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ModerntheoryofRent

ModerntheoryofrentisanamplifiedandmodifiedversionofRicardiantheoryofRent.Itwas

firstofalldiscussedbyJ.S.MillandafterthatdevelopedbyeconomistslikeJevons,Pareto,

Marshall,JoanRobinsonetc.

Accordingtomoderntheory,economicrentisasurpluswhichisnotpeculiartolandalone.It

canbeapartofincomeoflabour,capital,entrepreneur.

Accordingtomodernversionrentisasurpluswhicharisesduetodifferencebetweenactual

earningandtransferearning.

Thatis:

Rent=ActualEarning-TransferEarning.

WhatisTransferEarning?

Inthisuniverse,eachfactorofproductionhasvarieduses.Whenwetransferonefactorfrom

oneusetoanother,wehavetosacrificetheincomeearnedbyitfrom itsearlieruse.Sacrificeof

earningiscalledtransferearning.

Basically,theconceptoftransferearningineconomicsisintroducedbyProf.Benham.

Accordingtohim,“Theamountofmoneywhichanyparticularunitcouldearninitsbestpaid

alternativeuseissometimescalleditstransferearnings.”Asimilarideawasdevelopedby

Pigou.Differenteconomistsconsidertransferearningsasthatamountofmoneywhichany

particularunitcouldcam initsbestpaidalternativeuse.

Thus,whataperson,pieceoflandorcapitalcanearninthenextbestalternativeuseisknown

astransferearnings.Thus,accordingtoMrs.Robinson,“Thepricewhichisnecessarytoretain

agivenunitofthreefactorsinacertainindustrymaybecalleditstransferearning.”

Supposeapieceoflandcancam Rs.100/-whenitisusedforproducingwheatandthesame

amountifitisusedforcotton.Thereisnoextraearningbecausetherearenotransferearnings.

If,however,thesamepieceoflandcouldcam Rs.60whenputtotheuseofcotton.

ItstransferearningwouldbeRs.40andtheextragainofRs.40whichissurpluscouldbecalled



Rent.So,accordingtothistheory,wecandefinerentasapaymentofexcessofthetransfer

earnings.InthewordsofBenham,“Ingeneraltheexcessofwhatanyunitgetsoveritstransfer

earningsisofthenatureofrent.”Intheaboveexample,truerentisRs.10andtransferearning

Rs.40.Continued.....
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