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The PEPPER IV Report

In 2008/9 the PEPPER IV Report
 for the first time provides an overview on employee participation in its entirety in all member and candidate countries of the European Union. Furthermore, it offers comprehensive empirical data on employee participation in the 27 EU member and two candidate countries, its significance in economic practise; legal obstacles, and future possibilities. The Report consists of three complementary basic components that build on each other:

· Description of the legal environment, fiscal or other incentives and social partners attitudes in country profiles;
· Benchmarking financial participation, i.e., the scope and nature of financial participation schemes against the background of the country profiles;

· Comparative Analysis of the national policies and characteristics that affect the environment for financial participation, providing a contextual frame of reference for each single profile.

The PEPPER Reports analysed schemes promoted by the European Union. These were all company level, broad-based plans dependent on company performance (at the same time not excluding participation in company assets). Thus gain-sharing, irregular cash-based profit sharing, share option schemes not broadly based and executive stock option schemes were excluded. 

Summary of the results

Two decades after the first PEPPER-Report employee financial participation (EFP), though slow to take off, has picked up surprising momentum: The PEPPER IV Report in 2009 presents conclusive evidence, regardless of the data source, that the past decade has seen a significant expansion of employee financial participation in Europe. This is true of both profit sharing and employee share ownership, although profit sharing is more widespread. Between 1999 and 2005, broad-based share ownership schemes increased from 13% to 18% and profit sharing schemes from 29% to 35% (CRANET Data, weighted averages for all countries included in both samples). Despite of this positive trend, it seems that financial participation has been extended to a significant proportion of the working population in only a handful of countries. 

Summary of the Recommendations:

Against this background there are five policy areas which call for further action: 

1. 
Promoting PEPPER Schemes at the National Level

Postulate of the Commission – Access to financial participation schemes should in principle be open to all employees and must be a complement to, not a substitute for, existing pay systems – further concrete policy actions to extend broad-based schemes are called for.

State intervention and participation – Proposals: increasing financial participation in subsidised firms as a quid pro quo for state help (e.g., New Opel); supporting financial participation through the lending activities of banks that receive state guarantees, e.g., financing employee buy-outs.
2. 
Developing a Common Model for Financial Participation across the EU

Promoting a European model – The modular „Building Block Approach“, presented 2008 in the commission-financed study “Financial Participation for a New Social Europe” (DE/FR/EN/IT, preface Hans-Gert Pöttering) contains the framework of a corresponding strategy.
Implementation of the Lisbon-Strategy – Financial participation enhances the competitiveness of European companies anchoring them in the regions, increasing the productivity and promoting sustainable development. Its function of an entrepreneurial instrument should be stressed. 

3. 
PEPPER Schemes for SMEs: Employee Stock Ownership Plans (ESOPs)

Avoiding additional risk for employees – Although employees, as in other share schemes, are encouraged to allot part of their wealth into the shares of the employer firm, resulting in concentrated risk, there is a fundamental difference: ESOP debt is funded by appropriately timed contributions from the firm to an employee trust. Thus the scheme provides an additional benefit to basic wages. The employee’s salary remains unaffected.

A Concept for Business Succession in SMEs – The Employee Stock Ownership Plan, as a trusteed collective capital participation scheme provides a vehicle for business succession which has been successfully implemented for over 50 years in the U.S.

4. 
Promoting PEPPER Schemes through Tax Incentives

Effective tax rates – In spite of the difficulty of their implementation at the European level, tax incentives remain powerful tools for enhancing and broadening financial participation. To assess best practise comparing different tax regimes “effective tax rates” for certain assumptions (income, family situation, portfolio development) need to be developed.
Using optional tax incentives – Tax incentives are not a prerequisite to financial participation schemes but they effectively promote financial participation in countries where they exist. Provided that they are granted voluntarily conflicts at the national level can be avoided. 

5. Informing Governments and Policy-Makers about the PEPPER Initiatives

Promoting employee financial participation throughout the EU - The development of financial participation schemes across the EU is strongly influenced by national policies, in particular by the availability of an appropriate legal framework, tax incentives and other financial advantages. The Commission could disseminate information and proposals on this subject as a continuation of earlier initiatives in this area.
Coping with the data deficit - In line with prior Commission activities a Community initiative should launch an EU wide, comparative, focused survey of financial participation. Since no cross country data focussed on financial participation is available at present, the PEPPER IV benchmarking is a compromise intended to cope with the existing data deficit without undertaking a new survey.
� The Commission funded project closes the gap between PEPPER I/II (1991 EU12 / 1997, EU15) and PEPPER III (2006 10 New Member and 4 Candidate Countries) that currently prevent a full profiling of financial participation policy and practice and rolls out the benchmarking indicators developed by the European Foundation for the Improvement of Living and Working Conditions.





