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Summary

This paper contributes to a testament of 
the conclusions of Manoilescu, the validity of 
which we test analytically. We develop a model 
proving that the Manoilescu assumption can 
be integrated into a Ricardian setting. We 
find that in some cases, traditional domestic 
sectors should be protected, even if the law 
of comparative advantages suggests another 
solution. 
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1. Introduction 

Manoilescu’s writings on protectionism 
comprise repeated attacks against 

the Ricardian theory of external trade. 
They present a way to develop and launch 
an original, albeit not perfectly rigorous 
critique against the classical theory of the 
advantages of trade, as much as to make a 
systematic overview of own views. The latter 
are based on different assumptions about 
labor productivity, which lacks in Ricardo’s 
approach as presented in Chapter 7 of 
the Principles. It is difficult to completely 
subscribe to Manoilescu in this assessment 

of whether there is an underlying assumption 
of equal productivity of labor in Ricardo’s 
theory. 

Ever since Ricardo’s conception saw 
a revival in the second half of the 20th 
century, after the publication of his complete 
works by Piero Sraffa, it has been generally 
challenged. It would be more precise to claim 
that Ricardo in The Principles of Political 
Economy and in his previous or later writings, 
assumes that there is a uniform rate of profit 
in the economy. The third paragraph of the 
Chapter 7, On Foreign Trade begins indeed 
with the following statement: “The profits 
of different employments have a tendency 
to conform to one another: to advance and 
recede together”. In this book, the uniform 
“rate of profit”, cannot be interpreted as a 
simple index of the productivity of agricultural 
goods in the Essays on Profits where input 
and output are ontologically homogeneous. 
In the text of Principles, the uniform “rate of 
profit” is generally defined, in the Smithsonian 
tradition, as the result of competition among 
producers1. 

In the works of Sraffa (1960), this uniform 
rate of profit is expressed by the conditions 
of production of the so-called “basic 
commodities”. In the Ricardian approach - 
then legitimated by subsequent progresses 
of linear algebra - a distinction is indeed 
introduced between basic and non-basic 
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commodities. Commodities are labeled 
as “basic” when they contribute directly 
or indirectly to the production of other 
commodities. Accordingly, they are labeled 
non-basic goods in the opposite case. When 
wages are advanced to workers (and not 
paid on surplus), workers consumptions can 
be substituted to wages in the expression of 
inputs: consumption goods are then by nature 
basic goods as they contribute directly to the 
production of other goods. The production 
system presented by Ricardo in the Essays 
on Profits is then a particular case of an 
economy where basic goods themselves 
contribute to determining the “rate of 
profit”, a concept generally interpreted in 
contemporary literature as a “rate of return” 
rather than as a rate of profit in the strict 
meaning of the word. 

Our first assumption is the existence 
of the elementary economy where the rate 
of return is determined by the conditions 
of production of basic commodities to 
prove that, within this context, Ricardo’s 
conclusions on the advantages of 
trade are valid. Next we introduced the 
assumption made by Manoilescu on the 
differentiation of labor productivity - which we 
reconceptualized as the differentiation of the 
“rate of return” among industries. We then 
prove that, under specific conditions that 
we clarify, Manoilescu’s assertion can be 
rationalized. Hence this paper is a follow-up 
on our previous exploration of Manoilescu’s 
protectionist theory, given that in a previous 
paper we presented a Marxian reconstruction 
of his theory (Nenovsky and Torre, 2015). 

2. The limited validity of the classical 
assumption on the gain of external 
trade when the rate of return is uniform

A starting point for our analysis is the 
assumption a country enjoys a “gain of 
external trade” provided that two following 
conditions are met and hold true: 

1.	 International trade does not decrease the 
rate of return of the countries participat-
ing in external exchange 

2.	International trade does not decrease the 
amount of the surplus of goods available 
in the countries participating in external 
exchange 
In the context of Ricardo’s theory, we 

present the Ricardian assumption in the 
following way: A given country gains from 
trading with another country, as long as 
the two countries have different relative 
efficiencies in producing two goods.

Without loss of generality, we represent 
the economy before external exchange by a 
two sectors model with one single basic good 
- the good 1. The basic good is a good of 
first necessity / a wage-good assimilated to 
an agricultural good. This good provides an 
expression of wages costs under their real 
form, i.e. by the way of the amount of basic 
good their make the consumption possible 
by wage-earners. We also suppose one 
single non-basic good - the good 2 which 
could be assimilated to an industrial good. 
We suppose full employment, i.e. that the 
unit production of good 1 is necessary and 
sufficient to feed all employed workers given 
the current level of wages. Last, we take by 
convention the level of output of each good 
as the unit of measure of quantities. The unit 
matrix figures the matrix of outputs (goods 
in columns, industries in line) and the matrix, 
the matrix of inputs, with: 

where the generic element xij represents 
the amount of input j necessary to 
produce the unit quantity of good i . The 
vector p=(p1,p2 ) represents the relative 
prices and the scalar r the uniform rate 
of return of the economy. The net quantity 
of goods available after production is 
given by the vector of “surplus” s , with  

line) and the matrix 𝑿𝑿, the matrix of inputs, with:  

 

𝒀𝒀 = (1 0
0 1) , 𝑿𝑿 = (𝑥𝑥11 0

𝑥𝑥21 𝑥𝑥22) 

 

where the generic element 𝑥𝑥𝑖𝑖𝑖𝑖 represents the amount of input 𝑗𝑗 necessary to produce the unit 

quantity of good 𝑖𝑖. The vector 𝐩𝐩 = (𝑝𝑝1, 𝑝𝑝2) represents the relative prices and the scalar 𝑟𝑟 the 

uniform rate of return of the economy. The net quantity of goods available after production is 

given by the vector of “surplus” 𝒔𝒔, with 𝒔𝒔 = (1 − 𝑥𝑥11 − 𝑥𝑥21 = 0,1 − 𝑥𝑥22). It corresponds to 

the consumption of profit-earners.   

All components of 𝐘𝐘 and 𝐗𝐗 being given, 𝐩𝐩 and 𝑟𝑟 are solutions of the system (1):  

 

 𝐗𝐗𝐗𝐗(1 + 𝑟𝑟) = 𝐘𝐘𝐘𝐘 (1) 

 

This system solves in the general case using the Perron-Froebenius theorem. In our simple bi-

sectorial case, the solution is trivial: given the decomposability of the matrix 𝑿𝑿, the rate of 

return 𝑟𝑟 is obtained as the rate of return of the production of the basic good (here the good one) 

with:  

𝑟𝑟 = (1 − 𝑥𝑥11)/𝑥𝑥11 

and the relative price 𝑝𝑝12 = 𝑝𝑝2/𝑝𝑝1 in autarky can be easily expressed as  

 

𝑝𝑝12 =
𝑥𝑥21

𝑥𝑥11 − 𝑥𝑥22
 

Now assume that international prices are given by 𝑝𝑝12𝑖𝑖 = 𝑝𝑝2𝑖𝑖 /𝑝𝑝1𝑖𝑖 . Two cases are then possible 
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international price of this good is lower and 
when its domestic return is weak. This case 
is very close to the Manoilescu proposition. 

4. Conclusion 

Our interpretation of Manoilescu theory is 
based on a Rricardian setting. Commodities 
are produced by commodities; wages paid in 
advance to workers then take the form of wage 
goods or fundamental goods in the production 
of each commodity. In this context, we have 
limited the analysis to a bi-sectorial setting 
with one single fundamental good (which 
could be assimilated to agricultural good) 
and a single non-fundamental good (which 
could be assimilated to industry or services). 
We assume that there is full employment 
and that only non-basic commodities make a 
surplus product. We determine the production 
prices and profit of a domestic economy, 
first in autarky, then in the case where the 
comparative advantages principle is applied 
to determine international specialization. We 
examine the consequences of foreign trade 
on both the domestic rate of profit and the 
available surplus. 

When the rate of profit is uniform among 
sectors (which could be analyzed as the 
result of free competition), the consequences 
of opening the economy are asymmetric. 
When there is a competitive advantage for the 
production of industrial goods, no protection 
must be built around the domestic agricultural 
sector. In the opposite case and according 

the productivity of industry and the level of 
international prices, the industrial sector 
should or not be protected. These results were 
confirmed in a different setting Manoilescu’s 
prediction. We expand the model by including 
differential rates of profit. We then find that 
in some circumstances, the opposite scenario 
is also a possible option. This case could 
be interpreted with a consideration to more 
contemporaneous contexts: in some cases, 
traditional domestic sectors should then be 
protected even if the law for comparative 
advantages suggests another solution. 
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Figure 3. International specialization with a lower rate of profit in the production of the non-basic good


