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Abstract

Chinese national economy has sustained high growth and economic structure has
changed significantly since the implementation of reform and opening-up policy in
1978. Chinese economic growth mode has transformed from supply constraint to demand
constraint. Consumption, investment and export have become the keys to promoting a
steady growth of China’s economy.

However, the effects of consumption, investment and exports on China’s economic
growth should not be regarded as equal. Since 1990, China’s exports have grown at an
annual rate of 22% on average, which have made an important contribution to driving
China’s economic growth. At the same time, exports have brought great uncertainty to
China’s economic development. Under the influence of the global financial crisis trig-
gered by the United States subprime mortgage crisis in 2007, the market demand
dropped drastically from Europe, the United States and Japan, which are main export
areas in China. This has resulted in China’s exports, the main driver of China’s econom-
ic growth, declining dramatically, leading to the decline of China’s annual economic
growth rate in 2008 and 2009, and having terminated the Chinese economy’s double-
digit growth rate which has sustained for five consecutive years. The annual GDP growth
rates of 2008 and 2009 are 9. 0% and 8. 7%. These results indicate that relying on the
expansion of export growth is not sustainable and only expanding domestic demand is the
power to maintain China economic growth continually.

In terms of the two important components of domestic demand-consumption and in-
vestment, the role of consumption is much more important. As an intermediate demand ,
investment in essence is a result of consumer demand. In the long term, if there is no
support of consumer demand, the investment demand will become insufficient invest-
ment. While ineffective investment cannot guarantee a sustainable, rapid, coordinated
and healthy development of national economy, and investment itself cannot become a
lasting power for economic growth.

However, in recent years, China’s final consumption rate has fallen year after

year. The data show that the decline in final consumption was mainly due to the decline
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in consumption rate. China’s consumption rate dropped to 35. 32 percent in 2008, which
is the lowest in 30 years since 1978. Compared to the historical level of 52. 47% , the fi-
nal consumption decreased 17. 15 percent. In 2008 the consumption rate in China, US,
and India were 35.3% , 70.1% , and 53.9% respectively. Compared to international
indices, Chinese resident consumption rate is noticeably lower. It is not only below the
world average, but also lower than the average level of low-income countries. Compared
to India, which has the same level of economic development, there is still a big
gap. Premier Wen Jiabao pointed out in 2009 Government Work Report: “actively boos-
ting domestic demand, especially consumer demand, and strengthening the role of do-
mestic demand in driving economic growth; expanding consumption, especially indi-
vidual consumption”

The data show that the low resident consumption rate was mainly a result from the
low consumption rate of rural residents. Compared to the record of level of 32.34% in
1983, the consumption rate of rural residents has dropped to 8. 87 percent in 2008, a de-
crease of 23. 47 percent. Correspondingly, a significant decline in the consumption rate
of rural residents means that its contribution to national economic growth rate de-
clines. The record level of Chinese rural residents’ contribution rate to national econom-
ic growth rate was 46.36% in 1981, while the contribution rate fell to 7.53% in
2008. This indicates that insufficient rural consumption is one of the important factors
that result in insufficient effective demand in China. Rural areas are China’s largest and
most fundamental market. The rural area population is the largest consumer group, ac-
counting for 54. 32 percent of the Chinese population. The rural areas are a huge poten-
tial consumer market in China. Insufficient consumer demand in rural markets affects is
not conducive to a positive national economic cycle. How to improve the consumption of
rural residents to start rural consumption market has become an important issue.

In order to open up China’s rural market, we need to understand the current status
and characteristics of rural residents’ consumption level and consumption structure, an-
alyze the constraints on rural residents’ consumption, and find ways to open up China’s
rural market.

To achieve these objectives, this thesis selects rural residents’ consumption as the
research object, systematically analyzes Chinese rural residents’ consumption level,
consumption structure and their influencing factors. The research method combines norm-
ative analysis with empirical analysis, and applies consumer economics theories and
Econometric tools and methods in the research. The results of this thesis provide theoreti-

cal and policy implications for opening up the rural consumer market.
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Through building Econometric models, this thesis analyzes characteristics and fac-
tors of Chinese rural residents’ consumption level and consumption structure based on
qualitative anz-;lysis. The research conclusions are as follows

1. Conclusions about the consumption level of rural residents

(1) The consumption level of rural residents has a upward trend although there is
volatility. The Engel coefficient of rural residents was 0. 58 in 1978 and dropped to 0. 44
in 2008. The decrease in Engel coefficient of rural residents indicates that there is a
comfortable level of living and the quality of life has been continuously improved for Chi-
nese rural residents. The comparative analyses of consumption levels of rural residents in
different areas show that: the consumption level of all rural residents has been continu-
ously improved since 1978. However, there is gap among different areas and this gap
has widened.

(2) The empirical results of the panel data model show that; The influence of
wage income is greater than that of non-wage income on the consumption levels of rural
residents. Government policies, environmental factors and regional factors have signifi-
cant influence on rural consumer behaviour.

(3) The empirical findings of VAR models indicate that; the development of ur-
banization has enhanced the increase in the consumption of rural residents, which in
turn has contributed to the development of urbanization. The relationship between rural
residents’ consumption and urbanization is mutually reinforcing.

(4) The empirical findings of VAR models show that: Chinese government ex-
penditure has exhibited crowding-in effects on rural residents’ consumption. The in-
crease in government expenditure contributed to the increase in the consumption of rural
residents.

2. Conclusions about consumption structure of China’s rural residents

(1) Since the reform and opening-up, China’s consumption structure of rural resi-
dents has exhibited phase variation. The ratio of survival consumption in consumer
spending has a descending trend, while the enjoyment and development spending have
a continuous ascending trend. The degree of commercialization in the consumption of ru-
ral residents has been improved continuously.

(2) The results of ELES models using a sample of representative years indicate
that :

® The consumption of food, accommodation has exhibited downward trend after
rural residents’ income increased. But the marginal consumption propensities of food and

accommodation are still ranked the first and second. The portion of newly increased in-
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come spent on transportation and communications has exhibited an increasing trend.

® The Income elasticity of consumption varies in different years. The demand in-
come elasticity of transportation and communication is greater than 1 during the sample
period in this study. This shows that there is a strong demand for transportation and com-
munication products from rural residents.

e All price elasticity of consumption is negative. The absolute value of the price
elasticity of consumer demand for transport is the largest. It shows that rural residents are
strongly sensitive to changes in the prices of these goods. A decrease in the prices of
these goods will greatly increase rural residents’ demand.

(3) Through the establishment of sub-regional panel data models, the research
shows that: there is a big difference of marginal consume propensity of rural residents in
different regions; the low-income rural residents in the western region spend most of the
additional revenue in living consumption; the high-income rural residents in the eastern
region spend more of the additional revenue in saving and productive investments; the
spending model of rural residents in central region is between rural residents in the west-
ern and eastern.

(4) The empirical findings of panel data models established based on data which
are grouped by income show that;

® There is a big difference among consumption behavior of rural residents with dif-
ferent income levels. Income difference is an important factor that affects the consump-
tion structure of rural residents in China. In terms of marginal consumption trend of dif-
ferent consumption goods, the increase in income is the largest driving effect in the total
consumption expenditures of low-income household, and is the smallest driving effect in
the total consumption expenditures of high-income household.

® When their income is increased, all rural residents with different income levels
consider increasing their residence consumption firstly, followed by transportation and
communications consumption.

(5) The urbanization has significantly affected the consumption structure of rural
residents. But it has different effect to different types of consumer spending. The empiri-
cal findings of AIDS models show that: if the urbanization rate increases 1 percentage
and other conditions remain unchanged, the consumption budget share of household
equipment & services, cultural education entertainment products & services, transpor-
tation & communications of rural residents increase 0. 0169, 0.1084, 0. 1894 respec-
tively; If the urbanization rate increases 1 percentage, the consumption of food, cloth-

ing, housing, health of rural residents decrease.
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(6) There is a significant effect of rural public goods on consumption structure of
rural residents in China. Through the empirical results of panel data models show that ru-
ral consumption growth is significantly promoted if there is an improvement of transport
facilities communication facilities, electricity infrastructure, medical and health infra-
structure and education facilities. Among these factors, the electricity infrastructure has
the biggest effect, followed by the communications infrastructure, especially mobile
communication facilities.

The innovation of this thesis:

(1) Through the establishment of VAR model and AIDS model, this thesis empir-
ically analyzes the relationship between urbanization and consumption structure of rural
residents and the effect of urbanization on consumption structure of rural residents.

(2) This is the first research using VAR model and panel data model with infra-
structure stock data set. This thesis empirically analyzes the effect of government expend-
iture on the consumption level of rural residents and the effect of public goods on the
consumption structure of rural residents.

(3) This thesis overcomes the weaknesses of existing literature and discusses how
wage income, non-wage income, policy factors, environmental factors, and regional
factors affect the rural household consumption levels through the panel data model.

(4) Using the data of every province reinforced the province’s regional characteris-
tics of the consumption structure. Moreover, pooling together the same indicators based
on the different income group data classified by income is more suitable for the analysis
of rural residents as a whole. This thesis overcomes the weaknesses of existing litera-
ture. According to a sample survey of annual income levels during 2003 - 2008, the
panel data model is established to analyze the consumption structures among rural resi-

dent groups with different income levels.

Key words: Consumption of rural residents, Income of rural residents, Urbaniza-

tion, Government spending
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F1-1 1978 ~ 2008 FF R EH B RMGHRE

P Eraie BAWES | ERER | WMEERER | REERIER BUR A 3%

(%) (%) | E (%) £ (%) (%) £ (%)

1978 38.2 62.1 48.79 18. 49 30. 30 13:31
1979 36. 1 64.4 49.15 18. 54 30. 61 15,20
1980 34.8 65.5 50.76 20. 04 20,72 14.73
1981 32,5 67.1 52.47 20. 45 32.02 14. 65
1982 31.9 66. 5 51.93 19, 95 31.98 14.52
1983 32.8 66. 4 51.98 19. 64 32.34 14.40
1984 34.2 65.8 50. 82 19.42 31.40 15.00
1985 38.1 66 51.64 20. 69 30. 95 14.31
1986 37.5 64.9 50. 46 21.34 29. 11 14. 46
1987 36.3 63.6 49. 90 24:99, 27.93 13.67
1988 37 63.9 51,43 24.01 27542 1281
1989 36.6 64.5 50.91 24. 65 26. 26 13.58
1990 34.9 62.5 48.85 24. 64 24.20 13. 64
1991 34.8 62.4 47.53 25.02 22,51 14. 89
1992 36.6 62.4 47.16 26. 00 21.16 1525
1993 42.6 59.3 44.43 25.87 18.57 14. 86
1994 40.5 5822 43.50 25.83 17.67 14.73
1995 40.3 58.1 44. 88 2305 17.83 13:25
1996 38.8 592 45.79 27.03 18.75 13.43
1997 36. 7 59 45.21 27. 36 17. 85 13.74
1998 36.2 39.6 45.34 28. 61 16:72 14. 28
1999 36.2 61. 1 46. 00 30. 00 16. 00 1905
2000 33:3 62.3 46. 44 31. 10 15.34 15. 86
2001 36.5 61.4 45.16 30. 67 14. 49 16. 21
2002 37.9 59.6 43. 68 30. 16 18¢:52 15. 89
2003 41 56. 8 41. 67 29..71 11.85 15. 11
2004 43.2 54.3 39. 83 28. 88 10. 95 14. 47
2005 42.7 158 37.74 27.55 10. 19 14. 10
2006 42.6 49.9 36. 31 26.79 932 13. 59
2007 42.2 49 35.58 26.49 9.09 13.38
2008 43.5 48.6 35,32 26. 46 8. 87 1327

H: AT BRIE R AT B 3 vk P AP AR
AW R = (BRI 2 + BUFIH %) /CDP,
JE R IH 2R = GRBUR BRI 7% + RN JE R K %) /CDP,
WEUE R PR = R R 9%/GDP,
RAERIE R = L4 8 R 2%/CDP,
BRI % 3% = BUIT K 9%/ GDP,
BERDRIR: AR (PEGIHEL) 2009 BRI,



