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	My first result is that optimal strategies exist under risk, but not under Knightian uncertainty. If an agent has an optimal strategy, then some amount of information enables others to deduce what that agent will do, so it is possible to coordinate agents by information exchange (market coordination). If agents lack optimal strategies, then they can only be coordinated by having one tell the other what to do--that is, they must be managerially coordinated. Straightforward transaction cost arguments imply that managerially coordinated assets will be owned in common (i.e., vertically integrated). The empirical predication is that production activities which must be coordinated and which are subject to uncertainty appear in the same firm. This prediction is assayed against current empirical work, and strongly up-held. In the second chapter, I apply the optimal strategy/no optimal strategy to entrepreneurs. If an asset has an optimal use, all entrepreneurs will use it the same way; hence, all entrepreneurs will value the asset at the same amount. Other things equal, all entrepreneurs gather assets together into firms of the same size. Under uncertainty, an asset will not have an optimal strategy, and so entrepreneurial discretion will determine its allocation. Entrepreneurs who value assets relatively highly will accumulate more of them, and those who value them relatively low will leave the uncertain sector. The average amount of assets per entrepreneur in the uncertain sector therefore increases. Constructing a data set of Compustat firms, and using R&D intensity as a proxy for uncertainty, I find that a one standard deviation increase in uncertainty at the sample mean increases average firm size by 40%. 
  


