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Chapter 7: On Foreign Trade 
I  The value of imported foreign goods1

The value of the foreign goods imported into a country is determined by the value of the domestic goods 
exchanged for them, and will be equal to the value of these domestic goods, plus profit. If the prevailing 
rate of profit is 20%, then, a merchant who sells £1,000 of domestic produce will be able to procure 
foreign goods which she will be able to sell for £1,200. Should she be able to sell these goods ‘for more 
than £1,200, the profits of this individual merchant would exceed the general rate of profits, and capital 
would naturally flow into this advantageous trade, till the fall of the price of wine had brought every 
thing to the former level.’

 

2  Given this, how many goods are procured for a given price is immaterial: 
‘we should have no greater value, if by the discovery of new markets, we obtained double the quantity 
of foreign goods in exchange for a given quantity of ours.’3

If my revenue had been £1000, with which I purchased annually one pipe of wine for £100 and a 
certain quantity of English commodities for £900; when wine fell to £50 per pipe, I might lay out 
the £50 saved, either in the purchase of an additional pipe of wine, or in the purchase of more 
English commodities. If I bought more wine, and every wine-drinker did the same, the foreign 
trade would not be in the least disturbed; the same quantity of English commodities would be 

 (Ricardo thus emphasises the difference 
between the value of a given mass of goods, and the size of the mass—in Marx’s terms, between wealth 
and value.) 

 

II The rate of profit in foreign trade and the rate of profit in general 

Ricardo opposes himself to the notion that the high rates of profit enjoyed by the foreign trade 
merchants will act to raise the general profit rate. The argument, which he imputes to Adam Smith, says 
that if the rate of profit on foreign trade is higher than on domestic manufacture, then capital will move 
out of the production of the latter in favour of the former, such that the supply of manufactured goods 
will fall and their price will rise, raising profits. He believes that profit rates will indeed equalise, but he 
does not believe that in the circumstances described the high profit in foreign trade will raise the profit 
rate in other activities; rather, the prevailing rate of profit elsewhere will force the high rate of profit in 
foreign trade down to the prevailing average. 

Ricardo argues that capital will not be withdrawn from domestic manufacture in the absence of a fall in 
demand, and if it is withdrawn in these circumstances, the price of these goods will not rise. 

If the quantity of domestically produced goods exchanged for foreign goods does not change, then the 
demand for domestic goods will remain the same too, and the amount of capital dedicated to their 
production will remain the same as well. If the price of foreign commodities should fall (and the quantity 
imported remain the same), then this may bring about a rise in the demand for domestic manufactures, 
for the domestic consumer will have more disposable revenue. But in these circumstances there will 
also be more capital available for the production of domestic manufactures, for less capital will be 
dedicated to the production of the domestic goods for which the foreign goods will be exchanged, and 
neither domestic profits nor the prices of domestic goods will rise.  

                                                 
1 Where I insert my own subheads they appear, as here, in sans serif type. 
2 David Ricardo, Principles of Political Economy and Taxation, in Pierro Sraffa, The Works and Correspondence of David 
Ricardo, vol. 1 (Indianapolis, 2004) (hereafter P), p. 128, abbreviations altered. 
3 P, p. 128, punctuation altered. 
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exported in exchange for wine, and we should receive double the quantity, though not double the 
value of wine. But if I, and others, contented ourselves with the same quantity of wine as before, 
fewer English commodities would be exported, and the wine-drinkers might either consume the 
commodities which were before exported, or any others for which they had an inclination. The 
capital required for their production would be supplied by the capital liberated from the foreign 
trade.4

There are two ways that capital may be accumulated (by ‘capital’ here

 
5

but if the commodities obtained at a cheaper rate, by the extension of foreign commerce, or by the 
improvement of machinery, be exclusively the commodities consumed by the rich, no alteration 
will take place in the rate of profits. The rate of wages would not be affected, although wine, 
velvets, silks, and other expensive commodities should fall 50 per cent., and consequently profits 
would continue unaltered.

 Ricardo means monetary 
wealth): either through an increase in revenue, or through an increase in saving. If my profits rose from 
£1,000 to £1,200 and my expenditure remained the same, I would accumulate £200. If my profits 
remained the same and my expenditure fell by £200, I would again accumulate £200. If a merchant sells 
£1,000 of domestic goods and wishes to realise a profit of 40% then she must either sell the domestic 
goods for £857 2s. 10d. or sell the imported goods for £1,400 rather than £1,200, but in the first case 
her revenue would remain unchanged. If the introduction of machinery means that the goods I buy fall 
in price by 20% then I would accumulate just as effectively as if my revenues had increased by 20%, but 
in the first case my profit would have remained unchanged. The effect of importing cheap foreign 
goods would be  the same as cheapening the manufacture of domestic goods: capital would be 
accumulated but revenue would remain unchanged. 

This is important because central to Ricardo’s argument is the proposition that the only way to increase 
profits is to reduce wages; profits can never, at least not permanently, be raised through the increase in 
revenue. A reduction in the necessities on which wages are spent, either through the introduction of 
machinery or the importation of cheap foreign goods, would have the effect of reducing wages, and 
hence of raising profits. But this effect only comes about if the goods affected are those consumed by 
the wage earners: 

6

                                                 
4 P, pp. 130-31, abbreviations altered. A ‘pipe’ was a cask unit of measurement of wine, and was equal to half a 
tun. In modern units, it would have been a little less than 500 litres.   
5 P, p. 131. 
6 P, p. 132. 

 

Foreign trade in and of itself, then, beneficial as it is to a country in that it may increase the variety of 
goods on which revenue may be expended, and also, through the cheapening of commodities on which 
revenue is expended, that it can lead to an increase in the accumulation of capital, will not lead to the 
raising of profits except in the case that it cheapens wage goods. 

(The same can be said about domestic trade. Improvements in transport and increases in the 
productivity of labour do not raise profits insofar as they only act on the price of commodities; only 
those measures that reduce the wages of labour will raise profits. But what raises profits will not lower 
the price of commodities.) 

 

 

 



David Ricardo, On the Principles of Political Economy and Taxation 
Chapter 7: On Foreign Trade 

Version: 3 March, 2023 

3 

III  The regulation of relative prices in international trade 

The regulation of relative price between countries is not the same as the regulation of relative price 
within a country. 

Countries are different, and lend themselves to producing different kinds of products (in the language 
of neoclassical economics, they have different sets of ‘factor endowments’). 

Under a system of perfectly free commerce, each country naturally devotes its capital and labour to 
such employments as are most beneficial to each. This pursuit of individual advantage is admirably 
connected with the universal good of the whole. By stimulating industry, by rewarding ingenuity, 
and by using most efficaciously the peculiar powers bestowed by nature, it distributes labour most 
effectively and most economically: while, by increasing the general mass of productions, it diffuses 
general benefit, and binds together by one common tie of interest and intercourse, the universal 
society of nations throughout the civilized world. It is this principle which determines that wine 
shall be made in France and Portugal, that corn shall be grown in America and Poland, and that 
hardware and other goods shall be manufactured in England.7

It will appear then, that a country possessing very considerable advantages in machinery and skill, 
and which may therefore be enabled to manufacture commodities with much less labour than her 
neighbours, may, in return for such commodities, import a portion of the corn required for its 
consumption, even if its land were more fertile, and corn could be grown with less labour than in 
the country from which it was imported.

 

Within the domestic sphere, the movement of population and capital (money) serves to equalise profits, 
but since population and capital do not move between countries profit rates are not equalised 
internationally. 

The quantities of goods exchanged between countries is thus not determined by the quantities of labour 
devoted to their production, as it is within countries. 

For example. Both Portugal and England consume wine, and cloth. The wine that is consumed in 
Portugal costs 80 person-years to produce, and that in England 120 person-years, while the cloth that is 
consumed in Portugal would cost 90 person-years, and the cloth produced in England 100 person-
years. We assume (although Ricardo does not say this, but without this assumption his example does 
not make sense) that the quantity of cloth consumed in Portugal and England is the same and that the 
quantity of wine consumed in Portugal and England is the same as well. If it is obvious here that if 
England exchanged the cloth it cost 100 person-years to make for the wine that it cost Portugal 80 
person-years to make then both countries would have the quantities of both commodities they required 
with the expenditure of less labour. 

(Ricardo notes the following in a footnote. 

8

Such an exchange could not take place between the individuals of the same country. The labour of 
100 Englishmen cannot be given for that of 80 Englishmen, but the produce of the labour of 100 
Englishmen may be given for the produce of the labour of 80 Portuguese, 60 Russians, or 120 East 

) 

This would, Ricardo notes, be an unsustainable state of affairs regarding trade within a single country. 

                                                 
7 P, pp. 133-4. 
8 P, p. 136. ‘Two men can both make shoes and hats, and one is superior to the other in both employments; but 
in making hats, he can only exceed his competitor by one-fifth or 20 per cent., and in making shoes he can excel 
him by one-third or 33 per cent.;—will it not be for the interest of both, that the superior man should employ 
himself exclusively in making shoes, and the inferior man in making hats?’ 
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Indians. The difference in this respect, between a single country and many, is easily accounted for, 
by considering the difficulty with which capital moves from one country to another, to seek a more 
profitable employment, and the activity with which it invariably passes from one province to 
another in the same country.9

Of course, if it were possible to transfer the capital and labour-force necessary from England to 
Portugal it would be to the advantage of both countries that the whole of the wine and cloth necessary 
be produced there (and in this case ‘the relative value of these commodities would be regulated by the 
same principle, as if one were the produce of Yorkshire, and the other of London’

 

10

But cloth and wine must be sold, and those that sell them must make a profit: ‘cloth cannot be 
imported into Portugal, unless it sell there for more gold than it cost in the country from which it was 
imported; and wine cannot be imported into England, unless it will sell for more there than it cost in 
Portugal.’

). 

11

without the necessity of money passing from either country, the exporters in each country will be 
paid for their goods. Without having any direct transaction with each other, the money paid in 
Portugal by the importer of cloth will be paid to the Portuguese exporter of wine; and in England 
by the negotiation of the same bill, the exporter of the cloth will be authorized to receive its value 
from the importer of wine.

 

If it were simply a question of barter, Ricardo says, then England would be required to make the 
appropriate quantity of cloth cheap enough in terms of labour so that it would receive more wine in 
exchange for it than England could make itself deploying the same amount of labour to making wine. 
The same would be true for Portugal: it would have to be able to make wine cheaper in labour than it 
could dedicate to cloth so that the cloth from England exchanged for the wine would cost it less than it 
would if the cloth were produced domestically. 

Suppose that the price of producing a pipe of wine in England was £50 a pipe, and in Portugal £45, 
and the price of producing a certain quantity of cloth in England was £45, and in Portugal £50. A 
merchant could buy a pipe of Portuguese wine and sell it in England at a profit of £5, and buy cloth in 
England and sell it in Portugal for a profit of £5. produce a certain amount of  Portuguese wine would 
be exchanged for English cloth with a profit of £5 for each. 

How might these operations be financed? A Portuguese importer of English cloth can purchase a bill 
of exchange from a Portuguese banker and then pass the bill to the exporting merchant, based in 
England; this merchant will then send the cloth. If the English-based merchant wishes to import wine 
from Portugal, then the same bill of exchange can be used to pay for it. In this way, 

12

Now let us suppose that a more productive way of producing wine is introduced in England, such that 
it is now possible to produce it for £45 a pipe. Now the exporter of English cloth will no longer import 
Portuguese wine, and she will have to discount the bill in England. Money—specie—will now flow 
from Portugal to England. But (argues Ricardo, a partisan of the quantity theory of money) this flow of 

 

 

IV  International trade and the value of money 

                                                 
9 P, pp. 135-6. 
10 P, p. 136. 
11 P, p. 137. 
12 P, p. 139. 
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specie will lower prices in Portugal and raise them in England, and if this continues, then there will be a 
point where the trade in cloth between the two countries will cease too, for cloth will become cheaper 
in Portugal compared to England. 

It is thus that the money of each country is apportioned to it in such quantities only as may be 
necessary to regulate a profitable trade of barter. England exported cloth in exchange for wine, 
because, by so doing, her industry was rendered more productive to her; she had more cloth and 
wine than if she had manufactured both for herself; and Portugal imported cloth and exported 
wine, because the industry of Portugal could be more beneficially employed for both countries in 
producing wine. Let there be more difficulty in England in producing cloth, or in Portugal in 
producing wine, or let there be more facility in England in producing wine, or in Portugal in 
producing cloth, and the trade must immediately cease.13

Given that ‘[m]oney would in some degree have changed its value in the two countries,’

 

But with the change in productivity in English wine production English labour can be applied more 
productively in wine production, stopping the importation of wine from Portugal, which then brings 
about a redistribution of specie, which in turn stops the trade in cloth. The result now (although 
Ricardo now here seems to have forgotten the effect the changes in price brought about by the new 
monetary arrangements) is that in England wine would be now cheaper than before (than when it was 
imported from Portugal) and cloth would be more expensive (because of the rise in English prices), 
while in Portugal both wine and cloth could be purchased more cheaply. 

14

Thus then it appears that the improvement of a manufacture in any country tends to alter the 
distribution of the precious metals amongst the nations of the world: it tends to increase the 
quantity of commodities, at the same time that it raises general prices in the country where the 
improvement takes place.

 the total 
volume of manufactures, expressed in money terms, will fall. 

15

In the former part of this work, we have assumed, for the purpose of argument, that money always 
continued of the same value; we are now endeavouring to show that besides the ordinary variations 
in the value of money, and those which are common to the whole commercial world, there are also 
partial variations to which money is subject in particular countries; and in fact,1 that the value of 
money is never the same in any two countries, depending as it does on relative taxation, on 
manufacturing skill, on the advantages of climate, natural productions, and many other causes.

 

Ricardo is aware that he has introduced a new element into his argument. 

16

None of this will affect profits, Ricardo reminds us. Profits depend on wages, and not on nominal 
wages, but real wages: ‘not on the number of pounds that may be annually paid to the labourer, but on 
the number of days’ work, necessary to obtain those pounds.’

 

17

It has been my endeavour carefully to distinguish between a low value of money, and a high value 
of corn, or any other commodity with which money may be compared. These have been generally 
considered as meaning the same thing; but it is evident, that when corn rises from five to ten 

 

Further on in the text, Ricardo observes the following. 

                                                 
13 P, p. 140. 
14 P, p. 141. 
15 P, p. 141, punctuation altered. 
16 P, pp. 142-3, spelling altered. 
17 P, p. 143. 
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shillings a bushel, it may be owing either to a fall in the value of money, or to a rise in the value of 
corn.18

The ‘value of money’ will vary according to the cost of producing it, and its quantity. ‘In the early states 
of society, when manufactures have made little progress, and the produce of all countries is nearly 
similar, consisting of the bulky and most useful commodities,’

 

19 what will determine the value of money 
is the cost of its production, its value ‘in different countries will be chiefly regulated by their distance 
from the mines which supply the precious metals’.20 However, ‘as the arts and improvements of society 
advance, and different nations excel in particular manufactures, although distance will still enter into the 
calculation, the value of the precious metals will be chiefly regulated by the superiority of those 
manufactures.’21

The movement of specie between countries in function of the trade in goods will then determine prices 
to such a level that trade will then balance, such that, abstracting from changes in the productivity of 
labour relative prices will be determined at a level which coincides with the distribution of specie. 
Disturbances to the system (through the change of the absolute value of commodities) will lead to a 
redistribution of specie, a new set of  relative prices and a new equilibrium state. The exchange rates 

 

A rise in the price of corn may then occur for two different reasons. It may occur because corn itself 
rises in value, because of the need to use increasingly poor land to feed a rising population. But it also 
may occur because of a fall in the value of money. An improvement in the machinery used in 
manufactures, if it results in an increase in exports, will lead to an influx of specie and a fall in its value 
(and hence a rise in the price of everything else). 

(Because Ricardo does not really have a labour theory of value as such, and does not distinguish 
between value and exchange-value or price, he cannot distinguish between cases where the price of a 
commodity rises because its value rises—because it costs more labour to produce it—and those cases 
were, for example in the case of there being an excess of demand over supply, price diverges from 
value. The rise in prices owing to an inflow of specie into a country—even allowing for the possibility 
of an inflow of specie causing a rise in prices—would not be due to a fall in the value of the money 
commodity but a fall in its price below its value.) 

The consequences of a rise in the price of corn as a consequence of a rise in its value will have a 
different effect than a rise in its price because of a fall in the value of money. A rise in corn as a 
consequence of a rise in its value (because poorer quality land has had to be used to produce food, say) 
will bring about a fall in profits. A rise in the price of corn because of a fall in the value of money will 
not, because a fall in the value of money will occasion a general rise in prices and will likewise increase 
the manufacturer’s income. 

(It is also the case that a fall in the value of money because of an ‘improvement in the facility of 
working the mines’ will occasion a rise in prices but this will affect all countries and all commodities 
equally.) 

 

V   Exchange rates and international relative prices 

                                                 
18 P, p. 145. 
19 P, pp. 143-4. 
20 P, p. 144. 
21 P, p. 144. 
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that obtain between currencies are determined by the relative value of money in the countries 
concerned (which is the meaning behind Ricardo’s remark that the 

higher value of money will not be indicated by the exchange; bills may continue to be negotiated at 
par, although the prices of corn and labour should be 10, 20, or 30 per cent higher in one country 
than another. Under the circumstances supposed, such a difference of prices is the natural order of 
things, and the exchange can only be at par, when a sufficient quantity of money is introduced into 
the country excelling in manufactures, so as to raise the price of its corn and labour.22

However, countries prohibiting the export of gold will be able to prevent their commodity prices from 
rising (and countries prohibiting the import of gold theirs from falling). This state of affairs though—
an artificially overvalued (or undervalued) domestic money, and artificially deflated or inflated prices—
would now mean that a country’s exchange rate would be artificially high or low. ‘If England were the 
manufacturing country, and it were possible to prevent the importation of money, the exchange with 
France, Holland, and Spain, might be 5, 10, or 20 per cent. against those countries.’

 

23

The effects are similar to those which follow, when a paper money, not exchangeable for specie at 
the will of the holder, is forced into circulation. Such a currency is necessarily confined to the 
country where it is issued: it cannot, when too abundant, diffuse itself generally amongst other 
countries. The level of circulation is destroyed, and the exchange will inevitably be unfavourable to 
the country where it is excessive in quantity: just so would be the effects of a metallic circulation, if 
by forcible means, by laws which could not be evaded, money should be detained in a country, 
when the stream of trade gave it an impetus towards other countries.

 The result is the 
same as that that would be provoked by an excessive issue of unconvertible paper money:  

24

Once trade has balanced, in other words once ‘each country has precisely the quantity of money which 
it ought to have,’

 

25 prices may differ between countries because of the continued difference in 
conditions of production for various commodities. Nevertheless, ‘[o]ne hundred pounds in England, or 
the silver which is in £100, will purchase a bill of £100, or an equal quantity of silver in France, Spain, 
or Holland.’26

In speaking of the exchange and the comparative value of money in different countries, we must 
not in the least refer to the value of money estimated in commodities, in either country. The 
exchange is never ascertained by estimating the comparative value of money in corn, cloth, or any 
commodity whatever.

 

But here again we come up against the problem of the absence of a reliable measure of value. 

27

The value of money can be compared across countries however ‘by estimating the value of the currency 
of one country, in the currency of another.’

 

28

If a bill on England for £100 will purchase the same quantity of goods in France or Spain, that a 
bill on Hamburgh for the same sum will do, the exchange between Hamburgh and England is at 

 It may also be determined by reference to some standard 
independent of the two questions in question. 

                                                 
22 P, p. 146, spelling and punctuation altered. 
23 P, pp. 146-7. 
24 P, p. 147. 
25 P, p. 147. 
26 P, p. 147. 
27 P, p. 147. 
28 P, p. 147. 
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par; but if a bill on England for £130, will purchase no more than a bill on Hamburgh for £100, the 
exchange is 30 per cent against England.29

Those [i.e., of us] who maintained that our currency was depreciated during the last ten years, when 
the exchange varied from 20 to 30 per cent against this country, have never contended, as they  
have been accused of doing, that money could not be more valuable in one country than another, 
as compared with various commodities; but they did contend, that £130 could not be detained in 
England, unless it was depreciated, when it was of no more value, estimated in the money of 
Hamburgh, or of Holland, than the bullion in £100.

 

For reasons of state financing, during the Napoleonic wars the convertibility of Bank of England 
banknotes had been suspended, and Ricardo was a prominent supporter of the ‘bullionist’ school of 
political economists and bankers, who supported convertibility. He now makes reference to this debate. 

30

By sending £130 good English pounds sterling to Hamburgh, even at an expense of £5, I should be 
possessed there of £125; what then could make me consent to give £130 for a bill which would 
give me £100 in Hamburgh, but that my pounds were not good pounds sterling?—they were 
deteriorated, were degraded in intrinsic value below the pounds sterling of Hamburgh, and if 
actually sent there, at an expense of £5, would sell only for £100.

 

The suspension of convertibility (which was only lifted in 1821, four years after the publication of the 
first edition of the Principles) had, in the mind of the bullionist school, the effect of depreciating the 
British currency. 

31

Once again, however, the problem of the standard of value arises once again. ‘value with 130l. in silver 
or gold. ‘Some indeed more reasonably maintained, that £130 in paper was not of equal value with 
£130 in metallic money; but they said that it was the metallic money which had changed its value, and 
not the paper money.’

  

32

The nations of the world must have been early convinced, that there was no standard of value in 
nature, to which they might unerringly refer, and therefore chose a medium, which on the whole 
appeared to them less variable than any other commodity. To this standard we must conform till 
the law is changed, and till some other commodity is discovered, by the use of which we shall 
obtain a more perfect standard, than that which we have established. While gold is exclusively the 
standard in this country, money will be depreciated, when a pound sterling is not of equal value 
with 5 dwts. and 3 grs. of standard gold, and that, whether gold rises or falls in general value.

 In the absence of an invariable substitute, the only practical alternative is gold 
itself. 

33

                                                 
29 P, pp. 147-8 abbreviations and punctuation altered. 
30 P, p. 148, abbreviations altered. 
31 P, p. 148, abbreviations altered. 
32 P, p. 149. 
33 P, p. 149. ‘Dwt.’ stands for ‘deadweight tonnage’, and is a measure of the maximum cargo capacity of a ship. 
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