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ally is not whether there is voting in a firm, but rather who votes. If the
benefits of participation as a good in itself are greater for one group of
the firm’s patrons than for another, then this becomes a further con-
sideration in assigning ownership.

The value to individuals of participation as a good in itself is an
empirical question that is illuminated by the analysis of existing own-
ership patterns in subsequent chapters. Interestingly, the evidence sug-
gests strongly that for all classes of patrons—including, in particular,
employees—the benefits of participation are generally insufficient to
outweigh the costs of collective decision making.

Why Not Make Everybody an Owner?

In theory it would be possible to have all classes of patrons share in
collective decision making, and thus not completely disenfranchise
anyone. This is essentially the position taken by those who feel that
every group affected by a business firm’s decisions—its “stakeholders,”
such as workers, customers, suppliers, members of the local commu-
nity, and environmental groups—should have representation on the
firm’s board of directors.”? Moreover, one might think that this would
also have the important advantage of reducing the costs of market
contracting for all of the firm’s patrons and not just for a single group
of them.

But because the participants are likely to have radically diverging
interests, making everybody an owner threatens to increase the costs of
collective decision making enormously. Indeed, one of the strongest
indications of the high costs of collective decision making is the nearly
complete absence of large firms in which ownership is shared among
two or more different types of patrons, such as customers and suppliers
or investors and workers.

Risk Bearing

The preceding discussion has focused on the costs associated with the
first element of ownership: the exercise of control. But there are also
costs associated with the second element of ownership: the right to
residual earnings. Most conspicuous among these is the cost of bearing
important risks associated with the enterprise, since those risks are
often reflected in the firm’s residual earnings.”’ One class of a firm’s
patrons may be in a much better position than others to bear those
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risks—for example, through diversification. Assigning ownership to
that class of patrons can then bring important economies.

This is a familiar explanation for the prevalence of investor-owned
firms. It is not true, however, that lenders of capital are the only
low-cost risk bearers. For example, customers can also be in a good
position to bear the risks of enterprise, particularly where the goods or
services involved are a small fraction of the customers’ budget or where
the customers are themselves firms that can pass the risk on to their
own owners or customers. Moreover, the existing literature often im-
putes to a firm’s noninvestor patrons, and to employees in particular,
a greater degree of risk aversion than they actually seem to exhibit.
Indeed, the evidence offered here suggests that the importance of risk
bearing as an explanation of ownership is commonly overstated.

Entrepreneurship

So far we have been focusing on the costs of ownership for an estab-
lished firm. But there are also costs associated with organizing a firm
in the first place or with changing a firm’s form of ownership. We can
think of these costs as the costs of entrepreneurship.

If, initially, the prospective owners of a new firm had to assemble
and organize themselves on their own before establishing the firm,
then it would generally be impossible for any numerous and widely
dispersed class of patrons to assume ownership. But in fact the orga-
nization of a firm is generally brokered. An entrepreneur first estab-
lishes the firm by herself and then sells it to the patrons who will
ultimately own it. In the process, the entrepreneur organizes the pa-
trons into a group.

For example, widely held business corporations are typically orga-
nized first as closely held firms. Subsequently, shares are sold off to
members of the investing public in a stock offering brokered by an
investment banking firm. Similarly, new condominium and coopera-
tive housing is usually built by a single developer who initially owns the
entire building and then sells the separate units to individuals who
ultimately become, collectively, the owners of the building. And the
numerous worker-owned plywood manufacturing cooperatives in the
Pacific Northwest, discussed in Chapters 5 and 6, were in many cases
established by individual promoters who would form a company and
then find workers to buy it.

Established firms, moreover, can often change their form of own-



