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           Modern theory of rent was discussed at first by J.S Mills and later on developed by various 

economist like Jevons, Pareto , Marshall, John Robinson etc. 

          According to the modern version rent is the surplus that arises due to the difference between 

actual earnings and opportunity cost or transfer earnings. 

RENT= ACTUAL EARNINGS- TRANSFER EARNINGS OR OPPORTUNITY COST 

WHAT IS OPPORTUNITY COST OR TRANSFER EARNINGS? 

        All the factors of production can be put to various uses. When we transfer on factor of production 

to another we have to sacrifice some income earned by it. This sacrifice of earning is called as 

opportunity cost or transfer earnings. Suppose a teacher teaching in Lucknow receives a salary of rupees 

50000 per month and now suppose if he moves to Delhi his salary would be 60000 per month. Then the 

rent earned by the teacher would be 60000-50000=10000. And if he moves to Delhi his opportunity cost 

would be 50000 that he is sacrificing to move to Delhi. Whereas 10000 rupees that he is getting extra is 

due to its scarcity. 

        In this way rent can arise on all the factors of production and not merely on land. 

 MODERN DEFINITIONS OF RENT 

“Rent is the payment in excess of transfer earnings.”  Stonier and Hague. 

“The essence of the conception of rent is the conception of a surplus earned by a particular part of the 

factor of production over and above the minimum sum necessary to induce it to do its work”. Mrs. John 

Robinson  

FEATURES OF MODERN THEORY OF RENT 

The major features of modern theory of rent are as follows: 

1. Rent can be part of income of all the factors of production. 

2. Amount of rent depends upon actual earnings and transfer earnings or opportunity cost. 

3. Rent arises when supply of the factor is perfectly inelastic or less elastic or scarcity. 
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         In the above diagram demand and supply curve intersect each other at point E. according to the 

equilibrium the price per unit of land is OR and  quantity of land is OM. The total earning of the factor is  

OR*OM=OREM. Now we have to find out the opportunity cost or supply price. The supply price of the 

first unit is OS and the supply price of the last unit is EM. Hence, the total supply price of the factor is 

OSEM and therefore the amount of rent is SRE which is shown as shaded portion in the above diagram. 

This rent shown as a shaded portion in the above diagram is due to the scarcity of the factor of 

production. 

 

 

    


