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FOREWORD

Over the past dozen years, I have sponsored a number of bills
designed to encourage the use of Employee Stock Ownership Plans
(ESOPs) as a technique of corporate finance. I am happy to report that
Congress has found the concept sufficiently attractive to approve
several tax incentives designed to promote employee stock ownership in
the American workplace.

It is my hope that this idea has now taken root and that in future
Congresses we will see a continued expansion of policies that encourage
Americans to own a stake in the enterprise in which they spend a good
part of their working lives. I am convinced this is an essential component
of the very fabric of American society and I am encouraged by the
widespread use of ESOPs in a variety of circumstances.

Those contributing to this book bring to the issue of community
economic revitalization a wealth of experience and concern. This is a
difficult and perplexing problem, and one for which no one person has
all the right answers. Yet each of these authors recognizes the potential
of labor-management committees and worker ownership as common
themes around which a workplace and, indeed, a community can rally in
formulating a strategy for economic revitalization. '

The evidence indicates that employee stock ownership has the
potential for creating a work environment and a reward system that can
bring out the best that both the American worker and the American
workplace have to offer. It can also lay the groundwork for a style of
management based more on commitment than control. Commitment is
dependent upon a sense of participation. However, for the most part,
the opportunity for economic participation has thus far generally been
limited to jobs alone. Worker ownership through ESOPs provides an
opportunity to participate in capital ownership.
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THE BEST USE OF
ECONOMIC DEVELOPMENT FUNDS

In terms of motivation, the merits of a worker-ownership community
revitalization policy can be summarized easily: Ownership counts. It
summons up a common determination to succeed and ensures that the
company’s success is shared with those on whom that success will largely
depend.

The increased use of ESOP financing for development financing
reflects a return to incentive economics. The coupling of development
programs with worker ownership can result in a more production-
oriented work force. That, in turn, helps to ensure that scarce economic
revitalization dollars are invested so as to get the most “bang for the
buck.”

In addition to ensuring that the benefits of economic revitalization
financing are more widely dispersed than through traditional means,
ESOP financing also helps to create the circumstances in which assisted
companies are better able to survive and in which taxpayer-provided
development loans are more likely to be repaid.

An encouraging and growing trend is reflected in the number of U.S.
companies experimenting with labor-management committees, partici-
pative management, quality circles, and other programs designed to
enhance the quality of work life. Employee stock ownership can help
create an environment in which companies are more likely to establish
such programs. These programs can have a beneficial effect not only on
productivity but also on job satisfaction, individual dignity, community
cohesiveness, and general mental health.

COMMUNITY-RESPONSIVE ECONOMIC
DEVELOPMENT STRATEGIES

One of the greatest failings of our free-enterprise system is its hostility
to the marginally profitable company. Employee ownership of such
firms brings with it a way to correct that glaring deficiency, a deficiency
that has devastated entire regions as marginally successful companies all
across the nation have closed their doors.

As any free-market economist will tell you, it is the essence of
capitalism to allow—indeed, to encourage—financial capital to seek its
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highest return. It is this “invisible hand” that serves as the driving force
of a market economy. By that measure, plant closings make perfectly
good economic sense, particularly to those who own capital and to those
financial managers hired to oversee that capital on their behalf.

But to those who neither own nor manage—to the workers and the
communities who must live with the effects of such closings—the fact
that market signals are being followed is faint comfort, particularly
when they must cope with swollen welfare rolls and deficits, overbur-
dened state and local relief efforts, increased health and emotional
problems, and other repercussions, including the ripple effects of
additional unemployment resulting from generally weaker consumer
demand. ,

This is not to suggest that ESOP financing should be utilized in all
cases, or in companies that cannot be made profitable. Quite the
contrary; a company that is not market responsive, a company that
cannot meet its competition and turn a profit, should not put its
employees in the position of owning that company. ESOP-type
financing is not intended for losers.

It is intended, however, for those losers and for those marginally
profitable firms that, with employee participation in ownership, can
become winners. It is intended for those willing to sacrifice now in order
to work for a brighter future.

NEW OPTIONS, OPPORTUNITIES,
AND OUTCOMES

Employee stock ownership brings a healthy new dimension to the
community economic revitalization process. It enables those affected to
examine the issue in a different frame of reference, one in which the
effect on them becomes much more real, and one in which they can
realize how important their contribution is to the company’s success.

Employee stock ownership is for those who believe in the worth of the
individual worker and who see the rank and file as the root source of
quality, creativity, and productivity. In short, employee stock ownership
is i.itended for those employers and employees who are ready for a new
and renewed American workplace, and a new way of thinking, and for
those who are prepared for a new array of options, opportunities, and
outcomes.
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Yet there is much more to the concept of ESOP financing than
community economic revitalization. If we in this nation continue to rely
solely on traditional techniques of corporate finance, those techniques
will continue to concentrate capital ownership further into an already
overly concentrated ownership pattern. That would show a great failure
of foresight on our part, because not only will we continue to have an
inequitable form of free enterprise in the United States, we will also have
a form unsuitable for imitation abroad.

This nation needs a more hopeful model-—a working model of what
we would advocate for other nations. We need to show people all over
the world how the increasing prosperity of our private property
economy spreads out and reaches Americans in all walks of life.

Turge you to get involved in this crucially important debate. A good
way to start is to begin to transform the American workplace. I
challenge you to begin the process of making it more humane, more
people oriented, and more “us” oriented.

Just as a stream can rise no higher than its source, the American
workplace can only be as good as the ideas and ideals that are brought to
it. In searching for strategies for community economic revitalization,
seek to make the workplace as good as you would have this country
be. Dare to be a showcase and others will follow your example.

What employee stock ownership legislation suggests is not a destina-
tion, but a new direction, a direction I am convinced the U.S. economy
must take if we are to be true to our ideals and realize our full potential
as a nation.

—~Senator Russell B. Long



PREFACE

The devastating impact of industrial decline in communities through-
out the United States, a crisis of major proportions that began in the
early 1980s is the subject of this book. Our objective is to explicate the
newly developed field of theory and practice for countering this
industrial decline and subsequent deterioration of the quality of
community life. We begin with an overview of the problem of economic
dislocation, followed by an exploration of the social responsibility of
corporations to surrounding communities. Analytical contributions by
selected authors then survey several models for coping with economic
decay. The final section of the book compares these alternative
strategies according to critical variables, assesses their impact, and
offers an intriguing paradigm for future research and social change.

This book will be of major interest to several groups. (1) Those who
are teaching and doing research in such disciplines as sociology,
economics, community psychology, labor relations, and management
should find this book useful both as a reference and a textbook that
offers an introduction to the potential of industrial democracy and
social change for upper-division or graduate-level courses. (2) The book
will also serve the market of practitioners working on the problems of
socioeconomic depression. It should prove to be a valuable resource for
labor leaders, managers, and interested parties of the public sector,
including city planners and state and federal economic development
officials.

— Warner Woodworth
Christopher Meek
William Foote Whyte
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PART |

THE PROBLEMS OF ECONOMIC DISLOCATION
An Overview

The five chapters in Part | outline the basic problems to be
addressed in subsequent sections of this book. William Foote Whyte
begins by introducing a new pattern for local economic development in
the United States, an approach that stands in marked contrast to
traditional strategies. The new strategy emphasizes grass-roots initia-
tives and regional resources rather than intervention from above, at the
more macro level.

David Moberg graphically captures the plight of the victims of plant
closings: workers, their families, and their communities. The financial,
social, and emotional costs of conglomerate interests that supersede
community needs are reported as the author reviews the flight of main-
line industry from the Northeast and Midwest.

Staughton Lynd, a historian and attorney, explores in Chapter 3 the
advantages of a “brownfield” model of reindustrialization over the
“greenfield” approach of most community economic developers. Sug-
gesting that “big steel's” complaints about obsolescence and non-
competitiveness are largely rhetorical, Lynd advocates his view that the
costs to industry and communities are overwhelmingly in favor of
brownfield modernization, and that, when coupled with ethical and
political values about the good society, the choice is clear.

In Chapter 4, Bennett Harrison and Barry Bluestone advance their
hotly debated position about why plants close and the corporate iogic
behind decisions to shut down operations and abandon communities.
The “capital shift” theory advanced by the authors is based on important
data about disinvestment and deindustrialization, data the authors have
amassed not only to pinpoint the causes of plant shutdowns but also to
debunk the standard myths that defend executive decision making.

In Chapter 5, Meek and Woodworth trace the problems of community
economic disintegration to the issue of absentee ownership. They point

13
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out that in contrast to historical patterns of solidarity among local
entrepreneurs, workers, and communities, today’s business climate has
broken up these formerly unitary relationships. Control has slipped from
community hands and shifted to the executive boardroom, often thou-
sands of miles away from the community in question. The authors
conclude by laying the groundwork for the next two sections of the book,
introducing the strategies of labor-management cooperation and worker
ownership.



1

NEW APPROACHES TO
INDUSTRIAL DEVELOPMENT AND
COMMUNITY DEVELOPMENT

William Foote Whyte

A new pattern of organizations and strategies for local economic devel-
opment is emerging in the United States. This pattern places the
emphasis upon local and area initiative and resources, stimulated and
supported by the local, state, and federal governments. Because the
principal actors in these development strategies are still learning their
new roles, there has naturally been much confusion and waste in the
process; yet we are seeing here and there solid and even sometimes
spectacular achievements. It is our purpose to show the potential of this
new pattern through examples of successful development projects
achieved by local people, with the essential assistance of government
officials, from the village level to Washington.

15
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THE OLD AND
THE NEW PATTERNS

In traditional terms, decentralization means passing down authority
and responsibility from the national government to lower levels of
government—and the lower the better. As we see it, successful local
development projects will continue to depend upon actions taken at
national and state levels, yet these actions involve a major shift in the
roles of these higher levels of government. Instead of doing things for
and to local people, federal and state officials are beginning to devise
programs designed to help local people to do things for themselves. In
this new framework, successful projects are those that achieve a skillful
combination of federal and state support, and guidance with local
initiative and resourcefulness.

The new pattern also involves a major shift in thinking about the
process of creating jobs. In traditional thinking, the responsibility for
Job creation rests fundamentally with the private sector. Government
can help only by providing infrastructure and public services, and by
easing the tax burden on existing firms or on firms that are lured to
establish themselves in a particular governmental jurisdiction. The
profit motive is considered the principal if not the only spur to economic
progress, and therefore government should do only those things that
help the private firm maximize profits. High profits lead to high
investments, and high investments create jobs.

The emerging new pattern is based upon the implicit assumption that
the old pattern is not working. In the first place, the traditional organs of
government, from central to local, do not seem to be doing a very
effective job in creating the conditions for the growth of employment. At
the local level, the traditional development strategy has involved
cutthroat competition between one state and another or one munici-
pality and another as each tries to offer incentives that will attract new
plants. Although each state may be forced into competition in order to
protect itself against raids by other states, clearly such strategies yield no
overall benefit to the national economy.

Increasingly, critics have come to question profit maximization as a
guiding principle for economic development. This is not to question the
importance of profits per se, but rather to distinguish between profit
maximization and profits as a limiting condition. If afirmis to survive in
the long run without government subsidy, then obviously it must earn
enough income not only to cover its operating expenses but also to build
reserves for investment so as to remain competitive; but this is not the
same as saying that investment should necessarily go to organizations
that will yield the highest profit.



