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1. Introduction

World trade and international finance have evolved since the time of the classical political
economists. Yet mainstream economists have ignored some key lessons of Karl Marx, Roy
Harrod and John Maynard Keynes with regard to understanding the uneven national and
international competitive conditions under capitalism (e.g., the role of differences in tech-
nology, wage rate differentials, price rigidities and the role of money in production).
Overall, the consequences of an unequal international trading system have been unba-
lanced trade and high international levels of indebtedness, which have imposed an expan-
sionary bias for trade surplus countries and a deflationary bias for trade deficit countries
(especially for small economies).

This article adopts a Classical grounded theory of price, which takes into consideration
the role of intra- and inter-industry competition (real competition), productivity and real
wages in the tradable sector. Standard monetary and trade theories assume that
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