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The Division of Labor




The Division of Labor |

) “The greatest improvement in the productive powers of
7? labour, and the greater part of the skill, dexterity, and
V. Tag judgment with which it is any where directed, or
- applied, seem to have been the effects of the division
of labour," (Book I, Chapter 1).

Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

Adam Smith

1723-1790


https://www.econlib.org/library/Smith/smWN.html

Smith's Pin Factory Example |

"To take an example...from a very trifling manufacture...the trade
of the pin-maker. [I]n the way in which this business is now
carried on, not only the whole work is a peculiar trade, but it is
divided into a number of branches, of which the greater part are
likewise peculiar trades. One man draws out the wire, another
straights it, a third cuts it, a fourth points it, a fifth grinds it at the
top for receiving the head...and the important business of
making a pin is, in this manner, divided into about eighteen
distinct operations...Ten men only were employed [and they]
could make among them upwards of forty-eight thousand pins in
a day...But if they had all wrought separately and independently
[they] certainly could not each of them have made twenty,
Adam Smith perhaps not one pin in a day..." (Book I, Chapter 1).

1723 '1 79 0 Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations



https://www.econlib.org/library/Smith/smWN.html

Smith's Pin Factory Example Il

Adam Smith's pin factory illustration




How Division of Labor Enhances Productivity

4 "This great increase of the quantity of work which, in
consequence of the division of labour, the same number of
people are capable of performing, is owing to three different
circumstances; first to the increase of dexterity in every
particular workman; secondly, to the saving of the time which is
commonly lost in passing from one species of work to another;
and lastly, to the invention of a great number of machines which
facilitate and abridge labour, and enable one man to do the work
of many." (Book I, Chapter 1).

Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

Adam Smith

1723-1790


https://www.econlib.org/library/Smith/smWN.html

DOL Facilitates Cooperation on a Grand Scale

i “The woollen coat, for example, which covers the day-labourer, as coarse and
i 4 rough as it may appear, is the produce of the joint labour of a great multitude of

' workmen. The shepherd, the sorter of the wool, the wool-comber or carder, the

g I dyer, the scribbler, the spinner, the weaver, the fuller, the dresser, with many

b "'?' others, must all join their different arts in order to complete even this homely

production. How many merchants and carriers, besides, must have been

employed in transporting the materials from some of those workmen to others
who often live in a very distant part of the country! how much commerce and
navigation in particular, how many ship-builders, sailors, sail-makers, rope-
makers, must have been employed in order to bring together [resources] from
the remotest corners of the world!...If we examine, | say, all these things, and
consider what a variety of labour is employed about each of them, we shall be
sensible that without the assistance and co-operation of many thousands, the
very meanest person in a civilized country could not be provided, even
according to what we very falsely imagine, the easy and simple manner in which
he is commonly accommodated.” (Book I, Chapter 1).

Adam Smith

1723 '1 79 0 Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations



https://www.econlib.org/library/Smith/smWN.html

Division of Labor: Origins

I

"‘ "This division of labour, from which so many
7 | 4 advantages are derived, is not originally the effect of
F - Il " , ,er’.T any human wisdom, which foresees and intends that

1 : \ J general opulence to which it gives occasion. It is the
L A necessary, though very slow and gradual, consequence
of a certain propensity in human nature which has in
view no such extensive utility; the propensity to truck,
barter, and exchange one thing for another," (Book |,
Chapter 2).

Ad dim S m |th Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

1723-1790



https://www.econlib.org/library/Smith/smWN.html

Exchange is What Makes Us Human

I

ol "Whether this propensity be one of those original
_ ? principles in human nature, of which no further
¥ e . .
A ag account can be given...It is common to all men, and to

be found in no other race of animals, which seem to
know neither this nor any other species of
contracts...Nobody ever saw a dog make a fair and
deliberate exchange of one bone for another with
another dog...Nobody ever saw one animal by its
gestures and natural cries signify to another, this is
mine, that yours; | am willing to give this for that."
(Book I, Chapter 2).

Adam Smith

1723-1790




Exchange is What Makes Us Human
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Adam Smith

1723-1790

"In civilized society [man] stands at all times in need of the
cooperation and assistance of great multitudes, while his whole
life is scarce sufficient to gain the friendship of a few
persons..man has almost constant occasion for the help of his
brethren, and it is in vain for him to expect it from their
benevolence only."

"Whoever offers to another a bargain of any kind, proposes to do
this. Give me that which | want, and you shall have this which
vou want...and it is in this manner that we obtain from one
another the far greater part of those good offices which we stand
in need of. It is not from the benevolence of the butcher, the
brewer, or the baker, that we expect our dinner, but from their
regard to their own interest. (Book I, Chapter 2).




Division of Labor is Cause not Effect of Talents

“The difference of natural talents in different men is, in reality, much less than
we are aware of; and...is not upon many occasions so much the cause, as the
effect of the division of labour. The difference between the most dissimilar
characters, between a philosopher and a common street porter, for example,
seems to arise not so much from nature, as from habit, custom, and
education...[Flor the first six or eight years of their existence, they were
perhaps, very much alike...About that age, or soon after, they come to be
employed in very different occupations. The difference of talents comes then to
be taken notice of, and widens by degrees, till at last the vanity of the
philosopher is willing to acknowledge scarce any resemblance. But without the
disposition to truck, barter, and exchange, every man must have procured to
himself every necessary and conveniency of life which he wanted. All must
have had the same duties to perform, and the same work to do, and there could
have been no such difference of employment as could alone give occasion to
Adam Smith any great difference of talents.” (Book I, Chapter 2).

Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

1723-1790



https://www.econlib.org/library/Smith/smWN.html

DOL Is Limited By the Extent of the Market

I

| "As it is the power of exchanging that gives occasion to
'_;:" : ? ' the division of labour, so the extent of this division
-y Ay must always be limited by...the extent of the market.

| - When the market is very small, no person can have any
encouragement to dedicate himself entirely to one
employment, for want of the power to exchange all
that surplus part of the produce of his own labour,
which is over and above his own consumption, for such
parts of the produce of other men's labour as he has
occasion for" (Book I, Chapter 3).

Adam Smith

Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

1723-1790



https://www.econlib.org/library/Smith/smWN.html

The Division of Labor: Summary

o Division of labor: process where people
specialize in production and then exchange their
produce with others to acquire all of their
desired goods

e Two senses:

1. Factory system: splitting up production
process into specialized discrete steps
boosts productivity

2. Economic system: an economy of people
specialize & exchange for all needs, leading
to widespread prosperity

o The more trading opportunities, the greater the
benefits of specialization




A Commercial Society

| \ "It is but a very small part of a man's wants which the

| 4 produce of his own labour can supply. He supplies the
et | ;E" far greater part of them by exchanging that surplus
: part of the produce of his own labour, which is over
and above his own consumption, for such parts of the
produce of other men's labour as he has occasion for.
Every man thus lives by exchanging, or becomes in
some measure a merchant, and the society itself grows
to be what is properly a commercial society," (Book I,
Chapter 4).

Adam Smith

Smith, Adam, 1776, An Enquiry into the Nature and Causes of the Wealth of Nations

1723-1790



https://www.econlib.org/library/Smith/smWN.html

The Division of Labor and Capital Accumulation |

"The important thing, of course, is that with the division
of labour a group of complex processes is transformed
into a succession of simpler processes, some of which, at
least, lend themselves to the use of machinery. In the use
of machinery and the adoption of indirect processes there
Is a further division of labour, the economies of which are
again limited by the extent of the market. It would be
wasteful to make a hammer to drive a single nail; it would
be better to use whatever awkward implement lies
conveniently at hand," (p.530).

Allyn Young

Young, Allyn, 1928, "Increasing Returns and Economics Progress," Economic Journal 38(152)

1876-1929




The Division of Labor and Capital Accumulation Ii

"It would be wasteful to furnish a factory with an
elaborate equipment of specially constructed jigs, gauges,
lathes, drills, presses and conveyors to build a hundred
automobiles; it would be better to rely mostly upon tools
and machines of standard types, so as to make a
relatively larger use of directly applied and a relatively
smaller use of indirectly-applied labour. [Henry] Ford's
methods would be absurdly uneconomical if his output
were very small, and would be unprofitable even if his
output were what many other manufacturers of
automobiles would call large.," (p.530).

Allyn Young

1876-1929

Young, Allyn, 1928, "Increasing Returns and Economics Progress," Economic Journal 38(152)



The Division of Labor and Capital Accumulation i

e More trading opportunities create
economies of scale

o As 1T output, | average cost

e Makes large investments in capital &
technology profitable

o Spreads f over a larger volume of g

 Labor-saving technologies

o May replace labor entirely with capital
o Might create new complex tasks for
labor




Division of Labor and Extent of the Market

Y5 The extent of the market




The Division of Knowledge

o Greater extent of the market — greater division of labor, and also a greater specialization
and division of knowledge




The Division of Knowledge

o Greater extent of the market — greater division of labor, and also a greater specialization
and division of knowledge




Division of Labor, Productivity, & Employment

"The market Smith was talking about was the number of
potential (and, in an important sense, actual!) customers
for the product in question. As the ability of transport and
communications to handle trade increases, the size of
factories increases. Let me say that again, because it is so
obvious it's confusing. As the number of potential
customers you can reach expands, and the costs of
shipping and handling fall, factories become fewer and
larger. There is far more capital investment in these
factories, but fewer workers. And output increases ten-
fold, a hundred-fold, a billion-fold."

-

Michael Munger

i 1
§ |

Munger, Michael, 2007, "I'll Stick With These: Some Sharp Observations on the Division of Labor," EconLog



https://www.econlib.org/library/Columns/y2007/Mungerpins.html

DOL, Productivity, & Employment: Example
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100 workers with sticks




DOL, Productivity, & Employment: Example

10 workers with shovels




DOL, Productivity, & Employment: Example

1 worker with a backhoe




A Framework to Think About DOL

 Productivity Per Worker: exponential
increase with larger markets & more
capital investment

e Employment: Increase, then decrease,

with larger markets & more capital d
investment =
o

e Not shown:

o steady increase in

Productivit

v

Extent of the Market



A Framework to Think About DOL

e Small-scale, local artisans, guilds serving 0 :

only local community |

Small
Parochial Markets

e Most production is (agricultural) for
subsistence, not for exchange

o o
e Productivity Per Worker: very low e

productivity

Outcomes

e Employment: Very few specialized
workers (most are farming to survive)

Extent of the Market

v



A Framework to Think About DOL

e Small-scale, local artisans, guilds serving
only local community

e Most production is (agricultural) for
subsistence, not for exchange

e Productivity Per Worker: very low
productivity

e Employment: Very few specialized
workers (most are farming to survive)




A Framework to Think About DOL

e Growingfirms with some capital !
investment (tools) serving national and
regional markets

e Productivity Per Worker: increase in
productivity from learning by doing,
specialized tools

Productivit

Outcomes

e Employment: growing, as more workers
are needed to keep up with demand,

incease in wages and skills

v

|
Extent of the Market



A Framework to Think About DOL

e Growing firms with some capital
investment (tools) serving national and
regional markets

e Productivity Per Worker: increase in
productivity from learning by doing,
specialized tools

e Employment: growing, as more workers
are needed to keep up with demand,
incease in wages and skills




A Framework to Think About DOL

e A small number of massive firms
supplying the world market

 Productivity Per Worker: massive
productivity per worker

o Employment: very few, highly-skilled,
highly-paid workers

o capital augmenting & replacing labor

Outcomes

Industrialized
Global Markets

Employmen

v

Extent of the Market



A Framework to Think About DOL

e A small number of massive firms
supplying the world market

 Productivity Per Worker: massive
productivity per worker

o Employment: very few, highly-skilled,
highly-paid workers

o capital augmenting & replacing labor




Division of Labor, Productivity, & Employment

"Today, most pin manufacture has moved to Asia. Your
first impulse might be to nod and think, Sure, cheap
labor!" But that is not an important part of the story. Pin
manufacturing is highly capital intensive. Smith's insight
on the division of labor, and Howe's idea of making the
process continuous and making labor more productive,
have combined to expand the market for Chinese pins to
the whole world. The number of workers engaged in pin
manufacture in China has \emph{fallen}, not risen, as pin
output has expanded. And wages have increased more
than ten-fold, as productivity has exploded"

- i

Michael Munger

Munger, Michael, 2007, "I'll Stick With These: Some Sharp Observations on the Division of Labor," EconLog



https://www.econlib.org/library/Columns/y2007/Mungerpins.html

Division of Labor, Productivity, & Employment

QUARTZ

China just announced one of the largest
single layoffs in history




The Effects of the Division of Labor

Manufacturing Output vs. Employment

Thousands 1947 tu 2 D 11 ;ﬁ{x?{::{a
20,000 - -$2,000
19.5m
19,000 -

- $1,600

18,000 -
17,000 -
- 51,200
16,000 -
15,000 -
- $800
14,000 -
= Manufacturing Employment (left)
13,000 - - -
— Manufacturing Output (right) - $400
12,000 - poc
T ——— e SIS R i ——

S R RN K R RS ARE RN
1950 1860 1970 1880 1980 2000 2010




The Effects of the Division of Labor

Year U.S.Population % working on farms

1790 4,000,000 90%




The Effects of the Division of Labor

Year U.S.Population % working on farms

1790 4,000,000 90%
1900 76,000,000 40%




The Effects of the Division of Labor

Year U.S.Population % working on farms

1790 4,000,000 90%
1900 76,000,000 40%
2015 326,000,000 <1%

Source: U.S. Department of Agriculture Economic Research Service



https://www.ers.usda.gov/topics/farm-economy/farm-labor/

The Effects of the Division of Labor

TED

EMES TIENES
Howilbuilgaitoaster=fromiscratch



https://www.ted.com/talks/thomas_thwaites_how_i_built_a_toaster_from_scratch

From Subsistence to Exchange |

"In emerging economies the activities of traders
promote not only the more efficient deployment of
available resources, but also the growth of resources.
Trading activities are productive in both static and
dynamic senses," (p.4)

"Instead, in spite of the economic history of the now-
developed world, which should have been familiar to
development economists, trading activities are barely
P. T. Bauer mentioned in the mainstream literature," (p.4)

1915-2002

Bauer, Peter, 2000, "From Subsistence to Exchange," in Bauer, P. T., From Subsistence to Exchange, and Other Essays, Princeton

University Press




From Subsistence to Exchange Ii

"Moreover, even a cursory reading of the last hundred
years' history ... would have drawn attention to the role
of traders in helping to transform them from largely
subsistence economies to largely exchange
economies," (p.5).

"These investments were made in the context of their
decisions, encouraged by the activities of traders, to

replace subsistence production by production for the
P. T. Bauer market"' (p6)

1915-2002

Bauer, Peter, 2000, "From Subsistence to Exchange," in Bauer, P. T., From Subsistence to Exchange, and Other Essays, Princeton

University Press




From Subsistence to Exchange Il

P. T. Bauer

1915-2002

"Conditions in the Third World tend to ensure the need for a
substantial volume of trading and closely related activities.
These activities are more labor intensive than in the West
because capital is scarcer relative to labor in poor countries than
in rich. A large proportion of producers and consumers operate
on a small scale and far from the major commercial centers,
including the ports. Individual transactions are small. Individual
farmers produce on a small scale and sell in even smaller
quantities at frequent intervals because they lack stor- age
facilities and substantial cash reserves. Conversely, because of
their low incomes, consumers find it convenient or necessary to
buy in small, often very small, amounts, again at frequent
intervals." (pp.8-9)




From Subsistence to Exchange Il

P. T. Bauer

1915-2002

"To a Western audience it may seem as if sales of produce and
purchases of consumer goods in such small quantities must be
wasteful. This is not so..What may be somewhat surprising is that
a large part of this labor is self-employed. This is so because
entry into small-scale trading is easy...For these reasons small-
scale operations are economic in many parts of the distribution
system: large firms are at a disadvantage because their
operations require more administrative and supervisory
personnel, and these tend to be relatively expensive or
ineffective in many poor countries. A multiplicity of small-scale
traders in part represents the substitution of cheaper labor for
more expensive labor," (p.9-10)




From Subsistence to Exchange IV

"Farmers in poor countries producing for wider exchange have to
make in- vestments of various kinds. These investments include
the clearing and im- provement of land and the acquisition of
livestock and equipment. Such investments constitute capital
formation. A part of this capital formation is financed from
personal savings and borrowing from traders and others. But
much of it is nonmonetized..These forms of investment, when
made by small farmers, are generally omitted from official
statistics and are still largely ignored in both the aca- demic and
the official development literature. [But] these categories of
investment are critical in the advance from subsistence to
exchange." (pp11-12)

P. T. Bauer

1915-2002




The Political Problem Markets Create




Markets as an Evolutionary Process

i &y ;.
J &

Joseph Schumpeter

1883-1950

"Capitalism...is by nature a form of economic change and not only
never is but never can be stationary..The essential point to grasp
Is that in dealing with capitalism we are dealing with an
evolutionary process." (pp.82).

"[I]n capitalist reality as distinguished from its textbook picture,
it is not that kind of competition which counts but the
competition from the new commodity, the new technology, the
new source of supply, the new type of organization...competition
which commands a decisive cost or quality advantage which
strikes not at the margins of the profits and the outputs of the
existing firms but at their foundations and their very lives."
(p132).

Schumpeter, Joseph A, (1947), Capitalism, Socialism, and Democracy



Creative Destruction |

"Industrial mutation--if | may use that biological term
—that incessantly revolutionizes the economic
structure from within, incessantly destroying the old
one, incessantly creating a new one. This process of
Creative Destruction is the essential fact about
capitalism. It is what capitalism consists in and what
every capitalist concern has got to live in" (p.83).

Schumpeter, Joseph A, (1947), Capitalism, Socialism, and Democracy

Joseph Schumpeter

1883-1950
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Creative Destruction: Examples




Creative Destruction: Example i

I rmdapung ”




Creative Destruction: Example Il

59 years of progress




No Corporate Monolith Lasts Forever




Creative Destruction: The Problem




Creative Destruction: The Problem




Successful Economies Liberate and Prosper

World population living in extreme poverty, World, 1820 to 2015

Extreme poverty is defined as living on less than 1.90 international-$ per day.
International-$ are adjusted for price differences between countries and for price changes over time (inflation).

O Relative
7 billion
6 billion
5 billion
Number of
4 billion people not in
extreme poverty
3 billion
2 billion
1 billion Number of
people living in
0 extreme poverty
1820 1850 1900 1950 2000 2015
Source: Ravallion (2016) updated with World Bank (2019) CCBY
Note: See OurWorldInData.org/extreme-history-methods for the strengths and limitations of this data and how historians arrive at these estimates.
CHART TABLE SOURCES & DOWNLOAD < L

Related: How do we know the history of extreme poverty? &



http://creativecommons.org/licenses/by/4.0/deed.en_US
https://ourworldindata.org/grapher/world-population-in-extreme-poverty-absolute
http://ourworldindata.org/extreme-history-methods
https://ourworldindata.org/grapher/world-population-in-extreme-poverty-absolute
https://ourworldindata.org/extreme-history-methods

Successful Economies Liberate and Prosper

Total population living in extreme poverty by world region
Extreme poverty is defined as living with per capita household consumption below 1.90 international dollars per day (in 2011 PPP prices). International
dollars are adjusted for inflation and for price differences across countries.

O Relative
- High income
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and the
Caribbean
1 billion East Asia and
Pacific
- Middle East and
500 million North Africa
Sub-Saharan
0 Africa
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Source: PovcalNet (World Bank) CCBY

Note: Consumption per capita is the preferred welfare indicator for the World Bank’s analysis of global poverty. However, for a number of countries poverty is measured in terms of income.
An income basis is common amongst high income countries and Latin American countries.

CHART TABLE SOURCES & DOWNLOAD <
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http://creativecommons.org/licenses/by/4.0/deed.en_US
https://ourworldindata.org/grapher/total-population-living-in-extreme-poverty-by-world-region
https://ourworldindata.org/grapher/total-population-living-in-extreme-poverty-by-world-region

Successful Economies Liberate and Prosper

Distribution of people between different poverty thresholds, China

Poverty thresholds are all in 'international dollars' at constant 2011 PPP prices. This means all figures account for
cross-country differences in price levels, as well as for inflation. Estimates rely on a combination of income and
consumption data (see sources for details).
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Note: Estimates for high-income countries are included, but are not always comparable with those from other countries because of differences
between income and consumption data.




But Successful Economies Create a Political Problem

e Markets serve consumers (consumer
sovereignty), not workers or producers!

e Successful market economies produce
wealth and destroy jobs

e Economic growth = more output with
fewer inputs!

e Apolitical problem: how do producers
permit the destructive side of creative
destruction?




But Successful Economies Create a Political Problem

e Moral dilemmas:

o Do we have a moral obligation to
insulate workers from the pain of
competition that is no fault of their
own?

o How do we secure the gains from
trade and innovation without
punishing the workers who lose their

jobs?




