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Rent is not just the money you pay a landlord. In economics, it means something far
bigger and far more significant.
  
Economic rent is any payment above what is needed to keep a resource in use. 

Land earns rent, because the land already exists and would be there whether or not
anyone paid for it. 

Risk-free interest on government bonds is rent, because the money already exists and
the return is unearned. 

And a large slice of what accountants call "profit" is not really profit at all: it is rent,
extracted from workers, from customers, and from the planet. In a small business, profit
genuinely rewards the owner's skill, knowledge and risk-taking. But in a large company,
much of what is called profit is actually a return to monopoly power, brand dominance,
or exploitation. 

The difference matters, because rent is the hidden engine of inequality. It disguises the
exploitation of employees, of people, and of the environment, and it means we overtax
work while under-taxing extraction.

The answers to the problems created by economic rents are not complicated. 

First, recognise rent. Second, reduce it, whether it comes from land, interest and excess
profits. 

Third, shift the tax burden away from earned income and onto rent. 

Fourth, constrain rents on land and property, control excessive interest, eliminate
monopoly profits, and protect workers with better minimum wages and union rights. 

And finally, realise that when you tax rent instead of work, you stop rewarding value
extraction and start rewarding the people who actually create value. That's what would
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happen in a just world. 

https://www.youtube.com/watch?v=XjJgWkNLWjs?si=GGL12werEcYsIIMt

This is the audio version:

https://www.podbean.com/player-v2/?i=7fmhq-1b47460-pb&amp;from=pb6admin&am
p;share=1&amp;download=1&amp;rtl=0&amp;fonts=Arial&amp;skin=f6f6f6&amp;font
-color=auto&amp;logo_link=episode_page&amp;btn-skin=c73a3a

 There is no Debate Ammunition for this video, but there is this infographic:

I wrote this infographic. AI created the image.
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This is the transcript:

Hello, I’m Richard Murphy, and this is Understanding Economics. That’s the series of
videos that I’m creating, which explains economics in the way that I see it. Now, I
stress, this is my view. It is not anybody else’s view necessarily, but I think it will help
you. Why? Because economics, as it is taught, is almost incomprehensible to most
people, including those who study it, and this view is presented in a way that I want
everyone to be able to understand, and that’s why I call it Understanding Economics.

In this video, what am I talking about? I’m talking about rent. Rent is a subject that is
most definitely misunderstood in the way that most people talk about it. In fact, rent is
a very particular type of issue inside economics. And for once, I am using the term rent
in the way that most economists would. That’s important because this makes it clear
how unfair rents are.

And rent is not just the payment made to occupy land or property. In economics, rent is
a payment above what is needed to keep a resource in use. And let’s be clear, land
exists. It has, and it always will. It can always be put to use. So making any payment for
land that already exists is simply a payment to the owner and not to the land itself, and
that means it must be rent. It’s above the value of what is necessary to put the land to
use.

But rent, though, is not only paid on land. Risk-free interest, such as interest on
government bonds, is also a form of rent. The money that is saved in a government
bond exists anyway. It’s been created by the government as a consequence of its
spending. So why do we have to pay for it to be deposited with the government? That’s
a very good question.

The return is unearned. It’s a rent.

And some company profits are also rents. They’re not a return to the particular form of
labour that economists call enterprise, so they must be rents. Property companies and
banks can receive significant income from both rents on land and from interest. By
definition, they are rent-seekers. They are not profit makers.

And what you will already begin to gather is that the language around this issue can be
confusing. We have to be careful. But that also means that we have to understand that
some things that are called rent are not rent.

So if we look, for example, at the payment for a piece of property and not just the land
that is beneath it, the rent that we pay could include the payment for the land, which is
a rent, plus a payment for the cost of the building, which is not a rent because it’s a
return on the effort expended to build the thing. But there may also be some interest
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included in that payment because the owner borrowed money to build the building and
you are compensating them for that.

In other words, this payment of what we call rent can comprise both a payment for the
use of the asset - a hire charge - an element of interest, which is a rent, but of a
particular form, and rent on the land.

And bank interest charges, which we can easily call a rent, can, in fact, include the cost
of risk insurance, which the bank has to take because some people default on their
loans, and the cost of arranging a loan, which is a return to the human labour involved.

In other words, again, the language that we use is complicated and has to be used with
care because the simple terms that we use do not necessarily explain the economic
reality of what the transaction is all about.

So, why do I call profit a rent? This is one of the most confusing areas that I think exists
inside the economy, but I think this distinction is really important.

In a small business, profit can reward the owner’s skill, knowledge, and risk-taking. I
don’t dispute that. I think that’s real. These people who set up businesses combine their
skills and resources to create real value by taking risk. We call that combination of skills
enterprise, and the return is called profit. But it is a particular return of a particular sort
to a particular type of labour, which is that of the entrepreneur.

In large companies, directors and managers are usually paid wages for doing this. Why
else would they do it? They haven’t got another form of compensation available to
them. But wages, in this case, are a cost that is deducted from sales before accounting
profit is calculated. And I stress the point here. What an accountant calls profit is not
what an economist calls profit and is not what I’m calling profit. So let’s be clear about
that distinction. We are living in a world where words are used inappropriately, and I’m
going to try to use them with care.

In particular, what I’m saying is that when a company takes its revenues and takes off
its costs, which include those of the people who generate the profits, what is left over is
called profit by accountants, but may be better described as a return to rent in the form
of land and in the form of interest and in one other form as well, which is the return to
exploitation.

Now, the return to exploitation that a company can make, particularly a large company,
will arise for one of two reasons.

First of all, workers can be paid less than the value that they create. The resulting
excess profit does not reward productive activity because if it did, the workers would
get it. There would be no part of this gain included in profit, but there is. So it is rent
arising from the exploitation of labour.
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And the other form of exploitation that a company can make is to exploit their market
power to make an excess return over and above what an economist will call the normal
rate of return, which is broadly speaking , equivalent to the risk-free interest rate.

This is the return to monopoly abuse. The return to a brand, the return to being a large
company, the return to being almost the only operator in your sector - I’m looking at
you, Google, and I’m looking at you, Amazon, when I say things like that. These are
returns to market exploitation. They are part of accounting profit , but they’re actually
economic rents.

So why does rent matter? There are four reasons why we need to worry.

Rent can disguise the exploitation of employees, people as a result of market abuse,
and the planet. All are causing major stresses in our society at present. And that is why
we need to understand rents.

We can also overtax work when we fail to distinguish productive income from rent. We
should be taxing rents. We should not be taxing workers heavily, but at the moment in
the UK, we actually do the reverse. We tax income more than rents, and that makes no
sense at all.

And by under-taxing rents, we increase inequality and social injustice.

Whilst excessive land rents can also encourage environmental exploitation, and none of
us can afford to see that happen.

So what needs to change? We need to recognise rents whenever they arise. That’s the
first point. Understanding what rent is is vital to understanding that we need to do
something about it.

Rent is about extracting value rather than creating it. That is the simplest explanation
we can provide. It distorts our economy. It gives a false sense of prosperity. It suggests
the wrong people are being paid for value created by human endeavour. In that case,
we need to reduce rents from land, interest, excess profits, and exploitation.

The economy should instead focus on helping people to thrive, and in that case, we
need to create a fairer economy. Tax has a role to play in this. It can shift the burden
from earned income towards rent. Our politicians could decide to do that.

Regulation can also be used. It can constrain the rents on land. It can control excessive
interest rates. It can be used to eliminate monopoly profits. And better minimum
wages, trade union rights and statutory protections for workers can reduce rents
extracted from labour.

In all of this, we should be looking at how we can create economic rules that reward
productive activity rather than rent extraction.
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Now these rules are possible. They just need people who care to create them, and right
now, we don’t have the politicians who do that. If they did care, they would know that
excessive rent extracts value from people and the planet without creating it.

If we want people to thrive and we want to reduce inequality, and we want to protect
our environment, and I suggest that everybody should want those things, we must
recognise that tax and regulation can be used to limit economic rents. A century or
more ago in the USA, major politicians understood that. They challenged large
companies that were abusing markets and people. We need to see such action again. It
worked then. It could work now. And that is the reason why I create these videos on
Understanding Economics. They show the kinds of policies we need to make our world
work for the better.

Down below this video, you will find a list of all the videos we’ve made so far in a
playlist. Have a look at them. Start from the beginning. It’s a very good place to start,
as somebody once said. And if you do, you will end up with a better view of how our
economy could be organised for the benefit of everybody, and most especially you.
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[poll id="508"]
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