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1 INTRODUCTION

In the modern era of economic capitalism, young people face challenges that
often make it difficult for them to find stability and overall satisfaction in the
sphere of economy and work. As individuals, socio-economic security in the
labor market is important for overall well-being. It is also important to offer the
possibility of democratic and sustainable frameworks that allow people to
participate more equitably in the economy and consequently in society. But
what makes the contemporary economic system less sustainable, especially for
the youth? One important context lies in the concept and practice of business
ownership.

Nowadays, most companies are private, with one or a handful of (private)
owners. While employees make income through their wage labor, for the benefit
of the company (and the owners), they are generally left out of the decision-
making process. We can say that the economic sphere is in most cases
undemocratically organized. We are going to argue throughout this text that
economic democracy can offer a key not just to a more equal and democratic
organization of companies, but also, as studies show, leads to greater
productivity and job satisfaction.

As suggested by Johanisova and Wolf (2012), economic democracy means ‘a
system of checks and balances on economic power and support for the right of
citizens to actively participate in the economy regardless of social status, race,
gender, etc.”. It shows that the process of economic democratization would
therefore include two dimensions: a more equal distribution of economic goods
and social wealth and secondly, democratizing relations and governance in the
economic sphere (Kanjuo Mréela, 2010). In the case of youth businesses, the
importance of implementing economic democracy is even more apparent
because of the greater unpredictability of the labor market in the last period (as
the global economic crisis of 2008, the impact of the COVID-19 crisis on the
economy, etc.). As young people are one of the more vulnerable groups in the
labor market, economic democracy within a sustainable youth
entrepreneurship framework is not only desirable but is becoming necessary.

Youth entrepreneurship is also characterized by the vitality, innovation, and
unique ability of young people to connect new ideas with economic
development and social progress. Young entrepreneurs contribute to the
economy through their willingness to take risks, create new jobs, and run a
variety of businesses ranging from technology start-ups to social enterprises.
Despite facing financial constraints and lacking experience, young
entrepreneurs can also drive innovation and economic growth, as their
motivation extends beyond financial gain, as they are often driven by a passion
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for a particular field or a desire to make a social impact. Globally, two in five
youngsters see social impact as one of the deciding factors for their
engagement (OECD 2022).

Employee ownership is one of the fundamental mechanisms for establishing
economic democracy in a company. On the one hand, employees are in this
case subject to a more equitable distribution of profits and on the other hand
are also in the position of active participation in the decision-making process.
However, the problems in establishing an employee ownership system are not
only from the organizational-material characteristics of the modern economy
but also from the cultural level. The concept of ownership is fluid and is
established based on the ruling ideology in the social system (Kanjuo Mr&elq,
1999). For this reason, understanding ownership and learning about ownership
culture is besides organizational and legal restructuring necessary to
democratize the sphere of economics. This is important especially for younger
generations as they are the most relevant for shaping the future of work.
Nowadays, youth are increasingly involved in alternative forms of participation
for social change and impact, forcing the entrepreneurial, civil society, and
social economy sectors to transition from hierarchical to more participatory,
networked, and diverse governance and representation (SALTO 2019).

There are several forms of employee ownership, ranging from cooperatives
and collective ownership to kibbutzim and workers’ funds. One of the more
successful and sustainable employee ownership models is the Employee Stock
ownership Plan (ESOP). It is a leveraged buyout mechanism through which
employees can partly or (eventually) fully buy out the company they work for.
They do this through a separate legal entity that owns shares in the company on
behalf of the employees. The model was first established in the 1970s in the USA
where ESOP businesses now cover roughly 10% of the private workforce. European
countries also developed several employee ownership models like the US ESOP.
In the UK for example, the Employee Ownership Trust (EOT) was legislated in
2014 and is similar to the ESOP mechanism with few exceptions.

Some other successful supportive public models in Europe include “Marcora” in
ltaly, “Sociadades Laborales” and ‘Pago Gnico’ (single payment) mechanism in
Spain, and Le FCPE de Reprise in France. In this text we are going to present all
these models, however, our focus is going to be “European ESOP”, which was
developed by members of “The Institute for economic democracy”, from
Ljubljana, Slovenia, and is formed based on the US ESOP with some improved
features of the US ESOP. The process of the pilot implementation of the European
ESOP has been happening in Slovenia since 2020, making the model suitable for
the Slovenian economy and with some minor adaptations for other European
countries as well. (Ellerman, Gonza and Berkopec, 2022)
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As indicated in the introduction, the publication will first present the challenges
for the younger population in the contemporary economic sphere. The concept
of economic democracy will then be introduced in more detail, with a major part
devoted to an analysis of the implications it has for employees, wider society, the
environment, and sustainable development. Later on, we will look at the term of
employee ownership, where, among other things, different models will be
presented. Later the ESOP model will be analyzed in more depth finishing with a
presentation and analysis of field research results, of both partner organizations
in the project: the Organization for Social Innovation ARNO from Skopje, North
Macedoniag, and the Institute for Economic Democracy from Ljubljana, Slovenia.

The two main purposes of this publication are to spread awareness about
economic democracy and the benefits of employee ownership. We are going to
do this by presenting some international research and data on the benefits of
worker ownership models on individual employees, business owners, and
societies. Besides this, the second goal is also to find out, with statistical and field
research, in Slovenia and North Macedonia, what are basic sensitivities,
knowledge of the topic, how social entrepreneurs, IT company owners, young
entrepreneurs, and also the broader private business community is aware of the
advantages that the specific model of employee ownership, "European ESOP"
offers, and if there is a favorable or unfavorable inclination of bossiness owner
and employees towards employee ownership models.

2 CHALLENGES FORYOUTHIN THE CONTEMPORARY ECONOMIC SPHERE

2.1. The problems of the young generation in the modern labor market

Young people are one of the vulnerable groups on the socio-economic
spectrum’, which is why their position in the modern labor market is often
unstable. Youth unemployment and unequal opportunities are just two of the
many challenges that the younger population faces. How to successfully adapt
to the economic system that follows the goal of creating primarily financial
profits? Within such a system effort to live a decent life is conditioned by the
rhythm set by the “free market”, and not predominantly by the needs of
individuals, society, or the environment. However, within the system of economic
capitalism itself, which we already mentioned is non-democratic, there is a
growing number of institutions that are becoming increasingly more
democratically organized and influential.

First, we would like to define an age group we are primarily going to focus on in
our research, which is also a social group due to its specific socio-material

' Read more at Government of Slovenia: https:/ /www.gov.si/teme/ranljive-skupine-na-trgu-dela/
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conditions. The International Organisation of Cooperatives in the Industry and
Services (CICOPA) conducted a global study (2018) about youth cooperative
entrepreneurship? They define “the youth” as a group of people aged between
18 and 35. The explanation behind this is connected to the social changes
caused by globalized modernization and the needs of the capitalist market.
Thus, the interpretation assumes social changes (e.g. longer schooling because
of rising prosperity in recent decades) which have extended the period of
transition of young people into the labour market. The UN, however, defines
‘youth’, as persons between the ages of 15 and 24 years old, indicating that
socio-economic variables are excluded from this definition. When considering
young people in the economic sphere, we are going to follow the CICOPA
definition, hence consider youth all individuals aged between 18 and 35 years.

As CICOPA’s research suggests, the International Labour Organisation (ILO)
estimated that in 2017 the global unemployment rate was 5,8%, while the global
youth unemployment rate was 13,1%, more than double the total unemployment
rate at the time. However, labor market challenges intensified during and after
the COVID-19 crisis, with younger generations suffering the most in social and
economic terms. Those aged between 15 and 24 (UN's definition for ‘youth’)
experienced a much higher percentage of loss in employment compared to
older generations (ILO, 2022)3.

» Unemployment rate for youth and adults (%), 2006-

2023
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Source: ILO modelled estimates.

Figure I. Source - ILO, 2022.

2 https://www.cicopa.coop/publications/in-a-changing-world-of-work-cooperatives-provide-work-security-
and-meaningful-jobs-to-young-people-new-study-shows/ (Accessed: 4. August 2024)

3 https://webapps.ilo.org/wecmsp5/groups/public/---dgreports/---dcomm/--
publ/documents/publication/wcms_853329.pdf (Accessed: 4. August 2024)
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Another problem affecting young people is that the quality of their jobs (in terms
of salary and participation rights) is lower compared to older generations,
leading to a higher risk of poverty. As ILO (2022) projects, young workers are twice
as likely to live in extreme poverty. The main reason for this difference is the wage
difference between the youth and adults. Despite having a job, many young
people live in poverty as their salaries often do not meet the criteria for a decent
living. Their participation in the labour market is crucial for normal operations
and even the existence of the companies, however, they are too often being
exploited for the prosperity of those who own the means of production and
control the decision-making process. (CICOPA, 2018).

One more key change is to provide quality employment for the youth, as it is
functional for society to reduce poverty and socio-economic inequality between
people as much as possible. This can only be achieved if the level of economic
democracy is raised, as the number of people involved in decision-making
needs to be higher to ensure that everyone's interests are observed. In this
context, we believe it is necessary to involve labour market actors (including
young people, who are in most cases the least influential) in decision-making
processes in companies as well as institutions (public institutions, political
bodies, banks, financial institutions, and educational institutions, etc.) and in
profit-sharing (in the context of fairer distribution).

2.2. Young Workers as Co-Owners

A possible solution to mitigate poverty and income inequality between young
people and other actors in the labour market would be to implement principles
of economic democracy in enterprises. This would make it easier for young
people to find employment, while at the same time increasing the potential to
reduce inequalities, due to the decision-making process, since as co-owners
they could also actually co-manage and enjoy more rights in the distribution of
profits.

Young workers employed in companies where they are also co-owners are, on
average, in a better economic position than young workers in companies with a
non-democratic ownership structure. There is a strong correlation between
employee ownership and workers’ economic well-being. Research made by the
National Center for Employee Ownership (NCEO, 2017) showed that among
workers aged between 28 and 34 who are employee-owners, 92% have a
higher median household wealth, 33% higher income from wages, and 53%
longer median job tenure compared to workers who are not employee-
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owners.” This data suggests that employees as co-owners tend to earn more
and also have significantly stronger job stability.

MEDIAN HOUSEHOLD NET WORTH OVER TIME
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Figure 2: Source - NCEQ, 2017.

Improving the employment situation of young people requires first
understanding the reasons why the system is not supportive of them, and then
finding appropriate models that can reduce or eliminate the problems.
Globalization and technological advances have restructured the field of work
and changed the notion of standard employment. Through standard work,
workers have in principle enjoyed greater labour rights with greater job security.
But neoliberal processes such as deregulation and tax cuts, with a “profit-above
all” mentality, have changed the notion of work and the individual in the
production process. The development of non-standard employment has
increased, especially among young people, allowing for a flexible workforce that
suits employers. Non-standard employment can be temporary employment,
part-time, on call, or multi-party employment relationship (CECOP, 2019). A trend
that has also developed is youth self-employment, through which financial
stability is rarely achieved.

According to CICOPA’s report (2018) young people “need to find solutions that
the labour market is no longer capable of providing”. Through their research, it is
possible to grasp the values and principles, such as social responsibility, sharing
risks, and equality by the youth joining or creating cooperatives. The report
suggests that cooperatives can be more stable institutions providing a degree
of job security, are more successful in overcoming inequalities, are more resilient
to the challenges of the market, represent both urban and rural areas on a
relatively equal footing, and, most importantly, allow people to participate to a
greater extent in decision-making and the distribution of profits. Cooperatives
are therefore a legal form able to introduce elements of economic democracy.

4 https://www.ownershipeconomy.org/wp-
content/uploads/2017/05/employee _ownership_and_economic _wellbeing_2017.pdf (Accessed: 4. August
2024)
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3. THE CONCEPT OF ECONOMIC DEMOCRACY AND ITS ADVANTAGES

There are several definitions and conceptions of economic democracy and as
the previous chapter suggested implementing economic democracy in
companies through employee ownership can contribute to more positive
outcomes for the company itself and the individuals. Looking at the bigger
picture, however, it can be pointed out by several examples (e.g. the Mondragon
cooperative) show that the implementation of democratic practices in
businesses enables the economic sphere to organize itself more fairly and
holistically, contributing to the local community and wider society through
sustainable action, while being responsible towards the environment. These
examples are presented further in the text.

If we turn to the concept of economic democracy. As Kanjuo-Mréela (1999)
points out, economic democracy would primarily mean two things: an equal
distribution of economic goods or social wealth; and a form of governmentin
the economic sphere (in economic units - enterprises). Let us explain each
characterization separately.

The first concept implies fairness and equality in the distribution of the social
wealth created, Wealth is created by all the actors in the production process
(with workers playing a special role because of the surplus value they produce).
The equal distribution of economic goods or social wealth can be ensured
through various forms of financial participation, such as shareholding, employee
profit-sharing, cooperatives, workers' enterprises, etc. The second part points to
a form of governance highlighting the democratic nature of relations and
modes of governance in the economic sphere. The key aspect here, then, is that
employees are involved in the decision-making processes of firms.

So, on the one hand, economic democracy means a fairer and more equal
distribution of ownership of the means of production and, at the same time,
of the wealth created in the production process (the legitimacy for it lies in
the fact that all actors in the production process contribute to it). On the other
hand, economic democracy is also the democratic management of a
company, where all employees have the possibility of co-management.
(Kanjuo-Mreela, 1999)!

Gostisa (2017) offers a slightly different conception of economic democracy,
arguing that it is an idea based on “the necessity of a gradual and ultimately
comprehensive and complete systemic equalization of the position and rights
of the holders/owners of labour, i.e. human capital, and the owners of financial
capital’. The former can be understood as workers, usually the majority of
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employees, while the owners of financial capital are generally also the owners of
companies in general. However, equalization can be seen as a fully equal
sharing of corporate rights, including a (co-)management of (co-)profit-
sharing, based on the actual contribution to the company’s business results. This
implies the surplus value created by workers, which must ultimately also be fairly
remunerated and guaranteed in a bundle of management and decision-
making rights. Economic democracy does not only mean the democratization
within companies but also the democratization of the whole economic sphere
of society. According to the author, the wide implementation of different and
efficient forms of economic democracy is not only desirable but also necessary
because the contemporary system is economically inefficient (at least
optimally) and socially and environmentally harmful. (Gostiga, 2017)°

3.1. Main Advantages of Economic Democracy

The effects of a democratically organized system both internally within the
companies, as well as its implications for the whole socio-economic system.

e Material benefits for individuals in the form of higher salaries for
employees. Research shows workers in employee-owned businesses tend
to earn more over time compared to those employed in conventional
companies who receive only salaries. Income is also distributed more fairly
which contributes to reducing wealth inequalities.®

EMPLOYEE OWNERSHIP AND WAGE INCOME OVE
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Figure 3: Source - NCEQ, 2017

5 Gostisa, M. (2017). Ekonomska demokracija v 21. Stoletju. SCID - Studijski center za industrijsko demokracijo,
Kranj.

® https://www.ownershipeconomy.org/wp-

content/uploads/2017/05/employee _ownership_and_economic _wellbeing_2017.pdf (Accessed: 4. August
2024)
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Research made by the Democracy at Work Institute (2021) showed that
employee-owners on average earn more compared to their earnings at their
previous job.’

How does your pay at your current job compare to pay at your
last job? (n=878)

Somewhat better or much better s
x e 52.4%
at current job
Abaut the same at current and - 19.4%
previous job T
Somewhat worse or much worse - 28.3%
at current job o

Figure 4: Source - Democracy at Work Institute, 2021

* Increased motivation for employees in democratically organized business.
Employees who have a say in company decision-making can be more
motivated and satisfied at work, which can lead to greater productivity and
company performance. Owners’ logic gives employees a higher sense of
belonging to an economic entity and potentially principal care for what is
owned by them. Consequently, that boosts motivation to work in an
organization that is fairly providing them with the outcomes of their work.

o Higher general job satisfaction. Employee owners are generally more
satisfied with their jobs compared to those not included in the decision-
making process or active ownership structure. Some of the most relevant
factors include higher job stability and security benefits for their psychological
well-being, contributing to motivation and quality of work. Consequently, work
effort is higher if employees are actively involved in ownership. Higher job
satisfaction is also led by different benefits that are included in democratically
organized enterprises (such as flexible work schedules, higher guarantee for
health insurance, paid maternity or paternity leave, etc...)

7 https://resultsdamerica.org/wp-content/uploads/2019/12/Impacts-of-Economic-Democracy.pdf (Accessed: 4.
August 2024)
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Figure 5. Source - Democracy at Work Institute

Democratic accountability in democratically organized companies, means
higher awareness and decisions based on transparency and by the majority
rule. Accountability is also understood through the perspective of
responsibility towards the company, employees, customers, and the
environment.

Creating quality jobs benefits not only those who work in democratically led
companies, it also provides the firms with better quality and more stable
workplaces.

As research shows, increased productivity is one of the most visible
differences in democratically organized companies compared to
conventional ones. Due to employees’ higher well-being, better pay,
community resilience and commitment to net zero (and other positive
characteristics) employee-owned businesses tend to perform much better
in the open market competition.®

Developing a democratic culture. The principle of economic democracy is
also to promote employee participation in decision-making and
management in companies, which builds a unique organizational culture
that is democratic. In addition, democratic culture can also be reproduced
externally, especially in terms of the transformation of existing thought and
public policy.

8 For example, the research in the UK made by the University of Stirling (2023) demonstrates that firms with
implemented democratic principles (employee ownership) outperform conventional businesses with 8-12 %
productivity boost. https://www.stir.ac.uk/news/2023/10/new-data-shows-employee-owned-businesses-
deliver-an-8-12-productivity-boost/ (Accessed: 4. August 2024)
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Economic democracy helps create a more equal society by allowing people
to manage the wealth created in society. At the same time, it contributes to

reducing income and, consequently, social inequality.

Promoting sustainable local development. By anchoring businesses in their
home environment, responsible ownership models can play an important
role in building local communities. Since companies contribute more to the
local community both in terms of supporting local culture, and sports and
the very sustainability that they reproduce. Sustainable planning
strengthens not only the company itself but also the local community,
sharing awareness that the company is responsible for the population and
the environment, at least in the area where it is located. Another aspect is
the safeguarding of national sovereignty, since democratically regulated
companies, by their geographical and socio-economic location in the local
community, guarantee that the company will remain in a certain area, where
it pays pay taxes and will not seek to relocate to countries with lower taxes
or cheaper labour.

4. EMPLOYEE OWNERSHIP — OWNERSHIP CULTURE AND FORMS

4.1. The concept

The concept of employee ownership is one of the key mechanisms in the
establishment of economic democracy in a company. It's a legal and social
form of a company in which the majority of employees hold a significant share
of the company. For a more comprehensive understanding of the concept of
employee ownership, we are going to highlight some characteristics of
employee-owned businesses that have been identified through an analysis of
international best practices. (Juri and Gonza, 2024)°

The psychological aspect of employees holding a significant share of the
company is that employees create the basis for a culture of ownership and
their voice in co-determination.

Another important point is that involvement in ownership is not
discriminatory. This means that the design of ownership structure in a
company should not depend on the ‘more’ or ‘less’ important employees or
the financial capacity of individuals but should be as inclusive as possible.

Employee ownership must be established sustainably, because on the one
hand, successful (being sustainable and long-term) models prevent
“ownership leakage” when workers leave the company, and on the other

® https://ekonomska-demokracija.si/wp-content/uploads/2024/04/ prirocnik-rls-2024.pdf (Accessed: 4. August

2024)
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hand, when new workers arrive, it should be easy to integrate them into
ownership.

e Ownership must be distributed fairly among employees in the sense that
pay differentials (which in democratic organizations are also organized
more equally and fairly) between employees must not be a condition for
access to profits, differences in capital value, or access to decision-making
resources.

Since employee ownership is one part of the practical implementation of
economic democracy, employee-owners, therefore, benefit from a fairer
distribution of profits and are given a more active role in the decision-making
process. It can be clearly seen how the concept of employee ownership fits, into
the notion of economic democracy that we have developed in the previous
chapter.

4.2. Ownership culture

Understanding ownership is one of the key components in building the
mechanisms that structure a company towards employee ownership and
contribute to the success of an organization.

Ownership culture is about shared knowledge, transparency, effective
communication, and enabling employees to work together to achieve better
results and a better workplace. Cultivating a culture of ownership means that
every employee understands how his or her work impacts the whole company.
It involves greater accountability, commitment, and collaboration between
employees. It is therefore also worth highlighting some of the main benefits of a
strong and sustainable ownership culture:

e It builds greater commitment and motivation among employees. A feeling
that the company is theirs too, and thus goes beyond financial ownership.

e Overall, greater employee commitment leads to higher productivity and
overall better business performance.

o Higher job satisfaction translates into lower turnover rates, which also
reduces recruitment and training costs.

o If employees feel ownership, they are more likely to suggest improvements
and innovations that can benefit the company. They are oriented towards
finding long-term solutions because they are involved in the future of the
company.

e Improving employees’ financial literacy so they can make informed
decisions about the future of the company.
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¢ Openbook management - a strategy that promotes transparency and trust
and enables employees to understand more complex aspects of the
business, encouraging collaboration and informed participation.

True ownership goes beyond owning shares in a company. It is about cultivating
a sense of belonging, pride, and shared achievement. This is why it is important
also for youth enterprises to enter or build a strong and sustainable ownership
culture, as in general young people mostly lack the financial leverage or
economic power to co-manage the economy through financial ownership.

4.3 Different formats of employee ownership

There are several types and forms of employee ownership, and we will highlight
three main formats: shareholder ownership, common ownership, and collective
ownership. Share ownership can be classified as its own branch of employee
ownership, while common and collective ownership differs mainly in their
inclusiveness. In the more detailed description below we will also see why.
(Kanjuo-Mré&ela, 1999)®

o Shareholder ownership is inclusive of employee ownership to a certain
extent. Co-owners (shareholders) are not necessarily employees, nor are the
employees necessarily co-owners (shareholders). A shareholder is a person,
company, or institution that owns at least one share of a company’s stock or
a share of a mutual fund. Shareholders essentially own the company, which
comes with the right to share in the profits. If a company is successful,
shareholders benefit from increased stock valuations or profits distributed
as dividends. Shareholders also have the right to participate in corporate
elections. Conversely, when a company loses money, the share price drops,
which can cause shareholders to lose money. Shares can be sold on open
regulated markets.

e Common ownership is inclusive because all members of society are
essentially owners of an economic unit. It can also be defined as social
property, since at least de jure, everyone has the right to own the means of
production. As an example, consider the constitutional regime of common
(social) property in the Social Federalist Republic of Yugoslavia, where the
legal definition had the elements of prohibition of any exploitation of workers
and the right to property acquired through labour. In reality, things were
more complex.

10 Kanjuo Mréela, A. (1999). Lastnistvo in ekonomska demokracija. Fakulteta za druzbene vede.
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Collective ownership is inherently exclusive since it is owned by a specific
collective (it can be the state, a municipality, a cooperative, a family, etc.).
Thus, only a specific and rounded group of people have ownership rights
over an organization, or in our case more precisely, over a company, while
all other members of society are excluded from this ownership. However, this
is still a purely democratically regulated ownership structure, as in the reality
of the existing political-economic system, it is easier to ensure governance
processes in organizations with collective rather than social ownership. The
most widespread forms of collective ownership are state ownership and
cooperatives. It is co-operatives and similar forms of employee ownership
that many progressive economists and academics also see as the most
appropriate way forward for the overall development of economic
democracy (US OCDC, 2007). Although there are many different forms of
collective property (that are like cooperatives) around the world, such as
kibbutzim, keiretsu, and worker funds, cooperative organizations are still the
most widespread and efficient when we talk about collective ownership. An
example worth mentioning here is Mondragon Corporation a corporation
and federation of co-operatives located mainly in the Basque country. It is
also known to be the world’s largest co-operative and certainly one of the
most successful. Their management and operational activities are based on
solidarity, interoperation, social responsibility, democratic organization, and
sustainable awareness.

Different formats of employee ownership tell us how and to which extent
economic democracy is being practiced in enterprises.

Eras
prog

Employee Stock Ownership Plan (ESOP):

o Description: A retirement plan that allows employees to become
partial owners of the company through stock ownership.

e How It Works: The company sets up a trust fund into which it
contributes new shares of its stock or cash to buy existing shares.
Employees then receive shares in the trust based on their tenure and
compensation.

o Benefits: Provides retirement savings and a stake in the company’s
success. Employees may also benefit from favorable tax treatment.
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Stock Options:

Description: Employees are given the right to purchase company stock
at a predetermined price (exercise price) within a certain period.

How It Works: Options typically vest over time, meaning employees
must stay with the company for a period before they can exercise their
options. If the company’s stock price rises above the exercise price,
employees can purchase shares at a lower price and potentially profit.

Benefits: Offers the potential for significant financial gain if the
company's stock price increases.

Employee Stock Purchase Plan (ESPP):

Description: Allows employees to buy company stock at a discount,
usually through payroll deductions.

How It Works: Employees contribute to a fund through payroll
deductions, which are used to purchase stock at a discount (often up
to 15%) at regular intervals.

Benefits: Provides employees with an opportunity to acquire company
stock at a favorable price and can be a way to build long-term wealth.

Direct Share Ownership:

Description: Employees purchase company shares directly, often
with the opportunity for discounted or preferential pricing.

How It Works: Employees buy shares on the open market or through
company-offered purchasing plans, often with special terms.

Benefits: Allows employees to invest in the company and potentially
benefit from its financial success.

M@vj_T s | ) ll |
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Cooperative (Worker Cooperative):
o Description: A business owned and self-managed by its workers.

e How It Works: Each worker-member has an equal say in decision-
making processes and typically shares profits equally or according to
a pre-determined formula.

o Benefits: Promotes democratic control and can align workers'
interests with the success of the business.

Each format has different implications for taxation, financial risk, and employee
motivation. The best option depends on the company's goals, financial situation,
and the desired level of employee involvement in ownership. However, models
of employee ownership are the ones that provide us the information on how a
certain economic unit is functioning internally and externally. This is why, we will
in the next chapter take a closer look at one of the more successful models of
employee ownership, the Employee Stock Ownership Plan (ESOP).

5 EMPLOYEE STOCK OWNERSHIP PLAN (ESOP)

5.1. What is an American ESOP?

The most typical employee ownership scheme in the US is the ESOP scheme,
essentially shaped for SMEs." An ESOP is a qualified retirement plan that allows
employees to acquire ownership in their employer’'s company, typically through
shares of company stock. It's a way for employees to become shareholders and
benefit from the company's success.

It is firstly important to say what an ESOP is not. The acronym “ESOP” is often used
outside the US to denote any form of employee ownership no matter how it was
established. ESOP is quite different from the relatively common Employee Share
Purchase Plans (ESPPs) where employees set aside a portion of their wages and
salaries on an individual basis to purchase shares at a discounted price. Such
plans rarely amount to a significant percentage of corporate ownership. In
contrast, the ESOP leveraged buyout involves a loan to buy a significant amount

" The original idea of the ESOP mechanism was due to a San Francisco lawyer, Louis Kelso. Although Kelso's
motivation cannot be traced to one factor, his early writings cite the now-familiar threat that “the robots are
coming to steal your jobs,” Kelso feared that automation would throw so many people out of work that society
could only be stabilized if most people had a capital income in addition to their labor income. Kelso also made
the point that if capitalism was such a good thing, then it needed to create more capitalists—particularly
considering the then-communist alternative [Kelso and Adler, 1958]. Hence the ESOP mechanism was portrayed
as “turning workers into capitalists,” [Kelso and Hetter, 1967].
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of ownership at one time, although the employees only gain individualized
ownership of the shares as the loan is paid off over the years. An Employee Stock
Ownership Plan is also quite different from an Employee Stock “Options” Plan
(sometimes also called an “ESOP” outside the US) since options plans only give

any “ownership” for a few seconds when the options are cashed in.

The key to the ESOP leveraged transaction is an Employee Stock Ownership
Trust (ESOT) separate from the Company with the employees of the Company
as the beneficiaries of the trust; indeed, it is a special type of private pension
trust in the US. The ESOT approaches a bank or other financial institution to take
out a loan to buy shares from the existing owner (e.g., the family or corporate
owner) or to buy newly issued shares.

Owner
Of Shares 3. Share
A

\

1. Loan

lllllll:h[ﬁ A | ESOT

EEEOEES prey
. Pension
Contribution

Figure 6: the ESOP Mechanism for an employee-leveraged purchase of shares

The purchased shares are initially held in a special ‘suspense account’ in the
trust and they will be forfeited if the loan payments are not made. But banks and
financial institutions do not want to hold shares in a privately held company, so
the real security is that the company commits to making the loan payments (as
in an ordinary loan) except that the ‘loan payments’ leave the company as
pension contributions to the ESOT—which are then passed through to the lender.
This creates a significant tax advantage for the company since the whole
pension contribution is deducted from taxable income as deferred labor
compensation—whereas ordinarily, only the interest portion of the loan payment
is deductible. And then as the loan is paid off, the shares, equal in value to each
loan payment, are distributed from the suspense account to the individual
employee share accounts in the trust in proportion to their compensation.
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Figure 7. Shares allocated to individual accounts and repurchased on exit

When the employees retire or otherwise leave the company, the ESOT
repurchases their shares over some time, and the repurchased shares are
reallocated to the individual accounts of the employees still with the company.
Unless the company is publicly traded, the company is obligated to repurchase
the shares of the leaving employees since there is no external public market.
That repurchase liability of the company can be financed out of current earnings
transferred to the ESOP as a pension contribution or by another loan paid off in
the same manner. In that manner, employee ownership is stabilized over time.”

5.2. Factors for successful implementation of the ESOP model

Employee Stock Ownership (ESO) brings substantial benefits to companies also
by enhancing transparency, decision-making, and remuneration policies. By
aligning employee interests with organizational goals, ESOs enable employees
who are shareholders to deeply engage in monitoring and understanding
company operations, leading to improved management decisions and more
effective corporate governance. This participation encourages smarter and
more efficient business practices. ESOs also shift compensation policies towards
long-term performance, which support sustainable business strategies and
ensures that employee shareholders, who are crucial stakeholders, advocate for
the company's long-term success. Additionally, ESOs foster democratic
participation in company boards and discourage short-term, high-risk
behaviors, promoting a more risk-averse and sustainable approach to business
growth due to the concentrated interest of employee shareholders in the
company's well-being.

12 For more information, see the literature of the National Center for Employee Ownership such as: Gordy et al.
2013, Rosen and Rodrick 2014, or Rosen and Case 2022.
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Employee ownership contributes much more to entrepreneurial and
employment dynamics and the solidity and stability of capital markets in the
USA than it does in Europe (Employee Ownership Federation, 2018). It is known
that employee shareholders are mostly stable investors, acting for the long term
as industrialists rather than just financial investors. They represent the closest
link between finance and the real economy and the best embodiment of capital
ownership democratization.

The ecosystem that enables the successful implementation of Employee
Stock Ownership Plans (ESOPs) typically involves several key components:
supportive legislation and tax policies, a culture of trust and transparency within
the organization, access to reliable financial and legal expertise to navigate the
complexities of setting up and maintaining ESOPs, and ongoing education and
engagement programs for employees to understand and value their stock
ownership. Together, these elements help create a conducive environment for
ESOPs to thrive, enhancing employee participation and investment in the
success of their companies.

However, the key success factor for the development of employee share
ownership as identified by the European Federation of Employee Share
Ownership (2019) is the availability of dedicated incentive legislation in European
countries. In their annual surveys (conducted at the EU level) they noticed a
strong correlation between the development of employee share ownership
(from bottom to top) and the strength of incentive legislation. They also
conclude that the effectiveness of the ESOP scheme is essentially due to strong
tax incentives. On the one hand, capital gain tax exemptions encourage family
owners to sell to employees; on the other hand, tax exemptions on profits
facilitate the whole scheme.
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Figure 8: ESOPS key elements of the eco-system
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Kruse (2002) argues that ESOPs are most effective when they are supported by
a corporate culture that discourages free riding, are perceived as valuable
incentives by employees, and are implemented with appropriate systems and
mechanisms. Lepak and Snell (2002) examined the contribution of ESOPs to
organizational strategy. Torp (2011) emphasized that the success of ESOPs
depends on both their implementation methods and the context in which they
are applied. Ledford (2014) identified various factors affecting the evolution of
reward systems, including ESOPs, such as changes in laws, regulations,
technology, workforce diversity, competition, globalization, and labor patterns.
He also highlighted the significance of top management commitment and
investment in reward systems. Douglas et al. (2004) pointed out that the success
of ESOPs relies on their implementation, employee participation, corporate
culture, lower stock price volatility, and reduced bankruptcy risk. Beatty (1995)
noted the importance of specific circumstances, observing that ESOPs are
increasingly common in small firms, although they differ from those in larger,
more established organizations.

KEY FEATURES OF ESOPS

Ownership Transfer:

e Mechanism: Companies set up a trust fund to hold shares of the
company's stock on behalf of employees. The company either issues
new shares to the trust or sells existing shares to it.

e Allocation: Employees receive shares in the ESOP based on factors
such as their salary level and years of service.

Vesting:

o Definition: Vesting refers to the process by which employees gain
ownership of the shares allocated to them. Typically, there is a vesting
schedule (e.g, over 5 years) that determines how employees
gradually gain full ownership of the shares.
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Tax Advantages:

o For Companies: Contributions to the ESOP trust are tax-deductible,
and companies can often use ESOPs as a way to finance business
growth or succession planning.

e For Employees: Employees do not pay taxes on the shares allocated
to them until they withdraw or sell them, usually upon retirement or
departure from the company.

Plan Administration:

e Trustee Role: An independent trustee manages the ESOP trust and
ensures that it operates in the best interest of employees. The trustee
also determines the value of the company’s stock.

o Employee Rights: Employees typically receive annual statements
showing the value of their ESOP account and the number of shares they
own.

Liquidity and Distribution:

e Redemption: When employees leave the company or retire, they are
usually entitled to sell their shares back to the company or other
shareholders, depending on the plan’s provisions.

o Distribution: Upon leaving or retiring, employees receive the value of
their ESOP account, which is generally paid out in cash or shares.

Considerations:

« Complexity and Cost: Establishing and maintaining an ESOP can be
complex and costly. It requires compliance with regulatory
requirements and involves ongoing administrative responsibilities.

« Risk Exposure: Employees’ financial well-being becomes tied to the
company’s performance, which could be a risk if the company faces
difficulties.
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5.3. A Generic Model for an Employee Stock Ownership Plan

Let us now present a generic model of US ESOP named European ESOP,
developed by the Institute of economic democracy (IED), from Slovenia, that
addresses some flaws of the US ESOP model and strengthens democratic
potential in worker’'s ownership.

In a conventional corporation, where the owners want to bring all employees into
some ownership it may be desirable to set up an Employee Stock Ownership Plan
or ESOP to organize and perpetuate the ownership by employees. The ESOP
systematizes employee ownership so that when an employee shareholder
retires (if not sooner), the ESOP will buy back the shares which will then be
automatically redistributed to the ownership accounts in the ESOP of all the
current employees who are the members/beneficiaries of the ESOP. In that
manner, the ownership of the shares by the employees is sustained instead of
slowly leaking to outsiders who might eventually take over the company.

Without a separate ESOP trust (US model), the only way to sustain employee
ownership when an employee-owner retires, or leaves is to have the company
directly buy back the shares or to have the shares individually purchased by
active employees. However new employees cannot afford to individually buy the
shares of a retiring employee-owner. If the company buys back the shares
(which are then transferred to the company treasury) and does not contribute
them to an employee trust, then only the existing shareholders benefit since they
then own a larger percentage of the company. It is only with external trust that
all the existing employees will benefit in their ownership accounts of the trust by
the repurchase of outstanding shares from retiring employee’s owners or from
other shareholders.

In the United States, a special legal category of a retirement trust was created
for this sort of employee ownership vehicle. However, corporations in other
countries might also want to set up a similar ESOP. How can they do this?

IEDs innovative idea is to apply A worker/employee Cooperative as an
Employee Stock Ownership Plan. Since all countries should have some form of
legislation for (employee) cooperatives, our suggestion is for a new type of
worker/employee cooperative to serve as an employee stock ownership trust
(EOC) for a conventional joint stock company (or limited liability Company). In
this manner, the employee portion of the ownership of a company can be
stabilized and increased before special legislation.
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5.4. EU ESOP transaction

To comprehend how this new generic version of ESOP works we will take a look
at ESOP financial transactions by following all the steps of the transaction. In the
transaction, there are four crucial entities: Employee Ownership Cooperative
(EOC), Company, Seller of shares, and Employee Owners in EOC. As indicated,
the focus here is on European ESOP, since it is institutionally more suitable for
European countries. With illustrations below the main mechanism of partial
buyout of shares from the seller will be described. (Ellerman, Gonza and
Berkopec, 2022)

3. Shares .

2. Note Seller of
Shares
1. Company
guarantees

Note

Company

Figure 9: EU ESOP Transaction — Initial Transaction

Initial transaction

e Step I: The seller of shares (e.g, exiting or retiring owner) gets a
guarantee from the company that contributions will be made to the
EOC to eventually pay off the note in return for a certain percentage of
the shares going to the EOC.

e Step 2: The ESOP issues the guaranteed note to the seller.

e Step 3: The shares pass to the EOC. The shares are not individuated to
the employees at this stage but are held in an un-individuated
temporary account.
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Figure 10: EU ESOP Transaction — Future Transactions with the Seller

Future transactions with the seller
e Step 4: The company makes regular cash contributions to the EOC.

e Step 5: The cash is passed through the EOC to pay down the note from the
seller.

e Step 6: Shares equal in value to the principal portion of each note payment
are taken out of the temporary account and divided between the individual
capital accounts (ICAs) usually according to salary.
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9. ‘Repurchased’ Shares

n Redistributed to Members**
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8. Payouts to
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Employee
Members
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Figure 1. EU ESOP Transaction —Future Transactions with members and ex-
members

Future transactions with members and ex-members
e Step 7: The EOC contributions continue regularly.

o Step 8: After the seller note is paid off or when the EOC has funds over
the note payments, then the EOC starts to repurchase the oldest ICA
shares from the employees on a first-in-first-out basis.

o Step 9: As the longest-held shares are repurchased from the member
(whether still an employee or not), those shares are redistributed to the
current ICAs on the usual basis.
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5.5. The effects of ESOP models

In the last part of this chapter on the ESOP, we will focus on its impacts. ESOP has
proven to be an effective tool in ensuring a fair, sustainable, and economically
viable model of employee ownership of enterprises. It is a concrete illustration of
how economic democracy can be practiced, with many positive consequences
for employees, the company itself, society, the environment, and the local
community. The main advantages of economic democracy, which we have
described above, will now be presented based on a real employee ownership
model. Following the research analysis of Ellerman and Gonza (2023) and
Freeman (2007) (which is in line with the vast majority of research on the effects
of ESOPs and, consequently, confirms many of the results on the positive
consequences of implementing economic democracy, such as NCEO's the NCEO
study, the results of which have already been cited above), we will outline the
main positive effects of ESOPs for employees, the company and society.

Effects on the employees:

¢ Increased employee wealth and wages

e Greater employment stability

¢ Increased job satisfaction, organizational commitment, identification,
motivation, and workplace participation

e The youth out-migration problem is directly addressed by having an
ownership stake in the company in addition to a job.

e The disenfranchisement and political alienation problem refers
largely to the older workers whose social rights under socialism were
eliminated in the post-socialist transition without any corresponding
empowerment through private property rights. Establishing some
private ownership of their workplace would help to re-establish these
people’s sense of agency, control, and dignity in their lives in addition
to fostering the development of democratic character by discussing
and participating in workplace decisions.
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Effects on the company:

e Increased productivity and profitability (interconnected with the
positive effects on the employees)'

¢ Increased resilience and the likelihood of company survival

e Creating quality jobs

e It mostly solves the problem of succession

e In the case of the restructuring problem in dying or already dead
companies, one approach is to restructure the old factory space into
an incubator for new companies set up and owned by the previous
employees who have some ideas for new products to satisfy local
demands. The factory space may be partitioned into spaces for the
unpaid employees to use their skills and perhaps some of the old
machinery to produce some new products.

Effects on the society:

e Economic growth

e Reducing inequality

e |Increased the level of democratic and participative culture
(“spillover” effect)

e Contributes to sustainable development.

All these positive consequences for employees, the company, and society show
why the ESOP model of employee ownership is one of the most successful,
sustainable, and equitable models in the existing socio-economic system. It is
for these reasons that it is also a suitable solution for young people's businesses
since it is young people whose social and economic risks would be greatly
reduced (because of the impacts stated above) if they participated in
companies organized according to the ESOP model. The underdevelopment of
employee share ownership hampers Europe in terms of productivity, growth, and
job creation, as well as in the fields of pensions or business transmission,
especially for SMEs.
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6 SELECTION OF EUROPEAN POLITICAL AND LEGAL FRAMEWORK
OFFERING SUPPORT TO EMPLOYEE OWNERSHIP MODELS

6.1. EU Parliament Resolution 2018 on the role of employee financial
participation in creating jobs and reactivating the unemployed
(2018/2053(INI))*

The resolution focuses on how employee financial participation (EFP) might help
the European economy. It is important for employee ownership that the
European Parliament (EP) supports Member States in creating forms of
employee ownership and backing themes, e.g. in the form of tax incentives. The
document also mentions the ESOP model as a form of EFP. Moreover, the
document positively describes employee ownership, stating that:

“EFP schemes involving workers in consultation and decision-making have
proven benefits for both employees and the company, including in terms
of sustainable governance, transparency, social dialogue, mutual respect
between employers and employees, and other aspects such as
recruitment, retention, motivation, job satisfaction, and skills development,
as well as overall performance and profitability” and that “employee
participation in  decision-making could improve organizational
performance and employees’ quality of working life, and whereas it could
act as a workplace innovation tool to promote a sense of ownership,
enhance the flow of information in the company and improve levels of trust
between employers and employees”.

The resolution also warns that such schemes should not be used as a substitute
for the public pension system or a fair wage. The non-mandatory nature is also
emphasized within the EFP schemes as well as for the Member States’ incentives
for such schemes. It is also highlighted that membership in EFP schemes cannot
be discriminatory and must be welcoming to all employees except justified
differentiation to meet the needs of interests of the employees, such as
“restricted share plans that are confined to executives”.

6.2. Social Economy Action Plan (SEAP)*

In 2021, the European Commission (EC) introduced the Social Economy Action
Plan (SEAP). It aims to boost the social economy. Employee ownership is included
in the broader category of social economy, the latter being defined as
businesses that put priority on social and environmental goals and generally
reinvest most of their profit into the organization. SEAP mentions that there are
currently around 2.8 million social economy legal entities in Europe and indicates

" https://www.europarl.europa.eu/doceo/document/A-8-2018-0293 _EN.html ((Accessed 4 August 2024)
" https://ec.europa.eu/social/main.jsp?catild=1537&langld=en (Accessed 4 August 2024)

Funded by Institut za

Erasmus + ! @ ()

programme of the M i | ' ekonomsko -

European Union demckracijo == TN o8 TP NT o N T



https://www.europarl.europa.eu/doceo/document/A-8-2018-0293_EN.html
https://ec.europa.eu/social/main.jsp?catId=1537&langId=en

—
—
SWAYED :irii s one
T UTH WORHPLA
DEMODCRACY FOR
N 5 CC AL CHAMGE

or

explicitly that cooperatives, a form of employee ownership, fall under the
category of social economy actors.

The SEAP focuses on three main points:

e creating a supportive framework for the social economy to thrive,
e opening up opportunities for the social economy and
e enhancing the recognition of the social economy and its potential.

To create a supportive framework, the Commission writes that policy and legal
frameworks are key to this goal. Taxation, public procurement, and state aid are
all areas that need to be suited for the needs of the social economy. This is also
emphasized in the previously mentioned document, the EP resolution, which also
states that there is a connection between favorable legislation and the number
of EFP schemes.

Furthermore, to open opportunities for the social economy the Commission
writes that it will allocate even more than the previously planned € 2.5bilion to
the social economy. Also, within SEAP the “EU Social Economy Gateway”"® was
launched to provide all the information social economy actors need in one
place. Additionally, the EU founded the European “Competence Centre for Social
Innovation™®.

To make sure all of this does not go unnoticed, the Commission intends to make
the social economy more visible by carrying out communication activities that
emphasize the role and specifics of the social economy. It will do this by
launching a study of the situation of the social economy in the EU and by
organizing training courses for public officials. All in all, the Action Plan is an
important document that will serve as the building ground for the further
development of the social economy and the further development of employee
ownership.

6.3. EU Council Regulation (EC) No 1435/2003 on the Statute for an EU
Cooperative Society (SCE

The Council Regulation No. 1435/2003, passed in 2003, provides the basis for the
statute of a European cooperative society (SCE). The document was written to
overcome the boundaries that cooperatives that work between Member States
face. The problem back then, as still now is, that legislation regarding
cooperatives is not unified in the EU, meaning that a cooperative that aims to
perform across EU borders faces unnecessary legal complications that hinder
its performance. To counteract this, the Council of the European Union passed a

'8 https://social-economy-gateway.ec.europa.eu/index_en (Accessed 4 August 2024)
16 https://european-social-fund-plus.ec.europa.eu/en/competence-centres-social-innovation (Accessed 4
August 2024)
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regulation that establishes the European cooperative society and lays down its
fundamental principles. The document provides an insight into the different
values a cooperative, as a type of employee ownership, holds that make it
different from a mainstream firm or business. It is emphasized in the document
that cooperatives are different because they enjoy the principle of democratic
structure and distribution of profits on an equitable basis. The democratic
principle can also be summed up by the rule “one man, one vote”.

6.4. European Court of Justice: joined cases of C-78/08 to C-80/08

The European Court of Justice decided in a case arguing whether tax incentives
given to cooperatives count as State aid — a form of government support that is
generally forbidden in the European Union. The court was deciding in 2011 if some
tax incentives given by Italy to cooperatives count as State aid and ultimately
decided that such incentives do not necessarily count as State aid due to the
specific nature of cooperatives compared to conventional businesses. This
judicial case is important because tax incentives as part of the legal framework
can help employee-owned businesses to grow. The court decided that
cooperatives, as a form of an employee-owned business, are in a
disadvantaged market position.

The importance of the case also lies in the comparative analysis of how a
cooperative is different from a conventional business, e.g. by the reinvestment
focus of the cooperatives. The court mentions cooperatives have limited access
to capital markets because of their specific nature and so suffer lower
investment potential because they don't yield as much profit for investors as
conventional companies do. This also means that cooperatives face a problem
with financing because they cannot sell their shares in the same way
conventional businesses can. The court also recognizes that cooperatives help
build the social economy and states that even the Italian constitution recognizes
this role. Because of all the aforementioned reasons the court concludes that
cooperatives are not in a comparable position with conventional companies.
This means that helping cooperatives to grow through e.g. tax incentives does
not break competition laws in the European Union.

6.5. Pepper Report V (2024)”

The latest EU Commission-funded analysis is the Pepper report which
researches the state of employee financial participation in the European Union
to get a good overview and better promote EFPs. Starting in the 1990s, this report
comes out every couple of years with the latest edition, Pepper V, being
published in May 2024. The latest report focuses on the development of
employee financial participation, such as employee share ownership and profit

7 https:/ /www.eurofound.europa.eu/en/pepper-reports (Accessed 4 August 2024)
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sharing. It includes the United Kingdom and the United States of America due to
their significance in the topic. The report states that 30 years of research have
confirmed that employee-owned businesses are more profitable, produce more
jobs, and pay more taxes. It also says that on the company level, this idea can
help solve the problems of absenteeism, labour turnover and the retention of key
employees. On the regional level, EFP encourages businesses to stay rooted in
their community. Overall, the report says that the level of EFP has been increasing
in the past decades yet however remains at a low percentage.

7 SELECTED EUROPEAN COUNTRY'’S SPECIFIC WORKER BUYOUT
MODELS:ITALY, SPAIN AND THE UK

7.1. The Italian Marcora Act Framework™®

Italy’s Marcora Act framework—is a set of policies mostly known for offering
workers of companies facing closure, but with a "healthy core,” the possibility to
buy out these companies and save both production and jobs. With more than
30,000 worker cooperatives, Italy is widely recognized as having one of the most
developed cooperative sectors in the world. Over 150 years, the Italian
cooperative movement has built a robust ecosystem of representative
organizations, banks, research centres, and more, all aimed at advancing the
cooperative business model. Additionally, the Italian government, along with
regional and local authorities, has historically been supportive of worker
cooperatives, resulting in Italy having one of the most advanced cooperative
legislations in the world.

One of the best-known government initiatives combining legislative and
institutional support for worker cooperatives is the Marcora Act framework.
Named after its drafter, Christian Democrat Minister Giovanni Marcora, the
Marcora Act (Law 49/1985) was introduced in response to the social and
economic crises ltaly faced in the late 1970s and early 1980s. It aimed to promote
social cohesion by offering workers an alternative to traditional labour
organizing—a tool they could use to improve their working conditions which
wouldn't undermine production. This involved systematic financing to the
cooperative sector, promoting cooperative self-entrepreneurship, and
preserving employment by providing workers with financial and institutional
support to buy out the residual assets of existing companies through a
cooperative.

18 For an in-depth exploration of the Marcora Act Framework, we recommend reading the academic paper
‘Financing Worker Takeovers in Italy. Unveiling the Functioning of the Marcora Act’ by Marco Lomuscio, which
offers a thorough presentation of the history, technical details, application, and main challenges of the Marcora
Act Framework
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While being its core element, the Marcora Act is part of a broader framework of
policies, working in conjunction with other areas of legislation, including
insolvency, industrial, and social security law. What is often presented as the
Marcora law is, in reality, the entire Marcora Act framework. Arguably, the most
innovative and distinctive aspect of the Marcora Act framework is its role in
promoting self-entrepreneurship among workers at risk of unemployment. This
is achieved by providing them with various forms of financial support, including
the option to use up to three years of anticipated unemployment benefits as
capital in a cooperative buyout or startup.

The initial version of the Marcora Act established two state funds: “Foncooper”
and the "Special Fund" (‘Fondo Speciale’). Foncooper was designed to provide
soft loans for investments made by cooperatives to increase productivity and
employment levels, while the Special Fund financed institutional investors acting
as intermediaries between the state and worker cooperatives. Through these
institutional investors, workers would also be supported in carrying out worker
buyouts (WBOs). Under the first version of the law, financing for cooperatives was
provided under very favorable conditions, with no repayment timeline,
effectively meaning the state was subsidizing the cooperatives. The legitimacy
of such relaxed financing conditions was questioned by the General
Confederation of Italian Industry, “Confindustria”, which in 1993 alleged that the
support provided to cooperatives breached EU State Aid rules. This led to a halt
in the Marcora Act's functioning, as the European Commission initiated an
infringement procedure against it.

A revised version of the Marcora Act was introduced in 2001, imposing stricter
conditions on the financial support provided by the state to worker cooperatives,
including a 10-year repayment (or repurchase, in the case of equity finance)
period for the financial support provided by institutional investors. Two
institutional investors, Cooperazione Finanza Impresa (CFI) and Societd Finanza
Cooperazione (SOFICOOP), assumed central roles in providing financing to
cooperatives, with SOFICOOP being integrated into CFl in 2019. Today, CFl leads
WBOs and cooperative startup projects, overseeing various aspects of these
processes. Over the years, the Marcora Act has been complemented by several
adjacent by-laws and decrees, most notably the New Marcora Act of 2014, which
introduced a complementary financing scheme to small and medium-sized
cooperatives, while the provisions of the Special Fund have been re-financed
through various legislative decrees.

Since its inception, the Marcora Act framework has enabled more than 380
WBOs, saving over 10,000 jobs. Most WBOs are located in Central and Northern
Italy, particularly in the regions of Emilia Romagna and Tuscany. Beyond its
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positive impact on employment, the Marcora Act framework has also generated
significant financial returns for the state. According to estimates by CF,
investments made through the Marcora Act framework between 2008 and 2017
have produced a return equivalent to eight times the invested capital — with an
investment of €94 million and an estimated return (including savings on
anticipated expenses) of €774 million. 19

7.2. The Spanish Pago Unico System

Like Italy, Spain has a strong cooperative movement that benefits from extensive
government support. The country is also no stranger to WBOs, which have been
systematically supported through various policies since the adoption of the 1978
Constitution, which calls for public authorities to support workers in their efforts
to become owners of their companies. While the exact number of WBOs in Spain
is unknown, the European Confederation of Industrial and Service Cooperatives
(CECOP) suggests that around 100 WBOs occur each year, presumably with
surges during recession periods. Most WBOs in Spain take place in Andalusia, the
Basque Country, Cataloniq, Murcia, Navarra, and Valencia.

One of the most notable forms of government support for WBOs is the ‘pago
anico’ (single payment) mechanism, which shares many characteristics with
Italy’s Marcora Act. The ‘pago Unico’ mechanism was introduced in 1985 through
Royal Decree 1044/1985, which modifies Law 31/1984 on Unemployment
Protection. This decree states that those entitled to unemployment benefits can
receive such benefits in a lump sum and use them as capital for establishing a
worker cooperative or labor society (‘sociedad laboral’), as well as to become a
member of an existing cooperative. The mechanism was later enshrined in Law
5/2011 on Social Economy. Workers can typically expect to receive a lump sum
payment of between €8,000 and €24,000, depending on the duration of their
tenure at their previous company.

As with the Marcora Act, the ‘pago Unico’ mechanism is part of a broader
framework of national and regional policies promoting WBOs. These policies
range from financing mechanisms and awareness-raising programs to
technical assistance for workers deciding to pursue a WBO. Most Spanish regions
have specialized organizations providing technical assistance to workers in
WBOs, which at the national level are typically associated with the Federation of
Labor Societies and Investee Companies of Spain (LABORPAR), which covers
WBOs through labor societies, and the Spanish Confederation of Workers' Co-
operatives (COCETA), which covers cooperative WBOs.

9 https:/ /www.centrostudi.cislit/wp-content/uploads/2019/07/Montepulciano_ cfi_mariconda.pdf (Accessed 4
August 2024)
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7.3. The UK Employee Ownership Trusts (EOT)

In 2012, a publication discussed the need to introduce an ESOP-like model in the
UK (Nuttall, 2012)2°, which led to the introduction of the Employee Ownership Trust
(EOT) in 2014. There are currently 2,000 EOT companies in the UK, employing
400,000 workers (Nuttall 2022). In 2023 alone, 410 new EOT companies were
established making EOT conversions the second most popular option for
business owners looking to transfer legal ownership after private equity buyouts
(Wilkes 2023)2.

A business owner who sells majority ownership to an EOT has a 100% exemption
in capital gains tax. The shares are held in a trust and all employees are the
beneficiaries of the trust. Unlike the US ESOP, there are no individual capital
accounts (ICAs) in the trust. It is “common ownership.” When available, the
employees may receive bonuses from an EOT company which are exempt from
individual taxes up to £3600 a year but the NIC (National Insurance
Contributions) need to be paid on the bonuses (in the US ESOP, the ESOP
contributions to the ESOP are free of social security tax). The tax incentives and
a clear regulatory structure have facilitated this increase (Pendleton, Robinson,
and Nuttall 2023)%.

The best-known example that long precedes the EOT legislation in 2014, is the
John Lewis Partnership (JLP) which goes back to before World War Il. The main
difference between the historic JLP and the current EOTs is that the JLP was a
one-off gift from the original owners to the JLP Trust while the current EOTs, like
the US ESOPs, are not gifts. The current owners are paid off out of the future
earnings of the company. This makes the EOTs a much more practical means to
establish trust-based employee ownership and that is reflected in the current
statistics (Pendleton, Robinson, and Nuttall 2023).

2 https://www.gov.uk/government/publications/nuttall-review-of-employee-ownership (Accessed 4 August
2024)

2 https://[www.evelyn.com/media/4c2p3yd4/business _exit_report-may-23-final-web.pdf (Accessed 4 August
2024)

2 https://eprints.whiterose.ac.uk/200499/ (Accessed 4 August 2024)
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8 SLOVENIA - WORKER’'S OWNERSHIP POLICIES AND CASE STUDY
EXAMPLES

8.1.  Preparation of the “Workers' Ownership Cooperative Act” (Woca)

The Ministry for a Solidary Future, within its competence in economic democracy,
is preparing a Bill on the Workers' Ownership Cooperative. In the framework of
the working group for the preparation of the new act, which was established in
2023, the text of the WOCA is being coordinated interdepartmentally.

The working group includes representatives of:

e The Ministry of Labour, Family, Social Affairs, and Equal Opportunities, which
is the participating ministry in the process of preparing the legal basis.

e Ministry of Finance, which has departmental jurisdiction over laws
governing taxation.

e The Ministry of the Economy, Tourism, and Sport, which has departmental
jurisdiction over the Companies Act and

e The Ministry of Agriculture, Forestry, and Food has departmental jurisdiction
over the Cooperatives Act.

While preparing the text of the mentioned law, the Ministry for a Solidary Future
cooperates with experts from the Institute for Economic Democracy,
representatives of companies, social partners, and taxation/legal experts.

8.2. Purpose and Objectives of the Workers’ Ownership Cooperative Act

The new legislation in Slovenia regulates the system of maintaining employee
ownership in companies that are already owned by employees. The new law will
also facilitate the possibility of establishing an employee ownership system for
all other companies, which recognize the added value in the model for
themselves and their employees. The introduction of the ownership cooperative
as a new legal entity will also regulate the mechanism for the succession of
companies, i.e. companies whose owners wish to retire but have no successors
to take over and thereby ensure the company’s continuity that supports the
preservation of jobs in the local environment.

The owner's cooperative operates as a special-purpose legal entity (“special-
purpose vehicle") established by the proposal of the WOCA to obtain partial or
full ownership of the company by the employees. Its purpose is to establish and
maintain the ownership of workers and employees in the company for the
benefit of the employees. The decision to hand over ownership is always in the
hands of the existing owner(s) of the parent company and is one of the potential
options for transferring ownership. The mode of operation of the workers' owner
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cooperative is determined by the members of the cooperative at the general
assembly within the framework of the cooperative rules they adopt.

The primary purpose of the WOCA is to address the problems of the
demographic transition and the transfer of ownership, which will represent one
of the key challenges of the Slovenian economy, especially small and medium-
sized enterprises (SMEs), due to retirement in the coming years. The goal is to
provide a tool for owners who decide to sell the company/parent company to
employees upon exiting ownership and thereby leave a positive legacy in the
local environment. The law offers an alternative model for succession, in which
employees who have a relationship with the company/parent company they
co-created, enter ownership.

The advantage of this organizational method is the establishment of a scheme
for employees, which allows employees to buy a share of the company without
investing their savings. The purchase of the ownership share is financed by the
expected profits of the company, which makes it possible for employees at all
career levels to participate. The model has already proven successful abroad, in
addressing the challenges of ownership succession, as it does not threaten the
company's culture and its responsibility towards the local community.

At the same time, the act is going to function as a basis for the promotion of
socially responsible practices, the regulation of the model, and the promotion of
transfer of ownership. In addition, it will introduce a new development strategy
for the state and local communities, as employee-owned companies operate
counter-cyclically in times of crisis due to their high crisis resistance, and due to
their strong involvement in local communities.

Since ownership among the employees is maintained through the institute of the
workers' ownership cooperative, which is the direct owner of the shares or shares
of the parent company, no problems arise as in the case of direct ownership of
the company by the employees. The members of the cooperative, who are
indirect co-owners of the company, are only employees of the company. In the
event of retirement or termination of employment, the workers’ ownership
cooperative buys back and gradually pay out the employee and redistributes
shares among other employees. Since the employee does not directly own the
shares, a solution is provided for the problem of succession in case of turnover
of employees-co-owners, which is currently faced by many companies owned
by employees in Slovenia.
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8.3. The basis for the preparation of the Workers' Ownership Cooperative Act

1. The codlition agreement of the government of Slovenia 2022-2026 places the
following point among the priorities and goals in the chapter on social
responsibility: "to simultaneously regulate employee co-ownership and the
establishment of alternative ownership models.”

2. Action plan for the social economy - a document of the European
Commission from 2021 entitled "Building an economy that works for people: an
action plan for the social economy”, which among the recommendations for
member states includes encouraging employees buyouts with worker
cooperatives.

3. Resolution of the European Parliament® of 23 October 2018 on the role of
financial participation of workers in job creation and reactivation of the
unemployed (2018/2053(INI)) and Resolution of the European Parliament of 6
July 2022 on the EU Action Plan for the Social Economy (2021 /2179(INI) and
Council Recommendations of 27 November 2023 on the development of
framework conditions for the social economy (c/2023/1344).

4. The Cooperatives Act (Official Gazette of the Republic of Slovenia, No. 97/09 -
official consolidated text and 121/21) regulates cooperatives but does not
regulate workers' ownership cooperatives to establish and maintain worker
ownership in companies.

In the fall of 2024, the Ministry for a Solidary Future will harmonize the text of the
act interdepartmentally and within the coalition and send it into public
discussion. Adoption of the law is expected in the first half of 2025.

2 https://www.europarl.europa.eu/doceo/document/A-8-2018-0293_EN.html ((Accessed 4 August 2024)
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8.4. Case Studies of Business Transformation - Slovenia

INEA24

Founded in 1987, Inea d.o.o. is a dynamic company specializing in industrial
automation, process control, manufacturing intelligence, and industrial energy
management. With approximately 100 employees, Inea has evolved significantly
over the past eight years from a service-oriented company to a major
manufacturer of automation equipment, including production lines and various
devices. In the field of energy management, Inea’s focus is on energy flexibility,
while in industrial automation its focus is on information systems. Notably, INEA
exports more than 90% of its services and products and has consistently ranked
among the top 100 Slovenian exporters over the past five to seven years. Its
annual revenues in recent years have ranged between 9 and 21 million €.

Inea’s ownership origins can be traced back to its founding as a spin-off from
the Jozef Stefan Institute (1JS) in Ljubljana. IJS took an innovative approach by
actively integrating its research results into the business world, which led to the
establishment of INEA. Over time, INEA transformed the public to private
ownership, with around 15 initial owners, including IJS and INEA employees.

In 2022, former employees who were owners left the company, leaving INEA with
seven owners. The company was looking for different ownership models to
consolidate employee ownership and create a sustainable structure, which
would help it perpetually maintain its values of internal ownership. In that
context, the owners started working with the Institute for Economic Democracy
to adopt the Slovenian ESOP model. This model streamlines ownership transfer,
ensuring broad employee participation with equal voting rights in the General
Assembly. Younger employees favored this model for enabling collective share
purchases from retiring owners through financial leverage, fostering unity.

INEA is currently the largest company in Slovenia to implement a Slovenian ESOP
model. From inception, employee ownership was integral to its identity, although
interpretations of this varied among original owners. Initially described as
employee-owned, INEA's ownership gradually shifted as original owners retired
without mechanisms for automatic ownership transfer to active employees. This
led to concerns over succession and financial capacity for growth.

A cooperative was founded as part of the employee buyout, and by August 2023,
stocks were transferred to it. The cooperative holds 100% voting and profit rights
during the transition, aiming for full employee ownership. Profit rights and capital
value are credited to individual capital accounts, enhancing shared ownership.

24 https://www.inea.eu/ (Accessed 4 August 2024)

Emdec by nghitut za ([
TAasmus + ! - AT .. .
programme of the M v l T ekonomsko =5

European Union demckracijo == STOCIATIIN 198 TEVELOPMENT OF MW G



https://www.inea.eu/

—
SWAYED fiiiiisione
— DS
The cooperative board and supervisory board, elected democratically, ensure a
one-person, one-vote principle, guiding strategic decisions implemented by

management.

“We are connected, we are a team, we are family members and
roommates. We live our company. When Inea became our own, we
complemented our engagement, vision, values, and sense of belonging
with a durable legal and financial basis. Thanks to IED for all the support,
initiative, and navigation through the financial, legal, and organizational
challenges. Our partnership helped us to shape our culture and can also
contribute to shaping the future of Slovenian capital”.

Sasa Pureber Muhi¢, CCO Inea

HUDLAJF*

Hudlajf is a software development company working in the field of process
optimization through digital technologies. It helps companies save time through
the digitization and automation of work processes. Hudlajf builds applications
tailored to the client's needs and their specific workflow, with solutions based on
the needs of the end user. They often integrate digital products with other
systems in the company to ensure a quick and easy transition. Products are
developed to address either to increase productivity or expand the business
model. Hudlajf is a micro-enterprise, with several employees between five and
eight in recent years, while their average annual turnover for the last three years
has been just over 400.000 €.

To ensure a more secure and sustainable future for the company, and in the
context of better-motivated and committed staff, the company and employees
decided to partially adopt the Slovenian ESOP model. Based on this employee
ownership mechanism the employees made a 10% buyout from the main owner.
As a part of the employee buyout, a separate legal entity (HudGroup
cooperative) was created within the company in 2022. Although the cooperative
is only 10% owner of the company, partial transformation means greater
democracy, as employees become a link in co-management. In addition, co-
ownership is important in terms of sustainability and increased employee
motivation.

% https://www.hudlajf.com/en/ (Accessed 4 August 2024)
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“For us, employee ownership means sharing and taking responsibility for
the future of the company. We expect that employee-owners will use time,
money, and other property with the care of an owner. Employee ownership
builds an important foundation that helps to foster a culture of
responsibility and initiative. In a broader sense, employee ownership can
help to promote innovative and sustainable societies”.

Luka Lo¢niSkar and Tilen Stenovec, Founders of Hudlajf d.o.o.

9 ECONOMICLANDSCAPEIN SLOVENIA: SOCIALECONOMY, ICTSECTOR
AND YOUTH ENTREPRENEURSHIP

9.1. General Business Economy

In 2022, Slovenia had 119,011?° companies, a number comparable to the previous
year (119,130). Micro-enterprises made up the majority (72%), while large
enterprises (0.2%) are the least frequent. Notably, there has been a 4.6% increase
in the share of large companies compared to 2021. The Central Slovenia region
has the highest number of companies per 1,000 inhabitants (35.2%), reflecting its
central economic position in Slovenia.

In 2022, Slovenian companies generated 150.1billion euros in business revenue,
a 22% increase from 2021. Trading activities contributed the largest share of
revenue at 32.4%, followed by manufacturing activities at 28.3%, highlighting their
significance and connection with foreign markets. Sales on foreign markets
accounted for 43.2% of total revenues, amounting to 65 billion euros. Slovenian
exports heavily rely on manufacturing activities, which account for 45.4% of the
total.

The analysis of employee and self-employed numbers in Slovenia indicates a
rise in total employees from 598,039 in 2021 to 609,979 in 2022. Notably, only
micro-enterprises experienced a decrease in employee numbers, while small,
medium-sized, and large enterprises showed slow employment growth. SMEs
represented most employees, highlighting their significant impact on the
Slovenian economy. The average company size has slightly increased, with most

% The information used is from AJPES for 2022 and Eurostat for 2021. A total of 70,071 companies and 48,940
independent entrepreneurs. Unlike the Business Register of Slovenia (PRS), which encompasses all business
entities, AJPES only gathers data from those who submit an annual report. In 2022, the PRS included 74,845
companies and 111,695 independent entrepreneurs. The variation in numbers is due to companies undergoing
bankruptcy or liquidation and independent entrepreneurs, who are taxed based on the established profit with
normalized expenses and are not required to submit an annual report
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employees (29.1%) working in large companies. The analysis of activities reveals
that the manufacturing sector employs the largest number of people, followed
by trade, while mining has the lowest number of employees.

In 2022, Slovenia generated 33.8 billion euros of added value, a 9% increase from
2021. The added value per employee increases with the size of companies, with
large companies contributing 35.5% of the total added value. This highlights their
ability to achieve greater efficiency and specialization. However, SMEs play an
important role in the economy, as they contribute a significant share of the
added value. Otherwise, most of the added value was generated by
manufacturing, followed by trade, transport, storage, and construction. This
highlights the significance of the industrial sector and infrastructure
development in Slovenia. Professional, scientific, technical, and information and
communication activities also make a significant contribution, emphasizing the
importance of innovation and technological progress.

9.2. Information and communication sector (ICT)

In 2023 the Information and Communication Sector (ICT) in Slovenia was
comprised of 10,179 active enterprises, which is 7% more than in 2021. The number
of enterprises in this sector has been increasing in recent years. The ICT sector
employed 34,670 employees and self-employed, which is 6% more than in 2021.
ICT sector enterprises represented 5.3% of all active enterprises engaged in
market activities (5.1% in 2021). The sector increased net turnover by 15% to
around EUR 5,799 million and around EUR 2,242 million of value-added, or 11%
more than in 2021 with value-added (apparent labour productivity) of the ICT
sector per employee and self-employed was EUR 64,667, which is 4% more than
in 2021 (EUR 61,987) and allocated around EUR 1,004 million for wages and
salaries, 12% more than in 2021. 27

9.3. Social entrepreneurship and social economy sector (SEE)

9.3.1. National framework laws for the social economy and specific legal
forms

Slovenia has a long tradition of civil society self-organization and self-reliance
dating back to the 19™ century. The current social economy includes both
organizations inherited from the past (e.g., associations, cooperatives, and
companies for people with disabilities) alongside more recently established
organizations (e.g, institutes, foundations, and employment centers). 2

27"Source: SURS"
BOECD (2022), https://doi.org/10.1787/8ea2b761-en (accessed on 25 August 2024).

Funded by In&titut za il

Erasmus + ! - VAR %

programme of the l ekonomsko =n

European Union demokracijo == S0CAT 98 LT NN T



https://doi.org/10.1787/8ea2b761-en

——
I
SWAYED :irii s one

T UTH WORNPLACT
DEMODCRACY FOR
N 5 CC AL CHAMGE

2 Slovenia adopted the Social Entrepreneurship Act® , which introduced the
status of social enterprise in 2011, and amended in 2018 to bring diverse legal
entities under the social economy umbrella term. Even though the national legal
framework on social economy includes all mentioned organization types, each

of them also has its specific legal framework as stated in Table 1.

Table 1: Legal bases about different status forms of the social economy actors®

LEGAL - ORGANIZATIONAL FORM OF THE SOC.
ECONOMY ACTORS

NAME OF LAW, YEAR OF ENACTMENT

A limited liability company
Economic interest association

Zakon o gospodarskih druzbah (Uradni list RS,
&t. 65/09 — uradno preéis&eno besedilo, 33/11,
91/11, 32/12, 57/12, 44/13 — odl. US, 82/13, 55/15,
15/17, 22/19 — 7ZPosS, 158/20 — ZIntPK-C in 18/21)

Cooperative, European Cooperative

Zakon o zadrugah (Uradni list RS, §t. 97/09 -

uradno preéiséeno besedilo in 121/21)

Association

Zakon o drustvih (Uradni list RS, &t. 64/11 —

uradno preéis&eno besedilo in 21/18 — ZNOrg)

Private Institute

Zakon o zavodih (Uradni list RS, §t. 12/91, 8/96,
36/00 - ZPDZC in 127/06 — 7JZP)

Foundation

Zakon o ustanovah (Uradni list RS, §t. 70/05 —

uradno preé&iséeno besedilo in 91/05 — popr.)

In addition to the basic legal organizational form chosen by the social economy
actors, they can also acquire several forms or statuses, according to the sectoral

legislation, depending on their field of activity.

Table 2: Legal basis for the acquisition of special statuses of social economy actors %

LEGAL - ORGANIZATIONAL FORM OF THE SOC.
ECONOMY ACTORS

NAME OF LAW, YEAR OF ENACTMENT

The status of a social enterprise

Zakon o socialnem podjetnistvu (Uradni list RS,
t. 20/11, 90/14 — ZDU-11in 13/18)

Status of company for persons with
disabilities (Sheltered company)

Zakon o zaposlitveni rehabilitaciji in
zaposlovanju invalidov (Uradni list RS, &t. 16/07
— uradno preéiséeno besedilo, 87/11, 96/12 —
ZPiz-2, 98/14in 18/21)

Status of employment center (Sheltered
company)

Zakon o zaposlitveni rehabilitaciji in
zaposlovanju invalidov (Uradni list RS, &t. 16/07
— uradno preéiséeno besedilo, 87/11, 96/12 —
ZPIZ-2,98/14in 18/21)

The status of a non-governmental
organization in the public interest

Zakon o nevladnih organizacijah (Uradni list

RS, §t. 21/18)

Status of volunteer organization and
organization with a volunteer program

Zakon o prostovoljstvu (Uradni list RS, &t. 10/11,
16/11 - popr. in 82/15)

29 European Commission (2019), https://europa.eu/!Qg64ny (accessed on 25.8.2024).
30 Social Entrepreneurship Act http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAK06175 (accessed

on 25.8.2024)

3 social Economy Development Strategy for the period 2022-2032; (1st draft),
www.gov.si/assets/ministrstva/MKRR/DRR/socialno-podjetnistvo/2-seja-Sveta-za-socialno-

ekonomijo/Strategijo-razvoja-SE-osnutekl.docx (accessed on 25.8.2024)
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http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4291
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4291
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4291
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4291
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO217
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO217
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4242
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO4242
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO10
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO10
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO428
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO428
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO6175
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO6175
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO3841
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO7129
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO7129
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO5532
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO5532
https://europa.eu/!Qq64ny
http://www.pisrs.si/Pis.web/pregledPredpisa?id=ZAKO6175
http://www.gov.si/assets/ministrstva/MKRR/DRR/socialno-podjetnistvo/2-seja-Sveta-za-socialno-ekonomijo/Strategija-razvoja-SE-osnutek1.docx
http://www.gov.si/assets/ministrstva/MKRR/DRR/socialno-podjetnistvo/2-seja-Sveta-za-socialno-ekonomijo/Strategija-razvoja-SE-osnutek1.docx

Legal forms primarily determine their models of governance — from a more
vertical and hierarchical model to a more horizontal and participative model.
The organizations’ various statuses also determine their business models,
hierarchies with their partners, and, hence, their revenue structure. In this way,
organizations with social enterprise status — and, importantly, the limited liability
company and cooperative — acquire most of their revenues from market
activities (the sale of products and services) and project-based grants.

The organization functions as a company for people with disabilities and an
employment center, however, supports economic activity with employee salary
subventions (quota system)3. All these organizations make use of national or
European public tenders. The organizations operating in public interest rely
primarily on financial resources from public grants for most of their projects.
They also have a systemic financial source that funds projects for NGO-s,
namely: “NGO fund”®* However, their marketable economic activity is very
limited.

9.3.2. Size of the social economy in Slovenia

Based on the data from Table 3, the social economy in Slovenia is based on small
and micro enterprises and organizations. Several large organizations that exist
are all companies for people with disabilities. These, together with employment
centers benefit from large public support schemes. Consider that for each legal
form, the number of de facto social enterprises is not equivalent to the total
number of entities, as social enterprises do represent a subset with specific
characteristics.

32 Decree 21/2014 regulates the quota for the employment of persons with disabilities, pursuant to the
implementation of the Vocational Rehabilitation and Employment of Persons with Disabilities Act.

37 part of the income tax can be allocated by individual tax payers every year to finance selected NGOs (1%).
The funds of those who do not choose a specific NGO go to a common NGO fund for specifically financing NGO
projects.
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Table 3: Review of legal-organizational forms, statuses, and employment in social economy
actors in Slovenia

LEGAL - R e Number of
ORGANIZATIONAL “ . jobsin
Number of registered .
FORM Total Number . registered
Jobs social .
. social
enterprises R
enterprises
Association 23237 6.268 64* 464
Cooperative 473 3.058 58* 52
Foundation 260 128 2* 7
A limited liability 72.258 514.163 34* 121
company
Private institute 3.902* 10.164 108* 824
Status of company 159* 1.547 0 0
for persons with
disabilities
(sheltered
company)
Status of 67* 1.089 4 45
Employment
Centre (Sheltered
company)
Status of NGO 6.073* 6.878 27 699
operating in public
interest

Note: Based on data from 31. December 2021 [1] except figures with (*) that rely on data from 20.12.2023 and
figures with (**) that rely on data from 4.12.2023. The data is collected based on publicly available records

9.4. Youthentrepreneurship

Youth entrepreneurship is important for economic vitality and innovation
capacity in Slovenia. Despite their significance, young entrepreneurs face
numerous challenges, including financial constraints, lack of experience, and
difficulties in accessing financial resources. In Slovenia, national policies and
programs support young entrepreneurs by improving conditions for
entrepreneurship, involving them in economic, cultural, and political activities,
and promoting innovation and entrepreneurial skills. Initiatives offer mentoring,
financial support, and networking platforms. Programs aimed at strengthening
the entrepreneurial knowledge and skills of young people also encourage their
involvement in the entrepreneurial community.

According to the Youth 2020 survey, 5.4% of young people in Slovenia consider a
clear goal or vision at work important, while 31.8% emphasize the social
usefulness of work. Additionally, 31.6% of young people value the opportunity to
help others through their work. Interestingly, while 48.1% of young people believe
they can identify business opportunities in social problems, only 7% consider the
social importance of work and helping others when choosing a career path.
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Youth social entrepreneurship is an approach to solving social challenges by
combining entrepreneurial skills with social responsibility and sustainable
development. However, young social entrepreneurs face several challenges,
including a lack of financial resources and experience, a limited network, and
regulatory barriers. Measuring social impact is a significant challenge faced by
social entrepreneurs, who also encounter skepticism and a lack of
understanding from traditional business circles.

The Eurobarometer survey shows that familiarity with social entrepreneurship in
Slovenia is comparable to the EU, but there is room for improvement in
understanding the concept. Around 66% of young people in Slovenia and 64% in
the EU have a limited understanding of social entrepreneurship. Only 31% of
young people in Slovenia and 34% in the EU are familiar with the concept of social
entrepreneurship, indicating the need for further educational efforts to spread
knowledge about it.

The perception of European Union support for social entrepreneurs is balanced
among young people in Slovenia and the EU. According to a survey, 42% of young
people in Slovenia and 43% in the EU believe that the EU's efforts are limited or
partial. However, 54% of young people in Slovenia and 48% in the EU rate EU
efforts positively, indicating a relatively better evaluation of EU support in
Slovenia. However, targeted and visible support programs for young social
entrepreneurs are necessary to enhance their effectiveness and reach.

Slovenia aims to improve the entrepreneurial ecosystem for young people by
providing support for innovation, education, training, and access to financing.
However, there are barriers to entry, such as fear of failure, lack of role models,
and challenges in adapting to changing working conditions. Additionally, there
is a gender gap in entrepreneurship, highlighting the need for specific strategies
to support young female entrepreneurs.

Entrepreneurial education is crucial in developing the entrepreneurial
competencies and ambitions of young people. However, its integration into the
educational system needs to be further improved. The innovativeness and
international orientation of young entrepreneurs demonstrate their potential to
contribute to economic progress and emphasize the necessity for increased
support and incentives. 34

34 Slovenian Entrepreneurship Observatory, Entrepreneurial demographics and characteristics of youth
entrepreneurship (2023): https://ipmmp.um.si/wp-content/uploads/2024/05/SPO2023-monogrdfija.pdf (Access
August 18, 2024)
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10. ECONOMIC LANDSCAPE IN NORTHMACEDONIA:ICT SECTOR AND SOCIAL
ECONOMY INSIGHTS

According to the latest available data from the State Statistical Office, the
number of active enterprises in the Republic of North Macedonia in 2022 was
66.830 (see Table 4). The data on the structure of active enterprises by region
show that the highest share of 38.6% belongs to the Skopje Region, while the
Northeast Region had the lowest share of 5.8%. Most of the economic activity is
concentrated in five key sectors: domestic trade, industry, public administration
(encompassing education, healthcare, and social services), real estate, and
agriculture.

Among these sectors, domestic trade, which includes transportation, storage,
accommodation, and food services, stands out as the largest. The data on the
structure of active enterprises by sectors of activity show that in 2022, the sector
with the largest share is Wholesale and Retail Trade with 38.4%, followed by
enterprises in the Manufacturing sector (25.4%), Electricity, gas, steam, and air
conditioning supply (12.9%), Construction sector (5.6%) and the Transport and
storage sector (5.1%). The Manufacturing sector contributed to value-added
generation the most (25.4%), followed by the Trade sector (21.2%). The
Communication and information sector had a significant share in the total
generated value added (9.1%), as well as the Construction sector (8.7%).

In terms of enterprise size, micro-enterprises with less than 10 employees
were dominant (91.2%), most of them in the Trade sector. With 35.4% of the totall
employees engaged, they created 22.9% of the total value added. Large
enterprises, with a share of only 0.2% and engaging 24.4% of the employed,
created 31.4% of the total value added within the business sector, mainly in the
Manufacturing sector (12.0%). However, small and medium enterprises (10-249
employees) had the greatest potential, hiring 40.2% of the employed and
creating 45.8% of the total value added in the business sector. Based on the
latest data available, microenterprises contribute 88 percent of economic
output, yet they face challenges such as poor competitiveness, limited
innovation and export capabilities, inadequate access to finance, and low
productivity (World Bank, 2023). Regrettably, in the country, most jobs are
concentrated in these low-productivity firms. North Macedonia has relatively few
high-growth and “gazelle” companies, particularly in the manufacturing sector.
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Table 4: Overview of the business sector in North Macedonia

Sector Number of Employed and Turnover Value added

enterprises self-employed at factor
cost

TOTAL 66 830 435 468 2 056 948 388 623

Mining and 197 3739 22103 10 025

quarrying

Manufacturing 7 926 115 671 521993 98 571

Electricity, gas, 366 8162 265 576 23 551

steam and air
conditioning
supply

Water supply; 264 10 472 16 053 5842
sewage, waste
management and
remediation
activities

Construction 5725 31581 114 320 33714

Wholesale and 21863 100 368 789270 82515
retail trade; repair
of motor vehicles
and motorcycles

Transport and 5623 30 996 104 613 29141
storage

Accommodation 4795 23 488 28 548 9 586
and food service
activities

Information and 2594 20 697 65 509 35502
communication

Real estate 652 221 7678 4 386
activities

Professional, 8135 28714 39115 20 547
scientific and
technical
activities

Administrative 1556 20 426 27169 12 059
and support
service activities
Education

Human health and 765 3617 3198 1992
social work
activities

Arts, 3081 19 341 14 201 8 489
entertainment and
recreation

Repair of 774 9 440 33936 10 886
computers and
personal and
household goods

Other personal 470 1100 1236 427
service activities

Source: State Statistical Office of North Macedonia
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Moreover, the business environment in North Macedonia is also characterized by
high informality, particularly in agriculture, construction, household services,
and wholesale and retail trade. This poses a significant barrier to a favorable
business environment. Estimates suggest that it accounts for up to 37.6% of GDP

and informal employment reaches as high as 43% (OECD, 2022)

10.1. Overview of the ICT sector in North Macedonia

The ICT sector in North Macedonia is recognized as the fastest-growing sector
and with a high potential in the growth and development of the Macedonian
economy. The sector has shown robust growth in terms of the number of
registered companies, employment generation, and exports in the period
between 2019 to 2023.

Based on the latest data available, in 2023 there were in total of 3091 registered
ICT companies, employing 21.640 workers. The revenues of the sector are in
constant growth, with a calculated increase in revenues in the period from 2019
to 2023 of approximately 67.17%. The average gross monthly salary in the sector
for 2022 was 2.290 EUR. The net exports are in constant increase in the last five
years, mostly because most of the newly opened economically active
companies are focused on foreign markets. Even though there is no specific
datag, ICT companies employ and rely on youth talent in the country, and the
number of youth-led ICT companies in the country is on the rise. A study related
to entrepreneurship conducted by Insider ID* shows that above 80% of
youngsters below 35 years have the desire to open a business mostly in the IT or
service-related industries (MASIT Chamber — ICT Industry Report 2022).
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Table 5: Overview of the ICT sector in North Macedonia

Year Registered Number of Revenues (in Average Exports
companies employees Euros) monthly (Euros)
in the IT gross salary
sector (in Euros)

2019 2198 15.514 879.647.534 1.491 218.14

million

2020 2378 16.712 985.269.985 1.646 241.831

Increase 8% 8% 12% 2% 1%

(compared

to the

previous

year)

2021 2450 17.675 933.328.401 1.805 330.42

million

2022 2846 19.947 1.279.53827 2.260 467.86

million

Increase 16% 13% 37% 25% 42%

(compared

to the

previous

year)

2023 3091 21.460 1.470.463.270 2.290 553

milion

Increase 9% 18% 15% 1% 18%

(compared

to the

previous

year)

Source MASIT: https://masit.org.mk/publications_ post/novite-indikatori-pokazhuvaat-nov-porast-na-ikt-
industri-ata-za-2023-godina/

10.2. Overview of the social economy in North Macedonia

In North Macedoniaq, there is no general Law on Social economy or Law on Social

Enterprises officially adopted. Currently, the entities that comprise the social

enterprise spectrum are diverse. There are no specific institutional forms

designed for these entities. They utilize diverse legal forms, which are regulated

by specific legal acts within the Macedonian regulatory framework, such as:

» Associations regulated with the Law no. 52/2010 on Associations and
Foundations.

 Sheltered workspaces regulated with Law no.44/2000 on Employment of
People with Disabilities.

e Cooperatives regulated with the Law no. 54/2002 on Cooperatives

» Agricultural cooperatives regulated with the Law no. 23/2014 on Agricultural
Cooperatives

« Trade companies are regulated with the Law no. 28/2004 on Trade
Companies
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As a result of the dialogue over the last years, the role and need for public
support of the emerging social enterprise community has already been
acknowledged by the Macedonian Government politically, in policy documents.
Administratively and financially, the translation of these political declarations
into public sector schemes for social enterprises has been slow and fragmentary
and without a clear vision for the sector.

The main factor that significantly hindered the progress of the social economy
in North Macedonia is primarily the lack of understanding and awareness of the
concept itself among public institutions, municipalities, and citizens. In
practice, the social economy as a concept emerged in the third sector discourse,
leading to a growing body of actors in the eco-system that focused their
services towards civil society organizations, while other models of SEs (such as
cooperatives, agricultural cooperatives, sheltered workplaces, and trade
companies) have very limited access to support services.

Legal forms that are widespread on the EU level as part of the social
economy, such as workers cooperatives and mutuals, are not recognized
in the Macedonian policy context.

In the absence of a register of social enterprises, the research efforts to access
the exact number of entities that comprise the social enterprise spectrum
remain a challenge, and data availability remains limited. Unofficially, according
to the Register of Social Enterprises developed by the Organization for Social
Innovation ARNO, there are around 80-90 social enterprises in the country,
mostly registered as civil society organizations. Although regular data collection
can ensure a better understanding of the different legal forms, the sectors they
operate in, their economic value, needs, and capacities, as well as the support
needed, the efforts to collect data are still very limited.
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Table 6: Overview of the size of the social economy in North Macedonia

Type of entity No. No. of Annual Last Source of data
Employees turnover data
(in EUR)
Entities that 63 <5 1000- 2022 Register of social
recognize employees 40.000 enterprises developed
themselves as by ARNO:
social Total 271
enterprises employees Baseline Study
Sheltered 145 1682 N/A 2022 State Statistical Office:
workplaces employed https://www.stat.gov.m
people k/publikacii/2023/2.4.23
with .01.921.pdf
disabilities
Total
number of
employees
- not
available
Agricultural 48- ~144% H/A 63 agricultural
cooperatives 63 cooperatives in the
2023 register of the Ministry

of Agricultural, Forestry,
and Water Economy
48- officially registered
in the Macedonian
Association of

Agricultural
Cooperatives:
https://mazz.mk/chlenk
i-na-mazz/
Cooperatives <5 <10 <50.000 2023 Authors estimates
employees EUR
Civil society ~153 <10 <300.000 Macedonian center for
organizations employees 2020 international
with cooperation
economic
activities
Registered n9 ~800% <300.000 Official reqister of the
social service 2024 Ministry of Labour and
providers Social Policy
Trade ~15 <5 <100.000 2024 Author’s estimates
companies employees
with a social
purpose

% 2242- Employees in agricultural enterprises and cooperatives
38 The maijority of employees in the registered social service providers are not employed with employment
contracts but are engaged on an honoraria basis.
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1. DEMOCRACY AT THE WORKPLACE AND GOOD GOVERNANCE IN NORTH
MACEDONIA

In the current global economy, the success of a national economy pivots on the
competitiveness, transparency, and governance structures of organizations
operating within it, as these entities are responsible for creating economic value.
Companies’ actions greatly influence the quality of life through their products,
services, job creation, working conditions, human rights, health, environmental
impact, innovation, and education. Therefore, citizens expect companies to be
aware of their positive and negative societal and environmental impacts and to
take steps to prevent, manage, and mitigate any adverse effects, including
those in their global supply chains. This responsibility is known as corporate
social responsibility (CSR) or responsible business conduct (RBC).

OCED (2004) defines corporate governance as the system by which business
corporations are directed and controlled. The corporate governance structure
specifies the distribution of rights and responsibilities among different
stakeholders in the corporation such as the board, managers, shareholders,
and customers, among others. It spells out the rules and procedures for making
decisions on corporate affairs.

Governance is defined as the framework and methods that guarantee an
organization’'s direction, efficiency, oversight, and accountability (Cornforth,
2003). This can involve elements such as governing bodies, oversight systems,
and indicators of governance practices, including reports or ethical guidelines.
Over the last ten years, the idea of governance has undergone significant
transformation. The differentiation between for-profit and non-profit sectors has
heavily influenced governance models, affecting the organizational framework
of these entities.

11.1. The Good Governance Patterns of Social Enterprises

With the rise of social enterprises, a new concept of governance model has
emerged to favor an equilibrium between the economic, societal, and
environmental dimensions of the organization. Following the approach of the
EMES International Research Network, which supplements the three pillars of
social, economic, and governance dimensions that support the ideal type of SEs
proposed by the European Commission, the following criteria are used to access
the good governance of social enterprises:

e A high degree of autonomy (i.e, management independent of public
authorities or other organizations): this is mainly relevant to organizations
related to the state.

e Participatory nature, or involving people affected by the activity.
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e A decision-making process not based on capital: reference is usually made
to the one member, one vote principle and

e Alimited profit distribution

The mapping studies on the eco-system of social enterprises, commissioned by
the European Commission, apply a more detailed definition of the good
governance component of social enterprises. Good governance in this case is
defined as the capacity of social enterprises to identify the needs and to include
all relevant stakeholders in the design of appropriate solutions. To address this
need, social enterprises should have a specific ownership structure and
governance models that enable the participation of stakeholders of different
levels. Therefore, SEs should explicitly limit the distribution of profits, limit the
distribution of profit, and aim at the protection of the general interest.

This definition is operationalized with the following indicators:

1. Whether civil society organizations (CSOs) encourage participation and/or
inclusion of stakeholders.

2. Whether the legislative framework within which CSOs operate mandates the
need for implementing decision-making processes that ensure balanced
representation of various interests (through formal membership or informal
channels).

3. Whether the existing legal regulations impose a multi-stakeholder
ownership structure (for example France).

4. Whether the entities are required to adopt procedures for social accounting
by law, or they do so in practice, without being obliged.

5. The level of awareness of the local population about the key social role that
the social enterprise can play.

6. Whether the limitation in profit distribution applies to owners and
stakeholders, not just to owners (workers and users): whether the limitation
is short-term (profits cannot be distributed) or long-term (prohibition of
transferring the property of the SE) or both short-term and long-term.

7. Whether there is a limitation on the salaries of workers and/or managers
(avoiding indirect distribution of profits).

11.2. Good governance challenges in the social economy in North
Macedonia

In North Macedonia, there is some research evidence available on good

governance of social enterprises. The first research was conducted in 2016, on a

sample of 23 entities¥ (llijevski, 2016). According to the organizational form, for 19

out of 23 surveyed SEs (82%), the ultimate decision-making power is with the

3715 of the surveyed SEs are non-profit organizations (NPO) with members (such as associations for example).
Three are cooperatives and another 2 are companies without shares. One SE is an NPO without members and
one is an informal organization.
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General assembly/meeting (of members, shareholders, etc.). Sixty percent of the
surveyed SEs have a Board of directors/trustees. In two of these, the board of
trustees/directors is the ultimate decision—maker. Finally, two of the SEs have a
single owner who makes the decisions and in the case of these SEs, it is the owner
(of the sheltered company).

Most of the identified challenges related to the governance of the SEs are
connected to a) the lack of adequate legal framework that recognizes and
supports SEs and similar hybrid structures, and b) financial sustainability, which
is inter-related to nurturing the membership (esp. the key target groups) and
advancing the governance and management of the SE (llijevski, 2016). Most of
the identified challenges related to the governance of the SEs are connected to
a) the lack of an adequate legal framework that recognizes and supports SEs
and similar hybrid structures, and b) financial sustainability, which is inter-
related to nurturing the membership (esp. the key target groups) and advancing
the governance and management of the SE.

In a follow-up study on the capacities of social enterprises, llijevski&lloska
(2018)% conclude that in North Macedonia, there is no social recognition of good
governance as a concept and no social capacities for its implementation. Good
governance is formally practiced only at the level of entities that are obliged to
do so by the legal framework according to which they were registered, as is the
case with the Law on Associations and Foundations. The research on social
enterprises (SEs) in North Macedonia reveals that good governance largely
depends on the legal form under which SEs are registered. Associations of
citizens, constituting 69.23% of the entities, generally adhere to good governance
principles as outlined by the legal framework, including the formation of
assemblies, boards of directors, and possibly supervisory boards. Yet, many
report these bodies often exist more as formalities due to a lack of human
resources for effective operation.

Additionally, in North Macedonia, none of the existing legal frameworks regulates
the ratio of salaries between management and employees, thus there are no
mechanisms for regulating the indirect distribution of profits. In the country, only
associations of citizens and foundations are explicitly prohibited to distribute
profits to management and stakeholders. Profits, according to the law, must be
reinvested to accomplish the mission. Cooperatives, by the Law on Cooperatives,
can also allocate some of their profit for another purpose, with each year at least
five percent of the profits must be invested in the cooperative’s reserve fund. In
general, the interviewed social enterprises lack internal procedures for

3 The research was conducted in the period from November 2017 to March 2018, covering the Skopje (20),
Southwestern (4), Pelagonia 4), Polog (2), Vardar (2), Southeastern (4), Eastern (1) and the Northeastern Planning
Region (2).
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regulating internal management and decision-making. Only the larger social
enterprises, which have employees of their own, have developed procedures, but
some of them maintain that they do not always succeed in theirimplementation.

lloska (2022) in a study conducted on a sample of 29 entities, concludes that one
of the major weaknesses of the different legal forms to be transformed in social
enterprises is identified in the absence of established processes and policies
governing the consultation of employees, membership, and stakeholders on key
organizational decisions and policies dare not always implemented
appropriately. The table below summarizes the findings per legal form.

Table no 7: Good governance challenges of social enterprises

Legal form Good governance challenges

Civil society organizations Absence of formally established processes

and organizational culture for consultations with employees and

stakeholders;

Trade companies e Social mission not explicitly defined in the leading governance
documents;

e  Most of them strive for a horizontal organizational structure but lack
tools to encourage the participation of employees and stakeholders.

e There is no clearly defined adoption process of a decision to reinvest
part of the profit and clarity in whose competence that decision;

e No internal policy andfor procedures for consultations with
employees, other businesses or stakeholders.

Cooperatives e The social mission is not explicitly defined in the governing
documents;

e Absence of internal policy and procedure for consultations and
participation of stakeholders and employees

e Cooperatives as a concept are not widely accepted in the country,
there is a lack of trust between members in the cooperative and lack
of market competitiveness.

11.3. Legacy and Policy Evolution: Workers' Buyouts, Employee’s
information and consultations rights in North Macedonia

The business succession and restructuring history in North Macedonia is
intertwined with the Yugoslav socialism model. Before privatization, enterprises
were owned collectively by society, a concept known as social capital. Officially,
social ownership meant that the enterprises belonged to everyone and no one
specifically. In practice, profits were distributed to employees as wages when
enterprises were profitable (collective ownership), and the government provided
support when they were not (state ownership). Enterprises were run by workers'
councils, effectively acting as owners, while managers had authority aligned
with these councils (Hadzic, 2002).

Following independence in 199], the country prioritized transforming ownership
to a free-market economy, with privatization processes that began in 1989
accelerating post-independence. A significant privatization strategy was the
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management/employee buyouts (MEBOs), which had mixed outcomes.
Managers often bought profitable enterprises at undervalued prices with
favorable payment terms while weaker enterprises with inflated asset valuations
were often sold to employees. MEBOs did not create an improvement in
corporate governance because new managers were old directors and only
seldom brought with them the new finance and/or trade partners required for
the modernization and expansion of production (Domadenik, Prasnikar, and
Svejnar, 2003). Despite the prevalence of employee buy-outs, only a small equity
percentage was privatized this way, with management buy-outs being more
frequent and impactful in terms of employment and equity values. The main
results from the privatization process are as follows: 1. 1,646 enterprises have
been completely privatized and 113 additional enterprises are in process and are
expected to be privatized in the next few months.

Today, despite the Yugoslav legacy, this type of response is not new but has not
gained new relevance in the current context. The current policy context is
strongly influenced by the EU accession process of the country. During this
transition process, major efforts have been made to establish a legal framework,
improve working conditions, establish mechanisms to protect workers’ rights
(including a minimum wage), and regulate dispute resolution processes. Since
17" December 2005, North Macedonia has been a candidate country for EU
accession, while the opening of accession negotiations was recommended to
start in 2009.

To pursue EU membership, North Macedonia must align its legislation with the
Acquis Communautaire. In the social field, this entails achieving minimum
standards in labor law, equality, health and safety at work, and anti-
discrimination. It includes the General Information and Consultation Directive,
which mandates informing and consulting employees on business
developments, economic conditions, employment, and anticipatory measures
for potential restructuring or changes in work organization and contractual
relations. Additionally, the Directive on Transfer of Undertaking requires
employers to fulfill obligations and protect employee rights during specific
corporate transactions.

North Macedonia’'s current constitutional and legal framework supports the
practice of employee information and consultation. The Constitution guarantees
freedom of association and collective bargaining rights, allowing citizens to form
trade unions to protect their rights. The Law on Working Relations of 2005, which
regulates various aspects of employment and aligns with EU labor standards,
covers working conditions, employee information, and job security. Although the
Law includes provisions for changes in employer and requires new employers to
honor existing employment contracts for at least one year, it lacks sufficient
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protection in cases of employer insolvency. The Law mandates prior consultation
with trade unions regarding transfers of undertakings, including the reasons and
implications of such transfers.

Despite this framework, the actual practice of employee consultation and
participation is underdeveloped. The key challenge remains the establishment
of effective employee participation mechanisms within the existing legal and
cultural industrial relations framework. Active involvement and support from
trade unions, local authorities, and chambers of commerce are essential for
managing business transfers and ensuring the sustainability of employee-
owned businesses through adequate financial mechanisms. However, today, in
practice industrial relations in the country feature strengthened tripartite social
dialogue and limited bipartite dialogue. There is no association in the form of
workers’ councils, and workers come together only through trade unions
(Loparska-lloska & llijevski, 2023).

On the other hand, in North Macedonia, there is no specific definition of
employee share ownership or employee financial participation. Both terms
represent a new and still not recognized or widely accepted concept in both
policy discourse and the general population.

11.4. Case Studies of Business Transformation - North Macedonia

GETALDUS JSC

The company initially operated as a workers' organization, where employees
effectively acted as owners, while managers had authority aligned with these
councils. It was established in 1957 as one of 23 work organizations that
functioned as part of former Yugoslavia. It provided the manufacture, repair, and
supply of all kinds of diopter glasses for correction of vision, contact lenses, and
sunglasses from different manufacturers. After its privatization, the company
extended its operations and additionally established private health care
ordination, a specialist ophthalmology office has been operating, providing
complete customer service.

Today, the company has 42 employees. It is one of the largest companies in the
Macedonian market. It has 14 specialized branches, out of which 4 are in Skopje
and the remaining 10 in the following cities — Ohrid, Bitola, Kumanovo, Prilep,
Shtip, Veles, Tetovo, Kavadarci, Strumica and Kocani. It recognized the need to
enhance customer service with more modern solutions, leading to the
establishment of the Private Healthcare Institution - Specialist Ophthalmology
Office Getaldus Skopje on April 1, 1996. This specialist clinic was created to offer
comprehensive services to the clients of Eye Optics Getaldus AD Skopje,
beginning with vision examinations using contemporary computer technology.
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It also provides access to specialist ophthalmologists, optometrists, and eye
specialists. This customer service model is implemented across all four branches
in Skopje, as well as in the company’s branches in Bitola, Prilep, Shtip, and
Kavadarci.

The process of transfer of ownership

In the early 1990s, following the breakup of Yugoslavia, the company separated
from its parent organization, Getaldus Zagreb. With the implementation of the
Law on Transformation of Social Capital, commonly known as Ante Markovic’s
Law (named after the then Prime Minister of Yugoslavia), the company
transitioned into a joint-stock company. As a result, the employees became
shareholders of the company's capital. This transformation adhered to the Law's
provisions, which promoted privatization through internal stock distribution.
Employees of previously state-owned enterprises were allowed to acquire
shares by allocating a portion of their income. Today, Getaldus operates as a
joint-stock company.

Key actors then in the company were the two bodies - the worker’s council and
the worker’s assembly. Those bodies were responsible for the management of
the company and the workers that were members, agreed to the process of
buyout. As Trajko Pavleski, one of the members of the Work Council elaborates,
the country was falling apart, so the workers had two choices: to buy out the
stocks or to close the company. They decided to do the buyout. So, the bodies at
that time and the founders of what the company is today, are responsible for the
transformation of Getaldus into a joint stock company.

The concept was privatization through internal stocks. Employees were offered
an initial discount of 30% of the appraised value plus 1% for each year of work in
the enterprise. Each employee could buy shares at a discount rate of up to
around 12.500 Euros. Payment could be made without a down payment in five-
year installments and with a grace period of two years. The placement of the
company is predominantly country-oriented through retail sales. As a result of
the long tradition and high quality of services Getaldus AD Skopje has built a
brand on the Macedonian market, which guarantees quality.

The main barriers now are in terms of a nonregulated market, especially
problems with the so-called “grey economy” and the inability of the state to
regulate these segments of work. This problem appears as unfair competition,
so the market for optics in the country is left to the poor quality and dubious
products available on the markets, and not to the corresponding branch, which
belongs in part to medicine. A problem, which has appeared in the last decade
and a half is also the lack of skilled staff - ophthalmologists and optometrists,
which are crucial for the professional operation of the Company.
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The most important factor of success is that the company has a very developed
service to its employees —then, when it was part of a larger company, and now,
when it operates in Macedonia only. They see the employees, especially from the
founding group, their dedication as crucial for the success of the company. An
important segment was also the foundation of the private specialized ordination
Getaldus Skopje. The clients needed full service, so the company invested in
office equipment and technology for a complete service - examination of the
prescription of the vision in the ordination, and investments in appropriate
personnel - specialist ophthalmologist, optometrist, eye specialist. Such a way
of serving the customers is done in all 4 branches in Skopje, as well as in Bitolq,
Prilep, Shtip, and Kavadarci.

Those employees who are shareholders in the company have significant
participation with employment possibilities of members of their families. For
example, if a shareholder is retiring, the company offers the opportunity - for one
member of his/her family to have priority in the employment process. This
practice makes Getaldus lean toward family businesses, largely because of the
values they hold given retaining the advantage of employment.

VABO

Starting from January 1, 2022, the private clothing manufacturer "Vabo"
(Established in 1997) from Stip was transferred into the hands of the workers who,
in the following period, will use the factory along with the entire machinery and
manage it, earning wages based on the production and sale of products
exclusively intended for the foreign market.

In the first year, no fee was paid to the owners. However, starting from the second
year, only on the condition that the factory operates profitably, they will pay
minimal rent for the 1,250 square meters of production space that the factory
has. Workers were not given the ownership, but only the right to use the factory
with all its equipment and already established export partnerships in Germany.
Annually, the factory produces 150,000 women's pants and 120,000 women's
blouses.

The previous owner stated “I have been in this industry for a full 32 years. | felt
that | was losing my motivation to work, and since my two children do not
want to engage in clothing manufacturing, driven by the primary goal of
allowing our 130 workers to continue working and earning a decent salary, |
decided to take this step.”
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10 PRIMARY RESEARCH OF WORKERS OWNERSHIP POTENTIALINNORTH
MACEDONIA AND SLOVENIA

In this chapter, the project partners analyzed the business environment and
knowledge of worker ownership models in companies focusing on youth. As
mentioned, in the research, youth are defined as individuals between 18 and 35
years old, who lead or are employed in social, IT, and other companies.

The first part of the research conducted in North Macedonia and Slovenia
targeted social enterprises. In both countries, data was collected through online
questionnaires, while in North Macedonia an additional focus group was
organized. Moreover, the research concentrated on the overall business
landscape, ownership succession in companies, and the potential of converting
companies into employee ownership.

In North Macedonia, the IT companies were primarily a point of interest, as
increasing entities with a predominantly youth workforce and a more modern
business culture. Similarly, the data of IT companies was collected through
online questionnaires and a focus group. On the other hand, in Sloveniq, the data
shows the overall business environment. This study uses the preliminary analysis
of the ‘Ownership demographics of Slovenian companies and the issue of
succession through employee ownership’ (2023-2025), presenting portions of
companies” data suitable for the parameters of this research.

The primary research was conducted from May to August 2024, including 25
social enterprises from both countries, 13 IT companies from North Macedoniq,
and 351 companies from Slovenia. The main challenge for the partners was the
lack of collaboration and lower response rate from the targeted social
enterprises and IT companies. In North Macedonia, only 15 social enterprises out
of 57 contacted replied, while only 10 out of 30 officially registered social
enterprises in Slovenia partake in the research. As the main reasons, the partners
identified the lack of knowledge on the topic of ESOP and workers' ownership
models. To mitigate this challenge, the partners had an individualized approach
to all entities contacted, guiding them into the topic and prolonging the duration
of the primary research to ensure a representative sample.

The partners made a qualitative analysis of the available data, emphasizing the
involvement of youth, governance models, human capital, and succession and
sustainability plans of social, IT, and other enterprises. The data was analyzed
individually for both countries and summarized and compared through the main
findings presented below.
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10.1. Primary Research in North Macedonia
= ANALYSIS of SOCIAL ENTERPRISES

Sample description

The research sample comprises 15 social enterprises that participated in an
online questionnaire and one focus group. Nearly half of these enterprises
(46.66%) are based in Skopje, while the remainder are in various other cities,
including Bitola, Strumica, Negotino, Krushevo, Tetovo, and Shtip. The sample
reflects diverse sectors in which these social enterprises operate, such as media,
education, beekeeping, technology, tourism, fashion, agriculture, and waste
management. Most of the social enterprises in the sample (73.33%) were
established between 2019 and 2022, pointing to recent growth in the sector. The
remaining enterprises were founded between 2012 and 2019.

In terms of legal structure, the sample shows a variety of forms due to the
absence of specific legislation for social enterprises in North Macedonia. A
majority (53.3%) are registered as civil society organizations, while others
operate as cooperatives (6.7%), trade companies (20%), or under other forms
such as craftsmen or informal civil movements. Of the entities registered as
trade companies, two (13.33%) confirm that their employees hold a stake in the
company. In these two companies, employees own 80% and 10%, respectively.

Financial sustainability and the ability to generate income from the market
continue to be significant challenges for social enterprises in North Macedonia.
Assessing the economic value of these entities is difficult, as the majority operate
as programs within registered civil society organizations and therefore report
financial data for the entire organization rather than for the social enterprise
specifically. Only one civil society organization maintains separate financial data
for income generated exclusively by the social enterprise. Additionally, 20% of
respondents did not provide financial data. However, based on the available
information, it can be assumed that most of the social enterprises studied have
an annual turnover ranging between 2,000 and 10,000 EUR.

Social mission

Most social enterprises (53.33%) have a social mission of increasing
employment opportunities for different marginalized groups, while the rest of the
respondents in the sample have a social mission related to sustainable
development, promoting virtual reality in education and crafts, sustainable
fashion, and food production (including honey). Aligned with their core values of
social justice and sustainable development, they leverage collaborative
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partnerships and a commitment to drive systemic change. A large percentage
of the social enterprises (80%) have a social mission explicitly stated in their
Statutes as a major governing document. This document serves as the
foundation for all activities and projects, ensuring that our operations
consistently align with our core values and objectives in the social economy.
Only 20% of the entities do not have their social missions explicitly stated in their
Statutes.

Economic dimension

Social enterprises offer a wide range of products and services, including full-day
childcare, educational workshops, additional education for children, youth, and
students, as well as virtual reality training. They provide team building programs,
space and equipment rental for events, and support services for individuals with
fewer opportunities, including a resource center and plans for a domestic
violence shelter. They specialize in upcycled products, fashion redesign, textile
and costume design, and handmade items like jewelry and clothing. They offer
sustainability consulting, innovative gardening products, beekeeping products,
bi-monthly printed media, promotional cards, clothing for persons with
disabilities, and local cultural tours. Additionally, they engage in research, policy
development, and project management.

Figure 12: Relation of product/service to the social mission

For the majority of social enterprises
How the product or the
service are related to the

social mission of the SE?

(47%) the product or the service
originates from the social mission.
This indicates that these enterprises
are deeply mission-driven, with their
market offerings being a direct

extension of their social goals. In total
40% of social enterprises stated that

= Originating from the mission . .
& & the product or the service is

Unaffiliated to the mission .
simultaneously related to the
= Simultaneously related to the mission L. .
mission, or in other words, the
enterprise generates income from market activities to generate profit to support
the social mission. A smaller group (13%) of social enterprises indicated that their

product or service is unaffiliated with their social mission.

When it comes to the percentage of revenues that come from market-oriented
activities in the last three years, 26.66% of the respondents didn't provide any
information or claim that they don't have such information now, 13.13% of the
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entities claim that 100% of theirincome is generated through the market. The rest
of the entities that participated in the research indicate percentages that move
between 10-50%. Based on the limited information provided by the respondents
it is difficult to indicate a trend in the last three years regarding the percentage
of revenues that come from market-oriented activities.

Findings from the focus group also confirm the issue with the financial
sustainability of the sector. Many enterprises struggle with maintaining
consistent income, often relying heavily on project-based funding, which is not
sustainable in the long run. There is a significant need for mentorship and
strategic guidance to help social enterprises develop functioning strategies and
navigate complex financial landscapes. Inexperienced social entrepreneurs
often lack the resources and knowledge to manage their enterprises effectively,
particularly in financial planning and cost management. The lack of market
recognition for socially responsible products is also a significant barrier.
Respondents from the focus group suggest that social enterprises need to
improve their branding and market positioning to compete with traditional
businesses, which could enhance their ability to generate income. They
recommend more tailored education and strategic support, such as branding,
marketing, and crisis management, to help social enterprises build resilience
and sustain operations during challenging periods.

Figure 13: Overview of the human capital in SEs

Human capital in SEs The data presented in Figure 13,
reveals that social enterprises in

40% ,
Morethane SESCERRR ’ North ~ Macedonia  generally

4-6 persons 0% e, 26.67% operate with a small workforce,
40% with a significant portion (46.66%)
1-3 persons 40% . .
33.33% not having any  full-time
P 20% .
None 26.67% 53340, ©Mployees. Among those with full-

0.009%10.00%20.00%80.00940.00%60.0090.00% e  staff, the numbers are

= Volonters modest, typically ranging from 1 to

. 4 employees. Honoraria contracts
Employees-honoraria contract

Full-time employees are a common form  of

employment, with most social
enterprises employing 1 to 6 individuals on such terms, reflecting a reliance on
flexible labor arrangements. Additionally, volunteers play a crucial role in these
enterprises, with 80% utilizing volunteer labor, often involving 1to 3 or more than

10 volunteers.

Emdec by nghitut za ([
TAasmus + ! - AT .. .
programme of the M v l T ekonomsko =5

European Union demckracijo == STOCIATIIN 198 TEVELOPMENT OF MW G



In total 33.33% of social enterprises do not have young people (age 15-29
years) in their available workforce, while the respondents that do have your
people in their workforce have between 1-5 young people, the maijority of them
volunteer positions. Findings from the focus group with social entrepreneurs also
confirm the low involvement of young people in social enterprises. Participants
indicated that the involvement of young people is currently limited by a lack of
awareness, preference for traditional sectors, and challenges in rural areas.
However, there are positive examples and ongoing efforts that suggest potential
for improvement. To enhance youth engagement, social enterprises need to
focus on increasing awareness, providing tangible benefits, and creating
sustainable, long-term initiatives that resonate with the interests and
motivations of young people. A recurring theme is that young people are not
sufficiently familiar with the concept of social economy and social
entrepreneurship. This lack of awareness is a significant barrier to their
involvement, as many are unaware of the opportunities and benefits that social
enterprises can offer. The difficulty in educating and engaging young people
with the entire concept of social entrepreneurship is noted as a key challenge. In
rural areas and local areas, the challenge is even more pronounced, with many
villages facing depopulation and a lack of youth engagement. The absence of
local motivators and activators in these regions means that the potential for
youth involvement in social enterprises is significantly reduced.

Good governance dimension

The decision-making system within the researched social enterprises varies
depending on the context and the specific processes involved. For some
aspects, decision-making is guided by internal documents such as Statute or
other internal procedures, especially in situations where the organization’s
representative, the Board of Directors, and Assembly members are involved. In
other cases, decisions are made based on market needs and through
discussions with collaborators and, if necessary, business consultants. However,
not all processes are regulated by formal documents. In some instances,
decision-making is done on a mutual agreement or consensus basis,
particularly in smaller organizations where all members are involved.
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Figure 14: Internal policies of SEs that enable consultation and participation

Data presented in Figure 14 indicates that a majority of social enterprises—60%—
have established internal policies or procedures that ensure consultation with

employees, customers, or
Policies-stakeholders stakeholders  during  decision-
consultations making processes. This suggests a

recognition among these enterprises
of the importance of inclusive and
participatory decision-making,
which can enhance transparency,
accountability, and stakeholder
engagement. On the other hand,

=Yes = No

40% of social enterprises do not have
such policies or procedures in place.

The social benefits and impacts of the activities conducted by various social
enterprises vary widely, and the methods of quantification or measurement are
diverse and sometimes undeveloped. While some social enterprises have clear
metrics for quantifying their social impact—such as the number of people
served, waste recycled, or services provided—others rely on qualitative
assessments or are in the process of developing more formal measurement
systems. Some enterprises are still in the development phase and have not yet
established formal methods for measuring their social impact.

These research findings reveal that the decision-making structures within
social enterprises are predominantly collective and democratic. Specifically,
80% of social enterprises identify the General Assembly as the highest decision-
making body. This suggests that most social enterprises prioritize broad
participation, ensuring that a diverse group of stakeholders, including members,
employees, and possibly beneficiaries, have a voice in critical decisions. The
finding that 13% of social enterprises are led by a single decision-maker indicates
a more centralized approach to governance in a smaller segment of the sector.
Lastly, the fact that only 7% of social enterprises rely on a board of directors as
the highest decision-making body highlights a relatively limited use of this more
formal governance structure within the sector. These differences underscore the
diversity of organizational models within the social enterprise sector.
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Figure 15: Involvement of young people in decision-making in SEs

Involvment of young people in
decision-making bodies

=Yes = No

As data presented in Figure 15
demonstrate, while the involvement of
young people in the decision-making
bodies of most social enterprises
(73%) is a positive and progressive
trend, the remaining 27% of enterprises
without such involvement may benefit
from exploring ways to include youth
voices. This research finding highlights

a significant trend in the involvement of young people within the governance

structures of social enterprises, suggesting a strong commitment to youth

participation and empowerment in the sector. In terms of youth participation in

decision-making bodies, social enterprises that report involving young people

claim a participation rate ranging from 10% to 100%. Many of these enterprises

have youth participation levels of up to 30%, with only two entities reporting youth

involvement exceeding 80%.

Figure 16: Involvement of employees and stakeholders in decision-making

Involvment of employees and stakeholders

66.70%
60%
53.30%
46.70% 46.70%
3.33%
26.70%
20%
3.30% 3.30% 13.30%
6.70%
= []
Participate in Involved in Consulted via Directly Included inthe  Other (please
board meetings strategy meetings surveys or polls participate inthe assemblies or specify):

M Involvment of employees

management and other bodies of

decision-making the NGO

Involvment of stakeholders

The data in Figure 16 compares employee and stakeholder involvement in

decision-making and governance within social enterprises. Employees are more

directly engaged in processes like board and strategy meetings, with 46.7%

involved in both, while only 13.3% of stakeholders participate in board meetings

and 20% in strategy meetings. Stakeholders are more often consulted indirectly
through surveys (60%) compared to employees (6.7%). Additionally, 66.7% of

employees are involved in management, while stakeholder participation in
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management is limited to 13.3%. Employees also have a stronger presence in
assemblies (53.3%) compared to stakeholders (33%).

Figure 17: Benefits that SEs offer to employees

Overall, the data presented in Figure 17, suggests that social enterprises place a
strong emphasis on training, personal development, and flexible working
arrangements, reflecting their commitment to employee growth and well-being.
However, benefits like private health insurance and a four-day working week are
less commonly provided, possibly due to financial constraints or the specific
operational demands of the sector. This research provides evidence that social

enterprises place a high

Benefits for employees .
. . level of importance on the
= Private health insurance;

articipation of employees
Four days working week; P P ploy

and stakeholders in
8% %8505 = Flexible working hours .
governance bodies. The

= Bonuses and prizes .
nedar-unanimous

agreement on the

development
— significance of this

involvement underscores

= Trainings and personal

the belief that inclusive

decision-making is
essential for achieving the social missions and goals of these organizations. In
total 93.3% of respondents believe that participation of employees and
stakeholders in governance bodies is “very important”. Other 6.7% of
respondents consider participation to be “Important”. While this is a small
minority, it still reinforces the idea that engagement in governance is valued,
though perhaps seen as slightly less critical by this group compared to the
majority. None of the respondents considers participation as “Not important”.

still, the leadership challenges in human resource management within social
enterprises are multifaceted, including difficulties in finding and retaining
competent employees, maintaining team motivation and commitment, and
ensuring financial sustainability and stable employment. Leaders also face
challenges due to a shortage of professional workers, engaging volunteers, and
managing diverse, dispersed teams. Recruiting for key leadership positions is
particularly tough, despite offering competitive pay. Additionally, balancing
continuous employee development with work-life balance is crucial yet
challenging.
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Future sustainability

Figure 18: Availability of sustainability strategy in SEs

Future sustainability strategy

= Yes No = Not sure

While a majority of social
enterprises are actively engaged
in planning for sustainability (67%),
there is still a portion that either
has not undertaken such planning
(13%) or is unsure if they have
(20%).  This  highlights  an
opportunity for further education,
support, and resources to ensure

that all social enterprises are equipped to develop comprehensive sustainability
strategies, which are essential for their long-term success and impact.

This research provides evidence that a significant majority (80%) of
respondents consider workers’ involvement and participation in the

ownership and decision-making of their social enterprise as crucial to its

sustainability. The involvement of workers likely fosters a sense of ownership,

accountability, and commitment, which can drive better decision-making and

operational resilience. On the other hand, 20% of respondents do not view worker

involvement as crucial to sustainability.

Figure 19: succession planning of social enterprises

Succession planning

o

=Yes = No

The data highlights a significant gap in
succession  planning among  social
enterprises, with most lacking formal
processes that include employee or
beneficiary ownership. The vast majority
(86.7%) of social enterprises do not have a
formal succession planning process that
includes aspects of employee or beneficiary
ownership for future sustainability. Only a

small percentage (13.3%) of social enterprises have implemented a formal

succession planning process that incorporates employee or beneficiary
ownership. These enterprises are likely more prepared for leadership transitions

and may be better positioned to ensure continuity and sustained impact by
involving key stakeholders in their long-term planning.
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Figure 20: Interest among SEs in the ESOP model

The data presented in Figure 20

Interest in ESOP

highlights a significant challenge in
promoting alternative ownership and
profit-sharing models like ESOPs within

social enterprises. With the maijority

« No interest at all (no sufficient (74%) showing no interest due to a lack
information available)

Some interest of information, it suggests a need for

increased education and awareness

to help leadership and employees
better understand these models and their potential benefits. The small
percentage of those with high interest (13%) indicates that there is a foundation
to build upon, but broader engagement and information dissemination will be
crucial to foster greater interest and potential adoption of these models. A
smaller portion of respondents (13.3%) have shown some interest, indicating a
curiosity or tentative consideration of these models, but perhaps without a
strong commitment or understanding of how they could be implemented.

This research provides evidence that just over half (53.3%) of the respondents
are familiar with examples of social enterprises from Macedonia or the region
that practice employee ownership, profit-sharing, and democratic decision-
making models.

On the other hand, 46.7% of respondents are not familiar with such examples,
indicating a nearly equal divide in awareness. Findings from focus groups
indicate that most respondents are not well-acquainted with the ESOP model.
Some have heard of the concept through reading or general knowledge but are
uncertain about how it would function in practice. This suggests a gap in
understanding the operational aspects of ESOPs within the context of their
organizations. While some respondents find the idea of ESOPs interesting, there
is a sense of caution and uncertainty about its practical implementation.
Concerns include how the model would impact existing business structures,
particularly in cases where products are closely associated with individual
names or where transparency is already a key part of the organizational culture.
One respondent noted that the ESOP model could potentially increase
motivation by distributing responsibility more evenly among members, rather
than concentrating it on a single individual.
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In the focus group, specific challenges were mentioned regarding the legal and
operational complexities of implementing such a model in cooperatives, such
as the requirement for new members to be employed under certain legal
conditions, which could act as a barrier to adoption. In summary, while there is
some interest in the ESOP model as a concept, familiarity is generally low, and
there are concerns about its practical application. The potential for increased
motivation is recognized, but legal and operational challenges need to be
addressed for broader acceptance and implementation.

10.2. Primary Research in North Macedonia
= ANALYSIS of IT companies

Sample description

The research sample consisted of 13 IT companies operating in North Macedonia.
The researched IT companies were established in the period between 1994-2023,
with the majority of companies established in the 2010s, particularly between
2013 and 2019. The majority of the companies (5 out of 13) fall into the 11-50
employees range, indicating that most of the companies in the research sample
are small IT companies. A significant portion (4 out of 13) are in the 51-200
employees range, representing mid-sized companies. Only 2 companies have
over 500 employees, with one having a significantly large workforce of 7000
employees, indicating that it is a large-scale enterprise.

Most companies have a significant proportion of young employees, with a few
companies having over 80%. The average percentage of 50.03% indicates that,
on average, about half of the workforce across these companies consists of
young employees aged 15-29, showing a significant presence of youth in the
workforce. The vast majority of companies fall into the privately owned category
(92%). This suggests that most companies maintain private control without
public or shared ownership. A small fraction of companies (8%) is owned by
another entity. No companies in the sample have shared ownership (private and
public), are publicly traded, or with single ownership.

Organizational Structure and Employee Involvement

The majority of companies have a traditional hierarchical structure with clear
roles and responsibilities. These range from CEO-led models to more complex
structures involving boards of directors and senior management teams. A few
entities, especially smaller ones with less than 10 employees, use a flat or
collaborative structure, emphasizing teamwork and joint decision-making
among founders or leadership teams. Some organizations divide decision-
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making authority among specialized departments, indicating a focus on
expertise and functional efficiency.

Findings from focus groups also indicate that the size of the companies
significantly affects the challenges in managing human resources. Larger
companies face financial challenges and have centralized decision-making,
while smaller companies face challenges in meeting the diverse needs of their
employees, with decision-making involvement being limited to operational
matters.

Figure 21: Employee involvement in decision-making

Employees involvment in decision-making processes

Participate in board meetings
Consulted via surveys or polls
Directly participate in the...
Other (please specify):

With only 30.8% of young people being involved in decision-making bodies,

this research indicates a relatively low representation of youth in leadership and
decision-making roles within IT companies. The current state reflects a
significant gap in youth involvement in decision-making bodies, with only a
minority of IT companies including them. Even in companies that involve young
people in decision-making bodies, the percentage of youth involvement varies
significantly, from as low as 15% to as high as 70%, suggesting that while some
organizations have a significant youth presence in decision-making, others
have minimal to moderate involvement. These findings are also confirmed by
participants in focus groups. Although young employees are a significant part of
the workforce and are involved in decision-making processes, especially in
technological aspects and organizing activities, their participation in decision-
making remains low.

When it comes to the type of influence that employees have in company
decision-making, the research shows a range of influence levels, from
significant and direct to minimal or insignificant. This diversity reflects different
organizational cultures and structures, where some companies embrace a more
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inclusive approach, while others maintain a traditional, top-down decision-
making style. Some companies highlight that employees influence strategic
participation and feedback. The presence of minimal or no influence in some
cases suggests that not all organizations effectively engage their employees in

decision-making.

The data in Figure 21 shows a mix of hierarchical and inclusive practices in
decision-making processes. While strategy meetings (61.50%) involve a
significant portion of employees, direct participation in board meetings remains
limited (30.80%). Organizations appear to value employee input, particularly
through consultative means like surveys and polls (38.50%), while maintaining a
degree of centralized decision-making at higher levels.

Figure 22: Benefits offered to employees in IT companies

. When it comes to the benefits offered
Benefits to employees

G to employees in It companies, Figure

' 38%

22 showcases that private health
insurance is the most common
benefit provided, with 84.6% of
companies offering it. A significant

= Private health insurance;

Four days working week; .. .
majority of companies (76.9%) also

= Flexible working hours offer flexible working hours. This
= Bonuses and prizes indicates a shift towards
accommodating employee work-life

balance and recognizing the benefits of flexibility in enhancing productivity and
job satisfaction. Nearly half of the companies (46.2%) provide bonuses and
prizes. A smaller percentage of companies (15.4%) offer ownership benefits such
as stocks or shares. None of the companies provide a four-day working week.
This suggests that the concept while gaining attention globally, has not yet been

adopted by the researched entities.
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Figure 23: Importance of employee participation in corporate governance

Importance of employee

participationin corporate

— 15%0°

governance

= Very important

Somewhat important

= Not important at all

As demonstrated in Figure 23, a substantial
majority of respondents (84.6%) believe that
employee participation in corporate
governance is very important. This indicates
a strong recognition of the value that
employees bring to the governance process,
likely due to the benefits of diverse
perspectives, increased engagement, and
better decision-making. A smaller portion
(15.4%) view employee participation as

somewhat important. None of the respondents consider employee participation

in corporate governance as not important at all. The data strongly indicates that

employee participation in corporate governance is valued across the board,

with most respondents considering it very important.

Figure 24: Employee ownership in IT companies

Employee ownership of

companies

= Yes = No

A small percentage (15.4%) of IT
companies have employees who own
shares or parts of the company. This
provides evidence that only a minority of
companies offer equity participation to
their employees. The vast majority of
companies (84.6%) do not offer any
ownership stakes to their employees. The
data indicates that employee ownership is

not a widespread practice. The two companies that offer the opportunity to

employees to own shares or parts of the company imply that employees own
between 5-15% of the company shares.

Overall, the research suggests that IT companies are navigating several

challenges related to leadership in human resource management, namely in

leadership, employee management, and operational efficiency, with a strong

focus on maintaining a quality workforce and fostering a collaborative work

environment. Many of the challenges revolve around employee management,

including retention, motivation, talent acquisition, and the development of a

skilled workforce. Frequent changes in decisions at the CEO level and the need

for strong leadership and professional conduct are critical areas of focus.

Companies also report issues related to the implementation time and
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establishing clear work standards indicating a need for better planning and
execution strategies. Few of them stress the importance of creating a structured
environment where employees understand their impact, along with fostering a
culture of respect and collaboration, is emphasized.

Future sustainability
Figure 25: Existing strategies or plans for sustainability of IT companies

The majority of respondents in the
research sample (53.50%) indicate
that they have worked on

Strategy/plan sustainability
(financial, HR, technical)

sustainability strategies. This
Yes suggests that many companies are
forward-thinking and focused on
ensuring their long-term success by

No addressing key areas like finance,

human resources, and technology.
The presence of respondents who
Not sure 30.80% have not worked on sustainability
strategies (15.40%), combined with
those who are unsure (30.80%),

highlights potential gaps in strategic planning. The data reflects that while a
majority of companies are engaged in sustainability planning, there is still a
significant portion where either no strategy has been developed or there is
uncertainty about its existence.

On the other hand, the research shows that a significant majority (69.2%) of
respondents believe that workers' involvement and participation in ownership
and decision-making are crucial to the sustainability of their company. On the
other hand, about 23.1% of respondents do not consider workers' involvement in
ownership and decision-making as crucial for sustainability. A small portion
(7.7%) of respondents is unsure about the impact of workers' involvement on
sustainability.
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Figure 26: Fomiliarity with employee benefit plans among IT companies

Familiarity- employee A significant majority (69.2%) of respondents

benefit plan are familiar with the concept of an employee
benefit plan that enables employees to own
part or all of the company. This indicates that
the idea of employee ownership is well
known among these respondents,
suggesting that many are aware of or have

been exposed to models like Employee Stock
Ownership  Plans (ESOPs) or similar
" ves =No structures. About 30.8% of respondents are
not familiar with this concept. This suggests both an opportunity and a need for
companies to educate their management team and workforce about the
potential of such plans. As more companies consider innovative approaches to
employee engagement and retention, employee ownership models could
become more widespread, leveraging the familiarity that already exists among

a majority of employees.
Figure 27: Management interest in ESOP

Managment interest in ESOP The maijority of respondents (53.8%)
show no interest in exploring
No interest at all... alternative ownership and profit-
sharing models like ESOPs, due to a
Some interest lack of sufficient information or
understanding of how such models
could benefit the company and its
High interest employees. A significant portion
(30.8%) of respondents express

some interest in exploring these alternative models. These respondents are

small IT companies, with less than 10 employees, registered in the last 5 years. A
smaller segment (15.4%) of respondents shows high interest in exploring ESOPs
or similar models. These are the same entities that have already established
ESOP practices within the companies. Overall, the mixed levels of interest suggest
that while ESOPs have potential, widespread adoption will require targeted
efforts to address knowledge gaps and showcase the value these models can
bring to both companies and their employees. The need for strengthened
activities in capacity building, mapping, and promoting positive examples and
raising awareness is also confirmed by the fact that most respondents (61.5%)
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are not familiar with examples of these models suggests that there is limited
awareness or exposure to employee ownership and democratic decision-
making practices in the region. This is a result of a lack of adoption of these
models, insufficient case studies, or minimal media coverage. The data indicates
that while there is some awareness of employee ownership, profit-sharing, and
democratic decision-making models in North Macedonia or the region, the
maijority of respondents are not familiar with such examples. This highlights a
potential opportunity to increase awareness and understanding of these

models, which could lead to broader adoption in the future.

10.3. Primary Research in Slovenia
= ANALYSIS of SOCIAL ENTERPRISES

Sample description

The research sample in Slovenia consisted of 10 social enterprises that
participated in an online questionnaire. The questionnaire was sent out to 30
registered social enterprises, and the response rate was 33.3%. 5 (50%) of
participating enterprises are based in Ljubljana, 3 (30%) in Maribor, and one in
Dravograd and Grgarske Ravne. The sample reflects a diverse range of sectors
in which social enterprises operate, such as creative industries, reuse and
recycling of clothes and textiles, translation, production and sale of locally
produced food, accounting, and care services.

Most enterprises were established between 2006 and 2016, suggesting
companies with 10 years or more of experience. Some were also established
before the Law on social entrepreneurship was passed. These entities acquired
the status of social enterprise.

In terms of legal structure, the sample shows an equal share of cooperatives 4
(40%) and non-governmental organizations 4 (40%) with two being foundations
(20%). All except one cooperative hold the status of social enterprise as per
Slovenian law on social entrepreneurship.  Since sample enterprises are
functioning social enterprises, theirincome varies from 25,000 EUR to 160,000 EUR.
All are financially quite stable and can generate income from the market, which
some of them combine with other types of international, state, and local tenders.

Social mission

The maijority of social enterprises 9 (90%) have a social mission explicitly stated
in their Statutes. Their social mission varies from the promotion of policies with
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social economy values, employment opportunities for members or different
harder-to-employ groups, fair pay for highly skilled members/employees,
sustainable development, opportunity for growth and development of the
company, care for elderly and powerless, sustainable fashion and local food
production and sales. All entities are driven by a mission to create a positive
societal impact, while at the same time protecting the environment, creating
opportunities for their members, and offering services to diverse social groups.

Economic dimension

Social enterprises offer a wide range of products and services, including zero
waste shops with eco-food, research, consulting, planning, communication
services, accounting for non-governmental organizations, editing and hosting
websites, collection, and sale of used clothes and shoes, diverse products from
waste materials, design services, education, care for the elderly at home, etc.
Additionally, they engage in research, policy development, and project
management.

Figure 28: How the product/service is related to the social mission of the SE

How the product or the For the majority of social enterprises
service are related to the (70%) their product or service originates
social mission of the SE? from the social mission. This indicates

_10.

that these enterprises are mission-
driven, with their market engagement
being a direct extension of their social
goals. In total 20% of social enterprises

stated that the product or the service is

= Originating from the mission simultaneously related to the mission,
Unaffiliated to the mission or in other words, the enterprise
= Simultaneously related to the mission generates income from the market

activities to support the social mission
with profits. Only one or (10%) of the researched social enterprises indicated that
their product or service is unaffiliated with their social mission.
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Figure 29: Income generated from market-oriented activities

Income from market- oriented

activities

= No information/no income

100% of income is from market

= up to 50%

As presented in Figure 29, regarding
revenues that come from market-
oriented activities in the last three
years, 50% of the entities claim that
100% of their income is generated
through the market. The other 50%
indicate percentages that move
between 10-50% of market-generated
income. Based on the information
provided by the respondents’
enterprises are maintaining consistent
income, relying both on project-based

funding, and market-based income. Half of them are completely based on the
market economy, which can be more sustainable in the long run. Some
responding social enterprises have found the right level of diverse incomes, to

suit their needs and enable them to function.

Human capital in social enterprises

Figure 30: Human capital in social enterprises in Slovenia
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The researched sample
provides evidence that
60% social  enterprises in
Slovenia generally
operate with quite a
small workforce, with a
significant portion
(70.0%) having between

0.00% 10.00%20.00%30.00%40.00%50.00%60.00%70.00%  1-6 full-time employees,

Volonters B Employees-honoraria contract 10% hGVing no full-time

B Full-time employees

employees, and 20%
more than 6 full-time

employees. Honoraria contracts are also a common form of employment, with

most social enterprises employing individuals on such terms, reflecting a joint

reliance on full-time and flexible labor arrangements. Additionally, volunteers

play a crucial role in somewhat larger social enterprises, with 60% of them

utilizing volunteer labor.
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In total 70.00% of analyzed social enterprises do not have young people (age 15-
29 years) in their available workforce, while the respondents that do have young
people in their workforce have between 1-3.

The involvement of young people (aged 15-29) in the workforce is limited, with
more than two-thirds of the social enterprises not engaging any young people,
and those that do generally have them first in volunteer roles. Overall, the
findings suggest that social enterprises in Slovenia are operating with a small
full-time working force, reliant also on volunteers and honoraria contracts.

Good governance dimension

The decision-making system within the responding social enterprises varies
depending on the context and the specific processes involved. For some
aspects, decision-making is guided by internal documents such as the Statute
or other internal procedures, especially in situations where the organization’s
representative, the Board of Directors, and Assembly members are involved. In
other cases, decisions are made based on market needs and through
discussions with collaborators and also business consultants. However, not all
processes are regulated by formal documents. In some instances, decision-
making is done on a mutual agreement or consensus basis, particularly in
smaller organizations where all members are involved.

Research finding indicates that a majority of social enterprises—90%—have
established internal policies or procedures that ensure consultation with
employees, customers, or stakeholders during decision-making processes. This
suggests a very high recognition among these enterprises of the importance of
inclusive and participatory decision-making, which can enhance transparency,
accountability, and stakeholder engagement. On the other hand, 10% of social
enterprises do not have such policies or procedures in place. The absence of
consultation mechanisms could limit the input and insights from those directly
affected by the enterprise’s operations, potentially reducing the effectiveness of
the decisions made.

The social benefits and impacts of the activities conducted by various social
enterprises vary widely, and the methods of quantification or measurement are
diverse. While only one social enterprise has clear metrics for quantifying its
social impact, others rely on qualitative assessments or are in the process of
developing more formal measurement systems. It looks like intuitive
assessments serve these enterprises well.
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Figure 31: Highest- decision-making body in social enterprises in Slovenia

Highest decision-making
body

= Board of directors = General assembly

= One person

Decision-making structures within social
enterprises are predominantly collective
and democratic. As showcased in Figure
31, about 50% of social enterprises
identified the General Assembly as the
highest decision-making body. 30% of
social enterprises rely on a board of
directors as the highest decision-
making body also highlighting the use of
a more formal governance structure.

20% of social enterprises are led by a single decision-maker indicating a more

centralized approach to governance.

Figure 32: Involvement of young people in decision-making bodies

Involvment of young
people in decision-making
bodies

The data presented in Figure 32
demonstrate that the involvement of
young people in the decision-making
bodies of most social enterprises (80%)
is not inclusive since only 20% of
enterprises involve youth voices in
decision-making bodies. This research
finding shows that responding social
enterprises are predominantly
generationally  structured.  Where
members and employees are either

with the company from the beginning or leaders are engaging same-generation

employees and colleagues, with limited engagement of youth. In terms of youth

participation in decision-making bodies, social enterprises that report involving

young people claim a participation rate ranging from 10% to 25%.

Still, the leadership challenges in human resource management within social

enterprises are multifaceted, including difficulties in finding and retaining

competent

employees and maintaining high team motivation and

commitment. Leaders also face challenges due to a shortage of professional

workers, engaging volunteers, and managing diverse, dispersed teams.

Additionally, balancing continuous employee development with work-life

balance is crucial yet challenging. There's also a struggle to engage young

people.
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Employees in social enterprises are generally involved in a broad spectrum of
decisions, ranging from strategic planning and operational activities to specific
project applications, event organization, and expanding product and service
offerings. The level of involvement and the type of decisions vary depending on
the organization’s size, structure, and decision-making approach. Additionally,
employees participate in decisions related to collaborations, program
development, investments, and fundraising. In some companies, decision-
making is conducted horizontally, involving all employees regardless of the
decision’'s nature. However, in smaller organizations, employee involvement may
be limited, particularly when a single individual, like the president, handles most
responsibilities.
Figure 33: Involvement of employees and stakeholders in decision-making in SE
The data in Figure 33

Involvment of employees and

compares employee and
stakeholders

stakeholder involvement

70.00% 70.00%
50.00% in decision-making
0% . . .
30% within social enterprises.
20.00% 003, 20-00% 10.00%
g 00% 0.00% B 000% " Employees are more
directly  involved in
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QO* & P & and management, while

stakeholders are
B Involvment of employees m Involvment of stakeholders .

engaged more indirectly
through assemblies and
strategy meetings (40%). Interestingly, employees (20%) have limited
participation in board meetings, and none of the surveyed social enterprises
include stakeholders in board meetings. Stakeholders are more often consulted
via surveys (30%), while employees are not, indicating a preference for indirect

stakeholder engagement over direct decision-making involvement.
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Figure 34: Importance of employee/stakeholder’s participation in governance

The analysis of the importance of stakeholders’ participation in governance, as

Importance of presented in Figure 34, with 80%
employees/stakeholders considering it very important and 20%
participation in governance important,  highlights a  strong

consensus on the significance of
stakeholder engagement in decision-
making processes. The data
demonstrates that social enterprises
place a high level of importance on the
participation  of employees and

stakeholders in governance bodies.

= Very important Important Such significance of this involvement

stresses the conviction that inclusive

decision-making is essential for achieving social missions and organizational

goals. 80% of respondents believe that participation in governance bodies is
"very important”.

Figure 35: Benefits for employees in social enterprises in Slovenia

Benefits for employees Overall, the data presented in
Figure 35, suggests that social

% 13%g

enterprises place a  strong
emphasis on training, personal
development, and flexible working

= Private health insurance; arrangements, reflecting  their

Four days working week; commitment to employee growth
= Flexible working hours and well-being. However, benefits
* Bonuses and prizes like private health insurance and a

= Trainings and personal development fOUF—dCIy Working week are less

" Other (please specify) commonly provided, possibly due
to financial constraints or the specific operational demands of the social
enterprise sector. The presence of other unspecified benefits highlights the

diversity and adaptability of these organizations in supporting their employees.
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Figure 36: Strategies for future sustainability

Future sustainability strategy

60%

= Yes No = Not sure

Data in Figure 36 demonstrate that_the
majority of social enterprises (80%) in
Slovenia are not actively engaged in
planning for sustainability, either have
not undertaken such planning or
respondents are unsure if they have. In
total 20% of respondents are uncertain
whether they have worked on a
sustainability strategy. Only 20% of
respondents have worked on a strategy

or plan for the sustainability of their social enterprise. This suggests that not
many social enterprises recognize the importance of proactive planning to

ensure long-term viability across key areas such as finance, human resources,

and technology.

Research also provided information that 5 or (50%) of respondents consider

workers' involvement and participation in the ownership and decision-making of

their social enterprise as crucial to its sustainability. This indicates quite a strong

belief that engaging workers in governance and ownership not only aligns with

their social mission but also enhances long-term viability. On the other hand,
50% of respondents do not view worker involvement as crucial to sustainability.

Succession planning

Figure 37: Succession planning

Succession planning

! 80% '

=Yes = No

The data presented in Figure 37, highlight a
significant gap in succession planning among
social enterprises, with most lacking formal
processes that include employee or
beneficiary ownership. The vast maijority (80%)
of social enterprises do not have a formal
succession planning process that includes
aspects of employee or beneficiary ownership
for future sustainability. This suggests that they
may not be taking proactive steps to ensure a

smooth transition of leadership or ownership. Only a small percentage (20%) of
social enterprises have implemented a formal succession planning process that
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incorporates employee or beneficiary ownership. However, this research also
provides evidence that there is high familiarity with models of employee partial
or full ownership in companies. (80%) of social enterprises are informed about

the diverse employee ownership and profit-sharing models.

Figure 38: Interest among SEs in ESOP models

Interestin ESOP The data in Figure 38 also show that over

70% have some or high interest in further

‘]@ﬁ exploring alternative ownership and

| 50% W profit-sharing models like ESOPs within
v social enterprises. Half (50%) of

No interest at all (no sufficient information leadership and employees in social

available) enterprises have an interest in exploring

alternative ownership and profit-sharing
models. Another 20% exhibit high interest

Some interest

= High interest
in exploring alternative models,

suggesting that some are either highly informed about ESOPs or other similar
models and see potential value in adopting them within their organizations. A
portion of respondents (30%) have shown no- interest.

The data also shows that 5 (50%) of the respondents are familiar with examples
of social enterprises from Slovenia or the region that practice employee
ownership, profit-sharing, and democratic decision-making models. This
suggests that these concepts are relatively known and possibly implemented
within some enterprises in the region. The awareness of such examples may
contribute to an understanding of how these models can be successfully
applied, potentially encouraging more organizations to explore and adopt
similar practices. On the other hand, 50% of respondents are not familiar with
such examples. This suggests that there is room for increased visibility and
sharing of best practices within the sector to encourage broader information
sharing.

In summary, there is some interest in the ESOP model as a concept among social
enterprises in Slovenia, familiarity is generally high, and more information
sharing about its practical application is important. Informational motivation is
recognized, but legal and operational challenges need to be addressed for
higher acceptance and implementation.
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10.4. OWNERSHIP SUCCESSION AND EMPLOYEE OWNERSHIP IN SLOVENIAN
BUSINESSES
=A Preliminary analysis

The research project titled ‘Ownership demographics of Slovenian companies
and the issue of succession through employee ownership’ (2023-2025) aims to
analyze ownership succession in Slovenian companies with over five employees
by examining the demographics of current owners and their succession plans. It
excludes companies on stock markets and those unsuitable for this study. The
project used surveys and interviews to identify challenges and needs related to
ownership transfer. This is an introduction to the preliminary results of the
ongoing data analysis —the expected results and indications of conclusions, but
not the results that are expected until the end of 2024. The results presented
include a sample of 351 closely held Slovenian firms with more than 5 employees.

Figure 39: Exit of owners in the next 5 years

Figure 39 shows the anticipated exit of
company owners within the next 5 years.

Exit of owners in next 5
years

Results show that 23% of owners plan to
exit in the next five years, while 47% do not
intend to exit. 30% of owners are either

unsure or did not respond. Figure 40 shows
47% the results of exit planning over the next 10
years. 34% of all owners’ plan to exit in 10
=Yes =No = Don'tknow/Empty years and only 28% do not intend to exit,
with 38% not providing a response or not
being sure about the exit.

Figure 40: Exit of owners in the next 10 years

Exit of owners in next 10 The results indicate that a significant

years portion of owners are either considering
succession or uncertain about their
plans, highlighting the importance of
addressing ownership transition and
succession planning. If we apply the
results to the population of closely held
enterprises with more than 5 employees

(there are around 11.000 of those), we see
that at least 3.850 private firms will

= Yes No = Don't know/Empty
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change ownership within the next 10 years, which will have significant effects for
employment stability, local communities where businesses are embedded, and

for the Slovenian economy.
Figure 41: Existence of ownership succession plan

Figure 41 displays the answers
from business owners about

Existence of ownership
succession plan

ownership succession plans.
The results indicate that only
20% have a succession plan in
place, 57% do not have a plan,

and 23% are either unsure or

57% did not provide a response.

This suggests that a significant

majority of companies lack a

=Yes =No = Dontknow/Empty formal  succession  plan,

highlighting the need for

succession support to the business community, the creation of new succession
options, and advocacy among the business owners.

Figure 42 and Figure 43 show the most popular options in planning the business
succession. Owners graded each option with scores between 1 (“very
unsuitable”) and 5 (“very suitable”). Based on the answers in the survey, the most
popular option with an average score of 3,1 was family succession. However, it is
important to note that based on our conversations with relevant stakeholders,
family succession is in decline with less than 10% of succession cases being
facilitated within a family. The second most popular option is a buyout by the
competitor (average score 2,5). The third most popular option selected was an
employee buyout, which was, with an average score of 2,09, favored over a
managerial buyout that received an average score of 1,78. Finally, while the least
popular option, 11% of all business owners would be willing to gift their businesses
to the employees.
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Figure 42: Average score on succession options
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Figure 43: Ownership succession options for owners
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Social Enterprises: Main findings from Slovenia and North Macedonia

The study in North Macedonia involved 15 social enterprises through an online
survey and focus group, with almost half based in Skopje. These enterprises
operate in sectors such as education, agriculture, tourism, and waste
management, with 73.33% found between 2019 and 2022. The analysis in Slovenia
included 10 social enterprises, representing diverse sectors such as creative
industries, recycling, local food production, and care services, with most being
established between 2006 and 2016. Half of these enterprises are in Ljubljana.

Both countries show a diverse representation of social enterprises across
multiple sectors, indicating broad potential for social impact. However, Slovenian
social enterprises have alonger operational history, mostly established between
2006 and 2016, while Macedonian enterprises are relatively young, formed
predominantly between 2019 and 2022. In Slovenia, the majority are registered
as cooperatives or NGOs with legal status under Slovenian law, while
Macedonian enterprises use a mix of civil society organizations, trade
companies, cooperatives, and informal structures, reflecting the lack of specific
social enterprise legislation.

In both countries, social enterprises have explicit social missions embedded in
their activities. In Slovenia, 90% of enterprises state their social mission in their
statutes, with most products or services aligned with these missions. Income for
Slovenian enterprises ranges from EUR 25,000 to 160,000, with half generating all
income through market activities. In North Macedonia, enterprises focus on
marginalized group employment, sustainable development, and innovation. Yet,
financial sustainability is challenging, with most relying on project-based
funding and annual turnovers between EUR 2,000 and 10,000.

Both countries align their economic activities with social goals, and financial
sustainability remains a challenge, particularly for newer enterprises. Slovenian
social enterprises demonstrate greater financial stability and reliance on a
market income compared to those in North Macedonia, which depend more
heavily on external funding.

In Slovenia, 70% of social enterprises have 1-6 full-time employees, with a notable
use of volunteers. Nevertheless, youth involvement is limited, with minimal
representation in the workforce. Similarly, in North Macedonia, social enterprises
operate with small teams, with almost half having no full-time employees.
Volunteer use is common, but youth involvement is limited due to a lack of
awareness and opportunities. Both countries face challenges in attracting
young people to their workforces.
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In Slovenia, 50% of enterprises use a General Assembly as the highest decision-
making body, with 90% involving employees or stakeholders in decisions. In North
Macedonia, 80% also employ a General Assembly, with collective governance
valued highly. Neither country fully integrates youth in decision-making, with
only 20% of Slovenian and an even smaller proportion of North Macedonian
enterprises involving young people.

Slovenian enterprises show limited active planning for future sustainability, with
only 20% engaged in succession planning and interest in employee ownership
models like Employee Stock Ownership Plans (ESOPs). In North Macedonia, 67%
are working on sustainability but lack formal succession plans, with low
awareness of ESOP models.

Key challenges for both countries include limited youth engagement in
workforces and governance, financial sustainability, and the lack of succession
planning. Youth involvement is critical for fostering intergenerational diversity
and ensuring long-term continuity. Financial sustainability remains a pressing
issue, with the need for improved financial planning, market diversification, and
branding support to strengthen income generation, thus creating bigger and
stronger economic entities.

Both countries face challenges with succession planning and sustainability and
need to show more proactive efforts in sustainability planning, through formal
succession strategies. Developing formal succession plans and exploring
employee ownership models, such as ESOPs, would also help secure
organizational continuity. Increasing awareness of successful models like ESOPs
and sharing best practices can foster growth and resilience among social
enterprises in both regions

IT Companies: Main findings from North Macedonia

The research involved 13 IT companies established between 1994 and 2023, with
most formed between 2013 and 2019. The sample included a range of company
sizes, with the maijority (5 companies) employing 11-50 people, and 4 companies
employing 51-200. Only 2 companies have over 500 employees, indicating a
predominance of small to mid-sized firms with a few larger enterprises. Notably,
the workforce is predominantly young, with an average of 50% of employees
aged between 15-29 years. Almost all companies (92%) are privately owned, and
none are publicly traded or operate with shared ownership models.

Organizational structures across these IT firms are hierarchical, with traditional
CEO-led or senior management models, though some smaller companies use
flatter, more collaborative setups. Employee involvement in decision-making is
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generally limited, particularly among younger employees, with only 30.8% of
young people participating in decision-making roles. The degree of employee
influence varies, with some companies taking a more inclusive approach and
others maintaining a strictly top-down hierarchy. Consultative tools like
employee surveys are used by only 38.5% of companies, highlighting a limited
emphasis on employee input in corporate decisions.

The companies offer various employee benefits, with private health insurance
(84.6%) and flexible working hours (76.9%) being common, reflecting an effort to
enhance employee well-being. However, ownership-related benefits are rare,
with only 15.4% of companies offering stock options to employees, and those are
companies registered in a foreign country. While 84.6% of respondents see
employee participation in corporate governance as important, this is not
reflected in ownership, as only a small fraction provide equity participation.

The challenges facing these companies are multifaceted. Leadership issues,
retaining skilled employees, acquiring new talent, and maintaining operational
efficiency are common concerns. Larger firms face challenges related to
financial constraints and centralized decision-making, while smaller firms
struggle to address employee needs adequately. Decision-making structures
often lack representation from younger staff, despite their substantial role in
technical and operational functions.

A slight majority of companies (53.5%) have some form of sustainability strategy,
primarily focused on financial health, human resources, and technology.
Employee involvement in ownership and decision-making is considered crucial
for sustainability by 69.2% of respondents, though practical adoption of such
models remains limited. Awareness of employee benefit plans is relatively high
at 69.2%, yet interest in employee ownership schemes, such as ESOP, is low, with
53.8% showing no interest, mainly due to a lack of understanding. Moreover, 61.5%
of respondents are unfamiliar with employee ownership practices.

Overall, while there is a focus on quality, collaboration, and overcoming HR
challenges, the companies face significant gaps in youth involvement in
leadership, decision-making influence, and adoption of innovative ownership
models. Advancing these areas requires enhanced awadreness, capacity
building, and the promotion of inclusive and participatory business practices
through showcasing positive examples.
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Companies Ownership Succession in Slovenia

The research project "Ownership Demographics of Slovenian Companies and
the Issue of Succession through Employee Ownership” (2023-2025) seeks to
examine ownership succession within Slovenian companies with more than five
employees. The study analyzed a sample of 351 closely held firms, providing
insights into the state of ownership succession, an underdeveloped aspect of
business continuity in Slovenia.

The analysis revealed that 23% of company owners plan to exit their business
within the next five years, while 47% do not, and 30% are uncertain. Extending the
timeline to ten years, 34% of owners intend to exit, while 28% do not, and 38% are
undecided. Extrapolated to the broader population of approximately 11,000
enterprises with over five employees, it is estimated that at least 3,850
companies will undergo ownership change in the next decade. Such a transition
is expected to affect employment stability, local community development, and
the overall Slovenian economy. Succession planning appears to be lacking, with
only 20% of companies surveyed having a formal succession plan in place. In
contrast, 57% of businesses do not have plans, and 23% are uncertain or did not
respond. This highlights a significant gap in ownership transition preparedness,
emphasizing the need for targeted support and advocacy to encourage proper
succession planning and explore additional options for business owners.

The most popular succession strategy is family succession, which received an
average suitability score of 3.1. However, family succession is reportedly on the
decline, now occurring in less than 10% of cases. The second option is a buyout
by a competitor, scoring an average of 2.5. Employee buyouts are also gaining
interest, with an average score of 2.09, surpassing managerial buyouts, which
were at 1.78. Interestingly, 11% of business owners are open to the idea of gifting
their businesses to employees, indicating some willingness to explore
nontraditional succession routes.

Key challenges include the lack of formal succession planning, the declining
feasibility of family succession, and uncertainty about succession plans in nearly
one-third of the firms. Addressing these challenges will require comprehensive
support for business owners, especially in formulating formal succession
strategies and establishing supportive legal and operational frameworks,
including access to financing and training programs. Advocacy is crucial to
raising awareness about succession planning and promoting diverse options
like employee ownership and buyouts. Encouraging employee ownership could
enhance business continuity, increase employee commitment, and bolster
community stability.
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CONCLUSION

The Institute of Economic Democracy (IED) is exploring an innovative,
participatory economic model aimed at creating more equitable workplaces
and addressing pressing social challenges, such as wealth inequality, youth
worker/owner business models, and socioeconomic disparities. Through the lens
of the European Employee Stock Ownership Plan (EUESOP), the model offers a
blueprint for empowering workers, enhancing job security, and fostering social
cohesion, also in the context of the youth labor market.

Key Findings and Contributions

Promoting Worker Ownership and Democratic Governance

The IED’s ESOP model places worker ownership at the core of corporate
governance, ensuring that employees, including young workers, have
meaningful stake in the companies where they work. This model contributes
to democratic decision-making processes and provides workers with direct
economic benefits, including dividends and long-term financial security.

By giving employees a say in company decisions, ESOPs create a more
engaged and motivated workforce, which can lead to higher productivity
and resilience. This is particularly important for young workers entering the
labor market, as they are often faced with precarious working conditions and
limited upward mobility.

Addressing Youth Employment

The model directly addresses the issue of youth unemployment, which
remains a persistent problem across Europe. The EUESOP model, through
their focus on long-term employee engagement and business stability,
offers a viable solution for creating sustainable jobs, particularly for young
people. By giving young employees, a sense of ownership and future
economic security, ESOPs can help combat the disillusionment often faced
by youth in the current economy.

Additionally, the incorporation of ESOPs in startup ecosystems and small-to-
medium enterprises (SMEs) can significantly increase employment
opportunities for youth by encouraging business models that prioritize
employee participation over external shareholder profits.

3. Fostering Social Economy and Sustainable Development
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The ESOP model aligns with the broader goals of the social economy, which
seeks to balance profit-making with social impact and community well-
being. It emphasizes fair wealth distribution, reduces income inequality, and
nurtures sustainable business practices. The youth, often marginalized in
traditional economic frameworks, can find greater agency and participation
in a social economy built on these principles.

The IED model, by promoting inclusive economic structures, has the potential
to play a transformative role in achieving the United Nations’ Sustainable
Development Goals (SDGs), particularly SDG 8 (Decent Work and Economic
Growth) and SDG 10 (Reduced Inequalities). By leveraging the ESOP
framework, businesses can address both economic inefficiencies and social
disparities, creating a more just and sustainable economy.

Challenges and Opportunities Ahead

While the IED's model presents a compelling case for the expansion of ESOPs,
some challenges must be addressed. Legislative frameworks across Europe vary
significantly, and legal reforms may be necessary to fully implement ESOPs at a
larger scale. Policymakers must therefore work closely with businesses, labor
organizations, and civil society to establish a conducive environment for ESOP
adoption.

Moreover, financial literacy and management skills are essential for employee-
owners to effectively engage in democratic governance. Particularly for younger
workers, education and training programs should be integrated into ESOP
structures to ensure that all employees can contribute meaningfully to decision-
making processes.

Prospects and Policy Recommendations

The future of ESOPs within Europe’s social economy is promising, especially if key
stakeholders, including governments, the financial sector, businesses, and the
youth themselves—collaborate to promote and support employee ownership
models. To unlock the full potential of the IED’s vision, the following
recommendations are proposed:

1. Policy Incentives and Support Mechanisms: Governments should provide
tax incentives, grants, and financial support to encourage businesses to
adopt ESOPs, especially in industries with high youth employment potential-
such as the ICT sector. This would reduce barriers to entry for companies
considering the transition to employee ownership.
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2. Youth-Specific ESOP Programs: Tailored ESOP models for young
entrepreneurs and startups could be developed to encourage youth
participation in the economy. By linking youth-focused programs with ESOP
structures, the entrepreneurial spirit of young people can be harnessed to
foster innovation and social impact.

3. Awareness and Education Campaigns: Raising awareness of ESOPs and
their benefits among young workers, business owners, and policymakers is
critical. Educational initiatives that promote the values of economic
democracy, cooperative ownership, and long-term wealth can build a
cultural shift toward more inclusive economic practices.

4. Supportive Legal Frameworks: The harmonization of ESOP-related
legislation across Europe can provide a clearer pathway for companies and
workers to participate in employee ownership schemes. Policymakers must
ensure that ESOPs are well-integrated into national employment and
corporate governance laws.

Final Thoughts

The IED’s European ESOP model offers a powerful solution to some of the most
pressing issues facing workers today, including unemployment, precarious work,
wealth inequality, and economic inequality. By embedding principles of
economic democracy within the fabric of Europe’s labor markets, this model not
only provides pathways to financial security but also strengthens the overall
business landscape.

As we move forward, the role of youth in driving this transformation cannot be
understated. Their active participation in ESOPs, either in succession plans or
direct worker buyouts will shape the future of work and ensure that the economic
systems of tomorrow are more just, sustainable, and democratic. The IED's
model is, therefore, not only a blueprint for a better economy but also a call to
action for a generation of young leaders ready to reshape their future.

In conclusion, the IED's model of the European ESOP presents a compelling vision
for a more equitable and resilient economic future. By bridging the gap between
ownership and labor, it addresses critical issues of youth unemployment and
economic disparity. Embracing this model could lead to a more dynamic
economy where young people are not only employed but are also drivers of
innovation and growth. The potential benefits underscore the need for concerted
efforts from governments, businesses, banks, and civil society to support the
expansion of employee ownership models across Europe.
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