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Why do firms adopt employee
share ownership? Bundling ESO

and direct involvement for
developing human
capital investments

Loris Guery
ISAM-IAE, University of Lorraine, Nancy, France

Abstract
Purpose – The purpose of this paper is to examine the relationship between employee share
ownership (ESO) and employer-provided training. To be more specific, as both ESO and involvement
practices can contribute to developing human capital, the paper addresses the question of whether they
are substitutes or complements in the relationship with training.
Design/methodology/approach – The theoretical hypotheses are tested using the French nationally
representative establishment-level survey, REPONSE, which is similar to the British WERS. The sample
consists of 1,523 establishments.
Findings – The results are consistent with studies conducted elsewhere (e.g. in the UK) and provide
novel findings, thereby suggesting a complementarity between ESO and involvement practices with
bundles of practices becoming increasingly more complex as training expenditures increase.
Research limitations/implications – To provide further insights, future research that uses more
precise information regarding ESO plans is needed.
Practical implications – Results can provide HR managers with valuable information regarding the
organisational characteristics necessary to ensure a fertile ground for their training expenses.
Originality/value – The paper reflects a growing awareness that human capital development and
share ownership plans may be related and that this relationship might be a more compelling
explanation for share ownership plans than the standard agency theory. The contribution of ESO
plans to the development of employee competencies may be at least as important as their possible
effects on employee motivation and effort.
Keywords Training, Human capital, Employee involvement, Pay, Human resource management,
High-performance work practices, Employee share ownership, Involvement practices,
Human resource bundles
Paper type Research paper

Introduction
In recent years, there has been a growing number of financial participation studies
regarding the relationship between employee share ownership (ESO) and employer-
provided training (Pendleton and Robinson, 2011). Rousseau and Shperling (2003)
suggest that long-term growth in ESO plans observed in many advanced industrial
countries is related to the growth in importance of intangible human capital (as
knowledge and skills) relative to tangible physical capital. The problem with human
capital is that it cannot be tied to a particular firm in the same way as physical capital.
Thus, ESO can be a solution to restrict the risk that labour mobility eliminates the
value of training investments. Other company management practices also favour a
long-term relationship between employees and their company, which is conducive
to training. This is the case of involvement practices that enhance organisational
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commitment and have, in particular, the effect of reducing employee turnover (Huselid,
1995; Guthrie, 2001). Thus, ESO and involvement practices can be viewed as alternatives
whose combined effect remains an under-researched area, even if involvement practices
are found to enhance the effects of ESO in financial participation literature (Pendleton
and Robinson, 2010). Indeed, to our knowledge, only Robinson and Zhang (2005) and
Pendleton and Robinson (2011) have developed empirical studies focused on assessing
whether ESO is conducive to training. While the latter do not test the complementarity
between ESO and involvement practices, the former find little evidence to support such a
complementarity. Accordingly, the need for further research in this area is emphasised
by the authors given the lack of evidence in this area.

This paper seeks to advance the academic debate relative to the use of ESO for
developing and protecting investments in human capital rather than as a motivational
and incentive tool. It addresses a significant gap in the recent literature relative to the
role of ESO in facilitating employer-provided training using data from the French
employment relations survey REPONSE, which is nationally representative of French
establishments. France is a relevant context to study ESO. Indeed, the fiscal and
legislative framework promotes ESO adoption and development. For example, changes
of the capital base of a listed company (i.e. further share offers) must be accompanied
by share offers to employees. Moreover, when employees hold less than 3 per cent of
the company’s capital, a general meeting must be held every three years to propose to
shareholders that shares should be distributed to employees joining the company
savings plan. Thus, ESO plans in France are a broad-based financial participation
mechanism as all employees are eligible to join an ESO plan (except employees working
under fixed-term or temporary contracts). All these legal requirements favour a
significant ESO. Given that there is little empirical evidence regarding the use of ESO
as a way to promote investments in human capital and that previous studies were
conducted in the British context, the first key question is whether ESO is conducive to
high levels of training expenses in France (it can also be noticed that the proportion of
companies offering ESO schemes are quite similar in UK and in France: Lowitzsch and
Hashi, 2014). Given the theoretical complementarity of ESO and involvement in establishing
an organisational context that favours employer-provided training, the second key question
is whether ESO is efficient per se or whether bundling ESO and involvement practices have
a major impact. This paper is unique in that it not only tests the interaction between
ESO and involvement in their relationship with human capital investment, but
it also tests the use of different ESO/involvement practice bundles, following the
methodology developed by Dube and Freeman (2010) in their study focused on
the complementarity of shared-compensation and decision-making systems.

Our results are consistent with previous studies and provide novel findings. They
highlight a complementarity between ESO and involvement practices, with bundles
setting up the conditions for high levels of training expenses. They also suggest that,
more than the intensity of involvement practices, what is important is the use of
different types of involvement practices in combination with ESO. By highlighting these
complementarities, this research adds to our understanding of ESO and the use of bundles
of practices to favour the development of investments in human capital.

This paper is organised as follows. Following this introduction, we develop the
theoretical arguments linking ESO and involvement practices to training expenditures
and address the question of complementarity between ESO and involvement practices.
In the third section, we focus on the sample and the methodology. The results and
findings are subsequently presented and are followed by a discussion and conclusions.
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Theory and hypotheses
Training expenditures and hold-up problems
The Europe 2020 strategy for growth launched in 2010 by the European Commission
promotes public and private investment in research, development, innovation and
training. Investments in training should produce a flexible and highly qualified
workforce capable of adapting to globalisation and a rapidly changing economy. The
human capital this represents is now an important factor in corporate performance
(Hitt et al., 2001), which means that firms must invest to develop it. Defined by Becker in
the 1960s as the knowledge, information, ideas, skills and health of individuals (Becker,
1964), human capital is likely to constitute a source of sustainable competitive
advantage. From a resource-based perspective, human capital can indeed be valuable,
rare and inimitable, thus serving as the basis of the firm’s strategy (Barney, 1991).

The literature on human capital distinguishes between two forms: general and
specific (Becker, 1964). The first is general in the sense that it is usable in a variety of
firms or different contexts and is easily redeployed. The second form is specific to a
firm and therefore only of interest to that firm. Accordingly, it is not redeployable. The
literature has mainly focused on studying specific human capital as it is the only form
that is considered a source of competitive advantage (Barney and Wright, 1997). While
this original theoretical distinction appears attractive, in reality, it is much more
difficult to apply and its relevance must be put into perspective. Becker himself
contends that general and specific forms should be considered as two archetypes at the
opposite ends of a continuum with reality often somewhere in the middle of these two
extremes (Stevens, 1996). Furthermore, as there is not an airtight barrier between
general and specific human capital (Lazear, 2003), a combination of general skills can
be specific and constitute a source of competitive advantage (Wright et al., 1994).
Consequently firms must protect and develop both specific and general human capital.

Human capital has one main characteristic that sets it apart from other types of
resources, whether material or financial: it cannot be dissociated from the individual to
whom it belongs, thus making it a specific risk. Consequently, investments in training,
aimed at developing human capital, are at the centre of a hold-up problem (Blair, 1995;
Ben-Ner et al., 2000). An employer can fear that employees resign after training sessions
to work for another company that offers higher pay. In this case, the firm’s investment
in training would be a complete waste of resources. Therefore, rents generated by
training must be shared by the firm and its employees so that the latter use their skills
for the benefit of the former (Becker, 1996). Accordingly, it is necessary to manage the
risk of a hold-up problem linked to investments in training and develop long-term
employment relations so that the firm’s investments remain profitable. There are
several possible solutions. The first would consist of establishing contracts that specify
the commitments of both the firm and the employee and define the way the rents are
shared. However, such contracts would be complicated to draft as well as difficult and
costly to implement (Williamson, 1979). As this solution cannot be easily envisaged,
two other possibilities exist: ESO and involvement practices.

ESO solution
ESO favours the creation of an identity of interest between employee and employer and
tends to lock-in employees (Pendleton and Robinson, 2011), both of which are conducive
to employer-provided training.

The identity of interest relies on governance mechanisms and psychological effects,
with a great emphasis on the latter. From a governance perspective, employee owners,
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as shareholders of their company, benefit from the same rights to information as other
shareholders. They also have the right to ask questions of management during the
annual general meeting, either directly or through a shareholders’ association if it
exists. In practice, however, it is relatively rare. ESO can also lead to the presence of
employee representatives on the board of directors (this is the case in approximately
20 per cent of French listed companies). Indeed, in French firms, where the employees
holdmore than a 3 per cent interest, the law provides for at least one employee representative
on the board of directors (see Ginglinger et al., 2011).

The identity of interest also relies on psychological effects of ESO. It has been
argued that ESO supports and encourages favourable attitudes towards the company,
thereby enhancing psychological ownership (Pierce et al., 1991) and enhancing
organisational identification (Long, 1978). Since the seminal work of Klein (1987), many
empirical studies have highlighted attitudinal effects of ESO, showing that it can
generate intrinsic satisfaction from owning shares (Pendleton et al., 1998), extrinsic
satisfaction due to financial gains (Buchko, 1993) and instrumental satisfaction by
being involved in the decision making of the company (Long, 1980). In their study of the
effects of ESO on work satisfaction, work motivation and affective commitment,
Caramelli and Briole (2007) underline that French legislation favours the development
of a “consciousness of being a stockholder” as it may have a positive effect on employee
affective commitment to the organisation.

A more recent literature emphasises that ESO helps to retain employees and therefore
ensures that the benefits of employer-provided training are not lost with resignations of
employees (Rousseau and Shperling, 2003). ESO promotes the development of a long-term
relationship between the firm and its employees as the latter hold shares, receive annual
dividends, and hope to see the value of their shares increase over time. Legal requirements
also favour this long-term relationship. For example, French legislation requires that free
allocation of shares cannot be sold by employees for four years. Empirical studies confirm
this lock-in effect, as ESO is associated with lower employee turnover (Wilson and Peel,
1991; Buchko, 1993; Sengupta et al., 2007) as well as reduced rates of absenteeism (Brown
et al., 1999; Fakhfakh, 2004).

Given that ESO favours identity of interest and tends to lock-in employees, both of
which are favourable to securing investments in human capital, we put forward the
following hypothesis:

H1. The presence of ESO is associated with a high level of training expenses.

Direct involvement practices solution
Another possible solution to promote and protect companies’ investments in human
capital is to develop a long-term relationship between employees and the company
through involvement practices. Such practices, while initiated by management to
achieve managerial goals, allow for and enhance employee influence do not involve any
de jure sharing of authority and power (Marchington et al., 1992).

Contrary to the philosophy of industrial democracy, which perceives involvement as
a fundamental democratic right for workers to extend a degree of control over
managerial decision making in an organisation, the economic efficiency model suggests
that allowing employees to have input into work and business decisions leads to better
decisions and more comprehensive understanding, which, in turn, promotes employee
commitment (Wilkinson and Dundon, 2010). Accordingly, involvement practices can
lead to better outcomes, such as lower turnover and absenteeism (Blau and Boal, 1987),
and thereby promote long-term relationships between the firm and its employees.
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Information access and the possibility to make proposals are critical components of
high-involvement work systems (Marchington et al., 1992; Huselid, 1995; McNabb and
Whitfield, 1998; Addison and Belfield, 2000). Marchington et al. (1992) differentiate two
forms of direct involvement: downward communication (DC) from management to staff
(traditional meetings between the manager and his/her team, team meetings with senior
managers, company newsletters) and upward problem-solving (UPS) practices, which
focus on the employee’s capacity to make proposals (quality circles, team meetings
designed to improve performance, procedures for employees to make proposals such as
suggestion boxes). DC traditionally communicates organisational goals and the business
position of the organisation. The logic is that employees will be more understanding of
the reasons for business decision and thus be more committed to the organisation’s
actions (Wilkinson and Dundon, 2010). While communication in itself is a weak form of
involvement, it is important as it promotes employee understanding about various
aspects of the company. UPS practices go beyond communication by encouraging
employees to share their ideas for company improvement. It contributes to a more
cooperative climate by allowing employees to positively impact their work environment,
and hence, it augments employee commitment.

Both DC and UPS practices have psychological effects on the employee as well
(Lawler, 1986). For example, employees who participate in a quality circle programme
identify more strongly with the company and its goals than do those who do not
participate (Verma and McKersie, 1987). Such identification with the company is
consistent with a low intention to leave the company, as indicated by several empirical
studies that find a link between the use of involvement practices and lower employee
turnover rates (Huselid, 1995; Guthrie, 2001). Nevertheless, the effects of involvement
practices are not always as well defined, and thus, these practices may be of limited use
if the staff does not know how to incorporate them (Wood and De Menezes, 2008).

Given that DC and UPS may enhance employee commitment, favour a long-term
relationship between employees and their company and contribute to the management
of the hold-up problem linked to investment in human capital, we advance the
following hypotheses:

H2. Direct involvement practices are associated with a high level of training
expenses.

H2a. DC practices are associated with a high level of training expenses.

H2b. UPS practices are associated with a high level of training expenses.

ESO and involvement practices: independent, redundant or complementary?
As both ESO and involvement practices can contribute to developing and protecting
human capital, the question that arises is that of their independency, redundancy and
complementarity. Several empirical studies show firms that implement ESO also rely
on high-involvement work practices (Pendleton, 1997; McNabb and Whitfield, 1998;
Addison and Belfield, 2000; Dube and Freeman, 2010). Furthermore, many empirical
studies that focus on certain performance outcomes, such as productivity, emphasise
that, in certain conditions, there is a complementary relationship between ESO and
involvement practices (Blinder, 1990; Doucouliagos, 1995; Perotin and Robinson, 2003;
Pendleton and Robinson, 2010). This complementarity is a key question with respect to
this field (Poutsma et al., 2006).

From a theoretical perspective, ESO and involvement practices are complementary.
DC is necessary for employees to understand the objectives of the company, and
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communication of the ESO plan is widely considered a critical issue (Caramelli and
Briole, 2007). In the French context, Fakhfakh (1997) and Guery and Stevenot (2013)
find that the effects of broad-based financial participation schemes are weak when
there is a lack a communication regarding these schemes. As participative practices,
UPS practices help to manage the risk of free-riders (a limitation for ESO) because they
encourage a more cooperative corporate culture (Weitzman and Kruse, 1990) and
because they lead to co-monitoring (Blair et al., 2000; Kruse et al., 2004; Conyon
and Freeman, 2004; Blasi et al., 2006). Psychologically, these practices also help satisfy
employees’ higher order needs, such as influence, respect, self-worth, and thus foster
greater trust and cooperation (Kim, 2005). However, to be effective, these participative
practices must also lead to the creation of a genuine participative environment (Sengupta,
2008). At the same time, the hope of financial gain linked to ESO encourages employees
to participate in teams and engage in quality circles and other involvement practices
(Ben-Ner and Jones, 1995; MacDuffie, 1995).

This complementary relationship relates to the concept of bundles of practices that
are coherent and have beneficial effects on corporate performance (Dyer and Reeves,
1995; Becker and Gerhart, 1996; Delery and Shaw, 2001). MacDuffie (1995) finds that
the bundling of work practices is critical. “It is the combination of practices into a
bundle, rather than individual practices, which shapes the pattern of interactions
between and among managers and employees” (p. 200). This perspective is found in the
works of Ichniowski et al. (1997) and Appelbaum and Berg (2000). While the question of
complementarity between ESO and involvement practices has been the subject of many
studies focused on the implications for productivity, there are very few studies that
have examined this complementary with regards to training expenditures. One of the
rare studies was conducted by Robinson and Zhang (2005), but the results “provide
little evidence to support an ESO-based bundles solution to the protection of valuable
human capital and instead re-emphasise the influential and independent role that
ESO plays” (p. 482). However, with regard to the theoretical arguments that favour
a complementary relationship between ESO and involvement, we put forward the
following hypothesis:

H3. The use of bundles of practices combining ESO, DC practices and UPS practices
is associated with a high level of training expenses.

Data description and methodology
Data
These theoretical hypotheses are tested using the French 2004-2005 REPONSE survey
that was conducted by DARES (the research department of the Ministry of Labour).
This time frame, before the economic crisis, was chosen to avoid a disruptive effect of
the crisis on the relationship between ESO, involvement and training expenses (e.g.
according to the French Ministry of Labour, French companies have reduced their
training expenses with the crisis). Despite this choice, it is clear that the issue of the
effects of ESO during a crisis period could be very stimulating. The REPONSE survey
is similar to the British WERS survey (for a comparison, see Conway et al., 2008;
Marsden and Belfield, 2010). The sample includes 2,930 establishments with 20 or more
employees, which is representative of the non-agricultural sector as a whole. Considering
that we are interested in ESO, we purged the sample of establishments belonging to the
public administration and associative sectors. We also eliminated firms whose first or
second category of shareholders is firm employees. Generally, in France, ESO plans
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opened to all or most employees make available to employees only a small proportion
of the company’s equity (typically 1-5 per cent). Thus, situations where employees are
the first or the second category of shareholders correspond to worker co-operatives or
to companies funded by leveraged buy-outs where top managers are an important
shareholder alongside a private equity firm. As a result, in the end, our sample
consists of 1,523 establishments. Similar to WERS, information relative to each
establishment is collected via three questionnaires: the first is administered to the
manager responsible for employment relations and personnel, the second is administered
to a worker representative, and the third is designed for employees. The manager
questionnaire provides information mainly on the labour organisation, establishment
changes, job management, employee representation, pay systems and conflicts. The data
set provides information regarding the level of training expenses, whether employees are
covered by an ESO plan, whether DC practices are implemented in the establishment and
whether UPS practices are implemented. The current analyses use the establishment
weights provided to adjust for sample stratification.

Key variables
As in previous studies (Robinson and Zhang, 2005; Pendleton and Robinson, 2011),
training is used as a proxy of the firm’s investment in human capital. More precisely,
these investments are assessed based on the amount spent on training expenses
in 2004. A question asked of the manager relative to training expenses is, “What
percentage of the payroll do training expenses represent in 2004?” It is a five-category
response item whereby each category corresponds to a share of the training expenses:
less than 1.5, 1.5-2, 2.1-3, 3.1-4, more than 4 per cent. It is important to note that in 2004,
French law required companies with 20 or more employees to spend at least the
equivalent of 1.5 per cent of their payroll on training, though not all companies did so
(approximately 20 per cent of the establishments in our sample indicated training
expenses below this legal requirement). Our interest is, therefore, the variation above
this level of training expenditures. Of the establishments in our sample, 31.9 per cent
reported a level of training expenses just above the legal requirement (between 1.5 and 2
per cent). Thus in approximately half of the sample, training expenses exceeded 2 per cent
of the payroll: 21.5 per cent of the establishments were between 2.1 and 3 per cent, 12.1 per
cent of the establishments were between 3.1 and 4 per cent in, and 13.8 per cent of the
establishments reported that than 4 per cent of the payroll went to training expenses.

To determine whether employees were shareholders in the company, the survey
asks, “Do employees hold shares in the company?” Given the sample restrictions as
indicated herein, we are confident that the ESO variable is consistent with the definition
of ESO in the French Commercial Code. As the ESO variable is dichotomous, we do not
have any information regarding the amount of capital held by employees. Thus, it is
impossible to determine if they hold a small or a substantial stake in the firm, which is a
limitation of our study. Of the establishments in our sample, 13.4 per cent report that
they offer ESO. Accordingly, we expect a positive association between the existence of
ESO and the level of training expenses.

Direct involvement practices include both DC and UPS (Marchington et al., 1992).
With respect to DC practices, the REPONSE questionnaire asks whether a company
newsletter is distributed directly to all employees (40.0 per cent of the sample) and
whether regular team briefings are held (77.3 per cent). These group briefing sessions
are typically an opportunity for managers to convey information to employees about
current events within the company as well as the company’s strategy and current
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results. Approximately 82.6 per cent of establishments use at least one DC practice.
Two questions on the REPONSE questionnaire are helpful in determining the
company’s upward employee involvement practices. The first asks whether managers
promote or encourage employee participation by providing suggestion boxes (21.9 per
cent of the sample). The second question asks whether the company allows employees
to express their views in meetings (21.7 per cent) and/or in quality circles (46.5 per cent).
From these three variables, another variable is constructed to determine whether the
establishment uses UPS practices, and the results indicated that 58.3 per cent of
the establishments do. More broadly, 86.8 per cent of the establishments use at least
one direct involvement practice. Thus, we expect a positive association between direct
involvement practices and the level of training expenses. A list of variables and
descriptive statistics are presented in Appendix.

Statistical methods
Given the key premise that ESO and involvement practices secure investments in
human capital and therefore increase the likelihood of establishments having high
levels of training expenses, we estimated the following model:

Human capital investment ¼ aþb1 ESOð Þþb2 Involvementð Þþb3 Controlsð Þ

where human capital investment measures the training expenses relative to the
establishment payroll, ESO measures the presence of ESO, and involvement is
the vector of DC practices and UPS practices. The remaining vector includes a number
of control variables that could impinge on the dependant variable. First, it is evident
that training expenses are most likely related to training needs. A variable is included
to control for the length of time needed for a newcomer to do his job as well as an
established employee. A dummy for the skills of the workforce is also created to
distinguish establishments where managers and engineers make up the largest
category of employees. These two variables reflect the level of human capital required
by the establishment. A number of establishment characteristics could also prove
influential in determining the level of training (Hoque and Bacon, 2006), such as trade
union presence (Green et al., 1999; Boheim and Booth, 2004; Hoque and Bacon, 2008)
because such characteristics could be associated with features that are conducive to
training (such as low employee turnover). This is controlled by a dummy measure of
the presence of at least one union representative in the establishment, given the
expected relationship with training expenses to be positive. Profit sharing can increase
worker training by alleviating hold-up problems, reducing worker separation and
increasing training investment amortisation period (Green and Heywood, 2011).
Therefore, the presence of a profit sharing scheme is controlled by a dummy variable
with a positive expected relationship with training. Furthermore, one variable records
the intensity of competition with which the establishment must face (Pendleton and
Robinson, 2011). Competition is considered intense if the establishment has weak or no
freedom to establish its sale prices. In such a situation, establishments could face
difficulties when investing in training. Thus, the expected relationship of competition
with training is negative. Establishment and firm size are controlled for because earlier
studies indicate that these are important influences on training provisions (Black and
Lynch, 1997; Green et al., 2000; Whitfield, 2000; Hoque and Bacon, 2006), that is, the
amount companies spend on training increases with the size of the establishment. We
also anticipate a positive relationship with companies comprised of several establishments
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because these establishments must train managers and employees to reduce internal
uncertainty and principal agent problems (Erickson and Jacoby, 2003; Hoque and Bacon,
2006). Finally, with industry serving as the reference, dummies are included for the
following sectors: wholesale and retail, transport and services.

Several versions of this model were estimated. To test our first two hypotheses
according to which the presence of ESO and the presence of direct involvement
practices are associated with high levels of training expenses, we initially estimated an
ordered probit model in which the human capital investment measure can take any one
of the five values of the training expenses scale. In this first model, the involvement
variable was the use of at least one involvement practice. The model was then refined to
test not only the presence of involvement practices but also the intensity of the practices
by including a scale variable of the use of involvement practices (0-5 practices) rather
than the presence variable (Model 2). To distinguish between the different types of
involvement practices and thereby test H2a and H2b, we estimated the link between
training expenses and three independent variables: the presence of ESO, the use of at
least one DC practice and the use of at least one UPS practice (Model 3). In these three
models, we expected the coefficient β1 for ESO and the coefficient in the involvement
vector β2 to be positive and statistically significant. In a last step, which tested H3,
we replaced these three independent variables with mutually exclusive variables
representing each possible combination of practices: ESO only, DC only, UPS only, ESO
and DC, ESO and UPS, DC and UPS, ESO and DC and UPS (Model 4). Table I presents
the descriptive statistics of these mutually exclusive variables. The combination ESO
and UPS was excluded from the regression because no establishment uses it. The
combination ESO only is rare (approximately 1 per cent), but it does not seem to be a
problem in the regression models given that the results are similar if we drop the variable
from the regression. This approach, used by Dube and Freeman (2010) in their study
relative to the complementarity of shared-compensation and decision-making systems,
permits the testing of the link between different bundles of practices that establishments
can use to safeguard their investments in human capital and the level of training
expenses. We expected positive and significant coefficients for these bundles as well as a
more marked relationship the most complete bundles.

Findings
ESO and direct involvement as ways to favour high training expenses
H1 was that the presence of ESO is associated with a high level of training expenses.
Table II reports the estimates of Models 1, 2 and 3. In these three models, ESO is always
significantly and positively associated with the level of training expenses (coefficients

Mean Linearised SE

Bundle “ESO only” 0.012 0.004
Bundle “DC only” 0.244 0.014
Bundle “UPS only” 0.034 0.007
Bundle “ESO and DC only” 0.040 0.006
Bundle “DC and UPS only” 0.463 0.016
Bundle “ESO and DC and UPS” 0.083 0.007
Notes: ESO, Employee share ownership; DC, downward communication; UPS, upward problem
solving

Table I.
Descriptive statistics
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significant at 5 per cent but near of 1 per cent). This result strongly supports our H1,
and is also consistent with previous studies that highlight that ESO can be a way of
favouring the development of human capital investments (Robinson and Zhang, 2005;
Pendleton and Robinson, 2011). H2 was that direct involvement practices are associated
with a high level of training expenses. The coefficients of the involvement variables
conform to expectations across all specifications. The presence of direct involvement
practices is strongly significant (1 per cent level) and positively related to training
expenses, as is the direct involvement intensity variable. This confirms H2 that direct
involvement practices are associated with a high level of training expenses. In Model 3,
a distinction is made between DC and UPS. The level of training expenses is related to
downward practices as well as upward practices, with a greater significance and a
greater coefficient for the latter. Accordingly, H2a (relative to DC) and H2b (relative to
UPS practices) are supported by the empirical data.

Not surprisingly, the need to train new employees is associated with the level of
training expenditures. However, as there is no link with the skills ratio, engineers and
managers represent the largest category of employees. While this may seem surprising,
this finding is consistent with the results of previous studies on the subject (Pendleton

Model 1 Model 2 Model 3 Model 4

Employee share ownership (ESO) 0.308** 0.288** 0.319**
Direct involvement (at least one practice) 0.444***
Direct involvement intensity (0-5 practices) 0.246***
Downward communication (DC) 0.332**
Upward problem solving (UPS) 0.438***
Bundle “ESO only” 0.044
Bundle “DC only” 0.124
Bundle “UPS only” −0.086
Bundle “ESO and DC only” 0.477**
Bundle “DC and UPS only” 0.455***
Bundle “ESO and DC and UPS” 0.992***
Skills acquisition o1 month Ref. Ref. Ref. Ref.
Skills acquisition 1-6 months 0.091 0.030 0.048 0.035
Skills acquisition 6 months to 1 year 0.258* 0.213 0.238 0.222
Skills acquisition W1 year 0.343** 0.285** 0.303* 0.291*
Small firm (20-49 employees) Ref. Ref. Ref. Ref.
Medium firm (50-199 employees) 0.096 0.090 0.077 0.088
Quite large firm (200-999 employees) 0.086 0.030 0.080 0.091
Large firm (1,000 employees and more) 0.156 0.013 0.100 0.102
Establishment size (log of employees) 0.197*** 0.176*** 0.182*** 0.178***
One-site establishment −0.090 −0.082 −0.065 −0.073
Skills ratio 0.112 0.124 0.116 0.125
Union representative 0.126 0.148 0.159 0.157
Profit sharing 0.229*** 0.175** 0.196** 0.198**
Competition 0.126 0.158* 0.142 0.150
Industrial sector Ref. Ref. Ref. Ref.
Wholesale and retail −0.208* −0.167 −0.173 −0.171
Services −0.079 −0.044 −0.041 −0.040
Transport −0.092 −0.033 −0.062 −0.056
F 7.56*** 10.42*** 8.60*** 9.05***
n 1,523 1,523 1,523 1,523
Note: *,**,***Significant at 10, 5 and 1 per cent level, respectively

Table II.
Determinants of

training expenses;
ordered probit

coefficients
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and Robinson, 2011). We further note that establishments with large numbers of
employees also have higher training expenses than those with fewer employees. There
is, on the other hand, no link with the size of the firm, which suggests that training
policies are more dependent on the establishment’s characteristics than on the
characteristics of the company. The results do not confirm existing studies that
show the presence of a union is positively associated with the establishment’s
training efforts, but rather, they confirm that profit sharing encourages training
expenses (Green and Heywood, 2011).

The importance of bundling practices
As the results highlight that both ESO and direct involvement are associated with
training expenses and as we expect a complementarity between ESO and direct
involvement, we tested for interaction effects. Accordingly, we re-estimated Models 1, 2
and 3 using additional terms to capture interaction effects between ESO and the
presence of direct involvement (Model 1), ESO and the intensity of direct involvement
(Model 2), and ESO and DC and ESO and UPS (Model 3). None of these interaction
terms was statistically significant. However, as the use of interaction terms does not
capture specific arrangements of ESO and direct involvement practices, we tested the
different combinations of ESO, DC and UPS practices, as did Dube and Freeman (2010),
to test H3 that the use of bundles of practices combining ESO, DC practices and UPS
practices is associated with a high level of training expenses (Model 4). First, it is
remarkable to observe that there is no link between the importance of training expenses
and the use of a single category of practices, whatever its nature. It is only when a
minimum of two categories are used simultaneously that a link exists with training
expenditures. Comparing the results of “ESO+DC” and “DC+UPS” combinations
shows, furthermore, that when associated with DC, UPS practices are more closely
linked to the level of training expenses than is ESO. Finally, the strongest link is
observed when a complete combination, “ESO+DC+UPS”, is used. The results for the
control variables are similar to those of Models 1-3. Computing marginal effects for
the different levels of training expenses (Table III) puts in light that bundles
composed of at least two kind of practices are linked negatively to low levels of
training expenses and positively to high levels of training expenses. Furthermore,
focusing the analysis on high levels of training expenses, the marginal effect of the
“complete” bundle “ESO and DC and UPS” appears larger than those of the other
significant bundles. This model that integrates bundles of practices strongly
supports H3 and points to a gradual process, or an increased complexity, in the
combined use of ESO and non-contractual mechanisms linked to the level of
training expenses. These results suggest, in particular, that while ESO can be

Less than 1.5% 1.5-2% 2.1-3% 3.1-4% More than 4%

Bundle “ESO only” −0.010 −0.006 0.004 0.005 0.008
Bundle “DC only” −0.029 −0.019 0.011 0.014 0.023
Bundle “UPS only” 0.022 0.011 −0.008 −0.010 −0.014
Bundle “ESO and DC only” −0.094*** −0.092* 0.022*** 0.053** 0.110*
Bundle “DC and UPS only” −0.159*** −0.096*** 0.057*** 0.076*** 0.123***
Bundle “ESO and DC and UPS” −0.157*** −0.202*** −0.001 0.087*** 0.273***
Notes: Results for other variables omitted. *,**,***Significant at 10, 5 and 1 per cent level, respectively

Table III.
Determinants of
training expenses;
marginal effects for
different levels of
training expenses
(in percentage of
the payroll)
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considered as a means to manage potential hold-up problems associated with
training expenditures, ESO is only effective when direct involvement practices
are also being implemented.

Discussion and conclusions
Drawing on a theoretical background underlying the use of ESO to favours
investments in human capital, rather than to serve as a motivational and incentive tool
(Blair, 1995; Ben-Ner et al., 2000; Rousseau and Shperling, 2003), the first key question
of the paper was whether ESO offsets high levels of training expenses in France. Our
results are consistent with studies conducted elsewhere (e.g. in Great Britain) (Robinson
and Zhang, 2005; Pendleton and Robinson, 2011) and suggest that whatever the legislative
and fiscal framework, ESO favours training expenses because managers anticipate that
ESO reduce the risk that employees will leave the company after employer-provided
training sessions. Given that the financial gain for employees linked to ESO differs among
different institutional contexts, as the “voice effect” of ESO, our results highlight the
psychological dimension of ESO (Klein, 1987), or more specifically, the intrinsic
satisfaction generated from owning shares (Pendleton et al., 1998).

The second key question was whether ESO is efficient per se or whether bundling ESO
and direct involvement practices has more positive results. Due to the use of bundles of
practices linking ESO and direct involvement in empirical methods (Dube and Freeman,
2010), our results emphasise the complementary nature of ESO and direct involvement
practices and provide novel findings that advance our knowledge of the relationship
between ESO and training. Indeed, our results diverge from those of Robinson and Zhang
(2005), who emphasise the specific role of ESO. First, ESO is only effective in favouring
training expenses if it is combined with direct involvement practices. Second, the results
shed light on a progressive approach. The complete combination (ESO, DC and UPS) is
more significantly linked to training expenses and has a higher coefficient than less
elaborate combinations that include only two of the three categories of practices. Thus,
the more the firm invests in training, the more it uses a multitude of practices to
encourage employees to commit during their own training, use acquired skills and remain
loyal to the firm. These results echo those of Kato and Morishima (2002) in their study of
productivity whereby they concluded that gains in productivity are insignificant when
a single form of involvement coexists with ESO. More broadly speaking, our results
confirm the interest of studying ESO not only as an independent practice but also when
linked to other HR practices organised in coherent bundles (Ben-Ner and Jones, 1995;
Levine, 1995; Poutsma et al., 2006; Dube and Freeman, 2010).

Inevitably, our study has some limitations. While REPONSE has many of the key
qualities that are desirable for such an analysis, there are attributes that are less
desirable. This particularly applies to the cross-sectional nature of the data set and the
broad definition of share ownership used in the survey questionnaire. As in any
cross-sectional study, there is a potential for reverse causality. The theoretical framework
suggests using bundles of practices that incorporate ESO and direct involvement
practices favours the development of human capital investments, but it is also possible to
envisage that investments in training are a necessary consequence of a choice by the
employer to implement a high-involvement work system that requires significant
employee skills (MacDuffie, 1995). A longitudinal study would offer a chronological
analysis of events as well as a better demonstration of causality links. Thus, the results
should be perceived as indicative of the need for further more focused research rather
than being interpreted as definitive in their own right.
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Our results have substantial implications for both policy making and academic
research with respect to ESO. While physical assets are decreasing, human capital
appears to be a source of competitive advantage and a resource for efficient
strategies. Policy initiatives to promote companies’ investments in training must
take into account that, given its potential effect on employees, ESO favours training
expenses. Attention should therefore be given to the fiscal framework of ESO plans.
These findings also have implications for HR managers as the organisational
characteristics conducive to employer-provided training are identified. From an
academic perspective, this paper reflects a growing awareness that human capital
development and ESO plans may be related and that this relationship may be a more
compelling explanation for share ownership plans than the standard agency story
(as suggested by Sengupta et al., 2007; Pendleton and Robinson, 2011). To our
knowledge, this is the first empirical study to inform on the complementarity
between ESO and direct involvement to favour human capital development. As the
data set used for this study predates the economic crisis, it could be interesting
to replicate the empirics in order to test the stability in this result regardless of
the economic context. Moreover, as the sample consist in French establishments, it is
important for academics to determine whether this complementarity between ESO and
direct involvement in the development of human capital investments exists in other
countries and other institutional contexts. This is a promising line of inquiry for future
studies on ESO.
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Description Mean
Linearised

SE

Training expenses Training expenses (percentage of establishment’s payroll) (1-5) 2.760 0.049
Employee share
ownership (ESO)

Employees hold shares of the company (0,1)
0.134 0.012

Downward
communication (DC)

Use of at least one of the following: company newsletter to all
employees, regular team briefings (0,1) 0.826 0.016

Upward problem
solving (UPS)

Use of at least one of the following: briefing groups, quality
circles, suggestion boxes (0,1) 0.582 0.019

Direct involvement Use of at least one of the following: downward communication
practices, upward problem-solving practices (0,1) 0.868 0.014

Direct involvement
intensity

Number of direct involvement practices used (0-5)
2.033 0.050

Skills acquisition
o1 month

A new employee needs less than 1 month to do his job as well as
an established employee (0,1) 0.116 0.012

Skills acquisition
1-6 months

A new employee needs between 1 and 6 months to do his job as
well as an established employee (0,1) 0.261 0.017

Skills acquisition
6 months-1 year

A new employee needs between 6 months and 1 year to do his job
as well as an established employee (0,1) 0.263 0.017

Skills acquisition
W1 year

A new employee needs more than 1 year to do his job as well as an
established employee (0,1) 0.360 0.018

Small firm Establishment belongs to company with 20-49 employees (0,1) 0.418 0.019
Medium firm Establishment belongs to company with 50-199

employees (0,1) 0.266 0.016
Quite large firm Establishment belongs to company with 200-999

employees (0,1) 0.143 0.011
Large firm Establishment belongs to company with 1,000 employees

and more (0,1) 0.172 0.013
Establishment size Establishment size (log of employees) 4.056 0.027
One-site
establishment

The company has only one establishment (0,1)
0.557 0.019

Skills ratio Managers and engineers are the most numerous category
of employees (0,1) 0.109 0.011

Union representative There is at least one union representative in the
establishment (0,1) 0.347 0.017

Profit sharing Employees are covered by a profit sharing plan (0,1) 0.582 0.018
Competition The flexibility of the establishment to set its sale price is low or

zero (0,1) 0.727 0.017
Industry The establishment operates in the industrial sector (0,1) 0.410 0.018
Wholesale and retail The establishment operates in the wholesale sector (0,1) 0.220 0.015
Services The establishment operates in the services sector (0,1) 0.282 0.017
Transport The establishment operates in the transport sector (0,1) 0.088 0.012

Table AI.
Definition of
variables and

descriptive statistics
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