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ABSTRACT

Analysis on Chinese Consumption Function

The subject of this book is consumption
function in China,that is,the relationship be-
tween household income and its consump-
tion. This book revises several principal hy-
potheses of consumption function and puts
forward hypotheses and models of Chinese
consumption function according to the social
and economic institution and really available
data in China.

Considering consumer behavior to be a
point of departure for studying consumption
function, the author, first of all, proposes a
frame of studying consumer behavior in a
neoclassical paradigm, and compares differ-
ences in the supposal of consumer behavior
among consumption function hypotheses
within the frame.“Then he analyses external
environments faced by Chinese consumers
and the factors that have effect on consumer
behavior. From this analysis, the author
sums up external environment supposal of
consumer behavior and internal supposal

on the part of the consumer according to



Chinese situations, and compares them with
those in the neoclassical paradigm and main the-
ories of consumption function. Finally, the au-
thor advances hypotheses on consumer behavior
in China. Th2 main conclusion of this book is
that the consumer in China before 1978 was
bound, nearsighted and rather 'primitive’with
short-term behavior. The pre-1978 Chinese con-
sumer ,in short,was quite similar to the Keyne-
sian consumer, with much less freedom of
choice, though in 1952 — 1978, passive factor§
played the primary role in consumer behavior:
Positive factors were limited by government con-
trol of consumption fund, strict rationing and
shortage. This book defines such consumer be-
havior as passive and short-term. On the other
hand, the behavior of the consumer in China
since 1978 has changed with the change in exter-
nal envrionment of consumption. The consumer
is being transformed into the neoclassical type
from the primitive type in keynes’s description.
Their forward-looking behavior has been

formed. At the same time,imitative and compet-



itive behavior among consumers becomes
stronger. This book identifies the post-1978,
consumer behavior as imitative and competitive, v
transitionally. forward-looking.
 Based on the research into consumer behav-
ior, this book comes up with hypotheses and
models of consumption function in China. There
are four hypotheses considered: 1, the simpler
consumption function of Keynes can explain the
circumstances in China before 1978; 2, those
consumption functions within the neoclassical
paradigm, which include mainly Friedman’ per-
manent income hypothesis and Modigliani’s life
cycle hypothesis, can not explain the circum-
stances in China before 1978; 3, consumption
function in 2 can explain the situations in China
after 1978; and 4, complicated consumption
functions, such as that of rational expectation,
are hardly applicable in China. Models of urban
Chinese household consumption are
1952—1978. C=1(y,z,r);
1978—1991: C={(y,a,u).
(C is consumption, y is income, z is shortage, r



is rationing,a is residual asset, u is subsidy giv-
en by the state. ) Models of rural household con-
sumption are

1952—1978: C=1{(y,rp);

1978—1991. C=1f(y,a).
(rp is relative price of industrial products and
agricultural products. ) *

According to these hypotheses and models,
this book draws some important conclusions us-
ing a lot of temporally serial and cross —sector
data on income, consumption, savings, con-
sumption subsidy, and assets and so on. Major
ones among them are that

1. current consumption of urban and rural
households depended mainly on their current in-
come during 1952—1978;

2." hypotheses of consumption function
within the neoclassical paradigm became grow-
‘ingly - applicable to Chinese conditions during
1978—1991;

3. rational expectation hypotheses are not
applicable to Chinese conditions as was proven

by examining Hall's model of “random walk”;



4. average propensity to consumption of ur-
ban and rural households was nearly a constant
with no considerable fluctuations 1952 — 1978,
while a marked decline was registered in the pe-
riod of 1978 —1991,along with a downward ten-
dency in marginal propensity to consumption and
income elasticity of consumption. The declining
tendency in averagelpi’opensity to consumption
in rural households was not so obvious as that
of urban households, although the decline was
appreciably steep when compared with that in
1952 — 1978. The declining tendency indicates
that; a) the relationship between current con-
sumption and current income is becoming weak;
and b) residual savings out of income are in-
creasing;

5. previous consumption has a ‘stabling ef-
fect’ on current consumption;

6. ‘the demonstrative effect’ among urban
and rural households has grown stronger with
the expanding gap in income distribution since
1978. This effect is stronger in rural areas than

in cities.
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