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Abstract

This paper studies the effect of output-price uncertainty in an industry comprised of
labor-managed firms (LMFs) in which the number of LMFs and their membership are
determined endogenously. The exit condition for a risk-averse LMF member is
formulated and the effect of various economic variables on the equilibrium quantities
and prices are examined. We find that the equilibrium in our setting is similar to the
one that emerges in a ‘capitalistic’ economy where firms are owned by profit-
maximizing agents. However, the effects of increases in risk and risk aversion differ
from those found in a short-run analysis of a single LMF.
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