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Abstract :

We construct a price-theoretic model of firm boundary decisions under
perfect competition and study their interplay with product demand,
technology, and welfare. Integration is costly to implement but is effective at
coordinating production decisions. The price of output influences the
ownership structure chosen: in the simplest case, the degree of integration
increases in price. Ownership in turn affects output: integration is more
productive than non-integration. If the managers deciding organizational
design have full claim to enterprise revenues, market equilibrium ownership
choices will be second-best efficient. When managers have less than a full
claim on profits, total welfare may sometimes be increased by a social
planner who could force some producers to reorganize. The price mechanism
tends to correlate reorganizations across firms and generates external effects
of technological shocks: productivity changes in some firms may induce
changes of ownership in the rest of the industry. The model can generate
robust coexistence of different ownership structures among ex-ante identical
firms. We illustrate with recent empirical examples from the literature the role
of endogenous and exogenous heterogeneity.
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