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Indian economists and Government officials have been propagating the idea of a new division of 
labour which has often been expressed thus : While developed economies should concentrate on the pro
duction of capital goods and on technically more advanced lines of manufacture, the underdeveloped coun
tries could specialise in "less elaborated'' products. 

In international forums. Indian spokesmen often express the view that the western countries should 
deliberately sacrifice some of their industries, such ax textiles, so as, to make room for Indian cotton and jute 
goods and take similar measures to import a greater volume of semi-elalborated products from India's new 
engineering industries. 

Insofar as the proposal implies that a joint effort is required from both the haves and the have-nots 
in order to bring about a more harmonious development of manufacturing and trade, there is not much dis
agreement. Whether the argument itself is valid and can, help the formulation of a trade-cum-development 
policy, requires serious examination. 

The following observations are offered as a modest contribution to this vital debate. 

T H E society o f nations i s today 
deeply divided between r ich and 

poor, between the so-called develop
ed and under-developed categories of 
economies. A l t h o u g h economic deve
lopment can be explained in many 
ways, the most important factor is 
probably the endowment of a given 
country w i t h fixed capital , so tha t 
we can speak of "capi ta l - r ich" and 
" labour-r ich" economies. As the gap 
in capital endowment widens, one 
notes a decrease in the volume of 
trade between the two groups of mar
kers, as we l l as a continuous deterior
ation of the terms of trade for the  
second group, while in ternat ional 
trade tends to g row w i t h i n the group 
of developed nations, both in relat ive 
and absolute terms. A progressively 
increasing amount of aid is, there
fore, needed in order to main ta in 
the present volume of trade between 
the haves and the have-nots, wh ich 
is already insufficient to generate 
the export surplus required to re im
burse the foreign loans or invest
ments so badly needed. 

On the other hand, f rus t ra t ion is 
no less apparent among the aid-giv
i n g countries. The debate over aid 
becomes b i t te r among the vocal re
presentatives of Western tax-payers 
and perhaps w i l l soon assume the 
same character among the up-to-
now silent communist countries. On 
both sides of the fence it is surpris
i ng ly realised tha t aid is not enough 
unless i t is closely l inked w i t h a 
development in in ternat ional trade 
capable of solving this contradict ion 
in a not- too-distant fu ture . 

Of the importance of this issue, I n 
dian economists and Government offi

cials are well aware Accordingly , 
they have been propagat ing the idea 
of a new division of labour which 
has been often expressed in the 
fo l lowing terms: While developed 
economies should concentrate on 
the production of capital goods 
and of technically more advanced 
lines of manufacture, the 
under-developed countries could 
specialise in "less elaborated" pro
ducts so as to expand considerably 
their exports of the lat ter . In inter
national forums, the representatives 
for India often express the view 
that the Western countries should 
deliberately sacrifice some of their 
industries. such as textiles. so 
as to make room for 
Indian cotton and ju te goods and 
take s imilar measures to import a. 
greater volume of semi-elaborated 
products f rom India's new engineer
ing industries. 

Untenable Division of Labour 
Insofar as the proposal implies that 

a j o i n t effort is required f rom both 
haves and have-nots in order to 
b r i n g about a more harmonious deve
lopment of manufacture and trade, 
there is not much disagreement. 
Whether the argument i tself is valid 
and can help the formulat ion of a 
trade-cum.development policy, re
quires a serious examinat ion. 

Let us take the case of texti les ex
ports. I t i s doubtful whether India 
has any na tura l or acquired advan
tage over the USA and Western 
Europe in the manufacture of them. 
If we examine the most common 
category of cotton textiles export
ed by Ind ia , i e grey cloth, 

the relat ive advantage appears 
to be small or fast de
creasing. In the most advanced tex
t i le factories of the West, it is indeed 
s t r i k i n g to observe a capital-output 
ra t io almost as high as in the other 
branches of manufacture, and a de
finite trend towards an increasing 
proport ion of fixed capita) in the 
finished product The further auto
mation of spindles, looms and finish
ing processes on the one hand, and 
the much larger role played by synthe
tic fibres on the other, w i l l combine 
to raise continuously the capital co
efficient of this industry. 

As for the vague concept of "semi-
elaborated products", one can val idly 
argue tha t their production implies 
generally very large investments of 
capital , as evidenced by the metal lur
gical, chemical and heavy engineering 
industries. If steel products, cast
ings, forgings, basic chemical or 
petro-chemical intermediates are con
sidered as semi-elaborated, It becomes 
evident tha t the developing countries, 
inc luding India , are not par t icu lar ly 
wel l endowed to produce them cheap
ly, at least for a long t ime to come. 

Whi le this is not the place to debate 
over the nature of forces which make 
for internat ional division of labour, 
one should admit that a concept such 
as the degree of "elaboration" in 
manufactures is a very rough and 
misleading notion to s tar t w i t h 

As a first assumption, it. would be 
more appropriate to take the very 
cr i ter ion which we have already used 
in order to differentiate between the 
two groups of countries among which 
trade is to be increased, i e, the re-
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la t ive ly large ava i lab i l i ty of fixed 
capi tal in developed countries, the 
correspondingly large avai labi l i ty of 
labour in under-developed or develop
i n g nations. In other words, i t is as
sumed tha t the pa t te rn of trade 
most conducive to g r o w t h w i l l be 
the exchange of "capital-intensive" 
against "labour-incentive" goods and 
services. Therefore our enquiry 
should make us look fo r products 
or services wh ich , irrespective of 
their degree of elaboration, w i l l : 

(1) imp ly the max imum use of 
labour in their manufacture by the 
developing countries; and, 

(2) have a high income-elasticity 
of demand in the markets of develop
ed countries. 

Export Potential of Services 
Let us f i r s t consider the often 

neglected case of services, direct ly or 
indirect ly exported. I t i s wel l known 
that in the West the demand for 
certain ski l ls is increasing very fast. 
Already in the affluent or semi-afflu
ent societies of the West there is 
.scarcity of manpower for such occup
ations as domestic services, for 
health, clerical and personal servi
ces, for jobs such as domestic ser
vants, waiters, personal attendants, 
hospital nurses, manicurists , beauty 
attendants, masseurs, t a x i drivers, 
chauffeurs, nannies, certain types of 
f a rm hands, etc. The demand is so 
diversified as to make the enumera
t ion a rather curious affair. One or 
or two examples w i l l help to clar ify 
our remarks-

Over the past years one has seen 
Amer ican farmers h i r i n g French 
shepherds to replace the disappear
ing "cow boys". Shall we see tomor
row t rue Ind ian "cow boys" mig ra t 
i ng to France? The thought is not 
as queer as it may seem A mission 
of French specialists in dairy f a r m 
i n g was so impressed by the care 
w i t h wh ich Indian farmers tended 
catt le t ha t they made the suggestion 
tha t some of them should be hired for 
French farms. Obviously, the large 
scale "expor t" of men and their m i g 
ra t ion between nations is hampered 
today by many obstacles, some very 
formidable ones. However, more 
consideration should cer tainly be 
given by a l l Governments to the 
benefits w h i c h could accrue f r o m a 

more substantial movement of s k i l l 
ed or unskil led labour f r o m one 
p a n of the w o r l d to the other.* 

Plan for Tourism 
Tour ism offers another example 

of a fast expanding marke t fo r per* 
sonal services, w i t h the considerable 
advantage tha t it is a labour-inten
sive industry. A country l ike I n d i a 
should earn by tour ism something of 
the order of Rs 100 crores per year 
in the very near future. In order to 
achieve this, however, a comprehen. 
sive plan should be immediately 
d rawn up, not on ly to b u i l d hotels, 
roads, and physical facilities, but also 
to t ra in the addi t ional staff of bearers, 
waiters, personal attendants, driverss, 
shikar is , guides, h a i r dressers, clerks, 
etc, which w i l l be required in large 
numbers. 

W h a t is required is not only the 
H i l t o n " type of hotel, w h i c h is re-

la t ive ly expensive in scarce resources 
and in foreign exchange, out also and 
perhaps predominantly, a diversified 
network of medium and small-size 
establishments, f rom the t rad i t iona l 
but revamped " tou r i s t " or "dak 
bungalow" to the American-style 
"lodge" or "ranch" as w e l l as the 
Alpine-style "chalet" perched in the 
h igh valleys of the Himalayas. But 
whatever the degree of mate r ia l com
fort provided in these various hotels, 
one characteristic feature should be 
prominent ly and sk i l fu l ly displayed 
in a l l of them: the qual i ty of "ser
vice", w h i c h is what the weary office-

* The average earnings in England of 
an Indian worker, not particularly 
skilled, is about £ 8 to £ 10 a week 
or £ 400 to £ 500 a year. Assume 
that half is saved and remitted to 
India, which is not an unreasonable 
assumption. This means an inward 
remittance of Rs 2,500 to Rs 3,000 
per year. Wi th a million migrated 
workers abroad, it is not inconceiva
ble that the annual receipt of for
eign exchange on remittance ac
count could be of the order of Rs 
300 crores. 

Tourism should bring in about 
Rs 100 crores a year. There are 
other services or predominantly ser
vice-oriented industries which may 
bring in some more. 

This arithmetical exercise sug
gests an additional receipt of the 
order of Rs 400 crores which is not 
a negligible amount, for it repre
sents exactly the commercial deficit 
of the country today ! This very 
rough and crude exercise needs to 
be carefully checked, of course, but 
does suggest that explorations on 
these lines may be worthwhile. 

worke r or the prosperous business, 
man can hardly get in the most ex-
pensive resorts of the West and for 
which he w i l l be ready to incur the 
journey, extend and repeat i t . In this 
manner the large "servant potent ia l" 
of India, which seems to be dwind
l i n g in quant i ty and quality since the 
days o f the Bri t ish Ra j , w i l l be tapped 
and revived for the benefit of al l con
cerned. 

The largest expansion of export 
earnings, however, w i l l have neces
sari ly to take place in the field of 
commodities. We shall state again 
our postulate: the expansion of ex-
ports should aim at max imiz ing the 
labour content of the export product-
mix and at satisfying the demand 
for foods w i t h the highest income-
elasticity. 

Choosing the Export Goods 
In the case of export of goods as 

of services, we w i l l start f rom the 
general observation that the cost of 
labour has increased re la t ively to the 
cost of the other factors of produc
t ion so tha t the level of prices for 
services and for labour-intensive 
goods is pushed continuously upwards. 
To the extent that mechanization 
cannot be a substitute for labour, 
there is less consumer satisfaction 
at a given level of incomes. This is 
probably one of the reasons underly
i n g the upward trend of wages in 
Western countries, which in t u r n ex
plains pa r t i a l ly the so-called "cost-
in f l a t ion" rampant there. Therefore, 
consumer satisfaction w i l l be increas
ed and global p roduc t iv i ty improved 
if labour can be imported in order 
to increase the supply of these goods 
and services whose real costs are 
constantly r is ing in the impor t i ng 
country, due to a rise in labour cost 
unaccompanied by any commensu
rate rise in labour product iv i ty . We 
have to look at the s t ructure of pro
duction in the i m p o r t i n g country so 
as to take note of a l l the goods and 
services in the production of which 
labour costs account for a consider
able share of the un i t costs and for 
wh ich this share tends to increase 
over the long period. Such an exami
nat ion must be carried on at a very 
disaggregated level, as close as pos
sible to the individual commodity i t 
self. 

Our second cr i ter ion is to find goods 
able to satisfy the categories of de-
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mand, in termediary or f ina l , w h i c h 
tend to rise re la t ive ly to income, 
personal and national . For this we 
have to conduct an all-embracing; and 
dynamic marke t survey, w i t h a view 
to select the goods sat isfying the 
fastest g r o w i n g demand in the econo
my. Such a s tudy w i l l be a long and 
strenuous exercise which w i l l require 
the internat ional cooperation of many 
specialists. For the t ime being, we 
can do no more than sketch in broad 
outlines some of the trends in private 
consumption already apparent in the 
affluent West. 

Considering only the demand for 
f inal products we come upon a dual 
evolution in taste or fashion, which 
calls for "personalised" items on the 
one hand and for rustic, raw. hand 
made products on the other. Both fea 
tures boi l down to a s lowly increasing 
trend against mass-produced goods, 
machine-made consumables. In the 
same manner and explained by the 
same basic motivations, one can cite 
the l i k i n g for hobbies, the rage to ac
quire, build or decorate in the coun
try-side (a thatch-roofed house in 
Eng land , a datcha in Russia ), a se
cond house by city-dwellers, the in 
creasing preference for natural fab
rics, unpolished wood, exotic jewel
lery, the worship of 'objects' by the 
increasing number of sophisticate! 
people in the cities of the West. 

Changing Consumption Patterns 
If we tu rn to the economics of con

sumption, we find another interest
ing phenomenon. As the cost of lab
our increase relat ively to the cost of 
other factors, it tends to push up 
the relative prices of goods, the 
manufacture of which remains large
ly based on labour. Consequently, the 
marke t for these goods w i l l decrease 
despite the general and increasing 
prosperi ty of the papulation, al l the 
more so since the increment of in
comes is claimed in the first place 
by the generally large firms which 
t u r n out cheap, mass-produced goods. 
Whereas fifty years ago a piano was 
a common ornament in a middle class 
home, it is a rare sight today in 
Europe because i ts price has increas
ed tremendously relat ively to the 
price of a record player. 

Thus we have a latent conflict bet
ween the evolution of tastes in fav
our of more personalized forms of 
consumer satisfaction and the irresis

t ible t rend of modern technology to
wards mass-produced, machine-made 
goods. Hence, there creeps into 
western societies a certain amount 
of dissatisfaction, a complex feeling 
of f rus t ra t ion and saturation, which 
may lead to individual imbalance or 
to social tensions, the la t ter express
ing themselves in claims for higher 
wages, longer holidays, etc. To some 
extent, then, one can suppose that 
these tensions could be reduced and 
the to ta l satisfaction increased, by 
a larger influx of labour-intensive 
goods from low-cost manufacturers, 
provided, however, these goods fit 
exactly in to the intr icate consump
t ion pa t te rn of the affluent countries. 
To the exact fitting, to the close ad
justment between the producing coun
tries and the final markets, we shall 
now tu rn our attention. 

Establishing Links with Buyer 
We w i l l state our next postulate: 
The trade in consumer goods re

quires a continuous and in t imate 
exchange of ideas, men and products 
between the producers, the sell ing and 
purchasing agents, the dis tr ibutors 
( in the impor t ing country) and the 
final consumers. 

It is a fact and a mat ter of experi
ence that today a whole category of 
consumer goods are designed, manu
factured, priced, packaged and mar
keted in a concerted and h ighly or
ganised manner. Except for such p r i 
m a r y materials of consumption as 
grains, pulses, f rui ts , vegetables, 
meat and the coarsest or cheapest 
var ie ty of cloth, the largest number 
of consumable items, in the Western 
countries, is designed and engineered 
so as to fit into a consumption pattern 
which is itself shaped and moulded 
by the mass-media, the fashion desig
ners, the commercial ar t is ts and more 
generally mul t i far ious currents and 
cross-currents which constitute the 
ever changing network of society at 
a given moment of t ime. 

Mass-production, mass-distribution 
and mass-media have combined to 
b r i n g about a type of marke t which 
is d is t inc t ly more dynamic, more in 
t r icate and more self-conscious (at 
least potent ia l ly) than the old, 19th 
century ins t i tu t ion . In tu rn , a h ighly 
organized marke t requires f rom the 
suppliers w o r k i n g for it a consider
able ab i l i ty to innovate and create a 
h igh degree of f l ex ib i l i t y and re

sourcefulness, a definite capacity to 
make quick decisions and to take 
risks in a fast changing si tuation. 
Therefore it is no wonder if the 
manufacturers l i v ing in very distant 
countries (i e India) , where life has 
largely kept to its slow-moving, 
t radi t ional pace, find it extremely 
difficult to step into affluent mar
kets and compete successfully w i t h 
the "home-producers", even when 
they have the advantage of lower 
landed cost and free-entry. It costs 
several times more to bridge the 
psychological gap between the I n 
dian manufacturers and the re ta i l 
ers or the final buyers at the other-
end than the cost of t ransport over 
the physical distance. It is the for 
midable cost of bridging the psycho
logical gap which is the greatest 
obstacle to expansion of trade of 
this type. The Japanese or Hong-
kong exporters are no exception 
to this rule, Their success is due to 
the fact that they work in the fav
ourable environment: a fast expand
ing economy which is on the move to 
become affluent. They live in sur
roundings in which they are freely ex
posed to the intellectual, art ist ic, 
commercial values of the very mar
kets they aim at. Happi ly or not, 
the same situation does not prevail 
today in India, which has mainta in
ed a great part of its t radi t ional 
way of life and whose intr insic aloof
ness is further increased by the lack 
of foreign exchange. It is, therefore, 
safe to assume that in the present 
economic and social circumstances, 
the average Ind i an exporter 
w i l l have neither the incentive nor 
the capacity to launch a successful 
export drive to the Western markets, 
The relative accessibility of the 
Soviet markets may prove to be as 
i l lusory or delusive, once their inha
bitants reach the degree of sophisti
cation of the Western countries. 

Resurrecting Imperialist Patterns! 
The close understanding and in 

t imate relationship which is required 
by the nature of the exports concern
ed, can be brought about in either 
of two ways: by b r ing ing the 
producer nearer to the consumer or 
by br inging the consumer nearer to 
the producer Obviously the first 
path w i l l be followed when the socio
economic distance between the two 
is not too great, while the second 
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alone w i l l be advisable in the opposite 
case. I t a l i a n shoe designers or 
French c lo th manufacturers have 
been able to adopt the f i r s t method; 
Indian or Indonesian exporters may 
have to fol low the second method. 
In other words, India 's or Indo
nesia's export trade in consumer 
goods should be so organized as to 
let the "agents" or "representatives" 
of the final markets take a decisive 
par t in i t . By agents or representa
tives of the final markets we have 
in m i n d the wholesalers, importers, 
retailers, department stores or 
chainstores, etc, who in their home 
countries are responsible for the sup
p ly of goods to the public, in other 
words, the firms which have a vest
ed interest in buying cheaper goods. 
No t only these firms should be al low
ed to set up, in the expor t ing coun
t r y , their own fu l ly controlled pur
chasing office w i t h a freedom f rom 
customs and adminis t ra t ive controls 
as much as possible, they should also 
be permi t ted or encouraged to as
semble, finish or manufacture the 
same items for export They would 
be free to hire labour, sub-contrail , 
to local manufacturers, transfer or 
re-invest their profits under l iberal 
conditions, exchange technicians, 
salesmen and managers between 
the home and the branch offices. 

Import-Export Link 
What we are a iming at becomes 

clear now and w i l l appear scanda
lous to many, as it looks suspiciously 
l ike the old, imperial is t ic patterns of 
trade as practised by the European 
"Chartered companies" in the East 
and West Indies. The parallel is all 
the more s t r i k i n g since we shall ad
vocate (hereafter the opening of 
"concessions", in the form of free 
ports or free-trade areas in order to 
al low the fu l l exercise of the 
foreigners' r ights and privileges 
without d is turbing too much the 
local state of affairs, i e, behind the 
protection of a customs barrier. 

The obstacle put up by aloof
ness of the exporters' country is not 
only psychological, it bears on the 
manufac tur ing process itself, insofar 
as impor t and export are very 
closely l inked in most cases. To take 
only a few examples; the manufac
turers of first-quality cotton goods 
requires Egyp t i an long staples, 
Swiss machinery and German dye-
stuffs; the production of. wooden 

furn i tu re w i l l require the impor t of 
Burmese teak or Malaya's ra t tan , 
etc Indeed, there is hardly any 
exported commodity which would 
be purely home-made. So that 
manufacture for export turns fre
quently in to a " jobbing" ac t iv i ty , by 
which value is added to an imported 
raw mater ia l or half-finished pro
duct, often w i t h the help of imported 
equipment, to be finally sold back to 
the raw mater ia l supplier. This 
amounts to saying that an active 
export trade is best conducted in a 
place where an intense impor t acti
v i t y takes place, b r ing ing along 
w i t h it ideas, men, techniques, proces
ses and products f rom al l corners of 
the wor ld . 

Guidelines for Cooperation 
Let us sum up the argument : A 

large market for developing count-
ries ( 'A ' countries) exists and can 
be developed on the basis of service-
industries and of "labour-intensive", 
well selected consumer goods. The 
nature of the market for these good'* 
in developed countries ( ' B ' countries) 
is such as to require a very careful 
dovetai l ing of manufac tur ing in A 
countries and dis t r ibut ion in B coun
tries Under-developed countries 
should offer special incentives and 
extended franchise to the purchasing 
foreign firms in order to promote 
in A countries an expor t ing sector 
sufficiently "buyers minded" and 
"market-conscious". 

Wherever convenient or necessary 
(for instance in the case of A coun
tries w i t h h igh tax rates and centra
lized planning) foreign-run export 
houses should conduct their manu
fac tur ing or t rad ing operations in 
ports or areas where they would be 
able to trade freely w i t h the rest of 
the world . 

In ternat ional cooperation should 
aim at clearing gradually the way 
for an increased export of these goods 
from A to B countries. 

it can be argued. however, that 
this proposal as it is presented here 
raises more questions than it ans
wers. The unresolved issues w i l l 
loom large indeed for B as wel l as 
for A countries and w i l l require n 
a great deal of t ime, effort and 
mutua l understanding-

The affluent economies would have 
to admit a greater inf lux of labour-
intensive goods and promote or in
duce the export of t r ad ing capital 

w i t h the avowed purpose of i m p o r t 
i ng the goods which had been pro 
duced, up t i l l then, by their small-
scale industries or handicraft sector. 
Such a policy w i l l require on the 
pa r t of B countries some k ind of 
long-range planning and a bold ap
proach to the problems raised in 
fields such as domestic employment, 
industr ia l investment, foreign trade, 
tariffs and quotas. On the other hand, 
B countries w i l l get the benefit of 
imports at lower costs, wh ich w i l l 
help them hold the price f ront at 
home and achieve higher levels of 
labour product iv i ty . 

Need for Pragmatic Approach 
The developing countries, for their 

part, should adopt a more pragmatic 
approach to the problem of develop
ment through trade and foreign 
enterprise. To the extent that their 
continuous economic independence 
demands a greater volume of export 
to the developed markets, they would 
have to accept a t igh te r involvement 
w i t h the economies of their custom
ers; they would do wel l to change 
their methods and practices in ord
er to w i n acceptance for their goods 
Their a t t i tude to foreign enterprise 
or jo in t ventures would have to be 
more flexible and less prejudiced, 
so as to achieve a business-like co
operation, instead of the ideological 
b icker ing so common today 

Export-oriented investments for 
consumer goods on the par t of 
foreign firms need not raise so many 
controversies. Even when foreign-
con trol led, these ventures w i l l 
seldom monopolise their branch of 
ac t iv i ty and can easily be prevented 
from: doing so. More impor tan t , they 
w i l l hardly bear on the . development 
of the more essential sectors of the 
economy such as oi l , steel, power, etc. 
However, they w i l l require these as 
inputs for their manufac tur ing act i 
v i t y and these w i l l have to be includ
ed in the programmes or plans of 
economic development To estimate 
the needs ar is ing out of hazardous 
export prospects and to coordinate 
them w i t h centralised planning w i l l 
not be an easy task, as i t w i l l tend to 
increase the chance-elements in the 
projections and increase the r isks 
of imbalance. However, this is always 
the case w i t h exports, as soon as 
they assume a significant propor
t ion in the economy. 
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