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The Inhibitory Effect of Income Inequality on Household

Consumption Demand

and the Expansion Path Under Common Prosperity

YANG Yinwei

Abstract: China’s household income has continued to increase, yet the recovery of con-
sumption demand still depends on income expectations, risk protection and distributional
structure. Drawing on the logic of demand-system analysis and heterogeneous marginal
propensities to consume, this paper builds an analytical framework linking income in-
equality with consumption scale, consumption structure and household expectations.
It argues that income inequality depresses aggregate consumption through income con-
centration, liquidity constraints, precautionary saving and relative-income competition.
The effect is weaker for basic consumption but stronger for education, health care, trans-
portation and communication, and service consumption. Therefore, expanding domestic
demand requires more than short-term subsidies. It calls for higher labor compensation,
better redistribution, stronger social protection and more equal public services, so that
the consumption potential of low- and middle-income households can be released under

the goal of common prosperity.

Keywords: common prosperity; income inequality; consumption demand; consumption

structure; marginal propensity to consume
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