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e X BE/Englische Zusammenfassung/English Abstract

Price Fluctuations and Equilibrium

in the Process of Economic Development

This paper will deal with short-run macroeconomic stability within the economic
development process of developing countries. The macroeconomic instability happens
mainly with price and employment fluctuations. Therefore, the interdependence
between commodity and labor market is the central question in the short-run
macroeconomic researches. One of the characteristics of developing countries is labor
migration from agriculture into the modern sectors. Based on Hu Jingbei’s model of
owner-farmer system, this paper starts with the assumption that agricultural wage is
determined with average product of labor and re-describes equilibrium mechanism of
labor market. Price is then introduced with modern sector product as numeraire and
price fluctuations take the form of price movements of agricultural product relative to
product of modern sector. Price fluctuation may break the balance between
agricultural and modern sector wage and leads to fluctuation of labor migration.

Price fluctuation is resulted from imbalance between supply of and demand for
agricultural product. In the short run, agricultural supply is determined by agricultural
production function and labor input, while its demand by total income and Engel’s
coefficient which says the ratio of spending for agricultural product to total income.
Given Engel’s coefficient, equilibrium means, on the one hand, that the agricultural
demands out of a certain income is just equal to quantity the certain number of
farmers at that time point produced, that is equilibrium of commodity market. On the
other, average product of that number of farmers is just equal to marginal product of
labor in the modern sector, that is equilibrium of labor market. We will show the
existence of the simultaneous equilibriums mathematically.

We then investigate effects of an external shock upon commodity market. It could
lead to too more or too less in either of both sides of demand and supply. Price of
agricultural product will de- or increase in order to absorb the shock. New price may
lead the commodity market eventually to new equilibrium, but it must break
equilibrium between agricultural and modern sector wages. Wage gap resulted from
the new price will induce migration of labor forces into the sector with higher wage.
The national economy as whole may fluctuate. The free migration and free fluctuation
of price and wages could help bring the economy to a new stabile equilibrium. But the
new equilibrium may have distributive bias for profit or wage receiver. In the long run,
price and wage together regulate direction and speed of labor migration into modern
sector until there is no surplus labor more in agriculture.
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(18> Y =pYi[Li(p)] + Y2[L2(p)]
o H R 544

(19) dY/dp =Y+ p*dYi/dp + dY./dp
=Y, + p*(dY/dL;)*(dL,/dp) + (dY2/dL,)*(dL,/dp)
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(20)  p*(dY/dLy)*(dLy/dp) + (dY2/dLo)*(dLo/dp) =X
p*(dY /dL)/(dY/dLy) + (dLo/dp)/(dL1/dp) = X/[(dY2/dLo)]*[(dL1/dp)]

JIREATAI G B2 IEE BT X B IES S ORI R /2 I . JrRe /el
55 1 TE P 55 B br P2 L, B 2 TR P D57 Bl 5K 5 i eR B
Z o FATHEANV AR AR A TIAE D T o T AR ST B A AR T HLA

28



PRI TR A 2 FERE /N T 1 AR E e PEET) 55 3 A SR 5 kst s B S 2 e 2 47
B, AT AT

X>0, W p*(dY/dL)/(dY/dL,) < (dLi/dp)/|(dLa/dp)|
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