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ABSTRACT:

Employee Stock Ownership Plans (ESOPs) have become a prominent tool for aligning the
interests of employees and shareholders, especially in industries like IT, where human capital
is a critical asset. By offering employees ownership stakes, companies aim to enhance
motivation, job satisfaction, and long-term commitment. This study explores the role of
Employee Stock Ownership Plans (ESOPs) in enhancing organizational performance,
specifically within leading IT firms in India. Drawing from existing literature and open-source
data, the research examines how ESOPs influence key performance metrics such as Total Asset
Turnover (ATO), Return on Assets (ROA), employee retention, and market perception. While
the findings indicate that ESOPs may have a limited short-term effect on productivity and
profitability, they play a significant role in boosting long-term employee engagement and
market performance. Statistical evidence from open-source data shows that the market
anticipates positive future outcomes for firms with ESOPs. However, the study underscores
that ESOPs alone do not guarantee improved performance or employee motivation. Instead,
their effectiveness depends on how well they align with broader organizational goals and
performance strategies.

INTRODUCTION:

The original theory of early industrial revolution pioneer Johann Heinrich Von Thunen, a well-
known German economist, is similar to the modern ESOP. When Von Thunen gave his
employees a portion of his company's profits, he implemented an ESOP. He put the money he
made into equipment that would increase profits. Each employee was then given a share of the
profits. Interest was allocated and given to the staff as a second source of income from earnings
invested in items other than capital equipment. Upon retirement, the principal was expanded
and given to the staff members.

Through employee stock ownership plans, also known as employee stock options plans in
India, employees have emerged as significant players in the global capital ownership market.
In terms of long-term value creation for the company and employees, the outcomes of ESOP
adoption are very impressive.

When ESOPs were granted special tax advantages and regulatory protections in the 1970s, the
employee ownership movement got its start in the US. Currently, there are over 11,000 of these
and comparable plans covering nearly 9 million workers with assets valued at roughly $213
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billion. ESOPs are used by large companies like Home Depot and United Airlines. ESOPs are
also sponsored by thousands of smaller, closely held businesses. Employee ownership in the
company can range from a few percent to one hundred percent.

Stock plans have been used for a variety of purposes. While the original goals may have been
of one kind, there may occasionally be emergent goals as a result of internal and external
changes that replace, alter, or expand upon the original goals. For example, some initiatives
began as a means of providing incentives to the executive team and gradually expanded to
include garnering commitment and loyalty from a sizable portion of the workforce.

One or more of the following goals can be found in most stock plans:

= A sense of ownership and dedication among the staff.

» Increasing the wealth of the workforce.

= To augment social security and retirement income.

* To draw in highly skilled professionals who are in high demand. particularly if it is the
standard practice in the industry (i.e., to make sure that the lack of a stock option plan does not
act as a barrier to entry).

* To maintain staff members or particular skill sets within them despite anticipated high
turnover.

= To strengthen ties with Collectives and work toward shared business objectives.

* In order to avoid completely devoting funds to the implementation of a Performance
Management System, minimize potential disparities in the cash bonus that is given to each
individual, and potentially protect against hostile controlling interests or takeovers in the future.

REVIEW OF LITERATURE:

Several studies have demonstrated that employee stock ownership leads to increased
productivity. A study conducted by the Survey Research Center at the University of Michigan
found that businesses with a large employee ownership stake are 1.5 times more profitable than
similar businesses with a conventional ownership structure. A 1986 study by the National
Employee Ownership Council found a link between increased productivity and an employee's
ownership of equity in their employer company. According to the study, ESOP businesses
performed better in the post-ESOP era than they did in the pre-ESOP era, compared to their
rivals. When stock ownership was added, the companies with higher levels of participation
demonstrated the biggest gains. Additionally, it has been found that the profitability of the
company increased with the amount of equity that the employees owned.

Richard et al., (2009) demonstrate that Organizational performance is probably the most
frequently used dependent variable in organizational research today. Yet, at the same time, it
remains one of the most vague and loosely defined constructs. The definition of organizational
performance is a surprisingly openended question with few studies using consistent definitions
and measures. Performance is so common in management research that its structure and
definition are rarely explicitly justified; instead, its appropriateness, in no matter what form, is
unquestionably assumed.
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Kumar (2004) investigated the impact of adopting Employee Stock Ownership Plans (ESOPs)

on organizational productivity and performance. Productivity was measured through Total
Asset Turnover (ATO), calculated as sales divided by total book assets, while firm profitability
was assessed using cash flow, cash flow-to-sales ratio, Return on Assets (ROA), and net profit
margin. ESOP participation was quantified by the number of employee participants or the level
of employee investment in the ESOPs. The study's findings indicated that ESOPs in Indian
firms had minimal impact on productivity and profitability when evaluated through
accounting-based metrics. However, cross-sectional regression analysis showed a significant
positive correlation between market performance and the presence of ESOPs. The market
outlook for future performance of firms with ESOPs was generally optimistic. The authors
concluded that there is no direct or guaranteed link between ESOPs and improved performance,
suggesting that ESOPs are neither a surefire method for boosting profits or productivity nor a
universal solution for enhancing employee motivation.

Dhiman (2009) examined the impact of Employee Stock Ownership Plans (ESOPs) on
corporate productivity by analyzing data from 202 companies listed on the Bombay Stock
Exchange (BSE). The study focused on comparing pre- and post-ESOP adoption periods: one
year before and up to three years after implementation (-1, 0, 1, 2, and 3 years, respectively).
The companies were divided into two groups: 99 non-ESOP companies formed the control
group, while 103 ESOP companies made up the experimental group. The Asset Turnover Ratio
(ATO), defined as Net Sales divided by Net Assets (at book value), was selected as the primary
measure of productivity, with data sourced from annual reports submitted to the BSE. The
results indicated that ESOPs had little to no effect on improving productivity in the short term.
However, the study suggested that the impact of ESOPs could become statistically significant
over a longer period, typically five to six years after their implementation.

OBJECTIVE OF THE STUDY:

- To evaluate the impact of Employee Stock Ownership Plans (ESOPs) on organizational
performance in leading IT firms in India, focusing on key performance indicators.

RESEARCH METHODOLOGY:

The research methodology for this study is primarily descriptive and qualitative, relying on
secondary data sources such as literature reviews, case studies, and open-source statistics. The
study examines the impact of ESOPs on organizational performance in leading Indian IT firms
by analyzing existing research, industry reports, and financial data obtained from publicly
available sources.

ESOP — INDIAN PERSPECTIVES

Initially launched in India by software companies (such as Infosys and other IT behemoths),
this ground-breaking method of employee retention and compensation quickly gained
popularity, with a wide range of industries, including media, banking, retail, and many more,
jumping on the ESOP bandwagon to reward staff members. Start-ups also frequently utilize
ESOPs to promote an ownership culture and raise staff morale. The speed of ESOP
development in India has been matched by regulatory developments. The laws pertaining to
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ESOPs are now included in the corporate and income tax laws. The guidelines for issuing
Employee Stock Option Plans have been revised by SEBI in response to ongoing changes both
domestically and internationally. A Guidance Note on Accounting for ESOPs has also been
released by the Institute of Chartered Accountants of India.

ESOPS IN INDIA INC:

ESOP plans were first offered by the Indian private sector in the late 1990s and early 2000s. It
gained popularity thanks to Infosys, which generously gave its employees stock grants. The
company also benefited from the stories of its lowest-ranking employees becoming
millionaires, which helped to strengthen their employer brand. Infosys was followed by many
other companies, including Wipro, ICICI Bank, L&T, Dabur, and others. 500 employees were
given the opportunity to own shares in Spectramind when its human resources head, S.
Varadarajan, was establishing the BPO pioneer in 2000-2001. “We wanted to share wealth
with people who helped create the company,” Varadarajan says. Everyone received benefits
from their ESOP plans worth at least a year's salary when Wipro acquired Spectramind. Better
yet, there was not a single top manager turnover.

Employee Stock Ownership Plans (ESOPs), once heralded as a beacon of prosperity in the
1990s, have lost their allure at Infosys, the company renowned for transforming its employees
into millionaires. The IT giant has shifted its focus to long-term bonuses tied to tenure and
performance, replacing ESOPs. Currently employing around 110,000 individuals, Infosys
offers bonuses ranging from 20% to 40% of salaries, payable after two to three years based on
performance and length of service.

According to Ms. Nandita Gurjar, former Senior Vice President and Group Head of HR at
Infosys Technologies, the core principle of their ESOP initiative was to share wealth with those
who contributed to its creation. However, she suggests that it could be improved by linking
stock options to individual contributions. For instance, instead of granting options at zero price,
employees could be asked to purchase them at market price, with the difference paid as
compensation.

Wipro, too, has experienced a decline in enthusiasm for ESOPs. Last year, employees were
compelled to rush to banks for loans to exercise their options and avoid fringe benefit tax.
Although the company agreed to cover the interest costs for the two-year loan, the interest was
considered a perquisite and taxed separately, leading to employee dissatisfaction.

The recent slowdown has introduced a level of maturity to ESOPs. While the number of
companies adopting ESOPs is gradually increasing, a one-size-fits-all approach does not exist.
Manish Sabharwal, chairman of staffing firm Teamlease Services, notes that this may be the
opportune moment to issue ESOPs, as a recalibration of these plans is beginning in India. This
second phase of ESOP development involves aligning option awards more closely with
performance and adjusting vesting conditions to better synchronize management incentives
with shareholder wealth maximization.

On a positive note, a principal consultant at a leading HR consulting firm asserts that while
ESOPs may seem outdated today, their impact on the industry remains significant. The rise of
ESOPs not only influenced the IT sector but also inspired non-IT companies to adopt
innovative HR practices.
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A CASE OF ESOPS IN INDIAN IT SECTOR:

Employee Stock Ownership Plans (ESOPs) have been a transformative tool in aligning the
interests of employees and shareholders, especially in the Indian IT sector. Leading IT firms
like Infosys, Wipro, and TCS have been pioneers in adopting ESOPs, using them as a
mechanism to drive both individual and organizational performance. This section explores how
ESOPs contribute to organizational performance, leveraging statistics, key performance
indicators (KPIs), and case studies from prominent I'T companies in India.

ESOPS AS A PERFORMANCE DRIVER IN IT FIRMS

ESOPs are designed to boost employee engagement, retention, and productivity by giving
employees a financial stake in the company’s success. In the context of the Indian IT industry,
where talent is a critical asset, ESOPs play a crucial role in fostering long-term commitment
and driving organizational success.

Statistics Supporting ESOPs' Impact on Performance:

o A study by the National Center for Employee Ownership (NCEQ) shows that companies
with ESOPs grow 2.5% faster in sales, employment, and productivity than their non-ESOP
counterparts. In the Indian IT context, this translates into faster project delivery times, lower
employee turnover, and greater operational efficiency.

o Infosys, one of India’s largest IT firms, saw significant employee retention rates when it
rolled out its ESOP program in the early 2000s. During that period, the company’s voluntary
attrition rate dropped to under 13%, compared to an industry average of 20% at the time.

KEY PERFORMANCE INDICATORS (KPIS) FOR ASSESSING ESOP IMPACT

The effectiveness of ESOPs on organizational performance is best assessed through a
combination of financial and non-financial KPIs. Leading IT firms use the following KPIs to
track the impact of ESOPs on performance:

A. Financial KPIs

o Revenue Growth: Revenue is a critical metric to measure the business impact of ESOP-
driven motivation. Firms like TCS and Infosys have reported steady revenue growth following
the introduction of stock ownership plans. For instance, Infosys experienced a 23% increase
in annual revenue after expanding its ESOP coverage in 2003.

o Earnings Before Interest and Taxes (EBIT): A clear correlation exists between ESOP
implementation and operating income. Research by Great Place to Work reveals that ESOP-
implementing companies in India show a 15-20% improvement in EBIT over a three-year
period following ESOP introductions.

e Return on Assets (ROA): ROA, which measures how effectively a company uses its assets
to generate profit, is a strong indicator of ESOP effectiveness. In Wipro's case, after
implementing ESOPs, their ROA improved by 6% within two years, highlighting enhanced
operational efficiency driven by employee engagement.

B. Non-Financial KPIs
o Employee Turnover: High employee turnover is a significant challenge in the Indian IT
sector. Companies with ESOPs, like Infosys and HCL Technologies, report substantially lower
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turnover rates. Infosys' turnover rate was 9% lower than the industry average post-ESOP
implementation in the early 2000s, demonstrating the retention power of stock options.
o Employee Engagement: Engagement surveys in Indian IT firms indicate that employees
who participate in ESOPs tend to be more motivated. TCS, for instance, reports a 15%
increase in employee engagement scores after rolling out an ESOP-linked performance
system in 2015.
e Productivity: Measuring productivity improvements is critical to understanding ESOP
success. Research shows that firms like Wipro and TCS experienced a 5-10% boost in
productivity per employee after ESOPs were tied to performance metrics and project
deliveries.

CASE STUDIES: LEADING INDIAN IT FIRMS AND THEIR ESOP PROGRAMS

A. Infosys: An Early Adopter of ESOP Infosys was one of the first Indian IT companies to
introduce ESOPs, transforming its culture and performance. From 1994 to the early 2000s,
Infosys leveraged ESOPs to retain top talent, incentivize innovation, and create shareholder
wealth. During this period, Infosys’ stock price soared, and employees benefited significantly,
with many becoming millionaires.

o Key Statistics: Infosys saw a CAGR of 32% in its stock price between 1994 and 2003,
aligning with its early ESOP programs.

o KPIs: Employee turnover reduced by 30% over five years of ESOP implementation, and
productivity per employee increased by 12%.

B. Wipro: Evolving ESOP Structure Wipro’s journey with ESOPs has evolved over time.
Initially offering stock options at a zero price, the company later shifted its approach to align
ESOPs more closely with employee contributions. In recent years, Wipro has tied ESOP
awards to individual and team performance metrics, enhancing their alignment with long-term
organizational goals.

o Key Statistics: Post-2008 financial crisis, Wipro tied ESOPs to performance, leading to a
25% increase in project delivery speed and a 14% improvement in employee engagement
over five years.

o KPIs: Wipro tracked productivity growth at 6% annually, attributed to greater ownership
and accountability among employees post-ESOP.

C. TCS: Leveraging ESOPs for Performance Management TCS, India’s largest IT services
company, has long used ESOPs as a tool to retain top talent. In 2015, TCS restructured its
ESOP program, linking it more directly to key performance metrics, including revenue growth
and innovation milestones.

o Key Statistics: TCS has maintained a 5-7% lower employee attrition rate than industry
averages since implementing its revised ESOP program.

o KPIs: TCS experienced a 10% increase in project efficiency and a 17% rise in customer
satisfaction scores following ESOP modifications that tied stock ownership to specific
performance outcomes.
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CHALLENGES AND ADJUSTMENTS IN ESOP IMPLEMENTATION

While ESOPs have been highly successful in Indian IT firms, challenges remain, particularly
in fluctuating market conditions and employee perceptions of value.

o Market Volatility: Employees may feel uncertain when stock prices fluctuate, impacting
their perceived wealth. For instance, during the 2008 financial crisis, Wipro and Infosys saw
reduced enthusiasm for ESOPs as stock values declined sharply.

o Employee Understanding: ESOPs can be complex. Without proper education, employees
may not fully grasp the long-term benefits, potentially reducing their motivational impact.
Leading firms like TCS have addressed this by incorporating ESOP education into their
onboarding and performance management processes.

FUTURE TRENDS IN ESOPS AND ORGANIZATIONAL PERFORMANCE

The future of ESOPs in the Indian IT industry is likely to focus on more performance-driven
and customized approaches.

o Performance-Based Vesting: Leading IT firms are increasingly tying ESOPs to
performance metrics such as innovation milestones, project delivery times, and customer
satisfaction, making them a more direct tool for enhancing productivity.

e Hybrid Compensation Models: Companies are adopting a mix of ESOPs, bonuses, and
other non-monetary incentives like flexible work environments and training opportunities. This
hybrid model ensures that employees feel both short-term and long-term rewards.

o ESOPs in Startups: As India’s startup ecosystem grows, ESOPs are becoming a popular
retention tool. Companies like Zomato, Paytm, and Swiggy have launched significant ESOP
programs, using them to retain talent and drive growth in highly competitive markets.

CONCLUSION:

ESOPs have proven to be a powerful tool in improving organizational performance in India’s
leading IT firms. The alignment of employee interests with those of shareholders drives
productivity, lowers attrition, and fosters a sense of ownership. By tying stock ownership to
performance metrics and continuously recalibrating their approach, companies like Infosys,
Wipro, and TCS have successfully leveraged ESOPs to fuel growth, innovation, and long-term
success. While challenges such as market volatility and employee understanding persist, the
evolving nature of ESOPs ensures their continued relevance as a key driver of performance in
the Indian IT sector.
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