
Ricardo, On the Principles of Political Economy and Taxation, Chapter 4: On Natural Price and Market Price                     Version: 27 July, 2022 

1 

Chapter 4: On Natural and Market Price 
Ricardo turns his attention to the effect of demand and supply. Although the ‘foundation of value’ of 
commodities is the quantity of labour necessary for their production, ‘[i]n the ordinary course of events, 
there is no commodity which continues for any length of time to be supplied precisely in that degree of 
abundance, which the wants and wishes of mankind require, and therefore there is none which is not 
subject to accidental and temporary variations of price.’1 But these variations are self-correcting. ‘Whilst 
every man is free to employ his capital where he pleases, he will naturally seek for it that employment 
which is most advantageous; he will naturally be dissatisfied with a profit of 10 per cent., if by removing 
his capital he can obtain a profit of 15 per cent.’2 Capital is accordingly apportioned in function of the 
variations of price.3 ‘With the rise or fall of price, profits are elevated above, or depressed below their 
general level, and capital is either encouraged to enter into, or is warned to depart from the particular 
employment in which the variation has taken place.’4

In all rich countries, there is […] what is called the monied class; […] men are engaged in no trade, 
but liv[ing] on the interest of their money, which is employed in discounting bills, or in loans […]. 
[…] The capital so employed forms a circulating capital of a large amount, and is employed, in 
larger or smaller proportions, by all the different trades of a country. There is perhaps no 
manufacturer, how-ever rich, who limits his business to the extent that his own funds alone will 
allow: he has always some portion of this floating capital, increasing or diminishing according to the 
activity of the demand for his commodities. When the demand for silks increases, and that for cloth 
diminishes, the clothier does not remove with his capital to the silk trade, but he dismisses some of 
his workmen, he discontinues his demand for the loan from bankers and monied men; while the 
case of the silk manufacturer is the reverse: he wishes to employ more workmen, and thus his 
motive for borrowing is increased: he borrows more, and thus capital is transferred from one 
employment to another […].

 

But it is not the case that capitalists – the ‘owners of stock’ – limit themselves to the application of their 
own capital in production.  
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Ricardo emphasises that all this constitutes a process: it takes time. In a paragraph unique to the third 
edition (of 1821), he notes that ‘the termination of the war has so deranged the division which before 
existed of employments in Europe, that every capitalist has not yet found his place in the new division 
which has now become necessary.’
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1 David Ricardo, Principles of Political Economy and Taxation, in Pierro Sraffa (ed.), The Works and Correspondence of 
David Ricardo, vol. 1 (Indianapolis, 2004) (hereafter P), p. 88. 
2 P, p. 88. 
3 And profits, therefore, exhibit thge tendency to equalise. However, ‘A capitalist, in seeking profitable 
employment for his funds,will naturally take into consideration all the advantages which one occupation 
possesses over another. He may therefore be willing to forego a part of his money profit, in consideration of the 
security, cleanliness, ease, or any other real or fancied advantage which one employment may possess over 
another.’ (P, p. 90) 
4 P, p. 88. 
5 P, p. 89. 
6 P, p. 90. 

 But the adjustment is still real: ‘[i]t is […] the desire, which every 
capitalist has, of diverting his funds from a less to a more profitable employment, that prevents the 
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market price of commodities from continuing for any length of time either much above, or much 
below their natural price.’7

Ricardo concludes that, when dealing with the ‘the laws which regulate natural prices, natural wages and 
natural profits’, he will disregard any disturbances caused by ‘by any temporary or accidental cause’.
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7 P, p. 91. And Ricardo acknowledges that he is doing nothing new here. ‘In the 7th chap[ter] of the Wealth of 
Nations all that concerns this question is most ably treated.’ 
8 P, p. 92. 

 


