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OF MARXTAN THEORY OF FOREIGN TRADE
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Budapest, Nov

Gyorgy Goncol

Marx intended to supplement his economic theory with a theory of

foreign trade but, for lack of

however, to Justify attempts simply to substitute the Ricardian scheme for

his own on this matter and as if, in criticizing tue Ricardian system, Marx
had considered a speciel critique of Ricardo's theory or foreign trade

unnecessary,

Marx's works contain numerocus references to foreign trade in general and

to the inanity of the Ricardian theory in particular,
the problem dges not concern an isolated part of economic theory.

It may be noteq that
Ricardo's

as well as Marx's vievs on foreign trade are organic perts of their-respective

systems, In fact, the problem
theory of value, What are the
difference between Ricardo and

concerns the international validity of the
principal characteristics of the fundamental
Marx in reference to international economic

relations; what are the historical background and class interests from which

these theorics Stermed?

Adam Smith angd Ricardo broke a lance against mercantilism,

of comparative costs is, as to
and antimercantilistic theory,

The principle
its point of departure and intent, definitely
The British mercantilists, the directors of

the East India Company, were pioneers in the fight for British werld trade

monopoly and in establishing this fight in theory.

The classical economists

considered it their aim to prove the permanence of Britian's world trade

monopoly,
capital, the limited nature of
market monopoly.

However, they attempted to prove, from the viewpoint of industrial

the methods of commercial capital in establishing

Marx furnishes a critique of the classical economists,

Critigue of the Principles of Comparative Costs

The principle or comparative costs, in an oversimplified formulation,

is &s follows:

productivity presumably becomes an export Industry.

07 two industrial branches the one operating with the greater

This development satisfies,

it was claimed, both the interests of the country in question and the optimum
international divigion of labor,

The theorem, as stated, is logically unassoailable,
seen, the premises are troublesome,

flovever, as will be
Moreover, the Ricardo-M:ill theorem was

calcualted to serve as a theoretical basis of the international division of

labor, which is an untenable assumption,

What are the premises?

1. To begin ¥'th, the principle of comparative costs disregards the

market problems of capitalism entirely,

need of a capitalistic country

Ricardo does not even mention the

for foreign markets. What Marx called

"Ricardo's dogma," namely, that no amount of capital exists that could not be
profitable invested domestically, is a crucial, tacit premise of the principle

of comparative costs,

v

According to Marx,

"... the expansion of foreign trade, which haa

been & basis of capitalistic production in the latter's infancy, became
an internal necessity and & concomitant of capitalisite production, Ricardo

completely ignored this aspect

of foreign trade."

-1 -
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2, This is closely related to what Marx called "Ricardo's false
theory of money," Money according to Ricardo is merely a means of ex-
change of products. Product is exchanged for product, malking supply equal
demand and eliminating the problem of market. In Marx's words, "... hovw
ridieulously Ricardo confuses money and product, as well as money and
currency, is shown by his statement: 'If it could be assumed that Zngland,
after a crop failure, needed grain import, while another countiry hed a
grain surplus but did not need other products, it follows logically that the

for money, becauge noney is a product which is not needed absolutely but
only relatively'", Ricardo's ridiculous statement expresses concisely his
false theory of money and the fact that he considers the problem of markets
nonexistent,

3. Ricardo, guided by antimercantilistic prejudices and objectives,
assumed that international trede balances are necessarily in equilibrium,
There is no need to explain that thisg assunption is clcsely related to his
false theory of money,

Both Adem Smith and Ricerdo, in arguing against the mercantilists,
endeavored to prove that the advantage derived from foreign trede cannot be
meesured by foreign trade balance. They claimed on the contrary, that
foreign trade produces the general advantages of the international division
of labor,

This theory, of course, contains a good deal of truth., It goes
beycnd the mercantilistic viewpoint and reflects the actual historical
progress from the ere of commercial capitalism to that of industrial
capitalism, However, in contrast to the mercantilists, who had overemphasized
the market problem and restricted it to the problem of foreign markets, Smith
and Ricerdo completely ignored it. Although the principle of comparative
costs cluims to replace the mercantilistic theory of international trade
balances, it is valid only on the a priori assumption of the equilibrium of
trade balences, In the case of completely free trade the trade balances are
automatically in equilibrium, according to the classical economists, ‘The
principle of comparative costs itself postulates the equilibrium of trade
balances. This however, is not a realistic postulate. It is based on
Ricardo's assumption, ridiculed by Marx, which ignores the marketing problem
and minimizes the role of money in international trade.

Actually, the principle of comparative costs is valid only if the
automatic equilibrium of trade balances is postulated. Such automatic
equilibrium can be assumed, hewever, only by ilgnoring the market problem
and accepting Ricardo's impossible viewpoint, This is the logical stumpling
block of the principle of comparative costs.

L, The principle of comperative cosis fails to throw light on the
competitive and progressive capabilitios of the national economy &s a whole
and on the relationship between export industry and total output. In contrast
thereto, Marx's analysis based an examination of the factors of the average
rate of profit explains both the disproportionate growth of export industries
and the capitalistic tendency of stimulating other industrial branches to
approximate the productivity of export industries,

The so-called underdeveloped countries are characterized by the
very fact that their export industries are isolated from the national economy
as a whole. Vor example, 0il production in Venczuela or copper mining in
Chile is much more an orcanic component of the national economy of the US
than of Venezuela ang Chile, respectively. The other industrial branches
in these countries, therefore, cannot advance to the level of productivity of
the export industry, and this failure prevents the national economy as a
vhole from attaining a higher level of productivity,

2.
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5. In the concept of the classicel economists, international division
of labor is patterned on the domestic division of labor, and the adherents
of free trade represant extreme individualism. Specifically, the provlem
may be stated as follows: in practice, international trade is conducted
beti=en individuel persons or firms; actually, however, it is trade between
nations., Smith ang Ricardo attempted to overcome this difficulty by assuming
tha® foreign trade as a whole is governed by the seme rules as the economic
aciions of the individual merchandise owners,

To what extent can the principle of comparative costs be considered
& basis for the international division of labor?

iticardo disrogurds the distinguishing churucteristics cl the
capitalistic vorld marlet, According to tarx, on the other hand, industrial
capitalism is characterized by "division of labor according to the location
of manufacturing indusiry,"” and this new kind of international division of
labor forms the basis of the cavitalistic -rorld LETiet,  In this connzcbion,
the question, also stressed by Marx and ingels, arises: whet 4s “he  Inter-
relation between foreign trade, production, and investmentsy TIr the 19th
century, this query wvas tantamount to the question of whether Lngland should
forever remain the center of mapufacturire industry, to which international
division of labor mus+ always adjust itzelf. The ansyw~- would have been
an unqualified "yes" on the basis or the principle of comparative costs,
Yet the developrient of the forces of production on a world-wide scale beyond
& certain level would thereby have been handicapped rather than advanced.
Economic backwerdness can be overcome only by swimming against the current
by the contravention of the so-called law of comparative costs,

The principle ol conparative costs is a static erinciple. Hance, the
prerequisites for oconomie bregress are mecessarily in conflict with it, Tha
crucinl question ray be Cormulated as follows: ihat sacrifice can be con-
sidered greater trom the viewpoints. of nationl and world econery/ -- surrender
ol etonamic developent for the advantages which may be derived Trom the

principle of comparative costs, or surrender of these adventages to gain
econonic advances?

Marx ridiculed the thesis of classical political econony which shales
that "free trade creates international division of lebor end thereby assigns
to each country the beuneh off croduccion which 5 uoce suiteble for e
naturel resources." li: uve g OF Lhur woanars o, lncon
in India who, in the :ense oo h TCLnATLL] L cus uB
evidently "predestined f'ron che beginning of
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International Validity of the Law of Value

S VTP FEN

On the basis or the foragoing considerations, thn
question us Torrulated by Marx is radically dirlerent . .
classical scononmists.  Ricerdo's thesis reads as follows: In che cagn i
froe trade, the principgle of conparative cogts assures to each pariicipant
of international trade certain advantages, whieh would not exist without
the velidity of thisg principle. lMarx's thesls is: In the case of I'rae
trade the underdeve loped country can be exploited by the economically rore
advanced country,

whinb oo

Marx clearly stated: “Currently there are certain branchas of incug
which dominate e11 others and assure SUPTRMACY in She weprly g
nations which hove developed those indusicios Lo the WU X
the adhercnis or Cren gy ‘wil b Unwers L HCVocne nulloe cun anicl,
itselfl at ine CiponEe o1 another meLion, there is no cause f'or being asioni
since the same gentlenen refuse to understand ho ope class can grow rich

at the cxpense of another class within the saie country, " Leter bo gub-
stituted the rollewing thesis for the rirele o e V2 CosLsr Yie
. more advenced country sells it prodicts sbove uheyr vl :
’ sell cheaper =han its cun T
also @ity couniy . v. 2 c o Lahe leauler case Lhe
SO Lavorabl, oot COUNTLY receven vodua Ly which erbody wzore lubor

than the produe .y SoVen in exenuun, ,, "
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Harx explained in detail how the law of valuz is rodiiiag in inter-
national relations, fle considered it the mogt important raetor that, in
the worlg market, productivity of labor has the sare veight as intensity
of lebor, unti] international competition cuupels uhe move productive
country to lewver i prices in a ratie corresponding to the increage in
international sroductivity, 'ig compared with loss intensive labor, intensive
rational loboy ETOUsC2t nore value o

ing Ghe stiae unit of time, and this
Burplus is expressed in more Lonay, "

The lav of valua in its internutionul apzlication is, however, evan
Tora modil'ied by ihe fuct that in the world market the more productise
national lubor alsoe counts for nor i~tense lzbor, unless Lhe nore
iroductive nation is compella by competition to reduce itg selling yrices
to the value of the preducts.
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Ricardo does not €ven raise the quest
market, The prinniple of comparative costs

excludes the intensity and Productivity of the national labor from the
scope of his investigation. According to Marx, "To the extent of the
development of capitalistic production in a country, the national intensity
and productivity of labor surpass the inte. ~atiopal level, Different
amounts of a cammodity produced in different countries during the same
length of work time Possess, therefore, une yuel internetional values
expressed in different prices, The relative value of money is, therefore,
less in economically more advanced couriries than in retarded countrieg,”

The gist of the entire line of thought is that an advanced country
produces & greater international value which is expressed in more money.
Put in another form, the international value of the total product of an
advanced country exceeds the domestic value, while the oppisite is true
of an underdeveloped country, As a result, in the distribution of the
surplus value resulting from the international division of labor and from
International trade there is a shift in favor of the advanced countries,
The capitalists in these countries reap the fruits of the increase in their
own productivity and of the increaged efforts of the underdeveloped countries,
Hence, the principle of comparative costs is replaced by the following
Marxian thesis: “Since, in international relations, the law of value ig
modified by the fact that in the world market the productivity of labor
counts as much as the intensity of labor, the lion's share, or even the

total, of the profit derived from international trade is appropriated by
the advanced countries,"

This thesis is proved by the terms of international trade between raw-
material-producing and industrial countries between 1876 and 1947, The
following table shows the amount of finished products which could be bought
for the proceeds of certain amounts of raw materials:

1876-1860 100.0 1911-1913 85.8
18601-1885 102.4 1.21-14u25 67.3
1886-18.0 6.3 1426-1430 73.3
15.1-1595 0.1 1531-1935 €2.0
1896-1500 67.1 1536-1930 €h.1
1901-1905 €46 1546-1947 68.7
1906-1410 8s.8

(See "Postwar Price Relations Between Underdeveloped and Industrialized
Countries," UN, 1543,)

These data are diumetrically ¢y osed to the Ricardian principle and
fully justiiy Marx's thesis. The authors oy the UN study therselves ware
forced to derive the Tollowing conclusion (see op, cit. w 115-11G):

"The long-range deterioration in the international rate of gouds ex-
changé to the detriment of mas-raterial-rroducing countries could be ex-
plained by the aifferent rate of growvth o, productivity in the preduction
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of raw materials ang finished Products, respectively. By assuming that
Productivity in the production of raw materials grows faster than that of
finished products, the deterioration in the international rate of goods
exchange would, naturally, be less alarming, It would merely mean that,

to the extent of raw material exports, the benefits of the increaged
Productivity are surrendered to the purchasers of raw materialg in the more
industrialized countries,

"Although statistical data on the change of productivity in rav-material
producing-countries ang in countries producing finished goods are practically
nonexistent, the above explanation may be rejected, There ig bardly any
doubt that productivity in industrialized countrieg 1s growing faster than
in the underdeveloped countries. This is borne out by the fact that the
standard or living in the industrialized countries rose faster during the
reriod under reviev, that is, from 1870 to the Present. For this reason, the
changes in the terms of international goods exchange do not mean that the
benefits of increased productivity in Taw-material production were surrendered
to the industrializeq countries, On the contrary, they show thet, through
the differential between the prices paid for imported finigheqd products and
those received for their rev-materiel exports, the underdeveloped countrieg
contributed to the rise of the standard of living in the industrial countries
without recelving equivalent compensation for the enhancement of their own
standard of living,"

The answer of the classical economists and their epigoni, the vulgar
economists, would be that the solution 1jes not in the industrization or the
underdeveloped areas (because Lthey could import industrial Tinished products
cheaper than they could produce them) but ip abandoning production for export
at increasingly larger losses,

In the domestic fieldq, noncumpetitive producers are eliminated by
competition. Demand is satisfied, in final analysis, by producers who can
produce commodities with the amount of labor which ig socially bDecessary, A
producer whe uses a greater amount of labor Tor a prolonged preriod cannot
operate profitably and ig Sooner or later forced out of business, This is
the pattern underlying the structure of capitalistic national economy and
modern social division of labor,

However, international division of labor ceme into being differently. The
deterioriation of the terms orf international trade does not force a non-
cempetitive country to abandcn production. On the contrary, it is often
instrumental in increasing production and, theref'ore, leads to a further
detoriorizstion in the terms or internztionnl f¥ede, An excegtion ig when a
country is subjeciea by rforce L0 anothoar country and its total production
is adapted to the industrial needs oy the congueror,

In the first half of the 19th century, both India and the US were
cotton growers. According to the Principle of comparative costs, it was
Ore reasonable for India to confine itself to cotton growing and export
and to receive in exchange the cheap cotton goods which ruined the Indian
handicraft industry, The US gave up this advantage and abolished the so-
called law of comparative costs as it did so many other laws proclaimed by
England., 1India followed the exumple of the US only a century later, and
currently it seems as if', in the sense of the principle of comparative costs
it were England's turn to abandon textile rroduction for India's benetit, In
fact, the English economists are beginning to wonder whether the principle of
comparative costs is as valiq a5 it was believed to be Tor a century,

The situtation changes radically by the transition of' the national
economy into moncpolistic capitalism, when the nroblem concerns not only
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Al this stage, the capltalistic world market is no longer based on the
international division of labor according to “twdustrial centers but rather
on a division of labor which best satisflies the interests and commercial
requirements of monopolistic capital, specificelly of the monopolistic
capital which is the strongest in international relations.

It is impossible to speak of equivalent trade between an advanced
creditor and a backward debtor. The role of money in international trade
increases at a geometrical ratio, Intermational trade is no longer simply
& vehicle of profit but that of maxium profit, a circumstance which is not
only inconsistant with equivalent trade but directly postulates nonequivalent
trade.

In trade between an advanced creditor and a backward debtor the latter
needs money, & fact which, through the balance of payments and foreign ex-
change rates, affects the terms of international trade. In monopolistic
capitalism as a world economic system, the question concerns not merely the

This is the fundamental reason why, in the current rotting stage ot
capitalistic developrent, the capitalistic world market is becoming in-
creasingly incapable of functioning and the capitalistic world economic
system has begun to disintegrate,

At this stage, it is no longer a gquestion of the capitalists of the
advanced countries reaping the benefits of increasing productivity through the
mechanism of international trade; the question now involves a ransom imposed
by noneconomical compulsion. This fact is reflected by the transfer
problem, which is becoming the central drawback of international trade.

The characteristics of monopolistic capitalism stem directly from the
international economic conditions which prevailed during the preceding exa
of free trade. In other words, cn the basis of Marx's analysis it is
possible to proceed Lo the enalysis and understanding of the new conditions,
On the other hand, the Ricardien theery leads inte a bling alley beceuse, as
revealed by Marx's critigue, it was Loo limited und superficial even in
analyzing the capitalisr of Cree trode,

Prerequisltes of Econenic Develeoment and Forelgn Trade

free brade may he
ant (2) it dig
P lew off cvercrizing
If these twe problens

Such disresard, how-
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regards the problem of econ
econclic backwardness within the fvar
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vive corte and She Rieanc
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Ca.

The Ricnrdo-Say law was disp-oved when the problem of mavkets assumed un-
precedented dimensions during the zeneral crisis of capitalism. The cverthrow
of this century-cld false law is currently called by the vulgar economists the
"Keynesian revolution."
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Attacks agalnst the principle of comparative costs began in the second phase
of the general crisis of capitalism, when the problem of underdeveloped markets
became acute. Prebisch, the present Minister of Finance of Argentina, in his
work "The Economic Development of Latin America and Its Main Problems,” published
in 1950, made the following statement: "In Latin America, reality is undermin-
ing the absolute scheme of the international division of lebor, which gained great

importance during the 19th century and, as a theory, exercized considerable in-
fluence until recently."

Currently, the foremost trend in capitalistic international trade is toward
an increese of the backwardness of underdeveloped countries and a growing imbal-
ance of capitalistic world trade. Underdeveloped countries, therefore, cannot

look to capitalistic foreign trade for a rise in their national income and stand-
ard of living. Instead, they must

A. According to the principle of comparative costs, a comodity which can
be imported advantageously is not worth producing in the importing country. On
the basis of this principle, an underdeveloped country can never improve its
supply of industrial articles. A statistical teble published by the UN shows
that, in the period 1926-1929 in the US, per-capita production of Tinished goods
totaled 262 dollars [per year] and per-capita exports of finished goods were 8
dollars, leaving & per-capita supply of 254 dollars for thz population. At the
same time, the per-capite supply of several industrial countries averaged 104
dollers. During the same period the per-capita supply o’ industrial finished
goods in China and India amounted to 3 dollars, and in 411 the underdeveloped
countries it averaged 13 dollars.

"A simple calculation
trade will solve the problem of
assune that in these countries t

shows why these areas cannot expect that foreign
their supply in industrial products. Let us

he per-capita supply of industrial preducts in-
creases to one half of that of industrialized countries, ov 52 dollars. In such

case their imports of finished soods would have to increase L5 fold to a total

of 69 billion dollars, a sum equal to double the total international trade (raw
materinls and industrial products together) or to the total [annual?] manufac-

tvred production of the industrialized countries in 1926-1929.

"It is difficult to imagine how tiese cou
raw material exports to an extent that would provide cover for such large-scale
imports. There is no need %o analyze this comparison further. Clearly, in prac-
tice, it is impossible to bridge by international trade the huge differences in
the supply of manufactured products which exist in different countries.” (Indus-
trialization and Foreign Trade, UN, New York, 1945, pp 22-23)

ntries could increase their

B. The 1954 annual report of GATT on Internationsal trade points out, that,
during the period 1938-1952, food exports from industrialized %o underdeveloped
countries more than doubled, while in the opposite direction they increased only
30 percent. "The per-capita food supply of industrialized areas during the same
beriod increased, in terms of 1950 prices, from 140 dollars to 160 dollars, while

in underdeveloped areas it remained virtually unchanged at 4o dollars." (Le Com-
merce international, Geneva, 1955, p 2k}
A ]

C. From 1939 to 1952, trade increased by only 7.3 percent between indus-
trialized and nonindustrislized areas and by as much as 16.3 percent for the
vorld as & whole. (Ibid., p 29)
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fell to the share of industrialized countries. A recent study published by the
British Ministry of Finance states that, in the period of 1948-195%, commerce
between industrial and raw-material-producing countries increased by 33 percent
as compared with an increase of 57 percent between industrial countries. "It
is evident that the boom of recent years was not accompanied by a proportionate
growth in the demand for raw materials and, therefore, in the income of raw.
material-producing countries." (Bulletin for Industry, London, September 1955)

E. Louis H. Bean (International Industrielization and Per Capita Income,
National Economic Research Institute, New York, 1946, Vol VIII, p 123) arrived
at the conclusion that "if it were possible to change the distribution of the
population of the world from the present 6o percent in agriculture to 40 percent,

the general productivity, income, and standard of living would show a tremendous
rise."

In this statement the emphasis lies on industrialization, that 1s, onm

dless of the advantages which

labor according to the prin-
ciple of comparative costs. For this reason, Professor Viner, in a series of

lectures given at the National University of Brazil, indignantly rejected Bean's
views, including the stetement that “presumably, the small per-capita income cof

Chine and India could be doubled by channeling 15 percent of their manpower awvay
from food production to other fields of production, while their national income

could be trebled by an additional shift of 10 percent." (Ibid., page 123.)

Foreign Trade and Socialist International Division of Labor

Since Ricardo's theory of foreign trade has, at the hands of certain econo-

mists, undergone an enmphemeral. renaissance, a few further comments appear to be
to the point.

A. Socialist industrialization cannot satisfy the principle of comparative
costs, unless the countries engaged in building socialism renounce their economic
independence, stop fighting for thelr emancipation from the influence of the cap-
itelistic world market, and decide to continue paying a permanent and increasing
"ransom" in Lenin's senge. Lenin and Stalin clarified this problem in their fight
against rightist deviationism. Marx's theory i '
vork "The Importance of Gold at Present and After the Fipal Victory of Socialism, "
in vhich he advised that we "howl with the wolves" until we become stronger.

B. Ac to the socialist world market, the question may be asked why +the
principle of comparative costs rannot become, theoritically, the regulator of J
socialist internetional division of labor. The ansver is that the socialist world ‘
market is an organized market and that the principle of comparative costs hes va-
1lidity only within the framevork of the anarchy of international production.

The new world market did not arise, and does not function, spontaneously ‘
but as a product of planned cooperation between socialist countries through the )
coordination of national econonic plans, including plans governing foreign trade.
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