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Abstract. This paper investigates equilibria associated with alternative income-
distribution schemes in economies where form formation is endogenous. The income
realizable by a firm depends upon the membership of the firm. An entrepreneurial
equilibrium, where agents form and/or join firms so as to maximize their individual
incomes, has firm structures that maximize aggregate income but does not have good
existence properties. Two alternative equilibrium concepts that have better existence
properties than the entrepreneurial equilibrium but weaker optimality properties are
considered. The results are applied to the debate on the optimality of average-income-
per-worker maximization within a market-socialist firm.

1 Introduction

The purpose of this paper is to investigate the effects of income distribution schemes
on firm formation, and, in particular, to point out some problems inherent in the
development of decentralizable income-distribution schemes whose equilibria have
Parcto-optimal firm structures (partitions of the set of agents into firms).

The following simple example illustrates the relevance of the income-distribution
scheme to the achievement of Pareto-optimal firm structures.

Consider an economy with two types of agents, called “skilled” and “unskilled,”
and one produced good. FEach skilled agent, working alone, can produce an income
(i.e., revenue minus costs of inputs other than labor) of 5 units of output per week,
while unskilled agents can each produce an income of only one unit per week. A
skilled and an unskilled agent, working together, can produce an income of & units
per week. For maximum productivity firms should be organized by combining skilled



and unskilled workers within each firm (rather than having each type work on their
own). Suppose the workers are part of a society that has decided on an egalitarian
distribution of income within firms, but has not changed the income-maximizing
nature of its members. Both skilled and unskilled workers would expect 4 units per
week from their joint production. Since skilled workers can produce 5 units per week
in firms that consist only of skilled workers, we would not expect firms with both
skilled and unskilled workers to voluntarily come into being in this society. The
optimal organization of firms is then not in the individual self-interest of the workers
as entrepreneurs.

The question of how the income arising from joint production should be shared
among those contributing to that production has received considerable attention. One
point of view is that the income should be distributed according to some notion of
equity or fairness. As the above example illustrates, such income-distribution schemes
might not lead to optimal firm structures. A second point of view is that all who
engage in production should receive the value of their marginal product. When there
are constant returns to scale for each type of labor in the production process, paying
each worker the value of her/his marginal product will exactly exhaust the income
from production by the product-exhaustion theorem. However, when for some types
of labor there are either increasing or decreasing returns to scale, the aggregate value
of the marginal products of labor will either exceed or fall short of the total income
from production. In consequence, distributing the values of the marginal products is
not always a feasible rule for distributing the income from production. In addition,
unless all agents have access to the same technology (unlike the situation in the above
example), even if there are constant returns to scale for each firm, rewarding each
agent by the value of her/his marginal product leaves unanswered the questions of
how a firm structure is determined and whether or not it is optimal. A third point of
view is that all factors of production, including labor, should be paid their “market”
prices, and that the entrepreneur who organizes production, or owns the technology,
should receive the residual income after all other factors have been paid. This view
has been the subject of investigation in the context of coalition production economies
(cf. Boehm, 1973; Ichiishi, 1977; and Sonderman, 1974). However, the assumptions
used in this literature obscure some interesting features of the models.

The investigation of the effects of alternative income-distribution schemes in gen-
eral is beyond the scope of this paper. Instead, we set up a framework for analyzing
the effects of alternative income-distribution schemes on the formation of firms and
consider properties of several equilibrium concepts. First we consider a partial equilib-
rium that can be viewed as the outcome of a process where “entrepreneurs” or “groups
of citizens” can join and/or form firms, and, in equilibrium, no group of agents could
benefit by forming a new firm. An income distribution associated with this partial

UThese papers have either assumed strongly increasing returns to coalition size or “balancedness”
of the aggregate technology set. Both assumptions imply that equilibria exist, thus avoiding one of
the central issues of this paper. This is further discussed in Wooder (1979a,b).



equilibrium is called an equilibrium-reservation-price vector (an ERP). It is shown
that this type of equilibrium has several desirable properties, but might not be re-
alizable as an actual equilibrium, called an entrepreneurial equilibrium, because of a
destabilizing form of structural underemployment. Consequently we develop another
equilibrium, called the a-equilibrium, that is derived from the partial-equilibrium
concept. The a-equilibrium is shown to always exist and to possess both desirable
and undesirable properties. The entrepreneurial equilibrium is then modified, so that
firm-formation costs are taken into account. This equilibrium concept is called an
g-equilibrium. When firm-formation costs are positive, e-equilibria are shown to exist
for all sufficiently large economies. In addition, the s-equilibria converge to the en-
trepreneurial equilibria as firm-formation costs become small and the economy grows
large. Although the e-equilibrium concept is interesting for large economies, for any
given economy with fixed firm-formation costs an e-equilibrium might not exist.

We conclude the paper by relating our work to other literature on equilibria of
labor-managed economies with free entry of firms and on the debate as to whether
or not the market-socialist economy, where workers seek to maximize average income
per worker, has optimal equilibria.

2 The Model

In this section, we describe the class of economies considered and introduce the central
theoretical concepts.

In our model, we study firm formation in isolation, ignoring both potential interac-
tions between firm affiliation and consumption and the effect of agents’ consumption
on the income of firms. An economy is specified by (N,v) where N is the collection of
agents and v is a function that assigns to every potential firm (i.e., coalition, or subset
of agents) the maximum income it could achieve by forming a firm. Let N = {1,...,n}
denote the set of agents in the economy, and let v(S) denote the maximum income
realizable by a coalition S if it forms a firm. It it assumed that v(S) > 0 for all
coalitions S. Fach agent can participate in at most one firm at a time, so feasible
firm structures (that is, the different ways that agents can organize themselves into
firms) are partitions of the set of agents. Such a partition is denoted by P and S € P
is a firm in the partition P.

In a labor-managed market-socialist economy, the members of S can be viewed
as worker-managers, and v(.5) as the revenue resulting from the sale of goods minus
the costs of marketed (nonlabor) inputs. In a capitalist society, v(.5) can be regarded
as the returns to the entrepreneurs in S. Alternatively, we could regard each agent
as owning an initial bundle of capital goods and v(S) as the returns to the agents in
S when they pool their capital in a firm. Other interpretations are also possible but
will not be discussed here.

An income distribution is a vector x = (x!,...,2") € R}, and z is a feasible income



distribution if there is a firm structure P such that

Z < Z v(.S).
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The ith coordinate of the vector x is interpreted as the income received by the ith
agent.
A firm structure P is Pareto-optimal if, for all firm structures P,

Z v(S) > Z v(S").

Sep Sle P’

In other words, a firm structure is Pareto-optimal if no other firm structure yields a
higher aggregate income. Similarly, x is a Pareto-optimal income distribution if x is
a feasible income distribution and
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for all firm structures P’. Clearly, Pareto optimality is a desirable property for both
firm structures and income distributions.

In many economies the income from the firm accrues only to the agents partic-
ipating in the firm. An income distribution possessing this property is said to be
coalitionally feasible. Formally x is a coalitionally feasible income distribution if for
some firm structure P,

>t =wv(S)

ic S
for all S € P'.

Given an income-distribution scheme, it would be desirable for the scheme to
lead to an outcome (i.e., an “equilibrium”) so that, relative to the scheme, no group
of agents could benefit by forming a new firm. In other words, we would like an
income distribution to have some “stability” properties. We have not investigated the
stability of income-distribution schemes in general; instead we later discuss stability
properties of the equilibria introduced in the next section.

In the remainder of this section we consider a class of income distributions, called
equilibrium reservation-price vectors, that are stable in the sense that for all income
distributions z in the class, > ;c, 2" > ©v(S) for all S C N, and that also have the
property that for each i € N there exists S C N such that 1 € S and

2 =wv(S)— Y 2l
JESi#i

The first of these conditions guarantees that no group of agents can benefit by form-
ing a new firm. The second requires that for each agent 7 there is some coalition
S, containing 7, that is capable of paying i the income x’. It is not required that



equilibrium-reservation-price vectors (ERPs) are feasible income distributions. Nev-
ertheless, the following discussion and the results of the next section motivate interest
in ERPs.?

Formally, p € R} is an equilibrium-reservation-price vector (an ERP), if

(a) Z,espi > o(S) forall S C N,

(b) for each i € N, there is an S C N such that i € S and such that
Zjesp’ = v(9).
Given an ERP, p, let
Ai(p)={S:i¢€ Sandzjespj =v(9)}.

The coalitions contained in A;(p) are those coalitions satisfying (b) of the definition of
an ERP. Elements of A;(p) are called optimal firm-formation strategies for i relative
to p.

ERPs can be viewed as outcomes of a tatonnement process. Let p € R’ be given,
where the ith coordinate of p, p’, is interpreted as the payment (or income) required
by the ith agent to induce her/him to join a coalition, or, in other words, the price
of the ith agent. Just as in the Walrasian tatonnement process, where agents take
prices as given, here agents take prices of other agents as given.

Each agent then determines the maximum income she/he could realize by forming
a firm, after paying the other agents in the firm their stated prices; in other words,
the jth agent chooses S C N, where j € S, so as to maximize

v(S) — Z .

€844

This maximum income then becomes the reservation price of the jth agent. We
call this a “reservation” price since, given prices of other agents, income-maximizing
agents will not join a firm unless they are paid at least this reservation price; otherwise,
they will attempt to hire other agents at their stated prices and form a new firm. A
vector, p, is an ERP if each agent i’s reservation price, given p, is simply p*.?

Since an ERP has the property that > ,cqp” > v(S) for all S C N, it follows

immediately that ‘ ‘
P >o(S)— > plorall SCN,
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so no agent j could form a new firm, pay the other agents in that firm their stated
prices, and realize a greater income than her/his equilibrium reservation price p’.

2ERPs are discussed in Wooders (1979a) and Bennett (1979¢) where they are called “quasi-
equilibrium prices” and “rational aspirations” respectively.

3We remark that in Wooders (1979a) the existence of an ERP is shown to follow from a fixed-point
theorem.



Irom (b) of the definition of an ERP, there is some S C N so that

pPr=u©)- > r
i€ Sizj
so the jth agent’s ERP is the maximum income j could achieve by forming a firm.
Consequently, the equilibria of this process coincides with the set of ERPs.

To illustrate the properties of ERPs, we consider an economy with identical agents
so that v(S) depends only on the number of agents in S. Let the number of agents in
S be denoted by s and define v(s) = v(S). Presumably, as the number of agents in S
increases, v(s) initially increases at an increasing rate, then increases at a decreasing
rate and then eventually decreases in magnitude (this corresponds to the “three stages
of production” as we vary the labor input). We assume that some number of agents
(call it s*) maximizes the average income v(s)/s of participating agents (the value of
the average product of labor). If there are at least s* agents in the economy, then one
equilibrium reservation price for the economy assigns to each agent this maximum
average income v(s*)/s* (see Fig. 1). If s* is the number that uniquely maximizes
the average income of agents, and the number of agents in the economy exceeds s*,
then the ERP, where p' = v(s*)/s*, is a feasible income distribution if and only if
the number of agents in the economy is an integer multiple of s*, or, in other words,
if and only if the agents can be exactly partitioned into firms of size s*, any firm
structure will contain at least one firm incapable of paying its members v(s*)s*; this
necessarily results in instability.

Also, we remark that v(s*)/s* is the maximum value of the average product of
the agents, and if a firm has s* agents, then the value of the average product equals
the value of the marginal product of an agent; thus members in such firms are paid
the value of their marginal products.

3 Equilibria
3.0.1 A. Entrepreneurial Equilibria*

An entrepreneurial equilibrium is an income distribution x and a firm structure P for

which

(a) ZZ‘ESQ’;Z‘ = o(S) for all S C P and
(b) there does not exist S C N such that U(S/) > Z z*

icS’
The first condition of the entrepreneurial equilibrium is coalitional feasibility; the
income earned by any firm must accrue only to the members of the firm. The second

4We use the term “entrepreneurial” since all agents are potentially entrepreneurs (i.e., firm for-
mers) and in equilibrium there is no central-government intervention. The equilibrium could be
viewed as one for a capitalist or an Illyrian society. The theorems of this subsection and that on the
e-equilibrium are proven in Wooders (1979a) or follow easily from results in Wooders (1979a).
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is a stability property; no firm S’ could form and achieve an income sufficiently large
so that all members of the firm could have a higher income than that specified for
them by the income distribution z.

The entrepreneurial equilibrium can be viewed as the result of the actions of en-
trepreneurs in capitalist economies or “groups of citizens” in market-socialist economies.

It is easy to see that the entrepreneurial income distribution and firm structure
has desirable optimality and stability properties.

THEOREM 1.

If x is an entrepreneurial income distribution, then x is Pareto-optimal.

If x were not Pareto-optimal, then for some P’ we would have Y g piv(S") >
Ssepv(S) = Yien 2'. From this it follows that for some S" € P, v(S') > e 2,
contradicting (b) of the definition of the equilibrium.

Our next two theorems establish the relationships between FRPs and entrepreneurial
equilibria, and between optimal firm-formation strategies and entrepreneurial equi-
libria.

THEOREM 2.

The economy (N,v) has an entrepreneurial equilibrium if and only if some ERP
18 feasible for the economy. Furthermore, if x is an equilibrium income distribution
then z is an ERP and Y,cn 2° < Y,cn P for all ERPs, p. (An equilibrium income
distribution x 1s an ERP and the total income associated with every other ERP is
greater than or equal to the total income associated with x.)

THEOREM 3.

The economy (N,v) has an entreprencurial equilibrium if and only if for some
ERP, say p, and some partition P, S € A;(p) for all i € S and for all S € P.

The second theorem states that unless agents can be partitioned into optimal
firms relative to some ERP, the conditions of the entrepreneurial equilibrium cannot
be satisfied by any income distribution. In our example following the definition of
ERPs, it was demonstrated that it might not be possible to partition agents into
optimal firms relative to an ERP. If agents cannot be partitioned into optimal firms
relative to some ERP, then any partition has the property that some agents are
“underemployed” (i.e., are not in optimal firms and thus are unable to produce at their
maximal average income). This is what was meant when we referred to “structural
underemployment” in the Introduction.

Without further assumptions on (N, v), we cannot guarantee that an entrepreneurial
equilibrium exists. Consequently, in the next subsections we investigate alternative
equilibrium concepts.

3.1 B. The a-Equilibrium’

To motivate the following definition of an a-equilibrium, consider an economy for
which an entrepreneurial equilibrium does not exist. For such an economy, for every

>The results concerning the a-equilibrium are proven in Bennett (1978).



ERP, p, each agent has a set of optimal firms relative to p, but no possible par-
tition allows all agents to belong to optimal firms. No matter which equilibrium
reservation price is chosen and how agents are “assigned” to optimal firms, there are
always agents left over. These agents cause instability. If we can specify what the
“leftover” agents’ second-best firm-formation strategy is, then we can consider “equi-
libria” where all agents belong either to an optimal or a second-best firm among the
feasible alternatives.

Suppose an equilibrium reservation price is given, that as many optimal firms are
formed as is possible, and there are leftover agents. We assume that the leftover
agents’ next-best strategy is to form the firms in which they can obtain the largest
possible fraction of their reservation price. Let a(S) be the fraction of the reservation
price that a firm S “can afford,” i.e.,

a(S) = S) if Y pi#0,

Z%:gpi’ ies

€S

For firms where the equilibrium reservation price is feasible, ;e ¢ p; = v(5). These
firms are optimal firms for each agent in them (S € A;(p) for every i € S), and for
these firms «(S) = 1. For all other firms 0 < «(S) < 1.

Definition.

An economy (N, v) has an a-equilibrium relative to (the ERP) p if there exists a
firm structure P and a feasible income distribution d € R such that

(a) d; = «a(S)p; for each i in S € P, and
(b) there isno 8" C N such that a(S")p; > d; for every i in S'.

Implicit in (b) of the definition of an a-equilibrium is the idea that a firm will not
form unless every agent i can receive a higher fraction of p; than she/he is receiving
in the income distribution d. In addition, in each firm S, all agents in S receive the
same fraction, a(5), of their ERPs. This rules out certain kinds of strategic behavior;
in particular, it rules out bargaining over the percentage of a firm’s income received
by each agent in that firm. In other words, relative prices of agents within each firm
are taken as given.

We remark that if we had required that every agent in S” had to be at least as
well off and some agent in S’ strictly better off, then an a-equilibrium would exist
for an economy if and only if an entrepreneurial equilibrium exists. The definition we
employ weakens the notion of equilibrium sufficiently so that, for any economy, one
of these weaker equilibria exist.

THEOREM 4.

Let (N,v) be an economy and p be an ERP for (N,v). Then there exists an
a-equilibrium for (N, v) relative to p.



THEOREM 5.

For the economy (N,v), assume that there exists an entreprencurial equilibrium
with the associated ERP p and firm structure P. Then there exists an a-equilibrium
for the economy (N, v), relative to p, whose associated industry structure is P.

The theorem basically says that the set of a-equilibria contains all entrepreneurial
equilibria.

The next theorem presents a problem with the notion of a-equilibria. It shows
that an a-equilibrium firm structure is not necessarily Pareto-optimal. This is due
to a more general problem discussed in Bennett (1979b).

THEOREM 6.

Consider a strictly superadditive economy (v(S UT) > v(S) + v(T) whenever
SNT =¢). Let P be the firm structure associated with an a-equilibrium for some
strictly positive ERP. If P is not an entrepreneurial firm structure, then P is not
Pareto-optimal.

On this discordant note we turn to a second approach to weakening the notion of
equilibrium.

4 C. The e-Equilibrium

The underlying motivation for considering e-equilibria is that firm formation is costly,
and that, in economies where entrepreneurial equilibria (with zero firm-formation
costs) do not exist, a weaker equilibrium, where no additional firm formation is prof-
itable net of the firm-formation costs, may exist. We assume that the cost of firm
formation is proportional to the number of agents in the potential firm. Let £ be the
per capita cost of firm formation so that the cost of forming a firm with & participants
is just ke.
An e-equilibrium is an income distribution x and a firm structure P for which

(a) Yien 2" = S gepv(S), and

(b) Yicg ' > v(S") — 9| for all 8" C N, where |S’| denotes the number of agents
in S.

Irom condition (b), it follows that, for small £, an e-equilibrium distribution is
“almost” coalitionally feasible.

Our results for the s-equilibrium are for economies with a “large” number of
agents, and a fixed number of “types” of agents. Two agents i and j, are identical if,
for all S C N such that i ¢ S and j ¢ S, v(SU{i}) =v(SU{j}).In other words, two
agents are identical if, for any firm S containing neither i nor j, the joining of either
i or j to S will equally augment the income of S. Agents who are identical in this
sense are referred to as being of the same type.

In Wooders (1979b) a more general formulation of a firm-formation cost function is used.
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For this section, we use the framework of a replica economy. It is assumed that
there are T" types of agents in the economy. The set of agents of the rth replica
economy is denoted by N, = {(1,1),...,(1,mq7), ..., (t,q), ..., (T,myr)}, where (t,q)
represents the gth agent of type t. There are myr agents of type ¢ in all. Consequently,
the set of agents of the rth replica economy can also be represented by the vector
rm = 1r(my, ..., My, ..., m7).

Given a coalition S C N,, we let s = (sq, ..., $7) represent the profile of S, where
s 1s the number of agents of type ¢ contained in S. From our definition of identical
agents and the assumption that agents of the same type are identical, it follows
that v(S) = v(S’) whenever S and S” have the same profile, which means that both
coalitions contain the same number of agents of every type. We define v(s) = v(5)
when s is the profile of S.

Equilibrium reservation prices and optimal firm-formation strategies are defined
for the economy (N,,v) just as they were in Section 2. We restrict our attention to
ERPs with the equal-treatment property: an ERP, p = (p'!,...,p",...,p™T"), where
p"denotes the reservation price of agent (£, q), has the equal-treatment property when
P!t = pfor all (t,q),(t,q¢) € {(t,1),...,(t,m)} (ie., all agents of the same type
have the same reservation price). We represent the set of equal-treatment ERPs by
ERPC R, where p = (p1,...,pr) €ERP if p/ = (p'!,...,p", ...,p"™7") is an ERP with
Pl = p; for all ¢ and all ¢.

We assume that there are optimal firms that become “small” relative to the size
of the economy as 7 becomes “large.” Formally, we assume that for any r, and any
p €EERP, there is a coalition S € Ay (p), where the profile of S is less than or equal
to the profile of N;. For the case where all agents are identical, as in the example of
Section 2, this assumption is that the function v(s)/s has a maximum, as in Fig. 1.
We rule out cases as in Fig. 2, where there are always increasing average returns to
coalition size (in Fig. 2, |S| denotes the number of agents in 5).

Given the above assumption, it can be shown that the set of ERPs with the
equal-treatment property for (IV,,v) is equal to that for (N,/,v) for all r 7.

The first theorem of this section relates the set ERP to entrepreneurial equilibria
for a replica economy.

THEOREM 7.

When r > 2, and x is an enlrepreneurial equilibrium income distribution, then x
15 an ERP with the equal-treatment property.

We remark that if p is in FRP, then

Py = mgx{(v(s) — X svsip/sy i s = (81,..., 517), 8¢ # 0},

so that in an entrepreneurial equilibrium for a replica economy, within each firm the
average income of agents of type t' is maximized, given that agents of other types are
being paid their ERPs. Consequently, the marginal contribution to the total income
of the firm of an agent of type ¢ equals the average contribution of an agent of type .

10



The following theorem states that, given firm-formation costs parameterized by
g, an e-equilibrium exists for all sufficiently large economies.

THEOREM 8.

Given = > 0, there is an 1’ sufficiently large, so that, for all v > 7', an =-
equilibrium exists for (N, v).

The proof of the theorem (see Wooders, 1979a) proceeds by showing that for all
r sufficiently large, we can construct a firm structure P where most agents are in op-
timal firms relative to p € ERP. These agents can be taxed (or pay underemployment
insurance) and the resulting revenue can be distributed to those agents not in optimal
firms (the underemployed) so that the partition and the resulting distribution is ap-
proximately an e-equilibrium. The next theorem states that for large economies with
small firm-formation costs, every e-equilibrium income distribution is approximately
an equal-treatment ERP.

THEOREM 9.

Given A and 6 > 0, there is an r* and an £*so that for all v > r* and all £ where
0<e<e* if o= (2 ... ™) is an s-equilibrium, then there is some p € ERP
such that the percentage of agents of type t whose income, x', differs by more than
O from p, is less than X for each type t.

An exact entrepreneurial equilibrium, as defined in Section 2, has desirable prop-
erties of Pareto optimality and stability and can be viewed as arising from the at-
tempts of agents to form and/or join firms without central control. For small £, the
e-equilibrium “approximates” an exact equilibrium and also seems a reasonable equi-
librium concept. However, for an s-equilibrium to obtain, some central-government
intervention (transfers from optimal firms to nonoptimal firms) might be required. In
addition, firm-formation costs might in reality be large, in which case an e-equilibrium
could still be far from optimal.

5 Conclusions

The results of this paper (and those of Wooders (1979b and 1979¢), in which prices for
marketed goods are determined endogenously) provide a general-equilibrium model
of a labor-managed economy as discussed in Vanek (1970) and Ward (1967).

For exact equilibria, the ability of groups of agents to form firms ensures that in
equilibrium each agent is paid her/his equilibrium reservation price. As the example of
Section 2 illustrates, each firm admits members so as to maximize the average income
of the members of the firm. This is, in equilibrium, equivalent to paying all agents
their marginal contribution to the income of the firm (since marginal contribution
equals average contribution).

Since an equilibrium firm structure is Pareto-optimal, hiring agents within a firm
so as to maximize the average income of each type, given “prices” of other types, is
consistent with Pareto optimality. We remark that the discussions of average-income
maximization of the labor-managed firm have been carried out in the framework
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of a partial-equilibrium model, whereas previous general-equilibrium models of the
labor-managed firm have required convexity or superadditivity assumptions (see, for
example, Dreze, 1975), which render the question of the optimality of average-income
maximization almost irrelevant.

If there are significant firm-formation costs, however, an s-equilibrium might not
be optimal and the equality of average and marginal contributions of an individual
to the firm of which she/he is a member might not occur. An e-equilibrium only
approximates an exact equilibrium for small £ and large economies.

The a-equilibrium provides a partial solution; it can be shown that for large
economies most agents are in optimal firms. However, it does require knowledge of
an ERP by the central authority and, in the absence of an equilibrium, an ERP
cannot be observed but must either be calculated from knowledge of the technologies
available to all coalitions, or inferred from what actually is occurring in an economy.

This paper has posed a warning. When income distribution schemes, such as
quota-bonus schemes, are implemented over an entire society rather than only within
one given firm, the effects of the scheme on firm formation decisions should not
be ignored. When firms are formed predominantly by individual and group action,
skewing the patterns of income distribution within firms for reasons of equity and/or
to create desirable incentives within each firm can lead to nonoptimal firm formation.

Our (not very original) conclusion is that more research is needed; both more
theoretical research into the effects of income-distribution schemes on firm formation,
and more empirical research into actual firm-formation processes and, in particular,
the costs of firm formation. If the costs of firm formation are prohibitively high, some
sort of governmental intervention might be desirable to facilitate the formation of new
firms. Also, theoretical research is needed into how governments might best facilitate
new firm formation, and, in socialist economies, whether centrally controlled capital
can be allocated so as to lead to approximately optimal firm formation.
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