
ASSIGNMENT ON RICARDIAN THEORIEN AND

Read this article to learn about the Ricardian theory of rent. David Ricardo, an English classical economist, first
developed a theory in to explain the.

Thus, if the price of food increases, the rent of existing land will increase. This means its supply for any one
use is elastic, so that it has transfer earnings. Related posts:. Since there are no profits the wage w equals i P.
For example, the supply of wheat land is not absolutely fixed at any given time. Ricardo suggested that
countries specializing in the production of the commodities in which they have a comparative advantage, can
achieve higher standards of consumption and living by trading these goods with other countries. However, this
analysis depends on the assumption that land has only one use. Of course, land is fixed in an absolute sense.
Increase in Population: The population of the country increases continuously which results in an increase in
agricultural production to feed the larger population. According to Ricardo, rent does not enter into price cost
but from the point of view of an individual farm rent forms a part of cost and price. Generally, this theory is
named after David Ricardo, an eminent economist of the 19th century. According to them to increase
agriculture production when extensive cultivation is done then inferior land is also brought under cultivation.
If all pieces of land are homogeneous, rent arises due to scarcity of land. Moreover, classical economists like
James Anderson opined that rent arises due to difference in the fertility of land. Rent and Price: From the
Ricardian theory we can show the relation between rent of land and price of wheat. Since the third plot GJ has
no surplus it is marginal land or no-rent land. The first two plots are called the intra-marginal and the third one
is the marginal or no-rent land. If [Abbildung in dieser Leseprobe nicht enthalten] , country 1 would specialize
in the pro- duction of good 1 and country 2 would specialize in the production of good 2. According to them,
the amount of labour employed for the cultivation of land is rewarded by nature by yielding produce which is
many times more than the labour involved. Fur- thermore, the assumption of constant returns to scale neglects
the existence and impor- tance of increasing economies of scale and fixed cost degression of export sectors. In
the case of two countries trading with each other, the pattern of production might change. This simple example
shows how the differences in the fertility of the different plots of land create rent for the superior plots of
lands. The price of produce must be equal to the cost of cultivation on the less fertile land. Thus, rent appears
as a surplus on superior grade of land because of the difference in the fertility of different pieces of land. Prior
to Ricardo, Physiocrates and Adam Smith regarded rent as the result of the bounty of nature. Reasons for that
phenomenon might be the prohibition of knowledge transfer and the avoidance of shortages in the provision of
goods. Differential Rent: According to Ricardo, rent of land arises because the different plots of land have
different degree of productive power; some lands are more fertile than others. To the application of same
amount of labour and capital as was applied on the best grade land, the less fertile land will yield less produce.
Rent is Due to Niggardliness of Nature: The differential surplus, which is called rent, arises whenever inferior
lands have to be cultivated. But when population increases or new people come to the country, people will be
forced to take up the cultivation of second best or less fertile pieces of land. In the Ricardian theory it is
assumed that land, being a gift of nature, has no supply price and no cost of production. It states that output
will not be increasing at the same rate at which labour and capital increases. Criticisms of the Theory:
Ricardian theory has been criticised on the following grounds: 1. Today, among other trade theories, the
widely known Ricardian model of comparative advantage between economies is used by economists to
explain how trade affects the prosperity of nations. Rent of land arises due to the differences in the fertility or
situation of the different plots of land. Superior grades of land might cease to be cultivated if a fall in the price
of its output causes such land being demanded for other purposes e. In simple words, if we deduct the return
on the capital investment made by the landowner from the contractual rent, we will be left only with the pure
land rent which according to Ricardian terminology is the price for the use of land only.


