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A Model of Peasant Economy with the Perspective of Overall Urban — Rural Development
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Abstract: In an open economy rural enterprises pursuing profit maximization in the face of exogenous return on capital would hire
labor in accordance with total capital. The surplus farm labors outside the enterprises must be self — employed in family business or
choose to move to town. It is easy to accept much less income of the family business than enterprises’ wage to farmers since the
existence of transfer costs and functional extension of the family business. An income hike of farmers depends largely on the proportion
of labor employed in rural enterprises. Reducing transfer costs is important to accelerating balance of rural production which determines
the impact of labors’ transfer on rural economy. This paper establishes models of economic behavior of farmers by analyzing rural
household consumption and two kinds of production behavior with the perspective of urban and rural areas by using dynamic analysis
methods which provide a micro foundation for urban and rural theory by a unified analytical framework including rural development and
urbanization.
Key Words: Return on Capital; Transfer of Labor; Costs of Population Transfer; Peasant Economic Behavior
JEL Classification: R00 J12 018

51



