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Chapter 2: On Rent 
Ricardo opens: ‘It remains [...] to be considered whether the appropriation of land, and the consequent 
creation of rent, will occasion any variation in the relative value of commodities, independently of the 
quantity of labour necessary to production.’1

But what is rent? ‘Rent is that portion of the produce of the earth, which is paid to the landlord for the 
use of the original and indestructible powers of the soil.’ However, ‘It is often[…] confounded with the 
interest and profit of capital, and, in popular language, the term is applied to whatever is annually paid 
by a farmer to his landlord.’

 The ultimate object of Ricardo’s enquiry is thus not rent 
as such, but the effect of rent on relative prices. 

2 Ricardo imagines two farms, of the same extension and natural fertility, 
but one endowed with the conveniences of buildings, drainage, hedges and the like, and the other not. 
The farmer on the first farm would naturally pay more ‘rent’ than that on the second, but only a part of 
what she would be paying ‘would […] for the original and indestructible powers of the soil; the other 
portion would be […] for the use of the capital which had been employed in ameliorating the quality of 
the land, and in erecting such buildings as were necessary to secure and preserve the produce.3 The 
distinction between the two components is important because ‘the laws which regulate […] rent are 
widely different from those which regulate […] profits, and seldom operate in the same direction[:] […] 
that which is annually paid to the land-lord […] is sometimes kept stationary by the effects of opposing 
causes; at other times advances or recedes, as one or the other of these causes preponderates.’4

‘On the first settling of a country,’ (Ricardo’s own ‘early and rude state’, so to speak) there is no rent: 
land is abundant, and freely available. No one pays for its use, because there is no need to. ‘If all land 
had the same properties, [and] […] were unlimited in quantity, […], no charge could be made for its use 
[…].’

 

5

Imagine that the yields of the first, second and third types of land are 100, 90 and 80 quarters of corn 
per acre respectively. ‘On the first settling’, the abundance of land 1 means that ‘the whole net [i.e. 

 Rent arises, reasons Ricardo, precisely because land is limited in its availability, and is not of the 
same quality. Once land of the highest fertility has been completely taken into cultivation, then land of 
the second level of fertility must start to come into use, and rent appears on the best land. As this 
second level of land is all used up, then land of a third level of quality will come into use and rent will 
now appear on the land of second-best quality. And so on. 

                                                           
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. 67. 
2 P, p. 67. 
3 P, p. 67. Ricardo notes that Adam Smith uses the term in both senses: in that of referring to the exclusive 
payment for or the productive powers of the land, and in that including the totality of payments on the part of 
the producer to the landowner. He gives two examples. First, that of the high price of timber in southern Europe 
occasioning a rent on land in Norway, land which previously bore no rent. But, argues, Ricardo, ‘the person who 
paid what he […] calls rent paid it in consideration of the […] commodity which was then standing on the land, 
and […] repaid himself with a profit, by the sale of the timber’. But, if, after removal of the timber, 
‘compensation were paid to the landlord for the use of the land, for the purpose of growing timber or any other 
produce, […] such compensation might justly be called rent, because it would be paid for the productive powers 
of the land; but in the case stated by Adam Smith, the compensation was paid for the liberty of removing and 
selling the timber, and not for the liberty of growing it.’ Second, Ricardo gives the example of the rent of mines 
and quarries. Analogously to the case of Norwegian timber, what is paid for the removal of resources from the 
land is distinct from payment for the use of the land. 
4 P, p. 68. 
5 P, p. 70. 
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surplus] produce will belong to the cultivator, and will be the profits of the stock which he advances.’6 
But once population growth requires the use of land 2, then a rent appears on land 1; ‘or either there 
must be two rates of profit on agricultural capital, or ten quarters, or the value of ten quarters must be 
withdrawn from the produce of No. 1, for some other purpose.’7

The logic of Ricardo’s argument is this. If we assume a given per-acre capital investment (a certain 
quantity of seed corn), and a given surplus product on land 1 (a certain quantity of corn produce), then 
the per-acre profit will be equal to the net surplus product (i.e. product net of, let us say, wages – paid 
in corn – and seed for the next harvest). The rate of profit will be the ratio of this surplus and the seed 
corn sown plus the wages (in corn) paid out (these two factors summed being effectively capital laid out 
and under the operative assumptions being the farmer’s costs). If an inferior land comes under 
cultivation, its yield will be less (because it is inferior) and hence its net surplus (as defined above) will 
be less. In order for the rate of profit to be equal on both lands (Ricardo cannot permit different rates 
of profit to coexist), the rate of profit on land 1 is calculated by subtracting from its net product the 
difference in surplus between the two lands: this difference is rent.

 

8

In turn, once land 3 comes into play, a rent will appear on land 2, and rent will increase on land 1, and 
so on successively. The most inferior land under cultivation will always pay no rent. 

 

 Rent is surplus profit; surplus in the 
sense that it is above that profit that yields a ‘normal’ profit. 
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Now, asks Ricardo, what would happen if, for example, a given capital investment on land yields, say, 
85 quarters per acre on land 1 as an additional capital investment, and only 80 quarters as a new 
investment on an inferior land? ‘In such case, capital will be preferably employed on the old land, and 

                                                           
6 P, p. 70. 
7 P, p. 71. ‘Whether the proprietor of the land, or any other person, cultivated No. 1, these ten quarters would 
equally constitute rent […]’ 
8 ‘[R]ent is always the difference between the produce obtained by the employment of two equal quantities of 
capital and labour.’ (P, p. 71) 
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will equally create a rent […].’9 If the yield on the first capital investment is, say, 100 quarters per acre, 
then the fact that a second investment on the same land would yield 85 quarters per acre would mean 
that the first investment would yield a rent of 15 quarters per acre: in the case of a change in capital 
intensity (here at diminishing returns) the incremental investment would produce a rent arising from 
the ‘initial’ investment equal to the difference in yields between the two investments.10

                                                           
9 P, p. 71. 
10 Ricardo here deploys a marginal theory of rent: if there are two successive capital investments of differing yields 
on the same quality of land, the least productive of the investments will produce yield a rent determined by the 
difference between its yield and the yield on the least productive land, while the more productive of the two 
investments will produce an additional rent in function of the difference between yields of the two investments. 
We should note here that this is an important difference between Ricardo and Marx: the latter, in such cases, 
determines rent on the basis of the difference between the average yield of successive investments on the same 
quality of land and the yield on the least productive land. In the case being considered here, instead of 
considering the rent generated by one investment yielding 100 quarters and another yielding 85 separately, Marx 
would consider the rent arising from the average per-hectare yield of 92.5 quarters (assuming the two capital 
investments equal). 
Ricardo comments that ‘If, with a capital of 1000l., a tenant obtain 100 quarters of wheat from his land, and by 
the employment of a second capital of 1000l., he obtain a further return of eighty-five, his landlord would have 
the power at the expiration of his lease, of obliging him to pay fifteen quarters, or an equivalent value, for 
additional rent; for there cannot be two rates of profit. If he is satisfied with a diminution of fifteen quarters in 
the return for his second 1000l., it is because no employment more profitable can be found for it. The common 
rate of profit would be in that proportion, and if the original tenant refused, some other person would be found 
willing to give all which exceeded that rate of profit to the owner of the land from which he derived it [i.e. the 
‘common rate of profit is imposed through competition]. 
‘In this case, as well as in the other, the capital last employed pays no rent. For the greater productive powers of 
the first 1000l., fifteen quarters is paid for rent, for the employment of the second 1000l. no rent whatever is 
paid. If a third 1000l. be employed on the same land, with a return of seventy-five quarters, rent will then be paid 
for the second 1000l., and will be equal to the difference between the produce of these two, or ten quarters […].’ 
(P, pp. 71-2) 
Compare with Marx. Considering the case of an increased capital investment on the least productive land at 
increasing returns for the additional capital, he remarks: ‘By our assumption, the governing production price [i.e. 
the price that the whole agricultural product sells for on the market] falls. If it were to remain constant […], the 
worst land, which previously […] did not bear any rent, would now yield a rent without the drawing into 
cultivation of any yet inferior land; the reason for this is that productivity would have increased on the same 
land, though only for a portion of the capital, and not for the original capital. The first [capital investment] […] 
brings in l q[uarte]r [of wheat]; the second […] brings in l 1 

5�   q[uarte]rs; the total product […], however, is now 
sold at its average price. […] Leaving aside transitory market conditions, the product of [the least productive] 
land […] could continue to be sold at a higher production price, instead of at the new average price, only if a 
significant area […] continued to be cultivated with a capital of only [the initial level] […]. But as soon as the new 
[total per-hectare investment] […], and hence this improved mode of operation, became universal, the governing 
production price would have to fall […]. The distinction between the two portions of capital would disappear, 
and then an acre of [the least productive land] […] tilled with a capital [equal to the initial investment] […] would 
be abnormal and would not be tilled according to the new conditions of production. The distinction would no 
longer be between the products of different portions of capital on the same acre, but rather between a 
satisfactory total capital investment per acre and an unsatisfactory one. From this we can see […] how 
differential rent, in so far as it arises from successive investments of capital on the same total area, is actually 
reduced to an average in which the effects of the different capital investments can no longer be recognised or 
distinguished.’ (Karl Marx, Capital volume 3 (Harmondsworth, 1981), pp. 842-3) 
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Ricardo now makes a point of fundamental importance. ‘[R]ent invariably proceeds from the 
employment of an additional quantity of labour with a proportionally less return.’11 If the most 
productive land existed in abundance, and was more than sufficient to meet the needs of the 
population, there would be no rent. Even when there is rent, further capital investment at constant 
returns would not increase rent. But when further capital investment occurs at a diminishing return 
(because land of inferior quality is brought under cultivation), the price of the agricultural product will 
rise.12

Thus, in a charitable institution, where the poor are set to work with the funds of benefactors, the 
general prices of the commodities which are the produce of such work will not be governed by the 
peculiar facilities afforded to these work-men, but by the common, usual, and natural difficulties, 
which every other manufacturer will have to encounter. The manufacturer enjoying none of these 
facilities might indeed be driven altogether from the market, if the supply afforded by these 
favoured workmen were equal to all the wants of the community; but if he continued the trade, it 
would be only on condition that he should derive from it the usual and general rate of profits on stock, and that could 
only happen when his commodity sold for a price proportioned to the quantity of labour bestowed on its production.

 But how are the price of the product and its variation governed? 

The exchangeable value [i.e. price] of all commodities […] is always regulated not by the less 
quantity of labour that will suffice for their production under circumstances highly favourable, and 
exclusively enjoyed by those who have peculiar facilities of production, but by the greater quantity 
of labour necessarily bestowed on their production by those who have no such facilities: by those 
who continue to produce them under the most unfavourable circumstances (meaning by the most 
unfavourable circumstances the most unfavourable under which the quantity of produce required 
renders it necessary to carry on the production). 

13

The reason then, why [the agricultural product] […] rises in comparative value is because more 
labour is employed in the production of the last portion obtained, and not because a rent is paid to 
the landlord. The value of corn is regulated by the quantity of labour bestowed on its production 
on that quality of land, or with that portion of capital, which pays no rent. Corn is not high because 
a rent is paid, but a rent is paid because corn is high […]

 

Therefore: 

14

The successive application of capital to the land at diminishing returns (as population rises, for 
example) will both increase the price of the agricultural product and rents. The reverse process will 
therefore lower rent. ‘In the reverse order to that in which the accumulation of capital raises rent, will 
the diminution of it lower rent. Land of a[n increasingly more] unproductive quality will be in 
succession relinquished, the exchangeable value of produce will fall, and land of a superior quality will 
be the land last cultivated, and that which will then pay no rent.’

 

15

However, an increase in population and ‘wealth’, if accompanied by ‘improvements in agriculture’ of a 
sufficient order will also have the effect of reducing rent. The fall in agricultural prices consequent on 

 

                                                           
11 P, p. 72. 
12 ‘[B]ecause more labour is required to produce it.’ (P, p. 72) 
13 P, p. 73 (italicisation added; punctuation modified). In other words, given the rate of profit and abstracting 
form demand and supply, what determines the prices of commodities are the lowest-cost reproducible conditions of 
production. 
14 P, p. 74 (punctuation modified). Adam Smith’s conception of rent being an addition on price is therefore 
wrong. ‘Raw material enters into the composition of most commodities, but the value of that raw material, as 
well as corn, is regulated by the productiveness of the portion of capital last employed on the land, and paying no 
rent; and therefore rent is not a component part of the price of commodities.’ (P, p. 78) 
15 P, pp. 78-9. 
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such a development would reduce wages, and, as we have seen, this would increase profits. This in turn 
would increase accumulation, which would increase the demand for labour, and raise wages, and increase 
population, which would in turn increase the demand for the agricultural product. This would force the 
bringing in of more unproductive land, raising prices and rents. 

Ricardo comments that there are two kinds of agricultural improvements: those that improve the 
productivity of the land, and those that improve the productivity of labour. ‘They both lead to a fall in 
the price of raw produce; they both affect rent, but they do not affect it equally.’16 Improvements which 
increase the productivity of land allow the same volume of product from a reduced quantity of land – 
land may therefore be withdrawn from production. Rent, in this case, will fall: a ‘different and more 
productive portion [of land] will be that which will form the standard from which every other will be 
reckoned.’17 Contrariwise, it may be the case that the productivity of successive applications of capital 
to the land be altered such as to allow the withdrawal of the least productive application. Here too rent 
will fall, for now a ‘different and more productive portion [of the application of] capital will be that 
which will form the standard […].’18

Improvements that raise the productivity of labour,

 
19 while reducing the price of the agricultural 

product, and hence the money rent, do not reduce the physical rent. Such improvements are ‘directed to 
the formation of the capital applied to the land, [rather] than to the cultivation of the land itself.’20 In 
this case less capital may be applied to the land to obtain the same product, but no less land is 
cultivated (and ‘the standard [of capital invested] from which every other will be reckoned’ will remain 
unchanged. How the physical rent will be affected depends on whether the returns on successive 
applications of capital are increasing, constant or diminishing.21 Rent, argues Ricardo, is ‘the difference 
between the capital most productive, and the capital least productive [...]’;22 if this increases, so does 
rent: ‘whatever diminishes the inequality in the produce obtained from successive portions of capital 
employed on the same or on new land, tends to lower rent; and that whatever increases that inequality, 
necessarily produces an opposite effect, and tends to raise it.’23

Finally, Ricardo makes the observation that insofar as an increase in the ‘difficulty of production’ raises 
the ‘inequality in the produce’ physical (‘corn’) rent will rise, but this will also increase the agricultural 
product’s price. Hence, ‘it is obvious that the landlord is doubly benefited by difficulty of production[:] 
[f]irst he obtains a greater share, and secondly the commodity in which he is paid is of greater value.’

 

24

                                                           
16 P, p. 79. ‘If they did not occasion a fall in the price of raw produce, they would not be improvements; for it is 
the essential quality of an improvement to diminish the quantity of labour before required to produce a 
commodity; and this diminution cannot take place without a fall of its price or relative value.’ 
17 P, p. 81. 
18 P, p. 81. Again we see evident Ricardo’s marginal theory of rent. Ricardo here adds a footnote: ‘I hope I am not 
understood as undervaluing the importance of all sorts of improvements in agriculture to landlords – their 
immediate effect is to lower rent; but as they give a great stimulus to population, and at the same time enable us 
to cultivate poorer lands, with less labour, they are ultimately of immense advantage to landlords. A period 
however must elapse, during which they are positively injurious to him.’ 
19 ‘Improvements in agricultural implements, such as the plough and the thrashing machine, economy in the use 
of horses employed in husbandry, and a better know-ledge of the veterinary art, are of this nature.’ (P, p. 82) 
20 P, p. 81. 
21 ‘[I]ncreased, stationary, or diminished’, in Ricardo’s description. (P, p. 82) 
22 P, p. 83. 
23 P, p. 83. 
24 P, p. 83. 

 


