RER TR I
Contemporary Economics Series

40 B

PISTR
—— A — BB R
st EdE % Lt e

R R ST

i 0 [

. ‘;' ']"lf
CHhL

J
|



w ﬁIEE%’
| RIS I
ﬁ¢l$%wwﬂam 

B Ut o



EBEM®KE (C1P) MiE

NLE5XG . ——BEL RESREES WLEER
NP A A /b

—t%. E@ ARSI, 2006
(MREFERFINE. BRE G230 /BRIF E5)
ISBN 7-208-06112-2

L4y I &... . O”R&HT-HROLH -5
N. F0i4.2

P E A R CIP BB #7(2006) 55 012445 B

nERE KO0 WEH
Ewikit HARITIHEE

BHA
SIE5XH
— AR RE PRI AL BT R Bt =
e B AR E R £ 4700 R AT
L =R 7 % B P EN R A R4S B ERRI
bis AR R 192 % 1 A% 1R
200001 S HEE IR 193 5 www. ewen. cc 1994 5458 B%} 1 m
,.:"( bt B A R ] 2006 %3 AF 2 B
o BEBEEBAT W& 2006 4 3 A% 1 KELR
MR 193 § 24 J2 021 - 63914988 FA: 850x1168 1/32
EN3K: 11.25 #&%: 6 . 235,000

ISBN 7-208 - 06112 - 2/F+1383 EHr:23.00







& f A

BB, 1954 SE 4 1983 £V THE AR
K%¥,1986 £ 0 1990 £ T ¥ E#H LA #F K
REFFRLMEFFRLFM, AT
ANGFFARFF,, LERFEFHEFQ
B, BN TEREGFER P TE LR
ZHEBEAR; FLEFERFPEF LK
KEFRHEREH RFEATINHE;
XHHAR BESELSFNENAR; LETE
HRBRRAANRRELEMERAA D L, 44
BiE TR XEGREF WS ELEH), K
FRXEHTHFHELFFLALXEGR
HELFF). W EE(HITEXH) B4
BEFFWARTEETENR G ERZ —;
EE(RAREEXANE)RAFE B E M4
BRWERAS A ERN(OTERNTEZ K
F)VRE(FRRERNRBREHRIRER T LB
ZFFH W HE AT



K

a1

j] TRAER. ZFARERINEFEHLHE
BEAR . REGRBLUREF ¥ HNPH
EWRR RTUREFHEFWRES |, R
MREHBEREFERIINASE,
“UREFFRFIAF"ZEABE HEX
W.SeUhWBFERERAE, BAEZA
FRILDIREFFXE; (2 L REF ¥
REQDLIREFEHFSEHA. AP
EFERGRTE, ARERTEAEALFEH
WHERR EXZELHFMA¥N 24 ¥4 M
GeF¥HOFRRAREORE L, 2R
AEANER FAFRFEAGAREE.RA
FABE R AFRROE F R E k.
XETAREEFEEFFER YR E A
P RETEELUREFFINALALE B ¥
EERRNIERRENELHERRNA
R#M,
ARBEATRITEZFFHARMK
FE R, hEE - MTRKHHHA,



AFREE FHRNE AT & A BARE
FEES TR TEEKRENERRARN &
Bo. RMBZEFERNAHFRNNER, &
RELAFRBERENESFFEH ST
ARFGPEEFHERAL, ELIRTHRE
F¥EIHTXRES.

RNMEFE*R - RELEFEEF ¥
R



ABSTRACT

THE DIVISION OF LABOR AND THE
TRANSACTIONS:

A GFENERAL THEORY AND ITS APPLIC-
ZTION TO THE PROBLEM OF UNSPE-
CIALIZATION IN CHINA

This book discusses the problem of the division
of labor which is a very old but eternal theme in
Economics. It seems that what Adam Smith had
said about it is all what Economics can say, so
. economists after him, except a few, hardly talk
about it again. However, what happened in Chi-
na reminds us that Adam Smith did not give us a
perfect explanation about the problem.
Contrary to the tendency of‘ specialization
described by Adam Smith, there has been an in-
teresting phenomenon in China in these decades:

enterprises prefer producing parts and compo-



nents of their products by themselves to purchasing
them from the market. There is a tendency among
enterprises in China to become a so-called* full-
function factory” which produces most of the
parts and components it needs at a scale far
from economic scale. Such a pro-blem has trou-
“bled the Chinese government and economists for
many years. Almost all the efforts of the cen-
tral government to change the problem of un-
specialization failed. This gets us into a dilem-
ma: now that specialization can bring benefit to
people, why enterprises in China would rather
choose unspecialization? It seems that the eco-
nomic theory of division of labor, which we
need and can be regarded as a “perfect” one,
should be able not onty to explain why the diri-
sion of labor has developed, but also to indicate
the reason why the specialization could NOT be

advanced.
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People must maintain their comsuption and
production through exchange with others once
the division of labor appears, since people can
not divide their comsuption while they can divide
their production. The theory of division of labor
is concerned not only with the relationship be-
tween human beings and the Nature but also
with that between human beings. Therefore, it
is impossible to further the analysis of division of
labor only depending on the approach of standard
economics which mainly focuses on the problem
of resource allocation, i. e. the rela-tionship be-
tween human beings and the Nature. However,
the classical political economy and its modern
successors, such as Institutional Economists, in-
cluding old, neoand new ones, can give us some

help, since they traditionally consider economic



problems from both the relationship between hu-
man beings and the Nature, and that between
human beings themselves.

In order to resolve that dilemma mentioned
above, we must study people’s behavior in their
transactions as well as in their productions. Ac-
cordingly, the Institutional Approach, which
emphasizes the study of both transactions and
productions, will be the main theorietical meth-
od in this book. the concept of “ Transaction
Costs”, which is developed by New Institutional
Economics, will be the key concept in the analy-
sis, and a combination of the methods of the Ne-
oclassical Economics and the Institutional
Economics will be a methodological goal I seek

for in the research.
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This book consists of three parts. In the



first part, which includes two chapters (Chapter
1 and 2), problems and basic concepts are pres-
ented. Chapter 1 expounds the fundamantal con-
cepts and classifacation of division of labor and
specialization, discusses the economy of division
of labor, and review briefly the history of the di-
vision of labor and specialization. Division of la-
bor and specialization in production is here de-
fined as a kind of production form. Correspond-
ingly, unspecialization is another kind of produc-
tion form which does not carry out the division of
labor in production. In real world, human beings
may make choice between the two production
forms. Dynamically, there is a pro-cess of spe-
cialization when people adopt more specialized
form of production, and there is a process of vit-
ercal integration when people make the opposite
decision. In terms of both technology and law,
we can divide the vertical integration into two

kinds: High Vertical Integration and Low Verti-



cal Integration. Although there are various dis-
cussions about the benifits of (i. e, economies
of) division of labor and specialization, I in this
book simply explain them as that a given produc-
tion operation arrives at optimal produc-tion
scale through division of labor, which otherwise
can not be achieved by the unspecialized form.
The optimal producton scale implies that the av-
erage production cost is lowest. The marginal
return of division of labor is the difference be-
tween the average production cost of the optimal
production scale and that of the unspecialized
production form, Therefore the marginal return
of division of labor may also be regarded as mar-
ginal saving in production cost.

No doubt, the level of division of labor and
specialization in China has increased since 1949.
However, the tendency of unspecialization can
not be neglected. In Chapter 2, 1 describe the

problems of unspecialization as phenomena of



“full-function factory”, *general workshop”,
“pocket-society enterprise”, “low-scale duplicate
investment”, “non-diversity of products” and
“similarity in industrial structures between re-
gions”. Dynamically, the tendency of unspecial-
ization is the incarnation of unspecialized choice
of enterprises and regional governments against
the specialization efforts of the central govern-

ment,
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The second part is the core of this book. In
this part, in order to answer the question why
people choose specialized production form or un-
specialized one, and find the neseccary and suffi-
cent conditions of the development of division of
labor and the expansion of firm scale in modern
history. different forms of transaction activities

and their costs are analysed.



The development of division of labor in pro-
duction inevitablly brings the increment of
people’s contacts with each other which is de-
fined as Transantion Activity. In Chapter 3,
Transaction Activity is regarded as a general
concept with the same importance as Production
Activity . While production activity is an eco-
nomic activity by which people obtain benefit
from Nature, transaction activity is an economic
activity by which people gain from the transac-
tions between themselves. In maximizing
people’s inetrest, there is an alternative relation
between transaction activity and production ac-
tivity; in employing and consuming the same re-
sources, there is a competitive relation between
them. Since it is a kind of economic activity,
transaction activity can provide utility but it al-so
needs costs. The factor determining the transac-
tion utility and transaction costs, besides trans-

action technology and social economic situation,



is mainly the transaction form. The forms of
transaction may basically be classified as bargain-
ing transaction, managerial transaction and ra-
tioning transaction(as Commons defined). A set
of transaction activities obeying the same trans-
action form is called an institutional arrange-
ment. The market, the firm and the gov-ern-
ment are three institutional arrangements corre-
sponding to those three kinds of transaction
forms mentioned above. There are complementa-
ry relations among these three forms when they
realize different transactional functions; there
are alternative relations between them when they
work for the same transactional function.
Chapter 4 is a static analysis of the problem
of “why people choose specialized or unspecial-
ized production form”. The analysis develops in
two dimentions: one is varied transaction forms
and the other is varied states of market struc-

ture. Given market scale and resources, an indi-
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vidual or an economic organization may make
choice between two production forms, the spe-
cialized and the unspecialized, and between two
transaction forms, transaction through market
and one within firms. These two production
forms and two transaction forms may envolve
three basic choice combinations: (1) specialized
production through market transaction; (2) spe-
cialized production within firms and (3) unspe-
cialized production within firms. Whether an in-
dividual or an economic orgnization adopts the
transaction form through market or within firms
depends on which one of these two transaction
forms has lower unit transaction cost. When the
marginal cost of market transaction equal to that
of intrafirm transaction, the specialization level
of a firm achieves eguilibrium, and at this point
its scale is determined. When the maginal cost of
market transaction and that of intrafirm transac-

tion are higher than the marginal return brought



