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Introduction

Arecord number of U.S. business owners are approaching retirement
without a clear succession plan. These challenges are especially
acute in rural areas of the country, where older owners, older firms,
and a limited pool of buyers can make ownership transitions harder
and business closures more likely. Most small businesses never find
abuyer,which canleadtofirm closure,job losses,and disappearance
of essential services. These consequences fall disproportionately
on rural communities.

The scale of the challenge in rural America is significant. With 56%
of rural business owners aged 55 or older — and 27% over 65 years
old — rural communities have a higher concentration of aging
ownership than urban markets. Firm age compounds this trend: 36%
of rural businesses are over 21 years old, compared to 28% in urban
areas. Together, an estimated 600,000 rural businesses have an
owner today who is likely considering retirement. In manufacturing
and other sectors designated as critical to national and economic
security — which account for over a fourth of all rural companies —
continuity of ownership is particularly significant to sustaining both
rural economies and resilient supply chains.

Employee Stock Ownership Plans (ESOPs) offer a proven alternative
to firm closure and/or capital outflow in rural areas by providing
owners with a viable path to exit while keeping businesses
operating locally. Numerous privately held rural ESOP companies,
whose employee stock ownership plans are worth nearly $77
billion and support more than 400,000 employees, demonstrate
the existing ESOP footprint in rural America. Evidence shows that
ESOP companies, particularly in manufacturing, are more resilient,
more productive, and better positioned to preserve jobs and build
worker wealth, making ESOPs a practical tool for strengthening
rural economies.
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Business Succession Planning

Few rural business owners have a succession plan, and most
who exit without one close down their business.

In rural communities, the succession challenge is especially pronounced: buyers are scarcer,
customer bases are smaller, and the consequences of closure are more severe.! Surveys show
that only around 30% of business owners have a robust, documented succession plan in place.?
When asked about their plans for the next five years, 10% of U.S. business owners that have
employees say they are either unsure or plan on closing the business.® These trends pose a
serious threat to the small and medium-sized businesses that comprise the backbone of the
American industrial base and anchor the economic vitality of rural areas.

The vast majority of small businesses close when an owner exits, and
those who go to market often can’t find a suitable buyer.

It is estimated that only 20-30% of small and medium-sized businesses that go to market find a
buyer.* Many other owners never put their business up for sale at all, and simply close down. In
some cases this is a genuine wind-down of a business at the end of its life, but in many others
owners are simply unaware of the exit options available to them or lack access to the capital
needed to finance a sale.’ Between the low sale rate and the owners who never make it to
market, more than 90% of business exits end in closure rather than a sale.® In rural areas, it can
be even harder to sell a business due to factors like small customer bases and a thinner pool of
potential buyers.” These factors present significant negative implications for local economies
that rely upon these mature businesses as sources of employment and investment within the
regional economy.

A ——

20-30%

of small businesses that go to market are successful in finding a buyer*
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Business Succession Planning

|
Rural business closures carry outsized economic and social costs.

Asingle business closure can have significantadverse impacts onarural community
— both interms of employment and access to essential services. Many small towns
rely on just a handful of anchor employers, so the loss of these businesses can
shake the economic foundation of the wider community. When a business closes,
residents may also be forced to travel long distances to access the same goods
or services elsewhere, compounding the economic and social loss to the region.
Rural business owners know this and show an even higher concern for keeping
the business in their community than owners in urban areas.®

Preserving existing rural businesses should be treated with the same
urgency as hew capital formation.

While significant policy attention is appropriately paid to supporting
entrepreneurship and capital formation in rural areas, policymakers must be
equally vigilant about preserving the mature businesses that anchor rural
economies. Many businesses at risk of closure are productive, long-established
firms providing stable employment, essential services, and community roots
that new ventures cannot quickly replicate. Supporting viable ownership
transitions and preventing capital flight is at least as impactful as new business
creation.® Both are absolutely essential to building a thriving, well-capitalized
rural America.
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The Silver Tsunami

Firms in rural areas also tend to be
older, signaling a more acute volume
of ownership transition and potential
disruption of rural economies.

A record number of businesses have

owners who are approaching retirement

age, a phenomenon called the silver
tsunami.’® While 53% of U.S. business owners
are aged 55 or older, rural owners skew even
older: 56% are over 55, and 27% are over 65,
heightening the risk of business closures
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and job loss in rural areas.’* Firm age data
matches these trends: In rural areas 36% of
businesses are over 21 years old, compared
to just 28% of urban businesses.’?

This means that around 600,000
rural businesses have an owner who
is likely thinking about retirement and exiting
their business.!® Policymakers must confront
this reality proactively in order to preserve
economic vitality in rural America.

R ———

600,000

rural business owners are likely to
retire in the next 10 years
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The Silver Tsunami

Approximately 30,000 rural manufacturing businesses are
likely to change ownership in the next ten years.

Many of these businesses are at risk of closing down, oftentimes lacking
interested buyers who commit to long-term stability and domestic production.’*
This challenge is particularly salient, as manufacturing businesses tend to have
older owners — 63% are over the age of 55 — and account for a larger share of
rural business establishments than urban ones (5% versus 3%).1°

Roughly 150,000 rural business establishments that operate in sectors
designated as critical to economic and national security by various U.S.
agencies are likely to be sold in the next ten years.

Several federal agencies have identified industries with particular strategic significance,
spanning sectors such as information technology, manufacturing, transportation, and
logistics. According to the Department of Commerce and Department of War, 26% of

all rural companies are operating in a critical sector.’® Examples of common rural firms
defined as critical are metal stamping shops, specialized machine tool producers, crop
farming operations, and coal mines.

This succession wave poses a direct threat to the vitality of American manufacturing
and other rural sectors functioning as the backbone of industrial production.
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Employee Stock Ownership Plans

ESOPs are a proven solution for keeping rural businesses running —
strengthening the American industrial base and bolstering rural communities.

An ESOP is a tax-advantaged retirement plan that helps employees build ownership in
the company where they work. The company contributes shares into an ESOP trust,
and employees earn shares over time — at no cost to them. For retiring owners, an
ESOP can be a flexible way to sell some or all of the business and transition leadership
while keeping the company operating.

1. THE OWNER

3. THE LENDER

Provides financing
to purchase shares
from the selling
shareholder.

5. THE EMPLOYEES

Receive shares allocated
to individual accounts

as paid down — building
retirement wealth without
investing any personal
capital, often in addition to
a 401(k).

Sells shares to the
ESOP trust and may
defer capital gains.

2. THE ESOP TRUST [(—

A legal entity that holds £SOP TRUST
shares for employees. A

100% ESOP-owned

S-corporation pays no

federal income tax.

— N

4. THE COMPANY

Repays the
acquisition loan over

time through ongoing
free cash flow.

When employees leave

or retire, the ESOP trust
repurchases their shares,
contributing to meaningful
retirement security.
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Employee Stock Ownership Plans

—
ESOPs help keep businesses operating, especially in rural and industrial communities.

Selling a business to an ESOP gives retiring business owners a way to exit or retire while preserving local
jobs that build retirement security for the workforce. Rather than closing or selling to an outside buyer
that may relocate or downsize operations, ESOP transitions allow firms to continue operating locally.
This is particularly important in rural areas and in sectors like manufacturing, where a single closure or
relocation can have outsized impacts on employment, service availability, and local supply chains.

ESOP companies tend to be more resilient and productive.

A growing body of research finds that ESOP-owned firms are more resilient than comparable non-
ESOP firms. They are shown to grow faster, experience fewer layoffs during economic downturns,
and are more likely to remain in operation over time.'” Recent evidence also suggests that ESOP-
owned manufacturing firms have higher labor productivity than their peers, pointing to employee
ownership as one potential response to the broader productivity slowdown in U.S. manufacturing.®®

ESOPs build worker wealth and support high-quality jobs, aligning owner and worker interests.

Because ESOPs function as retirement plans, they allow workers to build meaningful wealth alongside
their wages. The average account balance for employees at ESOP firms is more than double the
average retirement account balance in comparable non-ESOP firms.'® On top of that, ESOP firms
are more likely to offer a 401(k) retirement plan than the average firm.?° At the same time, owners
gain an exit option that is often intrinsically preferable due to the ability to preserve the local legacy
of the business and provide employees with an opportunity to participate in value creation. This

is especially true in rural communities with limited alternatives.?*

>LX

is the average ESOP account balance compared to retirement account
balances at comparable non-ESOP firms?®
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ESOPs in Rural Areas

ESOP companies already have a strong rural presence and create
substantial wealth and economic security for rural families.

Over 2,000 privately held ESOP companies are located in census tracts
defined as rural by the U.S. Census Bureau.?? All privately held rural ESOP
companies combined have plan assets worth nearly $77 billion, and the
average plan participant (current or former employee) holds over $140,000 in
plan assets. This is around twice the median yearly household income in rural
America.2 Throughout rural communities, over 400,000 people work for a
privately held ESOP company.?*

One-fourth of all rural ESOP companies operate in manufacturing, and one-
third operate in industries critical to economic and national security.

Manufacturing is one of the most prevalent ESOP sectors, and 19% of all
privately held ESOP companies operate in the manufacturing sector, compared
to 3-4% of all firms nationally. In rural areas, this representation is even
stronger, with 24% of private ESOPs operating in the manufacturing sector.®

ESOPs support the stability and productivity needed for manufacturing firms to
remain competitive. Adopting an ESOP is associated with a significant increase
in labor productivity for manufacturing firms.?

Beyond manufacturing, another 11% of all rural ESOPs operate in other
sectors designated as critical to economic and national security by various
federal agencies.?” Overall, 35% of all rural ESOPs operate in a critical sector, 8
percentage points higher than the critical sector share of all U.S. firms.
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Conclusion

In rural America, low succession planning rates, an aging owner
base, and thin markets for sales create conditions where a
significant number of closely held firms are at risk of closing due to
business succession. Without proactive intervention, many viable
businesses risk closing — not because they are unproductive or
economically obsolete, but because owners lack realistic paths to
transition ownership effectively.

ESOPs stand out as a solution that aligns the interests of owners,
workers, and communities. They allow owners to preserve the
legacy of their business, keep businesses locally rooted, protect
jobs, and build generational wealth. The strong existing presence
of ESOPs in rural and manufacturing communities, combined
with evidence of improved resilience and productivity, suggests
significant untapped potential.

Policymakers seeking to address the “silver tsunami” and sustain
rural economies should view ESOPs as a core part of a broader
strategy for rural economic vitality and resilience. At the federal
level, there are several financing policy solutions that would
make ESOP sales more viable. These include the bipartisan
American Ownership and Resilience Act (AORA) — which would
expand access to capital for employee ownership transitions
— and regulatory action to reduce barriers to ESOP financing
within the Small Business Administration’s 7(a) lending program.
Together, these policies would give business owners, lenders,
and communities the infrastructure they need to make employee
ownership transitions viable at scale before the opportunity to
preserve these businesses is lost.
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