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THEORIES OF RENT

» There are mainly two theories of rent
» 1) Ricardian theory of rent

» 2) Modern theory of rent




» Ricardo defined rent as, “that portion of the
produce of the earth which is paid to the
landlord for the use of the original and

RICARDIAN THEORY indestructible powers of the soil.” In his
theory, rent is nothing but the producer’s
surplus or differential gain, and it is found in
land only. Rent is the arise due to the

I difference in the fertility of land.
s »  “Economic rent is the payment for the use of
g 30 scarce natural resources”. - Jacob Oser
S B > 3z Rarel F ITER " HA H IUST
S gg #T9T § S o Tarl & ofd i Ao
Q- 0 am 3rfaemel efgaal & waer & fow forr
. No Rent Land ST 1" AT & AR A qUT Ihid &

AL B. _© D > X g fAYeh 3UERT & TAfAca & BaEdsd
Grades of Land ﬁmwﬁ?ﬁ%agwaﬁﬁl




MODERN THEORY OF LAND

“The essence of the conception of rent is the conception of a surplus earned by a
particular part of a factor of production over and above the minimum sum necessary
to induce it to do its work”. Mrs. Joan Robinson

According to modern theory, rent arises due to scarcity of land. Supply of other
factors like labour, capital etc. can also be scare in relation to demand. Therefore,
income earned by these factors in excess of their minimum income is called economic

rent.

Prof. Wieser divided factors of production into two parts viz.; specific factors and
non-specific factors




Economic rent many be defined as any payment to a factor of
production which is excess of the minimum amount necessary to
keep the factor in its present occupation

-Boulding




RENT=Actual earning-Transfer earnings

“Rent is the difference between actual payment to a factor
and its supply price or transfer earnings.” - Hibdon




According to modern theory

» According to modern economists, economic rent is that income which
any factor of production like land , labour ,capital ,etc. Earn over and
above its supply price. Supply price means the minimum earning or
transfer earning earned by a factor of production in it existing
occupation. In other words ,transfer earning is that minimum earning
that prevents a factor of production from transfering itself to another
occupation . Rent is a surplus that arises due to difference between
transfer earning and actual earning.




Perfectly elastic supply

In case of perfectly elastic
supply the rent will be zero
.Here OMPS= zero
Rent=Transfer earning, Rent can
be the part of the income of
every factor of production. But
these factor will earn rent only
when their supply become less
than perfectly elastic.
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Perfectly inelastic supply

In case of perfectly
inelastic supply whole
income will be rent as
shown in picture. Actual
earning =OSER and
transfer earning is zero so
whole earning will be
equal to rent.
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Less elastic supply

In case of less elastic supply that
part of income will be rent which
is in excess of transfer earning as
shown the area of SNP and it is

difference between OGNP (Actual
earning )-OGNS(Transfer earning)
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FEATURES OF MODERN THEORY OF RENT

. Amount of rent depends upon the difference between actual earning
and transfer earning.

Rent arises when the supply of the factor is either perfectly inelastic or
less elastic .

On the other hand no rent arise when the supply of the factor is
perfectly elastic.
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