FOREIGN TRADE AND THE LAW OF VALUE:
PART I*

ANWAR SHAIKH

I. Introduction

N MARX'S ANALYSIS OF CAPITALISM the law of value
I appears as the fundamental basis for the laws of motion of

capitalism. It is on this basis that Marx develops the laws of
money, of prices, of profits, of accumulation, of reproduction,
and of crisis. Not only the struggle of worker against capitalist,
but also the pitting of worker against worker, and of capitalist
against capitalist, appear as conditioned and limited by the struc-
ture and operations of the system itself: the historical develop-
ment of these struggles is therefore analyzed by Marx against the
backdrop of the historical development of these conditioning
and limiting relations, that is, against the backdrop of the work-
ing of the law of value.

In spite of the extent to which the workings of the law of
value are developed in the three volumes of Capital, we know of
course that many topics remain incomplete, while others are
hardly treated at all. It was Marx’s original intention, for in-
stance, to extend the analysis to be presented in the three vol-
umes of Capital to the treatment of the state, of foreign trade,
and of the world market and crisis — each to be dealt with in a
separate volume.! But this never happened. Instead, even Vol-
umes Il and 111 of Capital had to be assembled by Engels after

* Part Il of this article will be published in the Winter 1979-1980 issue.
1 R. Rosdolsky, The Making of Marx’s “Capital” (London, 1977), Chapter 2, p. 23.
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Marx’s death, from a mass of papers varying from reasonably
polished drafts to mere notes about points to be further devel-
oped.’ To this day, certain of Marx’s manuscripts — on money
and on foreign exchange rates have never been published.?

It is the aim of this paper to begin filling out one of the
three main areas outlined above: namely, the extension of the
law of valuc to the qucstion of forcign tradc.

But before we begin this task, it is first necessary to establish
that it has not already been accomplished == either before Marx,
by authors such as David Ricardo, or after Marx, by the many
Marxists writing on the questions of international trade, im-
perialism, unequal exchange, and so on. In what follows, there-
fore, we will first trace the manner in which Ricardo’s labor
theory of value gives rise to the famous principle of comparative
costs, for it is on this principle that authors as diverse as Ricardo,
Ohlin, Samuelson, and Emmanuel base their analyses of com-
modity trade and the resulting international division of labor.
We will examine not only what specific mechanisms are sup-
posed to give rise to this curious law, but also the manner in
which it becomes incorporated into both orthodox and Marxist
theories of foreign trade. Only then will it be possible to return
to the main task, and to develop the Marxian laws of interna-
tional exchange in contradiction to their Ricardian counterparts.

Because of the extent of this undertaking, this paper will be
published in two parts. Part | focuses on the derivation of the
law of comparative costs, its subsequent adoption by orthodox
theory, and its explicit or implicit presence in modern Marxist
theories of foreign trade. In Part I, Marx’s critique of the
Ricardian theory of value is used to overturn the principle of
comparative costs, and Marx’s own presentation of the law of
value is extended to foreign trade. On this basis we will be able to
develop the phenomena deriving from the flows of commodity,
financial, and productive capital respectively. Finally, we will be
able to treat the various transfers of value associated with these
flows, and use these results to develop a critique of unequal
exchange.

2 K. Marx, caar (New York, 1967). Volume Ill, Preface by Engels, pp. 1-8.
3 K. Marx, Grundrisse, M. Nicolaus, editor (New York, 1973). Foreword, p. 12.
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1I. Ricardo’s Derivation of the Law of Comparative Costs

Ricardo held that the principal problem facing political
economy in his day was the determination of the laws which
regulate the distribution of the product of (capitalist) society
among the three great classes: that is, the laws which determine
“the natural course of rent, profit, and wages.”*

But very soon in the course of his work Ricardo realized that
his analysis could not proceed without a theory of value. And
this theory of value, as he soon came to realize, required both a
theory of relative price and a theory of money:

Before my readers can understand the proof | mean to offer, they
must understand the theory of currency and of price. . .. If I could
overcome the obstacle in the way of giving a clear insight into the origin
and law of relative or exchangeable value | should have gained half the
battle.”

I. The Theory of Price

The first problem Ricardo set himself was the determination
of the laws which regulate relative price. Of course he was well
aware that the immediate regulators of market prices were sup-
ply and demand; but like Adam Smith before him he was equally
well aware that over the course ot time the ceaselessly fluctuating
interplay of supply and demand was itself regulated by a more
fundamental principle: equal profitability. Thus, if as a result of
market conditions a particular sector’s rate of profit rose above
the average-rate, then the flow of capital would tend to be biased
towards that sector, causing it to grow more rapidly than de-
mand, and driving down its market price to a level consistent
with average profitability. Conversely, the sector with low pro-
fitability would tend to grow less rapidly than demand, causing
its prices and profitability to rise.

The classical economists were thus able to demonstrate that
behind the continuously varying constellation of market prices
there lay another set of more fundamental prices, acting as cen-
ters of gravity for market prices and embodying more or less

4 D. Ricardo, The Principles OF Political Economy as Taxation , Vol. 1 of the  collaed Works
and Correspondence of David Ricardo. P. Sraffa. editor (Cambridge, 1962), p. 5.
3 Ibid, PP. XIV-XV.
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of gold. The classical quantity theory of money therefore asserts
that when the quantity of gold coin exceeds the requirements of
circulation, all the “commodity prices” of gold will fall; since this
means that gold will purchase less of each commaodity, it is equiv-
alent to asserting that gl/ money prices will rise.

The discussion so far has been in terms of gold-money. But
Ricardo rapidly generalizes the argument to cover all types of
money: other things being equal, an increase in the supply of
money will raise all money prices, and a decrease will lower all
money prices. This theory of money, as we shall see shortly,
plays a critical role in Ricardo’s theory of foreign trade,

3. The Ricardian Law of Comparative Cost

We noted earlier that Ricardo’s theory of value comprises a
theory of relative prices and a theory of money. In what follows
we shall see why Ricardo’s theory of value necessarily gives rise
to his famous law of comparative costs. In this regard it is impor-
tant to recognize that the critical element in Ricardo’s derivation
of the laws of foreign trade turns out to be his use of the quan-
tity theory of money, for it is this theory which provides the mecha-
nism necessary for Ricardo’s results. Neo-classical theory, as we
shall see in the next section, violently rejects Ricardo’s labor
theary of price, hiit nonetheless continues to embrace various
theories of the money price level which are (as far as this issue is
concerned) functionally similar to Ricardo’s. Not surprisingly,
therefore, neo-classical theory too bases its analysis of foreign
trade on the principle of comparative costs.

Let us begin the Ricardian analysis of foreign trade by con-
sidering two commodities, cloth and wine, produced in England,;
cloth requires 100 worker-hours to produce, and wine 120
worker-hours. If, as in our previous examples, £1 (¥ oz) of gold
required Y% worker-hour to produce, then from Ricardo’s law of
prices the prices of production of cloth and wine would be more

or less equal to their respective labor-time relative to that of gold.
Cloth would scll at about £200, and wine at about £240, domesti-

cally.

Consider now the same two commodities in Portugal. The
unit of money in Portugal we take to be an escudo (e.), roughly
1/6 of an ounce of gold; assuming the same labor-time for gold
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in all countries, one escudo (1/6 oz) of gold would then require
1/3 worker-hours to produce. If then in Portugal cloth took 90
worker-hours, and wine 80 worker-hours, their domestic prices
of production would be roughly 270 e. and 240 e. , respectively.

But note that both £'s and e.’s are merely different national
money names for quantities of gold. If England’s payment to
foreigners exceeded its receipts from them. i.e.. if it ran a bal-
ance of payments deficit, gold bullion would eventually have to
be used to make up the difference.? Since both currency units
are actually quantities of gold, and the international means of
payment is in fact gold bullion, we can considerably simplify the
exposition by expressing all prices directly in ounces of gold.
Given that an ounce of gold requires two hours of labor-time, we
have the following Ricardian tableau for England and Portugal:

TABLE |

ENGLAND PORTUGAL
Cloth: 100 hrs — 50 oz gold 45 oz gold — 90 hrs :Cloth
Wine: 120 hrs — 60 oz. gold 40 oz. gold = 80 hrs :Wine

Clearly, in this initial situation Portugal’s greater efficiency
in production wranslates directly into a generalized absolute advan-
tage in trade. If transportation costs are not prohibitive, Por-
tuguese capitalists will export both commodities. England will
experience a continuing balance of trade deficit which will have
to be made up by shipping gold to Portugal.

According to Ricardo’s logic it is at this point that the quan-
tity theory of money becomes crucial.'® The outflow of gold
from England is a decrease in its domcestic supply of money, so

9 In actual fact, the gold standard operated with exchange rates which could vary
within ~ certain  limits. These limits, called gold-points, ~determined ~whether it was
cheaper to change local currency into foreign currency via the exchange-rate, or buy
gold with the local currency and spend the gold abroad. The basic determinant of the
“gold-points” was the cost of transporting gold bullion from one country to another.

10 The example in Table 1 is used by Ricardo to argue for the benefits of trade accord-
ing to comparative advantage. His derivations of the mechanists by which this speciali-
zation is brought about are slightly different from mine, but the logic is identical. He
initially supposes England to have an absolute advantage in cloth and Portugal to
have an absolute advantage in wine, so that here absolute advantage and comparative



Once England can compete in cloth, two-way trade will be-
gin. This will improve England’'s trade picture, but it will proba-
bly not eliminate the deficit; price level movements will therefore
continue to take place, strengthening England’s international po-
sition and weakening Portugal’s — until finally at some point trade
will more or less balanceyith each country exporting the one
commodity in which it mow has a relative advantage. If for some
reason the adjustment process goes too far, to the point where
even English wine undersells Portuguese, then the ensuing gold
flows would reverse the price level movements until once again
relative advantage reigned.

An important implication of the proccss of adjustment is
commodities. But as all English prices fall and all Portuguese that in the end each country’s international terms of trade (the
prices rise, the English commodity with the smallestdisadvantage quantity of imports that can be bought with a unit of its exports)
will be the first to overtake its Portuguese rival. If we examine will necessarily be better than its domestic. In England, for
the Ricardian tableau in Figure 1 above, we find that English example, the cloth on the market will be English cloth; but the
wine production is only 66 2/3% as efficient as its Portuguese wine available will generally be imported from Portugal. Those

rival (since Portuguese wine takes 80 hours and English wine whose unbounded patriotism would require them to insist on
takes 120 lhwout »), whereas Euglish doth produciion jy 90% a s English wine will liave to pay a higher price for it than they
efficient as Portuguese. England’s smallest disadvantage, its rela- would for the imported Variety. Therefore a unit of cloth, Eng-
tive advantage, lies in cloth, and as English prices drop relative to land’s export commodity, will be worth more units of Portuguese
Portuguese, it is English cloth which first becomes competitive. wine than it will be of domestic wine simply because domestic
By the same token, it is clear that if England has an equal disad- wine costs more. Similarly, in Portugal, its export, wine, is worth
vantage in both sectors of production then both English com- more units of English cloth than it 1s of Yortuguese cloth simply
modities would become competitive at exactly the same point. because the English cloth is cheaper.

Though trade could still take place under these circumstances, The proposition just put forward, on the terms of trade of

there would be no fixed basis for specialization. Only if England each country, has often been used as the basis of a proof that
had different disadvantages in the-two commodities, i.e., only if each nation-as-a-whole gains from trade. Thus it is said that Eng-
it has a relative advantage in one, can Ricardian trade take land can get more-wine for its cloth through trade than it can get

relative (0 Porwgal in both

place. * ! domestically: trade is generally beneficial. Though Ricardo is
advantage are the same, and specialization according to either implies the same pat- careful to derive the laws of trade on the basis of its proﬁ[abilily
terns. He_ then allows England to catch up tg Portugal in wine production, so that it to capitalists, when he tuns to the analysis of the effects of trade
now continues to export cloth but ceases to import wine. Trade is thus one way only,
and gold flows out from Portugal and into England, raising glf prices in the latter and he abandons the concept of classes and reverts to that of a
lowering all prices in the former (Ricardo, op. cit. pp. 139-140). The logic of this nation-as-a-whole. Now, it is undeniable that the concept of a
mechanism  justifies  his _earlier example _(the one depicted in Table_ 1), as well as his nation is both valid and necessary at some level of analysis; na-
statement that the relative prices of internationally traded commodities are not regu- . . L . .
led i the same way as commodiies exchanged wiin a counwy (bid, p. 133) tions do exist and their interaction is a real process. But to assert
Instead of following through on the logic of his presentation, Ricardo at this point that trade is beneficial to the nation-as-a-whole is simply to assert
switches to the implications of his analysis for international differences in price levels that “what's good for General Motors is good for the U.S.”
(ibid, p. 141). wine in each country, rather than efficiency of production. But the conclusion is the

11 In neo-classical presentations, the comparison is between price ratios of cloth and ! :

same.
























