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Chapter 1: On Value1

I  ‘Value in use’ and ‘value in exchange’

 
2

Ricardo notes Adam Smith’s distinction between ‘value in use’ and ‘value in exchange’,

 
3

Utility […] is not the measure of exchangeable value, although it is absolutely essential to it. If a 
commodity were in no way useful […] it would be destitute of exchangeable value, however scarce 
it might be, or whatever quantity of labour might be necessary to procure it.

 and comments:  

4

Possessing utility, commodities derive their exchangeable value from two sources: from their 
scarcity, and from the quantity of labour required to obtain them.

 

(Notice Ricardo’s use of the term ‘exchangeable value’; value, for Ricardo, is value in exchange, i.e. 
relative price: Marx’s ‘exchange value’.) 

 

II  The two sources of value 

Ricardo now notes: 

5

Some commodities’ exchangeable value is only determined by scarcity: rare statues and pictures, scarce 
books and coins, wines of a particular quality: ‘[n]o labour can increase the quantity of such goods, and 
therefore their value cannot be lowered by an increased supply.’

 

6

But such goods form only a small minority in the world of commodities; here, we will be dealing with 
‘such commodities only as can be increased in quantity by the exertion of human industry, and on the 
production of which competition operates without restraint.’

 

7

 

 

 

                                                           
1 Ricardo’s Principles was published in March 1817; a second edition, containing minor changes, in 1819. In 1821, 
the third edition was published: between this last, and the previous two editions, there are substantial differences, 
most notably an extra chapter (‘On Machinery’) and significant revisions to the first chapter (‘On Value’). My 
notes to this chapter here follow the text of the first edition: David Ricardo, On the Principles of Political Economy 
and Taxation (London, 1817) (hereafter P1); my notes for the third edition text (David Ricardo, Principles of Political 
Economy and Taxation, in Pierro Sraffa (ed.), The Works and Correspondence of David Ricardo, vol. 1 (Indianapolis, 
2004) (hereafter P2) follow below, on page 22. 
2 All headings are mine; the second and third editions of the first chapter are divided into sections (although the 
section divisions are different), the first is not. 
3 ‘The word VALUE, it is to be observed, has two different meanings, and sometimes expresses the utility of 
some particular object, and sometimes the power of purchasing other goods which the possession of that object 
conveys. The one may be called “value in use;” the other, “value in exchange.” The things which have the 
greatest value in use have frequently little or no value in exchange; and, on the contrary, those which have the 
greatest value in exchange have frequently little or no value in use.’ Adam Smith, An Inquiry into the Nature and 
Causes of the Wealth of Nations, vol. 1 (Indianapolis, 1981) (hereafter W), p. 44. 
4 P1, p. 2. For Smith, the ‘real wealth’ of a society is ‘the annual produce of [its] [...] land and labour [...]’ (W, p. 
12); hence ‘wealth’ is composed of commodities (rather than precious metals, as in the mercantilist conception) and 
is thus the outcome of productive processes. Labour (production) is the source of value; the level of wealth is thus 
dependent on the productivity of labour. 
5 P1, p. 2. 
6 P1, p. 2. 
7 P1, p. 3. 
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III  Value is determined by labour required for production and not labour commanded in exchange 

To appreciate the significance of the next step in Ricardo’s exposition, we need to look back briefly at 
how Adam Smith conceived of value. 

Smith had argued that in the ‘early and rude state’ (‘which precedes both the accumulation of stock and 
the appropriation of land,’),8

If among a nation of hunters, for example, it usually costs twice the labour to kill a beaver which it 
does to kill a deer, one beaver should naturally exchange for or be worth two deer. It is natural that 
what is usually the produce of two days or two hours labour, should be worth double of what is 
usually the produce of one day's or one hour’s labour.

 the products of human labour exchange exclusively according to the 
amount of labour required for their production. 

9

What is specific about the ‘early and rude state’ (an analytical device rather than an actual historical 
stage) is that ‘the whole produce of labour belongs to the labourer’.

 

10 In these circumstances, ‘the 
quantity of labour commonly employed in acquiring or producing any commodity is the only 
circumstance which can regulate the quantity of labour which it ought commonly to purchase, 
command, or exchange for.’11

Every man is rich or poor according to the degree in which he can afford to enjoy the necessaries, 
conveniencies, and amusements of human life. But after the division of labour has once thoroughly 
taken place, it is but a very small part of these with which a man’s own labour can supply him. The 
far greater part of them he must derive from the labour of other people, and he must be rich or 
poor according to the quantity of that labour which he can command, or which he can afford to 
purchase.

 

But we can see here that Smith distinguishes between two measures of value (although the measure is 
labour in both cases). First, he refers to the labour ‘employed in [...] producing [...] [a] commodity’; 
second, to the labour ‘which it ought to [...] exchange for’ on the market. The first of these measures is 
clear enough. What is the second? How does a commodity ‘command’ labour in exchange?  

12

The labour that a commodity ‘commands’ in exchange is the labour in the form of labour already 
embodied in the other commodities it exchanges for.

 

13

The complication arises when we have ‘the accumulation of stock and the appropriation of land’. As 
Smith explains: once ‘stock has accumulated in the hands of particular persons’,

 

The point here is that in the ‘early and rude state’ in Smith, when ‘the whole produce of labour belongs 
to the labourer’, these two measures of value, the labour employed in producing the commodity and 
the labour the commodity commands in exchange, are the same, and they are necessarily the same 
because ‘the whole produce of labour belongs to the labourer’. 

14

the whole produce of labour does not always belong to the labourer. [...] [T]he quantity of labour 
commonly employed in acquiring or producing any commodity [is no longer] the only circumstance 
which can regulate the quantity which it ought commonly to purchase, command, or exchange for. 

 

                                                           
8 W, p. 65. 
9 W, p. 65. 
10 W, p. 66. 
11 W, p. 66 (punctuation altered). 
12 W, p. 47. 
13 Commodities are always exchanged for other commodities, and not for labour directly, except in the payment 
of the wage. 
14 W, p. 65. 
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wages 

labour 

An additional quantity, it is evident, must be due for the profits of the stock which advanced the 
wages and furnished the materials of that labour.15

As soon as the land of any country has [...] become private property, the landlords [...] demand a 
rent even for its natural produce. [...] He [the labourer] must then [...] must give up to the landlord a 
portion of what his labour either collects or produces. This portion, or, what comes to the same 
thing, the price of this portion, constitutes the rent of land, and in the price of the greater part of 
commodities makes a third component part [of the value of  the commodity].

 

The same happens with the appropriation of land, for now rent too must be paid: 

16

 

 

 

 

Now, the commodity must command in exchange more labour than that employed to produce it 
because of the existence of profit and rent. That is why the ‘labour-commanded’ measure of value is 
important in Smith, because the labour required for production can no longer be a measure of value 
once profit is to be paid to the owner of stock and rent to the owner of land. 

We might represent this diagrammatically in the following way. 

Before ‘the accumulation of stock and the appropriation of land’, the value of a good ‘resolves’ itself 
into the cost of the labour that produced it, i.e. wages. The value of the good (whichever good) for 
which it exchanges must then be equal to the cost of that labour: the labour ‘employed in [...] producing 
[...] [a] commodity’ is the same as that ‘which it ought to [...] exchange for’. Amount α of labour is 
required to produce x amount of commodity A and amount x of commodity A exchanges for amount 
y of commodity B, as set out in figure 1 below: 

 

 

= 

 

 

 

 

 

However, once there is rent and profit to be paid, α of labour must now produce x ′  of A , x ′being 
bigger than x ; x ′of A will now exchange for y′of B , and the value of x ′of A will be given by the 
labour embodied in y′of B , which is now greater than α. This is set out in figure 2 on the next page. 

The labour required to produce x ′ , α, is less than the labour commanded by x ′ , i.e. that embodied in 
y′ , because this last contains labour equal to the sum of α and the payments due to the capitalist (profit) 

and the landlord (rent).  

The real value of all the different component parts of price, it must be observed, is measured by the 
quantity of labour which they can, each of them, purchase or command. Labour measures the value 

                                                           
15 W, p. 67. 
16 W, p. 67. 

x of 
A 

y of 
B 

α 
labour 

Figure 1: exchange between A and B, early and rude state 
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wages 

labour 

profit 

rent 

not only of that part of price which resolves itself into labour, but of that which resolves itself into 
rent, and of that which resolves itself into profit.17

 

 

 

 

 

 

 

= 

 

 

 

 

 

 

 

But the issue Smith never really addresses is the following. If the value of x ′ is equal to the value of y′ , 
what is the value of y′ ?  If, in the early and rude state, β labour is required to produce y , then, if α is 
required to produce x, and x exchanges for y, then α must be equal to β. If now, after ‘the accumulation 
of stock and the appropriation of land’, α produces x ′ , a value greater than α by the amount of profit 
and rent due on x ′ , and x ′ commands y′ in exchange, then how much labour is required to produce y′ ? 
If the rates of rent and profit are the same for the producers of both A and B then we should deduce 
that the labour required to produce B is still β. Apart from the fact that rent and profit seem to have 
appeared out of thin air, nothing much else appears to have changed, and the whole construction feels 
tautological. (Note that in the citation from Smith immediately above the components of the value of 
x ′ equal to the rent and profit – as well as that due to labour – are also to be measured by the labour 
they command in exchange.) 

 

* * * 

 

Let us return to Ricardo. He says:  

In the early stages of society, the exchangeable value of […] commodities, or the rule which 
determines how much of one shall be given in exchange for another, depends solely on the 
comparative quantity of labour expended on each.18

He approvingly quotes Smith’s description of the early and rude state, in which ‘what is usually the 
produce of two days’, or two hours’ labour, should be worth double of what is usually the produce of 

 

                                                           
17 W, pp. 67-8. 
18 P1, pp. 3-4.  

x' 
of A 

y' 
of B 

α 
labour 

Figure 2: exchange between A and B, with payment of rent and profit 
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one day’s, or one hour’s labour’,19 and then comments ‘[t]hat this is really the foundation of the 
exchangeable value of all things, excepting those which cannot be increased by human industry, is a 
doctrine of the utmost importance in political economy.’20 He then paraphrases this ‘foundation’: ‘If the 
quantity of labour realised in commodities regulate their exchangeable value, every increase of the 
quantity of labour must augment the value of that commodity on which it is exercised, as every 
diminution must lower it.’21

But then Ricardo admonishes Smith; for alongside ‘the [correctly identified] original source of 
exchangeable value, [which Smith] [...] was bound in consistency to maintain, that all things became 
more or less valuable in proportion as more or less labour was bestowed on their production,’ he says 
that Smith ‘erected another standard measure of value, and speaks of things being more or less 
valuable, in proportion as they will exchange for more or less of this standard measure. Sometimes he 
speaks of corn, at other times of labour, as a standard measure; not the quantity of labour bestowed on 
the production of any object, but the quantity which it can command in the market.’

 

22

Imagine that the producer (Ricardo seems to be saying) of some commodity produces two units in a 
given period of time, and these two units exchange for a certain quantity of some other commodity. 

 

It is mischievous for Ricardo to impute to Smith two different measures of value. Smith’s point, as we 
have seen, was that the quantity of labour required to produce a commodity will be different from the 
amount that, embodied in other commodities, it ‘commands’ in exchange once rent is due to the 
landlord and profit to the owner of stock. This is not a dual theory of value, but a theory of where rent 
and profit come from.   

Remember that Smith held that when ‘the whole produce of labour belongs to the labourer’ the labour 
required for the production of a commodity and the labour which it commands in exchange are equal; 
it is important to note then that Ricardo here wishes to reject Smith’s assumption of equivalence for the 
two measures even under the conditions of this ‘early and rude state’. 

Ricardo advances two different arguments to this effect, the second of which is of some substance.  

First, he argues that if ‘these were two equivalent expressions,’ referring to labour employed and labour 
commanded, then ‘if [...] a man’s labour had become doubly efficient, and he could therefore produce 
twice the quantity of a commodity, he would necessarily receive twice the former quantity [of labour 
embodied in some other commodity commanded] in exchange for it.’ 

                                                           
19 P1, p. 4. 
20 P1, p. 5. The reference to things ‘which cannot be increased by human industry’ is to non-reproducible goods, 
goods whose value is given by demand alone. 
21 P1, p. 5 (punctuation altered). 
22 P1, p. 6. The reference to corn in this citation arises from Smith’s observation in the chapter of the Wealth of 
Nations dealing with price that, where corn has retained a use as a means of payment (payment of wages, 
payments of rent), it serves as a better measure of value than money (gold or silver), or even other commodities. 
Smith argues that ‘[e]qual quantities of labour will at distant times be purchased more nearly with equal quantities 
of corn, the subsistence of the labourer, than with equal quantities of gold and silver, or perhaps of any other 
commodity’ (W, p. 53), before going on to say that a ‘rent therefore reserved in corn is liable only to the 
variations in the quantity of labour which a certain quantity of corn can purchase. But a rent reserved in any 
other commodity is liable, not only to the variations in the quantity of labour which any particular quantity of 
corn can purchase, but to the variations in the quantity of corn which can be purchased by any particular 
quantity of that commodity.’ (W, p. 53) Nevertheless, and despite this, after considering briefly the advantages of 
corn as a measure of value, Smith eventually still comes to the conclusion that, for various reasons, ‘Labour [...] 
appears evidently [...] the only universal, as well as the only accurate measure of value, or the only standard by 
which we can compare the values of different commodities at all times and at all places.’ (W, p. 54) 
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Then, as a consequence of a change of circumstances, she can now produce four units in the time it 
took her to produce two. How much of the former other commodity will she now receive for her four 
units? Ricardo seems to want to argue that using the measure of how much labour is required for 
production means that she will receive what she previously received for the two, but that according to 
the measure of the physical quantity of the other commodity she will receive double. But what is the 
basis for this? Recall that we are still in the ‘early and rude state’. Quoting Smith earlier, Ricardo has 
said that, ‘the produce of two days’ [...] labour, should be worth double of what is usually the produce 
of one day’s’; if this is the case, independently of whether ‘worth’ refers to labour required or labour 
commanded, a change in productivity of one of the producers in an exchange relation will naturally 
change the quantity of the commodities being exchanged, but there is nothing I can see in Smith that 
says that this would not be the case. 

But then Ricardo advances another, more substantial argument. ‘If the reward of the labourer were 
always in proportion to what he produced, the quantity of labour bestowed on a commodity and the 
quantity of labour which that commodity would purchase, would be equal.’ The ‘reward of the 
labourer’ here (I presume) is what the producer receives in return for producing: either what she can 
exchange her product for in the ‘early and rude state’, or the wage once capital has been accumulated. If 
we reverse the clauses in Ricardo’s sentence what he seems to be saying is that if the quantity of labour 
bestowed on a commodity on the one hand and the quantity of labour which that commodity would 
purchase on the other were equal, then it would indeed be the case that the reward for the labourer 
would be equal to what she produced. ‘But,’ says Ricardo, ‘they are not equal; the first [the quantity of 
labour bestowed] is under many circumstances an invariable standard, [...] the latter [what the 
commodity may purchase] is subject to as many fluctuations as the commodities compared with it.’ 

Notice here that Ricardo is now not arguing that a change in the productivity of the labour producing a 
commodity will necessarily cause a variation between the amount of labour required to produce it and 
the amount of labour that it will command in the market. What Ricardo is now saying is that by taking 
some other commodity as a measure of value of a commodity disregards the possibility of this other 
commodity (the measure) changing its value, for reasons relating to the conditions of production of the 
measure (the productivity of the labour producing it) as well as the effects of demand and supply (as – 
and Ricardo congratulates Smith on noting this – gold and silver do23

 

 

). This is a different argument, and 
not really an argument against Smith.  

We can represent the problem diagrammatically. 

α 
quantity 

of 
labour 

 x    
amount of 
commodity 

A 

 y    
amount of 
commodity 

B 

 β 
quantity 
of labour    

 

 

 

If the measure of the value of x amount of commodity A is y amount of commodity B, then for this to 
accurately and consistently reflect changes in the value of x (because of changes in the productivity of 

                                                           
23 ‘Adam Smith, after most ably showing the insufficiency of a variable medium, such as gold and silver, for the 
purpose of determining the varying value of other things [...]’. (P1, p. 7) 

← → ← 

Figure 3: commodity B as a measure of the value of commodity A 
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the labour producing it) the relation between the amount of labour required to produce y of B (β) would 
need to be constant. Naturally, if the relation between β and y changes then the exchange relation 
between A and B will change even if nothing has happened to the conditions of production of A. 
(Ricardo’s repeated references to the utility of some ‘standard’ commodity derive from this problem.) 
For Ricardo, taking some other commodity for which a commodity might be exchanged for as a 
measure of the latter’s value is unreliable for the value of the former is unpredictable. But his resulting 
insistence that it is then the labour required for the production of a good that determines its value can 
in the end be no more than an assertion, and not a resolution to the problem, because it in turn is 
unable to address the question of how, in the absence of some ‘standard’ commodity, the labour 
embodied in a commodity might be measured. This is the question Ricardo continually circles around. If 
labour is the measure of value in the sense that value is determined by the labour required for 
production, Ricardo needs to face the question of what the value of this labour is. This he cannot do, 
for, tautologically, if the value if something is the labour required for its production, then the value of a 
given unit of labour can only be that same given unit of labour.24

Is not the value of labour equally variable; being not only affected, as all other things are, by the 
proportion between the supply and demand, which uniformly varies with every change in the 
condition of the community, but also by the varying price of food and other necessaries, on which 
the wages of labour are expended?

 

He notes that, alongside gold and silver on the one hand and corn on the other, labour too is subject to 
variations in value, such that even by the standard of how much direct labour (rather than labour 
embodied) the necessities that make up the real wage might exchange for the labour-commanded 
measure of value will not be able to account for changes in value arising from changes in the conditions 
of production (of the wage goods). 

25

In the same country double the quantity of labour may be required to produce a given quantity of 
food and necessaries at one time, that may be necessary at another [...]; yet the labourer’s reward 
may possibly be very little diminished. If the labourer’s wages at the former period, were a certain 
quantity of food and necessaries, he probably could not have subsisted if that quantity had been 
reduced. Food and necessaries in this case will have risen 100 per cent. if estimated by the quantity 
of labour necessary to their production, while they will scarcely have increased in value, if measured 
by the quantity of labour for which they will exchange.

 

He gives an example. 

26

                                                           
24 ‘Hence Mr. Ricardo, ingeniously enough avoids a difficulty, which, on a first view, threatens to encumber his 
doctrine, that value depends on the quantity of labour employed in production. If this principle is rigidly adhered 
to, it follows, that the value of labour depends on the quantity of labour employed in producing it – which is 
evidently absurd.’ (Samuel Bailey,  A Critical Dissertation on the Nature, Measures, and Causes of Value; Chiefly in 
Reference to the Writings of Mr Ricardo and his Followers (London, 1825), p. 50) 
25 P1, p. 8. 
26 P1, pp. 8-9. 

 

Imagine that the annual money wage is ₤50 per worker, and that the real wage consists of some bundle 
of goods (Ricardo is evidently assuming that the real wage is a subsistence wage). Should twice the 
amount of labour be required to produce these wage goods, the real wage – being a subsistence wage – 
will not change, but, and for this reason, the money wage will double. Ricardo’s claim is that, measured 
against the amount of labour the wage bundle will exchange against – one worker-year – their value will 
not have changed, while measured against the amount of labour required for their production their 
value has doubled. 
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The obvious question here, of course, is, in the case of a doubling of the labour required for the 
production of the wage bundle, how would you know that the labour required for the production of 
the wage goods has doubled? One could read this off the money wage (since we are assuming a 
constant real wage) but then – as Ricardo is aware – a change in the money wage at a constant real 
wage may be equally a consequence of a change in the value of the money commodity. 

Ricardo now advances two reductiones ad absurdum. 

First he imagines a scenario in which in one country corn requires much more labour to produce than 
in another, while other necessities are just as cheap. He doubts that ‘the quantity of corn awarded to the 
labourer’ would vary ‘in proportion to the facility of [its] production’.27

Then Ricardo imagines a fall, owing to productivity (‘by improvements in machinery’

 Between the two countries, if 
the amount of corn in the wage basket is the same, then according to the labour required conception of 
value its value is different between the two countries, while according to labour-commanded it is 
unchanged because, assuming constant (subsistence) real wages, the same amount of corn is exchanged 
for the same amount of labour (i.e. workers). 

28

It cannot then be correct, to say with Adam Smith, ‘that as labour may sometimes purchase a greater, 
and sometimes a smaller quantity of goods, it is their value which varies, not that of the labour 
which purchases them;’ and therefore, ‘that labour alone never varying in its own value, is alone the 
ultimate and real standard by which the value of all commodities can at all times and places be 
estimated and compared;’ [...]

), in the value of 
(some of) workers’ necessities by 75 %. He argues that in these circumstances workers’ consumption 
would not increase in proportion to the goods’ fall in value; rather, the wage would ‘be adjusted by the 
effects of competition, and the stimulus to population, to the new value of the necessaries on which 
they were expended’; i.e. the wage would, over time, readjust itself to subsistence level. In this case, 
according to the labour commanded theory, if the real wage remains unaltered (or returns to what it 
had been), the value of the necessary goods will remain unchanged, even though their value, as 
determined by the labour necessary for their production, has fallen. 

Ricardo now summarises his argument. 

29

This is unfair on Smith. What Smith had actually said was, after noting how the value of money will 
vary with the value of the metals of which it is composed (‘[g]old and silver [...], like every other 
commodity, vary in their value, are sometimes cheaper and sometimes dearer, sometimes of easier and 
sometimes of more difficult purchase’), that any ‘commodity which is itself continually varying in its 
own value, can never be an accurate measure of the value of other commodities.’

 

30 He went on to say 
that ‘[e]qual quantities of labour, at all times and places, may be said to be of equal value to the labourer 
[...] whatever may be the quantity of goods which he receives in return for it. Of these, indeed, it may 
sometimes purchase a greater and sometimes a smaller quantity; but it is their value which varies, not 
that of the labour which purchases them.’31

In other words, the labour expended by the labourer is a constant measure, whether or not the wage is 
high or low. This is precisely Ricardo’s argument (we shall see later on that it is a necessary conclusion 
of his view that the consequence of a change in the level of wages is a change in the level of profits and 

 

                                                           
27 P1, p. 9. 
28 P1, p. 9. 
29 P1, pp. 10-11. 
30 W, p. 50. 
31 W, p. 50. 
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not of prices). Smith concludes: ‘Labour alone, therefore, never varying in its own value, is alone the 
ultimate and real standard by which the value of all commodities can at all times and places be 
estimated and compared.’32

[...] but it is correct to say, as Adam Smith had previously said, ‘that the proportion between the 
quantities of labour necessary for acquiring different objects, seems to be the only circumstance 
which can afford any rule for exchanging them for one another;’ or in other words, that it is the 
comparative quantity of commodities which labour will produce, that determines their present or 
past relative value, and not the comparative quantities of commodities, which are given to the 
labourer in exchange for his labour.

 It is difficult to see how this is different to Ricardo’s own argument. 

Ricardo continues: 

33

If any one commodity could be found, which now and at all times required precisely the same 
quantity of labour to produce it, that commodity would be of an unvarying value, and would be 
eminently useful as a standard by which the variations of other things might be measured.

 

It seems to me that in order to establish his own view that the determinant of the ‘exchangeable value’ 
of a commodity is the labour required for its production it seems that Ricardo has used as raw material 
a reading of Smith which is not entirely consonant with the intentions of the latter. 

Ricardo finishes this part of his argument by lamenting the absence of a commodity whose value was 
invariant. 

34

That if such a commodity did exist, of course, and were to be used as a measure of the value of other 
commodities, is another argument against the view that there is an absolute distinction between a 
labour-required conception of value and a labour-commanded one: the value of commodities is only 
measurable in exchange.

 

35

Of such a commodity we have no knowledge, and consequently are unable to fix on any standard 
of value. It is, however, of considerable use towards attaining a correct theory , to ascertain what 
the essential qualities of a standard are, that we may know the causes of the variation in the relative 
value of commodities, and that we may be enabled to calculate the degree in which they are likely to 
operate.

 

Nevertheless, Ricardo continues: 

36

Ricardo recognises the existence of different ‘qualities’ of labour (and an extended quotation from the 
Wealth of Nations makes clear that he is talking about differences in skill, as well as different types of 
labour and different degrees of intensity

 

 

IV  The existence of different kinds of labour 

37

                                                           
32 W, p. 51. 
33 P1, p. 11. 
34 P1, p. 11. 
35 It is well-known that Marx’s route through this difficulty was the distinction between value and exchange-value 
(i.e. price) and that between labour-power – what the worker sells – and labour – the source and substance of value. 
36 P1, pp. 11-12. 

), but regards the problem as unimportant. 

37 ‘But though labour be the real measure of the exchangeable value of all commodities, it is not that by which 
their value is commonly estimated. It is often difficult to ascertain the proportion between two different 
quantities of labour. The time spent in two different sorts of work will not always alone determine this 
proportion. The different degrees of hardship endured, and of ingenuity exercised, must likewise be taken into 
account. There may be more labour in an hour's hard work than in two hours easy business; or in an hour's 
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The estimation in which different qualities of labour are held, comes soon to be adjusted in the 
market with sufficient precision for all practical purposes, and depends much on the comparative 
skill of the labourer, and intensity of the labour performed. The scale, when once formed, is liable 
to little variation. If a day’s labour of a working jeweller be more valuable than a day’s labour of a 
common labourer, it has long ago been adjusted, and placed in its proper position in the scale of 
value.38

As the inquiry to which I wish to draw the reader’s attention relates to the effect of the variations in 
the relative value of commodities, and not in their absolute value, it will be of little importance to 
examine [...] the comparative degree of estimation in which the different kinds of human labour are 
held.

 

Ricardo now makes this curious remark. 

39

Other than noting that degrees of ‘ingenuity, skill, or time necessary for the acquirement of one species 
of manual dexterity more than another’

 

(The remark is interesting because it highlights the latent distinction in Ricardo between absolute value 
– the actual amount of labour required to produce a commodity – and relative value – how much 
labour is required to produce a commodity measured by the physical quantity of the other commodities 
with which it exchanges: Ricardo can conceive of no way to account for the former other than through 
reference to a ‘standard’ commodity.) 

40

Ricardo notes that Adam Smith restricted the principle ‘that the proportion between the quantities of 
labour necessary for acquiring different objects, is the only circumstance which can afford any rule for 
our exchanging them for one another’ to the ‘early and rude state of society’,

 vary little over time, Ricardo does not develop the idea 
further. 

 

V  The effect on value of the capital deployed in production 

41 i.e. in the absence of the 
necessity to pay rent to the landlord and profit to the owner of stock – ‘as if,’ comments Ricardo, ‘when 
profits and rent were to be paid, they would have some influence on the relative value of commodities, 
independent of the mere quantity of labour that was necessary to their production.’42 Ricardo sets 
himself to identify ‘how far the effects which are avowedly produced on the exchangeable value of 
commodities, by the comparative quantity of labour bestowed on their production, are modified or 
altered by the accumulation of capital and the payment of rent.’43

Ricardo will deal with rent in the next chapter; first he will deal with ‘capital’ (by which he means means 
of production.) ‘Even,’ he begins, ‘in that early state to which Adam Smith refers, some capital, though 

 

                                                                                                                                                                                                 
application to a trade which it cost ten years labour to learn, than in a month’s industry at an ordinary and 
obvious employment. But it is not easy to find any accurate measure either of hardship or ingenuity. In 
exchanging indeed the different productions of different sorts of labour for one another, some allowance is 
commonly made for both. It is adjusted, however, not by any accurate measure, but by the higgling and 
bargaining of the market, according to that sort of rough equality which, though not exact, is sufficient for 
carrying on the business of common life.’ (W, pp. 48-9) 
38 P1, p. 12. 
39 P1, p. 14. 
40 P1, pp. 14-15. 
41 P1, pp. 15-16. 
42 P1, p. 16. 
43 P1, p. 16. 
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possibly made and accumulated by the hunter himself, would be necessary to enable him to kill his 
game.’44

Had the weapon needed to kill the beaver needed more labour for its construction, Ricardo says, than 
that required to kill the deer, or should it be less lasting, then the beaver would be greater in value then 
two deer, ‘precisely for [the] [...] reason that more labour would on the whole be necessary to its 
destruction.’

 

45

All the implements necessary to kill the beaver and deer might belong to one class of men, and the 
labour employed in their destruction might be furnished by another class; still, their comparative 
prices would be in proportion to the actual labour bestowed, both on the formation of the capital, 
and on the destruction of the animals.

 

There would be no change to this exchange relation if the tools required for hunting were to be 
supplied from a different class than the hunters, rather than being made by the hunters themselves: 

46

[T]hose who furnished an equal value of capital for either one employment or for the other, might 
have a half, a fourth, or an eighth of the produce obtained, the remainder being paid as wages to 
those who furnished the labour; yet this division could not affect the relative value of these 
commodities [...].

 

Imagine now profit: that the class that supplies the ‘capital’ retains part of the product obtained as profit, 
and the other part of the product remains with the producers as wages. This would not affect the 
exchange relations between the two commodities either. 

47

commodities vary in value conformably with this principle: in estimating the exchangeable value of 
stockings, for example, we shall find that their value, comparatively with other things, depends on 
the total quantity of labour necessary to manufacture them, and bring them to market. First, there is 
the labour necessary to cultivate the land on which the raw cotton is grown; secondly, the labour of 
conveying the cotton to the country where the stockings are to be manufactured, which includes a 
portion of the labour bestowed in building the ship in which it is conveyed, and which is charged in 
the freight of the goods; thirdly, the labour of the spinner and weaver; fourthly, a portion of the 
labour of the engineer, smith, and carpenter, who erected the buildings and machinery, by the help 
of which they are made; fifthly, the labour of the retail dealer, and of many others, whom it is 
unnecessary further to particularise. The aggregate sum of these various kinds of labour, determines 
the quantity of other things for which these stockings will exchange, while the same consideration 
of the various quantities of labour which have been bestowed on these other things will equally 
govern the portion of them which will be given for the stockings.

 

In all these cases, what determines the exchangeable value of commodities is the total labour required 
for their production at the stages of this last. In all cases, Ricardo argues, 

48

                                                           
44 P1, pp. 16-17. 
45 P1, p. 17 (punctuation altered), however, the reader of Ricardo who has already read Marx needs to be careful 
here. It is absolutely not Ricardo’s position that the labour embodied in the means of production is ‘passed on’ in 
some way to the finished commodity as they are consumed in production. 
46 P1, p. 17-18. 
47 P1, p. 18. But let us note that the unchanged nature of relative values only operates if profit rates (and 
therefore wage rates) are equal: ‘since whether the profits of capital were greater or less [...] they would operate 
equally on both employments.’ 
48 P1, pp. 19-21 (punctuation altered). 
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Ricardo concludes that ‘[e]conomy in the use of labour never fails to reduce the relative value of a 
commodity, whether the saving be in the labour necessary to the manufacture of the commodity itself, 
or in that necessary to the formation of the capital, by the aid of which it is produced.’49

Ricardo now introduces the distinction between circulating and fixed capital: ‘[a]ccording as capital is 
rapidly perishable, and requires to be frequently reproduced, or is of slow consumption, it is classed 
under the heads of circulating, or of fixed capital’.

 

Naturally, it may be the case that producers employing the same amount of capital may employ it in 
different combinations of fixed and circulating forms. 

 

VI  Circulating and fixed capital  

50

If the relative value of commodities will vary because more or less labour is required for their 
production, Ricardo now adds that, in addition to this, ‘they are also subject to fluctuations from a rise 
of wages, and consequent fall of profits, if the fixed capitals employed be either of unequal value, or of 
unequal duration.’

 According to this definition, capital is, for Ricardo, 
neither absolutely fixed nor absolutely circulating but relatively more circulating than fixed or relatively 
more fixed than circulating depending on circumstances. In practice in what follows ‘circulating capital’ 
will refer to that capital laid out in the form of wages and ‘fixed capital’ to that in the form of machines. 

 

VII The effect of factors other than labour required on relative values 

51

The proportion which might be paid for wages is of the utmost importance in the question of 
profits; for it must at once be seen that profits would be high or low exactly in proportion as wages 
were low or high; but it could not in the least affect the relative value of fish and game, as wages 
would be high or low at the same time in both occupations.

 

There are two things to take hold of here. First, what does Ricardo mean by ‘from a rise of wages, and 
consequent fall of profits’? The point is a cardinal one in Ricardo’s theory. In the ‘early stages of 
society’, if the bows and arrows of the hunter are of both equal value (being products of the same 
amount of labour) and equal durability as the canoes and implements of the fisherman, the value of the 
product of a day’s labour of both, as we have seen, would be equal. This would also be true if we 
imagine the hunter and the fisherman to be capitalists who employ workers in order to make a profit. 
But if the value of the two products is only determined by the amount of labour required for their 
production, then it must be independent of both the level of wages and that of profits. 

52

                                                           
49 P1, p. 21. 
50 P1, p. 22. A footnote to the second edition adds that this is ‘[a] division not essential, and in which the line of 
demarcation cannot be accurately drawn.’ (P2, p. 52) 
51 P1, p. 23. 
52 P1, pp. 24-5. 

 

Profit, for Ricardo, rather than, as in Smith, being an addition to value (or at least that part of value 
equivalent to the labour required for the production of commodities), is a distributed part of value: a 
certain part of the value of a commodity exists to be distributed between capitalists and workers as, 
respectively, profits and wages. If profits rise, and the part of the product that falls to capitalists 
increases, wages, the part of the product falling to workers, must fall. The value of the commodities 
concerned, all else remaining equal, is independent of these movements. 
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The other important matter here is this. What Ricardo is going to argue is that the exchangeable value 
of commodities (effectively relative price) will be affected by changes in the level of profits and wages a 
when the combination of fixed and circulating capital varies. It is the combination of these two factors – 
variation of the wage-profit relation and the composition of capital – that causes relative price to alter; 
effectively, operating as a secondary factor (secondary to the labour required for production) in 
determining exchangeable value. 

If, given two different commodities, less labour became necessary for the production of one of them, 
then its relative value, compared to the other, would fall. On the other hand, if there were a change in 
the relative value of one of the commodities (i.e. the one expressed in terms of the other), then we 
could not know necessarily why this change might have occurred: whether less labour were required for 
one or more labour for the other, or both simultaneously. If there were a commodity whose value 
never altered, argues Ricardo,53

Let money be that commodity, says Ricardo,

 then we could ascertain which commodity was responsible for the 
change in relative value. 

54

Imagine that the implements of production (‘fixed capital’) cost £100 and last 10 years, and that wages 
(circulating capital), paid annually, also amount to £100. If the rate of profit is 10 % , then the capitalist 
needs a return of £110 annually to replace the circulating capital (£100 plus 10 %). For the fixed capital, 
Ricardo calculates an annual return by annuitising the capital sum over its lifetime (10 years); this gives 
an annual return (rounding) of £16.27.

 before setting up a numerical example. 

55

Ricardo’s point here is that both producers, the hunter and the fisherman, because they operate under 
the same (competitive) circumstances, are under the same obligation to realise the same profit, and will 
therefore sell at this price. ‘[T]he capital of the fisherman being the same in quantity, and divided in the 
same proportion into fixed and circulating capital, and being also of the same durability, he, to obtain 
the same profits, must sell his goods for the same value.’

 Hence, Ricardo argues, the annual value of a commodity 
product produced under these conditions will be £126.27 (£100 circulating capital, plus £10 profit on 
circulating capital, plus the £16.27 annuity on the fixed capital). 

(We need to note here that the price of the commodity product is determined in this way so that a profit 
of 10 % will be realised (given the way that Ricardo calculates it). The rate of profit is not the result of the 
commodity’s value and the value of the capital laid out for its production: the value of the commodity 
is determined on the value of the capital laid out for its production by taking the rate of profit as given.) 

56

                                                           
53 A ‘commodity which was invariable in its value, requiring at all times, and under all circumstances, precisely 
the same quantity of labour to obtain it’. (P1, pp. 25-6) Ricardo’s standard commodity (again). 
54 ‘If a salmon were worth ₤1 and a deer ₤2, one deer would be worth two salmon. But a deer might become of 
the value of three salmon, for more labour might be required to obtain the deer, or less to get the salmon, or 
both these causes might operate at the same time. If we had this invariable standard, we might easily ascertain in 
what degree either of these causes operated. If salmon continued to sell for ₤1, whilst deer rose to ₤3, we might 
conclude that more labour was required to obtain the deer. If deer continued at the same price of ₤2, and salmon 
sold for 13s.  4d. [₤0.67] we might then be sure that less labour was required to obtain the salmon; and if deer 
rose to ₤2 10s. [₤2.50] and salmon fell to 16s. 8d [₤0.83], we should be convinced that both causes had operated 
in producing the alteration of the relative value of these commodities.’ (P1, pp. 26-7, punctuation and 
abbreviations altered) 
55 Ricardo calculates the return on the fixed capital as the annual return a on an annuity as given by 

 If, under these circumstances, there is a 

1)1(
)1(

−+
+⋅⋅

= n

n

i
icia  , in which c is the capital sum (the ‘fixed capital’), i the rate of profit/interest and n the lifetime 

of the annuity (= 10 years). (This formula is derived in the appendix, on page 35 below.)  
56 P1, p. 27. 
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change of wages, more circulating capital will be required for production. But a rise in wages means a 
fall in profit, leaving the price of the commodity unchanged: both producers would still sell at £126.27. 
‘The prices of the commodities would not rise, because the money in which they are valued is by the 
supposition of an invariable value, always requiring the same quantity of labour to produce it.’57

Imagine now, says Ricardo, that the owner of the mine from which the gold that functions as money 
comes is also compelled to lay out more on wages (Ricardo supposes that the mine is ‘in the same 
country’). In a confusing sentence, Ricardo notes that ‘[n]o greater quantity of labour would be required 
in any of these occupations, but it would be paid for at a higher price, and the same reasons which 
should make the hunter and fisherman endeavour to raise the value of their game and fish, would cause 
the owner of the mine to raise the value of his gold.’

 

58 I interpret Ricardo’s intention in this sentence to 
be to separate off the effect of a rise in money wages as a consequence of a general rise in process 
occasioned by a fall in the value of money on the one hand from a rise in the money wage because of a 
rise in the real wage on the other; in the former case, although all prices will change the rate of profit 
will not; in the latter, the rate of profit must fall because not only will a greater sum of money be laid 
out in the form of wages but a smaller sum will be reaped as profit.59

Ricardo concludes that in neither case will relative prices change. ‘Wages might rise twenty per cent, 
and profits consequently fall in a greater or less proportion, without occasioning the least alteration in 
the relative value of these commodities.’

 

60

Were there in existence ‘an invariable standard, by which we could measure the variation in other 
commodities’,

 

61

                                                           
57 P1, p. 28. One difficulty here is that we now find ourselves in the following problematic logical loop. Ricardo 
takes the rate of profit as given (in some interpretations of his theory it is determined in agriculture) and imposed 
through the economy by competition. Price is then determined by the rate of profit, the fixed and circulating 
capital values, and the fixed capital turnover time. But with a change in the wage level, profit is now determined 
by this last value. Wages and profits are now two independent variables, but with each determining the other. 
58 P1, pp. 28-9. 
59 ‘A rise in wages, from an alteration in the value of money, produces a general effect on price, and for that 
reason it produces no real effect whatever on profits. On the contrary, a rise of wages, from the circumstance of 
the labourer being more liberally rewarded, or from a difficulty of procuring the necessaries on which wages are 
expended, does not produce the effect of raising price, but has a great effect in lowering profits. In the one case, 
no greater pro-portion of the annual labour of the country is devoted to the support of the labourers, in the 
other case, a larger portion is so devoted.’ (P1, pp. 43-4) 
60 P1, p. 29 (punctuation altered). 
61 P1, p. 30. 

 we would see that changes in relative values between commodities are caused by 
changes in the labour required for their production. If the combination of fixed and circulating capital 
were the same between the production of two different capitals, then a rise (or fall) in wages alone 
would have no effect on their relative values. 

However, this stops being the case once we compare commodities produced under conditions of 
different combinations of fixed and circulating capital (and/or of differing conditions of the former’s 
‘durability’, i.e. turnover period). 

Imagine now that instead of £100 fixed capital and £100 variable capital now the hunter uses £150 
fixed capital and £50 circulating capital, and the fisherman £50 fixed capital to £150 circulating capital. 
The rate of profit is again 10 %, and the fixed capital of both producers is calculated following the 
procedure above; how each annual commodity product needs to be priced is set out in table 1 on the 
next page. 
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Table 1: commodity prices at 10 % profit, fixed and circulating capital varying 

Table 2: commodity prices at 4 % profit, fixed and circulating capital varying 

 

 

 

the hunter: 

to replace the £150 fixed capital, annuitised at 10 % over ten years: £24.41 

to replace the circulating capital of £50 at a profit of 10 % : £50 + £5 = £55.00  

total: £79.41 

  

 

 

 

 

 

 

 
  

 

 

the 
fisherman: 

to replace the £50 fixed capital, annuitised at 10 % over ten years: £8.14 

to replace the circulating capital of £150 at a profit of 10 % : £150 + £15 = £165.00  

total: £173.14 

 

 

 

 

Now let wages rise by 6 % . The hunter will now need £53 circulating capital; the fisherman £159. 
What happens to profits? Profits, reasons Ricardo, previously 10 %, now stand at 4 % .62

 

 

 How prices 
now stand is set out in table 2 below. 

the hunter: 

to replace the £150 fixed capital, annuitised at 4 % over ten years: £18.49 

to replace the circulating capital of £53 at a profit of 4 % : £53 + £2.12 = £55.12  

total: £73.61 

   
   

the 
fisherman: 

to replace the £50 fixed capital, annuitised at 4 % over ten years: £6.16 

to replace the circulating capital of £159 at a profit of 4 % : £159 + £6.36 = £165.36  

total:  £171.52 

 

 

 
                                                           
62 The procedure is obviously problematic. If profits and wages arise from a distribution between capitalists and 
workers of a part of the value of the commodity, then if one part goes up then the other part must go down by 
the same amount. But this does not necessarily mean that the rate of profit will fall by the same percentage that 
wages rise. 
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Table 3: profit rates at 10 % and 4 %, average producer 

 

For the sake of completeness, let us also consider what would happen with a producer employing £100 
fixed capital and £100 circulating capital (an average proportion compared to the hunter and the 
fisherman). The prices before and after the rise in wages are set out in table 3 below. 

The whole scenario is then set out in table 4, on the next page. 

We can see that in all three cases the price has fallen (something I suspect Ricardo set the example up 
to demonstrate), but it falls more the greater the concentration of fixed capital. As Ricardo summarises: 

Thus we see that with every rise of wages, in proportion as the capital employed in any occupation 
consists of circulating capital, its produce will be of greater relative value than the goods produced 
in another occupation, where a less proportion of circulating and a greater proportion of fixed 
capital are employed.63

 

 

 

profit rate at 10 % : 

 

 

average 
producer 

to replace the £100 fixed capital, annuitised at 10 % over ten years: £16.27 

to replace the circulating capital of £100 at a profit of 10 % : £100 + £10 = £110.00  

total £126.27 

 

profit rate at 4 % : 

average 
producer 

to replace the £100 fixed capital, annuitised at 4 % over ten years: £12.33 

to replace the circulating capital of £106 at a profit of 4 % : £106 + £4.24 = £110.24  

total £122.57 

 

 

 

 

Ricardo now asks: given that the relative prices of commodities are affected differently by a rise in 
wages in accordance with the proportions of fixed and circulating capital deployed in their production 
commodities produced, how are they affected by differences in the ‘durability’ of fixed capital? He 
reasons that ‘[i]n proportion as fixed capital is less durable, it approaches to the nature of circulating 
capital. It will be consumed in a shorter time, and its value reproduced in order to preserve the capital 
of the manufacturer.’64

                                                           
63 P1, p. 33 (punctuation altered). 
64 P1, p. 34. 

 Hence, concludes Ricardo, the less ‘durable’ is the fixed capital deployed in the 
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production of a commodity (the less ‘fixed’ it is), the more susceptible will the commodity be to a rise 
in relative value as a consequence of a rise in wages. 

 

hunter average producer fisherman 

fixed 

capital 

circulating 

capital 

fixed 

capital 

circulating 

capital 

fixed 

capital 

circulating 

capital 

£150 £50 £100 £100 £50 £150 

price before rise 
in w

ages 

price after 

percentage 
change 

price before rise 
in w

ages 

price after 

percentage 
change 

price before rise 
in w

ages 

price after 

percentage 
change 

£79.41 £73.61 -7.30 £126.27 £122.57 -2.93 £173.14 £171.52 -0.94 

 

 

 

Take a machine: it costs £20,000, and lasts a hundred years, and is capable of producing a certain 
quantity of commodities annually, without labour. Assuming a rate of profit of 10 % , what would be 
the annual value of the machine’s product? Ricardo calculates it would be the sum of ‘the profit of 
£20,000 at 10 per cent per annum […] [i.e. £2,000]’ and ‘an annuity of 2s. 11d. for 100 years, at 10 per 
cent. [, which] will, at the end of that period, replace a capital of £20,000’: a total of £2,000 2s. 11d.65

If, on the other hand, the £20,000 is spent on labour (circulating capital in Ricardo’s system), ‘annually 
consumed and reproduced’,

 

66

Ricardo argues that the price of the annual product will not rise: the mass of increased wages must 
equal the mass of the decrease on profit. Given that previously profit stood at £2,000 and capital 
(wages) at £20,000, if the rate of profit is to be 5 % after the rise in wages then we need to fulfil 

 then each year the value of the annual product will be equal to the capital 
laid out plus 10 % profit, i.e. £22,000 . 

Now let us imagine a rise in wages, such that profits fall to 5 % . In the second case, where all the 
capital is laid out as wages (‘circulating capital’) this means the following. 

Δ£20,000
Δ£2,00005.0
+
−

=  , where Δ is the incremental change (rise) in wages and (fall) in profits. Solving for Δ 

gives us Δ ≈ £952.38 (we shall round this figure to the nearest pound, as Ricardo does,67

                                                           
65 P1, pp. 34-5 (punctuation and abbreviations altered). Ricardo calculates the price of the product according to 

 and take it as 

1)1( −+
⋅

+⋅= ni
CiCip (equation (j) on page 34 below), where i is the rate of profit, C the fixed capital value and n 

the ‘durability’ of the fixed capital (100 years).  
66 P1, p. 35. 
67 P1, p. 35. 

Table 4: price variation with different profit and wage rates, fixed and circulating capital varying 
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Table 5: price variation with variation of capital durability and profit rates 

₤952) . This means that profit now stands at ₤2,000 – ₤952 = ₤1,048, and capital (wages) laid out 
₤20,952.68

In the case of the production process only involving the machine, a fall in the rate of profit to 5 % 
means that now the cost of the machine (£20,000) is annuitised at 5 % over 100 years, which gives an 
annuity (annual payment) of £1,007 13s. 2d; this would be the price of the machine manufacturer’s 
annual product, while of course the price of the manufacturer only employing labour would remain 
unchanged. At a profit rate of 4 % , the machine’s annuity (and hence the price of the annual product) 
would be ₤816 3s. 2d. ; at 3 % , ₤632 18s. 7d.

 

69 If the machine manufacturer were to sell above this 
price, then ‘he would get more than [...] the general profit of stock; and as others could furnish 
themselves with machines at the same price of ₤20,000. They would be so multiplied, that he would be 
inevitably obliged to sink the price of his goods, till they afforded only the usual and general profits of 
stock.’70 In other words, the prevailing rate of profit imposes itself on producers, such that if a 
manufacturer tries to sell at above the prevailing rate, then she will be unable to compete on the 
market.71

 

 

The conclusion we can draw from all this (again) is that capitals with different compositions of fixed 
and circulating are affected differently by changes in the distribution between wages and profits: if 
wages rise (and profits necessarily fall), prices of the products of capitals with a greater concentration of 
fixed capital will fall relative to capitals with less. 

Now Ricardo turns again to the ‘durability’ of fixed capital; remember that his argument is that fixed 
capital that is less durable acts more like circulating capital. We should expect therefore that the effect 
of a rise in wages on relative price will be mitigated in the case of a lower durability of fixed capital. 
Ricardo’s results, which show the prices of the annual product for a manufacturer employing a machine 
worth ₤20,000, and no labour (remember that the producer deploying only labour, but the same value 
of capital, always sells her annual product at ₤22,000) are set out in table 5 below. 

  Durability of capital (=life of the machine) 

  100 years 10 years 3 years 1 year 

Pr
ev

ai
lin

g 
ra

te
 o

f 
pr

of
it 

10 % £2,000 2s. 11d ₤3,254 18s. 2d.  ₤8,042 3s.  5d. ₤22,000 0s. 0d. 

5 % £1,007 13s. 2d ₤2,590  1s.  9d.  ₤7,344 3s.  5d. ₤21,000 0s. 0d. 

4 % ₤816  3s. 2d ₤2,465 16s.  5d.    ₤7,206 19s.  5d. ₤20,800 0s. 0d. 

3 % ₤632 18s. 7d ₤2,344 12s. 2d. ₤7,070 12s. 2d. ₤20,600 0s. 0d. 

 

 
                                                           

68 Let us note here that the percentage fall in the wages is 76.4
£20,000

£952
= % , while that in profit is 5 % (from 

10% to 5 %), even though the amount of the change is the same (cf. note 61 above). 
69 Ricardo says (P1, p. 36; the number is repeated on the following page) ₤632 16s. 7d.; I can only assume this is 
an error on Ricardo’s part. 
70 P1, p. 36 (abbreviations altered). 
71 Even though there is still no sense here of where this prevailing rate comes from. 
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Here we can see clearly – reading down the columns – that the relative price of the annual product falls 
with the profit rate (i.e. falls when wages rise) but – reading along the rows – rises as the durability of 
capital falls. Ricardo comments that ‘[t]hese results are of such importance to the science of political 
economy, yet accord so little with some of its received doctrines, which maintain that every rise in 
wages is necessarily transferred to the price of commodities [...].’72

But now let wages rise by 10 % , so that the capital necessary to produce the ₤8,000 commodity 
product through labour rises to ₤5,500. Now the machine looks the more profitable option; but, asks 
Ricardo, will the machine still be purchasable at its original price? If the price of labour has increased, 
will not the price of the machine increase too? Only ‘if there were no stock employed in its 
construction, and no profits to be paid to the maker of it,’ says Ricardo. This is what he means by this. 
Imagine that the machine (which costs ₤5,000 to buy) has been made in a year by 100 workers, each 
earning ₤50 (and that there are no other production costs). Its cost of ₤5,000 is equal to the capital laid 
out for its production; there is no profit. Under these conditions, a rise in wages by 10 % will mean that 
each of the workers employed to produce the machine will earn ₤55 and, yes, the machine’s cost will 
rise to ₤5,500. But it is impossible for the machine to cost ₤5,000 to buy and also ₤5,000 to make, for 
there would be no profit (price less costs) for its manufacturer, and without profit there will be no 
production. So let us imagine that it was made by 85 workers, each earning ₤50. Now, since capital laid 
out is ₤4,250 (85 × ₤50), profit stands at ₤750 (price less costs; ₤5,000 – ₤4,250).

 

Ricardo now sets out another numerical example. A manufacturer of hats employs 100 workers at an 
annual wage of ₤50 each; the value of the commodities they produce in a year is ₤8,000. The 
manufacturer then has the opportunity to buy a machine, designed to last exactly one year, and which 
costs ₤5,000. In these circumstances, Ricardo argues, the manufacturer is indifferent between 
employing labour, or buying the machine. 

73 If wages now rise 
to ₤55 a worker, then now the capital laid out on the machine will be ₤4,675, and profit ₤325.74 The 
price of the machine will not change: there will simply be a transfer of profits to wages. In addition to 
this, Ricardo makes clear that the machine manufacturer could not simply and arbitrarily increase her 
price: ‘If therefore the maker of the machine should raise the price of his machine in consequence of a 
rise of wages, an unusual quantity of capital would be employed in the construction of such machines, 
till their price afforded only the usual profits.’75

The hat manufacturer, should she choose to buy the machine, would be unaffected by the rise in wages, 
since the cost of the machine will not change, so neither will her capital requirements. However, should 
she still sell her product at its old price then she will still make the same profit as before, but because of 
the rise in wages the ‘normal’ rate of profit is now lower than it was; however, this – higher than 
prevailing profit rate – is not sustainable under conditions of competition: ‘[t]he competition of trade 
would not long allow this; for as capital would flow to the most profitable employment, he would be 
obliged to lower the price of hats, till his profits had sunk to the general level.’

 Competition between producers enforces a price on 
them, and a price that earns a normal profit rate; the point here is that what is ‘normal’ has fallen as a 
consequence of the rise in wages. 

76

                                                           
72 P1, p. 38. 

73 And the rate of profit is 

 

%65.17
£4,250
£750

≈ . 

74 At a rate of profit of %95.6
£4,675
£325

≈ . 

75 P1, p. 40. 
76 P1, p. 40. 
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Ricardo draws the following general conclusion regarding the use of machinery: 

Thus then is the public benefited by machinery: these mute agents are always the produce of much 
less labour than that which they displace, even when they are of the same money value. Through 
their influence, an increase in the price of provisions which raises wages, will affect fewer persons: 
it will reach, as in the above instance, eighty-five men instead of a hundred; and the saving which is 
the consequence, shews itself in the reduced price of the commodity manufactured. Neither 
machines nor any other commodities are raised in price, but all commodities which are made by 
machines fall, and fall in proportion to their durability.77

Ricardo now repeats his argument that a general rise of prices (through a cheapening of the money 
commodity) will have no impact on profit, but that a general rise in real wages will have an effect on 
profit (lowering it), although not on prices, before going on to make the following point: given that the 
productivity of labour varies constantly, and given that the only practical measure of value that we have 
is money, and this is as susceptible to changes in value as any other commodity, judgements about the 
rates of profit, rent and wages must be made according to the amount of labour devoted to the 
production of those parts of the total produce that fall under these headings, and not simply on money 
prices.

 

78

to the ‘labourers’:

 

‘Of every hundred hats, coats and quarters of corn produced,’ Ricardo imagines, we might find a 
distribution like this: 

79  25 

to the ‘landlords’:   25 

to the ‘capitalists’: 

and then, after some rise in productivity,

 50 

    100 ; 
80 

to the ‘labourers’:   22 

to the ‘landlords’:   22 

to the ‘capitalists’: 

‘[…] I should say that wages and rent had fallen, and profits risen; though in consequence of the 
abundance of commodities [i.e. as a result in the general rise in the productivity of labour], the quantity 
paid to the labourer and landlord would have increased […].’

 56 

    100 ; 

81

Ricardo closes by noting that ‘the accumulation of capital, by occasioning different proportions of fixed 
and circulating capital to be employed in different trades, and by giving different degrees of durability 
to such fixed capital, introduces a considerable modification to the rule, which is of universal 
application in the early states of society [that the value of commodities is determined by the labour 

 

                                                           
77 P1, pp. 40-41. 
78 Nor on relative prices: ‘Wages are to be estimated by their real value, viz. by the quantity of labour and capital 
employed in producing them, and not by their nominal value either in coats, hats, money, or corn.’ (P1, p. 46, 
italicisation added) 
79 Ricardo’s word. 
80 Ricardo suggests a doubling. 
81 P1, pp. 45-6. 
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required for their production].’82 To this, Ricardo adds the following: ‘Commodities, though they 
continue to rise and fall in proportion as more or less labour is necessary to their production, are also 
affected in their relative value by a rise or fall of profits, since equal profits may be derived from goods 
which sell for ₤2,000 and from those which sell for ₤10,000 [...].’83 Note here the distinction between 
the notion of value, and that of relative value (i.e. relative price): Ricardo here references the fact that 
relative prices are affected by changes in distribution between wages and profits if production processes 
have see deployed different combinations of ‘fixed’ and ‘circulating’ capital. Ricardo also notes that 
‘commodities may be lowered in value in consequence of a real rise of wages, but they never can be 
raised from that cause. On the other hand, they may rise from a fall of wages, as they then lose the 
peculiar advantages of production, which high wages afforded them.’84

                                                           
82 P, pp. 47-8. 
83 P1, p. 48 (abbreviations altered). 
84 P1, p. 48. 

 This last remark is cryptic: 
Ricardo appears to be referring to the effect arising from a rise in wages of lowering the relative prices of 
commodities in which a greater proportion of fixed capital is deployed. Ricardo is emphasising, against 
prevailing political economic orthodoxy, that not only will a rise in wages lead automatically to a rise in 
prices, a rise in wages may also lead, in some cases, to a fall in prices. 
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Appendix I 
I  The Third Edition of the Principles 
I  The effect on relative prices of a variation in wage-profit distribution across capitals of different 

composition 

Just after establishing the distinction between fixed and circulating capital,85 and the fact that capitals of 
the same size may be composed of different capital compositions, Ricardo observes, first, that in the 
case of production involving only labour (and commodities being brought to market in the same time) 
products would exchange ‘precisely in proportion to the quantity of labour employed;’86 and, second, 
should the production of different commodities involve fixed capital of the same value (such that the 
composition of capitals between fixed and circulating capital be the same) then the goods would also 
‘vary with the greater or less quantity of labour employed on their production.’87

although commodities produced under similar circumstances would not vary with respect to each 
other from any cause but an addition or diminution of the quantity of labour necessary to produce 
one or other of them, yet compared with others not produced with the same proportionate quantity 
of fixed capital they would vary from [...] a rise in the value of labour, although neither more nor 
less labour were employed in the production of either of them.’

 

However,  

88

At the end of the year each producer will have produced a product of the same value; each producer’s 
product will have been ‘produced by the same quantity of labour.’

 

As in the first and second editions, Ricardo’s point here is that capitals whose composition (between 
fixed and circulating capital) is different are affected disproportionately by a change in the economy-
wide wage level. In this case, the commodities’ exchangeable value (effectively relative prices) will 
change, even though the amount of direct labour required to produce them remains the same. 

Ricardo illustrates the point with a numerical example. 

There are three producers. Each employs 100 workers over the course of a year. Two of the producers 
produce a machine each, the other produces corn. There are no other means of production involved. 

89

Now, for the next year, the machine manufacturers use their machines, one to produce cloth, the other 
to produce cotton goods. The third manufacturer continues to produce corn. Each of the three again 
employs 100 men. Even though, reasons Ricardo, during the second year each of the three producers 
has employed the same quantity of labour, the machine and the product of each of the manufacturers 
will be the result of the labour of one hundred men over two years, while that of the corn producer the 
result of the labour of one hundred men over one year. Therefore, ‘if the corn be of the value of ₤500, 
the machine and cloth of the clothier together ought to be of the value of ₤1,000 and the machine and 
cotton goods of the cotton manufacturer ought to be also of twice the value of the corn. But they will 
be of more than twice the value of the corn, for the profit on the clothier’s and cotton manufacturer’s 

 

                                                           
85 See page 12 above. 
86 P2, p. 32. 
87 P2, p. 32. 
88 P2, pp. 32-3. ‘Barley and oats would continue to bear the same relation to each other under any variation of 
wages. Cotton goods and cloth would do the same, if they also were produced under circumstances precisely 
similar to each other, but yet with a rise or fall of wages, barley might be more or less valuable compared with 
cotton goods, and oats compared with cloth.’ 
89 P2, p. 33. 



Ricardo, On the Principles of Political Economy and Taxation, Chapter 1: On Value                                                             Version: 27 July, 2022 

  23  

capital for the first year has been added to their capitals, while that of the farmer has been expended 
and enjoyed.’90 Ricardo concludes that [o]n account [...] of the different degrees of durability of their 
capitals, or, which is the same thing, on account of the time which must elapse before one set of 
commodities can be brought to market, they will be valuable, not exactly in proportion to the quantity 
of labour bestowed on them [...] to compensate for the greater length of time which must elapse before 
the most valuable can be brought to market.’91

Now, at the start of the second year, each manufacturer lays out a further ₤5,000 on wages. But the two 
manufacturers are each in possession of a machine worth ₤5,500. In the case of the manufacturers, 
Ricardo calculates the price of the goods produced in the second year as equal to the sum of the 
circulating capital (wages) plus 10 % , plus 10 per cent of the value of the fixed capital,

 

Ricardo now introduces some more numbers into the equation. The wages for each worker amount to 
₤50 a year: at the beginning of the first year each producer therefore lays out ₤5,000 in capital (for 
Ricardo, ‘circulating capital’). The prevailing rate of profit is 10 % , so the value of the year’s product of 
₤5,000 labour will be ₤5,500. 

At the end of the first year, each of the manufacturers will have a machine worth ₤5,500, and the year’s 
corn will be worth ₤5,500. 

92 i.e. ₤5,000 
(wages) plus ₤500 (10 % of the wages) plus ₤550 (10 % of ₤5,500, which is the value of the machine) 
= ₤6,050.93 In the case of the farmer, as there is no fixed capital (no machine), the value of the second 
year’s product is ₤5,000 wages plus ₤500 (10 % of the wages).94

Here then are capitalists employing precisely the same quantity of labour annually on the 
production of their commodities, and yet the goods they produce differ in value on account of the 
different quantities of fixed capital, or accumulated labour, employed by each respectively.

 Ricardo concludes: 

95

                                                           
90 P2, pp. 32-3 (punctuation and abbreviations altered). 
91 P2, p. 34. 
92 This is entirely consonant with the theory of price Ricardo set out in the first edition, which, on the 
assumption of an annual turnover of the circulating capital establishes the price according to this equation: 

 

Ricardo now asks as to what will happen to the relative value of the two classes of commodities should 
wages rise (or fall).  

1)1(
)(

−+

⋅
+++⋅= n

f
cfc i

Ci
CCCip (equation (m) on page 34 below), in which cC is circulating capital, fC fixed 

capital, i the rate of interest/profit (which Ricardo implicitly takes to be the same) and n the lifetime of the fixed 
capital. Since in this example the machine does not wear out and as such does not need replacing, ∞=n and the 
last term on the RHS is equal to zero, giving us the price of the annual product equal to cfc CCCi ++⋅ )( . 

93 The ratio of the price of one year’s manufactured goods to that of one year’s corn (the relative price of 

manufactured goods in terms of corn) is 
0£5,50

£6,050 = 1.10 . 

94 This is Ricardo’s verbatim argument. ‘The second year the manufacturers and farmer will again employ 5000l. 
each in the support of labour, and will therefore again sell their goods for 5,500l., but the men using the 
machines, to be on a par with the farmer, must not only obtain 5,500l., for the equal capitals of 5000l. employed 
on labour, but they must obtain a further sum of 550l.; for the profit on 5,500l. which they have invested in 
machinery, and consequently their goods must sell for 6,050l.’ (P2, p. 34) Note that when Ricardo says ‘to be on 
a par with the farmer’ he means in order to realise the same rate of profit as the farmer, and not to have realised 
a commodity product of the same value as the farmer. 
95 P2, p. 34. 
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First, he argues that 

the relative values of cloth and cotton goods will undergo no change, for what affects one must 
equally affect the other, under the circumstances supposed: neither will the relative values of wheat 
and barley undergo any change, for they are produced under the same circumstances as far as fixed 
and circulating capital are concerned; but the relative value of corn to cloth, or to cotton goods, 
must be altered by a rise of labour.96

Then he notes that ‘[t]here can be no rise in the value of labour without a fall of profits’; the ‘value of 
labour here’ is a reference to the wage rate – as we have seen, Ricardo has argued that a rise in wages 
will result in a fall in profits, rather than a rise in price. Here Ricardo reasons that ‘[i]f the corn is to be 
divided between the farmer and the labourer, the larger the proportion that is given to the latter, the 
less will remain for the former.’

 

97

Ricardo supposes a fall of profit from 10 % to 9 % as a consequence of a rise in wages. In the case of 
the corn farmer, the value of her annual product will remain at ₤5,500; all that will change will be the 
distribution between profits and wages, which will now be ₤454.13 profits and ₤5,045.87 wages,

 This is also true, Ricardo argues, for the manufactured goods. 

98

In the case of the manufacturers, previously the price of the second year’s product was the sum of the 
profit on the fixed capital, and the sum of the wages laid out and profit earned on these. The effect of 
the lower rate of profit leaves the sum of the last two terms – the sum of the circulating capital and 
profit – unchanged; now, however, the profit on the fixed capital, rather than standing at ₤550, is now 
₤495. Hence the new price is ₤5,500 + ₤495 = ₤5,995.

 
rather than ₤500 profits and ₤5,000 wages.  

99

The degree of alteration in the relative value of goods on account of a rise or fall of labour would 
depend on the proportion which the fixed capital bore to the whole capital employed. All 
commodities which are produced by very valuable machinery, or in very valuable buildings, or 
which require a great length of time before they can be brought to market, would fall in relative 
value [if wages were to rise], while all those which were chiefly produced by labour, or which would 
be speedily brought to market would rise in relative value.

 

As a result of the rise in wages (and consequent fall in profits) the price of the product of the 
production process involving fixed capital has fallen both in absolute terms, and in relative terms to the 
production process involving no fixed capital. Ricardo draws the following conclusion. 

100

[T]his cause of the variation of commodities is comparatively slight in its effects. The greatest 
effects which could be produced on the relative prices of these goods from a rise of wages, could 

 

However, 

                                                           
96 P2, pp. 34-5. 
97 P2, p. 35; what exactly ‘proportion’ means in this sentence is a problem, as we have already seen, and shall 
further see later on. 
98 Each worker now earns ₤50.46 per annum. 
99 Or, in the terms established in the first edition (as modified by note 91 above), cfc CCCip ++⋅= )( , where i 

= 0.09, cC = ₤5,045.87 and fC  = ₤5,500. The relative price of manufactured goods in terms of corn is now 

0£5,50
£5,995 =1.09 ; the percentage fall of the price of manufactured goods compared to those operative at a rate of 

profit of 10 % is %91.0
0£6,05

£5,995£6,050
≈

−  (the percentage fall of the price of corn is obviously 0 %). 

100 P2, p. 35. 



Ricardo, On the Principles of Political Economy and Taxation, Chapter 1: On Value                                                             Version: 27 July, 2022 

  25  

not exceed 6 or 7 per cent.; for profits could not, probably, under any circumstances, admit of a 
greater general and permanent depression than to that amount.101

If now only 80 workers are necessary to do the work that 100 did previously then the value of one 
year’s corn would stand at ₤4,000 plus ₤400 = ₤4,400 (a fall of 20 %).

 

 

II  The effect on relative prices of a variation in productivity across capitals of different composition 

Ricardo now turns his attention to the effect of a change in the productivity. 

102 In the case of the 
manufactures, assuming a constant price for the machine, the value of one year’s output would be the 
sum of the circulating capital (wages, ₤4,000), profit on the circulating capital (₤400), and 10 % profit 
on the value of the machine (0.1 × ₤5,500 = ₤550), a value of ₤4,950.103

 

 

 

The results of the two types of change in production conditions – of the wage-profit distribution, and 
of the level of productivity – are set out in table 6 below. 

  manufacturer farmer 

initial conditions   • 100 workers at ₤50 each  
                             • rate of profit: 10 % 

price: ₤6,050 ₤5,500 

relative price*: 1.10 1.00 

    

• 100 workers at ₤50.46 each 
• rate of profit: 9 % 

price: ₤5,995 ₤5,500 

relative price*: 1.09 1.00 

% change†: -0.91 % 0.00 % 

    
• 80 workers at ₤50 each 
• rate of profit: 10 % 
• cost of machine: ₤5,500 

price: ₤4,950 ₤4,400 

relative price*: 1.13 1.00 

% change†: -18.18 % -20.00 % 
                                                                                                                                                           * in terms of corn         † from the initial conditions 

 

 

 

Ricardo now explains why it is that he has argued that a change in the wage rate has such a small effect 
on commodity values, and why a change in the productivity of labour such a great one. 

                                                           
101 P2, p. 36. This is Ricardo’s famous ‘93 % theory of price.’ George Stigler, ‘Ricardo and the 93% Labour 
Theory of Value’, The American Economic Review 48.3 (1958). 
102 We assume a rate  of profit of 10 % . 

103 The relative price of manufactured goods in terms of corn is now 
0£4,40

£4,950 = 1.13 . The percentage fall in the 

price of manufactured goods (compared with the initial conditions, i.e. 100 workers working for one year and a 

rate of profit of 10 %) is 18.18
0£6,05

£4,950-£6,050
≈ % .  

Table 6: variation in relative prices due to variation in wage-profit distribution and productivity 
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An alteration in the permanent rate of profits [i.e. because of a change in the wage rate], to any 
great amount, is the effect of causes which do not operate but in the course of years; whereas 
alterations in the quantity of labour necessary to produce commodities, are of daily occurrence. 
Every improvement in machinery, in tools, in buildings, in raising the raw material, saves labour, 
and enables us to produce the commodity to which the improvement is applied with more facility, 
and consequently its value alters.104

Finally, Ricardo looks at the effect on commodity values of a change in turnaround times: ‘[i]t is hardly 
necessary to say that commodities which have the same quantity of labour bestowed on their 
production will differ in exchangeable value if they cannot be brought to market in the same time.’

 

 

III  The effect on relative prices of a variation in production turnover times 

105

Imagine two manufacturing processes. In one, a producer employs 20 workers at a total wage of ₤1,000 
a year to produce a commodity, and then finish it: the production takes one year, and the finishing 
another. Another employs 40 workers at a total wage of ₤2,000 a year to produce a commodity in one 
year. The rate of profit is 10 % . The value of the latter producer is evidently the value of the capital 
laid out as wages plus 10 % profit. That of the former Ricardo reasons as follows: ‘if profits be 10 per 
cent, my commodity must sell for ₤2,310, for I have employed ₤1000 capital for one year, and ₤2,100 
capital for one year more.’

 

106 Effectively, at the start of the second year this producer is in possession of 
a fixed capital of ₤1,100 (₤1,000 in wages plus 10 %). She then lays out another ₤1,000 in wages, 
meaning that the commodity product will be equal to the fixed capital plus 10 % , plus the wages and 
10 % on these: respectively, ₤1,100 + ₤110 + ₤1,000 + ₤100 = ₤2,310.107

In both cases the superior price of one commodity is owing to the greater length of time which 
must elapse before it can be brought to market. In the former case the machinery and cloth were 
more than double the value of the corn, although only double the quantity of labour was bestowed 
on them. In the second case, one commodity is more valuable than the other, although no more 
labour was employed on its production. The difference in value arises in both cases from the profits 
being accumulated as capital […].

 

Ricardo comments: 

108

It appears then that the division of capital into different proportions of fixed and circulating capital 
[…] introduces a considerable modification to the rule which is of universal application when 
labour is almost exclusively employed in production; namely, that commodities never vary in value 
unless a greater or less quantity of labour be bestowed on their production, it being shown in this 
section that without any variation in the quantity of labour, the rise of its value merely will occasion 

 

Ricardo concludes. 

                                                           
104 P2, p. 36.  
105 P2, p. 37. 
106 P2, p. 37 (abbreviations altered). 
107 Again, this is perfectly consonant with the theory of price set out in the first edition, which gives the annual 

price of commodity as 
1)1(

)(
−+

⋅
+++⋅= n

f
cfc i

Ci
CCCip (equation (m) on page 34 below); for the second year 

(at the end of which the commodity product will be sold), fC  is the partially finished product (=₤1,000 plus 

₤100 profit), cC the wages advanced for the second year (₤1,000), i the rate of profit/interest (= 10 % ), and n 
the lifetime of the fixed capital, the product of the first year (= 1 year). 
108 P2, p. 37. 
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a fall in the exchangeable value of those goods, in the production of which fixed capital is 
employed; the larger the amount of fixed capital, the greater will be the fall.109

Ricardo now turns his attention to the turnover time of fixed capital: ‘[i]n the last section we have 
supposed that of two equal capitals in two different occupations, the proportions of fixed and 
circulating capitals were unequal, now let us suppose them to be in the same proportion but of unequal 
durability.’

 

 

IV  The effect on relative prices of a variation in the turnover time of fixed capital 

110 Ricardo observes that ‘[in proportion as fixed capital is less durable, it approaches to the 
nature of circulating capital’,111 emphasising that for him the distinction is a relative one and not one of 
absolutes. He notes that in the previous section capitals of a greater fixed capital composition are more 
affected by an increase in wages (provoking a fall in the value of commodities) than are capitals of a 
lower fixed capital composition.112

If fixed capital be not of a durable nature, it will require a great quantity of labour annually to keep 
it in its original state of efficiency; but the labour so bestowed may be considered as really expended 
on the commodity manufactured, which must bear a value in proportion to such labour.

 Ricardo will argue now that, counterintuitively to my mind, the 
greater the durability of capital (i.e. the more ‘fixed’ it is) the lesser the same effect (i.e. the less the 
determination of value by labour is mitigated). The logic is this: 

113

Consider, Ricardo asks us, a machine which costs £20,000: if the rate of profit is 10 %, and if the 
machine’s wear and tear is small – and this would mean that little labour would be necessary to 
maintain it – then ‘I should not require much more than ₤2000 to be added to the price of the goods 
on account of the employment of my machine’;

 

114

We need to note here that the labour Ricardo talks about here is not labour directed at the production 
of commodities but labour ‘requisite to keep it [the machine] in an efficient state’,

 i.e. the 10 % return on capital is 10 % only on the 
value of the machine. However, as the labour required for the upkeep of the machine increases then 
the extra to be added to the price of the product of the machine increases. 

115 even if the cost of 
this labour be ‘equal to that which would be obtained by any other manufacturer who employed fifty 
men in the production of other goods, and who used no machinery at all.’116

What now would be the effect of a rise in the price of labour? In the case of the fixed capital 
experiencing more rapid wear and tear, given that more labour is necessary for its upkeep, more labour 
would be transferred to the product: a rise in wages (or a fall in profits, ‘which is the same thing’

 We also need to note that 
the extra labour passed onto the commodity product is not labour ‘passed on’ from the machine as it 
depreciates but labour it ‘absorbs’ in the form of maintenance. 

117

                                                           
109 P2, pp. 37-8. 
110 P2, p. 38. 
111 P2, p. 38.  
112 In other words, the determination of the value a commodity by the labour necessary for its production is 
mitigated by first the existence, and then the preponderance, of ‘fixed’ capital. 
113 P2, p. 39. 
114 P2, p. 39 (punctuation and abbreviations altered). 
115 P2, p. 39. 
116 P2, p. 39. 
117 P2, p. 39. 

) 
would affect the relative value of the commodity (raising it relatively) more than in the case of the 
machine which required less labour for its maintenance. 
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Ricardo now introduces another numerical example.118

But, asks Ricardo, if wages rise, would the machine not cost more to make? Only ‘if there were no 
stock employed on its construction, and no profits to be paid to the maker of it.’

 Consider a machine, which lasts one year, and 
which costs £5,000, and which is able to replace the labour of 100 workers, the annual wage of each 
being £50 (such that the cost of the machine be equal to the total wage of the workers it replaces). 
Whether the manufacturer used the machine or employed workers would be a matter on indifference 
for her. But should wages rise, such that the wages of the 100 workers be £5,500, then it would be in 
the manufacturer’s interest to use the machine, for with a capital outlay of £5,000 (on the machine) she 
would be able to produce the same commodity product as with an outlay of £5,500 (on wages). 

119 What Ricardo 
means is this. If 100 workers were employed for a year to make the machine, and each worker was paid 
£50, then the machine would cost £5,000; and if wages were to rise (by 10 % ), so that each worker was 
paid £55, then, yes, the rise of wages envisaged above (from £5,000 to £5,500) would mean an increase 
in the cost of the machine from £5,000 to £5,500. But this would be absurd (‘this cannot be the 
case’120), for this would suppose that there were no ‘profits of [the] stock which employed the men’.121

Ricardo supposes a total of 85 workers working on the machine’s construction; this would require a 
capital outlay of £4,250 (and a profit of £750 if the machine sells at £5,000). A 10 % increase in wages 
would mean a capital outlay of £4,675, with a profit of £325 if the machine were to sell for £5,000. But, 
argues Ricardo, ‘this is precisely the case of all manufacturers and capitalists; the rise of wages affects 
them all’.

 
For there to be a return on the capital laid out on wages on the part of the machine manufacturer 
(argues Ricardo), and the machine still to cost £5,000 (before any rise in wages), then the machine 
manufacturer would have to employ fewer workers than 100 (so that the cost of the machine be £5,000 
including profit on the capital laid out as wages). 

122 If the manufacturer were to raise the price of the machine in function of the rise in wages 
then this would suppose ‘an unusual quantity of capital would be employed in the construction of such 
machines till their price afforded only the common rate of profits’123 (by which Ricardo means that an 
above-normal rate of profit would attract capital into the machine-making sector, swelling supply and 
lowering prices until a normal rate of profit be restored). ‘We see then that machines would not rise in 
price, in consequence of a rise of wages,’124

Thus for Ricardo, the capitalist who employs the machine is unaffected by the effect of the change in 
the profit-wage share on wages (since she does not pay any), only on her profit; the capitalist employing 

 he concludes. 

Ricardo’s basic point here, is that, as he has already observed, a rise in wages means a decline in profits 
(and vice versa). In Ricardo’s system, wages and profits are a division of a single part of the value of the 
commodity: a change in the profit-wage share, as a consequence of a rise of fall in the rate of profit (for 
whatever reason) of a change in the wage rate (for whatever reason) will affect this distribution but not 
the value, the labour required for the production, of the commodity in question. A rise in wages will 
mean a reduction in profit but will not change the value of the manufactured machine. 

                                                           
118 This is an example which appears in slightly different form in the first edition: see P1, pp 38-41 and page 19 
above. 
119 P2, p. 40. 
120 P2, p. 40. 
121 P2, p. 40. 
122 P2, p. 41. 
123 P2, p. 41 
124 P2, p. 41. 



Ricardo, On the Principles of Political Economy and Taxation, Chapter 1: On Value                                                             Version: 27 July, 2022 

  29  

workers instead of the machine sees the profit on her capital reduced from 10 % to 5 % and sees her 
costs increase. 

The manufacturer, however, who in a general rise of wages, can have recourse to a machine which 
shall not increase the charge of production on his commodity, would enjoy peculiar advantages if 
he could continue to charge the same price for his goods; but he, as we have already seen, would be 
obliged to lower the price of his commodities, or capital would flow to the manufacturer, however, 
who in a general rise of wages, can have recourse to a machine which shall not increase the charge 
of production on his commodity, would enjoy peculiar advantages if he could continue to charge 
the same price for his goods; but he, as we have already seen, would be obliged to lower the price 
of his commodities, or capital would flow to his trade till his profits had sunk to the general level.125

It will be seen, then, that in the early stages of society, before much machinery or durable capital is 
used, the commodities produced by equal capitals will be nearly of equal value, and will rise or fall 
only relatively to each other on account of more or less labour being required for their production; 
but after the introduction of these expensive and durable instruments, the commodities produced 

 

Ricardo now summarises. 

                                                           
125 P2, pp. 41-2. For Ricardo, the machine, which costs £5,000, replaces the same value of labour. But what is the 
same value of labour? The £5,000 the manufacturer who does not use the machine spends on labour is wages; 
the £5,000 the manufacturer who does use the machine spends on the wages of the workers who made the 
machine and the profits realised by its manufacturer. The difference between the two arises from the difference 
between, on the one hand, the cost of reproducing the labour deployed in production and the value that this 
labour produces. For this reason, Ricardo says, machines ‘are always the produce of much less labour than that 
which they displace, even when they are of the same money value.’ (P2, p. 42.) Marx makes the same point in 
Capital: ‘even if the machine costs as much as the labour-power displaced by it, the labour objectified in it is still 
much smaller in quantity than the living labour it replaces.’ (Karl Marx, Capital vol. 1 (Harmondsworth, 1990), p. 
515) But the effect Marx describes is not consonant on a rise in wages: it is the perennial effect of the difference 
between the value of labour-power and the value created in production by the labour that is its expression; 
Ricardo, lacking the conceptual distinction between the cost of reproducing labour and the value it produces, 
needs the effect of variations in the wage to see the effect of machines. 
Ricardo notes in a footnote (P2, p. 41): ‘We here see why it is that old countries are constantly impelled to 
employ machinery, and new countries to employ labour. With every difficulty of providing for the maintenance 
of men, labour necessarily rises, and with every rise in the price of labour, new temptations are offered to the use 
of machinery. This difficulty of providing for the maintenance of men is in constant operation in old countries, 
in new ones a very great increase in the population may take place without the least rise in the wages of labour.’ 
The point is well-made, but compare the account in Marx (Capital vol. 1, pp. 515-16): ‘Since the division of the 
day’s work into necessary labour and surplus labour differs in different countries, and even in the same country 
at different periods, or in different branches of industry; and further, since the actual wage of the worker 
sometimes sinks below the value of his labour-power, and sometimes rises above it, it is possible for the 
difference between the price of the machinery and the price of the labour-power replaced by that machinery to 
undergo great variations, while the difference between the quantity of labour needed to produce the machine and 
the total quantity of labour replaced by it remains constant. But it is only the former difference that determines 
the cost to the capitalist of producing a commodity, and influences his actions through the pressure of 
competition. Hence the invention nowadays in England of machines that are employed only in North America; 
just as in the sixteenth and seventeenth centuries machines were invented in Germany for use exclusively in 
Holland, and just as many French inventions of the eighteenth century were exploited only in England. In the 
older countries, machinery itself, when employed in some branches of industry, creates such a superfluity of 
labour […] in other branches that the fall of wages below the value of labour-power impedes the use of 
machinery in those other branches and, from the standpoint of the capitalist, makes the use of machinery 
superfluous, and often impossible, because his profit comes from a reduction in the labour paid for, not in the 
labour employed.’ 
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by the employment of equal capitals will be of very unequal value; and although they will still be 
liable to rise or fall relatively to each other, as more or less labour becomes necessary to their 
production, hey will be subject to another, though a minor variation, also, from the rise or fall of 
wages and profits. […] 

It appears, too, that in proportion to the durability of capital employed in any kind of production, 
the relative prices of those commodities on which such durable capital is employed, will vary 
inversely as wages; they will fall as wages rise, and rise as wages fall; and, on the contrary, those 
which are produced chiefly by labour with less fixed capital, or with fixed capital of a less durable 
character than the medium in which price is estimated, will rise as wages rise, and fall as wages 
fall.126

If two commodities change in relative value, he says, which of them is responsible for the change may 
only be ascertained through reference to a commodity whose value was constant. But, he comments, 
Such a commodity is impossible, because (1) there is none which is not subject to fluctuation in 
function of the labour necessary for its production; (2) there will always exist relative variations arising 
from a rise and fall in wages in account either of differing proportions of fixed and non-fixed capital 
required for its production or the differing durability of the fixed capital required for its production or 
the different time it requires to be brought to market. Even if a commodity were produced under the 
same conditions as one other commodity it would necessarily not be produced under the same 
conditions as other commodities unless all commodities were produced under the same conditions, 
which they are not.

 

 

V  The invariable measure of value 

127

Nevertheless, as Ricardo has already argued, the effect on relative value of a change in wages and 
profits is slight.

 

128 So a commodity produced under conditions that approximate to the average with 
regard to the factors set out in (2) above would ‘nearly approach [...] to an invariable one’.129

I have not said, because one commodity has so much labour bestowed upon it as will cost ₤1,000 
and another so much as will cost ₤2,000, that therefore one would be of the value of ₤1,000 and 
the other of the value of ₤2,000, but I have said that their value will be to each other as two to one, 
and that in those proportions they will be exchanged. It is of no importance to the truth of this 
doctrine whether one of these commodities sells for ₤1,100 and the other for ₤2,200, or one for 
₤1,500 and the other for ₤3,000; into that question I do not at present enquire: I affirm only that 

 Given this, 
Ricardo declares that he will ‘suppose’ money (i.e. gold) to possess these qualities. 

Ricardo now points out that all political economists from Adam Smith on regarded a general rise in 
wages as the cause of a general rise in prices, but in fact he notes that he has demonstrated that only 
those commodities would rise relatively to others that had a proportion of fixed capital below that 
contained in the measure of value (or below that of the economy-wide average); those that had more 
would fall in price, relative to other commodities. 

But Ricardo reminds us here that he is talking about relative, and not absolute, price: 

                                                           
126 P2, pp. 42-3. 
127 Conditions which would obviate the necessity of an invariable measure of value in the first place. 
128 ‘[T]his cause of the variation of commodities is comparatively slight in its effects. The greatest effects which 
could be produced on the relative prices of these goods from a rise of wages, could not exceed 6 or 7 per cent.; 
for profits could not, probably, under any circumstances, admit of a greater general and permanent depression 
than to that amount.’ P, p. 36. 
129 P, p. 46. 
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their relative values will be governed by the relative quantities of labour bestowed on their 
production.130

A rise in wages caused by a fall in the value of money can have no effect on profits. A rise in money 
wages caused by a rise in the real wage

 

 
VI  The value of money and the level of prices 

If the value of money falls, given the assumption of subsistence (and therefore constant) real wages, 
money wages will rise., but a rise in wages of this kind is clearly accompanied by a general rise in prices. 
The relative price of labour and the prices of commodities do not then vary between each other; we can 
conclude from this that the rise in wages is due to a change in the value of money.  

There are a number of reasons behind the incessant variation in the value of money. First, it is 
produced abroad. Second, its international distribution is determined by the constant changes in the 
fortunes of trade and commerce, and also by changes in the ease with which food and necessities are to 
be had by the working population. We need therefore, when dealing with prices, to distinguish between 
those changes caused by changes in the value of money (price of gold) and changes in the value of 
commodities. 

131 does not bring about a rise in prices but does bring about a 
fall in profits. ‘In the one case, no greater proportion of the annual labour of the country is devoted to 
the support of the labourers; in the other case, a larger portion is so devoted.’132

The quantitative division of produce between rent, profit and wages is not to be measured according to 
the value of money, ‘a medium which is confessedly variable.’

 

133 But neither are the rates of rent, profit 
and wages determined by the amount of absolute product, because they can vary with the productivity 
of labour. Rather, what is important here is ‘the quantity of labour required to obtain that produce.’134

Imagine an increase in productivity (‘improvements in machinery and agriculture’

 
135) which meant a 

doubling of the total product. If wages, profits and rents were also doubled (i.e., in real terms), then 
‘these will bear the same proportions to one another as before’. But if the real increase in wages and 
rents, for example, were less than half, with the rest of the product going to capital, then it would ‘be 
correct […] to say that rent and wages had fallen while profits had risen; for if we had an invariable 
standard by which to measure the value of this produce, we should find that a less value had fallen to 
the class of labourers and landlords, and a greater to the class of capitalists, than had been given 
before.’136

‘Wages,’ Ricardo notes, ‘are to be estimated by their real value, viz. by the quantity of labour and capital 
employed in producing them, and not by their nominal value either in coats, hats, money, or corn.’

 

137

                                                           
130 P2, pp. 46-7 (punctuation and abbreviations altered). 
131 Or ‘from a difficulty of procuring the necessaries on which wages are expended,’ adds Ricardo (P2, p. 48).  
132 P2, p. 49. 
133 P2, p. 49. 
134 P2, p. 49. 
135 P2, p. 49 
136 P2, p. 49. 
137 P2, p. 50. 

 ‘If 
[…] the wages of the labourer should be found to have fallen,’ says Ricardo, ‘it will not the less be a real 
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fall, because they might furnish him with a greater quantity of cheap commodities than his former 
wages.’138

If, with a capital of a given value, [the capitalist] […] can, by economy in labour, double the 
quantity of produce, and it fall to half its former price, it will bear the same proportion to the 
capital that produced it which it did before, and consequently profits will still be at the same rate.

 

The rate of profit is therefore independent of the value of money. It is also independent of the 
productivity of labour: 

139

                                                           
138 P2, p. 50. 
139 P2, p. 51. This is obviously not true if wages remain at subsistence. 
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Appendix  II 
I  Ricardo’s theory of price 
Imagine that the sum of money C is laid out as capital in a production process, and that a commodity 
product emerges from the process. The commodity’s price needs to cover the cost of replacement of 
the capital (assuming constant prices) and also to give a return at the level of the obtaining rate of 
profit. 

If we assume an annual rate of profit, and an annual commodity product, then we can break the price 
of the commodity product (assuming that it does in fact meet the conditions set out above) into two 
parts: an annual depreciation charge, and annual profit. Let us call these two components Dp and Pp (D 
and P indicating depreciation and profit respectively). (In what follows we shall assume, as Ricardo 
(implicitly) does, that the rate of profit is the same as the rate of interest.) 

The profit component, Pp , is easily dealt with: each year the capital laid out must return a value equal 
to the annual rate of profit on the capital sum. This means, if i is the rate of profit, that: 

 (a) CipP ⋅=  

With regard to the capital depreciation component, if the capital’s turnover (‘durability’) is n years (i.e. 
after this time it needs to be replaced), then the total value of the capital C needs to be equal to the sum 
of a series of annual depreciation components. Let us call these payments 1c , 2c , ... , nc , such that 

 (b) n

n

i
i ccccC +++==∑

=

...21
1

. 

But since each payment is annual, we need to take account of the rate of interest (= profit). The 
depreciation payment received at the end of the first year, 

1Dp , will be invested, at interest i , for 1−n  

years, that received at the end of the second year, 
2Dp , for 2−n years, and so on, in such a way that the 

depreciation payment element of the product’s price at the end year t is given by 

 (c) tn
Dt ipc

t

−+⋅= )1(  

If we now stipulate that the depreciation component of the product’s price be constant (so that the 
price of the annual product be constant), i.e. that DDDD pppp

n
==== ...

21
, then 

 (d) 1
1 )1( −+⋅= n

D ipc  

  2
2 )1( −+⋅= n

D ipc  

  ........................... 

  Dn pc = .140

12 )1(...)1()1( −+⋅+++⋅++⋅+= n
DDDD ipipippC

 

Because of (d), we can now rewrite (b) like this: 

 (e) . 

                                                           
140 

1Dp , 
2Dp , ... , 

nDp are the present values of the future values 1c , 2c , ... , nc . 
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The term on the RHS is a geometric sequence, the sum of whose first n terms is given by ∑
=

−⋅
n

i

ira
1

1 = 

r
r

a
n

−
−

⋅
1
1 , where Dpa =  and )1( ir += . This gives us 

 (f) 
)1(1
)1(1
i
ipC

n

D +−
+−

⋅= , 

which can be rewritten as 

 (g) [ ]1)1( −+⋅= nD i
i

pC  . 

We can rewrite (g) to give us Da  in terms of C , i , and n , like this: 

 (h) 
1)1( −+

⋅
= nD i

Cip . 

 Hence, if the price of the annual product is the sum of the two components Pa and Da , then 

 (i) DP aap += . 

Substituting in the two values for Pa and Da from (a) and (h), we have 

 (j) 
1)1( −+

⋅
+⋅= ni

CiCip  

(Notice that if n = 1 (i.e. the turnover of the capital is annual, which is Ricardo’s assumption for what 
he calls ‘circulating capital’) then CaD = , such that 

 (k) )1( iCp +⋅= .) 

We may rewrite (j) like this: 

 (l) 
1)1(
)1(

−+
+⋅⋅

= n

n

i
iCip . 

This is the standard annuity formula, as derived below. 

If, as in Ricardo’s examples, capital is divided into fixed and circulating, the latter having an annual 
turnover (and always in Ricardo representing wages), the price of the annual product might be 
represented as 

 (m) 
1)1(

)(
−+

⋅
+++⋅= n

f
cfc i

Ci
CCCip  

( cC being circulating capital and fC fixed capital), i.e. the sum of the annual profit on total capital, plus 
the circulating capital value, plus the fixed capital value annuitised over its lifetime.) 
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II  Deriving the annuity formula 
An annuity is a financial instrument in which a sum of money is invested so that it generates a fixed 
annual income141 over a fixed number of years.142 These payments represent the instrument’s ‘income 
stream’. The ‘present value’ of the instrument expresses the income stream’s monetary value in the 
present; it is, in short, how much you would have to invest today, given the prevailing interest rate 
(which here we shall assume to be constant143

1a

), to generate the income stream the instrument consists 
of.  

A sum of money C is invested such that it generates an annual income of a; denoting the sum due for 
the first year as , that for the second year as 2a , and so on, then 

 such that it generates a flow of income of equal annual payments. If a1 is the payment received at the 
end of the first year of the investment, a2 that received at the end of the second, and so on, and i is the 
rate of interest, then for an annuity (i.e. a series of annual payments) of n years, the annual payments 1a , 

2a , …, na  will be calculated like this: 

 (n) )1(11 ica +⋅=  → 
)1(

1
1 i

ac
+

=  

  2
22 )1( ica +⋅=  → 2

2
2 )1( i

a
c

+
=  

  …………………………………… 

  n
nn ica )1( +⋅=  → n

n
n i

a
c

)1( +
=  , 

where 1c , 2c , …, nc sum to the value C , i.e. 

(o) n

n

i
i ccccC ++==∑

=

...21
1

 

and 1a , 2a , …, na  are the ‘future values’144
1c of , 2c , …, nc . 

                                                           
141 ‘Annual’ is an example; in practice any period may be involved. The word ‘annuity’ itself comes from the 
fourteenth-century French annuité, referring to ‘an investment that entitles one to equal annual payments.’ 
142 In general, the duration of the stream is called the instrument’s ‘maturity’; in the case of a bond called a 
‘consol’ (an abbreviation of ‘consolidated annuity’), the number of years – the maturity – is infinity.  
143 This is a simplifying assumption: in the real world, dealers’ calculations of present value incorporate 
predictions of, amongst other things, how it is thought interest rates may change in the future. 
144 ‘Present’ and ‘future’ value can sound counterintuitive here; this is what they mean. Imagine I want €1,000 in 
one year’s time for some purpose. How much would I need to invest now to get that amount? If the rate of 
interest is 10 % , and if the money I need to invest today is c, then 000,1€1.0 =+ cc , giving me

09.909€
1.1

000,1€
≈=c . €909.09 is the ‘present value’ of the one-year future value of €1,000; this means that 

€909.09 invested today at 10 % interest will give me €1,000 one year into the future. If now I want €1,000 in two 
year’s time, then this future value would evidently be the result of a principal and compounded interest. Now

2)1.01( +⋅p = €1,000: 45.826€
1.1
000,1€

2 ≈=p : €1,000 discounted at 10 % over two years is €826.45. It is 

important to our purposes here to note that €1,000 discounted over two years is a smaller value than €1,000 
discounted over one. A constant future value results form an increasingly smaller present value the greater the 
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Essentially what this means is that the investor gets her money back, one tranche at a time, paid 
annually, but each tranche comes with compounded interest, and each year more compounded interest 
than the previous one. 

An annuity will ordinarily pay out an equal amount each year; necessarily, then, if aaaa n ==== ...21 , 

nccc ≠≠≠ ...21 . 

From (n) and (o), 

 (p) ∑
= +

=
n

i
ii

a
C

1 )1(
= ni

a
i

a
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a
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The RHS here is a geometric sequence, the sum of the first n terms of which being given by 
r
r

a
n

−
−
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1
1  , 

where, in this case, 
)1( i
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+

=  and 
)1(

1
i

r
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= . Hence: 

 (q) 
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−
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which can be rewritten as 

 (r) 







+

−+
⋅= n

n

i
i

i
a

C
)1(

1)1( , 

which can in turn be rewritten to give a in terms of C , i and n , like this: 

(s) 
1)1(
)1(

−+
+⋅⋅

= n

n

i
iCi

a . 

Note that (l) and (s) are identical. 

 

                                                                                                                                                                                                 
time period between the two values; and a constant present value will produce an increasingly larger future value 
with an increase in the supervening time period. Thus the future value of some present value is the latter plus the 
compounded interest accruing over the period of time between the two values, i.e. it is what the latter either is or 
would be if it was invested for a given time period.  

 


