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Equality and Growth Hand in Hand:
Increasing Returns, Strategic Behavior
and Efficiency Loss in the Division of Labor

Ming Lu Zuao CHEN ZHENZHEN YANG
(Fudan University)

Abstract The strategic labor division model in this paper explains why people sometimes
choose not to specialize despite social losses. With the learning-by-doing effects in the high-
skill sector, the unskilled, if he does not specialize himself currently, can gain higher bargain-
ing position in sharing the future benefits of labor division, and even reverse his comparative
advantage. However, this individually rational decision might result in social losses in pro-

duction. One striking, but reasonable, implication of the model is that the reduction in trans-
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action costs does not necessarily lead to specialization in strategic labor division, if the loss
due to the ending of the current partnership is low enough. Our model includes the existing
theories as a special case. This model sheds light on why inefficiency is widely observed in in-
ternational trade, within-country interregional specialization, and intrahousehold labor divi-
sion,
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