest rates, thereby dampening econoic activity.

. The structure and ideological disposition of the trade union movement - Because
COSATU and other black trade unions were granted the right to strike during a
period.when blacks had no political rights, they became a ;;owerfu_l factor during
the freedom struggle. They succeeded in effecting sharp rises in the wages of
blacks — in many instances, more rapid than the increase i:1 productivity. These
relatively high wages arguably contri-buted to the high level of black
unemployment and the polarisation of the socio-econdmic positions of the haves
and have-nots. The influence of COSATU on government, furthermore resulted

in relatively inflexible labour legislation being tabled (currently under review).
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A large- public sector and the burden of government debt - The ratio of
government expenditure on current items relative to capital formation increased
dramatically from the 1950’s through to the present time. The major contributors
to current spending are public sector salaries and interest on public debt. In
addition, governmentborrowing has, to anincreasing extent, been used to finance
current government spending. Funds to finance this spending must come from

increased taxes or by re-allocating funds from other areas (e.g. capital formation),

thereby restricting economic growth.

’ The absence of the required levels of social stability - Political and criminal
violence, corruption and social instability act as major impediments to the
country’s development. In addition to restricting factors such as effective
education, resource allocation and productivity, they affect South Africa’s ability
to attract Foreign Direct investment (FDI). All of these factors result in decreased

economic growth.

. Low skills levels - The skills profile of the South African economy is not in line with
that required for success in the global economy. It is related to the educational

-

system, as well as to other socic-political factors such as the “brain-drain”.

In the recent interview of executives of the top 100 industrial companies listed on the JSE
they were found to be positive about South Africa’s economic and political outlook for the
year ahead, but have criticised government for not doing enough to attract foreign
investment (2000:3). According to the annual economic and socio-political-environment
survey conducted by thé Bureau of Market Research at the Universit"y of South Africa, the
executives interviewed believe that South Africa.has passed a turning point in the

economic cycle and is now in a fully-fledged recovery stage.

The findings of 2000 are in contrast to those of1999 when business leaders were sceptical
because of high interest rates, low gross domestic product figures, the Asian markets crisis

and the impending general election. According to Msomi (2000), reduced inflation current
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currency stability, a stable monetary and fiscal policy and broadly improved proépects for
economic growth have raised hopes for a more sustajned improvement in South Africa’s
economic fortunes. Most executives interviewed predict a 3.3% economic growth in 2000
and b;alieve that South Africa’s net gold and other foreign reserves will improve. About
75% of the executives are positive about the global economy and rule out any external
negative impact on South Africa. The same percentage of executives, however, are of the
opinion that the government's privatisation programme falis short of the expectations of
local and foreign investors and as many as 70% feel that South Africa’s global competitive
situation calls for a vigorous implementation of GEAR, govérnment‘s macroeconomic
framework (Msomi 2000:3).

The executives further believe that the current level and instability of interest rates are
major impediments to new investment projects and effective business planning. ‘According
to Msomi (2000), 73% of the executives are critical of several pieces of legisiation. For
example, they believe that labour laws will hamper jeb creation while 58% of the executives
complain that the new Competition Act will create confusion in the business sector.
Furthermore, more than 75% of executives believe that government is not competent to
carry out its fundamental duty of maintainin‘g law and order. The business community
believes that government takes too long to act against corrupt individuals and sometimes
no action is taken at all. The business community would like to see effective and
consistent government administration. Also, government needs to be consistent in order
to boost investor confidence.
;

According to the executives, challenges facing business this year are economic growth,
global competitiveness, greater confidence, labour laws and the fight against crime and
corruption. Since these issues define the prevailing South African business environment,
itis imperative that corporate executives respond with their own revised and innovative
programmes. These variables are affecting the monetary, fiscal, labour and trade policies

which in turn affect business planning.
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2.4.2 The labour challenge

It is critical for South Africa to develop a competitive economy if it is to improve economic
growth and to raise the standard of living of the population. Therefore, one of the
fundamental pillars of competitiveness and economic growth-is productivity. The word
‘productiviiy’ is often in business and management circles and in government because of
it's association with the advanced corporate and national objectives of increased profits,
enhanced economic growth, improved standards of living and increased employment
(Skhosana 1998:1) T

Dr Visser, the previous executive director of the National Productivity Institute (NPI), once
argued that South Africa’s labour productivity was ‘satisfactory’, but that too few people
were working. South Africa’s productivity should be considered from a muitifactor
productivity perspective. For instance, multifactor productivity of the main economic
sectars includes agriculture, commerce, communications, construction, electricity, finance,
manufacturing, minihg and transport, community services (private econpmy) and the
government sector are excluded. A measure of improvement in the ﬁuality of all factor
inputs and how they are used, includes technical progress, improvement in the workforce,
management practices and economies of scale (South African Institute of Race Relations
1999:283). ’ |

According to the South African Institute of Race Relations (1999), growth in productivity in
the manufacturing sector during 1997 was particularly affected whe‘n compared with the

overall non-agricultural sectors. The following were the reasons: -

¥

. rationalisation of wark practices, which resulted in lower employment growth

reiative to output growth;

Tw calm industrial relations, with relatively few workdays lost through industrial

action;
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emphasis on core activities and specialisation by manufacturers:
increased human resources developmeént, such as on-the-job training; and

. ‘technically improved equipment’ which replaced labour-intensive methods of

production.

According to the South African Institute of Race Relations ( 1999/2000), since 1994, total
employment in the non-agricultural and non-domestic sectors of the economy fell
consistently, while labour productivity rose noticeably (in 1995 and 1998 by 5.3%
respectively) with increased real remuneration per employee, ranging from 1.7% in 1994
to 7.8% in 1998.

2.4.2.1 Productivity constraints

According to South African Institute of Race Relations (1999), growth in nominal
remuneration per empioyee in 1998 exceeded the growth in output prices. [n other words,
the real product wage (ratio of remuneration per employee to output prices) rose by 7.4%
in 1998 and this was the third consecutive year of acceleration. There was s0lid growth
in labour productivity during 1998 with a 5% growth in output per employee in the formal
economy. Heightened strike activity in the second half of 1998, however slowed down
productivity growth. According to figures compiled by the National F’roduetivity Institute,
although South Africa was the only country in a selection of nine to have a negative
productivity record.in 996, it recorded the highest increase in labour unit costs. South
Africa’s wage and salary cost per unit produced in manufacturing:jncreased by 231%
(according to the National Productivity Institute) from 1970 to 1997. {n other words, the
wages of South African manufacturing employees were high compared to productivity

levels.

Table 2.5 shows productivity and labour costs of nine countries during 1996. It reveals that

South Africa had the second lowest productivity growth of the nine countries surveyed and
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by far the fastest growth in unit labour costs. In other words, although productivity has
improved to some extent it has been: .

. slower than in other countries

. attained at a price -higher remuneration which has harmed profitability

This implies that productivity gains have not been converted to an improved globally

competitive situation.

TABLE 2.5 _
PRODUCTIVITY AND LABOUR COSTS IN NINE COUNTRIES: 1996

Country Productivity growth Growih in unit labour costs
Australia 5.29% 1.50%
Germany .5.78% {4.00%)
Ireland 3.17% {1.50%)

Japan 2,70% (2.20%)
Singapore 3.19% (3.04%)

South Africa (0.87%) 7.50% -
South Korea 6.63% oo - 1.30%
Taiwan . 5.97% (0.67%)
United States : 0.31% (0.30%)

Source: South African [nstitute of Race Relations (1999)

A chaqge in mind-set is necessary if productivity is to be improved.” This mind-set should
be based on embracing a productive culture. According to Skhosana (1998) the following

core values can assist in influencing productivity:

. Firstly, all employees (management as well as [abour) ‘shoulq focus on the
marketplace. In other words, employees must be fully committed in ensuring that
output is truly acceptable to the recipient_ of the output. F: market orientation in
employees leads to a market orientation of the organisation as a whole. Market
orientation implies focussed attention to factors éuch as excellent delivery
performance, world-class quality products, high flexibility and reliability. Because
measurement drives behaviour, measuring the degree to which every employee’s

output meets the expectations of the recipients of the output (the market) may
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affect market orientation. Only when the reasons for not meeting the recipient’s
expectations are known, will it will be clear whether people, machinery, materials
or systems caused such failure. Individuals should then be given the required
knowledge and skills to-eliminate the cause of the problem and should be

empowered to do so.

Secondly, every employee should, at all times, want to maximise the use of his
own time and of the resources under his control. Waste of material, space and

time must be avoided.

Thirdly, management and employees should have a systematic view of the
organisation as a whole. Systematic thinking requires identification of key

constraints preventing productivity improvement in an organisation.
Lastly, trust and being prepared to share relevant information are prerequisites
to productive behaviour. Participative management, where people feel free to

communicate without fear, would support trust and promote transparency.

The role of labour unions in South Africa

According to the South African Institute of Race Relations (1999/2000), some 3.8 million

employees belonged to registered trade unions in 1998, indicating an increase of 11% on

the 1997 figure. The Department of Labour however cautioned that these figures were

based on self-reporting by unions and that there were indications that some unions were

overstating their membership. The number of registered trade :unions, nevertheless

increased By 46 in 1998, bringing the total to 463. According to South African Institute of

Race Relations (1999), the Department of Labour attributed the increase in the number of

registered trade unions to the following:

the Labour Relations Act of 1995 which provided for the registration of unions in
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sectors not covered by the Labour Relations Act of 1956 (such as the public

sector);

. " the procedures for registering @ trade union with the department had been

simplified; and
. splits among trade unions resulting in the registration of ‘break-up’ unions.

Although the number of registered trade unions more than doubled between 1892 and
1998, actual membership increased by only.31%. The figures of the economically active
population have been revised and may therefore not be the same as those of the 1987/98
survey. Furthermore, from 1997, total trade union membership figures do not include
unregistered trade union membership. In terms of the Labour Relations Act of 1995 the
Department of Labour is no longer required to keep records of unregistered trade unions.
Because, trade unions play a very important role in the. workplace, more emphasis iIs

placed on the role of trade unions in the business environment, particularly in productivity.

Many issues arise when considering employer/employee relations. No discussion of the
workplace should, however, overiook one of the basic institutions structuring employer-
employee relations, determining the terms and conditions of employrﬁent, and shaping the
environment in which people work, namely trade unions (Shaw and Barry 1992: 276).
Shaw and Barry (1992) suggest that, from the onset, unions have been driven by attempts
to protect employees from the abuse of power by employers. This is based on the
indisputable premise that employers have tremendous power over in‘dividuai employees.
In other words, they can employ, dismiss, relocate and terminate ser\:ices, set work hours
and wages; create rules and work conditions and increasingly participate in decisions

affecting the workplace. The role of labour unions is therefore very important in the

~ business environment of a country.
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2.5
BUSINESS ENVIRONMENT
There are a number of factors contributing to the recent popularity of participative
management in business circles. A need for productivity improvement and empioyee
mbtivation are just two of the important factors. The economic crisis, which began in the
early 1980s, has highlighted management’s search for ways to improve productivity and
profitability. It is important, however, to look at the effects of the crisis on the management
stratégies of South African companies. Higher labour productivity has been put for/ward

as a key determinant in promoting economic growth. According to Maller (1989), lagging

. productivity threatens to price South African exports out of world markets and furthermore

to make the home market more vulnerable to overseas competitors. In turn, this will have
disastrous consequences for employrﬁent, balance of payments and particularly, oniabour
productivity. Maller (1989) contends that South Africa had made slow progress with regard

to improving labour productivity compared to the more advanced economies.

Maller (1989) argues that the attitude in the workplace is one of taking as much as possible

and giving as little as possible in exchange. In other words, participants in the workplace

. are more concerned about gains to be obtained from the company than in putting effort into

their allocated tasks. This has an extremely detrimental effect on productivity improvement
programmes. According to Maller (1989), labour is one of the major causes of low
productivity. On the other hand, unit labour cost is the one set of input costs that is
relatively easy to rationalise and reduce. During economic downturn, management often
pursues a cost-cutting strategy by introducing wholescale retrenchment of unskilled

employees and by retaining wage levels below the rate of inflation. ",

The crucial factor in boosting labour productivity is not so much the absolute amount paid
out in wages, but rather the efficiency of Wages. According to Maller (1988), in
conventional terms, productivity is expressed as the ratio of total outputs to total inputs.

Maller (1989) argues that labour productivity would therefore be calculated based on total
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value of outputs, divided by the costs of labour. In other words, if management could
create a more efficient working environment which produces more goods at little extra cost,
wage levels could then theoretically rise, followed by increased productivity. Management
increasingly attempts to link wages increased ta increased productivity. In other words,
salaries and wages must be held in line with productivity performance, which South Africa
have not succeeded in doing. The traditional motivation technique is that of performance-
linked incentive bonuses, which appears to be relatively widespread. According to Maller
(1989), a survey of companies associated with the Work Study Association showed that
more than fifty percent of surveyed companies employ incentive bonus schemes which are

specifically directed at production employees.

According to Maller (1989), Dr Jan Visser, the previous managing director of the National
Proddctivity Institute (NPI) and one of the proponents of productivity improvement,
maintains that there is a continudus need for management to devise strategies which will
provide afirm base for productive attitudes among employees. In addition to keeping wage
costs as low as possible and paying by results, management should motivate employees,

thereby stimulating productivity, initiative and creativity.

» * Management strategies, quality circles and employee share ownership schemes being

pursued in South Africa in order to enhance employee loyalty to their companies and to
encourage higher productivity (Maller 1989:6). In other words, employees are given a
share in ownershi;ﬁ in exchange for their loyalty to and identification with the company.
;

According to Maller (1989), it is no longer sufficient to increase labour productivity: by
motivating employees to work harder and more effectively. Emp[oyeé_s are required to use
their own initiative in changing labour processes.. Changes in technology, marketing
strategies and the organisation of work itself has furthermore generated a demand for
greater labour flexibility. Multi-skilled employees, who can use creativity and initiative,
have become highly appreciated. Labour needs have therefore gradually changed from
employees capable of performing disciplined, repetitive detailed tasks to employees who

are innovative and flexible. Employee participation encourages the development of these
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particular attributes by giving employees the opportunity to show initiative.

Management should not only depend on the understanding and pure theory of economic
variables. Management needs to focus on establishing strategies that can be used to fight
the negative impact on aspects such as employee performance, workforce stability and

turnover, the quality of output, business turnover and profit levels of the company.

Maller (1989) suggests that if employees are offered an opportunity to be involved in
planning and decision-making, they wili be reluctant to con'ipromise their company’s
performance and, consequently, will hold back from taking part in industrial action.
Employee share ownership in particular holds the promise that employees will develop a
sense of loyalty to their company because their material interests will coincide with those

of the company, that is, maintaining high share prices.

Maller (1989) suggests, however, that a partnership.between management, employees and
shareholderts requires genuine practices in the area of employee share ownership and
participative management. Employees are, therefore, important stakeholders in commerce
and industry. If that position is to be recognised and greater motivation encouraged
through greater involvement in the affairs of each company, individual employees will have
to participate in share ownership schemes. According to Maller (1989), the popularity of
participative management, and ESOPs in particular, is founded on managements’
perception of humanresource problems in South Africa and represents amanagerial vision
of their resolutions. On the othe'r hand, the blame for low productivity levels is often
attributed to trade unions. Maller (1989) maintains that employees ‘ére alvgays ready to
believe union organisers who often spread the word that they are being exploited.

2.6 SUMMARY

As in all other countries, South Africa has its own unique economic problem s which are
Partly attributed to globalization. South Africais furthermore subject to the impact of GATT.

In South Africa’s endeavours to become an industrialised nation, it's government needs to
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stress necessity of accelerated industrialisation drive and a free trade growth strategy to
establish a prosperous saciety with an economy that is fully competitive, dynamic, robust

and flexible.

All South Africans need to share a common vision.. Constructing a common vision is not
an easy task but is certainly worth the try. One aspect could be to persuade people to take
risks by encouraging them not to be frightened off by threats of disastrous consequences.
The first priority and most critical part of the vision is to draw all South Africans together.
South Africans must be encouraged to look beyond the categories of colour and group
realising that the individual is a far more complex phenomenon, with many associations
other than those of colour and group. In other words, the individual is the basic building-
block of mankind. The main reason why South Africans should put each other first is
because when officers of a sinking ship argue till the water covers their mouths, all drown.
It is therefore in everyone's interest to man the pumps to stop the ship from sinking’. This
means that if South Africans operate as individuals, in their own territories, they will never

be able to buiid a stfong business environment.

The second aspect of the vision is to attempt to negotiate the future engaging all
participants, especially in the upliftment of the country’s entire economy. The word ‘alf
should be seen as important and should be stressed because there’are genuine pléyers
from all spheres who should be given the opportunity of sitting together and discussing
certain issues of main concern, with particular reference to the business environment of
the country. Improved productivity is also required and can be attained by an appropriate

1
mind-set change which can be brought about by following the undermentioned guidelines:

. there should be no employment loss as a r_esult of productivity improvement;
. management should not oniy focus on spending less per unit of input.
. the gains from improved productivity must be shared equitably. For example,

capital/management must earn larger profits, [abour must earn higher salaries and
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have shorter working hours, government must receive taxes and the consumers

+ must receive higher-qudlity products/sérvices for lower prices.

in other words, ESOPs can be one of the solutions to South Africa’s economic problems
by allowing ail participants to share in the profits earned by improved productivity. The role
of the trade unions in the workplace must be considered in the workplace and the need for
employees and management to participate in the workplace relative to the business
environment of the country were discussed in this phaptef; Not much was discussed

regarding particular individual efforts.

Finally, employees in the workplace have the same basic aim as that of consumers in the
marketplace. In other words, employees and consumers want the maximum amount of
powe}. For employees, this usually means more say in management decisions, a greater
stake in the success of the company, more attention to their ideas and higher income. The
following chapter concentrates onthe important issueé of employee participation because
employees are the basic foundation of any business. Without them it is difficult to

guarantee the success of any business, even if its form is that of sole proprietorship.
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CHAPTER 3

THE NATURE OF EMPLOYEE PARTICIPATION

34  INTRODUCTION

Since thé 1950s, and increasingly during the 1980s and 1990s, many companies have
been trying to break into new performance activities that will bring about succese. In the
paét, many companies launched expensive change efforts but many of these efforts failed.
Although the approaches adopted by different countries vary significantly, they do share
a number of common elements. In addition, the pace and direction of their approaches
have been affected by economic circumstances and the relative balance of capital-labour
power and influence. In addition, the current emphasis on competitiveness, efficiency and
technological development appears to be a continuing one. This in return requires
particular emphasis on approaches that directly involve employees. A major challenge to
be faced in this regard is how to combine the representative structures and mare direct

workplace forms of participation (Tacy 1986:7).

Participation behaviour is complex. ltis affected by a multiplicity of different variables, not
all of which may be directly causal, whilst some may only be contriﬁutory in @ minor way.
However, rather than attempting to include all participation systems in this discussion, the
purpose of this chapter is to highlight a few important aspects that can be considered by
a company with regard to the nature of employee part:crpat:on In this way, an
understanding of the concept of participation and partICIpatlon leve[s is reached, a few
relevant elements are identified and the reasons and outcomes of er;nployee participation

are analysed.
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3.2

THE PARTICIPATION CONCEPT

From a social psychological standpoint, Chell (1995) has tried to highlight some

psychological questions arising from a consideration of the concept of participation. The

following are examples:

What is the nature and process of interaction in groups and what factors shape
the nature of interaction between people?

How does participation in decision-making manifest itself and what are the social
influence processes which take place ?

What constitutes information-sharing and what are its effects ?

What situational factors may both structure and shape the nature of the

interaction, the influence which occurs and the information-sharing?

How do situational factors structure and shape interaction and influence-
processes and information-sharing?

What ends may particular individuals or groups be attemptmg to achieve through
partlmpat}on and how may the manipulation of various factors affect the outcomes

of participation?
.

For the purpose of this chapter it will however, not be necéssary to attempt t;J address all
of these questions. It is common knowledge that all employees participate in industry by
virtue of proéucing the substance of human material existence. Additionally, participation
is a relatively continuous activity which assumes the involvement of different people

pursuing particular, common objectives (Poole 1986:1).

Participation is not a unitary concept but consists of interrelated elements (influence,
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information-sharing and interaction to name a few central to this concept), which may be
clearly demonstrated in the decision-making process of a company in a wide variety of
ways (Chell 1985:1).

Participation can be moulded into many different forms, acquiring a wide variety of
meanings for different groups of social parties. This is true in general, it can be related to
the participation of employees in management decisions at workplace and company levels
(Knudsen 1995:5). On the other hand, Vroom and Jago. (1988) describe participation as
the amount of influence that an individual feels he has in deéision-makihg.

Chell (1985) identifies ‘influence’ as one of the elements of participation that is different
from other elements such as ‘interaction '. Chell (1985} believes that within any company
there are individuals who may be sources of considerable influence. These individuals
tend to become involved in discussions and meetings, particularly where there are vested
interests to be guarded or secured. Again, these individuals tend to derive satisfaction
from their part in the participation process, whether be it in informal or formal meetings or

in discussions.

On the other hand, the interaction of one person or group of persons through an exchange
of consciously directed verbal and non-verbal acts becomes participation as socn as there
is an implicit or explicit intention to change or mould the other party's attitude with the view
to sharing and shaping decisions. However, given that people have different views on
participating in an activity or evenf, it is proper to address the question of what could be
the reasons for participation. In other words, what motivates and caﬁses participation.

H

3.3 A SHIFT TOWARDS PARTICIPATION

There are several reasons why the move towards participation is accelerating. Most firms
were initially guided by authoritarian systems. These systems are characterised by
managers who think and employees who do. The formulation of a strategy and the

implementation of strategy are therefore, separate activities. In contrast, in a participative

51



environment, people with different roles think at the same time about the same things but

not in the same way (McLagan and Nel 1995:24). The problem arises from the fact that

many companies pursue change through a variety of interventions, many of which have

failed to achieve the desired outcomes.
McLagan and Nel (1995}, cite the following examples:

. Strategic planning is supposed to position a company so that it can compete
successfully and make-the best use of resources for future needs: " Even if the
plan sets inépiring new directions, there can however be many problems because
most companies are not equipped to deliver on strategies that take them into new
performance directions. Furthermore, strategies that exceed a company’s ability
to act can be disabling and, in that process, people become frustrated, and
subsequent plans lose power and credibility. Improved strategies can even

reduce the company 's capacity to act.

. Companies that use values and vision as their main link betv;/een management
and employees can be failed By fate in that the best efforts to inspire and create
common bonds among all groups and employees within a'’company seem unable
to achieve aligned action in the long run. On the other hand;, common visioﬁ and
values, ontheir own, neither increase trust between managers and employees nor
do they ensure that people change their behaviour.

;

. Many companies emphasise employee involvement whereby managers
encourage work teams in production and service setting§ to solve problems
together and recommend ways of improving efficiency or effectiveness.
Sometimes it is not intended to manipulate situations to affect outcomes within
organised and formally constituted groups. Itis rather, because of their different

aims and objectives that people in real decision-making events will, through subtle

and sometimes not so subtle actions, influence employee involvement processes,

thereby attemnpting to manipuiate those events to effect their desired outcomes.
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The effects of this may lead to different opinions and views and some of the
employees’ energy and effectiveness may gradually decrease and, what started

as a good idea, may become useless and the target of criticism,

Total quality management (TQM) focusses on processes as major tools used in
applying pressure for significant improvements in'performance and this focus
requires a company t¢ make a number of changes in the way it functions. TQM
programmes have problems in that they are often imposed from the top. They are
routinely hampered by difficulties involving procedures and bureaucracy with the

company losing sight of its customers and their quality needs.

Better pay and performance management schemes seem to be the answer for
some companies. Pay for individual or group performance, gain sharing, profit
sharing and new ways of conducting performance reviews are favoured solutions.
Some reason that, if only a company can get the rewards and incentives right, the
desired behaviour will follow. These schemes, too, seem to fall short because as
long as people are making more money, they favour such schemes. On the other
hand, performance review works in circles, new forms replace oid ones and each
new system is initially accepted with high hopes. After some time, people find
ways of beating the system and it fails. g

Another point of focus for some companies is cost cutting. Customers rarely pay
higher prices without obtaining greater value and yet costs rise routinely.
Management will try to explain the situation to employees ‘i'n order to reach an
understanding that they have a common causé, and therefore need to support
one another. Appeals like these are routinely met with distrust and members of
staff may be reluctant to propose truly powerful actions as they fear that their jobs
may be eliminated. Staff may sometimes not understand the economics of the

business well enough to make strong recommendations. Most companies do not

‘have the capacity to respond, even if the call for cost-cutting ideas is worthwhile.

Management abandons the task feeling that employees simply do not care.
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Employees on the other hand, dismiss this task as just another attempt by
management to pressurise employees. y
Restructuring has long been in existence but changes are gradually developing
in restructuring techniques. in recent years, restructuring has undergone further
change whereby it focusses on things such as value chains, self-organising and
self-managing teams and processes, These new structures seek to emphasise
customer and service by finding the most efficient and effective sequence of
value-adding activities from supplier to customer. New operations or businesses
are generally the most frequent users of these new structures because they do
not have to overcome firmly fixed habits or traditions and there is less real

evidence of sustained success for ¢lder companies.

According to Tacy (1986) the 1990s introduced several new solutions to the problem of
how to drive essential change. These include, diversity and learning organisational
interventions. The type of fundamental change which dramatically increases quality,
productivity and retains a high number of customers however, remains difficult to capture.
There is, nevertheless, more important perspective when the close focus is on
unsuccessful, fragmented or partly successful efforts of the past. Many successful
compames have found only partial solutions to the competitive challenges still being faced
because somethlng greater than individual interventions is taking place. These partial
changes can be seen as an experience of early attempts to launch a new system of
governance, that is, a new vision of institutional governance. This situation is undergoing
a shift which is 'rep[acing authoritarianism with participation, which shift requires greater
changes in the assumptions of management and other parties regarding how successful
companies.must work., This emerging new age of participation affec;ts values, structures,

roles, processes, competencies and the nature of life and interaction in every company.

Onthe contrary, there are positive aspects to be derived from the shift toward participation.
According to Chell (1985) people are motivated to participate in a firm by a need for

fulfilment. This need can be expanded to include a need for achievement which takes into
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account both the internal motive and work environmental factors of expectancy of success
and incentive value. One of the driving forces of the move toward participation can include
the aspect of information which is increasingly available in real time and in formats which
make it usable. Until recently, people were needed to synthesise, interpret, and format
information when required to do so. Much information can ﬁow be obtained directly and
people can manage their own activity and participate without the interference or direction

from authorities,

Globalization is a further positive move toward participation. This can be achieved through
people, organisations and even through countries that in the past were relatively isolated
but now find themselves confroﬁted by technology such as the fax machines, cellular
phone and the Internet. Companies therefore, often design, manufacture and sell in
several different countries. Increased interdependence requires increased participation.
In addition, as technology transforms employees, participation receives a further boost in
that technology changes the nature of work, freeing up time that can be used for
participation. While, it reduces the number of people required to produce a given good or
service, it increases the scope of production for which each employee is responsible. In

other words, it increases the size of the individual job and the associated responsibility.

‘ Technology in the work situation makes the individual's impact more significant and his or

her commitment and the involvement more critical (McLagan and Nel 1995:16).

According to McLagan and Nel (1995) if employees cannot be guaranteed lifetime
employment, they at least wish to be involved and have their opiniofis heard as long as
they are in a company. This demand to participate has already exerted great pressure on

authoritarian structures to open up access to governance and opportunity.

Lastly, the rise in importance of the customer is a further important factor driving the move
toward part}cipation. Quality can be one of the minimum requisites for customer
satisfaction. The increased mobility of customers means that their ability to shop around
and therefore, their range of choice, has increased and companies must be in a position

to quickly respond to a customer’'s request. In practice, the person who receives the
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- customer’s request must be empowered to do whatever it takes to secure and retain the

customer. In other words, people must be able to think, choose and participate. These._
and the other forces of change do not, however, operate in isolation. They meet at some

point and simultaneously influence one another.
3.3.1  Authoritarianism versus participation

In an authoritarian system, management is made up of people in senior positions. They
manage the workplace. In a participative environment, most embloyees are self-managing,
that is, they direct their own work flow. According to Peters (1988), there are still formai
leaders who are accountable for the company’s strategic positioning, but they are no longer
isolated from the main areas of activity in a company. They are therefore, part of the

leadership of the entire operation.

In authoritarian systems, people in top positions are more important than others in the
same company. There are many systems and programs which can be used to support their
skilis and abilities. In contrast, the participative company shows great respect and actively
supports the dignity, rights and resporisibilities of all. People in traditional systems often
guard and carefully collect knowledge and use it for power and position. In participative‘
institutions, such behaviour is considered to be theft of knowledge E:apitai. On the other
hand, learning and sharing knowledge are two key values: people teach one another and
everyone is assumed to be a learner. The learning flow can be toward management as
well as from it. Formal leaders are not seen as superiors but as people employed to

manage a company (McLagan and Nel 1995:25-26).

According to McLagan and Nel (1995), performance can be defined in various forms. in
the authoritarian system, performance is often short-term and focussed on the financial
gain of shareholders. In the participative company, performance focuses on the customer,
adding of value, benefit and on the ability to work harder. The focus of participation is on

short-term and long-term value and on satisfying multiple stakeholders. All people in the
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system are equally responsible for creating it.

At this point it may be proper to clarify the scope of challenge which brings about a shift
towards participation. Table 3.1 depicts some transition tensions which result in a shift

from an authoritarian system to participation.

TABLE 3.1
SOME TRANSFORMATION TENSIONS

B

Some Transformation Tension

Powerful forces for change

. new information
. environment
. globalisation
_ - production technology
. the new workforce
. the customer as "boss”

Imbedded and habitual practices
and traditions.

Resistance to change.

Business Schoal reinforcement of
authoritarian practices and values.

Mistaken assumptions that
changing one or two practices
equals total governance change.

Use of the language of participation
to describe authoritarian practices.

Time to develop participation skills.

Time to learn about what moves in
participation.

Etcetera

Sd-ﬁf'ce:”Mt-:L'égan.and Nel (1995:25)
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3.4 BENEFITS OF EMPLOYEE PARTICIPATION

participation appears to be a logical response to today's conditions and challenges.
According to McLagan and Nel (1895), companies that constantly and broadly involve their
people in what used to be managerial work are more productive and financiaily successful
than companies that do not. The focus must nevertheless be on complete participation by
an employee in a company and research conducted since the mid 1980s strongly suggests
that participation is worth the price (Hautmant 1992: 18).

According to Hautmant (1992), the complete participation by an employee should include

the following:

' participation in the decisions which create wealth;

. participation in the created wealth; and_.

. participation in the legal ownership of thc.a company.

3.4.1 Participation in the decision-making process

Management should set out participative structures whicH develop the enquiring mind of
the employee and should not make decisions on that which is of concern to the employee
without consulting the employee. Empowered employees who share formal and informat
powers with management have concerns which are not different to th_ose of management.
Enlightened employees discuss increasing market sha(e, lowering the break-even point

of a new store and improving productivity.

There are several stages of participation in decisién-making:

participation in the conception;

participation in the realisation;

participation in the execution.




participation in the conception of a decision creates expectations and beliefs that the

employee defines his own products and objectives before getting down to.work.

Participation in the realisation assumes that the employee exercises freedom over the way

he wishes to execute his work.

Participation in the execution assumes that the employee shares the execution of the work
with others. The experience of the company is that the entrepreneurial freedom of an
employee and, therefore, the employee's acceeta'nce of an Employee Share Ownership

Scheme is in direct relationship with the opportunity the employee has to participate not

-only in the execution of a decision but also in its conception and realisation.

3.4.2' Participation in the wealth created

The employee’s view is that participation in the decision-making process is active. The
employee's need for mental and physical action is fuifilled and his participation in
individual/sub-team/team/mega-team rewards becomes legitimate. In other words, the
employee has earned a right to a reward (Haumant 1992:18). For example, Haumant
(1992) suggests that a company can have a comprehensive reward system which can be
re-evaluated and redefined yearly by management and employees This reward system
can be made up of quite a number of distinct schemes which reward various forms of
participation at various operational levels.
| .

The cohesive drive of all teams is for the ‘company to succeed and for the strong
individuals to carry the weak. At the end of each year the company can compare the
percentagé increase in staff benefits (salary and other incentive schemes) with the
percentage increase in dividends paid to shareholders. It can then declare an equalising
wealth creation bonus which ensures that neither group exists at the expense of the other.

This bonus is divided equally amongst all staff members.
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3.4.3 Participation in legal ownership

The company embarks on a campaign to expiain the reasons why employees should
extend their moral ownership (participation in the decision-making) to legal ownership. The
distinction between manager and workers and owners is not neutral. Owners have the
power of decision on the key options which govern the fate of a company (merger, closure,
acquisitions). Even in a participative culture, managers and employees only control the
day-to-day affairs of the company. The gap between owners and employees could only

be bridged if workers could legitimately participate in boardroom decisions (Haumant

1992:19).

According to Haumant (1992), a survey conducted in April 1991 amongst 103 shareholders

within the same institution, confirmed that:

. the advantages of being an owner-employee were seen as beneficial to both the

employee and the company;
. the disadvantages of being an owner-employee were few;

. the money loaned by the company to employees toc access ;share ownership was
considered well spent as it did not stop the company from creating new job
opportunifies; and the housing assistance scheme launched in the previous year
had already fulfilled the most urgent need of the employee§.

Two studies draw basic or landmark conclusions regarding the ,economic impact of

participative practices. According to Mclagan and Nel (1995), the following several

noteworthy conclusions are drawn from the first study led by Levin (1988}

. Companies that share profits and gains with employees have significantly better

financial performance than companies that do not.
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Companies that share information broadly and that have broad programmes of
employee involvement (the researchers refer to information sharing and
involvement as areas of intellectual participation) perform significantly better than

firms that are run autocratically.

Flexible work design - flexible hours, rotation and job enlargement, multi-skilling -

is significantly related to financial success.

Training and development have a positive effect on business financial

performance.

The existence of formal grievance procedures to protect employee rights
significantly affects the bottom line in both unionised and non-unionised

companies.

Companies that combine group economic participation, intellectual participation,
flexible job design and.training and development have an added productivity

boost - two-thirds of the difference observed in bottom-line impact was due to the

combined effect of these practices.

;' -

According to McLagan and Nel (1995) the second study led by Huselid and Becker which
involves the financial results and work practices of 826 companies in 1992 and
performance and work practices of 748 companies in 1994. According to Mclagan and Nel
t 1

— (1995), these researchers reported the following findings with regard to participation:

. Participative work practices are significantly associated with decreased turnover,

increased productivity and improved financial performance.

. Participative practices have a substantial impact on financial results. Each
standard deviation increase in their use increases a company's market value per

employee.
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High-performance work practices reduce tumnover and absenteeism.

. High-performance work practices have strong positive effects on performance
even when other policies, practices and technology used within a company is not

progressive.

. Companies vary widely in the extent to which they adopt more progressive work
practices. Many companies have not yet adopted a range of such practices.
Those who have, adopted more progressive work practices have a definite

competitive advantage.

. Implementing participative practices appears to have a short-term cost and an
increase in their usage was associated with temporary declines in cash flow and

a negative gross return on assets.

One possible explanation for the last finding is that companies in crisis rhay be more willing
than others to aggressively invest in such practices. A further possibility is that progressive
companies are more likely than others to make cost-intensive investments in information

and work technologies that affect cash position and current ratios. g

Other research results by some economists, behavioural scientists and psychologists, with
regard to participation, concluded that there is a complementary link between participatory
arrangements and cooperative behaviour among employees. Thi‘s link focuses on the
possible effects of participation on factors such as the employee§’s commitment to the
company's goals, their trust in the company’'s managers and their sense of goodwill toward
other members of the company. The interpretation of this situation is that participation may

actually change the goals of the empioyees so that they more closely conform to the goals

" of a company (Levine and Tyson 1990:187).

Employee participation seems to be of assistance when making alternative compensation
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p|ans such as profit sharing and gain sharmg Employee share ownership plans work
bet‘ter and also have their own beneﬂaal effects (Blinder 1990:13). According to Poole
(1986), Britain has some additional stimuli in favour of participation especially employee
share-ownership incentives contained in the 1980 Finance Act. The most far-reaching
legislation stemmed from-an amendment in the House of Lords currently incorporated in
Section 1 of the Employment Act, 1982. This section which took effect from 1 January
1983, has made it a statutory requirement that, in every director's report (in companies with
more than 250 employees), a statement must be included describing the action taken

during the year to introduce, maintain and develop arrangements aimed at;

. systematically providing employees with information of concern to them as
employees;
. consuiting employees or their representatives on a regular basis so that the views

of employees can be taken into account when making decisions which are likely
to affect their interests;

. encouraging the involvement of employees in the company’s performance through
an employees’ share scheme or by some other means; anq
s/ achieving a common awareness on the part of all employees of the financial and
economic factors affecting the performance of the company.
;
In addition, schemes in some companies are seen by senior management.-as part of an
integrated participative philosophy which reflects the m,orél commitmept owed toemployees
by management. It is seen as part of a general move to increase participation in a firm
through ownership and, in return, expects to inspir’e employee loyalty and commitment
(Ramsay, Leopold, Baddon and Hunter 1989:11).

Profit -sharing and share ownership have been fairly common practice in many countries
and have been supported, in one form or another, by the legisiation of such countries.
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Employee participation is however, viewed as the principal means of obtaining greater
control by employees over several aspects of their working lives and, in so donng,
increases thelr powers in comparison with that of management (Poole 1986:16). Interms
of the formal patterns of control, within a company a number of levels can therefore be

identified. R oo -

45  LEVELS OF PARTICIPATION

In many countries there is a distinction between bargaining on wage and non-wage issues.
Industrial democracy arrangements, set down though legislation and/or collective

agreement, cover non-wage, local enterprise level issues. Bargaining on wages and

working hours is conducted separate from those arrangements between the employers
and trade unions concerned generally through the shop steward structure and frequently
within centrally determined limiting factors (for example, collective bargaining at the peak
level). There are exceptions in some other-countrie_s where, for example, the works council
can also play some role in wage issues, but within the framework set by collective

agreements (Tacy 1986:7).

Poole (1986) has identified a number of levels of participation which broadly correspond
with the formal patterns of decision-mak}ng within a company and wider society from a

different point of view. Table 3.2 illustrates the levels of participation.

TABLE 3.2 |
LEVELS OF PARTICIPATION '

On-the-job decision-rnaking by individuals
Workgroup or work team

Sectional or departmental

Piant or undertaking

Enterprise

Industry

Economy

Source : Poole (1986:16)

The first level concerns individual on-the-job decision-making where an employee is

64



viewed as having some right to organise his or her activities within certain discretionary
' [imits- Technological factors are however generally very important at this level because
the higher the degree of employee skill, the more difficult it is to directly measure his or her
work activities and the gfeater the freedom from managerial supervision. In contrast, ina
technological environment where the level of skill required of an individual employee is not
of any great importance, it is easier for management to control the employee’s activities

and to introduce such schemes as measuring daily work and productivity gains. These

;" schemes are specifically designed to reduce the employee’s own initiative and autonomy
F  (Poole 1986:16-17).

-

: According to Poole (1986), the second level consists of work teams or workgroups within
g which the decisions may cover production questions and are likely to do soc whenever
- .

- group activities are involved in the actual production process. Additionally, at this level

there are a number of further possible decision-making areas which may involve employee
actively but which, as a rule, management has sought to determine unilaterally and to
clearly explain it as rights or privileges. These may include hiring and dismissing, starting

and stopping times, the distribution of wages, hours of work, overtime and many others.

~ It has generally been argued that, the higher the level of decision-making, the less likely
it is for employees to have any major influence on the outcome of :avents, and the more
actively managerial rights and privileges are defended. Moreover, .there are a number of
sectional and depa'rtmental levels between the levels of plant and workgroups which have
proved difficult for employees to penetrate. Additionally, in moving to the highest decision-
making levels there are again a number of potential and Iogically‘ separable decision-
making [evels, namely, plant {(or undertaking), enterprise, industry 1’and economy (Poole
1986:17). -

Participation can occur across a broad spectrum of activities. According to McLagan and
Nel (1995), participation can also occur on at least five other major levels ranging from
prescribed action, obeying rules and following procedures, influencing or defining the

mission, values and strategies of the business. Companies involve employees on these
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five levels as follows:
. Level 1: Prescribed Action

At level 1, employees follow procedures and do as they are told. Prescribed action can
apply to activities ranging from sweeping the floor to developing strategy for the business
as a whole: Participative organisations consider prescribed action as important. Once
staff havé committed to prescribed action, they persist in that action .'until there is an
agreement or understanding that the action required must chla'ng_e. Level 1 activities are
those which follow routine or procedures such as housekeeping, safety practices, machine-
paced work and routine management work such as salary administration or budget

reconciliation.
. Level 2: Activity Participation

At level 2, employees participate by influencing ho;.w the work is done, which is part of their
immediate job, that is, they decide on the tools and techniques used and how to arrange
their activities and actions in sequence. Real and meaningful participation is experienced
at this level. Working in quality circies, setting requirements for the quality of work, job
enrichment, gain sharing and attainment of multi-skills to increase task flexibility are typical

examples of activities at this level.

. Level 3; Role Participation

. - .
Atlevel 3, employees participate by determining what they or their teams will accomplish.
Participation on this level requires broad knowledge regarding’ customers and the
organisatic;n’s operations. People need to have more and relevant information in order to
make wise decisions and recommendations. Activities at this level include setting
production and activity goals, identifying the needs of the customers, determining how to

respond to them, setting goals for suppliers and hiring team members.
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Level 4: Context Participation

At level 4, employees participate by moving.outside the boundaries of their own or of their
team’s job to influence the processeés and structures around and beyond them. Employees
go beyond theirimmediate job authority at their own discretion, to solve crises-orimmediate
problems with customers. Typical examples of activities on this level can include selecting
or advising on the selection of leaders, choosing suppliers, influencing the size of budgets
and budget trade-offs, deciding equipment and work technology, providing supervisors with
performance feedback and re-engineering ‘processes that ihvolve others beyond the

immediate team.
. Level 5: Vision Paﬁicipation‘

At level 5, employees participate by shaping or influencing the most essential assumptions
which guide their company. Individuals and teams work together to determine the
company’s broad diréction. Their experience and insight becomes part qf the strategicand
planning data which shapes goals and strategies and they are meaningfully involved in

determining priorities and directions.

Activities on this level assist in determining vaiues, goals, strategies ;ng other frameworks
that determine what the company is and will be. Such activities include assisting to
determine the values, principles and mission of a company. This level involves decisions
on how management processes, such as strategic planning, will ogeur and who will be
involved. ' -

Broadly speaking, levels 1, 2 and 3 activities relate to task issues, while activities on levels
4 and 5 relate to power issues, because the goal of the participative age is to make high

involvement and empowerment the basic foundation of performance. Companies which

‘try to involve people in meaningful ways have the task of influencing all groups to get

involved at any level on which meaningful influence is possible and on which it will add

value or raise commitment (McLagan and Nel 1995:192).
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There are two major transitions that any group of people goes through on its way to full
participation. This takes place when people who are only used to following orders and
taking prescribed action (level 1) begin to get involved in determining either their own roles
(level Ill) or their activities (level [1). The other transition occurs when people begin to
influence the decisions about circumstances beyond the interests or spheres of their own
job (level IV). This situation can be related to what happened in South Africa when trade
unions were legalised in the 1970s. The restraints against activity and role participation
were released (levels If and |ll), but companies generally blocked involvement beyond

those levels.

South African institutions therefore liberalised but did not democratise. They brought a
form of controlled involvement that initially helped to reduce the employees’ frustration and
modérate their demands. This involvement helped to develop the skills and power base
which increased employees expectations for involvement beyond level ll. As aresult South
African labour legislation is moving into areas that support power participation by the
people who do the work (McLagan and Nel 1995:194).

According to MclLagan and Nel (1995), the basic transformation of an organisation really
takes place when people in every part of the company begin to get involved at the context
and vision levels. Employees ﬁeed access to financial and strétegic information for
participation at these levels to be successful. Only with such information can they become
responsible and value-adding in the key power areas of budgeting, promofions, selection
of customers and suppliers and, uitimately, the firm's direction., This ensures that
managers are still in charge of most of these activities, but policy is no longer determined
by small groups of individuals. Moreover, the movement toward participation on multiple

levels should not be chronological.

The most significant gains can be made by introducing aspects of all five levels at once.
Introducing change this way makes it clear that participation requires some minimal
guidelines with regard to actions to be taken as well as the more complex and potentially

exciting activities associated with vision.
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TABLE 3.3

Table 3.3 shows the pattern of involvement in a highly, participative company.

THE SPECTRUM OF INVOLVEMENT IN A'HIGHLY PARTICIPATIVE COMPANY

i

- Involvernent Executives  Managers Staff Typical
Level Activities
A Decisions/influence on
Vision -values
Participation - strategies
- mission
Decisions about organisation
structure
Decisions about management
process and culiure
- v Selecting/advising on selection of
- ' Context leaders

Participation

Choosing suppiiers
Influencing size of budgets

in
Role
Participation

Sefting production/work goais
and standards

Production scheduling
Determining customers' needs
and responses to the needs
Seftting supplier goals
Hiring/firing team members

-~ It
Activity
Participation

Quality circles

Statistical procegs controls
Determining methods for the
work

Multiskilling across tasks

Gain sharing

!
Prescriptive
Action

Housekeeping

Safety )
Machine-paced work

Some management processes

Source: Maclagan and Nel (1995:193)

3.6 TYPES OF PARTICIPATION

There are many forms of participation, two being direct participation (involving face-to-face
interaction) or indirect participation (involving representatives) which has implications for

the level within the organisational hierarchy where different forms of participation may be
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| witnessed.  An .important distinction can alsoc be made between individual and

representative participation (Chell 1985:3). -

36.1  Direct participation

Direct participation means that an individual employee takes over or is drawn into certain
managerial decisions which have traditionally been taken by management alone (Knudsen
1995:5). The entire company’s first order of business, in a participative company, must be
to support frontline employées as individual contributors and as teams. The aim is to
ensure that there are no barriers between the peopie who make and distribute the product
and those who serve customers (McLagan and Nel 1995:202). Accordirig to McLagan and
Nel (1995}, today's most successful company mostly consists of people who do the work
and have knowledge of it, they think, they have power, they know their job, customers and

suppliers. They think about the best way of doing their jobs.

Furthermore, they think about unique ways of meeting specific custonmier needs and about
things which can be done to support the direction of the business. individuals and teams

H
have power to act in crises, power to stbp the line if quality is poor and to remove products

- from shelves if they are not up to staridard. Théy have ideas which they make known,

providing vision and strategy. Over time, as individuals working' alone and in teams
develop skills, new perspectives, and trust, they furthermore develop budget power. One
of thé best thinkers on present day business strategies, best known as a management
theorist, gives an example which highlights the role of frontline staff il;l what used to be the
exclusive field and one of the major tasks of top executives: “Out in the field, a salesman
visits a customer. The product isn't quite right, and together they work out some
modifications. The salesman returns to the company and puts the changes through; after
two or three more rounds, they finally get it right. A new product emerges, which eventually

Opens up a new market. The company has changed strategic course”(Mintzberg 1994:30).

Direct participation may take several forms, such as the delegation of a greater degree of

discretion over the immediate work tasks, the creation of autonomous groups or quality
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circles and meetings at workgroup, workshop or departmental level: .General'!y, direct,
participation is only applicable to lower-level management decisions. Typically they are
decisions regarding how work operations are to be carried out, although there are also
exam;:;les of direct employee involvement in middie or higher-level management decisions

concerning technical and arganisational change (Knudsen 1995:5-6).
3.6.2 Indirect participation

indirect participation implies that the participation of empldyees takes place through
representatives and is based on collective interests of all participants. Typical institutions
for indirect participation are shop-steward meetings with managément, with shop-stewards
being elected by and representing the members ¢f a specific trade union at the workplace;
work councils which are the bodies elected by all employees at the workplace With a right
to meet regularly with management; and joint committees which are mixed bodies
consisting of management as well as employee representatives. Incompanies with several
workplaces and in groups of parﬂ‘cipation bodies established at workplace level,
participation may be supplemented by central bodies for the whole company or the whole
group. A further possibility is the represéntation of employees on the company or
supervisory board by shareholder representatives. Indirect participation may therefore take’
place within both the operational units (workplace or plant level) e;nd the financial units

(company or firm level) (Knudsen 1995: 6).

3.7 THE CHALLENGE OF PARTICIPATION IN THE WORK F:.LACE

Participation is socially acceptable governance, and is moralistic in that it fits the prevailing
democratic situation of times and research shows that it can work. It is therefore, hard to
oppose participation and yet there are few companies that operate participatively
(McLagan and Nel 1995:229).

According to McLagan and Nel (1995:229), the rational dream of participation must be

reconciled with its emotional and human reality. In other words, many people are not fully

71



qv‘.rrv;w 'ivﬁ T

developed emotionally, nor are they fully responsible. Some long for the protective cover
of dependent and even coercive management, while others will abuse any power that
comes their way. These and other legitimate fears and concerns keep people from putting
their full energies into the transformation from authbritariah to participative roles and into

ways of working and being together.

The shift from authoritarianism to participation is not an easy move to make and it is not
easy to make participation work once it has started. This is due to the fact that there are
many difficult issues accompanying the change or a new direction toward success.
Although some of these difficult issues may threaten participative companies over a long
period, none have a strong enough effect to serve as a reason not to change towards
participation. These issues must not however, be ignored or dismissed. Some can involve
fears which make it easy for resisters to play on the hopes that they can block participation
before it has an opportunity to get off the ground. This is especially true of accusations
involving the impact of participation on performance with regard to the concerns regarding
the length of time needed to make decisions, the effects of group-think on quality and the

loss of focus on uncompromising performance (McLagan and Nel 1995:238).

Some of these issues can be viewed as loss of control, the effect of group-think on quality,
loss of individuality, apathy and abdicating managers which are Feally experienced in

authoritarian companies. Their negative effect decreases dramatically under participation.

- A whole system of change must take place before these issues subside and they will not

subside unless participation is firmly entrenched in the processes, structures and
1

assumptions of the organisation. -
McLagan and Nel (1995:229-238) cited a few of these problems as follows:

. Decision-making will take too long: It can indeed take longer to make a
participative decision because of the involvement of many people .and dealing
with the resulting conflict takes time. In the early stages of participation,

managers often go overboard in involving people and it is possible for people to
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have inappropriate expectations of involvement.

Control will be lost. Managers in particular fear that people will not work in the
best interests of the company unless there js strong direction, close supervision
and clear consequences for non-compliance. Mereover, managers may abdicate
by neglecting their duties in the early stages of participation, and employees may

use their freedom as an opportunity to rebel. -

Group-think will reduce quality and efficiency: When people get together in
groups they often underperform, in that they drop out, are reluctant to confront or
they use the group as a platform from which to air their personal agenda.
Pressure to perform poorly or to be a hero at the expense of the group can build
up. These tendencies have the effect of réducing quality. Nevertheless, the
concern that participation will not be able to deliver high performance in the long-

run cannot be ruled out.

Individuality will be lost: Some people fear that they will get lost in the group,
some wonder what to do about the star performers and others do not want a
workplace in which everyone is treated the same. .
Apathyis athreat: Some managers often refer to employees as pgople who lack
interest in their work and who always need someone to coerce them into taking
responsibility and into being accountable. Employees see management as

people who are only interested in power.
Managers will abdicate: Managers of many companies have risen in the ranks
because they have been able to survive and get results in authoritarian systems.

When confronted by the loss of their traditional, initial managerial authority, they

- often feel helpless. They may be confronted by new aspirations and demands

from employees who wish to be involved but, at the same time, do not yet fully
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understand what involvement means or what it requires from them. Against this
background, many managers give participation the benefit of the doubt. They
aggressively delegate work, but are unsure of what to do thereafter. Managers
abdicate if they do not have the necessary skills to assist and support their
subordinates as they confront the uncertainties that come with the new rights and

responsibilities.

Participation requires people to adopt a new, mature, general view of life. Everyone must
theréfore accept the responsibility of choice and free wiil in order to be contributing and
involved decision-makers. Participation furthermore, also calls for meaningful influence,
.meaning that people must have both the ability and the right to put their views forward and
to shape the decisions affecting them. . Additionally, participation demands activism,
meaning that people must act if they are to break away from the assumptions of the old
system and must take a bold stand in maintaining their beliefs and ideas without fear of

abuse.

Lastly, participation requires that diversity be deeply valued. Committing to participation
requires people to open their minds and emotions to others' views and practices that are
different from theirs. Such commitment takes more than just being understanding of how
people differ. It requires commitment to move with and through Sthers’ differences to

solutions that no one could have foreseen on his or her own (McLagan and Nel 1995:226).

3.8 SUMMARY
A company can be truly participative only when all stakeholders are actively involved in
creating the vision, interdependencies and systems of the company and when their day-to-
day actions are appropriately participative. Participative behaviour extends beyond the
Company's boundaries. The truly participative co-mpany involves customers, suppliers and
union representatives as well as employees, managers and functional staff members.
Since members of all these groups help to create the quality of the company’s products and

Services and of the business relationships uniting them, participation must extend to all
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these groups. Additionally, participation praises and values the capacity of people by way

of encouraging financial participation and by respécting employees. Participation values
the capacity of people to grow, to contribute meaningfully to performance. It does not
suggest that respect, growth, financial participation and meaningful contribution occur in

isolation but that when people come together in an institution, they do so'with a purpose.

When people come together in an economic organisation or a workplace, an effort must
be made to ensure that the company is productive, that it adds value and that people work

together towards a common purpose.

One of the ways of contributing meaningfully in an arganisation and adding value can be
the involvement of employees in decision-making processes and financial participation.
Profit-sharing and employee share ownership have been fairly common financial
participation practices in many countries. Various other forms can be considered by an
individual firm or firms but, for the purpose of this study, the next chapter investigétes _the

activities of employee share ownership schemes as an employee paiticipation option.
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CHAPTER 4

EMPLOYEE SHARE OWNERSHIP SCHEMES AS AN
EMPLOYEE PARTICIPATION OPTION

4.1 INTRODUCTION

There is often a wide gap between management aims and employee expectations. In the
interests of mutual survival, closing the gap often requires mutual effort. This could be
attained by a change in both employee commitment to the firm and employer commitment
to the employees who are joined with management in the battle for survival. This will

hopefully lead to achievement of the objectives of both parties. -

Understandably, employees are always concerned with their own survival. In the absence
of sufficient interaction with management and little interaction when negotiating service
conditions, employees could easily feel demotivated. They may be in a routine of working
to fuifill increasing demands without recognising the need to improve their own contribution
to the process of business (this could be one of the reasons why South Africa's productivity
has been poor). The attitude has developed among many emp!oyges, particutarly black
employees, that they do not share in the fruits of their labour and that their contribution

does not really matter (Lemmer 1990:2).

Through the years, many companies have made claims of how effective employee
ownership can be in bringing about the desired results. Some researchers speculated that
by making an employee a shareholder in business, at his place of employment, his zeal for
the job is stimulated (Pierce and Furo 1990:32-33). Furthermore, when an employee is
given a ‘piece of the action’, he will be motivated to work harder and complain less, leading
to lower absenteeism and labour turnover. It is believed that considerable motivation for
productivity, released by the self-management opportunity, can outweigh the inefficiencies

of semi-skilled and inexperienced management (Pierce and Furo, 1990:32). Additionally,



employee alienation and organisational effectiveness problems can be arrested by their
participation in employee share ownership schemes. According to Pierce and Furo (1990),
ESOPs may help reverse declining labour productivity and can deter takeovers, save taxes
and increase employee morale that accompanies the establishment of employee share

ownership schemes.

Despite claims of employee share ownership benefits, the literature has so far uncovered
several contradictory observations (Piece and Furo 1990:33). The research evidence
accumulated to date, nevertheless, suggests that employee share ownership can produce
favourable results if managed properly. The objective of this chapter is to analyse the
“nature of ESOPs, provide a general overview of South Africa with regard to ESOPs based

on the efforts of some of the companies which have attempted to implement ESOP |
schemes, what employee ownership is, how ESOPs work, how to establish an ESOP and

the benefits of share ownership schemes.
4,2 THE NATURE OF EMPLOYEE SHARE OWNERSHIP SCHEMES

People who own shares in a company are the owners of that company. Managers are not
necessarily the owners of a company and are very seldom the sole owners, although they
may we!l own some of the shares (Maller 1987:51). One way managersgand employees
can own shares‘in a company is by means of an employee share ownership s¢heme
(ESOP). ESOPs offer many advantages. ESOPs are easy and inexpensive to design and
implement; they can provide liquidity without the loss of control and they can add incentive
for employees who become part owners. ESOPs still remain re!ativeI;/ unknown and
misunderstood. Various researchers have carried out extensive investiggtion with regard

to the origins of ESOPs, hoping to shed some light on the value of ESOPs.

421  The background of ESOPs

After the second world war (1939-1945), works councils were established in many

European firms. As aresult, employee representation on management boards in the West
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Germany coal and steel'industry took placé (Mallér 1987:53). The process of greater

worker participation in the affairs of companies has grown during the past 30 years and has
taken many forms, such as representation at board level, collective bargaining and
consultation with trade unions and different forms of employees' committees with various

rights. ESOPs are one of the more recent forms of worker participation(Maller 1987:53).

According to Rodrick (1996}, the employee share ownership scheme (ESOP) concept was
developed in the 1850s by Louis Kelso, a San Francisco lawyer and investment banker
who argued that the capitalist system would be stronger if all employees, not just a few
shareholders, could share in ownership of capital producing assets. Although the ideawas
not totally new, the concept had received little attention before that time. Kelso's idea was
that everyone should own productive capital, thereby building a personal capital estate.
He believed that the best way to accomplish'this, goal was to create a corporate

mechanism, turning workers into owners.

According to Rodrick (1996), Kelso tried, over a number of years, to convince companies -
to use this plan by suggesting that productivity would improve and that they could achieve
tax breaks. In 1973, Kelso convinced the chairman of the United States tax-writing Senate
* Finance Committee that tax benefits for ESOPs should be permitted and encouraged under
employee benefit law. Federal legislation promoting ESOPs appeared thereatfter,
Employee Retirement income Security Act of 1974 (ERISA), which governs employee
benefit plans. A statuary framework was established for ESOPs. |h the following years,
the number of ESOPs expanded dramatically once it was realised that ;he ownership
sharing idea was in the economic interest of company owners. The United States congress
has modiﬁéd the laws governing ESOPs from time to time, most notably in the Tax Reform
Acts of 1984 and 1986 and in legislation passed in 1996.

Since 1974, the number of ESOPs has expanded dramatically.. Presently there are

approximately 10 000 ESOPs and similar plans covering over 11 million empioyees in the

United States. ESOPs are found in public traded and closely held companies of every size.
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Most of these companies have over 15 or so employees due to the costs of setting up and
administering an ESOP (Schidgall and Bechtel 1990:80).

ESOF;s have been a feature of American corporate life since 1974. More than 20 of the
top 100 companies have schemes whereby employees hold more than 10% of their
company's-shares. American tax laws are such that companies are given tax concessions
if they operate an ESOP. The result is that more than 11 million employees (6 - 8% of the
entire workforce) own shares in the companies for which they work. The ESOP scene is
no longer new to South Africa. A small number of companies have introduced ESOPs in
South Africa.

ESOPs form part of the management approach called "participative management”. ESOPs
beganressentially with the recognition of trade unions. Some may argue that ESOPs came
about not because managers wished to encourage employee participation in the decision-
making of the company, but mainly because trade unions became too powerful for
management to ignore. In recognising unions managers began to talk about co-operation
and common interests of employees and management because they realised that
antagonistic relationships could be de.trimentai to profitability.

422 The nature of an Employee Share Ownership Scheme (ESOP). Some
international perspectives

Ownership is not a simple concept. Various definitions have been suggested. Pierce and
Furo (1990) suggest that some of the confusion stems from the fact that many writers have
failed to distinguish between the following criteria: the role shargs play; the method of
share purchase or acquisition; the manner of shareholding; the provision of the sale or
transfer of sﬁares; the extension of the employee ownership; the share concentration; the
role of outside investors and the principles of control. Some organisational researchers,
having looked at variations in employee-ownership systems, observed that ownership
systems employ different degrees of employee ownership and employee control. Some

are built around employee ownership, some emphasise employee control and others
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emphasise both ownership and control dimensions. Because the term ESOP cannot be
precisely defined and may be understood in different ways by different practitioners, there

is a need to review a number of definitions of an ESQOP:

. The ESOP €Centre in London defines an ESOP as an arréngement'involving an
ESOP trust which is capable of borrowing in order to acquire employer shares for
subsequent aliocation to all or most employees. The ESOP Centre's definition
therefore emphasises that an ESOP must offef shares to a cross-section of
employees in a company or group and not just senior executives.

. An ESOP is an arrangement involving an employee benefit trust which, with
financial assistance from the employer, acquires substantial quantities of
employer shares or securities for subsequenf alloéation to some or all employees
(Reid 1991:1). '

. An ESOP is an organisational arrangerr;ent in which a significant proportion
(though not necessarily all) of the people who work in the firm (regardless of
whether they are salaried or hourly employees) hold rights to organisational
equity, informatioﬁ and influence. The extent to which each of these rights is put
into place varies considerably across firms operating under the set of rules to be
followed with regard to ESOPs (Pierce and Furo 1990:35).'

. An ESOP is a trustee empioyee retirement benefit plan, designed to invest
primarily in qualifying employer securities. It is a separate legal entity and may
incur debt to purchase such securities. The ESOP acquires shares from either
the employing firm or the shareholders and holds them until they are ultimately
disfributed to the employees. The ESOP must generally distribute the vested
shares within a prescribed period in the case of resignation, dismissal, death or
retirement of the employee (Wise, Racette and Phillips 1992:28).

. According to Rodrick (1996), an ESOP is an employee benefit plan which makes
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the employees of a company owners of shares in that company. Several features
make ESQOPs unique compared to other employee benefit plans. Firstly, only an
ESOP is required by law to invest primarily in the securities of the sponsoring
employer. Secondly, an ESOP is unique among qualified employee benefit plans

in its ability to borrow money.

. An ESOP is a pregramme which helps employees to acquire equity in their
company, usually with the same rights and obligations of any other shareholder.
Two of the defining characteristics of ESOPs are that shares are made available
to all Employees who wish to participate, and that the company helps them to buy
the shares (Nyhonyha and Braithwaite 1996:45).

. - An ESOP is a tax qualified employee benefit plan, designed primarily for

investment in employer stock (Chang 1992:9).

. According to Block (1991), an employee share—ownérship scheme is a qualiﬂéd
retirement plan which can be used to provide employee share ownership and, at
the same time, to advance a number of other objectives. The basic idea behind
any ESQOP is that common shares (or convertible preferred shares) are distributed
to the accounts of employees and are eventually bassed on to them at retirement

or departure from the company.

For the purpase of this study an ESOP is defined as a company arrangement in which
employees hold rights to company equity, information and inﬂuencé. In other words,
shares are made available to all employees who wish to participate and that the company
helps them to buy the shares. This scheme can have unique features based on an

individual company’s needs.
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4.3 OPERATIONAL [SSUES OF ESOPs

Generally, ESOP funds are assumed to be used for business expansion, to start a new
company, to reduce debt or to transfer ownership from owners to employees. On the other
hand, employee ownership can be accomplished in a variety of ways, of which an ESOP

is one. The following discussion is based mainly on American cases and tax laws.
4.3.1 Employee Share Ownership Scheme'(ESOP)

Lynch (1988} suggests that employee ownership can be accomplished in a variety of ways.

. Employees can buy shares directly, be given shares as a bonus, can be given share

options or can obtain shares by way of a profit sharing plan. Some employees become
owners by way of employee cooperaiives where everyone has an equal vote. By far the
most common form of employee ownership in the US is the ESOP. Although ESOPs were
almost unknown until 1874, over 10 000 companies presently have ESOP's, covering over

11 million employees.

According to Scholes and Wolfson (1990), companies can use ESOPs for a variety of
purposes. While most of the press attention has foncussed on ESOPs in public companies
used as a takeover defence, this accounts for less than 4% of ESO’Ps. Buyout of failing
companies (1% of the plans) or exchange of shares for concessions (3% of the plans) are
not common purposes for implementing an ESOP. Instead, ESOPs are most commonly
used to provide a market for the shares of departing owners of successful closely held
companies, to motivate and reward employees or to restructure benefit plans in order to
take advantage of special tax incentives. in almost all cases, ESOPs are a contribution to

the employee, not an employee purchase.
43.2 Typical ESOP rules

Scholes and Wolfson (1990) describe an ESOP as an employee benefit plan, similar in

some ways to a profit-sharing plan. It is tax-qualified, meaning the ESOP sponsors (such
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as owners or the company itself) receive tax benefits in.return for adhering to certain ruies.
An ESOP is a defined contribution plan in that the employer makes annual contributions -

which accumulate to produce a benefit not defined in advance.

According to Lynch (1988), in creating an ESOP, a company sets up a trust fund, into
which it contributes new shares of its own shares or cash to buy existing shares.
Alternatively, an ESOP can borrow money to buy new or existing shares, with the company
making cash contributions to the plan, enabling it to repay the ESOP loan. Regardless of
how the ESOP acquires shares, company contributions to an ESOP trust are tax-
deductible, within certain limits. Shares in an ESQP trust are allocated to individual
employee accounts. Although there are some exceptions, all full-time employees over 21
years of age generally participate inan ESOP. Allocations to ESOP participants are made

either on the basis of relative pay or by some other formula.

According to Lynch (1988), employees who are ESOP participants receive the shares in
their ESOP accounts when they leave the company, which the company must buy back
from them at its fair market value (unless there is a public market for the shares). Private
companies with an ESOP must have an annual outside valuation to determine the price of

~ their shares. According to their number of allocated ESOP shares, employees in private
companies must be able to vote on major issues, such as closing or relocating. The
company can, however, choose whether to pass voting rights (such as for the board of
directors) on other.issues. In public companies, ESOP participanfs mﬁst be able to vote
on all issues (Scholes and Wolfson 1990:2).

4.3.3 Functions/uses of ESOPs

An ESOP can be used for the following purposes:

. To‘buy shares of a departing owner; According to Scholes and Wolfson (1890),
owners of privately held companies can use an ESOP to create a ready market

for their shares. Under this approach, the company can make tax-deductible cash
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contributions to an ESOP in order to buy out an owner's shares or it can have the
ESOP borrow money to buy the shares (see below). Once the ESOP owns 30%
of all the shares in the company, the seller can reinvest the proceeds of the sale

in other securities and defer any tax on the gain.

. To borrow money: According to Reid, Tremaine and Langley (1990), ESOPs are
unique among benefit plans in their ability to borrow money. The ESOP borrows
cash which it uses to buy company shares or shares of exist'i'ng owners. The
company then makes tax-deductible contributions td the ESOP to repay the loan,
meaning that both the principal amount and interest is deductible.

. To create an additional employee benefit: According to Scholes and Wolfson
(1990) and Buchanan (1998), a company can simply issue new or treasury shares
to an ESOP, deducting their value (for example up to 15% of covered pay) from
taxable income. Alternatively, a company can contribute cash, buying shares
from existing public or private owners. In public companies, which account for
about 10% of the plans and about 40% of ESOP participants, ESOPs are often
used in conjunction with employee savings plans. Rather than matching
employee savings with cash, the company matches them with stock from an

. ESOP, often at a higher matching level. g

As demonstrated above, an ESOP is a versatile financial tool which can be used by a
selling shareholder to obtain signiﬁcant tax benefits in selling a portion or all of his or her
company. According to Rodrick (1996), an ESOP can furthermore be used when there is
a spinoff of a division or corporate expansion which can increase employees earnings.

[

4.3.4 Limitations

As attractive as ESOP benefits are, there are, however, limitations and drawbacks in using
ESOPs. The law does not ailow ESOPs to be used in partnerships or professional

corporations. In South Africa, any gain made by the exercise, cession or release of any
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right to déquire any marketabl® sdcurity (sub-séctiof 10 of the Taxatibrt Act 38 defines
marketable security as any security, stock, debenture, share option or other interest
capable of being sold in a share market or exchange or otherwise) will be included in the
taxpayer's income if the right was obtained by the taxpéyer, as a director (or former
director), or in respect of services rendered by him és an employee, On the other hand,
Seétion 8A of Taxation Act 38 directs that the tax liability will arise on'the day on which the
option is eéxercised, or othérvise dealt with, and will be calculatéd as the difference
between the amount paid for the shares and the market value at that date, less any amount
paid for the options (Huxham and Haupt 1998:440). In other words, the tax liability can be

a burden to the taxpayer.

Huxham and Haupt (1998) maintain however, that Section 10 (1) (n E) of the Tax Act 38
stipufates that if the taxpayer purchases shares under a share incentive scheme and the
transaction is cancelled or the shares repurchased from the employee, the employee will
not be taxed on the amount received by him for the shares, provided it is not more than
what he paid for the shares. In other words, the taxpayer is liable if he makes a profit from

selling shares.

A further disadvantage is that a closely held company with an ESOP must repurchase
shares from departing employees. This can become a major expens:a. According to Desai
(1999), a closely held company is a business that has a limited number of owners and is
not publicly traded nor fisted in the JSE. Family businesses fit into this category, along with
others controlled by afew people who may or may not be related. In comparison with other

South African forms of ownership, a close corporation fits into this category.

On the othér hand, the cost of setting up a simple ESOP scheme is reasonable. Whenever
new shares are issued (to provide shares for the ESOP), the shares of existing owners are
diluted. The dilution must be weighed against the tax and motivational benefits which the
"ESOP can provide. Finally, an ESOP will improve corporate performance only if it is

combined with opportunities for employees to participate in decisions affecting their work.
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4.4 TYPES OF EMPLOYEE SHARE HOLDING SCHEMES

Since 1978, many countries, especially Britain, have encouraged the implementation 6f

Employee Share Ownership schemes.
4.41 Leveraged and non-leveraged ESOPs

ESOPs are either leveraged or non-leveraged. A non-leveraged plan is basically a
standard defined-contribution plan, where the employer periddically contributes cash or
shares to the ESOP.

Participants accrue tax-free benefits in their accounts under a vesting schedule (Wise et

al. 1992:30). See figure 4.1 for a graphical répreéeqtation.

FIGURE 4. 1
BASIC NON-LEVERAGE ESOP

BASIC NON-LEVERAGE ESOP
(where newly issues shares are acquired
Employer (1) Contributions made annually > . ESOP
Company -
3) Benefits
(2) Company shares purchased ) dispersed
‘ l
. ESOP
participants

Source: Wise et al. (1992:30).
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in a leveraged ESOP, the trust borrows to acquire employer securities. The loan is
guaranteed by the sponsoring employer, which annually contributes amounts to the ESQP
in order to pay off the loan. The shares are held in a suspense account and are released
only as the debt is repaid. This plan would therefo[e involve a release schedule, an

amortization schedule tpay off in regular amounts) and a vesting schedule (see figure 4.2).

FIGURE 4.2

BASIC LEVERAGE ESOP
BASIC LEVERAGE ESOP
(where newly issued shares are acquired)
(Exhibit 2)
Employer 4— (2) 3 for shares — 4— (1) ESOPloan (R) —
L. {3) Company shares ESOPs (6) Loan repaid Bank or
Company }—— (5) Contributions I - - . from company —J»- other
; ' contributions tenders
(7) Benefits
dispersed
\ 2
(4) Investmentin
subsidiary, other
business, plant and ESOP
equipment, etc. Participants . -

Source: Wise et al. (1992:31).

Additionally, Chéng (1989) predicted that all things being equal, shar‘eholde-_r gains should
be higher for leveraged ESOPs than non-leveraged ESOPs because of the lower borrowing
rate on ESQOP loans and tax deductions from dividends paid on ESdP shares, resulting in
a higher impact on the size of contribution on retu;ns for leveraged ESOPs. Most of the
accounting controversies surrounding ESOPsrelate to [everaged plans. According to Wise
et al. (1992), the major recommendations with regard to accounting issues may be

summarised as follows:
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. An ESOP debt, guaranteed by the employer, should be recorded as a liability in
the employer's financial statements when the employer is liable for future
contributions to the ESOP to service the debt. Assets heid by the ESOP belong

to the employees and may not be included in the employer's financial statements.

. The offsetting debit to the liability recorded by the employer should be accounted

for as a reduction of shareholder's equity.

. Both the liability recorded by the employer and the offsetting debit should be

reduced as the ESOP makes payments on the debt.

» _  The amount contributed (or committed) to an ESOP, relative to a given year,
should be the amount the employer charges to expenses; the compensation and

interest elements of the contribution should be reported separately.

. All shares held by an ESOP should be treated as outstanding when calculating

earnings per share.

. Dividends-paid on ESOP shares should be charged to retained earnings and

should never be included in compensation expenses.

During the past few years, the more sophisticated ESOP plans have departed from the
traditional loan amortization schedule because they have beeln i‘mplemented to meet
complex tax and corporate finance objectives, sometimes calling fO( irregular debt service
payments: In the light of this trend, an alternative approach tc calculating interest and

compensation expense has been suggested.
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For example, loan interest is recorded as interest expense and compensation expense is

determined under the following formula:

Shares allocated to employees
Total shares purchased x Original principal amount

On the other hand, for non-leveraged ESOPs, the number of outstanding shares is
calculated using a so-called "treasury-stock method" or is based on the number of shares
allocated, released or committed for release. Convertible preferred will be considered as

common share equivalents in all cases.

44.2  Atax deduction and tax credit ESOP

Prior to the United States Tax Act (1986), there were two basic types of ESOPs, namely,
a tax deduction and a tax credit. According to Scholes and Wolfson (1990), in the case of
a tax deduction ESOP contributions to the trust give rise to tax deductions, whereas,
contributions give rise to tax credits in the case of atax credit ESOP. The credit ESOP was

therefore eliminated by the 1986 Tax Act.

Scholes and Wolfson (1990) suggest that the 1986 Tax Act added siénificant taxincentives
for ESOPs by making provision for shareholders in a closely held company to be able to
obtain a tax-free rollover on the sale of their shares to an ESOP, if it attained at least 30%
ownership of the company and if the seller purchased qualified replacement securities such
as corporate bonds. Secondly, the corporation could receive a d_eductioﬁ for dividends
paid on ESOP shares, provided that the dividends paid were- paid out to current
employeeé. Lastly, a bank, insurance company or other commercial lender was permitted
to exclude from income 50% of the i_nterest recejved on loans to ESQOP sponsors from
income, provided that the proceeds of the loan were used to finance the ‘acquisition of

employer shares for the ESOP.
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In addition to the above, there are many ways in which organisations involve their

employees in share ownership. The methods used are largely governed by each

organisation's specific objectives for ESOPs. The following are a few examples commonly

found in South African companies:

" -

Share allotments: This arrangement occurs when company shares are allotted
to employees free of charge. This scheme is often based on merit. A company
will offer an amount of free shares to an employee as recognition for hard work.
This is a performance-based share-option scheme and is usually preferred by
employees at higher levels of management. A further example of this type of

scheme is where a company offers free shares to its management (executive)

-staff as a way of retaining them (tying them down)). The incentive here is that, if

senior staff own a direct stake in the company, they will remain in it and work
harder. This is the most common form of free share allotments in South African

companies.(Leoka 1990:18).

Special share offer: According to Leoka (1990), a company may decide-to offer
a specific number of shares to employees at a special, preferential price for a
number of reasons. Many South African companies that have introduced ESOPs

have settled for this scheme.

Phantom shares: Under this scheme, employees are allotted imaginary shares
in a company. Employees benefit from the dividend income w‘hich is the same as
that received by other ordinary shareholders of a company, q!though the shares
are not real and cannot be converted into cash. While lacking the benefits of
allowing capital gains to shareholders, it has the advantage of allowing all
employeeé to share in the profits of the company. it is therefore an unusual way
of educating employees in share ownership and investment while offering them

the opportunity to participate in company profits (Leoka 1990:18).
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4.5 BENEFITS OF ESOPs

It can generally be said that ESOPs establish a formal link between the gains and
successes of the company and the individual's well being, irrespective of the type of ESOP.
Some of these benefits can be viewed as reasons for and advantages of introducing
ESOPs to interested companies. An example of a benefit is when an ESOP assists a
company te avoid ény potential breach of the institutional investors' limits on new share
issues. Itis furthermore felt that by putting shares into an employee trust, employees could
be given more say in the destiny of their company in the event of a take-over bid (Reid

1991:13).

One of the advantages of an ESOP is that a company can start small and gradually build
the plan. Should the company ever be sold, the cash-out is handled on a share basis. The
positive aspect is therefore that owners and employees share in the- market value they
have all helped to build (Storey 1995:14). '

Tax benefits have proved effective in the establishment of an ESOP. The following are

_ examples of the tax-based benefits of ESOPs for American companies:

. For the company: According to Buchanan (1998), the major tax benefit is the
deduction aliowed for both interest and principal payments on the loan. In other
words, highly leveraged plans canrealise éubstantial savings from this deduction.
Participating companies can deduct dividends paid on 'st;ares held by the

employee share trust.

. For the [ender: Reid et al. (1990) suggest that lending institutions gain tax
benefits to an ESOP because they have to pay taxes on only half of the interest
-earned on loans made to companies with ESOPs. This tax break theoreticaily

allows the financial institution to lend funds at a lower interest rate than that on
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loans of equal risk made to non-ESOP entities.

I
1Y

. For the owners: Reid et al. (1990) suggest that the tax laws allow owners.of
privately held companies who sell their shares to an ESOP to defer taxes on their
gains, provided that-they reinvest the proceeds in the. shares of another US
owned company within one year after thé ESOP commences. The ESOP must

own at least 30% of the company for this to occur.

. For the employees: According to Storey (1995), vested employees are not taxed
on their company's contributions to an ESOP credited to their account until they
receive payment in cash or shares when they leave the company. Admittedly,

_although this tax break is no different from the tax treatment of pension plans, it

puts ESOPs on an even footing from the employee’s point of view.
4.6 ESOPs IN SOUTH AFRICA

ESOPs can play a powerful role in democratising economic power in South Africa. ESOPs
~ can give the majority of the population, who do not have access to capital, the means to
achieve ownership of some portion of the South African economy, as well as a
supplerhentary income. According to Mailer (1987) and Lecoka (1990), ESOPs were first
introduced in South Africa during 1987, following the disinvestment of international
companies such as Ford Motor Company. About 200 listed and unlisted companies have
thus far introduced the concept. Different constituencies in the [abodr movement have
displayed different attitudes towards ESOPs. According to Maller (1987), when ESOPs
were first intreduced in the early 1980's, some unions rejected the idea; out of hand, while
others (the majority) saw ESOPs as possibly benefiting their members, provided certain

prerequisites were met.
The employee ownership schemes of some South African companies, the impact of share
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equity schemes, the farming industry and a Trust that organises a workshop with the hope
of setting up corrective measures by all concerned companies and various other interested

parties will be briefly discussed below.
46.1 The Anglo Employee Equity Scheme

In 1988 the- Angle American Corporation of South Africa gave 192 000 of its 250 000
employees of all races the opportunity to become shareholders in the company at no cost
to themselves. The purpose of the plan was to give employees an opportunity to acquire
an equity stake in the corporation, and to share in its long-term growth and dividend
performance.

According Leoka (1990) 19 companies affiliated to the corporation participated in this

scheme, the main provisions of which are:

. The plan provides for the issue of Anglo American Corporation ordinary shares
to all eligible employees (those with two or more years service) at no cost to
themselves, with the company meeting any fringe-benefit tax liability.

. The shares are held by Trustees on behalf of individual participants for four years,
during which time they may not be sold. Each participant is‘given a "safe custody"
receipt, receives dividends, receives an employee shareholders Annual Report
(and the full corporate report on request), and may direct the !I'rustees on how to

vote on the shares in general meetings of the corporation.
. There are three options at the end of the four -year period. The shares may be

left with the trust, transferred to the employee or sold to the trust at the open stock

market price.

93

e

g ——



R
;

~

2

4

a
4
—-
¢

&

. If an employee leaves because of retirement or redundancy, or in the event of
death, any one of thesd optiohs may be imhiediately exercised; But the shares of
voluntary leavers or those dismissed for other reasons, remain in the trust for the

four-year period.

. Participation is voluntary and open to all employees with a minimum of two years
service in the corporation or in any of its participatory subsidiary or associated

cémpanies.
46.2 Pick'n Pay Employee Share Ownership Scheme

Pick 'mPay Stores Limited is an investment-holding company with subsidiaries which retail
food and general merchandise on a cash basis throughout the country. Trading is
conducted from fourteen hypermarkets. Income is further derived from wholesaling, motor
vehicle centres and an upmarket household goods chain. Pick 'n Pay Holdings Limited
(PICWIK) is a 52% shareholder in Pick 'n Pay Stores Limited. In turn Raymond Ackerman
Holdings is a 50% shareholder in Pick ‘n Pa'y Holdings Ltd (PICWIK) (King 1992:35).

According to Fine (1987), Pick 'n Pay executive chairman Raymond‘Ackerman resigned
in 1987, after 20 years as the managing director, to undertake his biggest marketing effort.
He travelled round his empire of more than 100 stores in an effort to persuade the then 17
000 full-time employees to become shareholders of Pick 'n Pay. Emp|oyees were offered
at least R1 200 worth of shares, the value of which could double in a short time. After
explaining what shareholding means, and the benefits thereof, Pick ‘nPay’s main aimwas

to make shareholders of 50% of its staff.
Pick 'n Pay's intention was to implement a share ownership scheme whereby the business

would take the initiative in building more houses and giving staff a stake in the company.

One of its further aims was to try and turn South Africa into a home-owning and share-

94



owning democracy, instead of expecting the government to do everything to secure the
country's future. Mr Ackerman teid the correspondence editor of the Weekly Mail (15
October 1987) that he knew some trade unions would come to accept that the scheme
meant to give employees a meaningful stake in the COmpaﬁy. Pick 'n Pay couid, therefore,
through it's business operations, give its employees the experience of power-sharing in the
economic field (Hood 1987:5). -

According to the tdrrespohdente editor of the Weekly Mail {1987:10:15), émployees were
allowed to buy twin shares from the trust after five years if they had the money, or the
shares would automatically become theirs after 10 years through dividend repayments into
the trust. Following the splitting up of shares, Ackerman was at pains fo emphasise that
there was no hidden agenda. He indicated that the introduction of the ESOP was
motivated by experience in America, the circumstances following the strike which hit the
retailing group in 1986 and the results of attitudinal resea’rch among employees. The latter
indicated a strong need among the employees to hz;we a material stake in the group they

worked for (Cairncross 1987:2).

The Commercial Catering and Allied Workers Union of South Africa (CCAWUSA) reacted
negatively to the scheme. It alleged that it was not consulted and that the scheme was
designed to create uncertainty with regard to a sense of loyalty to-the company without
providing a meaningful stake in it. In an attempt to avoid industrial-action and to boost
employee productivity, Pick 'n Pay hoped to make employees identify w‘ith and feel a sense

of commitment to the company whilst boosting productivity (Fine 1987:8). _

According to Cairncross (1987), the Human Resources Director of Pick 'n Pay then
responded to these criticisms of the absence of prior consultation and various aspects of

the scheme, including the motivation behind the offer. He said that Pick 'n Pay neither saw

it as replacing efforts to increase the minimum wage, nor would it affect any of the other

benefits offered to employees such as housing and education. it was not designed to avoid
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industrial action. The question of whether share-ownership would give employees any
greater say in company decision-making and produétivity were primarily effected through
enlightened and correct management practices and acceptable and negotiated procedures.
In addition to increase wages and other benefits, offering shares to a wider group of
employees was one of the ways in which employees at all levels could share in the

company's growth and prosperity.

According to the Weekly Mail (1987), Cosatu argued that as économics and politics were
clearly related in South Africa, giving employees a stake in the economic system should
be rejected if this was not accompanied by genuine changein the political system. Then,
as at present, a major concern of black trade unions was to improve the real wage level of
their members. At the time, Cosatu's policy was that employee share schemes should not
be used as an alternative to the union’s primary demands, particularly when they were
implemented without proper consultation with unions or were offered to employees

individually.

46.3 Impact of Equity Share Schemes on Western Cape aﬁd Mpumalanga regions’
farm employee shareholders

Inthe past, farm employees did not enjoy the same employee protection as in other sectors
of the economy and often lacked the security of land tenure (de Villiers 1999:287).
Government recently addressed the plight of farm employees via a number of land and
labour reforms. Land reform mainly focussed on restitution of land rights and transfer of
land to farming groupé, but has only made a limited contribution to individual farmer
settlement (de Villiers 1999:287).

Share equity schemes are however, one of the options of land reform programmes which

are operating in the agricultural industry. There are about 50 share equity schemes
sponsored by the Department of Land Affairs. Share equity schemes are joint enterprises,

entered into by farm employees and a commercial farmer and/or third-party investor. Farm
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employees are each allowed a R16 000 land acquisition subsidy to buy a stake in a farm.
The Surplus People Project and Land Agriculture Policy Centre recently conducted a
survey, assessing whether participating farm employees were satisfied with the four equity
share schemes operating in the Western Cape and Mpumalanga regions. According to
Fast (’3999), share equity schemes are in an early stage of development iri the farming
industry. The study identifies some problems that need to be dealt with if the schemes are
to contribute to the alleviation of poverty and enterprise development among the rural poor.

Based on the results of the su'rvey', Fast (1999) contends that the farm employees were
frustrated by the lack of immediate visible benefits, such as increased income and

-improved living conditions. The nature of some equity schemes is the key reason for the

lack of visible benefits, which usually focus on capital-intensive production. Because this
kind ‘of-production entails a long waiting-period before the initial investment is recovered,
there is a difficulty in meeting the immediate needs of the employees and the long-term
investment requirements of farming enterprises. ' Unfortunately, in most cases, farm
employees lack investment experience and capital appreciation and many have waited a
lifetime for their desperate circumstances to improve.

. According to Fast (1999), the following are a few recommendations which were made,

)

based on the results of the survey:

. Visible benefits should be built into each year of the financial plan. These targets
should be related to employees’ expressed needs, anc‘i they should be
communicated to employees in order to hold management acceuntable for
meeting the targets.

. Farm employees on equity sites should have access to land for their own use, for

purposes such as cultivation and grazihg.

The participating employees in Mpumaianga were very optimistic about one of the

schemes, primarily due to the modest benefits they had already received. Two of the
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schemes were however reported to be in serious financial difficulties. According to Fast

(1999), the following factors were responsible for these difficulties:

. The schemes in question were carrying a high debt which was difficult to service

in the current interest rate climate.

. Participants had paid too much for the farms, which contributed to the high debt
level,
. Poor management decisions had been made on one of the farms. Farm

employees had played no meaningful role in these decisions.

Unfoﬂhnately, all equity partners suffer if a far'm goes into liquidation. Whilst
consequences are worse for farm employees, in that they lose their jobs, their housing and
their R16 000 grant which is, in effect, their life-savings, the other equity partners have
skills, expertise and investments to enabling them to embark on other ventures (Fast
1999:28).

In order to address this problem, the study report recommended that urgent attention be
given to improving valuations and legal processes, to ensure that the interests of farm
employees’ are adequately protected and promoted. [t stated that an effective way of
reducing the risk to farm employees is to ensure that they have secure tenure at the equity
site, and that this tenure is separate from the scheme. In other words‘, if the scheme were
to go bankrupt, each farm employee household would still have access to secure

accommodation.

There are relatively inexpensive ways of securing this tenure. The study report

recommend the following:

. The commercial farmer could donate residential land by means of subdivision.
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A notarial deed of personal servitude could be registered. Such individual rights

would be registered on the title deed, and could include rights additional to those
conferred by the Extension of Security of Tenure Act of 1997.

A long-term lease could be registered. This amounts to ownership.

The ESOP 'workshop of the Masibambane Trust

In August 1995, the Masibambane trust, which is an NGO, held an important workshop

aimed at promoting ESOPs in South Africa, and working out a solution to the concerns

voiced by the unions. Participants in the workshop included:

- government representatives, representations of the Katz Commission on Tax, the

Commissioner for Inland Revenue and numerous members of parliament;

representatives of various trade unions and labour co-ordinating bodies, including
Cosatu, Nactu, Sactwu and the NUM;

business representatives.

rl

In the course of the two-day workshop, a consensus emerged that employee participation

inthe economy should be promoted and that ESOPs should be an important focus of public

palicy. Union representatives indicated that they were prepared to support ESOPs,

provided that the following principles were followed: !

that wage levels and conditions of employment be indépendent of share

ownership;
that all empioyees are eligible for shares;

that shares are self-financing;
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. that democratically controlled employee share trusts are formed;
. that plans are subject to full consuitation and deé_ision—making;
. that trade unions are involved from the initial planning onwards; and
. that there is full disclosure of information regarding the ESOPs and the companies
concerned. i -

The South African tax regulations are particularly hostile to-the creation of ESOPs,
resulting in a tax liability for an employee or company. [n comparison, the success of
ESOPs in both the United States and the United Kingdom has been driven by tax base
incentives. Companies may make tax-deductible contributions to’employee share trusts,
for the acquisition of shares to be distributed to employees. In the United States both the

principal and interest on ESOP-related financing are tax-deductible.

South African companies wishing to set up an ESOP must usually allow new, lowest paid

- employees to buy the shares (the Company’s Act, No.61 of 1973, forbids a company to

. give away its shares unless fair market value is received). If the cc;mpany at present

provides financing at an interest rate lower than the official one, the employees are taxed
on this fringe benefit. Furthermore, if an employer makes shares available at a discounted
price, the difference between the market value and the actual priceis dee;med to be taxable

income. -

In summary, Nyhonyha and Braithwaite (1996) suggest that a South African model for
ESOPs should include the following (strategies):

. Restrictions on transferabifity

Employee empowerment, which is an important goal in the introduction of these
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programmes, would have little meaning if, after a short period, the shares were sold on by
employees. Inthe case of Amalgamated Beverage Industries (ABI), shares weére listed two
years later, were sold at R5,30 and moved up from that point. Eight years after the share
offering to employees it was estimated that only 30 % of participants still retained shares.
Shares should therefore be issued with time limitations on their transferability (a period of

five to ten years).
. Discounted and free shares to employees

In the case of parastatals, shares may be obtained on a give-away basis from government.
The company may make payments on behalf of its employees which are deducted from
their salaries; or dividends may be withheld until the shares are paid for infull. Employees
may dirc::actly pay for shares in some cases, with financing provided by the parastatal.

. Percentage of ownership

ESOPs may be instituted whether or not a parastatal is being partially or wholly privatised.

In some cases, such as when outsourcing, larger participation might be recommended but,

" in general, 5to 10% of parastatal equity should be reserved for employees. Employee

buyouts should be considered when outsourcing or selling off a service function such as

security or printing.

. Corporate governance \

A small percentage of shares, broadly held in small numbers by individual employees,
could have the effect of making management less accountable. Voting rights attached to
employee shares could be pooled in a voting trust and controlled by elected
representatives who then vote on all employee shares as a block. By using a voting trust,

employee shareholdings could enhance management accountability.
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. Differential pricing

If the recommendation is made to privatise a parastatal, differential pricing couid be used
to provide for maximum revenue and broad eémployee participation. Shares could be
placed in either a private placement with a strategic investor, or offered publicly at a higher
price. This premium would be used to subsidise the cost to government of providing

shares to employees at a discount.
. Layout of employee ownership .- -

Blasi (1988) suggests that employee ownership can be insignificant or extremely minimal
(up to 15%), sizable {16% to 50%), the majority (51% tq 99%) or complete (100%). In other
words, it can involve insignificant or total employee involvement and equip or favour

employees with many or few of the rights and responsibilities associated with ownership.

Blasi (1988) therefore, suggests.that the layout of an ESOP can be arranged in four basic

ways, such as the following:

.. Minimal employee ownership and very little employee involvement in the
_ownership or management of the company. " The juétiﬁcation for this
arrangement is that, when employees own a small part of the company, it makes
no sense to involve them in the rights and responsibilities of ownership. In other

words, ownership is intended merely to supplement wages.

. Minimal employee ownership and some or extensive employee involvement
in the ownership and management of the company. The reasoning for this is
that, when employees own a small part of the company, it makes sense to provide
them with the rights and responsibilitie§ of ownership because this will help alittle

equity to go a long way.
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. Sizable, majority or total employee ownership and very little employee
involvement in the ownership and management of the company. in this
situation, the theory is that when employees own a large part of the company, it
does not make sense for employees to have many of the rights and
responsibilities of ownership because employees simply cannot manage such
rights and responsibilities efficiently, both in terms of the company’s interésts and

their own.

. Sizable, majority or total employee ownership and some or extensive
employee involvement in the ownership or management of the company.
The idea hence, is that when employees own a large part of the company, it
makes sense for them to have many of the rights and responsibilities of ownership
because that is the way a private property §ystem-works. Nevertheless, eachtype
of employee ownership will not always be limited to a specific set of supporters

and sponsors.

ESOPs, and the other strategies discussed above, are just some of the ways in which
government can incorporate mechanisms for black economic empowerment in its
"~ restructuring programme. Black employees who are the majority in most parastatals will
be provided with a further stream of income and an ownership stake in the economy. Black
businesses, competing for the opportunity to buy any shares the government makes
available, should become more familiar with ESOPs as vehicles for broadening share
owqerships to employees. When they discuss important issues, ESOP‘s will probably be

a part of most deals. - -

According to Leoka (1990), there are various reasons why South African organisations in

particular offer shares to employees. The following are some of the important reasons:

. Some companies will offer employees a stake in order to realise their need for a

sense of belonging in the company. This emanates from the fact that employees

103



4
=
E
_al
-

become motivated when they own a part of the company they work fof.

Shares may be offered to employees in order to enhance productivity. Share
ownership is a good way of sharihg the correlation between hard work and divided

income as well as capital gain.

. ESOPs may be introduced as a way of addressing the negative perception among
some South African employees that all the profits unfairly go to fianagement and
directors although workers are the ones who are directly involved in the

production process.

. Some companies use share schemes to retain key staff. Senior executives in
' marketing and production and key personnel, such as design engineers and
information technology experts, may therefore be offered shares in addition to

other executive benefits. The objective is to ensure their continued employrnent

in the company.
Buchanan (1998) suggests the following additional reasons:

. " To provide tax-favoured mechanisms for owners of closely held companies to sell

part or all of their ownership interests.

. To improve corporate performance by getting employees maore involved.
. To attract and retain good employees.
. To provide employees with a substantial capital stake in their company.
. To allow companies to borrow money and repay it in pre-tax contributions.
. To buy out divisions or subsidiaries.
104
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In recent years, some South African companies have introduced employee share schemes
as an industrial relations exercise to avoid the spread of socialist and anti-capitalist
tendencies among employees. Others have introduced these schemes in the hope that
they will reduce strikes énd stay-aways. Inthe United States some saw employee share
ownership as a means of strengthening capitaiism, while a country such as Yugoslavia (a
communist country at the time) has a long history of employee ownership (Pierce and Furo
1990.386).

Lastly, it is quite possible that the most enlightened reason for intrbducing an ESOP isto
increase the workers' income while broadening the remuneration package base. In South
Africa, a large portion of dividend income is tax-free and some enlightened companies

have decided on share schemes as a means of improving employee income.

4.7 A BRIEF SUMMARY OF ESOPs IN OTHER COUNTRIES

ESOPs have been pépular and successfully implemented in many countries, such as the
United States of America and the United Kingdom. The ESOPs structures of these two

countries are discussed below.

471 The structure of an ESOPs in the United States

- Avariety of schemes can be found-in the United States where the employee share scheme

concept originated. One of these is known as an Employee Share Ovu:nership Scheme
ESOP. By 1991 there were approximately 10 000 ESOP companies in the United States.
Employee ownership can take two forms, namely, direct, where employees own shares in
the company as would ordinary shareholders in a joint-stock company, or ‘beneficial’,

where employees own shares through a trust known as an Employee Share Ownership

Trust (ESOT).

The United States' Employee Retirement and Income Security Act of 1975 stipulates that

the holdings of an Ownership Trust must be primarily invested in the shares of its company,
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unlike the holdings of the usual profit-sharing trust, which may be diversified or of a

pension trust, which must be diversified (Conte and Tannenbaum 1878:23). .

Contributions to the Trust are governed by an Employee Share Ownership Scheme
(ESOP). Depending on the pian, contributions may be made on the basis of a profit-
sharing principle (whereby a fixed percentage of company profits is annually transferred
to the Trust). There are specific tax exemptions when an ESOP borrows money from a
United States bank and uses the funds to buy shares in the employing company. These

exemptions are as follows:

. Half the interest income received by the lender is exempted from income taxin the

lender's hands.

. Dividends paid by the company, to the ESOP, are deductible for tax purposes in

the hands of the company rather than being treated as a distribution of profits.

There are striking similarities between the ESOPs, on both sides of the Atlantic, on an
economic and commercial level. Because of these similarities, commentators, politicians
and practitioners have naturally borrowed the name ‘ESOP’ from the American pioneers.

-

These similarities are discussed later in this chapter.

472 The structlure of an ESOP in the United Kingdom
'

In the United Kingdom, an ESOP usually comprises two distinct components. The first
component is a Discretionary Employee Benefit Trust ('the ESOP trust’), whose trustees
are appointed by the employer company. This trust is dedicated to investing in shares or
securities of the employer company and is empowered t¢ borrow money for this purpose.
At the discretion of the trustees, the trust fund may be used to confer benefits on one or
more of the employees. The second component compromises one or more employees’
share schemes designed to effectively deliver shares tax into the hands of the individual

employees (Reid et al. 1990:18). In other words, an individual employee will pay tax after
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receiving dividends as earnings or income. The trust will often be established offshore so

as to improve its United Kingdom tax position.

According to Chance (1991), the trust itself is not capable of having revenue-approved
status even if it is a qualifying Employee Share Ownership Trust (ESOT) under the rules
of the Finance Act of 1989. The share delivery scheme is often a revenue approved share

option or profit-sharing share scheme.

Accérding to Chance (1991), the new tax rules of the Finance Aét of 1989 were introduced
and designed to encourage the implementation of ESOPs. The United Kingdom ESOP has
- furthermore attracted attention because it seems to offer a new solution to several
commercial problems. Therefore, it is not only an employees’ share participation scheme
but 'a[éo a new too!l of corporate finance. Additionally, the ESOP as the employees’
representative can also improve the position of employees as investors in government

privatisation and leveraged buyouts.
4.7.2.1 Sources of finance for United Kingdom ESOPs

An ESOP can obtain finance from a variety of sources. According jo Reid et al. (1990)

these sources can include the following :

. loans from the company or its subsidiaries;

. loans from an external financier: ' )
. voluntary contributions from the company or its subsidiaries;

. dividends; '

. interest on convertible securities;

. sales of shares to employees;

. sales of shares to a profit sharing scheme;

. sales of shares to third parties; and

. ‘put and call' option financing.
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The simplest way of financing an ESOP is for the company to make a loan to the trustees
on interest-free terms. This is attractive because it is straight-forward, in that the terms of
the loan will not need to be negotiated in detail. Furthermore, the cost is invisible in the
sense that the cost of the loan will not be shown as a separate expense in thr-;\ profit and
loss account and, if the loan is repayable on demand, it can be shown as a current asset
in the balance sheet (Reid et al. 1990; 35-36).

Many banks and other financial institutions in the United Kingdom are willing 6 financially
assist ESOPs. One of the major advantages of arranging external finance for an ESOP is
that the borrowing should have no immediate impact on the company’s own balance sheet.
in addition, if the ESOP’s and the company’s cost of borrowing are the same (which they
should be if the company is able and willing to guarantee the loan), external borrowing

should be no more expensive than a loan from the company itself (Reid et al. 1990:37).

According to Reid et al. (1990), the company will often.make a series of voluntary monetary
contributions to the ESOP which should be deductible for corporate tax purposes if
properly arranged. In other words, this can mean that the ESOP provides a way of
. _obtaining tax relief for principal repayments as well as interest payments.

Reid et al. (1990) contends that if the ESOP fulfils its usual role of holding shares in the
company, it will normally have the opportunity of receiving dividends on those shares. In
other words, those dividends can be used to pay the ESOP's expenses, such as interest
on its loans. Company funding of an ESOP by way of dividends does n‘ot giveLrise to any
additional costs and the payment of dividends will not directly and imn’lediately affect the

company's earnings.
An ESOP will often distribute shares to employees through direct sales. This may be a
sale by way of a share option scheme of some kind, or a share purchase scheme. or

through no scheme at all. On the other hand, because the ESOP is a discretionary trust
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for the benefit of employess, it is free to sell to employees at less than market value if the

trustees find this appropriate {Reid et al.1990:40).

According to Reid (1991), the ESOP will often have a profit-sharing scheme as a major
component. This means that the profit-sharing trust will receive voluntary contributions
from the company and purchase shares from the ESOP trust, thereby realising capital
within thg ESOP trust.

Reid et al. {1990) further argues that there is no reason, in principle, why the sale should
not take place at less than market value if all the beneficiaries of the profit-sharing scheme
are also beneficiaries of the ESOP trust. In other words, this could enable the company
to finance the profit-sharing scheme at a lower cost than if the shares were purchased in

the market at the time of distribution or newly issued.
4.7.2.2 The ‘Put and Call’ Option Scheme as a sov::rce of finance for an ESOP

The put and call option scheme is a way of structuring an ESOP that enhances the level

~ of security available to the bank. It furthermore makes full use of tax credits attached to

the ESQP’s income (Reid et al. 1990: 41). In other words, in the put-and call ESOP, the
bank acquires the shares to be distributed through the ESOP. The bank thereafter enters
into an option agreement with the ESO P, under which the bank can put the shares into the
ESOP on the specified dates or in specified circumstances and the ESOP can call for the

1
shares at any time. . -

Figure 4.3 shows the ‘put and call’ ESOP cash flows.
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FIGURE 4.3
THE ‘PUT AND CALL’ ESOP CASH FLOWS
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Source: Reid et al. (1990:34)

- Bank purchases shares from existing shareholders.

- Company guarantee ESOP trust's liabilities to bank under option agreement.
- Company makes loans and/or voluntary contributions to E§OP trust.

- Company makes voluntary contributions to profit-sharing trust -

- Company pays dividends to bank.

- Profit-sharing trust purchases shares from ESOP trust.

- ESOP trust purchases shares from bank.

- ESOP trust sells shares to employees.

- Employees sells shares to ESOP trust.
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FIGURE 4.4
INTERNAL AND EXTERNAL COMPANY CASH FLOWS (N THE UNITED KINGDOM

___________________________ C__._
BANK zmvemmzemeenccooeol COMPANY
] | B A F E
. S Y. ¥y : ' 4
SHAREHOLDERS ESOP TRUST 4——6—— PROFIT SHARING

? TRUST
|l I
EMPLOYEES

Source: Reid et al. (1990: 20).

-.  Company lends money to ESOP trust.

- Bank lends 'money to ESOP trust.

- Company guarantees bank's joan to ESOP trust.

- ESQP trust purchases shares from existing sharehoiders.

- Company makes voluntary contributions to profit-sharing trust. -

- Company makes further loans and/or voluntary contributions and pays
dividends to ESOP trust. p

- Profit-sharing trust purchases shares from ESOP trust for employees.

- ESOP trust sells shares to employees.

- Employees sell shares to ESOP trust.

- ESOP trust bays interest/repays principal debt to bank.
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The tax advantages of the United Kingdom ESOP are much more limited than the
United States ESOP. For exampie, the income and capital gains from the United
States ESOP are exempted from United States tax in much the same way as
United Kingdom approved pension schemes but in contrast to a United Kingdom
ESOP.

The United Kingdom ESOP can be designed to benefit selected employees only.:
The United States ESOP has to be non-discriminatory.

The United Kingdom ESOP is shorter-term in that it is designed to deliver shares
to employees during service, whereas the US ESOP is principally a retirement or

break in service benefit.

The United Kingdom ESOP delivers actual shares to individual employees,
whereas the United States counterpart tends to encourage the employee to
receive mohey representing the realisation proceeds of shares. One of the
reasons for the ESOP’s popularity amongst United States unduoted companies
is that it can provide employee share participation without necessarily giving rise
to large numbers of smail individual minority shareholders.” Furthermore, the latter
would be entitled to considerable statutory rights, such as rights of actién for

alleged or imagined wrongdoing by the directors.

The United Kingdom ESOP may include a share option scheme as the means of
1

delivering shares from the ESOP trust to employees. The United States ESOP

does not entail any employee share options.

ESOPs have enjoyed a period of phenomenal growth in America. In 1974 there were about
300 US ESOPs which rose to 10 000 by 1988. More than 11 million of the United States
‘labour force are ESOP participants. Many of the largest United States corporations, such
as Procter & Gamble, McDonalds and Avis have.established major leveraged ESOPs

involving billions of dollars of financing. The ESOP is therefore an established feature of
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commercial life in the United States of America and is assisted by approval and attendant
tax incentives. On the other hand, there are far fewer tax advantages for4n ESOP in the-
United Kingdom. For example, the income and gains of the United Kingdom ESOP are not
normally exempted from tax. Despite this, an increasing number of quoted and unquoted

companies are establishing ESOPs in the United Kingdom.

South Africa is no exception compared to other countries with regard to the setting up of
ESOPs because it is capable of complying with the contents of the Acts and Rules
stiputated in the South African Statutes(Section 38 (1) and (2)'in the Company’s Act, No.
61 of 1973 and income Tax Act 8a and 10 (n) (e) No.58 of 1862. Although there are few
differences between the SA ESOP and those of other countries, the basic functions and
activities are the same. For example, in the ESOP there is not much emphasis on quoted

or unduoted company'’s activities in relation to the ESOPs in other countries.

A profit-sharing scheme is not included as a funding feature in the establishing of an ESOP
Trust within South African companies. An example of funding is when money is paid into

the trust to assist employees to buy shares.
4.8 SUMMARY

Companies with ESOPs generally report increased employee motivation, productivity and
retention. It must be noted, however, that implementing an ESOP a!one-will have little
bearing on employees. To be an effective motivational tool, an ESOP must be combined
with other factors, particularly an employee-participation programme which affords
employees greater decision-making responsibilities in their jobs. An ESOP will only be
successful if a company does a good job of informing it's employees about the programme.
Certain aspects which may improve or influence methods used to establish ESOPs need

further investigation.
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CHAPTER §

THE IMPLEMENTATION OF EMPLOYEE SHARE OWNERSHIP SCHEMES
IN SOUTH AFRICA

5.1 INTRODUCTION -

The cbncept of employee share ownership entered the South African industrial relations
arena in the 1980s and has since generated much interest in the business community.
The number of ESOPs has increased dramatically in recent years, focussing attention on
whether ESOPs are used to enhance employee incentives or to prevent external hostile
bids. -Many companies have already followed the foute of share purchase schemes for
their employees and these schemes are likely to play an even greater corporate role in the
future. Some researchers emphasise that employee share ownership schemes in
particular hold the promise that empioyees will develop a sense of loyalty to their company
because their material interests will coincide with those of the company (Maller 1989:7).
The main objective of this chapter is to investigate the theoretical and practical
. experiences of implementing employee share ownership schemes in South Africa.

r

5.2 THE NATURE OF ESOPs IN SOUTH AFRICA

South African share schemes are linked to economic empowerment. Ip other words, if an
employee owns a share in a company, his own financial situation will be affected and, if
the company does well, both the employee and the company will benefit. ESOPs can
therefore be regarded as direct employee ownership which has been long demanded of

the companies that they work for (Cloete 1996: 40).

The question is whether a prospective investor shouid take the nature of such a scheme

into consideration when planning a contribution to the company's shares. Some
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companies have raised share capital on the Johannesburg Stock Exchange (JSE) in an

effort to assist their employees to own shares in the companies they work for.

It is estimated that the number of companies listed on the JSE with employee share
ownership was approximately 100 by 1983. According to Maller (1989), the majority of
these companies were introduced within two years, that is, from 1987 to 1889. In 1990,
the numbeér of companies listed on the JSE with ESOPs was estimated at 120. Cloete
{1996) believes that share capital raised for this purpose has incredsed consistently since
1991 and reached one billion rand (R1bn) in 1994. In 1995, R681 million was obtained
by these means and about R281 million was taken over the first 3 months of 1996. (See

Table 5.1.)

TABLE 5.1
SHARE CAPITAL RAISED ON THE JOHANNESBURG STOCK EXCHANGE
(JSE): 1981-1996

.|- Take-overs 1 664 797
Rights issues 7 403 7 263 2881 6834 1662
Capitalisation issues 192 1141 697 2272 5370 617
Share schemes 233 677 590 1091 681 281

. (3
. months)
Prospectus 692 239 578 341 . 942 933
Cther 145 5 798 417 4238 375
Total . 9637 12 304 13 558 9 988 19729 4 065
Source: F&T Weekly, 19 April 1996

Davidow (1999) suggests that the number of companies listed in the JSE with ESOPs

raised a share capital of more than three billion rand (R3bn) in 1997. By the end of

118



September 1999 companies with ESOPs raised share capital of one billion.rand, (R1bn).
(See Table 5.2.)

TABLE 5.2 -
SHARE CAPITAL RAISED ON.THE JSE: 1996-1999

18g¢ (Mohti dnd)

Acquisition of assets 21,601 . 33, 840 30, 396 16, 490
Rights issue g, 835 9,671 14, 490 13, 536 2, 268
Seript dividend 6, 812 6,366 14, 474 3, 807 1,770
Share incentive 925 3,471 2, 803 2,270 1,379
Via prospectus 944 297 3,353 283 3, 399
Waiver of pre-emptive rights 2,935 5170 7, 665 5, 656 6, 720
Other 535 3,286 224 626 1

Total 28, 399 49,862 76, 849 56, 574 32, 027

Source: JSE (September, 1999)

There are two types of share schemes in use ir"1 South Africa. The scheme regarded as
-the better option is one over which strict control is exercised. There are usually trustees
involved in such an operation and approval for placing the shares on the JSE has to be
obtained. In addition, the number of shares to be given to each employes is determined
together with the price and the qualifying criteria. The second commonly used scheme is
that in which existing shareholders decide to simply take some of their shares and give
them to the employees. In this situation the JSE has no option but to allow the company
to give the shares to whomever it wishes. The latter type of scheme has previously led to

problems between companies and the JSE.

It is important therefore for the prospective investor (employee) to make sure of what type
of share scheme a company operates. He should take note of how many shares in the

company’s issued share capital are allocated to employees. It is important for
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management of the relevant company to adhere to the company’s Act (Section 38). |

The directors of a company manage the company on behalf of the shareholders and, as
shareholders, are paid salaries by the company. Some dlrectors are acttvely involved in
the daily management of the company and can make use of additional staff such as.
professionals to assist them in managing the business. When employee share ownership
is offered, the same structure remains because the manégément of the company remains
the same (Maller 1987:51). '

In South Africa, it appears that employee share onner_ship usually amounts to between 1%
and 2% of total shares in the companies.. Maller (1987) noted that there are some
significant exceptions such as that of Ford Motor Company: which had allocated 24% of its
shares to employees in the 1980s. This structure grénts an allowance for variation when
a certain amount of money is put into a trust-fund on behalf of employees and is used to

buy company shares. |

According to Maller (1987), employees collectively own a certain number of shares and
.elect representatives to attend shareholders’ annual general meetings on their behalf.
Maller (1987) maintains that, in the 1980s Ford Motor Company was one’of the compani'es
to consider this type of option by offering South African Motor Corporation employees this
option of collectively owning and administering 24% of Samcor’s shares. It is unknown

whether there are any other South African companies which use this type of structure.
¥

The range of issued shares of companies having ESOPs currently runs between 1% and
20%. Despite the above-mentioned positive move (increasing the issuea shares) of some
companies such as Ford Motor Company, there is still‘an element of exposure to risk for
the financial situation of the ESOP. This means that once a company’s share scheme
approaches 20% of its total issued shares, large -scale selling-off of shares by employees

€an lead to unstable share prices, but if it amounts to say less than 5%, the risk of
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instability is much smaller.

Lastly, the company’s labour and trade union relations should be considered. According
to Cloete (1998) there are a number of mechanisms preventing large-scale selling-off of
scheme shares, meaning that there are rules and regulations to be used in many schemes

when trying to prohibit the unexpected selling of scheme shares by employees.
5.3 STEPSIN SETTING UP AN ESOP

If a company has decided that an ESOP is worth investigating, there are several steps to
be taken to implement the plan. According to Rodrick (1996) and Johanson (1997), the

following steps are recommended:

. Determine whether other owners are willing to sell shares or to be influenced in
selling, rather than assuming that the existing owners of companies are willing to
sell. Employees should not organise a buyout unless they have some reason to
think that the parent firm is willing to sell, or they may be other owners of a private
company who will never agree to an ESOP, even if it seems appealing to the

principal owners.

. Conduct a feasibility study which should inform the owner whether the
characteristics of his company are such that he is a good candidate for a sale to an
ESOP. This feasibility study may involve one or more discussions with qualified
ESOP attorneys, a full-blown written feasibility analysis prepared by an outside
financial consultant, marketing surveys, management interviews, detailed financial
projections or it may simply be a careful business plan performed in-house. Full-
scale feasibility studies are generally, needed only where there is some doubt
regarding the ESOP's ability to repay the loan.
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Any analysis must however consider several aspects. Firstly, it must assess just
how much extra cash the company has available to devote to the ESOP and
whether this is adequate for the purposes for which the ESOP is intended.
Secondly, it must determine whether the company has an adequate number of
employees for ESOP participants to maké the ESOP contributions deductible. It
must remember to inciude the effects of other benefit plaris rhaintained in these
calculations. Lastly, estimates must be made of what the re-purchase obligation will

be and how the company will handle it.

The feasibility study must rely on rough estimates of the value of the shares for the
purpose of calculating the adequacy of cash and payroll. These estimates will be
fairly accurate in public compahies because they can be based on past price
performance. They will be more speculative in private companies. If the
circumstances are such that the ESOP alternative is feasible, the next step is to
obtain a professional evaluation of the entire company and of the portion of the
company that is being sold to the ESOP.

A company may first wish to have a preliminary valuation carried out to see if the
range of values produced is acceptable. If the range of values is acceptable a full
valuation will follow. A valuation by an independent appraiser is one of the legal
requirements for a transaction between an ESOP and the owner of a company
establishing an ESOP. An ESOP cannot pay more than fair market value for the
shares purchased from the owner. The independent appraisal is Used by the ESOP
fiduciary (a board of trustees, an administrative committee, or an institutiohal
trustee) to ensure that the ESOP does not pay more than fair market value for the
shares, as determined at the date of sale.

It is crucial to carry out an evaluation before implementing a plan because, if the
value is too low, sellers may not be willing to seil. Alternatively, the company may

not be able to afford the share price. The valuation consultant will look at a variety

122



of factors, including cash flow, profits, market conditions, assets, comparable

company values, goodwill &hd overall economic factors.

. If these first three steps prove positive, the company can obtain assistance from an
attorney to draft the ESOP plan document. The ESOP trust agreement must
furthermore be designed and implemented as the valuation process progresses.
The company should carefully evaluate its options and advise the attorney of how
it wishes the ESOP to be set up. This could save the company a considerable
amount of money in consuitation time.

. There are several potential sources of funding. |f the company does not have
adequate cash resources to finance the purchase of shares by the ESOP it must
obtain a loan from a commerciai lender, and loan terms must be negotiated. In
addition, a share purchase agreement between the owner of the company and the

ESOP must be negotiated and prepared.

The company's debt to the commercial lender and the ESOP’s debt to the company is

normally repaid over a five or seven-year term, with tax-deductible contributions by the

*company to the ESOP. Contributions to the ESOP, used to pay the interest on the ESOP's

loan from the company, are fully deductible. According te US laws, contributions used to
repay an ESOP’s prir_lcipal loan are deductible up to an amount equal to 25% of the total
compensation paid or accrued to all participating employees, as long as no more than one-
third of the contributions are allocated to "highly compensated employees”.

According to Section 10 (1)(ne) of Share Incentive Schemes of the Income Tax Act, No.58
0f1962 certain’amounts received by or accrued to an employee under a share-incentive
scheme operated for the benefit of employees are exempt from normal tax. These are
commoniy referred to as ‘stop-loss’ provisions in share-incentive schemes. The exempt

amounts are those derived from:
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the cancellation of a transaction in which the taxpayer bought shares-under the

scheme, or,

. the re-purchase from the taxpayer of shares bought by him under the scheme but

only if the re-purchase price does not exceed the selling price of the shares to him.

This exemption will only be granted if, in consequence of the cancellation or re-purchase,
the taxpayer has not received or become entitled to receive any ‘compensation or
consideration other than the repayment of any portion of the purchase price actually paid
by him (Huxman and Haupt 1998:438).

Dividends paid on shares acquired by an ESOP with an ESOP loan are g'enerally
deductible to the extent in which they are used to repay that specific loan, provided that
the company establishing the ESOP and issuing the dividends is not subject to the

alternative minimum tax. In this event the dividends may not be fully deductible.
According to Rodrick {1996), an ESOP can bofrow money from the following sources:

. Banks are generally receptive to ESOP loans but it is recommended, as with any
loan that a variety of options must be considered before any company can finalise
negotiations. Sellers or other private parties can make loans, but do not qualify for

interest income exclusion.
b |

. A further source of funding is ongoing company contribution, aside from loan
repayments. While ESOPs must, by law, invest primarily in employer securities,
most ESOP experts believe that they can temporarily invest primarily in other assets

while building up a fund to buy out an owner.

. A third source is existing benefit plans. Pension plans are not a practical source
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5.4

of funding, but profit-sharing plans are sometimes used. Profit-sharing assets are
simply transferred wholly or partly to an ESOP. fhis is common among firms, but
caution must be exercised. If employees are not given a choicé in the switch,
trustees of the plan must be able to demonstrate that the investment in company
shares was carefully planned by identifying advantages and avoiding risk. If they

are given a choice, there could be a security law issue.

Lastly, employees can most commonly contribute to the plan by wage or benefit
concessions. Although most ESOPs do not require concessions they are

necessary in some cases.

PRACTICAL CONSIDERATIONS IN COMPANY SCHEMES

Some types of ESOPs have been briefly discussed in Chapter 4. It is important, however,

to understand all relevant concepts such as equity and dividends before considering a

share ownership scheme and how it is actually implemented in some firms.

5.4.1 Some important concepts in share schemes

-

Shares When a company is initially formed, it raises capital through the creation
and issuing of shares to finance it. The shares are effectlvely sold to buyers who
then become shareholders. The shareholders, having put up the money for the
company, become joint owners of the company. In ether words, 'owning shares is
a means of owning part of a company, having a say in. the running of it's affairs (EH
direct proportion to the percentage of shares held) and sharing in its profits in the

same proportion (Findlay, 1990:24).

Equity. According to Leoka (1990), equity is generally accepted as ordinary shares

that carry no fixed interest. In other words, although there are different classes of
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shares, every share is equal within each class. Each share has the same rights
ahd the owner of each share is entitled to an equal poﬁion of the company, no
matter how many shares there are-in total, or what price is paid for them. A
shareholder who owns 200 shares in a company, owns ten times more than

someone who only owns 20 shares in the same company.

The total number of shares within a company can change from yeaf to year, while
the number of shares in issue can vary dramatically from company te company. A
shareholding must therefore always be seen in relation to the total number of

shares in issue of a particular company.

Dividends : These are a share of profits paid to shareholders in a company. A
shareholder receives a return on the capital which he has invested in the form of
dividends. it is similar to the interest that a client receives for money invested in the
bank in that it is payment for the use of money which a client has invested. There
are however significant differences between owning shares and saving money in
the bank. There is no guarantee that the money itself will ever repay the capital
and, furthermore, the way to recoup the money is by selling the shares (Leoka
1990:26). -

Whether or not the company is the one for which the shareholder works, owning
shares is a way of owning a part of that company, and of benefiting financially in the
form of dividends and capital growth (Leoka 1990:26). The main focus of this
chapter will be on share option and equity schemes under the umbrella of two
commonly practised ESOP methods, namely, share allotment and special share
offers. Company case studies and examples are'analysed, followed by a general

overview of share option schemes.
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|
. Ownership: The concept of spreading wealth through the share market refers to the

spreading of share ownership among more people. [n other words, a part of the
wealth of a country is held in the form of shares. Whether or not the company is the
one for which the shareholder works, owning shares is a way of owning a part of
that company, and of benefiting financially in the form of dividends and capital
growth (Leoka 1990:26).

5.4.2 Employee Share Option scheme in practice

ESOPs involve employee ownership of a stake in the employing company. It is one of the
more popular schemes that has strived to make.remuneration packages more attractive;
especially for valued employees. ESOPs therefore provide benefits for the company and
its employees. Employees do not neéd cash in hand in order for them to participate in the
scheme (Mthombeni 1996:46), meaning therefore that the cost of participating arises at

a future date.
5.4.3 The functioning of ESOPs

Employees are enabled to purchase shares, but there are restrictions regarding the
disposal of the shares in question. According to Mthombeni (1996), employees are
granted an option by a company or trust (also known as a share incentive trust), in the

foliowing manner;
1

. The option entitles the employees to subscribe to a specified number of shares at

market value.

. The option cannot be exercised before the lapse of a specified period (usually 3 to
5 years).
.. Employees do not acquire the shares until the option is exercised and therefore do

not receive any dividends or income from the shares.
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. If the share price increases from the date it was granted to the date it is exercised,
employees gain the amount of the difference. This raises the question of what is
expected of the participants in order for the whole company to follow the right path

of the stipulated rules and regulations of the scheme.

5.4.4 Legal obligations of ESOPs

A share incentive scheme is a legal scheme in which not more than 10% of the equity
share capital of a company is held by the directors and full time employees, by an
associated institution in terms of a share incentive scheme, by trustees in terms of Section
38 of the Company’s Act, No.61 of 1973 or is collectively held (Huxham and Haupt
1998:260). Additionally, the company is prohibited from granting financial assistance to
employees to buy or subscribe to shares in the-company itself or its holding company
(Section 38 read together with Section 226 (1) of the Company’s Act, No.61 of 1973).
Financial assistance by way of a share option scheme is not prohibited if it complies with
the requirement that the participants are bona fide employees. In other words,

employment must be genuine (preferably, full time employees).

Secondly, where directors also participate in the scheme, a‘share incentive trust must be
used as a vehicle for offering the shares, This is a requirement of Section 226 (1). The
lending of the money by the company whose business is the lending of money is not
prohibited by Section 38 (2){(a). Any company wishing to issue or sell shares to its
directors on loan account may therefore only do so in terms of Section 38(2)(c) of the
Company’s Act, No.61 of 1973, by forming a trust which éells shares issued to it by the
company, to employees and directors. The intention is to provide shares to employees on
loan account. Although many different types of trust érrangements exist, the shares are
generally acquired by the trust either by means of an issue of shares by the company, by
means of a purchase on the open market or from employees who terminate their services.

Where the trust holds a large number of shares which it intends selling over a number of
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years, profits will be realised in later years if the share price increases. The question
arises as to whether such profit§ are taxable. “the afigwer depends ori whether the
proceeds from the sale of the shares are of a capital or revenue nature (Huxham &nd
Haupt 1998:33). Inthe case of CIR v Pick ‘n Pay Employee Share Purchase Trust (1992
Ai}), in a split decision the court held that the income arising from the sale of shares to

employees gave rise to a capital receipt in the trust.

According to Huxham and Haupt (1998) the majority finding wds based 6h ari application
of the “scheme of profit making” test to the exclusion of all other tests. The majority felt
that it was irrelevant to consider whether or not the trust was carrying on a business or
whether or not the shares constituted floating (as opposed to fixed) capital if there was no
“profit making scheme” involved. On-the other hand, the minority held that because the
sharés were acquired for the purpose of resale, they were floating capital. The following
diagrams summarise the structure of the typical South African ESOP. Figure 5.1 illustrates

the Internal Company Cash Flows.

FIGURE 5.1
INTERNAL COMPANY CASH FLOWS: THE STRUCTURE OF THE SOUTH AFRICAN
. ESOP
|_ COMPANY
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Figure 5.2

Compa‘ny lends money to ESOP trust.

ESOP trust purchases shared from existing 8Kareholders.

ESOP trust sells shares to employees.

Co'mpany makes further loans and / or voluntary contributions and pays
dividends to ESOP trust. '

Employees sell shares to ESOP trust.

illustrates tHe Internal and External Company Cash Flows.

FIGURE 5.2

INTERNAL AND EXTERNAL COMPANY CASH FLOWS: THE STRUCTURE OF THE

SOUTH AFRICAN ESOP
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Cr.:Jmpany lends money to ESOP trust.

QOutside market (bank) lends money to ESOP trust.
Cbmpany guarantees bank’s loan to ESOP trust.

ESOP trust purchases shares from existing shareholders.
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E - Company makes further loans and /or voluntary contributions and pays
dividends to ESOP trust.

F - ESOP trust sells shares to employees.

G - Employees sells shares to ESOP trust.

H - ESOP trust pays interest/ repays principal amount to the bank

5.4.5 Taxation impiications for ESOPs

Among others, the South African Income Tax Act, No. 58 of 1962 incorporates and
accommodates the activities of share options. Section 8a of the Act, in relation to share
option schemes, emphasises that any gain made by the exercise, cession or release of
any right to acquire any marketable security will be included in the taxpayer's income if the
right was obtained by a taxpayer as a director (or former director) or in respect of services
rendered by him as an employee. Mostimportantly, Section 8a directs that the tax liability
arises on the day on which the option is exercised or otherwise dealt with, and is
calculated as the difference between the amount paid for the shares and the market value

at the date, less any amount paid for the options. For example, if an employee of XYZ Ltd

_ is given an option to acquire 2 000 shares in XYZ Ltd, at a price of R2,00 per share, at a

time when the shares have a market value of R3,00, and he exercises his option one year

later when the shares have a market value of R4,00, his tax liability will be as follows:

Market value at date of exercise R2 000 @ R4 R8 000
]
Amount paid ' R2 000 @ R2 R4 000

Taxable portion R4 000

An amount c;f R4 000 is added to his gross incomie in terms of paragraph (i) of the
definition, which makes specific reference to amounts determined in terms of Section 8a.
South African companies are further expected to comply with Section 10 (i))(nE) of the
Income Tax Act, No.58 of 1962 which stipulates that if a taxpayer purchases shares under
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a share incentive scheme and the transaction is cancelled or the shares repurchased from
the employee, the employee will not be taxed on the amount received by him for the

shares, provided it is not more than he paid for the shares. -

Mthombeni (1996) further contends that tax liability is the only major disadvantage of the
scheme because it forces employees to dispose of a substantial portion of shares in order
to settle tax liability. This runs counter to the primary objective of share option schemes,

which is to allow employees to own a portion of their company in order to share in its future

. growth.

55 IMPLEMENTATION OF ESOPs IN SELECTED SOUTH AFRICAN COMPANIES

The majority of South African compénies have attempted to comply with the stipulated
legal requirements of ESOPs according to Section 38 of the Company’s Act, No.61 of 1973
as well as the Income Tax Act, No.58 of 1962. The ESOP arrangement of farm equity
schemes and three companies are discussed in this section, namely, Anglo American

Corporation, Pick n' Pay and INVESTEC. These companies complied with the

_ requirements of Section 38 (1) and (2)(a) and (b) of the Company’s-Act, No.61 of 1973.

-

() Anglo Employee Equity Scheme

In November 1987, the Anglo American Corporation (AAC) allocated five shares to each

employee paid for by the company. By 1988, 192 000 of its 250 000 erﬁployegs in South
Africa had been given the opportunity to become shareholders in the company at no cost
tothemselves, The purpose of the plan was to give employees an oppbrtunity to acquire
a stake in the corporation, and to share in its long term growth and dividend performance.
Nineteen of AAS's affiliated companies participate in this scheme. The main provisions

were:
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The plan provides for the issue of AAC ordinary shares to all eligible employees,
that is, those with a minimum of two or more years service at no cost to themselves,

with the company meeting any fringe benefit tax liability.

Participating employees are required to retain their shares in the Anglo American
Group Employee Shareholder Trust for at least four years, during which time they
may not be sold. Each participant obtains a.“safe custody” receipt, receives
dividends, receives an Employee Shareholders Annual Report (and on request the
full AAC Report), and may direct the Trustees on how to vote the shares in general

meetings of the corporation.

An employee has three options at the end of the four years. The shares may be left
with the trust, transferred to the employee or sold to the Trust at the open stock
market price on the JSE. '

If an employee leaves because of retirement, redundancy or in the event of death,
any one of these options may be exercised immediately; but the shares of voluntary
leavers, or those dismissed for other reasons, remain in the Trust for the four year

period. | -

Participation is voluntary and open to all employees with a minimum of two years
service in the Corporation itself or in any of its subsidiary or associate companies

1

participating in the plan.

initially, five shares were offered to each employee, at a value of approximately
R250 and approximately 121 000 employeeé took up the offer (683% of those
eligible accepted). The second allocation was made in 1989 when a further five
sha}res were offered with a market value of R400 per share. AAC therefore

announced that.the number of eligible employees who had accepted shares had
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(ii)

increased to 64.4%.

At the time, the ten shares were worth approximately R1 300 and earned dividends
of around R29 per share per year. A further five shares were offered during 1990.

The Western Cape and Mpumalanga Farm Equity Schemes

Farm equity schemes have become a widely publicised option of the land reform

programme during the past few years (Fast 1999:28). According to Fast (1999), share

equity schemes are joint enterprises, entered into by farm employees and a commercial

farmer and/or third party investor. There are at least 50 such schemes sponsored by the

Department of Land Affairs in various stages of development.

Fast (1999) suggests that share equity schemes offer commercial farmers considerable

advantages, such as the following:

Farm worker households receive a R16 000 land acquisition subsidy from the
government (Department of Land Affairs) to buy a stake in a farm. This money is
used for debt reduction and/or capital investment. This enables farmers to leverage

cabital without having to make high-interest loans.

Share equity schemes can further provide access to financing facilities and
additional water rights, as water policy is aimed at improving black people’s access

to scarce water resources.
Equity schemes have potential advantages for farm employees, giving them a

financial stake in commercial agriculture, from which they have been excluded in

the past.
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. Lastly, if the scheme does well, there are opportunities for transferring skills and

increasing income.
(iiiy  The Pick ‘n Pay Employee Share Ownership Scheme

Pick ‘'n Pay Stores Limited is an investment holding organisation with subsidiaries retailing
food and general merchandise on a cash basis throughout the country. Trading is
conducted from 14 or more hypermarkets and over 100 supermarkets. Income is further
derived from wholesaling, auto centres and an upmarket household goods chain. Pick ‘n
Pay Stores Limited is 52% held by Pick ‘n Pay Holdings Limited (PIKWIK) which in turn is
held by Raymond Ackerman Holdings (King 1988: 35).

Pick ‘n Pay have operated a limited ESOP for the past 25 years. Employees qualified for
share ownership if they had completed ten years service or achieved ‘manager’ status.
During 1987, Pick ‘n Pay announcéd a significant extension of the employee share
ownership scheme to more employees. Employees were offered at least R1 200 worth of

shares, the value of which could double in a short time. Pick ‘'n Pay's main aim was to

Mmake 50% of the staff shareholders after explaining what shareholdership means and the

benefits it would yield (King 1988:35). -

By the end of 1987 16% of the company employees (approximately 2 703 of a total 18 000)
owned shares in Pick ‘n Pay. The company intended to raise this proportion to 50% over
the following 3 to 4 years by changing the criteria for employee share qllocation_.
According to Maller (1989), shares were made available in the following ways:

. Existing shares would be split four ways to reduce the share price and make more

shares available to employees.

. Employees with five years’ service would be eligible.
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i

. Grades lower than ‘manager’ would also be eligible.

in other'words, Pick 'n Pay and PICWIK (the.holding company) shares were split into four’
(for example, Pick ‘n Pay shares which were trading at R45 at the time would be split,
meaning that a share would cost approximately R11 and a PICWIK share approximately
R5,50). Interms of the new scheme, employees with five years' service were included, as

well as senior staff below managerial level (Hood 1987:5).

Pick 'n Pay estimated that within one year of the introduction of these plans, 30 to 40
percent of Pick 'n Pay employees would own shares. It was reported that the sharé
holding allocated to employees amounted to 5% of equity. The purchase capital of
between-R25 and R30 million was advanced into a trust fund by the company {no new
shares were issued). The trust was expected to buy shares on behalf of employees and
its trustees would exercise voting rights for them. The t_rustees are appointed by the board

of directors and consist of a number of internal and external directors (Maller 1989: 21).

According to Maller (1989) employees have the option to purchase their individual shares

after five years, or waiting ten years until they automatically own them, by virtue of the

payment of dividends into the trust fund. If an employee leaves the company within the

first five years, the shares are ceded back to the company, unless the company approves

of the reasons for leaving.

Pick 'n Pay’s intention was to implement a share scheme whereby the business would take
the initiative in developing more houses and giving staff a stake inthe companyu. Another
future aim was to try to turn South Africa into a home-owning and’ a share-owning
democracy instead of expecting the government to do everything to secure the country’s
future (Davis 1992:15).
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(iv)  Investec Bank Share Trust
i

Investecis anindependent banking group, with management and staff owning a significant
stake in both Investec Group Limite'd and its holding company, Investec Holding Limited
(Annual Report 1999:7). According to Investec Annual Report (1 989), the direct interest
of management and staff in the fortunes of the group continues to play an important role
in its performance. Investec Bank Limi-ted is therefore one of the South African companies
which has complied with a part of Section 38(2)(a) which states that the leriding of money
in the ordinary course of its business by a company whose main business is the lending
of money (Company Legislation Handbook 1996:22). Figures 5.3 (a) and (b) shows (a)

Investec Holding Limited and (b) Investec Group Holding Limited shareholder analysis.

FIGURE 5.3
THE SHAREHOLDER ANALYSIS OF INVESTEC HOLDING LIMITED
AND INVESTEC GROUP HOLDING LIMITED

{a) (b
INVESTEC HOLDINGS INVESTEC GROUP
(Fully diluted) (Fully diluted)

50,15

Tl |ovesiec Hoidings
g Management, S1af0 and AvinCidics
.

E25XG Corperaics and Iastiuhions

=0T Corporates and Institwhons
EEIX *Manzgemeni and S1aif

BXEEE Foduie
PSRN tncesduar,

ST Indviduly
5% brduen

Source: Investec Group Limited and Investec Holding Limited Annual Report (1999: 7).
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Table 5.3 shows Investec Group ordinary shares and Investec Holding ordinary shares.

TABLE 5.3
THE INVESTEC GROUP ORDINARY SHARES AND INVESTEC
HOLDING ORDINARY SHARES

INVESTEC GROUP ORDINARY SHARES

Number of Holdings " % of total Number of % of issued
sharqbp]ders . . i shareholders shares sha_lrg capital
2995 1-500 79,1 433170 0,5
331 501 - 1 000 8,7 261 234 0,3
300 1001 -5000 7.9 391 869 0,9
60 5 001 - 10 000 1,6 423 431 0.5
65 10 001 - 50 000 1,7 1 367 464 1,7
) 16 50001 -100 000 04 1127 948 1,4
21 100 001 and over 06 76054716 94,7
3788 100,0 80359832 100,0

INVESTEC HOLDINGS CRDINARY SHARES

Number of Holdings % of total Number of % of issued
shareholders shareholders shares share capital
1724 1-500 72,0 228 632 0,6
220 501 -1 000 9,2 168 687 04
294 1001 -5000 12,3 629 142 ’ 16
54 5001 - 10 000 2,2 382 850 09
63 10 001 - 50 000 26 1377 487 34
11 50 001 - 100 000 0,5 748 531 1,8
28 100001 and over 12 37 234 466 \ 91,3
2394 ' 100,0 40769795 100,0
Source: Investec Group Limited and Investec Holding Limited Annual Report
(1999:7-8).

Investec Group Limited currently sells Investec shares to the trust and then lends money
to the trust (Investec Bank Share Trust) to acquire the shares. Each employee of Investec

Group Limited is entitled to receive a share allocation, only after having been employed
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py the bank for six months or more. These allocations are generally based on the

employees’ remuneration package, but management ultimately decides on the finai

allocation of shares offered to each employee. This scheme is an incentive designed to

reward employees for hard work and commitment.’

Once the employee has received a share alloéation and decides to accept the offer, he
must sign the acceptance and return it to the staff share division as soon as possible. The
staff share division accepts the employee’s offer onto their system, which keéps detailed
records of each employees transactions. If a signed acceptance is not received from the
employee, it is considered that he is not accepting the offer. Additionally, for the first two
years after the date reflected on the offer letter, the employee is not allowed to deal with
any of the shares offered to him. In other words, the offer remains inactive, for two years.

This is referred to as the ‘two year non dealing period’.

Investec Group Limited has.developed two types of schemes which are offered to their

employees. They are as follows:

. THE STAFF SHARE OPTION SCHEME

-

The staff éhare option scheme is usually offered to Investec employees who earn less than
R100 000.00 per annum. When an employee is offered shares on the staff share option
scheme, it means that no liability or risk is incurred if the offer is accepted by the
employee. Even i'f the éhare price drops, the employee is not liable for the payment of the
shares. After the two year non-dealing period, the employee is allowed to actively deal
with the shares. The staff share division sends out reminders to all emp'[oyees whenever
any of their share offers become due. Each employeé is then given the option to either
buy or sell his portion of shares (that is, a maximum of 25% or a' minimum of 10% of the

total allocation).
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An important aspecf of the staff share obtion scheme is that each émployee has to pay tax
on the capital gain (dealt with under Taxation Implicatiori Section 8(a) of the Tax Act of
1962). This is the difference between the market price on the anniverséry date of the
share offer and the originai offer price of the shares. It must be noted further that
dividends are only transferred to the employee once he has purchased the shares and

registered them in his name.
. THE STAFF SHARE PURCHASE SCHEME

The above share purchase scheme is usually offered to employees who earn in excess of
R100 000,00 per annum. In this scheme, Investec Group Limited offers each employee
an allocation of shares, which the employee accepts by signing an acceptance letter and
returning it to the staff share division which then opens a loan account against that
employee’s name, reflecting the capital balance outst.anding for the shares offered (that

is, the amount of shares offered, multiplied by the share offer price).

The capital balance bears simple interest, compounded annually as from the date of the

sale at the lower prime interest rate and the official rate prescribed in terms of the Seventh

Schedule to the Income Tax Act, No.58 of 1962. The current (1 998) official interest rate

is 16%. Dividends earned against the shares offered to the employee is credited to his
loan accoun't bi-annually. In other words, the bank lends the employee fhe money for a
maximum of ten years measured from the date of acceptance of the offer, which includes
the two year non dealing period. During the third and successive years tHe empi_oyee may

commence payment of a maximum of 25% or a minimum of 10% of the total amount.
. Eligibility

All staff members employed by Investec Group Limited and its subsidiaries are offered

shares from time to time at the directors’ discretion. It should be noted that the offer is
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made to the employee persona"y and may not be transferred, ceded or piedged in any
way, except for a transfer to a trust forthé benefit of the'employee or his immediate family.
An employee has aﬁproximately two weeks from the date of receipt of the offer to make a
decision and to notify the staff share scheme division accordingly. Each employee’s
entitlement is set out in the letter addressed to him personally. Investec employees are
strongly motivated and encouraged ta discuss with their managers before accepting or

declining an offer, especially if certain issues are not clear.
. Share Price and Costs

The price of the shares is the middie market price of the shares on the JSE, on the most
recent trading day immediately preceding the date of the offer. The price at which'the offer
is made is set out in the letter addressed to each empioyee. The Trust will lend money to
all employees for the purchase price against collateral security of the share, meaning that
a pledge of shares is made to the trust for a maximum period of ten years, measured from
the date of acceptance of the offer. During the first two years no repayment of this loan
is required. Share transfer and issue expenses are added to the share price, including the
Marketable Securities Tax at 0.25% of the consideration payabie to the Receiver of -

Revenue.. .
. Dividends

Dividends are usually payable in June (final) and December (interiFn) of each year.
Dividends are first applied payment of interest (charged on the loan from the trust for the
purchase price) which has accumulated on the purchase price of those shares at the time
of the payment of the dividend. Any excess dividends are thereafter applied payment of

the purchase price of the shares (only applicable to the Staff Share Purchase Scheme).
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. Exercising Options

From the date of paymeni, the risk of a price decrease lies with the employee. From the
date of payment, he may deal with the shares as he deems fit. If the employee wishes to
sell-the shares he must offer them to the trust at the then value, which the trust must

accept or reject.

It has been agreed however that in order to enable the employee to manage the downside
. exposure in relation to the shares offered but which cannot be released because the laid
down qualification period has not yet elapsed, the trustees will normally consent to the sale
of some or all of the shares to the trust at any time, except within the two month period
prior to the announcement of year-end results and at a price which is the lowest acquisition

cost of the shares or the current market price, less brokerage estimation.

If the employee disposes of shares to the trust under the dispensation referred to above
he would be responsible for any loss and would be obliged to settle it immediately, unless
other arrangements are made. If there are any shares left after disposal, the normal rules

will continue to the leftover shares.
. Resignation conditions

If an employee terminates his employment with Investec Group Limited, or its subsidiaries,
at his own initiative, he will be entitled to pay for and take up those shares‘ to which he was
entitled at the date of termination. The rest of the share allocation, which is still in the trust
at the time of the resignation, is returned to the trust. The shares whi;:h the employee
does not wish to take up are considered to be re-acquired by the trustees, at a price equal
to the market price of the shares at the date of termination of services. This amount will
firstly be applied to the employee’s share loan. The employee is however liable for any

balance still outstanding in respect of shares to which he is entitled at the date of his
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leaving the company.

If any employee is dismissed on grounds which qualify him for summarily dismissal, the
sale of shares is cancelled. If employment ceases for any reason other than those set out
above, the employee is entitled to pay for and take up his full entitlement of shares and the
trustees may, at their discretion, allow extended terms for payment of the outstanding
purchase price, up to a maximum of 24 months after the date of termination of

employment.
56 SUMMARY

ESOPs tan only find acceptance among employees if they are accompanied by certain
elements which enlighten employees as to the actual meaning of and reasons for their
implementation. Companies wishing to implement ESOPs, and those who have already
done so, must therefore practice enlightened labour policies and explain the actual
contents of ESOPs. Before an ESOP is introduced, employees need to be familiarised

with the reasons for their involvement because they are often left out of certain aspects

_relating to share ownership. Important eléments of ESOPs are discussed in the following

chapter with the hope of shedding some light on the actual meaning, influence and

outcomes of ESQOPs.
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CHAPTER 6

A MODEL FOR EMPLOYEE PERCEPTIONS OF EMPLOYEE
SHARE OWNERSHIP SCHEMES

6.1 INTRODUCTION

Based-on both experience and empirical research, it has been suggestéd that é‘mbloyee
share ownership has a substantial impact on employee job attitudes and behaviour, and
therefore on organisational performance. Many researchers have stressed the importance
of the alignment of the goals and the needs of employees with those of the organisation
to enhance organisational effectiveness. In other words, they refer to a process whereby
the integration of the individual with the organisation takes place. Other authors have
argued that one way of achieving integration is by creating relationships where two or
more parties combine their efforts and financial resources in order to gain rewards (such
as profit) from the environmént. Employee ownership is just one situation (Long 1978:30).

Organisational performance is a function of many factors. Market and economic
" conditions, capital availability, management expertise and employee behaviour can
certainly all be regarded as key factors. ltis one thing for employees to be in favour of an
ESOP scheme but quite another to suggest that their introduction will have an impact on
their work lives in any substantial way. There are nevertheless, organisation-related
benefits associated with ESOP’s and also potential employee-related incentives that can
lead to greater productivity. Before any company attempts to take advantage of these
benefits it must give careful consideration to certain factors of concern that may affect both

company and ‘employee (Block 1991:21).

The previous chapter summarised the implementation of ESOPs by companies in South
Africa as well as other countries. This chapter discusses employees’ perceptions,
attitudes and points of view regarding ESOPs. This chapter is limited to a discussion of

the findings of the available empirical work of various researchers concerning the nature,
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influence and outcome of Employee Share Ownership Schemes. This is achieved by
means of a brief analysis of the influences and outcomes of ESOPs modelled for the
purpose of this study (Figure 6.1).

it must be kept in mind that the broad purpose of this study is to investigate how the
acceptance and management of ESOPs in South Africa can be improved. The entire
model is thus based on the premise that the effectiveness of ESOPs can only be achieved
if a positive atlitude amongst employees can be established.

The model is thus based on the classical consumer behaviour model of perception —
attitude —behaviour.

6.2 THEMODELLED INFLUEN_CES OF EMPLOYEE SHARE OWNERSHIP SCHEME
PERCEPTIONS

Employee ownership is more than just possessing of a share in the equity of a company.
Employee ownership is complex and multi-dimensional in nature and operates as both a

formal and psychological experience. Pierce and Furo (1990) suggest that ownership can

" be described interms of three basic and fundamental rights, each of which may be present

to a greater or lesser degree in certain contexts.

The rights frequently associated with ownership are the right to possession of some share
of the owned object's physical being and/or financial value, the right to information
regarding the status of that which is owned and the right to exercise influence over the

owned object.
ESOPs may be used for a muititude of purposes, including the raising of capital, buying

out existing owners and many more. Some researchers have examined employee

Ownership from a humanistic point of view and have seen it as a route to increased
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employee satisfaction and commitment. From a business efficiency perspective, giving
employees a stake in their organisations is seen as a way of encouraging a responsible
attitude on the part of the employees and as a means of generating a common interest

between management and employees (Olivier 1980:513).

The effectiveness of ESOPs is subject to various attitudes of employees towards unions
and management which could influence the activities of an ESOP. These may include
aspects regardfng participation in the working environment with on-the-job training,
honesty, organisational identification, integration and many others such as experiences

and keeping all company constituents informed of all activities taking place.

The theoretical framework of employee perceptions of share ownership and the effects of
share ownership in an organisation {depicted in Figure 6.1) serves as the basis for this
study. A number of major influences on and outcomes of ESOPs are modelled. These
influences can be divided into the working environment, the role of labour unions and the

role of management.
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FIGURE 6.1
THE MODELLED INFLUENCES EMPLOYEES' PERCEPTIONS AND

'{_ OUTCOMES OF EMPLOYEE SHARE OWNERSHIP SCHEMES
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6.2.1 Trade unions

The role of trade unions in the business environment has evolved in three different ways.
Firstly, they are labour market institutions and can therefore mostly be found in democratic
and capitalist societies in which fabour is performed in exchange for a' wage or salary and
in which employees have the freedom of association. Secondly, they are part of a social
movement aimed at setting its members free from the restrictions of improving their
economic status. Finally, trade unions are interest groups, in that tl’iey exert pressure on
government, parliaments and public administrators and are comparable to other groups
that defend special interests. The economist or business manager can therefore study
trade unions as labour institutions which are interested in the impact of human action on
wage determination, labour market supply and demand, unemployment, productivity,
prosperity and income distribution (Van Ruysseveldt, Huiskamp and Van Hoof 1995:37-
38).

The majority of empirical studies that have examined trade unions as an imposing
influence on ESOPs have found that unions have a fairly neutral attitude towards
employee shareholding schemes in that, whilst some are negative, they approve of some
activities of these schemes (Naylor, Seear and Copeman 1968:107). For éxample, Naylor
et al. (1968) argue that trade unions would not wish to oppose profit-sharing because it
meant additional money for their members. |

Although, some unions regard profit-sharing as a generous act on the part of management,
on the other hand, they express concern that once employees are paid a fair wage,
management owes a higher loyalty to the consumer than to the employee or to the
employee as consumer (to be more accurate). This means that unions are sometimes
sceptical regarding the psychological value of a link between the profit or share and

dividends. .

148



E‘_ » 5y

6.2.1.1 Union and trust

The concept of trust can be described as a willingness to rely on an exchange partner in
whom one has confideénce (Moorman, Zaltman and Deshpande 1992: 315). Trust tan be
deﬂr;ed as a firm belief in the honesty, goodness, v)orth, justice, power of someone or
something or responsibility (Gambetta 1988:33). According to Moorman et al. (1992), the
definition of trust extends to two general approaches in the literature. Firstly, trust is
viewed. as a belief, expectation about an exchange partner's trustworfhiness resulting from
the partner's expertise, reliability or intentions. Secondly, trustis viewed as a behavioural
intention or behaviour which reflects a reliance on a partner and involves vulnerability and
uncertainty on the part of the trustor. Both belief and beha&vioural intention components

must therefore be present for trust to exist.

Trust takes on many shapes and forms. in old social systems {(which are not currently in
use) it has a different character from that of civilised social systems. Trust can occur
spontaneously or can be built over a period of time. |n other words, trust can be built by
personal perceptions or one could put trust in general system mechanisms. It avoids a
clear-cut ethical instruction. Trust can only be fuily understood from the point of view of
its function and when compared with other functionally equivaleht mechar{isms {(Luhmann
1979: 93).

Social scientists have long explored the nature of social exchanges and its relationships.
A number of factors such as power of leaders, communication, teamwork, commitment,
career choices and trust could influence the nature and success of social exchanges and
relationships (Hant and Morgan 1994:24; Luhmann 1979). For example, Luhmann (1979)
discovered that trust reduces social complexity by extending beyond available information
and generalising expectations of behaviour, in thaf it replaces missing information with an
internally guaranteed security. Therefore, it remains dependent on other reduction

mechanisms developed in paralle! with it for example law, organisation and language but
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cannbt, however, be deduced from them,

The role of trust in relationships is found to be potentially important, .in that trust is
conceptualised as a feature or aspect of relationship quality (Moorman et al. 1992: 315).
For example, Dwyer and Oh (1987) and C:rosby, Evans and Cowles (1990) describe trust
as a feature of relationship quality, along with satisfaction and opportunism. Anderson,
Lodish and Weitz (1987) view trust as a feature of relationships, in addition to power,
communication and goal compatibility. According to Moorman et al. (1992), trust has
further also been conceptualised as a determinant of relationship quality. Similarly,
Anderson and Narus (1984 and 1990) view trust as a determinant of the amount of

cooperation and the functionality of conflict between parties.

Parasuraman, Zeithaml and Berry (1985) view trustworthiness, in addition to believability
and honesty, as part of credibility which determines ghe perceptions of service quality.
Additionally, Anderson and Weitz (1990) portray trust as a determinant of communication
between parties. Because economic action is firmly fixed within the networks of social
relationships, researchers have argued that efficiency within complex systems of
coordinated action is only possible when interdependent actors work together and trust

between such actors is seen as a determining factor (McAllister 1995; 24).

According to'McAIIister (1995), recent developments in the organisatidnal .sciences reflect
the importance of interpersonal trust relationships for sustaining individual and
organisaticnal effectiveness. An analysis of inter-firm alliances (relatio’n'ships_between
firms) over time suggests that repeated ties between ﬂrm.s creates trust that cleariy
appears in the form of the business contracts (Korsgaard, Schweiger and Sapienza
1995:105). In strategic alliances, Sherman and Bohlander (1992) argues that the main

problem in the success of alliances is the lack of trust.

There are many other business-related relationships that can be influenced by trust. Berry'
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and Parasuraman (1991) report that customer-company rélationships --require trust in
marketing services. In similar vein, Kumar (1996) has shown that trust could enhance
manufacturer-retailer relationéhips, in that when both sides trust each other, they are able
to share confidential information, to invest in unders.tanding each other's business and to
dedicate people and resources to serve each other better. Berry (1993) and Schurr and
Ozanne (1985) concluded that trust forms the basis of and leads to hlgher levels of loyalty

and commitment in orgamsatlons

Empirical support for those findings has been provided by Estrin, Grout and Wadhwani
(1987) who report that unions have not always been enthusiastic about the ownership of
shares by employees. The reason for their adopting this attitude may be that different
employees-purchase different numbers of shares and this finally creates divisions within
the workforce, which is likely to weaken unions. Maller (1989) argues that, in the past,
unions were accused.of being co-opted to the managerial way of thinking which may lead

to a situation wherein a union may find itself compromising its strength.

In summary, an effective relationship between employees and an ESOP is not possible if
employees do not believe that the union representing them and or the ESOP will act in
their (the employees’) best interests. In other words, if employees do not-rust the union
to represent their best interests in ESOP matters, they are likely to have negative

perceptions of ESOPs.

Because there is ample evidence that labour unions are not enthusiastic about ESOPs
(Naylor et al. 1968; Estrin et al. 1987), it is hypothesised that:

Hypothesis H': Employees’ perceived lack of trust in unions, negatively

influences perceptions of ESOPs.
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6.2.1.2 Union and communication

Communication is commonly defined.as an exchange of information between a senderand
areceiver and the resuitant inference (the perception of meaning between the individuals
involved) (Bowditch and Buono 1994:132). Some authors describe communication as a
personal process which involves the transfer of ideas and information from one person to
another (Terblanche 1983:69). Communication is therefore a two-way process. Penrod
(1983) argues that senders are also receivers and that both sender'and recéiver can send
. messages to each other, sometimes simultaneously. Furthermore, a sender usually
wishes to know whether or not the message got through to the receiver (the sender

depends on feedback).

There are various forms of commun.ication. The main focus of this study is on two-way
communication which couid contribute to trust by giving the employees the knowledge that
their suggestions and recommendations are being addressed in some way (Yam and Yam
1993:90). According to Bowen, Lewicki, Hall and Hall (1997), two-way communication
means that information can flow back and forth between the original communicator of a
message and the receiver. The receiver can ask questions, receive.clarifications, and in

other ways give the communicator feedback on what has been heard or done.

‘Communication is essentially a social process, but because human beings are not the oniy
social animals, communication is not a uniquely human process. According to Penrod
(1983), messages have a relational level of meaning that indicates the éri'uount_of power
and control the participants have inrelationships. Onthe other hand, social psychologists
often view communication in relational terms, and have devised 'ways of coding
interactions that reveal such patterns of dominance. For example, speakers who yield
control in an exchange accept or agree with what the other person says, ask questions that
seek supportive answers, utter incomplete sentences that invite the other person to finish

them, or ask question(s) that continue the dialogue. Communication is therefore a form
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of interpersonal transaction with many underlying meanings.

such communication relationships can be traced back to ordinary people engaged in an
argument or chat, government’'s and employees’, business unions (barga?ning power)
representatives and from many other different situations. For example, Van Ruysseveldt
et al. (1995) argue that employees have a right to participate in the employment
relationship involving disputes, agreements or general consensus and some major

decisions through trade unions.

Herbst, Slabbert and Terblanche (1987) maintain that as long as man engages in
economic activity and sells his labour, there will be disputes between an employer and an
employee due to the fact that bargaining takes place in the labour field between union and
management because both implicitly accept that the other party has power. Bemowski

(1992) therefore maintains that two-way communication stresses and demands feedback

for effective results to take place. A top-down strategy along with a bottom-up strategy

ensures that appropriate input is considered. Improvement cycles for personal leadership
and quality awareness rely on this type of feedback. Herbst gt al. (1987) report that union
members prefer a democratic organisation in the real sense. They require their leaders
to' not only report back but to ensure that the unions have their support before deciding on

a course of action.

Although there is a lack of information on the specific role of communication between
unions and their members with regard to ESOPs in the company they work for, Maller
(1989) reports that after employees engage in discussions with their union on ESOPs,
negotiations between union and management often lead to communication breakdowns
between employees and unions. As a result, the attitude of employees towards ESOPs

IS negative.

On the otHer hand, Hall (1995) contends that the success of an ESOP depends on how
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well it is understood by all the participants of the scheme. Hall (1995) further argues that
~ the concept of ESOPs needs to be explained very carefully to overcome the initial
ignorance as to what the offer really means. In other words, good communication is

essential.
Against the background of these findings it is hypothesised that:

Hypothesis H% The higher the perceived communication frequeficy between
unions and empioyees, the more positive the perceptions of
ESOPs.

6.2.1.3 . Union and consideration -

Consideration refers to the degree to which the leader promotes a climate of mutual trust,
respect, psychological support, helpfuiness and friendliness (Teas and Horrell 1981:50).
According to Schriesheim and Stogdill (1975), consideration concerns the socio-emotional
behaviour of the leader with regard to the promotion of comfort and well-being of
subordinates. For the purpose of this study, consideration is defined as the degree to
V\;hich a union is supportive, friendly, consults members of the union and recognises their
contribution. Previous research reported in the management literature suggest that
consideration generally has very positive outcomes such as job satisfaction, motivation
and organisational commitment (Teas and Horrell 1981; DeCottiis and Summers 1987;
Morris and Sherman 1981). Although there seems to be a lack of literature regarding the
specific relationship between consideration of unions and ESOPs, previous res—earch in

the management literature suggests that:

Hypothesis H?: Perceived lack of consideration on the part of unions towards
members, with regard to management of ESOPs negatively
influences perceptions of ESOPs.
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6.2.2 Management

Employees are stakeholders in the wealth creation process of the compénies they work |
for and obtain a portion of the outcome in terms of salaries and other benefits. On the
other hand, there is a problem of traditional owner, manager and workforce relations which
are perceived to be based on conflict. The reason for this is that there is sometimes a
communication breakdown which needs to be attended to before employees can fully

share in what théy create.
6.2.2.1 Management and trust

The concept of trust appears in a variety of publications dealing with behaviour in
organisations and in institutional settings. General consensus exists that trust between
individuals and groups within a corhpany is a highly desirable ingredient in the long-term
to ensure stability of a company and the well-being of its members (Cook and Walil
1980:39). '

According to Cook and Wali (1980), there are various methods that can be used in
investigating trust activities in companies. Three main approaches are c9mmonly used.
Rosen and Jerdee (1'977) maintain that the first approach is the most indirect method
which involves inferring trust from other forms of behaviour. For example, this procedure
can be a situation in which trust is inferred from the willingness of persons in a position of
power to involve subordinates in participative decision-making. A secondapproach is to
Create a situation in which the development of trust between .or within groups is essential
to the performance of a prescribed task.

The third approach invoives trust based on individual differences in other people in
general or in social groups and institutions. For example, Jones, James and Bruni (1975)
maintain that there is a relationship between employees’ confidence and trust in their

leader. Cook and Wall (1980} argue that among other forms of trust, interpersonal trust
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at work regarding mutually dependent work groups within an organisation may be placed
along two different dimensions. According to these authors, such dimensicns can be the
faith in the trustworthy intentions of others. On the other hand, these dimensions can be
the confidence in the ability of others. They are capable of performing to the best of their

ability and are reliable.

In some companies, top management works hard to build and maintain trust by carrying
out its commitment and, given time, employees will actively support the changes in
responsibility and authority given to them as team members. On the other hand,
employees need to know and believe that management is serious about wanting people
(as team members) to take risks and express their opinions and that the formation of teams

is not just a new mechanism to gain additional work from empioyees.

The question may arise as to whether there is sufficient trust between management and
employees to implement an ESOP scheme, that is, will the scheme be viewed positively
by employees or will they perceive it as pressure to work harder in exchange for or without

a corresponding increase in compensation.

Kruse {1984) suggests that the introduction of an ESOP may raise employge expectations
by labelling the employees as ‘owners’. When the experience fails to fulfill employees’
expectations of what ‘'ownership’ means in préctice, cynicism and disillusion results which
may harm trust. In addition, Maller (1989) argues that empioyees are encouraged to invest
intheir companies’ shares which they (employees) interpret as capital risk. *Although there
is no empirical report regarding trust between employees and management on ESOP
related matters,.one can gather from the above suggestions that lack of trust between

employees and management will harm perceptions of ESOPs.

It is accordingly hypothesised that
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"Hypothesis H*: Employees’ perceived lack of trust towards management

negatively influences the perceptions of ESOPs.
6.2.2.2 Management and communication
Communication activities occur not only between individuals and small groups, but

sometimes between a few senders and many millions of recipients. Such largé-scale

communication includes television, radio and all printed mass media. These events do not

_take place in isolation. They can take place in business, religious, government, political

and many other organisations as long as there are people engaged in personal interaction
processes. The impertance of communication in business firms has been stressed by
many industrial psychologists. Terblanche (1983), for example, views communication as

the centre and the main focus of supervisory and overall organisational effectiveness.

Organisational communication is the process by whicﬁ information is exchanged in the
organisational setting, meaning that information flows through both formal and informal
structures. In a business environment, communication flows downward, upward. and
laterally. Inother words, peopie withinthe same institution, (employees and management)
exchange information and establish a common understanding in upper and lower levels

of management and across the organisation (Bowen et al. 1997:231).

A business firm consists of a variety of formal and informal relationships. Examples are
relationships between employees and employers (represented by management in most
cases), between sellers and buyers and even between sales organisations. 'i’wo—way
communication keeps ideas moving through all these relationships. Two-way
communication can enhance the relationship between employees and management. For
example, Miller (1992) maintains that two-way discussions increase involvement in that
managers present the facts not as known, but as part of free-flowing discussion in which

people can ask questions. Communication therefore makes clear understanding possible.
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In addition to giving employees a good understanding of what is going on, managers use

employees’ questions tg gain valuable insight into employees’ concerns and to learn about

potential problems.

Thaler-Carter (1950) argues that finding out what employees want cuts costs and improves
efficiency. Additionally, employees prefer and enjoy getting information directly from their

supervisors or management.

Although communicating generally leads to positive outcomes, a decision on the medium
of communication is very important. Some information needs to be communicated on a

personal basis, while other information may be widely advertised through newspapers.

Kumar (19986) views a relationship between two parties (such as an organisation and its
suppliers of goods or raw materials) as bilateral communication. Open and honest
dialogue where parties encourage each other to be proactive and frank in pointing out

each other's weaknesses, is a sign of a heaithy relationship.

Two-way communication can furthermore have an impact on aspects related to personal
characteristics of both employees and management. Ratan (-1 993) maintains that one has
to have two-way communication to be successful. Ratan (1993) argues further that young
employees need to be asked to carry out their tasks and be provided with reasons as to
why they should do so because they may find better and faster methods of taking care of
such tasks once they are furnished with all the necessary details. According to Ratan

(1993) employees need recognition and feedback regarding their efforts and performance.

Although two-way communication often resuits in heated debates, it builds a spirit of
togetherness amongst the people who work for the same company, enhancing mutual
trust. Moreover, when subsidiary managers or senior employees participate in global

strategic decision-making, they come to view the decision as their own, as a resuit of
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which, they often defend and uphoid these decisions (Kim and Mauborgne 1993:13).

| Gilbert (1990) suggests that when an ESOP is introduced to company management, the
human resource manager has a major role to play in communicating to employees the
ﬁnéﬁcial benefits of the ESOP at the time of it's establishment and with periodic upd'ates.
Additicnally, management must facilitate the development and maintenance of cocperation

between management and employees.

Hall {1995) and Chance (1991) argue that from a management perspective, good
communication is essential when introducing an ESOP. Through practical experience they
ﬁﬁd it necessary for management to carefully explain the concept to overcome the initial
ignorance-as to what the offer really means. Although this is not an easy task, these
authors agree that such efforts bear fruit. In other words, having better informed
employees has better payoffs, Bricklely and Hevert (1 95_91_) and Hosansky (1984) conclude
that better informed employees are likely to be beneficial to the company from a public
relations standpoint. Based on this information, the assumption may be that keeping
employees informed will contribute to a positive relationship between employees and
management.

Fine (1 987), Maller (1989) and Baddon, Hunter, Hyman, Leopold and Ramsay (1989) all
argue that there is a lack of communication between employees and management with
regard to ESOP-related matters in some companies. These authors base their argument
on the fact that erriployees in some companies are usually represented ori the ESOP trust
by a board of trustees whom they have had no say in electing. Furthermore, in so—me other
companies, employees automatically qualify to receive shares, meaning that there are no
prior consuitation procedures involved. Some of these researchers argue that if there was
no prior consultation, but that attempts were made to communicate after the decision had
been made, management is seen to have designed the scheme, thereafter selling the

ideas to the employees (the opposite of two-way communication).
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it is accordingly hypothesised that .

Hypothesis H> The higher the perceived communication frequency between
management and employees, the more positive the

perceptions of ESOPs.
6.2.2.3 Management and consideration

For the purpose of this study, consideration refers to the degree to which the managers
are supportive, friendly, considerate, consult subordinates and recognise their contribution
to the operations and functioning of the company's ESOP. There seems to be a positive
relationship between consideration and variables such as job satisfaction, job
performance, motivation and organisational commitment. Teas and Horrell (1981) report
empirical support for the view that employees in various occupations indicate that
subordinates tend to be more satisfied with their superiors and their jobs when they have

considerate leaders (as described above),

Podsakoff, Todor, Grover and Huber (1984) suggest that consideration acts to clarify what
is expected by rewarding employees for desired behaviour. On the other hand Teas
(1983) find that there is a negative relationship between both role conflict and role
ambiguity aﬁd consideration. Early research findings (Morris and Sherman 1981:518;
DeCotiis and Summers 1987:459) indicate that employees who believe that their superiors
are considerate leaders will be more committed to their organisations. Johnston,
Parasuraman, Futrell and Black (1930) however found that coﬁsideration does not directlf
influence organisational commitment. There seems to be lack of research findings directly
linking consideration and ESCPs. Based on the findings reported in the management
literature (De Cottiis and Summers 1987; Podsakoff et al. (1984);Teas and Horell 1981),
it is hypothesised that:
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Hypothesis H® : Perceived lack of consideration on the part of management
towards employees, with regard to the management of ESOPs

negatively influences employee perceptions of ESOPs.
6.2.3 Management of Employee Share Ownership Schemes

There are various reasons that can lead to the introduction of ESOPé by companies.
Although the majority of experts agree that many of these can be traced back to financial
considerations such as tax incentives, many agree that the benefits of ESOPs, including
higher employee morale, easier recruitment, stronger loyalty, greater productivity and
improved customer service do not result automatically. The power of ESOPs therefore
needs to be properly facilitated and applied. In this study, a number of variabies may
influence employees’ perceptions with regard to ESOPs. According to the model in Figure
6.1, the variables included in this study are sincerity of management, participation in
decision-making by management and employees, unions and members, availability of

information by management and unions and believability of ESOPs.

6.2.3.1 Sincerity of management

Sincerity and honesty are concepts that are assumed to be interrelated and are often used
interchangeably. Sincerity is commonly defined as a quality of being trustworthy and
honest (Hornby 1989:1188). A sincere person has feelings or exhibits behaviour that is
not pretended, that is genuine, and only says things that he really means or believes. In
similar terms, Murphy (1993} describes an honest person as one who tells the truth, does

not cheat, is frank and direct.

Itis argued that there is a positive relationship between sincerity and trust. For example,
in the case of pay, Bews and Martin (1996) maintain that pay alone will not buy trust. Trust

must be earned through a partnership that is built on a relationship where the employer
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demonstrates a sincere attempt at caring for the employees in the organisation, thereby

providing security.

"There seems to be insufficient literature on the relationship between sincerity of
managemént towards employees and employee perceptions of ESOPs. Park and Song
(1995) report that ownership awarded to employees (as a result of owning shares) not only
enhances employee incentives but also entrenches managers. In ' other words,

. management may be using the ESOP as a means of entrenching their pawe‘r. In other

.words, ESOPs are sometimes used to protect and empower managers with even more
authority. In this way managers could expropriate (for example, the employees’ right to
vote according to the number of shares they own) the ESOP's voting rights to entrench

themselves:. [f that occurs, it can be concluded that management is insincere.

Conte and Tannenbaum (1978) suggest that managers in a company respond more
favourably where employees are not represented on the managing board of directors.
Leoka (1990) maintains that a company must have a sincere desire to involve the
employees in profit-sharing. This means that the company should practise enlightened
labour policies. Forinstance, it should not use ESOPs as an excuse-to exploit labour, in

which case the ESOP will most likely fail because of perceived insincerity.
Based on these arguments, it is hypothesised that:
Hypothesis H': Perceived lack of sincerity on the part of management towards
employees, with regard to the management of ESOPs,
negatively influences employee perceptions of ESOPs.

6.2.3.2 Participation in decision-making by management and employees

There are various ways of describing decision-making as a concept. Robbins (1983)
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suggests that one way is to define it as a continuing process of identifying a problem or
opportunity and choosing alternative courses of action for dealing with a problem or
opportunity. Decision-making processes have been a point of focus for many theorists and

researchers, as well as organisational behavioural theorists.

According to Robbins (1983) organisations frequently use groups to soive problems or
make decisions. These groups are commonly known as committees. Robbins (1983)
maintains that groups allow the coming together of people with different characteristics and
similar needs. This diversity of ideas can bring about better dialogue, better
comprehension of a problem and the development of more creative strategies for problem-
solving, all of which result in more effective group performance. Various relationships
such as those between decision-making and communication, performance, involvement

and trust have been identified based on these efforts.

There are however important differences in decision-making by individuals and by groups.
Hampton, Summer, Webber and Arkel (1973) maintain that groups offer advantages in
certain types of problems when conditions are favourable. In other words, groups work
best when confronted by specific problems with clear-cut answers when open
communication is facilitated because status and hierarchical distinctions are absent or not
important. Robbins (1983) further maintains that training, experience, age and personality
also affect group effectiveness, but groups tend to make fewer errors, are typically willing
to take higher risks and tend to improve on the performance of average individuals.

Hampton et al. (1983) suggest however, that although grodps take longer than inc;ividuals
to make decisions, groups produce better performance. According to Robbins (1983),
these findings support other researchers who argue that group decision-making offers
advantages where being correct or avoiding mistakes is of greater importance than speed.
It is therefe_are argued that group decision-making is superior in respect of accuracy and

efficiency in decision-making.
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To make effective decisions, managers must first obtain information from their companies.
Peers, subordinates, other managers and their environments such as customers, suppliers

and other constituencies are all potential sources-of information.

Managers make many decisions in risky and uncertain environments where situations are
often ambiguous and the available information is limited. Additionally, some decisions can
be programmed and used over and over again in routine situations. Many decisions must
be made as unique responses to non-routine situations (Schermerhorn, Hunter and
Osborn 1994: 553) and participation in decision-making enhanices the quality of decision-

making in uncertain environments.

Previous research shows a positive relationship between management and employees
regardihg the participation of both parties in decision-making on managing ESOP activities
(Abell 1983 and Estrin et al. 1987). Long (1978) argues that there is increased employee
say in decision-making on ESOPs and employees feel increasingly free to voice their
opinions and make suggestiéns. According to Olivier (1990), participation in decision-
making in this manner will result in, amongst others, greater job satisfaction as employees
will feel as if they are working for themselves.

Maller (1989) suggests, however, that aithough employees are given an opportunity to
participate in decision-making with regard to ESOP management, ESOPs imply
participation in capitalist forms of ownership which are seen as fundamentally unequal.
Put differently, Maller (1989) argues that limited equity is being offered to employees which
does not represent any effective advance in extending employees' influence over the
corporate decision-making process. Baddon et al. (1989), argue that in same companies
the formal opportunity for employees to speak up as shareholders does not take place.
Other authors suggest that employees in many companies are often represented only by
an ESOP trustee and that this person is frequently. a company official, giving employees
little say in major decision-making (French 1986:474).
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Despite these limitations in present communication structure, it is suggested that:

Hypothesis H®; Participation in the decision-making process allowed by
management, with regard to the management of ESOPs,
positively influences employee perceptions of ESOPs.

6.2.3.3 Participation in decision-making by members of the union
!

The exploratory study preceding this study suggested that many union members are
dissatisfied with their input into ESOP-related decision-making because unions sometimes
block their direct involvement. In other words, unions do not allow their members to
meaningfully participate in ESOP-reiated debates and decision-making.

Although Fogarty and White (1988) argue that trade union members are more likely to call
for union involvement in the running of ESOPs, there seems to be scant empiricai findings
regarding participation of unions in decision-making on managemeht of ESOPs:
Participation in decision-making by members of unions with regard to union involvement
in ESOPs is included in the model because it is argued that unions that participate in
decision-making processes, with regard to ESOP management should feel that they can
share new ideas and devise new ways of working together more efficiently. On the other
hand, through these efforts employees may well appreciate the financial gain of owning

shares.
It is accordingly hypothesised that: '
Hypothesis H*: Participation in decision-making process by unions, with

regard to the management of ESOPs positively influences

employee perceptions of ESOPs.
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6.2.3.4 Information availability by management

information provides the context in which people work. McLagan and Nel (1995) argue

that if access to information is limited, fragmented, and controlled by authorities, then this-

context creates conditions for authoritarian governance. If access is unlimited, integrated,
and open to all, then the context enables participative governance. People therefore need

to be able to access and use information in order to take charge of their own work life.

Information and the ability to use it has been linked to many factors such as empowerment,
communication, trust, decision-making and other various forms of participation. McLagan
and Nel (1995) maintain that access to information assists in influencing decisions which
are ultimate determinants of power. As a result, people can be empowered through that
process because they have information. Additionally, leaders without information cannot
be accountable, and relationships turn brittle, become insecure and can very easily break
because of suspicion. It is therefore argued that no organisation can become truly
participative unless it restructures and rechannels information so that everyone has what

he needs for empowered performance.

Many researchers maintain that no group exists without communication. Group
effectiveness often depends on the effectiveness of its communication which, among other
things, is based on exchange of information, feelings and attitudes of its members. A
group works out various mechanisms‘so that its leaders and its members are reciprocally
informed about what is happening in the group and between the group and its external
environment (Morris 1982: 488). It is therefore argued that information, by way of one or
more messages, is one of the elements which assist in the formulation of the

communication process.

At times it is appropriate for managers to withhold information. For example, Miller (1992)

maintains that if plans are confidential, managers are wrong in discussing what they know,
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and if plans are not definite, discussion may only cause undue anxiety about what cannot
be influenced. In times of uncertainty, any information is valued. In the absence of

information, rumour will be used to fill the gaps.

Fogarty and White (1988) conclude that employees' attitudés toward the availability of
information reveal that information about the company, its finances and- its business
developments, is more influential than general information about ESOPs. Ori the other
hand, Peel, Pendlebury and Groves (1991) conclude that companies operating with
~ESOPs made greater use of traditional and other methods of communicating financial
information tc employees. These authors further argue that financial information can flow
through a variety of informal channeis such as financial presentations by managers and

discussions with relevant unions.

Leoka (1990) suggests, however, that for any company to be able to communicate with
employees as shareholders requires not only sharing of full information, but management
must further ensure that employees understand the information and are treated with the

same degree of accountability as ordinary shareholders.
It is accordingly hypothesised that: -

Hypothesis H'®: Insufficient information-sharing on the part of management,
with regard to the management of ESOPs, negatively

L

influences employee perceptions of ESOPs.
6.2.3.5 Information availability by union

Although no literature regarding the availability of information on ESCPs by unions canbe
traced, Maller (1989) believes that employees in some companies claimed that unions had

not consulted them before signing the ESOP agreement. Maller (1989) confends that
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many unions were pressurised by management to sign the agreement by threatening to
call off the deal which would effectively endanger the jobs of all gmployees. In other

words, the employees were misinformed about the whole issue of ESOPs.
It is accordingly hypothesised that:

Hypothesis H': Insufficient information-sharing on the part of the union, with
regard to the management of ESOPs, negatively influences

employee perceptions of ESOPs.

6.2.3.6 Believability of ESOPs
. I

Mixed signals usually take one of three forms. The first occurs when separate messages
are targeted at different audiences. For example, McClelland (1987) argues that the
organisation informs shareholders and investors about the prospects for growth and
increased demand for the product but inferms the union of the need for tight cost control
and increased pressure from foreign markets just before wage bargaining time. The
second occurs when one audience hears two different messages and the third occurs
when words do not match actions. Despite this there is a positive side. When messages
are consistent and actions match words, the organisation communicates integrity,

congruity and direction and is therefore believable.

The exploratory study preceding this study suggests that many employees EqUestio_ned the
actual existence of an ESOP. The absence of any tangible evidence that can be directly

linked to the ESOQOP contributes to this suspicion.
It is accordingly hypothesised that:

Hypothesis H12:  The higher the believability of the existence of ESOPs, the

168




-

more positive the employee perceptions of ESOPs.

6.2.4 Working environment

Peoﬁle make a company. Their skills and abilities,” performmance on the job and their
productivity determine the company's profitability and growth. In other words, the better
the people are at doing their work, the more successful the company is likely to be in
selling it's products or performing it's services. According to Allman (1§87), a pleasant
working environment motivates the employee. This is confirmed by Frederick Herzberg's
theory concerning working conditions on the job and how they affect employee motivation.
H.erzberg's theory maintains that a work ‘climate’ that minimises job satisfaction, such as
unpleasant work surroundings, poor ‘supervision and personality clashes, reduces

employee productivity (Allman 1887:19).

Although there seems to be some positive outcomes resulting from a pleasant working
environment, problems can occur in any workplace. For example, stress-related injuries
have become the principal occupational injury of white collar and service employees and
are extremely costly for employers (Voluck and Abramson 1987:85). According to Voluck
and Abramson (1987), people doing routine and mechanical jobs are especially likely to
experiencé stress. Secretaries, virtually all health care employees, telephone operators,
data entry and other clerical personnel are particularly prone to stress. Additionally,
employees under stress tend to have high rates of absenteeism, body pain, anxiety,

depression and héstility towards their employers.

Several studies have repeatedly identified sources of stress that employers can control or
eliminate, including unpredictable policies, unexpected changes, mistrust, criticism of
performance, lack of communications, rumours, increase in respénsibility, crowded and
uncomfortable working conditions. Various grievances spring from these stressful
situations (Voluck and Abramson 1987:19).
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Based on the experience of many companies, an effective way to avoid grievances
concerning working conditions and environment is to provide clear job descriptions and
instructions to employees. In other words, this can only take place in a favourable working
environment which can be enhanced by, amongst others, training and empowering

employees.
6.2.4.1 On-the-Job training

Training is a set of activities that provides an opportunity to acquire and improve job-
related skills. It occurs not only initially but at any time improved skills are needed to meet
changing jobs requirements. On the other hand, on-the-job training (the main focus of this
study) involves job instruction while performing the job in the actual workplace. Job
rotation is a common form of training which provides a broad range of experiences in
different types of jobs in a firm. It is often used to provide a background for future
managers and is sometimes used to alleviate employee boredom (Schermerhorn gt__al..
1994:111).

In South Africa there is an ongoing and increasing need for employee development as a
result of economic, social, political and technological developments as well as a need for
new skills to keep up with the needs of the labour market. According to Cilljers (1991), the
main role player in this development is government, which is responsible for legislation
and facilitation of education and training, as well as individual and groups of employers

who also have to take responsibility for manpower development and trainirig.

Any company wishing to remain competitive must have access to know[edgé of customers,
competitors, products, markets, technology, and processes. Knowledge of the art and
science of management is also necessary. Continuous learning must become a priority.
Learning fast and applying that new information or technique quickly is equally important. _

Keeping up with new methods, changing trends and advancing technologies is not just a
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go5dridea, it is vital and essential (MaHring 1989:18}.

According to Manning (1989), competitiveness cannot rely on the strength of the sales and
marketing people alone. It involves the whole company. Among other things,
competitivengss calls for personal discipline, strong leadership and. considerable
investment in training and development. On the other hand, managers must be better
trained in functional skills. They need a broad knowledge of the whole businéss and the
world in which it operates. Lower level employees must learn besic skills (in some cases

basic literacy skills), how business works, and precisely what is expected of them.

Schultz (1982) argues that training and development takes place at all levels of
employment, from unskilled young aduits to corporate senior personnel, from the first day
on the job to the final period before retirement. Training is a continuous organisational
activity and is not restricted to specific job skills. Much training activity is directed towards
changing attitudes, motivation and interpersonal skills. Atany level of employment or type
of training, the goal is to improve performance on the job and, in the process, to increase
the personal value of individual employees and of employees to their organisation. ltis
therefore argued that there is a relationship between training and elements such as
motivation, education, development, various skills, different age groups, communication

and many others.

Training can also be linked to aspecte such as career development. Yam and Yam (1993)
maintain for example that companies have become much more concerned about staff
development. This includes adequately educating people in terms of the skills required
to realise company objectives as well as on-the-job and off-the-jcb traininé. Employees

must preferably be able to choose to take courses that are related to their jobs.

The exploratory phase of the study revealed that many employees are negatively disposed

towards ESOPs because they feel that they cannot meaningfully contribute to the well-
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being of the organisation because of poor or inadequate training. In other words,
employees feél they do not have the hecessary skills. There seems, however, to be a lack
of literature regarding the direct relationship between training-of employees on the job and
ESOPs, although Peel et al. (1991) argue that very limited use is made of financial training

and education of employees.
It is accordingly hypothesised that:

Hypothesis H': Insufficient on-the-job training with regard to employees,

negatively influences employee perceptions of ESOPs.
6.2.42 - Empowerment

In the context of this study, empowerment is the sharing of information with employees
about the organisation's performance, rewards based on company’s performance,
knowledge that enables employees to understand and contribute to the organisation's
performance and power to make decisions that influence organisational direction-and
performance. Employees are therefore empowered if they obtain information about
organisational performance, are rewarded for contributing to organisational performance,
have the knowledge and skills to understand and contribute to organisational performance
and also have power to make decisions that influence organisational direction and

performance (Bowen and Lawler 1882:32 - 35).

Y.

The term ‘empowerment’ is difficult to understand in that at face value, one could assume
that it has something to do with giving power to those who do not have it, referring to
people at lower levels of the organisation. Empowerment is not giving power to people at
lower levels of the organisation as they already have plenty of power as individuals or
teams through a wealth of knowledge and motivation (Budett 1991: 23). Instead,

employees too often find themselves in a situation whereby the power they have is
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channelled in such a way that the aims and goals of the organisation and those of the

employees are in conflict.

A further problem related to empowerment is the traditional approach which assumes that
if someone obtains more power, someone else must lose it. Budett (1991) maintains that
it is this belief and the insecurity behind it that prevents many senior personnel from
encouraging and supporting employee involvement initiatives. This author further
suggests that it is a similar fear that all too often inhibits union representatives from
supporting initiatives that give more organisationally directed responsibility to their
members. A more sensible and realistic way of understanding power is the one that
recognises that power can be passed by management to an individual or a team, down the
hierarchical chain or lines of authority. Empowerment can then be seen as power which
employees take as a result of opportunity provided by the organiéation, without those

giving power having to lose anything.

According to Blanchard, Carlos and Randolph (1996), empowerment has been related to
so many other elements such as information sharing, trust, self-directed teamwork and
autonomy. These authors argue that the first step is to share information with everyone,
for example, information on how the business is progressing regarding profits, budgets,
market share, productivity, defects and many other important aspects. In other words all
the information required to make any important decisions that have to be made to serve
the customer, ensure quality, and make a profit for the company must be shared with

L

employees.

On the other hand, once management shares the information, and trust develops, a
manager can begin to establish standards. This requires shifting the explanation of a
mistake from something bad or wrong to an opportunity to learn. This encourages people
to think and monitor their own performance. Empowerment also encourages innovation.

Peaple are given permission to take risks, make mistakes, challenge the way things have
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béen done in the past and develop their ability to I84rn 4fid Use their talents.

In order to achieve empowerrﬁent, people have to learn new ways of thinking and working
together. Blanchard et al. (1996) suggest that managers would require a structure, that
is, they would create autonomy through boundaries, such as the company’s vision, needs,
values and beliefs of the members of the organisation. Budett (1991) refers to boundaries
as what is expected from employegs. For example, employees are expected to follow fules
and regulations and are obliged to abide by the job description which traditionally outlines

. the authority or responsibility which helps in avoiding and limiting job overlap.

According to Budett (1991), a management by objectives process is required in this regard
to define the specific outputs to be achieved. In other words, these are controlling
measures that are facilitated by a spécific determination of what has to be achieved and
by when. Management can replace the hierarchy of management with seif-directed teams.

A team of empowered people is far more powerful than a disconnected set of individuals.

The solution is therefore to get teams to do much of what the management hierarchy had
previously done. For example, a self-directed team consists of a group of employees with
responsibility for an entire process or product. They plan, perform and manage the work
from start to finish. Team leadership may be rotated, but the team decides how it must

work.

Additionaily, empowerment comes from teaching people to do things which make themless
dependent on others. Sparks, Bradley and Callan (1995) show that empowerment has

beneficial outcomes such as customer satisfaction and service quality performance.

No literature regarding the direct relationship between ESOPs and empowerment of
employees could be found. Based on the literature reviewed here, it can be argued that

employee empdwerment in terms of sharing information regarding the financial
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performance and growth rate of the market share of the company, as well as the
importance of the contribution of each and every employee in the company, will positively

influence the attitudes of employees.
It is accordingly hypothesised that:

Hypothesis H': The higher the perceived empowerment to initiate tasks and
contribute to organisational performance, the mére positive the

employee perceptions of ESOPs.
6.3 THE MODELLED GUTCOMES OF EMPLOYEE SHARE OWNERSHIP SCHEME

ESOPs are viewed by many companies as a solution to what the owners perceive to be
problems of industrial society, that is, dissatisfaction of employees, poor quality of working
life and declining productivity (Sellers and Hagan 1994; Conte and Kruse 1991 and
Kaufman 1997). ESOPs are therefore generaily linked to favourable organisational
consequences. For the purpose of this study, three outcomes of ESOPs are included,
namely employee motivation, job involvement and organisational commitment.

-~

6.3.1 Job involvement

Job involvement is referred to as the extent to which the individual psychologically
identifies with his job. In other words, job involvement describes an employee’s
attachment to his or her work (Mathieu and Zajac 1990:.1 82 and Schulz 1882:302). A
literary review reveals several conceptualisations of job involvement, including job
involvement defined as the degree of importance of an individual's job to self-image, the
degree to which an individual actively participates in his job and the degree to which an
individual's self-esteem or self worth is affected by his perceived performance level (Lawler

and Hall 1970). Kanungo (1982) maintains that the job is important to the self-image of
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employees with a high ievel of job involvement. Kanungo (1982) further argues that these
individuals psychologically identify with and really care about tfig kind of work they do &n
their job.

The individual may have various attitudes, but organisational behaviourists focus their
attention on a very limited number of job-related attitudes. These job-related attitudes
relate to variables in their work environment. There are several key attitudes that are of

concetn. These attitudes include job satisfaction, job involvement and ofganisdtional

commitment (Robbins 1983:56). For example, Blau (1986) finds that job involvement and
qrganisational commitment represent two related but distinctly different work-related

attitudes.

Kanungo (1982) suggests that different interpretations of job involvement have evolved
while studying the relationship of job involvement to numerous factors including
performance, turnover, absenteeism and job characteristics. For example, Blau (1986)
argues that individuals who express high involvement in their jobs are likely to be more
productive, more satisfied, and are less likely to resign than employees with low job
involvement.

For the frémework'presented in this study, and while there is no complete agreement over
what the term means, a workable definition states that job involvement measures the
degree to which a person identifies with his job, actively participates in it and considers his
performance impdrtant to his self-worth. An employee who acquires a share of ownership
is likely to feel, to a greater extent, like a part of the organisation for several reasons. For
example, Long (1987) argues that an employee’s shares constitutes physical and legal
evidence of his association with the organisation and the act of acquiring shares could
itself probably lead an individual to feel involved psychologically. Long (1978) further
argues that such an employee is entitled to receive additional information such as that
pertaining to activities of ESOPs. Additionally, ownership may result in increased
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involvement because feelings of shared goals and that one's fate is tied to that of the
organisation would almost certainly be expected to increase feelings of solidarity.

The empirical resuits reported by Buchko (1992) indicates a positive relationship between
ESOPs and employee involvement. According to these findings, employees’ involvement
with current jobs within the organisation are most influenced by the perception that ESOP
ownership had increased their influence and control and that employees were more
involved in théir work.

Based on the belief that ESOPs enable employees to be much more involved in their work

and to have more influence as owners, it is hypothesised that:

Hypothesis H'>: Perceptions of ESOPs exert a positive influence on job

involve'ment.
6.3.2 Employee motivation

The relevance of the concept of motivation has been explored in both the internal and
‘external business environment. Watson (1994) maintains that business has come to
realise that a motivated and satisfied workforce can powerfully deliver to the bottom line.
In other words, motivated employees lead to satisfied customers which in turn leads to
business success, all things being equal.

Motivation can be defined as an attitude towards job performance (which includes
innovative and other behaviour, as well as quantity and quality of output) and can further
be described asa desire to perform weli (Long 1978:35). Schermerhorn et al. (1994) refer
to motivation as forces within an individual that account for the level, direction and
persistence of effort expen.ded at work. A common definition of motivation is the
development of a desire within an employee to perform a task to his best ability, based on

that individual’s own initiative.

177

— e ————




Employee motivation is a real challenge. According to Allman (1987), there is always
something that motivates an individual to do his job every day. Whether it is money,
securitg} or challenge, most individuals will try and work hard because of these motivating
factors. Without some sort of motivation, empioyee output would be nonexistent. The
challenge is to release that motivation, but this is not easy becausé motivation to work is

complex and is often driven by both external and internal factors.

According to Wiley (1992), external factors can either be positive or negative. For
example, punishment may include the threat of dismissal or the refusal to increase an
employee’s salary. On the other hand, rewards (a positive factor) may include a salary
increase or promotion. The problem with motivating by reward is that rewards often run
out, Internal motivation, on the other hand, is not easy to achieve. Wiley (1992) argues
that internal motivation develops in an atmosphere that harmonises certain dimensions
such as the nature of the job, the personal qualities of an employee, the qualities of a

supervisor and company philosophy.

The question is how can managers motivate their employees and keep them satisfied?
Wiley (1992) suggests that motivation can be achieved with the help of a supportive
working environment and the use of motivation techniques (such' as employee
involvement, appreciation, job importance, goal-setting, environment, evaluations,
competition and criticism). Managers must furthermore learn how to manage the
motivation process and must thereafter constantly update this method as employee needs
change over time. The first steps in managing the motivation process will be to evaiuate
the individual employee's needs and to develop motivation tactics that coincide with these

needs.

Whilst motivation is generally viewed as a driving force (the reason we do certain things),
motivation is subject to a number of roles and relationships. In other words, motivation

comes in many forms. Marsden and Richardson (1994) maintain that there is a
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relationship between motivation and pay. Arnolds’ (1999) research findings suggest that
monetary rewards are strong motivators of top management, middle management and
front-line employees. According to.Marsden and Richardson (1994), many employees
accept that the principle of motivation leads to greater clarity in setting job targets for some
staff and that it does succeed in motivating some employees. Allman (1987) maintains that
motivation techniques (such as employee involvement, appreciation, job impertance, goal-
setting, environment, evaluations, competition and criticism) influence manager employee

relations.

It is generally recognised that shares are a medium-term motivator, rather than an instant
work motivator. Smith, Lazarus and Kalkstein (1990) suggests that ESOPs provide
increased-financial incentive, create anew set of attitudes and build teamwork. Research
indicates that the company benefits from a stable and highly motivated workforce (resulting
from employees remaining with the compény until they can either buy or subscribe to
shares) and that motivation stems from employees being committed to achieving high

profits to improve the value of their shares.

Long (1978) reports that there is greater potential for monetary gain for both managers and
employees. According to Arnolds (1999), the need for pay has a diréct influence on
employee productivity. Long (1978) argues that input from employees who actually do the
_job is increased because they own shares. They can furthermore encourage others to do
their work more effectively. Despite the above discussion, Long’s (1978} research findings
show that there is no significant difference between the motivation levels r:)f'share—owners
and non-share-owners. This finding does not however necessarily indicate that share
ownership may not have directly increased the motivation of shareholdérs. It may have
increased the motivation of both shareholders and non-shareholders through peer group

pressure.

Crainer (1988) suggests that ESOP’s offer a means of enhancing the true motivation of
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employees by making them feel part of the company. According to Rodrick (1996), Kelso,
who is generally considered to be the founder of ESOPs, takes a more positive view that
ESOPs are the strongest motivator, Kelso’s ideawas that everyone should own productive
capital, thereby, building a personal capital estate. He believes that the best way to
accomplish this goal is to create a corporate mechanism to turn employees into owners:
On the other hand, Kelso tries to convince companies to use this plan by suggesting that
productivity will improve and that they can obtain tax breaks. Gilbert (1990) emphasises
that every employee has the right to own a share in the company he or she works for, and
that ownership makes the employee productive and more careful in giving his best

performance.

Generally, the belief still favours the contention that ownership does improve employee
motivation. In other words, there is a positive relationship between employee motivation
and ESOPs.

Based on these arguments, it is hypothesised that:

Hypothesis H'®: Employee perceptions of ESOPs exert a positive influence on

employée motivation. -
6.3.3 Organisational commitment

Organisational commitment refers to the degree to which aperson identifies with andfeels
part of an organisation (Schermerhorn, Hunt and Osborn 1997:98). An individuai who has
high organisational commitment is considered very loyal. Rowiand and Ferris (1982),
Florkowski (1987) and Mowday, Porter and Steers (1982) agree with several other
researchers that organisational commitment consists of three primary components namely,
willingness to exert considerable effort on behalf of the organisation, strong belief in and

acceptance of organisational goals and values and a definite desire to maintain
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organisational membership.

Among others, the main dimension of organisational commitment is commonly known as
loyalty which brings about a number of organisational benefits such as higher productivity,
better work quality, higher employee morale, reduced turnover and more employee
willingness to exert extra effort. Efforts to define organisational commitment continue but
several researchers have recommended restricting the definition to the attachment
resulting from or based on employee’s compliance (conformity driven by rewards and
punishments), identification (a desire for affiliation) and internalisation (individual values
congruent with organisational goals and values). This is more related to an approach

which is known as an ‘attitudinal approach in organisational commitment’.

The second approach which can be incorporated into the definition of organisational
commitment is the behavioural approach in which an individual is viewed as committed to
the organisation if he is bound by necessary costs such as fringe benefits, salary as a
function of age or tenure. An individual therefore becomes committed to an organisation
because it has become too costly for him to leave. In this study the'emphasis is on the
attitudinal approach in organisational commitment which is a state in which an employee
identifies with a particular organisation and its goals and wishes to maintain membership

in the orgjanisatioh in order to facilitate such goals.

Organisational commitment has been linked to so many dimensions which, in turn,
establish relation-ships. An important factor in facilitating commitment appears to be the
degree of an employee’s social involvement in the organisation. This finding suggests that
the greater the sqcial interaction, the more social ties the individual devélops with the
organisation. For example, Florkowski (1987) argues that there is a relationship between
profit-sharing and organisational commitment and as a resuit for-executives, sSupervisors
and employees, personal support for profit sharirig should increase an individual's

expressed level of organisational commitment to the company.
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Porter, Steers and Mowday, and Boulian (1974) view commitment as vital because it does
not only lead to important outcomes such as decreased turnover, higher motivation; and
ncreased 'organisational citizenship behaviours, but it further resuilts from such things as
recruiting and training practices and organisational support whicﬁ can be influenced by the
company. Berry and Parasuraman (1991) maintain that in the services relationship
marketing situation, relationships are built on the foundation of mutual commitment. It can
therefore be argued that commitment is central to all the relational exchanges between the

company, it's employees and various other institutions.

Research findings reveal that there is a similar relationship between organisational

commitment and employees’ perceptions of ESOPs. Buchno (1992) finds that employee
commitment to the organisation, both attitudinal and behavioural and the involvement and
satisfaction with their current jobs within the organisation, is mostly influenced by the
perception that ownership had increased their influence and control. Furthermore,
employees who believe that ESOPs enable them to have a greater say in company affairs
were more committed to the company, less likely to leave, much more invoived in their
work and more satisfied with their jobs.

Empirical findings reveal that the creation of a joint payoff relationship through employee
ownership does appear to favourably influence commitment, among other-aspects (Long
1978:486). |

Based on these findings it is hypothesised that:

Hypothesis H'": Employee perceptions of ESOPs exert a positive influence on

organisational commitment
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6.4 SUMMARY | .

Employ;aes are stakeholders in the wealth creation process of the companies they work
for (Leoka 1990: 23). There seems to be a number of problems that can be related to
ESOP matters. For example, there could be a communication breakdown between
employees, management and relevant trade unions withl regard to ESOP matters in that
employee éhareholders are rarely given an opportunity to learn firsthand from
management about the campany’s current trading position and future developments and
to ask any questions. On the other hand, when employees, often obtain feedback from
trade unions there could be some difficulty in understanding the language of management.
A lack of trust and sincerity on the part of management and trade unions who fail to
provide full details when reporting back to their members can further harﬁper the
successful introduction of ESOPs. A further problem could be the lack of opportunity for
the employees to fully participate in the decision-making process with regard to ESOP

matters.

Once all the constituents are well informed and there is at least a broad understanding of -
the different risk and reward elements of all parties with regard to ESOP matters, then, and
only then, will participants be able to make meaningful choices about whether or not they

wish to be part of the ownership and management of an ESOP.

Against this background, various influences and attitudes flowing ‘from employee
ownership are discussed in this chapter. Each variable is explaineq, the roles and
relationships of such concepts are briefly discussed and limited only to the scope of this
study. A number of influences on ESOPs included in the theoretical model are:

. The role of trade unions: trust, two-way communication and consideration.

. Perceptions of management: trust, two-way communication and consideration.
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«  Management of ESOPs: sincerity of management, participation in decision-making
by management, participation in decision-making by unions, information avaitability

by management, information availability by union and believability of ESOPs.
. Working environment: on-the-job training and employee empowerment.
The potential outcomes of the introduction of ESOPs in an organisation are briefly

. explained and included in a theoretical model, namely, empioyee motivation, job

involvement and organisational commitment.
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CHAPTER 7
RESEARCH METHODOLOGY OF THE STUDY

7.1 INTRODUCTION

This chapter describesthe statistical procedures used to empirically assess the theoretical
model proposed in Chapter 6 and depicted in Figure 6.1. The various measuring
instruments used to collect data from the sample is evaluated to assist in the presentation
and interpretation of data and to measure the different relationships among variables that

are under investigation in this study.
7.2 METHODOLOGY

7.2.1 The sample

The universe of the study is defined as all full-time employees of two large South African

.companies -(one a retail and one wholesale). In other words, a combination of

convenience and random sampling is used. Two companies were chosen on a
convenience basis. A random sample of 2600 employees was drawn from the two
companies’ employee records. A questionnaire with three covering letters (from
management, labour union and the researchers) and a reply-paid envelope were mailed

to each respondent. . . -

Prior to the meailing of the questionnaire, a pilot study was conducte‘d. According to
Huysamen (1996), it is advisable to test survey questionnaires on a small group of
individuals who are representative of the population. The main aim is to identify any
possible mistakes and to gather any relevant comments or suggestions. Ten copies of the
questionnaire were given to the head office of company A in the Port Elizabeth-Uitenhage

area to distribute to each human resource manager of the six branches. Employees of
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those branches were in various divisions and on Varibué management levéls and were

~ given an opportunity to complete the questionnaire in order to identify any problem areas

and to offer suggestions. Ten copies were given to Company B for distribution amongst
head office staff in the Johannesburg-Gauteng region. The pilot study identified the
problems of employees who were working as casuals in company A for more than two
years. Therefore, clarification had to be provided with regard to these employees as they
were not regarded as full-time employees and also they did not qualify for the employee
share ownership scheme. The survey in company B did not reveal any problems.

One thousand seven hundred (1 700) questionnaires were mailed to company A and nine
hundred (S00) to company B. The number of questionnaires to be posted was stratified
by the size of each of these two companies. Both companies were reminded
telephonically and the researcher had to visit various branches of each company to
motivate respondents to respond to questionnaires. This was done to avoid the low

response rates often associated with mail sufveys.

Five hundred and eighty six (586) usable questionnaires were returned which indicates a
23% response rate. Returned questionnaires were inspected, edited and coded. The
purpose was to ensure that the data is accurate, consistent with other information,
uniformly‘entered,' complete and arranged to facilitate coding. The coding of the
quéstionnaire was done by the researcher in conjunction with the statistician responsible
for assisting in the analysis of the data. Each questionnaire received from respondents
was given a referénce number (0001 - 0586). Details on the demographiE: composition of

the realised sample are provided in Table 7.1.

Table 7.1 reports a frequency distribution of respondents among various categories. More
than eighty percent (87%) of the respondents fell'within the age 'range of 20 to 49 years
of which 40% were between 30 to 39 years of age. Most of the respondents had standard

nine or lower (56%) as their highest level of formal education, while more than 40% had
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matric plus tertiary education.

THE COMPOSITION OF THE RESPONDENT GROUP IN DEMOGRAPHIC TERMS

TABLE 7.1

Age 20-29 84 14
30-39, 233 40
40 -49 196 33
50-59 66 11
60+ 7 2
586 100
Education Std 9 or lower 326 56
Matric or equivalent 176 30
Matric + diploma 67 11
Matric + degree 17 3
586 100
Tenure 0 -5 years 116 20
6-10 194 33
11-15 -174 30
16 - 20 B3 14
21+ 19 3
586 100
Income +_R499 0 0
R500 - R2 499 297 51
R2 500 - R4 999 214 37
R5 000 - R7 499 38 5
R7 500 - R9 999 26 4
+_R10 000 11 2
Method of payment Monthly 586 100
salary/ wage Weekly - -
Hourly - -
586 100
Unich member Yes 401 68
No 185 32
586 100
Share ownership Yes 386 66
No 200 34
586 100

187




Method of payment of salary/wages for all respondents was the same, with all respondents
(100%) being monthly paid. No respondents were earning less than R499 per month.
More than fifty percent of the respondents (51%) were earning between R500 to R2 499
per month followed by 37% of the respondents earning between R2 500 to R4 999 per

month.

More than 'sixty percent of the respondents (63%) had job tenures at their current
employment ranging from six to fifteen years. Twenty percent 6f the remaining 37% were
respondents with less than five years work experience with their current employers and the
last 17% included respondents with more than sixteen years work experience with their

current employers.

Sixty eight percent of the respondents were labour union members. Only 32% were not
union members. More than sixty percent (66%) of the respondents were share owners.
Most of the respondents that were non-share owners indicated that they sold their shares,

meaning that they were once share owners and decided otherwise by choice.

7.2.2 Questionnaire design

A structured questionnaire was used to measure each of the variables identified in the
model (presented in Figure 6.1). A series of four to six items was used to measure each
variable. The respondents were asked to rate these items on afive point Likert-type scale
ranging from strongly agree to strongly disagree. These items sought to assess the

respondents’ perceptions of each of the variables under investigation.

Self-developed instruments were used for those variables for which there were no pre-
existing measuring instruments. Each of these instruments consisted of five or more
measurement items, allowing for elimination at the analysis stage. In other wofds, enough

self-developed items were provided so that, if some of these instruments proved to be
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unnecessary, invalid or unreliable, there would still be enough items available to complete
the statistical analysis. Copies of three covering letters are shown in Appendix 1. A copy
of a questionnaire is shown in Appendix 2. Appendix 3 consists of a copy of the individual

items considered as measures of the latent variables.
7.3 STATISTICAL TECHNIQUES USED IN THE STUDY

According to Labovitz & Hagedorn (1971), the researcher needs to engage in some
. process of data reduction and data analysis because collected data often needs to be
organised and interpreted. Huysamen (1996) stresses that, through the application of
various statistical and mathematical techniques, the researcher can focus separately on
specific variables in the data set. The following are some examples of techniques used
and examined during the data analysis stage of the research project. These include the
assessment of the reliability and validity of the measuring instruments in this study and the
structural equation modelling (path analysis) technidue used to empirically assess the

theoretical model.

7.3.1 Reliability

The extent to which the results are similar over different forms of the same instrument or
occasions of data collecting is referred to as reliability (Mc Millan and Schumacher 1993:
227). The goal of developing reliable measures is to minimise the influence of chance or
other variables unrelated to the intention of the measure. -

According to Parasuraman (1991), reliability is a criterion for evaluating measurement
scales. It represents how consistent or stable the ratings generated by a scale are.
Different examples of types of reliability are briefly described below.
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7.3.1.1 Stability reliability
Stability: reliability is reliability over time. In other words, it addresses the question of
whether the indicator or measuring instrument delivers the same answer when applied in

different time periods.
7.31.2 Representative reliability

Representative reliability is reliability across sub-populations or groups of people. In other
words, it addresses the question of whether the indicator or measuring instrument delivers
the same answer when applied to different groups. If an indicator yields the same results
for a construct when applied to a different sub- population, it means that the indicator has

high representative reliability.
7.3.1.3 Equivalence reliability

Equivalence reliability applies when researchers use multiple indicators, that is, when

multiple specific measures are used in the operationalisation of a construct. An example

*is the case of several items in a questionnaire all measuring the same construct. In other

words, it addresses the question of whether the measure yields consistent results across
differentindicators that measure the same construct. Inthis case, areliable measure gives

the same result with all indicators.
7.31.4 Internal consistency . -

Among reliability procedures there are procedures that are designed to d'etermine whether
all the items in a test are measuring the same thing. These are called the internal
consistency procedures which require only a single administration of one form of a test
(Ary, Jacobs and Razavieh 1990: 275). Cronbach alpha is an internal consistency

procedure identified as suitable for the purpose of this study.
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Cronbach alpha is used when measures have multiple scored items, such as attitude

- scales or essay tests. According to Huysamen (1996), coefficient alpha can be used with

) oot

dichotomous items (that is, items which can earn-a mark of either one or zero only, such
as correct or incorrect items) as weli as multiple point items (that is, items which may be
assigned more than two vaiues) as in the case of a rating. This study opted fc;r a Likert
attitude scale in which an individual respondent had to respond to each question on a five-
point scale. The responses to the questionnaire used in this the scale are as follows:
Strongly Disagree (1), Disagree (2), Indifferent (3), Agree (4) and Strongly Agree (5).

Cronbach alpha was used to assess internal reliability of items used to measure attitudes.
7.3.2 Validity

According to Parasuraman (1991), validity is a criterion for evaluating measurement
scales. In other words, it represents the extent to which a scale is a true reflection of the
underlying variable or construct it is attempting to measure. According to Parasuraman

(1991), there are various types of validity, namely:

. Content validity represents the extent to which the content of a measurement scale

seems to tap all relevant facets of an issue that can influence respondents’

atti'tqdes.

. Predictive validity is a scale evaluation criterion representing how well a measured
construct is able to predict some other variable or characteristic it is supposed to

influence.

. Construct validity provides an indication of the degree of the relationship between

the instrument and the construct being measured. In other words, it is a scale
evaluation criterion that relates to the question that probes the actual meaning of

the nature of the underlying variable or construct measured by the scale.
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7.3.2.1

Discriminant validity is a form of construct validity which refers to the extent to
which a construct is not associated with other constructs on a theoretical basis. It
means that an attempt can be made to establish whether the individual
questionnaire items are indeed measures of the separate constructs as the
literature suggests. For the purpase of this study, discriminant validity was tested

through a statistical approach known as an expioratory factor analysis.

Factor analysis

Exploratory factor- analysis statistical approach that can be used to analyse

interrelationships among a large number of variables and to explain these variables in

terms of their common underlying dimensions (factors). In other words, the general

purpose of factor analytic techniques is to find a way of summarising the information

contained in a number of original variables into a smaller set of variates (factors) with a

minimum loss of information (Hair, Anderson, Tatham and Black 1995:16).

According to Hair et al. (1995), factor analysis can meet a number of objectives. To be

more specific, factor analysis techniques can meet objectives such as the following:

-

Identify the structure of relationships among either variables or respondents. In
other words, factor analysis can examine either the correlations between the

variables or the correlations between the respondents.

Identify representative variables from a much larger set of variables for use in

subsequent multivariate analyses.

Create.an entirely new set of variables, much smaller in number, to partially or
completely replace the original set of variables for inclusion in subsequent

techniques, ranging from the dependence methods of regression, correlation or
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discriminant analysis to cluster analysis (grouping respondents or cases with similar

profiles on a defined set of characteristics) which is a interdependence technique.
. Comprehensive Exploratory Factor Analysis (CEFA)

An exploratory factor analysis is a statistical approach that can be used to analyse
interrelatioriships among a large number of variables and to explain these variables in
terms of their common underlying dimensions (factors). The objective of this approach is
to find a way of condensing the information contained in a number of original variabies into

a smaller set of variates (factors) with a minimum loss of information (Hair et al. 1995:18).

Exploratory factor analysis is a widely used method of analysis, particularly in the
behavioral sciences. Although there have been some substantial developments in the last
twenty-five years, many have not been included in readily available factor analysis
programmes and, consequently, cannot be utilised by practitioners. Most factor analysis
programmes have facilities for obtaining maximum likelihood and ordinary least squares

estimates of factor loadings which suffice in most practical situations. There are, however,

.alternatives to maximum likelihood (Swain 1975a) that have not been tried much because

they are not generally available. Frequently non-iterative solutions, witti squared multiple
correlation coefficients as approximations for communalities, are provided. Non-iterative
solutions may, however, use consistent estimates of communalities (Albert 1944; Ihara and
Kano 1986) rather than approximations. Again this alternative has not been available to

LI

the practitioner. -

The choices ofrotation procedure are often limited to Varimax (Kaiser 1 958) for orthogonal
rotation and Direct Quartimin (Jennrich and Sampson 1966) for oblique rotation. These
rotation criteria are well suited to situations where a perfect cluster solution with only one
substantial loading per row of the factor matrix exists. They are not well suited to more

Complex solutions with several non-zero Ioadings‘per row. Thurstone (1935; 1947), the
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originator of multiple factor analysis, criginally intended the concept of simple structure to
incorporate complex solutions and provided his ‘Box Data’ (Thurstone 1947:369-3786) as
an example of a complex sirhple structure. Yates (1987), discusses this matter carefully.
Available programs are currently unable to recover simple structure from the Box Data.
Some rotation criteria that can recover the simple structure-from this data have been
proposed but are not well known (McCammon 1966; McKeon 1968 and Yates 1987). An
alternative approach is to use Varimax (or Direct Quartimin) in conjunction with a weighting
schéme (Cureton and Mulaik 1975) that enables the recovery of simple structure from the
. Box Data. Rotation approaches that are worth trying, but are not readily available, do

therefore exist.

One of the reasons for the current emphasis on confirmatory factor analysis is that
standard errors for factor loading and factor correlation estimates are available in anumber
of programmes. This is not the case for exploratory factor analysis. Methods for
estimating standard errors of rotated factor loadings are given by Jennrich and co-authors
in a sequence of papers starting with Archer and Jennrich (1973) and culminating with
Jennrich and Clarkson {1980). The algebra involved is quite complicated and the results
_have not been implemented in readily accessible amour programmes.

According to Browne, Cudeck, Mels and Tateneni (1998) in CEFA, the generality of the
method has been given precedence over its speed, although speed of algorithms has not
been disregarded. A number of potentially interesting rotation criteria are incorporated in

L

the programme.

7.3.3 Structural equation modelling

Structural equation modelling is a multivariate technique, combining aspects of multiple
regression (that is, examining dependence relationships) and factor analysis (that is,

representing unmeasured concepts, known as factors, with multiple items) to estimate a
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series of interrelated dependence relationships simultaneously (Hair et al. 1995:621). In
other words, structural equation modelling examines a series of dependence relationships
simultaneously. According to Hair et al. (1995) itis particulariy useful when one dependent
variable becomes an independent variable in subsequent dependence relationships. It
therefore means that it is a technique that allows separate relationships for each of a set

of dependent variables.
7.3.3.1 Path analysis

According to Hair et al. (1995), path analysis is based on calculating the strength of the
causal relationships from the correlations among the constructs. In other words, it is
employing correlations to estimate the relationships in a system of structural equations.
The method of the path analysis is based on specifying the relationships in a series of
regression-like equations (portrayed graphically in a path diagram) that can then be
estimated by determining the amount of correlation attributable to each effect in each
equation simultaneously. When employed with multiple relationships among latent

constructs and a measurement model, it is then termed structural equation modelling.
7.4 THE MEASURING INSTRUMENTS ' .

Both self-developed measuring instruments and instruments with proven psychometric
properties were used to measure the latent variables that are included in the model

depicted in Figure 6.1.
All questionnaite items were linked to a five-point Likert-type scale. Five résponse options,

namely, strongly disagree, disagree, indifferent, agree and strongly agree were used to

score the responses to each questionnaire item.
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7.4.1 Trust

As a concept, trust can be defined as a firm belief in the honesty, goodness, worth, justice,
power of someone or something or responsibility (Gambetta 1988:33). One of the
independent variables measured in this study are defined as ‘ employees’ perceived trust

towards unions and trust towards management, influence perceptions of ESOPs.

Trust in management and union is measured with a shortened version of McAllister's
(1995) interpersonal trust questionnaire. A six-item scale is used for both trust in
management and trust in union. Most previous research on trust seems to have focused
oﬁ the measurement of the degree of general trust in an organisation. Nicholas (1993},
for example, measures trust in management and an organisation as a whole by using seif-

developed ‘twenty trust builders' scale based on a fifty-item measure.
7.4.2 Two-way communication

For the purpose of this study, two-way communication can be defined as information that
flows back and forth between the original communicator of a message and the receiver
(Bowen, Lewicki, Hall and Hall 1997). In other words, the receiver can ask questions,
receive clarification and give communicator feedback on what has been heard or done.
Furthermore, through two-way communication, employees in a company are given the
knowledge that their suggestions and recommendations are being addressed. One of the
dependent variables in this study was described as ‘two-way commuﬁi'catior] between
union and employees and between management and employees influences the

perceptions of,ESOPé'.

A five-item scale is used to measure two-way communication in general of both
management and union with regard to ESOPs. The short five-item scale which was

adapted from the original Interpersonal Trust Questionnaire (McAllister 1995) is used.
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7.4.3 Consideration

The perceived consideration of union towards employees and the perceivéd consideration
of management towards employees with regard to the management of ESOPs is a further

independent variable modelled in Figure 6.1.

Consideration is measured by means of a five-item instrument adapted from the work of
Teas and Harrell (1981). Five items relating to management and five items relating to
union are used to measure consideration with regard to ESOPs. For the purpose of this
study, respondents were asked to indicate how considerate management and union are
with regard to ESOPs matters.

7.4.4 Sincerity

In this study, sincerity is defined as a quality of being trustworthy and honest. In other
words, sincerity refers to a person who has feelings or exhibits behaviour that is not
pretended but genuine, only saying things that are really meant or believed and is
straightforward. The independent variable'in this study was defined as ‘perceived sincerity

of management towards employees with regard to the management of ESOPs'.

Respondenfs evaluated their management's sincerityon a seif—develobed scale consisting

of five items linked to a five-point Likert-type scale.

7.4.5 Participation in decision-making

According to Robbins (1983), participation in decision-making allows the coming together
of people with different characteristics and similar needs and who are engaged in a
continuous process of identifying a problem or opportunity. In this study, participation in

decision-making can therefore be described as a process of bringing together the diversity
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of ideas which can bring about better dialogue, better comprehension of a probiem and the

development of more creative and effective group performance, in this case the ESOP.

The independent variable in this study was ‘participation in decision-making process
allowed by management and decision-making process allowed by union with regard to the

management of ESOPs'.

Participation in decision-making is measured with a five-item sdale which is adapted from
a Porter-type response scale which was successfully used by Teas, Wacker and Hughes
(1979). This scale was, however, linked to a five-point Likert-type scale. Teas gt al.
{(1979) report Cronbach alpha values of 0.855 and 0.819 respectively for the Porter-type
scale. Respondents were asked to indicate whether they were allowed by management

and their union to express their suggestions, views and ideas with regard to ESOP matters.
7.4.6 On-the-job training

On-the-job training involves instruction while performing the job in the actual workplace.

_The independent variable is described as ‘on-the-job training on the part of employees’.

A

A self-developed five-item scale is used to measure training in a work environment. The
respondents were asked to rate ‘the adequacy of training that [ receive’. to solve my day-
to-day problems; to equip me with tHe skills | need ; to understand all aspects of my job;
to cope with a heavy load; and to cope with a difficult assignment’ ’on a scale ranging from

1 (strongly disagree) to 5 (strongly agree).
7.47 Empowerment

In this study, empowerment is defined as the sharing with employees of information about

the organisation’s performance, rewards based on organisation's performance, knowledge
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that enables employees to understand and contribute to the organisation's performance
and power to make decisions that influence organisational direction and performance. As
an independent variable, empowerment is described as ‘the perceived empowerment to
initiate tasks and contribute to organisational performance. Empowerment is measured
with a short version of Hayes’s Employee Empowerment Questionnaire (1994). From the
Empioyee Empowerment Questionnaire, only five items with factor scores higher than 0.6

in the original study are used.
. 7.4.8 Employee perceptions of ESOPs

Employee perceptions of the value of ESOPs was modelied as an intervening variable in
Figure 6.1. itis defined as ‘the perceived value of ESOPs to the employee or respondent’.
A four-item scale was developed to.measure the perceptions of ESOPs. Respondents
were asked to evaluate how valuable ESOPs are to them and to rate ‘the value of ESOPs':
a belief that the ESOP shares will benefit him/her in the future; membership is very
valuable to him/her; it is important to own shares now so that he/she can benefit on
retirement ; and whether his/her involvement in the ESOP matters now, will have benefits
for him/her in the future on a scale ranging from 1 (strongly disagree) to 5 (strongly agree).

-

7.4.9 Job involvement

Bowen and Lawler (1992) suggest that job involvement entails setting of tasks by
management which each employee must complete, but that employees have considerably
more control over how they perform their duties. In other words, jobs must be redesigned
and employees trained to deal with their increased responsibility. Job involvement is

modeiled as an outcome variable or dependent variabie in Figure 6.1.

Job involvement is measured with a five-item scale linked to a Likert-type scale adapted

from the widely used instrument of job involvement developed by Lodah and Kejner (1965).

199



3

Many researchers, including Gorn and Kanungo (1980) and Kanungo (1982) have

provided evidence of the reliability and validity of the instrument in their studies.
7.4.10 Employes motivation

The development of a desire within an employee to perform a task to his/her best ability,
based on that individual's own initiative, is referred to as employee motivation in this study.

Employee motivation is modelled as a dependent variable in this $tudy.

Employee motivation is measured with a shortened version of The Job Opinion
Questionnaire by Kanungo, Misra and Dayal (1975) which was developed and pretested
inthe subsequent studies. Afive-item scale linked to five-point Likert-type scale was used.
Many researchers, including Jain, Normand and Kanungo (1979), have proved the validity

and reliability of this instrument.
7.4.11 Organisational commitment

Organisational commitment is the degree to which an individual identifies with and feels
a part of the organisation. In this study, organisational cbmmitment 1s maodelled as a
dependent variable.

The short version of Mowday, Porter and Steers’ (1982) organisational commitment
questionnaire was used to measure organisational commitmenit. Five items linked to a
five-point Likert-type scale are used. The developers of the scale and subsequent studies
(Curry, Wakefield, Price and Mueller 1986; Pierce and Dunham 1987)'have proved the

reliability and validity of the instrument.
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7.412 Other self developmant measures

Other variables measured using a number of self-generated items were information sharing

(five items relating to management and five items relating to union) and believability of

management (five items).

For the purpose ¢f this study, information sharing can be described as a situatiori in which
people are able to access and use information in order to take charge of their own work
iife. Other independent variables measured in this study are defined as ‘information
sharing on the part of management and information sharing on the part of union with
régard to management of ESOPs matters which influence the employees perception of
ESOPs'. - ~

Information sharing is measured based on whether respondents are able to have access
and make use of information in order to take charge of their own information and their
ability to use it. For example, items measuring information sharing are as follows: ‘How
often in the last year do you recall. receiving information from management on ESOPs’
financial position, receiving information from the union explaining the benefits of ESOPs

to members'. : “

For the purpose of this study, believability takes place when information or message is
consistent and actions match words and when the organisation communicates integrity,
congruity and direction. The dependent variable was defined as ‘the be]ievabil_ity of the

existence of ESOPs’.

Believability is measured based on whether messages with regard to ESOPs are
consistent and the organisation communicates direction and cohgruency to employees.
Examples of the items are as follows: ‘ | doubt the &xistence of an ESOP in this company’

and ‘| doubt if there is any written information in the documents of this company that one
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can read on the ESOP scheme’.

)
)

7.4.13 Instruments used for the demographic profile 6f the respondents

Inthe companies where the fieldwork for this study was carried out, individual demographic
variables were measured to evaluate their effects on the respondents’ perceptions towards
union, management and the working environment with regard to ESOPs. A single-item
instrument is used for all selected individual variables. Athree-to six-pointresponse scale
is used for all selected variables with the exception of ownership and labour union

membership which was determined by instruments requiring yes/no responses.

Age was measured with a single-item measure and scored on a five-point scale, namely:
1 =20to 29 years
2 =30to 39 years
3 =401to 49 years
4 = 50 to 59 years

5 = 60 and more years

Table 7.1 revealed that only 13% of respondents were over fifty years of d4ge, and that 87%
of the majority ranged from twenty to forty-nine years of age.

A single-item instrument is used to measure education and scored on a four-point scale

as follows: _
1 = standard 9 or equivalent or lower
2 = standard 10 or-equivalent
3 = matric plus diploma(s)

4 = matric plus degree(s)
The majority of respondents had standard nine dr lower (56%) as their highest level of
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formal education.

A singlé—item instrument was used to measure job tenure. Each respbndent was asked to
- indicate how long he/she has been employed by the company. The following five-point ‘

scale was used:

1 = |ess than 5 years
2=61o 10 years
3=11to 15years

4 =16 to 20 years

5 = 21 years and more

Table 7.1 reveals that the majority of respondents (80%) had been in their current
employment for more-than six years and 17% of that percentage had been in their current

employment for more than sixteen years.

Income level was measured with a single-item instrument. Respondents were asked to

indicate their levels of income on a six- point response scale.
The scale is as follows:

1 =R499 or less

2 = R500 to R2 499 . ,
3 =R2 500 to R4 999

4 = R5 000 to R7 499

5=R7 500 to R9 999

6 = R10 000 and more

More than eighty percent of the respondents (88%) were earning incomes ranging from
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CHAPTER 8

EMPIRICAL EVALUATION OF EMPLOYEE PERCEPTIONS OF EMPLOYEE
SHARE OWNERSHIP SCHEMES

8.1 INTRODUCTION

The results of reliability and validity assessments of the measurin'g instruments used to
measure each variable are reported in this chapter. This chapter reports the results of the
empirical evaluation of the perceptions of employees towards the union and management

with regard to their employee share ownership scheme.
8.2 DATA ANALYSIS
8.2.1 Internal reliability of the instruments

Cronbach'’s alpha coefficient is used to assess the internal consistency of the measuring
instruments.” The SAS computer programme was used for this purpose. The results
reported in Table 8.1 indicate that ail instruments returned alpha values of more than 0.60
except for job involvement (0.476). The Cronbach aipha value of job involvement was
regarded as inadequate for further analysis and is thus deleted from the empirica! model.
The initial Cronbach alpha value for ‘union trust’ was 0.748, which is acceptable for basic
research, according to Nunnally (1978). The removal of item (UT1) improved the
coefficient to 0:758. This improvement led to the exclusion of UT1 from subsequent

statistical analyses.

The removal of individual items from any of the other variables did not improve their internal

reliability and were therefore all retained.
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TABLE 8.1

B ainiihe A S

o

CRONBACH ALPHA VALUES OF MEASURING INSTRUMENTS:

THEORETICAL MODEL

Union trust 0.748 0.758
Union two-way communication 0.700 0.700
Sincerity of management 0.792 0.792
Consideration of union 0.669 0.669
Management trust 0.765 0.765
Management two-way communication 0.748 0.748
Consideration of management 0.700 0.700
Participation in decision-making by management 0.707 0.707
Parﬁcipatior{ in decision-making by union 0.700 0.700
Believability 0.700 0.700
Perceptions of ESOPs 0.702 0.702
On-the-job training 0.825 0.825
Empowerment 0.609 0.609
Job involvement - 0.476 Deleted
Employee motivation 0.700 0.700
Organisational commitment 0.766 . 0.766
information sharing by myanagement 0.870 0.870
information sharing by union 0.923 0.923

8.2.2 Discriminant validity of the instruments

The next step in the data analysis phase was to assess the discriminant validity of the
variables listed in Table 8.1. According to Parasuraman (1991), discriminant validity is a
form of construct validity which refers to the extent to which a construct is not associated

with other constructs on a theoretical basis.

The BMDP4M computer programme is used to conduct four sets of exploratory factor
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ar:lalyses (Frane, Jennrich and Samson 1990). Maximum likelihood is specified as the

S AR T

method of factor extraction and a Direct Quartimin oblique (cbrrelated factors) rotation of’

the original factor matrix. The first set of four factor analyses involved general perceptions
of employees towards union with regard to trust (UT), two-way communication (UTC), and
consideration (CU); and management with regard to trust (MT), two-way co'mmunication
(MTC), consideration (CM) and sincerity (SM). T

The second factor analysis involved ESOP-related perceptions of empioyees: participation
in decision-making by management (PDM), participation in decision-making by union and
members (PDU), believability (BEL), information sharing by management (ISM) and
information sharing by union (ISU) with regard to the management of ESOPs. The third
factor analysis involved perceptions of employees towards the working environment,
namely, on the-job training (JT) and empowerment (EMP). The last factor analysis involved
the potential outcomes of employee share ownership scheme perceptions namely,

employee motivation (EM), job involvement (JI) and organisational commitment (OC).
8221 General perceptions of employees towards union and management

The first exploratory factor analysis resuits s;hown in Table 8.2 reveals that the items
expected to measure trust’, ‘two-way communication’, ‘sincerity’ and ‘consideration’ 'of
management did not load on separate factors. It means that respondents did not regard
trust’, ‘two-way communication’, 'sincerity’ and ‘consideration’ of management as separate
dimensions. Instead, respondents view ‘two-way communication’, ‘sincerity’ and
‘consideration’ as two constructs, renamed ‘trust of maﬁagement’ and ‘sincerity df
management’. Four of the six items (MT.3 - MT8), which were expected to measure ‘tryst’,
and two of the five items (MTC3, MTCS5) which were expected to measure ‘two-way
communication’ as well as two of the five items (SM4,SM5) which were expected to
measure ‘sincerity’ and two of the five items (CM3, CM4) which were expected to measure

‘consideration’ loaded in factor 1. This means that respondents view these items as
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measures of a single construct termed ‘trust of management’,

Five items, which were expected to measure the variables ‘trust' (MT1), ‘two-way
communication’ (MTC1), 'sincerity’ (SM1, SM2) and ‘consideration’ (CM1) loaded on factor
é. This means that respondents view these items as a single construct termed ‘sincerity
of management'. Four items, which were expected to measure trust, two-way
communication, sincerity and consideration of management (MTZ, MTC2, MTC4,
SM3,CM2, CM5), did riot load to a significant extent (p < 0.04) and this led to the deletion

of these items and were not used in subsequent analyses.

Respondents did not regard 'trust’, 'two-way communication’ and ‘consideration’ as
separate dimensions either. This means that respondents also view ‘trust’, ‘two-way
communication’ and ‘consideration’ as two rather than three variables. In other words,
some of these items are viewed by respondents as a single construct termed

‘responsiveness of union’ and some were viewed by respondents as 'reliability of union'.

Table 8.2 reveals that two of the six items expected to measure trust (UT2,UT3), one of the
five items expected to measure two-way communication (UTC2) and two of the five items
expected to measure consideration of union (CU2, CU3) loaded on factor3. This means
that respondents view these items as a single construct termed ‘responsiveness of union’.
Five items, regarded as measures of trust (UT8), two-way communication (UTC4, UTCS5),
and consideration (CU4, CUS), loaded on factor 4. This means that the respondents view

. - 3 - g - 1
these items as measures of a single construct termed ‘reliability of union’.
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ROTATED FACTOR LOADINGS: GENERAL PERCEPTIONS OF
EMPLOYEES TOWARDS UNION AND MANAGEMENT?

TABLE 8.2

MT3 0.526 0.158 0.240 -0.140
MT4 0.719 -0.059 0,081 -0.045
MT5 0.694 -0.031 -0.016 0.009
MT6 0.561 0.049 -0.07 -0.095
MTC3 0.505 0.126 0.042 0.218
MTC5 0.441 0.208 0.072 0.155
SM4 0.482 0.136 -0.13 0.365
SM5 0.44 0.191 0.00 0.223
CM3 0.585 0.164 0.161 -0.140
CM4 - 0.531 0.006 -0.064 0.171
MT1 0.02 0.723 0.049 -0.048
MTCA1 -0.05 0.768 0.016 -0.005
SM1 0.151 b.427 0.023 0.083
SM2 0.217 0.477 0.007 0.071
CcM1 0.027 0.636 -0.041 0.037
uT2 -0.002 -0.036 0.624 0.040
uT3 0.057 -0.082 0.597 0.119
uTC2 -0.048 0.209 0.474 0,093
cu2 -0.064 0.065 0.750 -0.047
cus 0.129 -0.005 0.520 0.110
uTe . -0.019 -0.030 0.284 0.413
uTC4 -0.106 0.114 0.076 0.700
uTCs 0.144 0.116 0.127 0.464
cu4 0.003 0.176 0.168 0.482
Cus 0.159 -0.116 0.215 0.443
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Eigen values 7.851 2.841 135 1.193

1) Loadings greater than 0.4 were considered significant

Six items, which were regarded as measures of trust, two-way communication and
consideration of union (UT1, UT4, UT5, UTC1, UTC3, CU1), did not load to a significant
extent (p < 0.04), leading to the deletion of these items.

8222 Perceptions of employees towards union and management with regard to

Employee Ownership Schemes

Table 8.3 indicates that all items expected to measure ‘information sharing by union’ (ISU1
- ISUS) loaded on factor 1. These five items, as well as two items on ‘information sharing
by management’ (ISM4, |ISM5) which also loaded on factor 1, were regarded as a
measurement of ‘information sharing by union’ (factor 1). Three of the items expected to
measure ‘information sharing by management’ (ISM1, ISM2, ISM3) Ioad:ed on factor 2 as
expected. Allfive items expected to measure ‘believability’ (BEL1 - BEL5) loaded on factor
3 as expected. Factor 4 consists of all items that were expected to measure ‘participation
in decision-making by management ' (PDM1- PDM35). Four of the five.items which are
regarded as measures of 'participation in decision-making by union ' (PDU) Joaded on
factor 5. Only one item (PDU1) did not demonstrate sufficient discriminant validity and was
thus deleted.
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TABLE 8.3
ROTATED FACTOR LOADINGS: PERCEPTIONS GF EMPLOYEES TOWARDS
THE UNION AND MANAGEMENT WITH REGARD TO EMPLOYEE
SHARE OWNERSHIP .SCHEMES'

IsU1 - i 0.896 -0.050 0.042
ISU2 0.911 -0.052 0.024 0.026 0.019
1SU3 0.811 0.023 0.016 -0.122 0.081
ISU4 0.885 -0.006 -0.032 -0.109 0.120
ISUS ) 0.645 0.252 . 0.008 -0.017 -0.000
ISM4 0.580 0.153 -0.040 0.123 0.057
ISM5 0.618 0.169 -0.055 0.125 -0.056
ISM1 0.025 0.851 -0.011° 0.031 0.002
ISM2 0.188 ' 0.727 0.000 0.132 -0.065
ISM3 0.171 0.730 0.070 0.091 -0.092
BEL1 0.043 -0.068 . 0.427 -0.015 0.001
.BEL2 -0.012 0.004 0.598 -0.004 -0.046
BEL3 -0.082 0.150 0.660 0128 ° 0.140
BEL4 -0.038 0.012 0.676 - 0.014 0.147
BELS 0.108 -0.131 0.472 0.256 -0.211
PDM1 0.011 0.040 -0.027 0.544 0.095
PDM2 .0.005 -0.041 0.026 0601 0.084
PDM3 -0.051 0.091 -0.138 0.481 0.101
PDM4 -0.069 0.117 -0.017 0.518 0.154
PDMS 0.152 0.092 0.154 0.443 -0.037
PDU2 0:110 -0.030 0.097 0.025 0.503
PDU3 0.071 -0.073 -0.004 0.195 0.560
PDU4 0.056 -0.065 0.117 0.089 0.505
PDUS 0.008 0.053 -0.061 0.086 0.555
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Eigen values
6.853 2655 2.385 1.508 1.071

1) Loadings greater than 0.4 are considered significant

TABLE 8.4
ROTATED FACTOR LOADINGS: PERCEPTIONS OF EMPLOYEES TOWARDS
WORKING ENVIRONMENT?

JT1 0.687 0.134 ' 0.001 0.176
JT2 0.756 0.048 0.012 -0.021
JT3 0.740 -0.133 -0.031 0.224
JT4 0.446 0.000 0.221 0.139
JTS 0.478 0.008 0.301 0.073
PERC1 " _0.002 0.555 0.075 " 0027
PERC2 . 0.000 0.562 0.084 | . o006
PERC3 0,016 0631 0.078 0,059
PERC4 0.056 0.613 -0.035 0.096
EMP1 -0.004 -0.052 0.691 " 0015
EMP2 0.112 0.101 0.562 -0.910
EMPS . -0.007 0.065 0.447 ' 0.120
EMP3 0.052 0.122 -0.027 0.461
EMP4 -0.007 0.070 0.079 0.743
Eigen values 4.439 1.79M 1.153 1.033
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1) Loadings greater than 0.4 are considered significant
8223 Perceptions of employees towards working environment

Table 8.4 indicates that all tems expected to measure ‘on-the-job training’ of the employees
(JT) loaded on factor 1 as expected. Factor 2 consists of the four items expected to
measure ‘perceptions of employee share ownership scheme’' (PERC). Ta{ble 8.4 further
indicates that respondents did not perceive ‘empowerment of employees’ as a single
construct but as a two-dimensional construct.  This means that respondents view
‘empowerment’ as consisting of a dimension rélated to ‘authority’ on the one hand and
‘empowerment’ of employees with regard to ‘responsibility’ on the other. Three of the five
items expected to measure ‘empowerment of employees’ (EMP1, EMP2, EMP5) loaded on
factor 3. Factor 4 is termed ‘empowerment based on responsibility’ and consists of the

other two items expected to measure 'empowerment of employees’ (EMP3, EMP4).

Table 8.4 further indicates that respondents did not perceive ‘empowerment of employees’
as a single construct but as a two-dimensional construct. This means that respondents
view ‘'empowerment’ as consisting of a dimension related to ‘authority’ on the one hand and
‘empowerment’ of employees with regard to ‘responsibility’ on the other. Three of the five
items expected to measure ‘empowerment of employees’ (EMP1, EMP2, EMPS) loaded on
factor 3. Factor 4 is termed ‘empowerment based on responsibility’ and consists of the

other two items expected to measure ‘empowerment of employees’ (EMP3, EMP4),

8.2.2.4 Outcomes of Employee Share Ownership Schemes

The outcome variables and the individual items expected to measure each outcome are
summarised in Table 8.5. Allfive items, expected to measure ‘organisational commitment,
loaded on factor 1. These five items, as well as one job involvement item (J14), loaded on

factor 1 and were regarded as a measure of ‘organisational commitment'. Four of the five
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items expected to measure ‘job involvement' were deleted as they did not load to a

_ significant extent on a separéte factor (JI1, JI2, JI3, JI5). In other words, these items did

not demonstrate sufficient discriminant validity. Two of the five items which were regarded
as measures of ‘employee motivation' loaded on factor 2 but three of them (EM1, EM3,
EM4) did not load to a significént extent and were therefore deleted. Several factor
solutions, ranging from two to three, were tried to improve the results with regard to the
outcome variables of this study but no improvement was achieved. The most interpretable

factor solution was the one shown on Table 8.5. It was therefore concluded that

.respondents perceive all items expected to measure outcomes of employee share

ownership as two constructs, termed ‘organisational commitment’ and ‘employee

motivation’.

TABLE 8.5
ROTATED FACTOR LOADINGS: OUTCOMES OF EMPLOYEE SHARE
OWNERSHIP SCHEMES'

FFagtorz ¢
# ..4Efhployed motivatio

oc1 0.482 0.058
0c2 0.768 £.019
oc3 0.755 ~-0.001
oC4 0.545 0.133
‘ocs 0.510 -0.017
J14 0.568 -.076
EM2 0.031 0.890 -
EMS 0.305 0.413
Eigen values 2.936 0.745

1) Loadings greater than 0.4 are considered significant
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TABLE 8.6
CRONBACH ALPHA COEFFICIENTS OF THE LATENT VARIABLES BASED
ON THE COMPREHENSIVE EXPLORATORY FACTOR ANALYSIS

Trust in management MT3, MT4, MTS, MTE, MTC3, 0.875
MTCS, M4, SM5, CM3, CM4 “
sincerity of management MT1,MTC1, SM1, SM2, CM1 0.798
Responsiveness of union UT2, UT3, UTC2, CU2, CU3 0.772
Reliability of union UTs, UTC4, UTC5, CU4, CUS . 0.774
Information sharing by union ISU1, 1SU2, 1ISU3, 1SU4, ISUS, 0.927
ISM4, ISM5 '
Information sharing by ISM1, ISM2, ISM3 0.893
management
N f
Believability BEL1, BEL2, BEL3, BEL4, BELS 0.701 1
13
Participation in decision-making by | PDM1, PDM2, PDM3, PDM4, 0.708 ]
management PDM5 |
Participation in decision-making by | PDUZ2, PDU3, PDU4, PDUS 0.700
union
|
On-the-job training JT1, JT2, JT3, JT4, JTS 0.826
Perception of ESOPs PERC1, PERC2Z2, PERC3, PERC4 0.705
Erﬁpowerment based on authority EMP1, EMP2, EMP5 0.628
Empowerment based on EMP3, EMP4 0.600
responsibility
Organisational commitment QC1, OC2, OC3, OC4, OCS5, JI4 0.784
Employee motivation EMZ, EMS 0.682
L 4
!
8.2.2.5 Cronbach alpha values of latent variables based on the results of factor

ana‘lysis: theoretical model

As some items were deleted and new were variables formed as a result of the discriminant

validity assessment with the exploratory factor analysis, the original theoretical model had
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to be adapted. The reliability of the new and adapted variables had to be reassessed.

Table 8.6 summarises the items which are regarded as-measures of individual variables
in the theoretical model following the exploratory factor analyses. Table 8.6 indicates that
almost all Cronbach reliability coefficients are above 0.600 which is regarded as acceptabie

for the purpose of this study.

The next phase of the data analysis process was to conduct further exploratory factor

analysis using the Comprehensive Exploratory Factor Analysis (CEFA) programme.

The primary benefit of CEFA is that it no longer requires the use of arbitrary cut-off values
to establish ‘significant’ loadings. In other words, CEFA calculates probabilities without

intervention of the researcher.

8.2.2.6 Review of the-general perceptions of employees towards union and

management

This section reports the results of the CEFA analysis.

Table 8.7 indicates that only two items were retained with regard to ‘trust’. These items
loaded on factor 1. In other words, respondents view only two (MT5, MT6) of the six items
that are expected to measure ‘frust in management’ as measures of ‘trust’.

All other items which are regarded as measures of trust, two-way commungcation, sincerity
and consideration of management (MT3,MT4, MTC3, MTC5, SM4, SM5, CM3, CM4) did

not demonstrate sufficient discriminant validity and are therefore deleted.

Respondents did not regard ‘trust’ and ‘consideration’ as separate dimensions either. This

means that respondents view ‘trust’ and ‘consideration’ as a single construct termed
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‘responsiveness of union’. Table 8.7 indicates that one of the fwo remaining items
expected to measure trust (UT2) and-ohe of the twd remaining items expected t6 measure

consideration (CU2) {oaded on factor 2.

Three items ex;;ected to measure trust, two-way communication and consideration of union
were deleted. Three items (UT3, UTC2, CU3) did not load to a significant extent. In other

words, such items did not demonstrate sufficient discriminant validity.

Three items, which were regarded as measures of ‘trust’ (MT1), two-way-communication’
(MTC1} and ‘consideration’ (CM1), loaded on factor 3. This means that respondents view
these items as a single construct termed ‘reliability of management’.

Two items expected to measure ‘sincerity’ of management were deleted. These two items

(SM1,SM2) did not load to a significant extent and were thus deleted.

It can be noted at this point that respondents could not differentiate between the items
expected to measure ‘trust’, ‘consideration’ and ‘two-way communication’ of management.
Respondents therefore interpreted such items as measures of the same construct.

The items expected to measure sincerity of management were all deleted due to lack of
discriminant validity. Thus it can be concluded that such items do not measure what they
are supposed to.

Following the CEFA, only three latent variables are retained for this portion of the model',
namely, ‘information sharing by union’, ‘information sharing by management and

‘believability’.

217



=

8.2.2.7 Review of the perceptions of employees towards the union and management

with regard to employ&e share bwnership schemes

Table 8.8 reveals that only two of the five items expected to measure ‘information sharing

by union’ (ISU1,ISU2) loaded on factor 1. Three items (ISU3, ISU4, ISU5) were thus

deleted due to insufficient discriminant validity.

Only one of the three remaining items (ISM1) expected to measure ‘information sharing by
management' loaded on factor 4. This item was therefore deleted together with the

remaining two items (ISM2, ISM3) on the basis of lack of sufficient discriminant validity.

Two of the-five items (BEL1, BEL2) expected to measure ‘believability’ loaded on factor 5.
Three items regarded as measures of believability (BEL3, BEL4, BELS) did not load to a

significant extent, this led to the deletion of these items.

All items which were regarded as measures of ‘participation in decision-making by
management’ (PDM1-PDMS5) and ‘participation inh decision-making by union’ (PDU2-PDUS)
did not load to a significant extent and were therefore deleted.

»

[t can be concluded that respondents did not interpret items expected to measure ‘decision-

making’ as measures of such a variable. In other words, such items, based on the premise

of insufficient discriminant validity, do not measure what they are supposed to.
Additionally, all items that were expected to measure ‘information sharing’ by management
were deleted. Respondents interpreted the items expected to measure ‘information

sharing’ by union as the only items that measure ‘information sharing'.

The latent variables retained in this portion of the model, following the CEFA analysis, were

‘information sharing by the union’ and ‘believability’.
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ROTATED FAGTOR LOADINGS: GENERAL PERCEPTIONS OF EMPLOYEES
. TOWARDS UNION AND MANAGEMENT!

TABLE 8.7

MTS 0.624 -0.082 -0.105 -0.064
MT6 0.483 0.141 -0.031 -0.172
uT2 -0.072 0.554 -0.108 -0.035
.| cu2 -0.131 0.684 -0.003 0.117
MT1 -0,053 -0.013 0.650 -0.114
MTC1 -0.114 0,044 0.698 -0.068
CM1 0,047 0.104 0.558 -0.032
MT3 0.443 0.166 0.076 -0.220
MT4 0.652 0.015 -0.129 -0.116
MTC3 0.422 -0.030 0.045 0.134
MTCS 0.351 -0.147 0.119 0,070
CM3 0.506 0.090 0.082 -0.219
cM4 0.445 -0.137 -0.750 0.084
SM1 0.059 -0.054 0.335 -0.001
SM2 0.128 -0.065 0.391 -0.009
SM4 0.389 -0.202 0.061 0.278
SMS 0.352 -0.074 0.107 0.138
uTa -0.016 0.520 -0.157 0.031
uTe -0.098 0.170 -0.111 0.301
uTC2 0.125 0.391 0.123 0.006
uTC4 0.172 -0.014 0.042 0.618
UTCS 0.030 0.033 0.033 0.367
Cu3 0.049 0.439 -0.084 0.020
Cu4 -0.075 0.091 0.094 0.385
cus 0.075 0.110 -0.193 0.337
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TABLE8BS = e
ROTATED FACTOR LOADINGS: PERCEPTIONS OF EMPLOYEES TOWARDS
THE UNION AND MANAGEMENT WITH REGARD TO EMPLOYEE SHARE
' OWNERSHIP SCHEMES'

1SU1 0.865 -0.049 -0.037 -0.002 -0.00t
ISU2 0.880 -0.026 -0.020 -0.094 -0.065 |
ISU3 0.771 0.027 -0.176 -0.028 -0.029
ISU4 0.851 0.072 -0.156 -0.051 -0.072
ISUS 0.591 -0.075 . -0.077 0.190 -0.042
IsM1 -0.039 -0.046 -0.027 0.799 -0.062
ISM2 0.121 -0.115 0.072 0.669 -0.044
ISM3 0.102 -0.145 0.030 0.672 0.025
1SM4 0.522 -0.009 0.054 0.088 -0.096
1SM5 0.559 -0.117 0.054 0.107 -0.109
BEL1 .0.027 -0.072 -0.092 -0.142 © 0.355
BEL2 -0.076 0.116 -0.077 -0.061 0.534
'BEL3 | -0.137 0.068 -0.200 © 008 0.594
BEL4 -0.100 0.074 -0.063 -0.054 0.615
BELS 0.045 -0.297 0.165 -0.204 0.384
PDM1 -0.054 0.016 0.463 -0.030 0,091
PDM2 -0.067 0.010 0.524 -0.105 -0.038
PDM3 0.116 | 0.020 0.392 - oo18 -0.205
PDM4 -0.133 0.070 0.428 0.044 -0.080
PDMS . 0.081 0.113 0.356 0.017 0.080
PDU2 0.042 0.424 -0.049 -0.096 0.032
PDU3 0.006 0.475 0.102 -0.141 -0.066
PDU4 -0.009 0.422 0.007 -0.135 0.050
PDUS ' -0.054 0.476 0.007 -0.012 -0.125
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8.2.2.8 Reviewed perceptions of employees towards working environment

Table 8.9 indicates that two of five items (JT1,JT2) expected to measure ‘on-the-job
training’ of employees loaded on factor 1. Three of these items (JT3, JT4, JTS) did not [oad
to a significant extent and were thus deleted. Table 8.9 further indicates that respondents
did not perceive 'empowerment of employees’ as a single construct, but as a two-
component dimension. This means that respondents view ‘empowerment of employees
with regard to authority’ and ‘empowerment of employees with regard to responsibility’ as
two separate-constructs. Two of the five items expected to measure ‘empowerment of
employees’ (EMP1,EMP2) loaded on factor 2. Factor 3 consists of two items expected to
measure ‘empowerment of employees’ (EMP3, EMP3). Only one item expected to measure
‘empowerment of employees' (EMP4) did not load to a significant extent. In other words,

this item did not demonstrate sufficient discriminant validity.

TABLE 8.9
ROTATED FACTOR LOADINGS: PERCEPTIONS OF EMPLOYEES
TOWARDS WORKING ENVIRONMENT!

JT1 0.634 -0.051 -0.174
JT2 0.708 -0.079 -0.085
JT3 ' 0.651 -0.156 . 0.091
JT4 0.3.68 - 0.087 0.06-
JT5 0.404 0.174 0.002
EMP4 ) -0.003 0.587 " 0103
EMP2 -0.001 0.478 0.119
EMP3 -0.129 ©-0.041 ' 0.669
EMPS -0.015 -0.078 0.387
EMP4 0.091 0.363 0.064
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The latent variables retained in this portion of the empirical model, following the CEFA
analysis wére, ‘on-the-job training’, ‘empowerment based on authority’ and ‘émpowerment

based on responsibility’.
8.2.2.9 Reviewed outcomes of Employee Share Ownership Schemes

Table 8.10 reveals that all four items (PERC1-PERC4) expected to measure perceptions
of employee share dwnership loaded on factor 2. The outcome variables and the individual
items expected to measure each outcome are summarised in Table 8.10. Three of the five
items {OC2, OC3, OC4) expected to measure ‘organisational commitment of employee’, as
well as one of the five ‘job involvement’ items (J14) and one of the five ‘employee motivation’

items (EMS), all loaded on factor 1.

Respondents do not regard item J14, éxpected to measure ‘job involvement’ and item EMS5,
expected to measure ‘employee motivation as separateitems. In other words, respondents.
perceived all items expected to measure outcomes of employee share ownership as a

single construct which is termed ‘organisational commitment'.

Two of the items expected to measure organisational commitment (OC1, OC5), and one
item expected to measure ‘employee motivation’ (EM2), did not load to a‘significant extent

which led to the deletion of such items.

All other items expected to measure ‘job involvement' (JI1, JI2, JI3, JI5) ‘did not load to a
significant extent and were deleted. It can therefore, be concluded that the items.that v&ere,
expected to measure ‘motivation’ and ‘job involvement’ are not valid enough for the
respondents to.interpret as expected, hence some of these items wer‘e interpreted by

respondents as measures of ‘organisational commitment'.

222



TABLE8.1Q o
e~  ROTATED FACTOR LOADINGS: THE INFLUENCE AND OUTCOMES OF
EMPLOYEE SHARE OWNERSHIP SCHEMES'

PERC1 -0.091 0.509
PERC2 o -0.001 , 0437
PERC3 -0.080 .55
PERC4 ' 0022 0.537
oc1 0.363 0.001
oc2 0.830 0217
0ca . 0.777 -0.173
0c4 0.519 -0.049
N4 , 0.399 -0.053
EMS 0.478 -0.048
ocs 0.278 0.077
EM2 0.410 . 0.002

All the items expectéd to measure ‘sincerity of management’, ‘information sharing by
management’, as well as ‘decision-making’ by union and management, were deleted from
the empirical model due to lack of discriminant validity. These results are summarised in

Table 8.11 by means of an empirical factor structure used for causal modeling.

]

As a result of the CEFA analysis, the only outcome variable that remained was

organisationai commitment.

The latent variables, and the individual items measuring them, are summarised in Table
8.11. -Following the stepwise reliability and validity assessment, eight exogenous variables
(trust in management, reliability of management, responsiveness of union, information

sharing by union, believability, on-the-job, empowerment based on autherity and
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empowerment based on responsibility), one intervening vaﬁriable (perceptions of ESOPs)
* and one endogenous variable (organisational commiitment} remained in thd émpirical

model.'

TABLE 8.11 :
EMPIRICAL FACTOR STRUCTURE FOR PATH ANALYSIS WITH r’
LATENT VARIABLES (
Trust in management ’ MT5, MT6
Reliability of management MT1, MTC1, CM1
Responsiveness of union uT2,cu2
Information sharing of union 1SU1,18U2
Believability . BEL1, BEL2
On-the-job training JT1, JT2
Empowerment based on authority EMP1, EMP2
Empowerment based on responsibility EMP3, EMPS
Perceptions of ESOPs PERC1, PERC2, PERC3, PERC4
Organisational commitment ' OC2, OC3, OC4, JI4, EMS

The empirical factor structure as summarised in Table 8.12 is therefore subjected to a

Structural Equation analysis using the programme RAMONA.

As a result of the scale purification process the original model (Figure 1.1) had to be

substantially modified. Figure 8.1 shows the adapted model.

224
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As a result of the formulation of the adapted model the hypotheses tested had to be

" reformulated.

The hypotheses subjected to empirical verification were (Figure 8.2):

MANAGEMENT

H*: Employees' perceived lack of trust towards managemerit, negatively

influences perceptions of ESOPs.

H*: Perceived lack of reliability on the part of management with regard to

management of ESOPs, negatively influences perceptions of ESOPs.

UNIONS

H?: Perceivedresponsiveness on the part of unions towards their members with
regard to management of ESOPs, positively influences perceptions of
ESOPs.

ESOPs

H*':  Insufficient information sharing on the part of the union with regard to the
management of ESOPs, negatively influences the employees’ perceptions of

ESOPs.

H#%: The higher the believability of the existence of ESOPs the more positive the
perceptions of ESOPs.
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WORKING ENVIRONMENT . : .

H¥: Insufficient on-the-job training on the part of employees negatively

influences the perceptions of ESOPs.
H2: The higher the perceived empowerment with regard to authority to initiate

tasks and contribute to organisational performance the more positive the

perceptions of ESOPs.

H?*: The higher the perceived empowerment with regard to responsibility to
initiate tasks and contribute to°organisational performance the more
positive the perceptions of ESOPs.

OUTCOMES

H%* : Perceptions of ESOPs exert a positive influence on organisational

commitment.
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8.2.3 Path analysis with latent variables

The initial attempt to test the empirical model suggests that a high degree of multi-
collinearity oci_:urred (Hair et al.1995:93). In other words, two latent exogenous
variables (in this case ‘trust’ and ‘empowerment’} are highly correlated, compromising
the results of the Structural Equation Modeling (SEM). Multicollinearity is a problem in
multiple regression and SEMbecause it reduces the predictive power of an independent
or exogenous variable. it becomes difficult to separate the impact of individual
independent or exogenous variables on the dependent or endogenous variable from
each other. In muitiple regression, high degrees of multicollinearity can lead to
regressior estimates being estimated incorrectly and even showing wrong signs (Hair
et al. 1995:156 and 188 ; Mason and Perreault 1991).

It was therefore decided to execute the SEM analysis in two phases. In the first model,
‘trust’ was temporarily removed from the model, and in the second model, ‘trust’ was
replaced and ‘empowerment’ was temporarily removed to overcome the problems
associated with multi-collinearity. This necessitated splitting the model into two, that is,
analysing data using only one of these latent variables at a time. Figure 8.3 is a model
which consists of all latent variables (including * empowerment based on authority’ and
‘empowerment based on responsibility’) except for ‘trust in management’. Figure 8.4
consists of all |latent variables (including ‘trust inmanagement' and ‘empowerment based

3

on authority’) except 'empowerment based on responsibility’. _
Toaddress the abjectives of this study, the empirical models depicted in Fiéures 8.3 and
8.4 are fitted to the observed data, using the computer programme RAMONA (Browne
& Mels 1990), by specifying an analysis based on the sample correlation matrix with the
maximum [ikelihood estimation. The resulting maximum likelihood estimates, with their
associated significance information in terms of P values, are also shown in Figures 8.3
and 8.4.
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-8.2.3.1 The influence of employees' perceptions on ESOPs

Figure 8.3 shows that perceptions of ESOPs (as measured by value PERC) is
significantly influenced by reliability of management (RELIABLE) (0.311; p <0.01). In
addition to reliability of rﬁanagement, responsiveness of union (RESPONSE) (0.202; p
< 0.05) and empowerment based on responsibility exert a positive influence
(EMPRESP]) (0.850, P < 0.05) on perceptions of ESOPs. Informati;)n sharing
(INFOUNI), believability (BELIEF), on- the-job training (TRAIN) or empowerment based
on authority (EMPAUTH) do not therefore exert a significant influence on employee
perceptions of share ownership schemes. ESOPs in turn causes organisational
commitment (OC) (0.691 p < 0.01). In other words, Figure 8.3 shows that ESOPs

strongly influences organisational commitment.

Figure 8.3 further reveals inter-correlations among constructs. There is a significant
positive correlation between ‘reliability of management’ (RELIABLE) and ‘information
sharing by union’ (INFOUNTI) (0.281; p < 0.01), ‘on-the-job training’ (TRAIN) (0.332; p
< 0.01), ‘empowerment based on authority’. (EMPAUTH) (0.255; p < 0.01) and
‘empowerment based on responsibility’ (EMPRESP) (0.270; p<0.01). These constructs.
are considered with regard to their effect on (prediction of) perceptions of ESOPs.
Figure 8.3 reveals a positive correlation between ‘responsiveness of union’ and
‘believability’ (0.159; p <0.01) and a significant correlation between ‘on-the-job training’
and ‘empowerment based on responsibility’ (0.630; p < 0.01). These correlations are
important from a managerial perspective although there is no din;ct effect on
perceptions of ESOPs. It can therefore be concluded that most of th_e correlations

between the exogenous latent variables are positive and significant.
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- The measures of the fit of the model depicted in Figure 8.3 are provided in Tabie 8.12.

. TABLE 8.12
MEASURES OF FIT OF THE CAUSAL MODEL IN FIGURE 8.3

Sample Discrepancy Function Value = 1.053
90% Confidence Intervai = (0.514; 0.764)
Root Mean square Error of Approximation = 0.051

90% Confidence Interval {0.046; 0.056)

LISREL GFI 0.923
LISREL Adjusted GFI 0.900
Browne-Cudeck Single Sample CVI 1.336
Bentler Comparative Fit Index {CFI) 0.905
Root Mean Squared Residual (RMR) 0.060

All indices reported in Table 8.12 suggest that the theoretical model in Figure 8.3
represents a good approximation to the data. The RMSEA of 0.51 falls well within the

parameters (> 0.05 and < 0.08) that could be described as a reasonable fit to the data

Both the goodness of fit and adjusted goodness of fit indices exceed the 0.9 level that

is commonly accepted (Hair et al. 1995:651-664). :
8.2.3.2 Influence of employees’ perceptions on employee share ownership
(ESOPs)

Figure 8.4 indicates that ‘trust in management’ (TRUST) significantly influences ESOPs
(point estimate = 0.619; p <0.01) and, to a greater extent, responsiveness of union’
(RESPONSE) also exerts a positive influence (point estimate = 0.275; p <0.01) on
employee perceptions of ESOPs. In addition, the influence of ‘on-the-job training’
(TRAIN) on ESOPs occurred only at 10% significance level (0.161; p <0.10). On the
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other hand, Figure 8.4 shows that ‘reliability of management’, information sharing by
. union’, ‘believability’, and ‘empowerment based on authority ‘do not exert a significant

influence on ESOPs.

The results in Figure 8.4 reveal that there is a signiﬁcant correlation between ‘trust in
management’ (TRUST) and other constructs, that is, ‘empowerment based on authority’
(EMPAUTH) (0.597; p < 0.01), 'on-the-job training’ (TRAIN) (0.596; P < 0.01) and
‘information sharing by union’ (INFOUNI) (0.165; p < 0.01). Figu.re 8.4 furthermore
indicates a significant correlation between ‘reliability' of management’ and other
constructs, that is, ‘information sharing by union’ (0.282; p < 0.01), ‘on-the-job training’

(0.335;p < 0.01) and ‘empowerment based on authority’ (0.255; p < 0.05).
Itcan therefore be stressed that all correlations between the exogenous latent variables

are significant (p <0.01) except for ‘believability *, which does not reveal any correlation

with other exogenous latent variables or any significant influence on ESOPs.
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FIGURE 8.4
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'The measures of fit of the model dépicted in Figure 8.4 are provided in Table 8.13

TABLE 8.13
MEASURES OF FIT OF THE CAUSAL MODEL IN FIGURE 8.4

1.096
(0.554; 0.810)

Sample Discrepancy Function Value
90% Confidence [nterval
Root Mean Square Error of Approximation = 0.052

90% Confidence Interval . = (0.047; 0.057)
LISREL GFI 0.920
LISREL Adjysted GFI 0.900
Browne-Cudeck Single Sample CVI 1.378
Bentler Comparative Fit Index (CF1) 0.§02
Root Mean Squared Residual {(RMR) 0.062

Table 8.13 reveals that both the RMSEA and GF| represent acceptable levels of fit. The
RMSEA (0.052) falls within the acceptable fit range of >0.05 to <0.08, while GFI (0.920)
is relatively high in the range of zero to one. It can therefore be concluded that all the
indices reported on Table 8.13 suggest that the theoretical model in Figure 8.4
represents a good approximation to the data. Both the goodness of fit and adjusted
goodness of fit indices exceed the 0.9 level that is commonly accepted (Hair-et_al.
1995:651-664). '

8.3 SUMMARY

In this chapter Conbach's alpha reliability coefficients were calculated for all the
instruments used to measure the variable in the empirical model of the study. Four sets
of exploratory factor analyses were carried out to assess the discriminant validity of the

variables 'and the existing association between the constructs were revealed and
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reported,

The first set of four factor analyses involved general perceptions of employees towards

union and management with regard to trust, two-way communication and consideration.

The second set invd[ved perceptions of employees with regard to participation in
decision-making by management, participation in decision-making by union,
believability, information sharing by management and union with regard to the
. management of ESOPs. The third set involved perceptions of employees towards
working environment, namely, on-the-job training and empowerment. The last set
involved the outcomes of perceptions of ESOPs namely, job involvement, employee
motivation and organisational commitment. Cronbach’s alpha reliability coefficients
were calculated for all the extracted féctors. A Structural Equation Modeling technique
was used to investigate the causal relationships among the items used to measure
latent variables in the proposed model of the study and the results were reported. The
next chapter discusses the interpretation of the empirical findings of this chapter, the

managerial implications of the study as well as the limitations of this study.
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CHAPTER 9
MANAGERIAL IMPLICATIONS AND RECOMMENDATIONS

9.1 INTRODUCTION

The purpose of this chapter is to summarise the empirical findings as reported in the
previous chapter and to outline the managerial implications of these research findings.
This chapter furthermore revisits and considers the views of previous researchers with
the aim of providing appropriate recommendations. The limitations of the study are

discussed. The empirical findings are presented in Figure 9.1 below.
9.2 SUMMARY OF EMPIRICAL RESULTS
Figure 9.1 summarises the empirical results reported in Chapter 8.

The variables that exerted a significant influence on perceptions of ESOPs were shown
in- both models, that is, Figure 8.3 and Figure 8.4. In both models, perceptions of
ESOPs strongly influence organisational commitment. The reliability of rhanagement
was a significant influencing variable in the first model (Figure 8.3) when trust was not
included in the model but insignificant when trust was added to the model (F igure 8.4).
This is not a contradiction. It merely emphasises the important role of management in
employees’ perceptions of ESOPs. It does confirm, however, that trust and reliability
of management are strongly correlated and that, in the absence of the one, the other will

come to the fore:
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FIGURE 9.1
EMPIRICAL EVALUATION OF THE PROPOSED INFLUENCES AND
OUTCOMES OF EMPLOYEE SHARE OWNERSHIP SCHEMES
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9.3 THE MANAGERIAL IMPLICATIONS AND EMPIRICAL FINDINGS OF THE
STUDY

According to the model depicted in Figure 9.1, eight major influences on employee
perceptions of ESOPs are considered. Thése influences are divided into four groups:
the role of trade unions, the role of management, management of ESOP-related

influences and the working environment.

8.3.1 The empirical findings and implications based on the perceptions of employees

towards management with regard to ESOPs
9.3.1.1 ° Trustin management

Generally, it is believed that trust between individuals and groups within a. company is
a highly desirable ingredient in the long-term to ensure stability of a company and the
well-being of its members (Cook and Wall 1980:39). Empirical support for this finding
has been provided by Jones, James and Bruni (1975) who contend that there is a
relationship between employees’ confidence and trust in their leader. Although there
is no empirical evidence regarding the direct relationship of trust betweén employees
and management on ESOP-related matters, Kruse (1984) suggests that the introduction
of an ESOP may raise employee expectations by labelling employees as owners and
when experience faiied to fit with employees’ expectations of what ownership meant in
practice. This proposition finds general empirical support in Maller's study’(‘l 989) which
suggests that employees are encouraged to invest in their companies’ shares which

they (employees) interpret as capital gain.

In this study, it was hypothesised that employees’ lack of trust towards management
negatively influences the perceptions of ESOPs. Empirical results reported in Chapter
8 finds support for this contention. In other words, there is a causal relationship
Detween lack of trust and employee perceptions of ESOPs. This means that a lack of

trust in management leads to negative employee perceptions of share ownership
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schemes. When employees strongly believe that management acts or will act in their
(employees’) best interests, their perceptions of the value of ESOPs become
increasingly positive. it can therefore, be concluded that the more employees trust
management, the more meaningful they perceive the ESOPs to be. Empirical results -
further showed that there is correlational relationship ;between trust and information-

sharing by unions, on-the-job training and employee empowerment based on authority.
9.3.1.2 Reliability of management

Mc Allister (1995) maintain that reliability is a characteristic perceived as dependability,
predictability, or favourable intent of the trusted person. Reliability is furthermore broad
in scope and includes perceptions of honesty, sincerity, goodness, morality, kindness
and patience. In other words, reliability is influenced by perceptions of trust and vice
versa. This supports findings reported by Cook and Wall (1980) who suggest that
among other forms of trust, interpersonal trust at work regarding mutually dependent
work groups within a company may be placed along two dimensions. According to these
authors such dimensions can, for example, be the employees’ faith in the trustworthy
intentions of management or employees’ confidence in the ability of management;
management is therefore seen as reliable and capable of performing to the best of their
ability. Itis further argued that top management in some companies work hard to build
and maintain trust by carrying out its commitment. it can therefore be concluded that
management is reliable. Unfortunately there are no reported research findings directly

linking reliability of management to employee perceptions of ESOP.

It is believed that in some companies employees are usually represented on the ESOP
trust by a board of trustees whom they have had no say in electing. In other companies
employees automatically qualify to receive shares, meaning thatthere is no consultation
procedure involved. This supports findings reported by Fine (1987), Maller (1989) and
Baddon, Hunter, Hyman, Leopold and Ramsay (1989) which studies investigated the
lack of communication between employees and management. Based on the above

discussion, this study hypothesised that perceived lack of reliability on-the part of
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fahagement with regard to managenient ¢f ESOP negatjvely influences employee

perceptions of ESOPs.

The empirical results reported in Figure 9.1 suggests not only a causal relationship
between reliability of management and ESOPs but correlationall_ relationships with
information-sharing by union, on- the-job training and empowerment based on authority
and responsibility. In other words, employee perceptions of ESOPs are positively
influenced by reliability of management. This means that if management communicates
- with employees by passing on ESOP information that may be useful and encourages
employees to participate in ESOP matters, employees perceive management’s handling
of ESOP matters as reliable. It can therefore be concluded that the more reliable
managementis with regard to ESOP matters, the more positive employees’ perceptions
of ESOPs will be.

9.3.2 The empirical findings and implications based on the perceptions of employees

towards trade unions with regard to ESOPs

9.3.2.1 Responsiveness of trade unions

Estrin, Grout and Wadhwani (1987) investigated the relationship between trade unions
and ESOPs and reported that trade unions have not always been enthusiastic about
employee ownership of shares. According to these researchers, different employees
purchase different numbers of shares and this finally creates divisior,ls within the
workforce, which is likely to weaken unions: Additionally, Maller {1989) suggests that,
in the past unions were accused of being co-opted to the managerial w;ay of thinking

which may lead to a situation whereby the union compromises its strength.

This study finds that responsiveness on the part of a union towards its members with
regard to management of ESOPs positively influences employee perceptions of ESOPs.
Because there is a causal relationship between responsiveness of unions and ESOPs,

it can be concluded that the more responsive unions are, the more likely ESOP
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members are to have positive perceptions about the firm's ESOP. Therefore, it can be
¢oncluded that an effective relationship between employees and an ESOP is possible
if employees believe that the union representing them is willing to consider changes in
ESOP matters and will act in.their (employees') best interests. The results also reveal
a positive correlational relationship between responsiveness of unions and information-

sharing by union and believability of ESOPs.
9.3.3 The empirical findings and implications based on management of ESOPs
9.3.3.1 Information sharing

Many researchers maintain that no groups exist without communication. In other words,
group effectiveness often depends on the effectiveness of its communication which,
among other things, is based on the exchange of information, feelings and attitudes
among its members (Morris 1982:488). There seems to be alack of research regarding
the relationship between availability of information by unions and ESOPs. According
to Maller (1989), in some companies unions had not consulted the employees before
signing the ESOP agreement. Maller (1989) reports that unions were pressurised by
management to sign the agreement by threatening to callhoff the deal which would
effectively endanger the jobs of all employees. |n other words, the employees were

misinformed about the issue of ESOPs.

Based on the above discussion, it can be argued that insufficient inform’ation-s_haring
on the part of unions with regard to the management of EéOPs, negatively influences
employee perceptions of ESOPs. This study finds that insufficient information by unions
does not exert a direct influence on ESOPs, meaning that there is no causal relationship
between information-sharing by unions and ESOPs, although correlational relationships
do exist. Lack of information by the union with regard to the benefits and financial
position 01; ESOPs has no direct significant influence on employee perceptions of
ESOPs. The results reveal however, that information-sharing by unions and trust in

management are positively correlated meaning that if employees believe that their union
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always passes on and shares ESOP information that might be useful to them,

. employees’ mistiust of management’s handling of ESOP-related matters is reduced.

The empirical resuits furthermore reveal a positive correlational relationship between
infcifmation-sharing by unions and reliability of management. This means that the more '
the unions share relevant information with ESOP members, the more reliable will
management be perceived to be. Additionally, empirical results show a positive
correlation between information-sharing and responsiveness of unions. From the
management perspective, these findings are significant in the sense that if unions are -
willing to pass on and consider changes to ESOP information that may be useful to
employees, it will enhance employees’ perceptions of the unions as highly responsive
on ESQP matters which exerts a positive influence on employees perceptions of ESOP.
Information-sharing by unions also reduce the mistrust ESOP members may have

towards unions.
9.33.2 Believability

Some employees who participated in the exploratory phase of this study expressed the
view that they do not really believe that an ESOP exists. in their company. They
struggled .to come to terms with the intangible nature of ESOPs. Researchers who
repbrt a positive relationship between believability and ESOPs argue that not only have
employees gained financially, but there is a belief that ESOP companies grow much
faster than they \;vould without their relationship plans (Rosen and Qharreyj 987;
Brickley and Hevert 1991 and Jensen and Murphy 1991). It is believed therefore that
the higher the believability of the existence of ESOPs, the more positfve employee
perceptions of ESOPs. It was hypothesised that a lack of believability of the existence
of and reality of ESOPs in a company negatively influences emplloyee perceptions of
ESOPs.

This study finds however, that believability does exert a significant influence on ESOPs.

There is no causal relationship between believability and ESOP perceptions. The
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empirical results of this study indicate though thatthere is a positive correlation between
believability and responsiveness of union. If unions and management can make the
existence of ESOPs more believable to employees it will enhance employees’
perceptions of unions’ responsiveness which, in turn, will positively influence employee
perceptions of ESOPs. From a management perspective, once unions willingly allow
their members to participate and consider changes to ESOP matters that can suit them,
members are more likely to believe that the ESOP really exists. The more tangible the
existence of ESOPs, the more responsive unions will be perceived and the more
positive will perceptions of ESOPs be. If the existence of ESOPs is made more tangible,

unions will be perceived as being more responsive.

9.3.4 Empirical findings and implications based on perceptions of employees towards

working environment
9.3.4.1 On-the-job training

The exploratory phase of the study revealed that many employees are negatively
disposed towards ESOPs because they feel that they cannot meaningfully contribute to
the well-being of the organisation because of poor or inadequate training. Although
there seems to be lack of literature regarding the direct relationship between on-the-job
training of employees and ESOPs, Peel, Pendlebury and Groves (199‘1) argue that very
limited use is made of financial training and education of employees. 1t is therefore
argued in this study that insufficient on-the-job training negatively influences employee

perceptions of ESOPs. l |

The empirical results show that there is a causal relationship between on-the-job
training of employees and their perceptions of ESOP. In other words, on-the-job training
significantly influences employee perceptions of ESOPs. It implies that when employees
are adequately equipped with the required and hecessary skills to solve their daily
problems, they feel more capable of meaningfully contributing to the well being of the

company and this assists them to view ESOPs positively. it can therefore be concluded
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that a lack of adequate on-the-job training affects employee contributions in a company,
leading to negative employee perceptions with regard to the value of ESOPs. The
empirical results also revealed that there is a positive correlation between on-the-job
training and trust in management. This means that, once employees are equipped with -
the necessary skills which can enable them to carry -out their daily tasks, they
meaningfully contribute to the well-being of the company, gain a better understanding
of the company’s objectives and trust the ideas of management on ESOP matters.
Employee perceptions of ESOPs are therefore significantly influenced by training. The
empirical results showed a-positive correlation between on-the-job training and reliability
of management. This means that once employees receive adequate on-the-job training
to cope with their daily work, management encourages employees to have a better
understanding of how to participate in ESOP matters. On-the-job training therefore

positively influences employee perceptions of ESOPs.
9.3.4.2 Empowerment based on authority

Although no literature could be traced regarding the relationship between ESOPs and
empowerment of employees, it can be argued that a more sensible and realistic way of
understanding power is by recognising that power can be passed by management to an

individual, or a team, down the hierarchical chain or lines of authority.

Empowerment can therefore be seen as power which employees accept as a result of
opportunity provided by the company, without those giving power habing to lose
anything. Based on this contention, it is argued in this study that the higher the
perceived empowerment with regard to authority to initiate tasks and contribute to

organisational performance, the more positive the perceptions of ESOPs.

This study finds that empowerment based on authority does not according to Figure 8.4
exert a significant influence on ESOPs. in other words, there is no significant influence
between empowerment based on authority and ESOPs. Although there is no causal

relationship between empowerment based on authority and ESOPs, the empirical results
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revealed that empowerment based on authority positively correlates with trust in
management. This finding suggests that once management shares information, and
trust begins to develop, a managér can establish standards which employees can utilise
as a basis in rescheduling their work to fit their needs and to make their own decisions.
This also requires shifting the explanation of a mistake from something bad or wrong to
an opportunity to learn. People are furthermore encouraged to think and monitor their
own performance, which leads to a positive indirect influence on employee perceptions
of ESOPs. '

The empirical findings also show a positive correlation between empowerment based
on authority and reliability of management. This means that once management gives
employees permission to take risks, make mistakes, challenge management and
develop their abilities to learnand usé their talents, employee perceptions of ESOPs will
| be positively influenced. It can therefore be concluded that the more employees are
empowered with authority, the more they are given an opportunity by management to
learn from shared information and encouraged to participate in the management of the
company and ESOP matters at a later stage. This will eventually positively influence
the employees’ perceptions of ESOPs.
Empowerment based on authority and on-the-job training are positively correlated. In
other words, employees are empowered if they obtain information concerning
organisational performance, rewarded for contributing to organisational performance
and have power to make decisions that influence organisational direction and

performance. Bowen and Lawler (1992) support this finding.

9.3.4.3 Empowerment based on responsibility

Based on the above discussion, there appears to be a lack of previous empirical
findings regarding the relationship between empowerment and ESOPs. ltis argued in

this study that empowering employees in terms of information-sharing regarding the

financial performance and growth rates of the company’s market share, as well as the
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importance of the contribution of each &nd every émployée in the company, will
positively influence the attitudes of employees. This contention is supported by the
findings of Bowen and Lawler (1992) who reported that empowerment is the sharing of
information with employees regarding the organisation's performance, the rewards
based on employees company's performance, knowledge that enables employees to
understand and contribute to the company’s performance and power to make decisions
that influence organisational direction and performance. Accordingly, it is argued in this
study that the higher the perceived empowerment based on responsibility to initiate
tasks and contribute to organisational performance, the more positive the perceptions
of ESOPs.

This study finds that empowering employees with responsibility positively influences
their perceptions of ESOPs. In other words, once management encourages and
supports employee involvement initiatives with regard to ESOP matters, employees are
held responsible for their performance and participation ih ESOPs. It can therefore be
conciuded that the higher the perceived empowerment with regard to responsibility to
initiate tasks and contribute to organisational performance, the more positive the
perceptions of ESOPs. The empirical results did not only identify the causal relationship
bet‘ween empowerment based on responsibility and ESOPs, but, the positive
correlational relationships as well. These findings suggest that there is a positive
correlation between empowerment based on responsibility and reliability of
management. This finding concurs with McLagan and Nel (1996) who reported that
once management has access to informaiion and uses information to assist'employees
to take charge of their dthies in the company, employees will have a higher regarEi for
their management and that they are empowered through that process because they

have reliable leaders. This will eventually influence employee perceptions of ESOPs.

The empirical findings reveal that on-the-job training and empowerment based on
responsibility correlates positively. From a management. perspective, this finding
suggests that once employees receive adequate training in the necessary and required

skills to solve their daily problems in the work place they will feel that they are
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empowered and are held responsible for their performance. In other words, adequately
trained employees can perform to the best of their ability and they are held responsible
for their performance. This will eventually positively influence employee perceptions of
ESOPs.

9.3.5 The empirical findings based on outcomes of ESOPs
8.3.5.1 Organisational commitment

Buchno (1992) studied the relationship between organisational commitment and ESOPs.
According to Buchno (1992), employees who believe that an ESOP enables them to
have a greater say in company affairs are more committed to the company. Accordingly,
it is argued in this study that employee perceptions of ESOPs exert a positive influence

on organisational commitment.

This stddy finds that there is indeed a positive relationship between employee
perceptions of ESOPs and organisational commitment. |n other words, employee
perceptions of ESOPs positively influences organisational commitment. This supports
the empirical findings of Long (1978) who reports that creating a joint payoff relationship
through e-mployee. share ownership appears to favourably influence aspects of
organisational commitment. Organizational commitment among employees again leads
to a host of beneficial outcomes for the firm, such as increased job satisfaction,
improved job perfbrmance and employees who are less likely to resign or be absent
from work (Hunt, Chonko and Wood 1985; Steers 1977 and DeCottis and Summers
1987). '

9.4 RECOMMENDATIONS FOR IMPROVED ESOP MANAGEMENT
In this study it can be concluded that trustworthy management positively influences

employee perceptions of ESOPs. In other words, the more employees trust

management regarding the management of ESOPs, the more positive are their
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* perceptions of ESOP. Management ¢an thereforé enharice their trustworthiness by
sharing useful information with employees, by understanding each other's needs and
by dedicating time for employees and resources to sefve each other better. For
example, acceptance of an ESOP does not come easily despite its obvious financial
benefits., To ease transition and acceptance, the human resources department’s first
priority can be an intensive employee information programme. in other words, human
resources directors and administrators from each branch and division of the cémpany
can convene for several days of orientation. They can thereafter return to their
branches and divisions to train employees on ESOP matters, sharing what they have
learned from the orientation with their subordinates. In order to keep the employees
feeling involved and enthusiastic, the human resources department can distribute an
internal publication every month or so, keeping employees enlightened and informed on
company matters. The human resources department can further prepare several videos
designed to keep employees informed and up-to-date on the ESOP matters. In other
words, there must be no secrets. After all, the ESOP’s success is based on employee
participation and commitment. Empioyees expect and deserve more information than
a company generally thinks they need. Trust must however be earned through a
partnership built on a relationship where management demonstrates a sincere attempt

at caring for employees in their place of employment, thereby providing security.

This study reveals that employees have confidence in reliable management. The lack

of reliability on the part of management with regard to management of ESOPs,

negatively affects the employee perceptions of ESOPs. Management can solve this

problem by improving communication between employees and themselves. In other
words, when an ESOP is introduced to the company, the human resources manager is

expected to introduce and support the ESOP and promote acceptance of the plan.

The human resources department has three distinct functions related to the introduction
of an ESOP. Firstly, management must communicate the potential financial benefits of
the ESOP to the employees at the time of it's establishment, with periodic updates as

required. Secondly, management must facilitate the development and maintenance of
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a new spirit of cooperation between fariagement and empldyeés, taking greaf care to
put the nature of employees’ increased involvement into proper perspective. Thirdly,
management can use the concept of the ESOP to inspire higher levels of organisational

commitment.

Companies can delegate these functions to worthy administrators who understand the
complicated ESOP technicalities involved. Moreover, it can be fulfilling to watch as
management and employees alike take on a new enthusijasm for their work.and begin,
graduaily, at first, to view each other as partners rather than rivals. It is the human
resources department’s duty to remind everyone in the company that they have common
goais which can only be achieved by working together.

This study reveals that responsiveness of unions facilitates a positive relationship
between employees and an ESOP once the employees believe in and are confident that

the union representing them is willing to act in its members' best interests.

Although the study reveals that the lack of information by unions with regard to the
benefits and financial position of ESOPs has no significant direct influence on employee
pe;ception_s of ESOPs, this does not strain the reiationship between uniors and their
members. This means that if employees believe that the union representing them
always passes on and shares ESOP information that might be useful to them,
employees will perceive the ideas of management with regard to ESOP matters as

k]

genuine.

Unions and management therefore need to commit to and engage in the activities of
improving communication. In other words, if shares are part of the general reward
package, it is important to have an annual general meeting of employees on each main
site of a company where employees work. To avoid loss of working hours, this will
usually be separate from the statutory annual general meeting. At this meeting a senior
manager should talk to employees about the performance of the company and its

audited figures and should be available to answer questions from those attending.
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There needs to be a representative system perhaps involving quarterly meetings. In
Sther words, mariagement can use uniois (fér example, a"br‘oup of shop stewards) to
represent trade unions of that particular company at such meetings. An advantage of

having a representative system is that a {imited number of people are involved. The

person who discusses the company's progress with the limited number of people can

be very specific and say quite a lot in confidence about the performance of the business,
what needs to be done to improve it and also how to obtain the required degree of co-

operation.

Some companies have more frequent meetings of small units on a monthly basis as an
alternative to a quarterly representative system where employees can see their local
unit's results spread out and available for discussion as to what can be done to improve
the results. Putting so much information out may seem like a breach of security but this
need not be the case. On a board of ESOP trustees, employee representatives can be
included on a supervisory board or committee, which is separate from the management
board.

Company management can make all business information available at supervisory

meetings. No written information is handed out. This is a secure process which works .

well. Moreover, it can be used at all levels in a company. It is however not necessary
to use electronic apparatus if there are just a few performance ratios and other key
figures which need to be presented. They can be put on a pre-designed whiteboard.
After discussions the board can be wiped clean before anyone leaves the room.
Workshops can also play a major role in this aspect rather than relying on material such
as employee account updates and newspapers that are sometimes difficult for the
employees to understand because there is no one to provide clarity and to answer their

questions.
Lastly, it can be said that when employees own shares in the business and together own

say 10% of the capital, their position is dominated by other shareholders and is

therefore not very effective. Companies should obtain approval from or be in line with
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the requirements of the Johannesburd Stock Excharige in setting up ESOPs to protect
empioyées' reasonable rights of ownership. Based on this, the rights frequently
- associated with ownership are the right to the possession of some share of financial
value (equity), the right to information regarding the status of that which is owned and
- the right to éxercise influence over the owned c'\bject. Above all, the voting rights of

employees must be considered.

The results of this study indicate that unions willingly allow their members to participate
in ESOP matters once they have overcome their doubts about the reality and existence
of ESOPs. It must be taken into consideration that when employee§ believe the reality
and existence of ESOPs, this goes beyond the possession of a share in the equity of a
company. Management must be deeply committed to the concept of employee
ownership and this can only be possible if an employee-ownership system is
implemented. In other words, management should design such a system, monitor its

daily operations and how that system is seen and experienced by employee-owners.

Management should furthermore focus on implementing the best ESOP plans that
prqvide constant reinforcement of the ownership idea. In other words, the layout of an
ESQOP canbe arranged by the company in such a way that it consists of sizable, majority
or total employee ownership and some or extensive employee involvement in the
ownership or management of the company. The idea is that when employees own a
large portion of the company, it makes sense for them to have many of the rights and
responsibilities of ownership because that is the way a private property system
operates. Thisis possibl.e if it is based on the levels of income and management._ For
example, a company may offer equal amounts of shares to employees who earn or fall

in the same category or level of income based on their lower, middle and top

| management positions. Middle and top management can preferably, be provided with"

more shares not only because they earn more or have higher income levels but because
they are eduipped with better skills and more qualifications to manage the company and

provide guidance to their subordinates regarding ESOP matters.
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Although, there are many ESOP methods that can be used by companies, they are
largely governed by each company's $petific objectives for ESOPs. Each ESOP needs
to be tailored to fit the needs of the company and the workforce. Some of the methods
recommended for companies are ‘share allotments and special share offer schemes.
Share allotment methods can be implehented in a-company that wishes to offer its
shares free-of-charge to employees. This scheme is not always based on merit. A
company can offer an amount of free shares to an employee as recognition for hard
wark. This is & performance-based share-option scheme and usually is suitable for
employees at higher levels of management. This scheme is sometimes recommended
fqr all employees who have been with the company for a specified period (known as
specified tenure). Additionally, a company may decide to offer a specific number of
shares to employees at a special, preferential price or at a discount on the market price.
A company can offer employees the option to acquire shares in the future but at today’s
price, so that if the shares go up in value in the future they are acquired at a discount
equal to the amount of increase in the share price. The examples of ESOP methods

discussed have been proved successful by many companies.

Employees should receive regular and substantial share contributions, have
participation opportunities on the job, be treated as owners by managers and
supervisofs, understand how management's plan works and must be frequently and
effectively reminded of their ownership stake in the company. This means that share
ownership should be a constantly renewed process, rather than a deliberately and
carefully planned' event that occurs once a year when employees receive account
updates. Management should therefore take steps to cultivate the belief within unions
and employee-owners that it is appropriate for them to own a portion of the company,
to have access to company information and to be actively involved in the joint exercise
of influence over company activities. The reality and existence of ESOPs will be

strengthened among employees and unions.

Based on the results of this study, it is believed that employees feel more capable to

meaningfully contribute to the well-being of the company when they are adequately
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equipped with-the required and necessary skills to solve their daily problems and have
a positive view 6f ESOPs. Participation in ESOPs requires unwavering vision from
managehent. This means that companies which adopt this type of approach to
participation must challenge all managers and employees to alter their traditional pre-
conceived views and prejudices. These companies should reflect that ongoing
education and training in socio-political issues, business awareness (including company
financial and performance reports) and people management (leadership skills) are the
major success factots in @ company. Employees in companies with ESOPs do not
therefore only require on-the-job training for the success of ESOPs, but furthermore
need to be exposed to and be given the assurance of continuous learning which is the
cornerstone in achieving improved levels of competence. Commitment is required from
all ESOP participants (management, unions and employees) with regard to literacy
% training, adult education and competency-based training processes. Those processes
are fundamental in exposing those who lack understanding and knowledge of the

meaning of ESOPs and how ESOPs operate.

Having outlined some of the desirable end-results of participation and empowerment,
it can be concluded that empowerment is a journey. There will always be setbacks and
no quick results. Empowerment is a process requiring persistenceg from both
management and employees. Management can empower employees by implementing
steps in the empowerment process. Three steps to empowerment 6an be followed,
namely, sharing information, creating autonomy through boundaries and replacing the

]

hierarchy with self-directed work teams. )
The first step is tp share information pertaining to the whole business such as profits,
budgets, market share, productivity and many other important activities taking place in
the company that may give employees a better understanding of the running of the
company and management of ESOPs. Those managers who are unwilling to share
information with their employees will never have their employees as partners in
successfully managing the company and will therefore never have an empowered

company. Uninformed employees cannot act responsibly, whilst informed employees
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are compelled to act responsibly, Because there is no privileged information in a
company, sharing it is a matter of trust. In other words, there is no better way for
manage}nent to show employees thatthey trust them than to share sensitive information.
Once management shares information with employees, trust develops and management -
can begin to.establish standards. Furthermére, employees feel safe when they are
empowered and receive all the information. When employees feel safe, free to
experiment and receive all the required information management has, they'develop the
same feelings as owners. When employees begin to feel iike om'mers; they begin to act

like owners. The end result is a competent labour force.

Secondly, management can create boundaries in a company by channelling employees
towards a certain direction. In order to achieve empowerment, employees require a
structure that can give them guidance in learning new ways of thinking and working
together. At management level this is achieved by sharing a strategic vision and
corporate values throughout the company, creating the assumption of competence and
furthering trust in management with regard to ESOP management without which an
empowered company cannot operate. It implies that employees need to be clear about
the purpose of the company (its type of business), its values, image, goals, roles and
its organisational structure (who carries out what activities and who supervises the
duties and responsibilities of each employee). Management must ensure that autonomy
begins with the need for boundaries and direction. Management must avoid telling

people how to do their jobs but rather how to manage their jobs.

3

In the third step to empowering employees, management can form teams or organise
employees into small groups to carry out duties and tasks previously ca'rried out by
management hierarchy. In other words, management can replace hierarchy with self-
directed teams. Management describes a self-directed team as one that consists of a
group of employees who take responsibility for an entire process. Employeés in the
team plan, perform and manage the work from start to finish. Everyone has an equal
share of responsibility. Team leadership may be rotated, but the team decides how to

handle it. Additionally, management must provide team skills in problem solving,
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managing meetirigs, team managerh&tit 4nd tonfliét handlifg.

As the team’s performance improves and confidence and success increases, the
managers’ role gradually changes from being directive to more of a coaching and
facilitating approach. A team of empowered employees is therefore far more powerful

than disconnected groups of individuals.

Based on the results of this study, it can be concluded that overall employee
. empowerment promotes a situation in which employee involvement initiatives with
regard to ESOP matters obtain the full support and encouragement of management.
Once employees feel empowered, are held responsible for initiating tasks and

contributing to the company’s performance, they perceive ESOPs positively.

Empowering employees can speed up decision-making processes and reaction times.
The creativity and innovative capacities of employees can be released through
empowering employees by affording them more responsibilities. Based ori this premise,
employees can gain a greater sense of achievement in terms of being a share owner
(owning a part of the company) and being able to carry out more responsibilities with
minimum supervision from management. Managers can empower employees not by
giving up control, but by changing the way control is exercised. Although they have to
learn to trust their subordinates, delegate more authority and allow individuals and
teams more scope to plan, act and monitor their own performance, managers still retain
responsibility to provide guidance and support to their staff as required. ‘ )
Management muyst furthermore assist employees to develop skills and cfompetencies
required to function effectively in an empowered company. The perceptions of ESOPs
will be more positive. Empowerment can further be achieved by involving employees
in developing their own solutions to specific issues for example, ESOP matters.
Employees can be encouraged to actually solve the problem in their section of the
company with the available resources, within the constraints in which they work or

according to stipulated ESOP policies and procedures.
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Lastly, empowerment is about engaging employees, trade unions and management in

taking opportunitie§ made available to them for increased responsibility.

The finding that share ownership does influence organisational commitment is based
on further aspects such as organisational commitment which can be further enhanced
by employee trust in management with regard to ESOP matters. This study has showed
that unreliable management of ESOPs can lead to a lack of organisational commitment.
To enhance organisational commitment, unions have to be quick in responding to
members’ demands with regard to information sharing about ESOP matters. In other
words, both management and employees must pressurise unions to share information
regarding ESOP matters. Management must ensure that employees obtain adequate
on-the-job training and are exposed to information about the financial situation of the
company. This will eventually lead to positive perceptions of ESOPs. Empowering
employees with responsibility positively influences the perceptions of ESOP. Working
environment aspects such as, on-the-job training and empowerment based on
‘responsibility, create a favourable environment for organisational commitment to take

place.
9.5 LIMITATIONS OF THE STUDY AND FUTURE RESEARCH -

One of the limitations of the study was the lack of indiscriminatory validity of some of the
critical variables included in the study. Some of the items used as instruments to
measure these variables did not measure what they were expected to measure. As a
result variables such as sincerity of management, particip;ation in decision-making by
union and management, and information sharing by management were deleted from the

study.

The outcomes of the study were seen as one by the respondents. In other words,
respondents could not differentiate between employee motivation, job involvement and
organisational commitment. These were all interpreted by respondents as

organisational commitment.
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Also, for practical reasons, the study was confined to only 8 major, national retail store
and a wholesaléf instead of a wide Varigly of compariies in different industries. This

| study can be replicated in a wider variety of-business firms in future.

Further research is also required with regard to other ESOP-related matters. Firstly,
further investigation can be carried out regarding the impact of participation in decision-
making processes by management and employees, by management and trade unions

and hetween unions and their members with regard to ESOP matters.

Secondly, the impact of taxation and company acts in South Africa on ESOPs can be
a point of focus for potential researchers because what is taking place in South Africa

seems to differ from what is taking place in other countries.

Thirdly, the types of shares offered in an ESOP can largely contribute to how employees

perceive ESOPs.

The study should be expanded to a variety of industries and possibly a comparison of
governmental and public institutions.

Lastly, researchers can take the initiative in investigating the influence of demographic
characteristics of employees within ESOP companies, with specific reference to the ratio
between the number of shares offered and the income earned by an individual

1

employee.
9.6 CONCLUSION

In conclusion, the empirical findings can be summarised as follows: employee share
ownership does positively influence organisational commitment outcomes. Perceptions
of ESOPs can be enhanced by improving trust between employees and management.
Reliable management positively influences the employee perceptions of ESOPs. If

employees appreciate and believe in the union that responds to their demands and
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shares information that is of importance to the members with regard to ESOP matters,
their perceptions of ESOPs will be enhanced. It can aiso be concluded that providing
adequate training and empowering employees with more responsibility in their working
environment positively influences employee perceptions of ESQOPs. This leads to
stronger organisational commitment which, as shown by a lot of studies, has beneficial

outcomes for business firms, including enhanced profitability.
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VISTA

LUNIVERSITY
' PORT ELIZABETH CAMPUS
PRIVATE BAG X813

PORT ELIZABETH 8000
SOUTH AFRICA

TEL: (041} 408-3111
FAX : (041) 464-2859

25 June.1998
The Managing Director

.............................

RESEARCH PROJECT i

Enclosed is a curriculum Vitae of Miss N.E. Mazibuko. She is an alumni Vista University who
has based her M. Com dlssertataon on a study of employees’ perceptions of employee share
ownership.

She has since joined the staff of the Department of Business Management as a lecturer.

Miss Mazibuko would like to continue her investigation of employees’ percepttons of employee
share ownership schemes as part of her PhD studies.

~

Questions to be addressed include:;

do share-owners trust unions with regard to the employée share ownership?;

do share-owners trust management with regard to the employee share ownership?,
do share-owners believe that unions allow them to participate in decision-making
regarding employee share ownership?; v

do share-owners believe that management allow them to participate in decision-making
regarding employee share ownership?;

do share-owners believe that unions adequately communicate with them wuth regard to
the employge share ownership?; and

do share-owners believe that management adequate[y communicates with them with
regard to the employee share ownership?

As we are convinced that you would like to have answers to these questions as well, we have
taken the liberty to request you to be of assistance to us. In return we will submit to you a
comprehensive research report after the completion of the study. If you agree, the information
gathered will be treated as strictly confidential and will be used for academic purposes only.
The name of your company will not be divulged under any circumstances.
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If you do agree to assist, we will need the names and addresses of 1000 employees (all
organizational levels) who are shareholders and 1000 employees who are not share holders.
We will then mail a short questionnare to them, to be retumed to us directly.

You will note that the study will not interfere with the daily work of employees, or consumne any
company resources.

Thank you for considering our proposal.

Yours faithfully

Prof. C. Boshoff
Supervisor
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VISTA
WNIVERSITY

PORT ELIZABETH CAMPUS
PRIVATE BAG X813

"PORT ELIZABETH 8000
SOUTH AFRICA

TEL: (041) 408-3111

FAX : (041) 484-2859

(Al
25 June 1998

The Managing Director

...................................
...............................
..............................

RESEARCH PROJECT

~ Enclosed is a curriculum Vitae of Miss N.E. Mazibuko. She is an alumni Vista University who
~ has based her M. Com dissertation on a study of employees’ perceptions of employee share
ownership. .

She has since joined the staff of the Department of Business Management as a lecturer.

Miss Mazibuko would like to continue her investigation of employees’ perceptions of employee
share ownership schemes as part of her PhD studies.

Questions to be addressed include:

do share-owners trust unions with regard to the employee share ownership?;

do share-owners trust management with regard to the employee share bwnership?,
do share-owners believe that unions allow them to participate in dec:s:on -making
regarding employee share ownership?;

do share-owners believe that management allow them to partlcupate in deCISIOn making
regarding-employee share ownership?;

do share-owners believe that unions adequately communicate with them with regard to
the employee share ownership?; and

do share-owners believe that management adequately communicates with them with
regard to the employee share ownership? .

As we are convinced that you would like to have answers to these questions as well, we have
taken the liberty to request you to be of assistance to us. In return we will submit to you a
comprehensive research report after the completion of the study. If you agree, the information
gathered will be treated as strictly confidential and will be used for academic purposes only.

The name of your company will not be divulged under any circumstances.
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D
If you do agree to assist, we will need the names and addresses of 1000 employees (all
organizational levels) who are shareholders and 1000 employees who are not share holders.
We will then mail a short questionnare to them, to be retumed to us directly.

You will note that the study will not interfere with the daily work of employees, or consume any
company resources.

Thank you for considering our proposal.

Yours faithfully

Prof. C. Boshoff -
Supervisor -
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k UNIVERSITY
POAT ELIZAB.ETH CAMPUS
PRIVATE BAG X813

PORT ELIZABETH 8000
SOUTH AFRICA

TEL: (041) 408-3111
FAX : (Q41) 484-2859

(B]
23 September 1998

The Human Resource Director

......................................
.............................

........................

RESEARCH PROJECT: EMPLOYEE SHARE OWNERSHIP SCHEMES

Enclosed is a Curriculum Vitae of Miss N.E. Mazibuko. She is an alumni of Vista
University who has based her M.Com dissertationon a study of employees’ perceptions
of employee share ownership.

She has joined the staff of the Department of Business Management as a lecturer.
Miss Mazibuko would like to continue her investigation of employees’ perceptions of
employee share ownership schemes as part of her PhD studies.

Questions to be addressed include:

do share-owners trust unions with regard to the employee share 5wnersh|p?
do share-owners trust management with regard to the employees share
ownership?; s

do share-owners believe that unions allow them to participate in decision-making
regarding employee share ownership?; ’

do share-owners helieve that management allow them to partlmpete in decision-
making regarding employee share ownership?; -

do share-owners believe that unions adequately communicate with them with
regard to the employee share ownership?; and

do share-owners believe that management adequately communicates with them
with regard to the employee share ownership?
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As we are convinced that you would like to have answers to these questions as well, we
have taken the liberty to request you to be of assistance to us. In return we will submit
to you a comprehensive research report after the completion of the study. If you agree,
the information gathered will be treated as strictly confidential and will be used for
academic purposes only. The name of your company will not be divulged under any
circumstances. .

If you do agree to assist, we will need the names and addresses of 500 employees {(all
organizational levels ) who are shareholders and 500 employees who are not
shareholders.  Also, it is important to emphasise that all émployees can participate
whether they are union members or riot, this study involves all empioyees in all
management levels in the company. We will then mail a short questionnaire to them,
to be returned to us directly.

You will note that the study will not interfere with the daily work of employees, or consume any
company resources. .

Thank you for considering our préposal.

Yours faithfully

Prof. C. Boshoff
Supervisor
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VISTA

UNIVERSITY

POAT ELIZABETH CAMPUS
PRIVATE BAG X813
POAT ELIZABETH 8000

SQUTH AFRICA

5 June 1998 TEL: (041} 408-2111

. FAX ; (C41) 484-2859
ir B. Sikhulu
eneral Secretary
ACCAWU
.0. Box 10730
DHANNESBURG

ear Mr Sikhulu

am a Phd degree student at Vista University. My field of interest is Business
anagement. In 1992 | conducted a survey on causes and outcomes of commitment
employees within the Pick n' Pay group nationally as a part of my studies towards my
asters degree. | completed this study in 1993 with the tremendous support of your
ion and its members and the company as a whole. | wrote a comprehensive report
out the results of that study and | posted it to your office, addressed to the then
neral secretary of SACCAWU, Mr Papi Kganare. |really appreciated that, and still
day | am greatful to you.

part of my studies this year towards my Phd degree, | am conducting a survey on
rceptions of employees towards share ownership schemes and the results of share
nership. )
e results of the survey will enable me to determine the influences that can lead to and
stacles that can hamper share ownership schemes . Also, the results can assist me
determining the attitudes of employees towards their work. A questionnaire will be
stributed to employees and the results will be available if needed by either the union
d/or the employees. v
ave been referred to you by the following companies Pick 'n Pay and Metro Gash and
rry. As the general Secretary of SACCAWU you are in the best position to sanction
y research in terms of collecting information from the employees.

is appropriate for me to notify the unioh about the survey, and to obtain their
rmission to continue with the survey. It would be appreciated if | could have your
rmission in writing. )

ease find the attached copy of a written article of my past study on organizational
mmitment.

ur assistance in this matter will be greatly appreciated.
urs sincerely

xolo E. Mazibuko(Miss)
cturer . Business Management
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VISTA

UINIVERSITY

PORT ELIZABETH CAMPUS

PRAIVATE BAG X813
PORT ELIZABETH 6000
SOUTH AFRICA

TEL: {041) 408-3111
FAX : (041) 484.2855

1998-07-13
Dear Employee / Respondent

{ am a Phd student at Vista University. My field of study is Business Management.
To complete my thesis | need to gather information on your views of Employee share
ownership scheme (ESOP) matters and your feelings towards your job in your work
environment .

| would appreciate your completing the enclosed questionnaire and returning it in the
self-addressed envelope at your earliest convenience but before 25 August 1898, [t will
only take a few minutes of your time to answer the questlons and you might find it an
interesting experience.

Ensure that you answer every question. Since only a relatively small number of people
are being surveyed, your response is very important to me. Your answers will be
treated as strictly confidential. Thank you in advance for your time and effort.
Yours sincerely : ' -

Noxolo E. Mazibuko
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Dear Respondent

This questionnaire concerns how you feei about aspects of your job and your views towards your
company's employee share ownership scheme (ESOP). Itis completed anonymously and you will not be
identified in any way. The reference number on the top of the first page of the questionnaire is for
administrative purposes only as questionnaires are sent to employees of other companies as well. Some
questions concern the union’s invoivement in ESOP matters. Even though you may not be a union
member you are Kindly requested to respond to ALL the questions. In other words, the focus is on how you
think unions deal with ESOP matters , even though you may not be directly involved.

If you are not a member of a union answer the questions referring to “the union™ in terms of the union you
most closely identify with (i.e. the one that you would join if you have to join aunion). Ifthere is more than
one union in your company answer the question referring to * the union™ in terms of the union you most
closely identify with.

Kindly ensure that you answer ALL the questlons Mark your response to each statement by means ofa
circle e.g. @.

(1) Strongly Disagree  (2) Disagree  (3) Indifferent (4) Agree (5) Strongly Agree

= Strongly Strongly
' Disagree Agree

| generally go along with the ideas of the union on ESOP matters 1- 2 3 4 5

| am inspired to do my job as well as | can 1 2 3 4 5

The union does not act on ESOP matters without consulting its members 1V 2 3 4 5

{ do not believe that there really is an ESOP scheme in this company 1: 2 3 4 5
Employees are allowed to disagree with the union on ESOP matters 1 2 3 4 5
| do believe that ESOP shares wilt benefit me in the future 1 2 3 4 5

Management usualiy passes on ESOP :nformatlon that might be useful to

employees 1 2 3 4 5
In my job | receive adequate training to solve my day-to-day problems 1 2 3 4 5
| trust management's handling of ESOP matters _ 1 2 3 4 5

No matter what type of work I'm expected to d~ ! would stay on with this
company ' 1 2 3 4 5
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The union asks for my suggestions on ESOP- related matters

I'll stay overti‘me to finish a job even if I'm not paid for it

Management encourages employees to participate in the ESOP scheme
| have the authority./ to reschedule my work to fit my needs

Management genuinely listens to my ideas and suggestions on ESOP
matters

Management accepts that employees have a right to express their views
with regard to ESOP matters

[ feel confident that the union will treat my ideas on ESOP matters fairly
My work environment stimulates me to do as good a job as | can

The union is always willing to consider changes to ESOPmatters that
suite members ’

| doubt the existence of an ESOP in this company

Employees are encouraged to share their views on ESOP matters with
the union

ESOP membership is very valuable to me

Management frequently interacts with employees on ESOP matters
In my job | receive adequate training to equip me with the skills [ need

If I shared my ESOP problems with management, | know they will
respond constructively -

I tell my friends that this is a great company to work for

if | have any idea about improving the way the ESOP is managed, { am
confident that | will be listened to by the union

| am really a perfectionist about my job

Management implements suggestions on ESOP matters made by its
employees

| have the authority to make on-the-spot decisions

Management is honest on ESOP matters

294

Strongly
Disagree

1

1

2
2

Strongly
Agree
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5



v

anagement accepts that an employee’s ideas about ESOP matters
would be considered before decisions are made

can talk freely to the union about difficulties | am having with the ESOP

Ty my best at work at all times

‘hen considering ESOP matters, the union regards all members as
quals

Joubt if there is any written information in the documents of this
ompany that one can read on the ESOP scheme

he union frequently initiates ESOP- related interaction with its members

is important for me to own shares now so that | can benefit on
tirement

'my job | receive adequate training to understand all aspects of my job

-an talk freely to management about difficulties | am having with the
SOP

am proud to tell others that | work for this company
'hen considering ESOP matters, management regards all employees as
juals ’ '

he union allows me to contribute on ESOP matters

‘eel depressed when | fail at something connected to my job

anagement holds me responsible for my own performance

anagement tries its best to provide carrect information on ESOP matters

employees

| shared my ESOP problems with the union, they will respond
nstructively

am .motivated to do the best job | can

e union implements suggestions on ESOP matters made by its
embers

o not believe any effort was made to set up an ESOP scheme in this
ympany
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Strongly
Disagree

1

1

2

2

2y

Strongly

Agree
4 5
4 S
4 5
4 5
4 5
4 5
4 5
4 5
4 6]
4 5
4 5
4 5
4 5
4 5

4 5
4 5
4 5
4 5
4 5




he union frequently interacts with its members on ESOP matters

y involvement in the ESOP matters now will have benefits for me in the
ture

mployees are encouraged to share their views on ESOP matters with
anagement

my job | receive adequate training to cope with heavy load

feel confident that management will treat my ideas on ESOP matters
irly

anagement allows me to contribute on ESOP matters

he union accepts that a member’s ideas about ESOP matters should be
onsidered before decisions are made

live, eat, and breathe my job

anagement is always willing to consider changes to ESOP that suite
mployees

am given respansibility for my work actions

anagement is sincere in its attempts to incorpbrate employees’ views
bout ESOP matters

| have any idea about improving the way the ESOP is managed, | am
onfident that | will be listened to by management

he union has my best interest on ESOP matters at heart
y work environment inspires me to perform well in my job

Strongly

Disagree
T 2
1 2
i 2
1 2
1 2
1 2
1 2
1 2
1 2
1 2
1 2
1 2
t
1 2
2

Strongly

Agree
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
4 5
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e union encourages members to participate in the ESOP scheme 1 2 3 4 5
my job | receive adequate training to cope with difficult assiénme‘nts 1 2 3 4 5
ployees are allowed to disagree with management on ESOP matters 1 2 3 4 5

Strongly Strongly
Disagree Agree
o not believe that there is anyone who have knowledge of the
istence of ESOP scheme in this company 1 2 3 4 5
e union usually passes on ESOP information that might be useful to

ployees 1- 2 3 4 5
r me this company is the best possible company to work for 1 2 3 4 5
enerally go along with the ideas of management on ESOP matters 1 2 3 4 5
want sorﬁething done, [ am entitled to do it myself 1 2 3 4 5
Fst the union’s handling of ESOP matters . T 1 2 3 4 5
ymetimes i lie awake at night thinking ahead to the next day’'s work 1 2 3 4 5
bnagement does not act on ESOP matters without consulting the 1 2 3 4 5
np[oyees

e union accepts that members have a right to express their views with’

gard to ESOP matters 1 2 3 4 5
anagement is sincere in dealing with employees on ESOP matters 1 2 3 4 5
anagement asks for my suggestions on ESOP- related matters 1 247 3 4 5
cally care about the fate of this company 1 2-‘x 3 4 35
anagement has my best interest at heart . 1 2 3 4 5

anagement frequently initiates ESOP-related interaction with employees - 1 2 3 4 5

N OFTEN IN THE LAST YEAR DO YOU RECALL EXPERIENCING THE FOLLOWING:

Never (2 Seldom (3) Occasionally {4 Frequently (5 Very frequently
) )
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Receiving information from management on the ESOP's
financial position -~

Receiving information from management explaining the
benefits of ESOP to members

Receiving information from management on changes to
prices of shares

Receiving information from management on meetings
held between management and the union on ESOP
matters

Receiving full details of what is expected of you on
retirement or resignation with regard to ESOP matters
Receiving inforrmation from the union on the ESOP's
financial position

Receiving information from the union explaining the
benefits of ESOP to members '

Recejving information from the union on the prices of
shares

Receiving information from the union on meetings held
between management and the union on ESOP matters
Receiving full details of what is expected of members on
retirement or resignation with regard to ESOP matters

PLEASE INDICATE YOUR AGE GROUP (years):

Never

How often in the last year do you recall experiencing the following

1 2 3

1 2 3

4 2 3

1 2 3

1 2 3

1 2 3

1 2 3

1 2 3

1 2 3

1 2 3
20 - 29
30 - 39
40 - 49
50 - 59
60 +

WHAT IS YOUR.HIGHEST EDUCATIONAL QUALIFICATIONS?

Std 9 or equivalent qualification or lower
Std 10 or equivalent qualification
Matric plus diploma (s)

Matric plus degree (s)

FOR HOW LONG HAVE YOU BEEN EMPLOYED BY YOUR COMPANY (YEARS)?
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Very
frequently

o




PLEASE INDICATE YOUR INCOME LEVEL (per month)

0-5
6-10
11-15
16-20
21+

+R499 | R500-R2499 |R2500-R4999 | RS5000-R7499

R7 500-R9 999

£ R10 000

ARE YOU PAID: Monthly

ARE YOU THE MEMBER OF A LABOUR UNION?

Weekly

Yes

Hourly

No

KINDLY EN.SL.IRE THAT YOU HAVE ANSWERED ALL THE QUESTIONS.

THANK YOU FOR YOUR CO-OPERATION
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