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Abstract

Strengthening consumption’s fundamental role in economic development requires an
adaptive transition of demand-side growth drivers from an investment-driven economy
to a consumption-led economy. Against the backdrop of a relatively low consumption
rate, expanding consumption promotes the formation of a consumption-led economic
development model by facilitating economic circulation, stimulating economic growth,
guiding resource allocation, and generating scale advantages. Building on a clarification
of the scientific connotation of a consumption-led economy, this paper develops
a consumption-led economic indicator system and constructs a consumption-led
economic index to evaluate consumption’s fundamental role in economic development.
The research results indicate that a consumption-led economy represents the primary
direction of transformation in economic growth drivers: As economies evolve,
consumption-led economic characteristics become increasingly pronounced, and a
growing number of countries exhibit such characteristics. These characteristics are
particularly evident in developed countries, most of which have already transitioned to
a consumption-led economy. By contrast, newly industrialized countries and general
industrialized countries display weaker consumption-led characteristics and predominantly
follow either a domestic demand-led or an investment-driven economic development
model. In light of China’s development practice, the country as a whole remains at the
stage of a domestic demand-led economy. Given substantial regional disparities within
the country, different regions should promote an adaptive transition of economic growth
drivers toward a consumption-led economy in accordance with their specific economic
conditions.

Keywords economic growth driver; consumption-led economy; investment-driven
economy; development stage; country type

1 Introduction
Consumption development is both an outcome of economic development and an engine for

economic development. According to data from the National Bureau of Statistics, in 2024,
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final consumption expenditure contributed 44.5% to economic growth and drove GDP growth
by 2.2 percentage points, making it the primary driver of economic development. Therefore,
strengthening consumption’s fundamental role in economic development has become a
fundamental policy for promoting high-quality economic development. China attaches great
importance to the role of consumption in economic development. The report to the 20th
National Congress of the Communist Party of China (CPC) emphasizes the need to expand
domestic demand and better leverage the fundamental role of consumption in stimulating
economic growth and the key role of investment in improving the supply structure (Xi, 2022).
In 2022, the CPC Central Committee and the State Council issued the Outline of the Strategic
Plan for Expanding Domestic Demand (2022—2035)," which states that final consumption
is a sustained driver of economic growth and calls for the comprehensive expansion and
upgrading of consumption. Therefore, the development of consumption not only reflects the
continuous fulfillment of people’s needs for a better life but is also gradually becoming a new
driver of economic growth.

In the early stages of economic development, when supply capacity is relatively weak,
implementing an investment-driven growth strategy to promote production is more conducive
to economic development. By contrast, at the mature stage of economic development, when
productive capacity has increased substantially, insufficient consumption demand becomes
the primary constraint on economic development. Under such conditions, expanding domestic
demand—especially consumption demand—becomes the main pathway for achieving
high-quality economic development. The transition from an investment-led growth model
to a consumption-led growth model reflects a broad pattern observed in the economic
development of countries worldwide (Guo & Lu, 2009; Sun, 2015). Fundamentally, this
transition arises from improvements in social productive capacity and corresponding changes
in the primary constraint on economic growth. As the improvement in social productive
capacity alters the supply—demand relationship, the economy transitions from a shortage stage
characterized by supply falling short of demand to a surplus stage characterized by supply
exceeding demand. Accordingly, the primary constraints on economic development shift
from supply-side constraints to demand-side constraints, which necessitates a transition from
an investment-driven economic development model to a consumption-led model.

Importantly, the timing of this adaptive transformation must be aligned with the stage of
economic development, since either premature or delayed transition toward a consumption-
led economy may undermine the quality of economic development. Although a consumption-
led economy may exhibit slower growth than an investment-driven economy and may also
generate uneven development outcomes, many countries are nevertheless undergoing a
transition toward a consumption-led economy (Kharroubi & Kohlscheen, 2017). Moreover,
consumption shocks directly affect total factor productivity and play an important role

in economic growth (Bai et al., 2024). The transformation of the economic development

' The corresponding Chinese title is §" K P 7 HIE ML 49 (2022-2035).
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model from an investment-driven economy to a consumption-led economy, therefore,
requires careful attention to the appropriate timing of transition. Some scholars suggest
that the transition from an investment-driven economy to a consumption-led economy may
proceed through an intermediate stage characterized by a domestic demand-led economy,
in which both investment and consumption jointly drive economic growth (Mao & Sun,
2015). Furthermore, promoting the transition of demand-side growth drivers requires a
comprehensive consideration of factors such as the national scale and the stage of economic
growth (Du & Liu, 2012). Accordingly, the transformation of the economic growth model
should not be understood as a mechanical adjustment of the demand structure, but rather as
a process requiring a comprehensive consideration of resource endowments, development
stages, and other factors.

The Chinese government has long attached great importance to the issue of economic
growth drivers. From different perspectives, economic growth drivers can be categorized
into various models, such as extensive growth, intensive growth, and innovation-driven
growth. From the demand-side perspective, economic growth drivers—demand-side growth
drivers—focus on either investment-led or consumption-led development models (Chi,
2012). The primary way to adjust demand-side growth drivers is by altering the demand
structure. China’s process of adjusting its demand structure has evolved from adjusting the
ratio between accumulation and consumption to the coordinated development of the three
major demands, and then to promoting the formation of a robust domestic market. Given that
China’s household consumption rate has been persistently low, expanding consumption and
strengthening its fundamental role in economic development have become the direction of
China’s economic growth driver transformation.

A consumption-led economy has emerged as a common evolutionary direction in the
transformation of economic growth drivers among major countries. Against this backdrop,
this paper evaluates the consumption-led economic index to examine the foundational role of
consumption in economic development and the transformation of economic growth drivers.
To drive the transformation of China’s economic growth drivers, it is important to address
the following questions: What is the formation mechanism of a consumption-led economy?
How has the consumption-led economy historically evolved in major countries around
the world? Addressing the evolution of demand-side growth drivers in major countries
worldwide is of considerable reference value for promoting the transformation of China’s
economic growth drivers and fostering the development of a consumption-led economy.
Based on a comprehensive analysis of the theoretical logic underlying the consumption-
led economy, this paper examines the transformation of economic growth drivers in 23
major countries. The marginal contribution of this paper lies in two main aspects: Firstly,
it systematically reveals the formation mechanism of a consumption-led economy through
the perspectives of facilitating economic circulation, stimulating economic growth, guiding
resource allocation, and generating scale advantages. Secondly, it constructs a consumption-

led economic indicator system and examines the fundamental role of consumption in
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economic development and the transformation of economic growth drivers in major countries

worldwide based on cross-national historical data.

2 Literature Review

Economic growth models can be examined from a variety of perspectives. From the
production or supply perspective, the focus is on how capital, labor, and other factor inputs
affect economic growth. From the innovation or scientific and technological advancement
perspective, the focus is on how technological progress drives economic growth. From the
consumption or demand perspective, the focus is on how consumption stimulates economic
growth and facilitates economic circulation. From the human capital or education perspective,
the focus is on how education enhances human capital and thereby contributes to economic
growth. This paper explores the consumption-led economy and primarily examines this
economic growth model from the supply-side and demand-side perspectives.

In the extant literature, many scholars analyze economic growth drivers from the supply-
side perspective. Changes in the resource endowment structure can reflect the transformation
of economic growth drivers and leading industries. Economic development ultimately leads to
changes in the resource endowment structure, i.e., an increase in the relative share of capital
within the resource endowment structure (Lin et al., 1999). China’s leading industries have
shifted from labor-intensive industries to capital-intensive industries, and then to service and
technology-intensive industries (Guo, 2004), realizing the transformation of economic growth
drivers from factor expansion to innovation expansion (Zhao et al., 2015). In the growth
accounting framework from the industry perspective, the contribution of the three primary
industries to economic growth and the situation of capital, labor, and total factor productivity
are examined to analyze the transformation of China’s economic growth drivers. The research
shows that the capital-driven growth model faces dual challenges of declining capital inputs
and capital contribution (Chen & Hou, 2024). In addition, the following factors also impact
economic growth and the economic growth driver models: total factor productivity (Cai,
2021; Liu & Ling, 2020; Xiao et al., 2024), human capital (Sultana et al., 2022), digital
capital (Xu & Zhao, 2020), population aging (Du & Feng, 2021; Maestas et al., 2023; Mu
& Zhang, 2025), transportation infrastructure development (Banerjee et al., 2020; Yu et al.,
2024), and broadband infrastructure (Maciulyte-Sniukiene & Butkus, 2022).

The demand side is another perspective for examining economic growth driver models.
Under the aggregate supply framework, economic growth is attributed to the expansion of
production; and under the aggregate demand framework, it is attributed to rising demand.
China’s economic growth is predominantly driven by final demand. Over a certain period,
exports not only serve as a direct engine for China’s economic growth but also indirectly
stimulate growth through their impacts on consumption, investment, government expenditure,
and imports (Lin & Li, 2003). A review of the evolution of China’s economic growth

drivers shows that overall, China’s economy first shifts from a domestic demand-dependent
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model to an export-oriented model (Liu & An, 2011), and subsequently transitions from
an investment- and export-driven model to a consumption-led model (The Research Group
of the Comprehensive Department of the National Bureau of Statistics of the People’s
Republic of China, 2014). Excessive reliance on external demand increases the risks
associated with economic operations. The contraction of external demand is also a direct
factor behind the slowdown in China’s economic growth (Chen & Zhao, 2023). Export-
oriented growth dominated by external demand is unsustainable and should give way to a
growth model grounded in domestic demand (Bramucci, 2024). Although final consumption
demand contributes substantially to economic growth in China, household consumption
remains insufficient, which indicates considerable untapped potential (Sun et al., 2025). The
transformation of economic growth drivers toward a consumption-led economy has yet to be
fully realized (Yang et al., 2024).

The integration of supply and demand gives rise to a higher-level dynamic equilibrium
where demand leads supply and supply creates demand, thereby generating new growth
drivers and shaping new economic development advantages (Hong et al., 2023). Economic
growth is essentially a dynamic equilibrium process between supply and demand (Wang,
1999). More specifically, as the stage of economic development evolves, changes in the
supply—demand structure reflect shifts in the primary constraint on economic growth. In the
early stages of economic development, when supply is relatively insufficient and demand
is relatively excessive, supply-side constraints constitute the main limitation on growth. At
this stage, emphasis is placed on the supply side, with efforts directed toward improving
productivity and expanding supply to meet excess demand. As the economy gradually
matures, the supply—demand structure changes, leading to supply becoming relatively
excessive and demand becoming relatively insufficient. Demand-side constraints become
the main limitation on growth. At this stage, excess outdated capacity impedes economic
circulation and, in turn, slows economic growth (Wang & Cheng, 2024). Therefore, greater
emphasis should be placed on the demand side, including eliminating outdated capacity,
providing higher-quality supply, and unlocking domestic consumption potential. Reshaping
a consumption-led economic development model helps buffer external economic shocks,
enhance the stability of endogenous growth, and promote sustained high-quality economic
development (Sun & Cao, 2023).

The national scale and the development stage are key determinants of economic growth
drivers. In general, the larger a country’s economic scale and the more advanced its
development stage, the more likely it is to develop a consumption-led economy. The stage
of economic development determines the supply and demand capacities that influence each
other, while the national scale shapes the economic development endowments. Together,
these factors influence the choice of the economic development model. With respect to
economic development stages, Rostow’s stages of economic growth highlight the impact of
supply and demand capacities on economic and social development. At more advanced stages,

consumption exerts a stronger influence on economic development and thus warrants greater
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emphasis on the role of consumption in economic development (Rostow, 1959). In terms of
national scale, small countries tend to rely more heavily on foreign economies, making the
export-oriented development model a viable strategic option. By contrast, for large countries,
the scale and stability of domestic demand constitute critical resource endowments (Kuznets,
1966/1989), making it more necessary to establish a consumption-led economic development
model. Chenery et al. (1986/2015) classify the industrialization process into inward-oriented,
intermediate, and outward-oriented types: Outward-oriented economies rely primarily on
imports and exports and investment and are typically suited to developing countries and
small countries with limited domestic markets, whereas inward-oriented economies rely
mainly on domestic demand—particularly consumption—to drive growth and are generally
more appropriate for large countries with sizable domestic markets or countries at more
advanced stages of economic development. As a large country that features vast domestic
demand and is at a rapidly evolving stage of economic development, China needs to fully
leverage the advantage of its supersized market to promote a timely transition of its economic
development model toward a consumption-led economy (Gan & Liu, 2021; The Research
Group of Development Research Center of the State Council, 2020).

The transition of the economic development model from an investment-driven economy
to a consumption-led economy represents a general pattern of economic development. At
the international level, a consumption-led economy is a common direction for countries’
economic development model transformation; when per capita national income reaches
USD 3,000-4,000, the role of consumption in driving economic growth strengthens rapidly
(Guo & Lu, 2009). As the stage of economic development evolves, the role of investment
in driving economic growth continues to weaken, which leads economic growth drivers
to shift inevitably from investment-led to consumption-led (Cai, 2015). China is already a
major producer and therefore needs to promote the transformation toward a major consumer
from multiple dimensions, including household income, income disparities, social security,
institutional development, and the development of the service sector (Mao & Hong, 2011;
Sun, 2015). At the provincial level, there are significant differences in economic development
models across China’s provinces. However, all are undergoing a transition from investment-
led to consumption-led development models, and some more developed provinces already

exhibit the characteristics of a consumption-led economy (Mao & Sun, 2015).

3 Theoretical Logic of the Consumption-Led Economy
3.1 The Consumption-Led Economy: Theoretical Foundations
Although consumption’s fundamental role in economic development continues to strengthen,
China has long experienced an investment-driven economic growth model, resulting in an
insufficient understanding of the consumption-led economy. As an economy develops, the
primary constraint on its growth shifts from the supply side to the demand side. From this

demand-side perspective, the engine of growth gradually transitions from an investment-
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driven model to a consumption-led one. This transformation requires a reassessment of
consumption’s role in economic development and a theoretical clarification of the logical
foundations of the consumption-led economy. Consumption serves multiple functions and
holds significant value for economic growth, human development, and social progress.
Regarding the transformation of economic growth drivers, this paper focuses specifically
on the role of consumption in economic development. By performing multiple functions,
consumption promotes high-quality economic development. This paper specifically
explains the formation mechanism of a consumption-led economy from the perspectives of
facilitating economic circulation, stimulating economic growth, guiding resource allocation,
and generating scale advantages. The specific mechanisms through which consumption
affects economic development are illustrated in Figure 1. As consumption develops and its
contribution to economic growth increases, its fundamental role in economic development
continues to strengthen, and the economic development driver model gradually shifts from an

investment-driven economy to a consumption-led economy.
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Figure 1
Theoretical Logic of the Consumption-Led Economy
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3.1.1 Theory of Economic Circulation: The Role of Consumption in Facilitating Economic
Circulation

From the commodity circulation perspective, economic circulation encompasses the entire

process from production to final consumption. Marx analyzes the social reproduction cycle

through four stages: production, distribution, exchange, and consumption. Production

determines consumption, while consumption in turn influences production. Any disruption
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in one of the four stages of the social reproduction cycle impedes the functioning of the
entire cycle. When consumption is placed within the social reproduction cycle, its role in
facilitating economic circulation becomes particularly critical under conditions of insufficient
consumption demand and a persistently low consumption rate.

First, consumption constitutes a crucial stage in the social reproduction cycle. Within this
cycle, consumption represents both the endpoint of one cycle and the starting point of the
next. Only when each stage maintains an appropriate scale and proportional relationship can
the entire social reproduction cycle operate smoothly, thereby enabling economic expansion
under a higher-level balance between supply and demand. Smooth economic circulation
requires coordination and alignment among the four stages; any disruption in one stage
hinders the operation of the entire social reproduction cycle. Insufficient production leads to
a shortage economy, in which the output of products fails to meet the needs of economic and
social development. This situation often occurs in the early stages of economic development
and constrains economic growth. Insufficient consumption leads to overproduction and
increases the risk of economic crises.

Second, expanding consumption is essential for facilitating economic circulation. As
the above analysis indicates, the smooth functioning of the social reproduction cycle
requires coordinated operation across production, distribution, exchange, and consumption.
Insufficient consumption demand constitutes a major structural constraint on China’s
economic development (Zang & Yi, 2023), which is primarily reflected in the persistently
low household consumption rate. In a post-industrial society characterized by significantly
enhanced productive capacity, production capacity is strong and excess capacity exists in
most sectors, making insufficient consumption demand the key bottleneck in economic
circulation. Therefore, under conditions of insufficient consumption, expanding household
consumption becomes the key to facilitating economic circulation and promoting expanded

social reproduction.

3.1.2  Balanced Growth Theory: The Role of Consumption in Driving Economic Development
Economic expansion is a dynamic growth process in which supply and demand achieve
equilibrium. From an equilibrium perspective, expanding consumption helps alleviate
demand-side constraints on economic development and promotes equilibrium between supply
and demand. The mechanism through which consumption drives economic development can
be analyzed from two dimensions: the primary constraint on economic growth and the pattern
of economic expansion.

First, the primary constraints on economic growth shift from supply-side constraints
to demand-side constraints. In the early and intermediate stages of economic growth,
insufficient supply constitutes the primary constraint on growth, and factor inputs and
technological progress serve as the primary drivers of economic growth. In the stage of high-

quality economic development, supply shortages largely disappear across most sectors,
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and insufficient demand becomes the primary constraint on economic growth. Under such
conditions, expanding demand—particularly consumption demand—becomes the main driver
of economic growth (Sun & Cao, 2023). Therefore, from the supply—demand equilibrium
perspective, analyzing economic growth requires attention to the stage of economic
development and the primary constraint, as economic development is realized through the
balanced expansion of supply and demand across the social reproduction cycle rather than the
expansion of any single stage. In particular, under conditions where excess supply prevails
in most markets, economic development should not be understood merely as production
expansion, since output that is not absorbed by consumption leads to overproduction crises.
Second, the pattern of economic expansion gradually shifts from production-based
expansion driven by material accumulation toward a cyclical expansion characterized by the
interaction between production and consumption. The industrial structure, to a certain degree,
influences and even determines the pattern of economic expansion. In the early stages of
economic development, the primary and secondary industries account for a large share, and
the production and consumption of their products follow a “production-first, consumption-
later” pattern. In the stage of high-quality economic development, the service industry
accounts for a larger share, and the production and consumption of its products and services
follow a “simultaneous production and consumption” pattern. Accordingly, in the modern
society characterized by a rising share of the service industry, the economic expansion model
is no longer confined to the production-based expansion driven by material accumulation but
increasingly takes the form of cyclical expansion characterized by the interaction between
production and consumption. The mutual reinforcement, constraint, and interaction between
consumption and production constitute the drivers of economic growth (Gong & Li, 2020).
From the demand perspective, consumption demand, together with investment demand and
net export demand, constitutes the three components of aggregate demand. As final demand,
consumption demand serves as a key driver of economic growth. Empirically, the role of
consumption in driving economic development can be examined from two dimensions: the
extent to which final consumption expenditure drives GDP growth and its contribution rate
to GDP growth. As productive forces develop, the focus of economic development shifts
from production to consumption, the role of consumption in driving economic development
continues to strengthen, and the economic development model gradually shifts from an

investment-driven economy to a consumption-led economy.

3.1.3  Resource Allocation Theory: The Role of Consumption in Guiding Resource Allocation

Production and consumption constitute important processes of resource allocation. With
the development of digital technologies and the strengthening of information-sharing
mechanisms between production and consumption, the interaction between the two has
become increasingly close. Therefore, from the resource allocation perspective, the role of

consumption in promoting economic growth is reflected in its guiding role in production and
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its supply—demand matching value.

First, consumption’s guiding role in production is fundamental. The ultimate purpose
of production is consumption. Consumption therefore plays an important role in shaping
production and directing the allocation of resources associated with production. In essence,
enterprises’ production responds to household consumption demand, while the upgrading of
the household consumption structure drives enterprise transformation and industrial structure
upgrading. As technological changes and evolving business models continue to narrow the
gap between production and consumption, the role of consumption in shaping production is
becoming increasingly direct and pronounced.

Second, consumption provides a supply—demand matching value. When the primary
constraint on economic development lies on the demand side, the supply—demand matching
value of consumption becomes particularly important. The preceding analysis of patterns of
economic expansion suggests that economic expansion gradually evolves from a production-
based expansion driven by material accumulation toward a cyclical expansion characterized
by the interaction between production and consumption. In this cyclical expansion,
consumption and production interact with each other: High-quality supply leads and creates
new demand, thereby promoting the upgrading of household consumption (Research Group
of Expanding Domestic Demand Strategy, 2023; Sun & Li, 2022). In turn, the upgrading of
household consumption guides resource allocation, promotes industrial structure upgrading,
and advances supply-side structural reform (Yan et al., 2018). Driven by consumption-led
resource allocation, supply that aligns with the direction of household consumption upgrading
becomes effective supply and promotes high-quality economic development characterized
by better matching between supply and demand. By contrast, supply that does not align with
the direction of consumption upgrading results in excess capacity, leading to supply—demand

mismatches and constraining the virtuous cycle of economic development.

3.1.4  Scale Advantage Theory: The Role of Consumption in Generating Scale Advantages

China currently has the world’s second largest consumer market, which constitutes a new
advantage that should be fully leveraged to promote high-quality economic development.
Effectively utilizing a supersized consumption market requires fully leveraging the role
of domestic consumption demand in stabilizing economic development and exploiting the
demand-side advantage of a supersized market.

First, domestic consumption demand plays a key role in stabilizing economic development.
For a long time, China’s economic growth has relied on both domestic and international
circulations. However, with increasing international trade frictions and intensifying
geopolitical fluctuations, the traditional export-oriented strategy faces growing constraints
(Kong, 2007), and building a new dual-circulation development paradigm becomes a strategic
choice in the new stage of development (Jiang & Meng, 2021; Wang, 2020). In this new

development paradigm, the domestic circulation constitutes the mainstay, and expanding
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domestic demand serves as the strategic basis for its formation. If a country overemphasizes
external markets during its development process, it increases the vulnerability of domestic
economic stability to external economic shocks. Compared with small countries, the domestic
markets and domestic consumption demand of large countries serve as endogenous drivers
of economic growth and play a fundamental role in economic development, while their
domestic consumption markets can effectively buffer external economic shocks. Therefore,
amid profound changes unseen in a century, intensifying volatility in the external political
and economic environments, and changes in the stage of economic development, China’s
economic development strategy needs to shift from export-oriented development toward
building a new dual-circulation development paradigm and strengthen the fundamental role
of domestic consumption in economic development.

Second, the demand-side advantage of a supersized market should be leveraged. A
supersized domestic market constitutes a demand-side advantage for a country’s economic
development. China’s large population, together with steadily rising household income
and consumption, generates enormous market demand, thereby creating the demand-side
advantage of a supersized market. This advantage is reflected in multiple dimensions.
Cultivating a supersized domestic market and fully leveraging its demand-side advantage is
an important pathway for promoting high-quality economic development in the new stage of
development (Gan & Liu, 2021; The Research Group of Development Research Center of the
State Council, 2020). Domestic demand provides market space for technological innovation,
allowing multiple technology roadmaps to develop competitively while spreading the costs
of technology research and development. In the early stages, most technological progress
depends on domestic market demand; a supersized market provides sufficient domestic
market space for enterprise innovation and technological advancement, thereby facilitating
technological upgrading and progress within the domestic market. Supersized market demand
also provides sufficient domestic market space for industrial development, specialization,
and the division of labor, while buffering external shocks and stabilizing domestic growth.
A supersized market scale helps form complete industrial chains, promotes the industrial
division of labor, facilitates the realization of factor endowments, drives tiered industrial
distribution and industrial clustering, and supports focused and specialized development of

enterprises in specific sectors.

3.2 The Consumption-Led Economy: Logical Derivation

The above analysis indicates that the national scale and the stage of economic development
are important determinants of economic growth drivers. Accordingly, this paper draws on the
model developed by Chaney (2008) to construct a dynamic, asymmetric, multi-country partial
equilibrium model. Within this framework, equilibrium between consumers and enterprises is
derived through the simultaneous utility maximization of consumers and profit maximization

of enterprises.
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It is assumed that there are N potentially asymmetric countries and that labor is the only
production factor. Country 7 is endowed with L, units of labor, and each country consists of
H + 1 sectors. Sector 0 produces a single homogeneous good, while the remaining H sectors
produce differentiated goods. The homogeneous good produced in sector 0 can be traded
freely worldwide and is produced under constant returns to scale. For simplicity, one unit of
labor in country # is assumed to produce w, units of the homogeneous good. The price of the
good is normalized to 1, implying that the wage level in country 7 is given by w,.

Consumers maximize utility by consuming goods produced in the H + 1 sectors. Specifically,
consumers consume ¢, units of the good in sector 0 and g, units of good @ produced in
sector 4. The differentiated goods produced in sector /4 belong to a set Q, in equilibrium. The

representative consumer’s utility is given by U:

a o1 5\,
U‘q{)mH(fnﬂh(@‘”d(w))(”"‘) : (1)

h=1

H
where u denotes the consumption share parameter, with Z ;= 1; o, represents the elasticity
i=0
of substitution among differentiated goods in sector 4, with g, > 1.
The equilibrium of the representative consumer is obtained by solving the utility-
maximization problem subject to the constraint that total expenditure equals the sum of labor

income and distributed profits:
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where Y, denotes the total income, which is the sum of a country’s labor income and profits
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m; and 7 denotes the total

profits earned by enterprises worldwide.
Following the solution procedure in Melitz (2003), the Lagrangian function is constructed

to obtain:

Y, (ph(w) ) 3)

qh(w) = Ph Ph
where P! denotes the price index for sector % in country n.
The analysis then turns to producer behavior. Labor productivity in sector / of the country i

is denoted by ¢/, and productivity across countries is assumed to follow a Pareto distribution,

% To avoid redundancy in notation, the following analysis simplifies ¢! into ¢, Unless otherwise specified, all variables are

assumed to pertain to sector h.
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defined as P(p; < ¢;) = G, (p,) = 1 — (p,) . Here, ¢, denotes the average productivity of sector
h in country i, and y, is the inverse indicator of heterogeneity in sector 4. For simplicity,
y, is assumed to be identical across countries, meaning that the productivity distribution
of enterprises within sector % is the same across countries. y, > g,—1: A larger value of y,
indicates that the sector is increasingly homogeneous, with total output concentrated among
smaller and less productive enterprises. Because of fixed production costs, enterprises
operating in sector / exhibit increasing returns to scale. Accordingly, the total cost incurred
by an enterprise in sector / of country i when producing ¢ units and exporting them to country
J is given by:
h
Ch (@)= g+ 1), 4

i

Here, rlf, denotes iceberg trade costs. Specifically, when one unit of a product in sector %

L . . 1 . .

is shipped from country i to country j, only — units arrive. A larger value of 7, therefore,
i

implies higher transportation losses and greater costs. By definition, r’f, =1 and rf, =1 when

goods are sold domestically. f° Z denotes fixed costs. Similarly, fixed costs are assumed to be
lower when enterprises sell products in their domestic market, defined asfj';- <f Z
Following Krugman (1980), and given the constant-elasticity demand function, equilibrium

pricing under enterprise profit maximization can be derived as follows:

h
w; T,
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Combining consumer equilibrium with enterprise profit maximization yields the export

revenue obtained by enterprises in country i when selling products to country j:

h
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Rearranging equation (6) yields:
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Equation (7) shows rZ. =u,| 1+ NL w; L; ( % ) , which means that the total
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j
value of goods produced by domestic enterprises depends on both the national size (L) and

Oj
o,— 1

:
the level of economic development (w;). The specific forms of pf,- (p) = . 7’_, Pj’-’, and
7 are given as follows:
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where gZZ,- denotes the productivity cutoff for exporting enterprises derived from the zero-
profit condition (Melitz, 2003), while z}(¢,)denotes the net profits earned by enterprises in
country k from exporting sector-/ goods to country /.

Following the approach proposed by Wang and Liu (2024), the learning effect associated
with technological progress is incorporated into the function. As time ¢ evolves, initial
productivity (¢,,) changes with current output, and the market is assumed to remain in
supply—demand equilibrium. Rising consumption demand and consumption upgrading lead
to improvements in labor productivity (Yang & Zhang, 2021). On this basis, 0" is further
decomposed into demand for high-end products (Q}) and demand for standard products (Q7),

yielding:
(pz t=4f((0i, 0> Q’l’? QZ) = (01', 0> (10)
c o
where 0" = 0] + 0! = Z q,-jh. (¢). High-end demand and ordinary demand meet 82; >0,
J=1
0, ol
640, t wl,t (01 tz <O

a0, a0l a0l

Rostow (1959) divides the stages of economic development into six stages: traditional
society, preconditions to take-off, take-off, drive to maturity, age of high mass consumption,
and age of pursuit of quality of life. At early stages of economic development, productivity is
low, people’s consumption demand centers on subsistence, and demand for high-end products
is limited. Under such conditions, insufficient supply becomes the primary constraint on

economic growth, and an increase in ordinary demand promotes a rapid rise in productivity,

o9,
defined as TQ': >0. As the economy matures, improvements in infrastructure and public
1

services raise living standards, while demand for high-end products gradually expands. At
this stage, the primary constraints on economic development progressively shift from supply-
side constraints to demand-side constraints. As high-end demand is only beginning to emerge
and remains relatively small in scale, its promoting effect on productivity is weaker than that
09, _ 09,

> A
o0, ~ 0g,
mass consumption and the pursuit of quality of life, people’s demand for high-end products
0., _ 0.,

> 7
o0, ~ 00,

quality of life, and high-end demand exerts a stronger promoting effect on productivity than

of ordinary demand, defined as >0. As the economy moves into the age of high

increases, and thus >0. At this stage, consumers place greater emphasis on the

ordinary demand. Substituting the learning effect into equation (5) yields:

h
h _ O ;T
Dy (9) = : . (11)
’ 0= 1 i
Equation (11) implies that, for domestic enterprises, higher productivity is associated

with lower prices. Equation (10) further indicates that, because of the learning effect, the
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rate of productivity improvement depends on total product demand. The larger a country’s
economic scale, the greater the size of its domestic market demand, thereby generating
stronger productivity-enhancing effects and further reducing the prices of consumption
goods. Lower prices, in turn, stimulate additional demand, forming a virtuous cycle.
Therefore, in large countries with a larger economic scale, domestic enterprises rely
more heavily on the domestic market. Furthermore, in large countries, insufficient supply
constrains economic growth in the early stages of development. As economic development
gradually matures, the promoting effect of ordinary demand on productivity weakens,
while that of high-end demand becomes more prominent, causing the primary constraints
to shift from supply-side constraints to demand-side constraints. Consequently, as the stage
of economic development evolves, economic growth drivers in large countries gradually
shift from external demand toward domestic demand, ultimately giving rise to a domestic
demand-led economy or a consumption-led economy. In contrast, for small countries with a
smaller economic scale, domestic demand for products is lower than in large countries, and
the promoting effect of demand on productivity is relatively limited. Therefore, domestic
enterprises in small countries lack the price advantages enjoyed by enterprises in large
countries with higher productivity and are therefore unable to generate the same virtuous
cycle. Even in the presence of variable trade costs (7), exported goods produced by high-
productivity countries may remain cheaper than goods produced domestically in small
countries. Therefore, compared with large countries, small countries rely more on external
demand to achieve economic growth.

In summary, small countries tend to exhibit high foreign trade dependence and can
achieve economic growth only by increasing foreign trade dependence. By contrast, large
countries, due to their substantial domestic demand, can sustain endogenous growth even
with a relatively low share of foreign trade (Kuznets, 1966/1989). The above theoretical
derivation suggests that the total value of goods produced by domestic enterprises is
associated with national economic scale. The larger the economic scale, the greater the value
of goods produced by domestic enterprises. From the perspective of national economic scale,
larger economies generate stronger domestic demand, which promotes productivity growth,
lowers product prices, and further expands demand, thereby reinforcing a virtuous cycle of
economic development. Accordingly, as the stage of economic development evolves, large
countries are more likely to develop a consumption-led economy in which consumption
demand—particularly demand for high-end products—serves as the primary economic
growth driver. Small countries, by contrast, may lack price competitiveness and struggle to
generate endogenous growth, thereby remaining more dependent on external demand during

the process of economic development.

4 Indicator System and Evaluation Method for Consumption-Led Economy

To reveal the relationship among the stage of economic development, country types, and
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the consumption-led economy, this paper constructs a consumption-led economic indicator
system to evaluate the historical evolution of consumption’s foundational role in economic
development across countries. A consumption-led economy represents a general pattern in
the evolution of economic growth drivers. Therefore, the consumption-led economic index

can be used to evaluate the foundational role of consumption in economic development.

4.1 Connotation of the Consumption-Led Economy

The evolution of economic growth drivers follows a pattern of transition from investment-
driven to consumption-led growth. A consumption-led economy represents the common
direction of this evolution. The above analysis of the theoretical logic of the consumption-
led economy indicates that to form a consumption-led economy, the economy must be in
a mature stage of development, with demand-side constraints as the primary constraints
on economic development. Meanwhile, consumption must account for a large proportion
of the demand structure, becoming the main driver of economic growth. In the early
stages of economic development, productivity is relatively low, and the supply—demand
relationship is characterized by supply falling short of demand. The primary constraint on
economic development is supply-side constraints, and at this stage, economic growth is
driven by increased factor inputs, making an investment-driven economy more appropriate.
In the mature stage of economic development, productivity is relatively high, and the
supply—demand relationship is characterized by supply exceeding demand. The primary
constraints on economic development shift to demand-side constraints, and at this point,
boosting consumption to drive economic growth becomes the optimal choice, leading to a
consumption-led economy. Therefore, the stage of economic development, the relationship
between consumption and the demand structure, the state of consumption development,
and the environmental conditions that promote consumption development are all important
factors affecting the formation of a consumption-led economy. Given this, this paper argues
that the consumption-led economy is an economic development model in the mature stage of
economic development, where consumption plays a foundational role in driving economic
growth. In this model, the environment for consumption development is favorable within the
economic circulation, and consumption occupies a high proportion in the demand structure,

making it the main driving force for economic development.

4.2 Consumption-Led Economic Indicator System

Based on the work of Mao and Sun (2015), and combined with the connotation of the
consumption-led economy, this paper designs a consumption-led economic indicator
system from four aspects: development stage, demand structure, consumption status,
and consumption environment. These four aspects not only comprehensively depict the

characteristics of the consumption-led economy but also reflect its connotation well, while
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maintaining internal logical consistency with the formation mechanism of the consumption-
led economy. Based on the theoretical logic and scientific connotation of the consumption-
led economy, this paper constructs a consumption-led economic indicator system (see Table
1), which includes 13 secondary indicators. Some secondary indicators require tertiary
indicators for further elaboration. In constructing the indicator system, the following
principles are primarily followed: (1) effectiveness principle, which means that the design
of the lower-level indicators can accurately and comprehensively depict the meaning
of the higher-level indicators, focusing on assessing the subject itself without excessive
divergence or extension; (2) completeness principle, which means that the lower-level indicators
can relatively fully depict the higher-level indicators, and the characteristics of the higher-level
indicators can be adequately expressed or reflected; (3) the simplicity principle, also known as
Occam’s Razor principle, states that the higher-level indicator should be characterized by the
fewest possible specific indicators, ensuring mutual exclusivity of information and avoiding
redundant expression of the same information; and (4) operability principle, which means that
the selected indicators must be quantifiable and data must be accessible. Indicators that cannot be

quantified are not included in the indicator system to ensure the feasibility of evaluation.

Table 1
Indicator System of Consumption-Led Economy
Target layer Primary Secondary indicator Tertiary indicator Indicator  Indicator
indicator direction  weight
Consumption- ~ Development  Per capita GNI + 0.072
|
ed economy stage Share of the value added + 0.072
of the tertiary industry
in GDP
R&D investment intensity + 0.086
Urbanization rate + 0.042
Demand Household consumption + 0.031
structure rate
Contribution of + 0.029

consumption to GDP

Foreign trade dependence - 0.038
Consumption  Per capita consumption + 0.080
status expenditure
Engel coefficient - 0.060
Consumption  Infrastructure Per capita air + 0.049
environment construction transport volume
Railway density + 0.092

(To be continued)
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(Continued)
Target layer Primary Secondary indicator Tertiary indicator Indicator  Indicator
indicator direction  weight
Consumption- ~ Consumption  Infrastructure Broadband density + 0.082
led economy environment construction
Income disparity Income Gini - 0.033
coefficient
Medical security Share of population + 0.037
with access
to basic health
services
Per capita health + 0.097
expenditure
Residents’ cultural level  Gross university + 0.052
enroliment rate
Share of education + 0.049
expenditure in
GDP

4.2.1 Indicator Selection Explanation

Development stage. According to Rostow’s theory of economic development, the economic
growth drivers of a country vary across different stages of economic development (Rostow,
1959). When the economy reaches a higher stage of development, economic growth drivers
need to gradually shift from an investment-driven model to a consumption-led model, and
the role of consumption in driving economic growth increases rapidly. In a consumption-
led economy, the tertiary industry, which is less investment-intensive than the secondary
industry, is generally more developed, resulting in a relatively lower share of investment in
total demand. In countries characterized by a consumption-led economy, residents exhibit
greater high-end consumption demand. To satisfy such domestic demand, the supply
side needs to increase R&D investment to match the upgrading demand. As economic
development progresses, the population continues to concentrate in urban areas, and the level
of urbanization, as an important indicator of the stage of economic development, continues to
rise. Therefore, in the dimension of economic development stage, four indicators are selected:
per capita GNI, the share of value added of the tertiary industry in GDP, R&D investment
intensity, and the urbanization rate.

Demand structure. A consumption-led economy requires a relatively high share of
consumption in the demand structure. From the demand perspective, consumption demand
constitutes final demand, and the formation of a consumption-led economy requires a
reasonable household consumption rate, meaning that consumption occupies an important
position in economic growth. A consumption-led economy relies more heavily on

consumption to drive economic growth, and consumption makes a relatively high contribution
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to economic growth. Correspondingly, the consumption-led economy exhibits relatively
low dependence on foreign trade. Therefore, in the dimension of demand structure, three
indicators are selected: the household consumption rate, the contribution of consumption to
GDP, and the foreign trade dependence.

Consumption status. A consumption-led economy requires not only a relatively high level
of consumption, but also an advanced consumption structure. In the mature stage of economic
development, per capita consumption reaches a relatively high level, residents pursue a higher
quality of life, and mid- to high-end consumption demand correspondingly increases. A high
level of per capita consumption reflects the continuous improvement in residents’ quality of
life alongside economic development. An advanced consumption structure indicates that, after
basic survival needs are satisfied, residents possess stronger demand and greater motivation
to pursue higher-level and higher-quality consumption. Therefore, in the dimension of
consumption status, two indicators are selected to reflect the household consumption level
and the consumption structure: per capita consumption expenditure and the Engel coefficient.

Consumption environment. The formation of a consumption-led economy is predicated
on a favorable consumption environment. Such an environment can strengthen consumer
confidence, expand consumption demand, improve consumption quality, and unlock
household consumption potential. The consumption environment is a comprehensive concept
that is reflected not only in residents’ cultural level, healthcare conditions, and infrastructure
construction, but also in convenience and the broader economic environment (Long et al.,
2023). Among these factors, a reasonable income disparity creates an economic environment
that is more conducive to consumption development. Therefore, in the dimension of
consumption environment, four indicators are selected: infrastructure construction, income

disparity, medical security, and residents’ cultural level.

4.2.2  Sample and Data Description

The above analysis indicates that large countries at relatively advanced stages of economic
development are more suitable for adopting a consumption-led economic development
model. Therefore, when selecting country samples, this paper primarily considers two
factors: national scale and the stage of economic development. Since the consumption-led
economy represents the common evolutionary direction of economic development models
across countries, this paper also takes into account the global geographical distribution of
country samples. Large countries exhibit characteristics of scale, structural complexity, and
endogeneity. Specifically, they possess large populations, vast territories, complex economic
structures, and substantial consumption and investment demand, all of which enable them
to achieve endogenous growth based on their own conditions (Ouyang, 2023). Sun (2015)
selects the top 18 countries ranked by GDP as large countries and examines the development
model of consumption-led large countries. Ouyang and Luo (2010) select 24 large countries

and classified them according to national scale and per capita income level. The transition
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from an investment-driven economy to a consumption-led economy is a gradual process;
therefore, countries at different stages of development need to be included in the sample. Taking
the above considerations into account, this paper selects 23 countries as study samples, including
China, Japan, Republic of Korea (ROK), India, Thailand, Iran, Tiirkiye, the United Kingdom (UK),
France, Germany, Switzerland, Spain, Italy, Russia, the United States (US), Canada, Mexico,
Brazil, Argentina, Chile, South Africa, Egypt, and Australia. Based on these samples, a cross-
country panel dataset covering 2010, 2015, and 2020 is constructed.

Evaluating the consumption-led economic index requires objective data for each secondary
indicator and tertiary indicator. The data used in this paper are obtained from the International
Statistical Yearbook, the World Bank database, the United Nations database, and the database
of the Economic Research Service of the United States Department of Agriculture. Some
indicators are calculated based on underlying data, and missing data for certain years in
some countries are supplemented using the interpolation method. The variables and their

descriptions are presented in Table 2.

Table 2
Variable Description

Variable name Variable description

Per capita GNI GNI divided by total population

Share of the value added of
the tertiary industry in GDP

Share of value added of the service industry in GDP

R&D investment intensity
Urbanization rate
Household consumption rate

Contribution of consumption
to GDP

Foreign trade dependence

Per capita consumption

expenditure

Engel coefficient

Infrastructure construction

Income disparity

Medical security

Residents’ cultural level

Share of R&D expenditure in GDP
Share of urban population in total population
Share of household consumption expenditure in GDP

Share of the increase in final consumption expenditure in the increase
in GDP

Share of total imports and exports in GDP

Household final consumption expenditure divided by total population

Share of expenditure on food, tobacco, and alcohol in total personal
consumption expenditure

Measured by three indicators: per capita air transport volume, railway
density (railway length per 100 square kilometers), and broadband
density (broadband users per 100 persons)

Income Gini coefficient

Measured by two indicators: the share of population with access to
basic health services in total population and the per capita health
expenditure

Measured by two indicators: the gross university enrollment rate and
the share of education expenditure in GDP
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4.3 Evaluation Method for the Consumption-Led Economic Index

Drawing on the approaches of Wei and Yang (2018) and Guo et al. (2020), this paper
employs the entropy weight TOPSIS method for objective weighting and subsequently
evaluates the consumption-led economic index of each country. The entropy weight TOPSIS
method is an improved version of the entropy weight method. Its core procedure is to
determine the weights of indicators objectively through the entropy weight method after data
nondimensionalization and then to rank each solution according to its relative closeness to the
ideal solution using the TOPSIS method. This method effectively alleviates a series of biases
caused by subjective weighting, thereby making the measurement results of the consumption-
led economic index across countries more objective and rational. In addition, to ensure the
intertemporal comparability of the data from 2010 to 2020, respectively, the maximum and
minimum values of each indicator in 2015 are selected as benchmark standards for data
nondimensionalization. The specific steps for evaluating the consumption-led economic index
are as follows.

Step 1: To highlight the relative comparability of indicators at different levels, the
consumption-led economic index is treated as a relative index. Following the research by Pang
and Yang (2003), an improved efficacy coefficient method is adopted to nondimensionalize
the variables. The specific procedures are shown in equations (12) and (13):

X;— minzols(ij)
MaXy;5(Xj;) — mingg,s(X;)

SX; =40+ x 60, X; is a positive indicator, (12)

maXzols(Xy’) - Xz/
maxzols(Xij) - minzms(Xy‘)

SX; =40+ x 60, X is a negative indicator, (13)

where the subscript i denotes countries, j denotes individual indicators, X represents the
actual value of each indicator, and SX; represents the nondimensionalized value; max,,s(X;)
and min,,s(X;) denote the maximum and minimum values of each indicator in 2015,
respectively, and the same definitions apply below.

Step 2: The information entropy E; of the nondimensionalized indicator SXj; in the
consumption-led economic indicator system is calculated, as shown in equation (14):

m

E==b) p;in(p,). (14)

i=1

SX,

, where m denotes the number of samples, and p; = — £

2. 5%
i-1

Step 3: The weight W, of the nondimensionalized indicator SX; in the consumption-led

1
I ion (14), b=——
n equation (14), b in(m)

economic indicator system is calculated:

= (15)
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where n denotes the number of evaluation indicators, and W, denotes the weight column

@y L
vector W, =| .. of the j-th indicator.
@y ) m x 1

Step 4: The final score matrix R,,., is calculated:
Rm Xn:(rif)m xns (16)
where 7; = w; X SX;.
Step 5: Based on the score matrix R,,., obtained from the entropy weight method, the
optimal solution S* and the worst solution S~ are calculated:
S;" = (maxr,,, maxr,, maxry, ... , Maxr,), 17)
S; = (minr,;, minr,, minr,, ... , minzs,). (18)
Step 6: The Euclidean distances d" and d between the optimal solution S* and the worst

solution ™ are calculated, based on the score matrix R,,.,:

(19)

(20)

Step 7: The relative closeness C; between each solution and the ideal solution is calculated:
d;

C = ﬁ 21)

The relative closeness C, is taken as the consumption-led economic index. The value

range of C; is (0, 1); the closer C; is to 1, the closer the solution is to the ideal solution,

which indicates that country i exhibits more pronounced characteristics of a consumption-

led economy, and vice versa. The final weights calculated using the entropy weight TOPSIS

method are shown in the last column of Table 1.

5 Analysis of the Evaluation Results of the Consumption-Led Economic Index
5.1 Overall Evaluation Results of the Consumption-Led Economic Index

Based on the above evaluation method, the evaluation results and rankings of the
consumption-led economic index for the 23 countries can be obtained (see Table 3). Table
3 shows that, from the temporal perspective, the consumption-led economic index values
of all countries exhibit a general upward trend. On average, the consumption-led economic
index increases by 0.056, indicating that overall, all the countries are evolving toward a
consumption-led economy. In terms of country rankings, the rankings of the countries with
respect to the consumption-led economic index remain relatively stable, with 18 out of the
23 countries experiencing a shift of no more than one place. Using each country’s economic

share (calculated as the proportion of a country’s GDP to the total GDP of 23 countries in
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a given year) as the weight, we calculate the overall average consumption-led economic
index of the 23 countries. The results are reported in the last row of Table 3. The average
consumption-led economic index of the 23 countries indicates that the overall characteristics
of a consumption-led economy in these countries have become increasingly pronounced, with
the index rising from 0.485 in 2010 to 0.526 in 2020. Specifically, China’s consumption-led
economic index rose from 0.247 in 2010 to 0.375 in 2020, while its ranking rose by seven
positions. China thus records both the largest increase in the consumption-led economic
index and the fastest improvement in ranking among all sample countries. This indicates that
China’s economic growth drivers have undergone a substantial transformation over the past

decade and that the consumption-led economic development model has become increasingly

prominent.

Table 3

Evaluation Results and Country Rankings for the Consumption-Led Economic Index

Country

2010

2015

2020

2010-2020

C index

Ranking C index

Ranking C index

Ranking Change in Change in

C index ranking

Switzerland
The US
Germany
France

The UK
Japan
Australia
Canada
ROK

Italy

Spain

Brazil
Argentina
Chile
Mexico
Turkiye
South Africa

Russia

0.663

0.645

0.574

0.548

0.548

0.547

0.526

0.499

0.464

0.463

0.451

0.326

0.308

0.306

0.296

0.295

0.295

0.269

0.719

0.663

0.5692

0.553

0.573

0.5634

0.536

0.506

0.506

0.457

0.444

0.352

0.348

0.344

0.305

0.314

0.291

0.305

1

0.727

0.701

0.625

0.568

0.580

0.553

0.5645

0.5617

0.652

0.474

0.462

0.350

0.352

0.346

0.296

0.334

0.302

0.311

1

10

11

14

13

15

19

16

18

17

0.064 0
0.056 0
0.051 0
0.020 =1
0.032 1
0.006 0
0.019 =1
0.018 =1
0.088 2
0.011 0
0.011 0
0.024 -2
0.044 0
0.040 -1
0.000 —4
0.039 0
0.007 =1
0.042 1

(To be continued)
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(Continued)

Country 2010 2015 2020 2010-2020

Cindex Ranking Cindex Ranking Cindex Ranking Changein Change in
C index ranking

China 0.247 19 0.292 18 0.375 12 0.128 7
Iran 0.236 20 0.265 20 0.259 21 0.023 -1
Egypt 0.217 21 0.257 21 0.255 22 0.038 -1
Thailand 0.215 22 0.252 22 0.286 20 0.071 2
India 0.181 23 0.214 23 0.223 23 0.042 0
Average 0.485 0.492 0.526 0.056

Note. In the table, the C index refers to the consumption-led economic index. Both the change in the C index and in
ranking refer to changes from 2010 to 2020, respectively. A positive change in ranking indicates an improvement

in ranking, whereas a negative change indicates a decline in ranking.

5.2 The Consumption-Led Economic Index and Types of Economic Growth Drivers

Based on the consumption-led economic index, the type of economic growth drivers and
the transformation process of economic growth drivers across countries can be identified.
The transformation of economic growth drivers is a continuous and gradual evolutionary
process. Following the research of Mao and Sun (2015), this paper introduces the domestic
demand-led economy into the transition process from an investment-driven economy to a
consumption-led economy. This means that economic growth drivers have evolved from
an investment-driven economy to a domestic demand-led economy and eventually to a
consumption-led economy. In the development stage of a domestic demand-led economy,
both investment and consumption play important roles in economic development. Referring
to the threshold design methods for the Engel coefficient, the Gini coefficient, and the Human
Development Index (HDI), and comprehensively considering the simplicity, comparability,
and practical applicability of index interval division, as well as the clustering characteristics of
the evaluation results of the consumption-led economic index for the 23 countries, this paper
classifies the consumption-led economic index and the corresponding types of economic
growth drivers as follows. When the consumption-led economic index falls within the
interval [0.5—1], the country’s type of economic growth driver is defined as a consumption-
led economy. When the consumption-led economic index falls within the interval [0.3-0.5),
the country’s type of economic growth driver is defined as a domestic demand-led economy.
When the consumption-led economic index falls within the interval [0-0.3), the country’s
type of economic growth driver is defined as an investment-driven economy. The distribution
of the consumption-led economic index and the corresponding types of economic growth

drivers across the 23 countries from 2010 to 2020 is shown in Table 4.
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Table 4
The Consumption-Led Economic Index and Types of Economic Growth Drivers
Year Country distribution Mean value Range of Type of economic
of Cindex  Cindex growth driver
2010 Switzerland, the US, Germany, France, the 0.599 [0.5-1]  Consumption-led
UK, Japan, Australia economy
Canada, ROK, ltaly, Spain, Brazil, Argentina, 0.424 [0.3-0.5) Domestic
Chile demand-led
economy
Mexico, Turkiye, South Africa, Russia, China, 0.248 [0-0.3) Investment-driven
Iran, Egypt, Thailand, India economy
2015  Switzerland, the US, Germany, the UK, 0.609 [0.5-1]  Consumption-led
France, Australia, Japan, ROK, Canada economy
Italy, Spain, Brazil, Argentina, Chile, Turkiye, 0.368 [0.3-0.5) Domestic
Russia, Mexico demand-led
economy
China, South Africa, Iran, Egypt, Thailand, 0.278 [0-0.3) Investment-driven
India economy
2020 Switzerland, the US, Germany, the UK, 0.641 [0.5-1]  Consumption-led
France, Japan, ROK, Australia, Canada economy
Spain, Italy, China, Argentina, Brazil, Chile, 0.379 [0.3-0.5) Domestic
Turkiye, Russia, South Africa demand-led
economy
Mexico, Iran, Thailand, Egypt, India 0.250 [0-0.3) Investment-driven
economy

Table 4 shows that the number of countries characterized by a domestic demand-led
economy and a consumption-led economy as their economic development drivers gradually
increases, whereas the number of countries characterized by an investment-driven economy
gradually declines. In terms of the mean value of the consumption-led economic index,
the index steadily rises across these countries, indicating that economic growth drivers
gradually evolve toward a consumption-led economy. Specifically, China still belonged to
the investment-driven economy category in 2010 and 2015, but by 2020, it had evolved into
a domestic demand-led economy, although it had not yet transformed into a consumption-led

economy.

5.3 The Consumption-Led Economic Index and Country Types
Country types can be classified according to various criteria, such as large versus small
countries and Global South versus Global North countries. Given that the type of economic

growth drivers is closely related to the stage of economic development, this paper
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primarily classifies country types based on stages of economic development. Among these
classifications, the distinction between developed countries and developing countries is
one of the most important approaches to classifying countries according to their economic
development process. In addition, the process of industrialization constitutes an important
criterion for distinguishing stages of economic development across countries. Referring to
the classification standard of Chenery et al. (1986/2015), this paper defines countries in the
middle and late stages of industrialization and in the post-industrialization stage as newly
industrialized countries, while countries in the early stage of industrialization are defined as
general industrialized countries.’ Based on the 23 countries examined in this paper, the sample
countries can be classified into three categories: developed countries, newly industrialized
countries, and general industrialized countries. Developed countries include Switzerland, the
US, Germany, France, the UK, Japan, Australia, Canada, ROK, Italy, and Spain (a total of 11
countries). Newly industrialized countries include Brazil, Argentina, Chile, Mexico, Tiirkiye,
South Africa, Russia, China, and Iran (a total of nine countries). General industrialized
countries include Thailand, Egypt, and India (a total of three countries).

Table 5 presents the relationship between the consumption-led economic index and country
types. Table 5 illustrates a clustering phenomenon in the consumption-led economic index
across the three categories of countries. Specifically, developed countries consistently rank
within the top 11, while newly industrialized and general industrialized countries occupy the
12th-20th and 21st-23rd positions, respectively. This clustering phenomenon indicates that
different types of countries are at different stages of economic development and are therefore

suited to different economic growth driver models.

Table 5
The Consumption-Led Economic Index and Country Types
Year Ranking Country distribution Country type Consumption-
led economic
index
2010 Top 11 Switzerland, the US, Germany, France,  Developed countries 0.577
the UK, Japan, Australia, Canada, ROK,
Italy, Spain
12th-20th  Brazil, Argentina, Chile, Mexico, Turkiye, Newly industrialized 0.274
South Africa, Russia, China, Iran countries
21st-23rd  Egypt, Thailand, India General industrialized 0.190

countries

(To be continued)

® Countries whose per capita GDP and urbanization rate simultaneously satisfy the indicators for the middle stage of
industrialization are classified as newly industrialized countries; specifically, per capita GDP ranges from USD 3,550 to USD

7,100 (converted at 1964 constant U.S. dollar prices), and the urbanization rate exceeds 50%.
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(Continued)
Year Ranking Country distribution Country type Consumption-
led economic
index
2015 Top 11 Switzerland, the US, Germany, the UK,  Developed countries 0.597
France, Australia, Japan, ROK, Canada,
Italy, Spain
12th-20th  Brazil, Argentina, Chile, Turkiye, Russia, Newly industrialized 0.303
Mexico, China, South Africa, Iran countries
21st-23rd  Egypt, Thailand, India General industrialized 0.225
countries
2020 Top 11 Switzerland, the US, Germany, the UK,  Developed countries 0.628
France, Japan, ROK, Australia, Canada,
Italy, Spain
12th—19th  China, Argentina, Brazil, Chile, Turkiye, Newly industrialized 0.359
and 21st Russia, South Africa, Mexico, Iran countries
20th, 22nd, Thailand, Egypt, India General industrialized 0.235
and 23rd countries

Weighted by economic share, the consumption-led economic index values of different types
of countries can be calculated, as shown in the last column of Table 5. Overall, the economic
growth driver models of developed countries, newly industrialized countries, and general
industrialized countries are all undergoing transformation. Specifically, from 2010 to 2020,
the consumption-led economic index of developed countries increased from 0.577 to 0.628,
indicating that these countries remained in the stage of a consumption-led economy. Over the
same period, the consumption-led economic index of newly industrialized countries increased
from 0.274 to 0.359, with their economic growth drivers shifting from an investment-driven
economy to a domestic demand-led economy. The consumption-led economic index of
general industrialized countries increased from 0.190 to 0.235, indicating that these countries
are still in the investment-driven stage of economic development.

Countries at different stages of development follow distinct transition paths in the evolution
of their economic growth drivers. Table 6 presents the distribution of economic growth driver
types across different country types. Over time, the number of countries characterized by
a consumption-led economy and a domestic demand-led economy increased, whereas the
number of countries characterized by an investment-driven economy decreased. Therefore,
as countries advance through the industrialization process and progress to higher stages of
economic development, economic growth drivers gradually transition from an investment-
driven economy to a domestic demand-led economy, and ultimately to a consumption-led
economy. Figure 2 more intuitively illustrates the general evolutionary pattern through which
economic growth drivers shift from an investment-driven economy to a consumption-led

economy. Specifically, as per capita GDP increases, the consumption-led economic index
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gradually rises, and the consumption-led characteristics of economic growth drivers become

increasingly pronounced.

Table 6
Distribution of Economic Growth Driver Types across Country Types (Unit: Number of
Countries)
Country type Developed Newly industrialized General industrialized
countries countries countries
2010 2015 2020 2010 2015 2020 2010 2015 2020
Type of Consumption-led 7 9 9 0 0 0 0 0 0
economic  economy
gowth  pomestcdemand- 4 2 2 3 6 7 0 0 0
drivers
led economy
Investment-driven 0 0 0 6 3 2 3 3 3
economy
( R
Figure 2

Consumption-Led Economic Index and Stage of Economic Development

a4 2010 m 2015 o 2020
0.8 — Linear (2010) ____ Linear (2015) —.—.- Linear (2020) __

=
o
Z

0.7
0.6
0.5
0.4

0.3

021

0.1 I I I I I I | I ; (USD)
0 10,000 20,000 30,000 40,000 50,000 60,000 70,000 80,000 90,000

Note. The horizontal axis represents per capita GDP, and the vertical axis represents the consumption-led

economic index.

. J

5.4 Analysis of Evaluation Results of Sub-Indicators of the Consumption-Led Economic
Index

To further investigate the internal differences in the consumption-led economic index across

countries, this section applies equation (16) to calculate the scores of the primary indicators

and analyzes the sub-indicators of the consumption-led economic index, with detailed

results presented in Table 7. From a comparative perspective, countries can identify their
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shortcomings in promoting the formation of a consumption-led economy based on the scores
of the various sub-indicators. From a horizontal perspective, developed countries exhibit
more pronounced advantages in two sub-indicators: development stage and consumption
environment. For newly industrialized countries and general industrialized countries,
promoting high-quality economic development and improving the consumption environment
constitute important pathways for the transformation of economic growth drivers. In the sub-
indicator of demand structure, the gap between developed countries and newly and general
industrialized countries is relatively small. From a longitudinal perspective, the scores of all
sub-indicators across the 23 countries exhibited an upward trend from 2010 to 2020, further
confirming that the consumption-led economy represents the direction of transformation of

economic growth drivers.

6 Research Conclusions and Policy Implications

6.1 Conclusions

As the stage of economic development evolves and domestic and international economic
conditions change, economic growth drivers must adapt accordingly to promote high-
quality economic development. From the demand-side perspective, the transition from
an investment-driven economy to a domestic demand-led economy and ultimately to a
consumption-led economy reflects a broad general evolutionary pattern in economic growth
drivers. Accordingly, this paper constructs and evaluates the consumption-led economic
index to examine the historical evolution of consumption’s foundational role in economic
development. Building on a systematic analysis of the theoretical logic underlying the
consumption-led economy, the paper further investigates the transformation of economic
growth drivers in large economies, as well as the relationship between economic growth
driver types and country types, using cross-country data.

Based on the above analysis, this paper draws the following main conclusions. Firstly,
as the primary constraints on economic development shift from supply-side constraints to
demand-side constraints, consumption increasingly contributes to facilitating economic
circulation, stimulating economic growth, guiding resource allocation, and generating scale
advantages. Consequently, the foundational role of consumption in economic development
continues to strengthen, thereby promoting the formation of a consumption-led economy.
Secondly, the consumption-led economy represents the common trajectory in the evolution
of economic growth driver models across countries. In most cases, economic growth driver
models evolve progressively from an investment-driven economy to a domestic demand-led
economy and eventually toward a consumption-led economy. Thirdly, the stage of economic
development constitutes an important factor influencing countries’ choice of economic growth
driver models. Developed countries have largely entered the stage of the consumption-led
economy, newly industrialized countries are predominantly situated in the domestic demand-

led stage, while general industrialized countries continue to remain in the investment-driven
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stage. Fourthly, China is among the countries experiencing the most rapid transformation in
economic growth driver models. Having transitioned from an investment-driven economy to
a domestic demand-led economy, China should continue appropriately advancing toward a

consumption-led economy in light of its actual conditions.

6.2 Policy Implications

The development of productive forces reshapes the primary constraint on economic
development and, in turn, drives the transformation of economic growth drivers. Analyzing
economic growth exclusively from either the supply side or the demand side risks falling
into the fallacy of composition and may therefore obscure the underlying logic of economic
growth. Marx’s social reproduction cycle theory offers a profound account of the cyclical
expansion of economic growth through the interconnected processes of production,
distribution, exchange, and consumption. By contrast, Say’s proposition that supply creates
its own demand and Keynes’s emphasis on insufficient effective demand each capture only
one dimension of economic growth. Treating supply and demand as fundamentally opposing
forces may consequently generate distortions in economic policymaking. Nevertheless, the
classical economic theories concerning supply, demand, and equilibrium continue to provide
an important analytical framework for identifying the primary constraint on economic
development and the core drivers of economic growth. Modern economics has increasingly
moved beyond the dichotomous view of supply and demand, instead conceptualizing
economic growth within a broader framework of dynamic and evolving supply—demand
interactions. For example, the strategy of expanding domestic demand and better leveraging
the fundamental role of consumption in stimulating economic growth and the key role of
investment in improving the supply structure explains economic development from the
perspective of supply, demand, and equilibrium. Importantly, a consumption-led economy
does not imply neglecting the role of investment or supply. Rather, when demand-side
constraints become the primary constraints on economic development, sustaining high-
quality economic development requires prioritizing demand-side improvement, boosting
consumption to facilitate the social reproduction cycle, promoting a higher-level dynamic
equilibrium between supply and demand, and more fully leveraging the foundational role of
consumption in economic development.

China’s household consumption rate has remained relatively low over an extended period,
while insufficient consumption demand has increasingly emerged as a major constraint
on high-quality economic development. Expanding domestic demand and reinforcing
consumption’s fundamental role in economic development are therefore essential to
sustaining high-quality economic development. The findings of this paper carry important
policy implications for China’s ongoing transformation of economic growth drivers. As
the consumption-led economy represents the common evolutionary direction of economic

growth driver models across countries, China must also advance the transition of its
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economic growth driver toward a consumption-led economy in line with changes in its stage
of economic development. At the same time, China is characterized by substantial regional
heterogeneity, with pronounced differences in resource endowments and comparative
advantages across provinces and regions. Accordingly, efforts to promote the transition
toward a consumption-led economy should avoid a one-size-fits-all approach. Instead,
transformation policies should be designed pragmatically and flexibly in accordance
with actual local conditions. Given China’s current consumption landscape, insufficient
consumption demand and the persistently low household consumption rate remain the
primary constraints on the formation of a consumption-led economy. Boosting consumption
and comprehensively expanding domestic demand, therefore, constitute the main pathways
for advancing the transformation of economic growth drivers. Against this backdrop, the
main policy implications and recommendations are as follows.

First, the adaptive transformation of economic growth drivers should be promoted. These
drivers should be selected in line with the stage of economic development and the primary
constraint on economic development. The choice of economic growth driver models must
also take into account a country’s resource endowments, economic scale, and development
stage. Whether a country adopts an investment-driven economy, a domestic demand-led
economy, or a consumption-led economy ultimately depends on its own specific economic
conditions. To effectively promote high-quality economic development, economic growth
driver models must remain aligned with the stage of economic development. At the early
stages of economic development, when the primary constraint on economic development lies
primarily on the supply side, an investment-driven economy is generally better suited to the
needs of growth. As economic development matures and demand-side constraints become
increasingly prominent, a domestic demand-led economy or a consumption-led economy
becomes more compatible with the evolving structure of the economy. The transition
of economic growth drivers from an investment-driven economy to a consumption-led
economy is inherently gradual. Consequently, the transformation of economic growth
drivers must proceed in a manner consistent with the stage of economic development, since
either premature or delayed adjustment may hinder economic development.

Second, the formation of a consumption-led economy should be promoted in accordance
with local conditions. Given the substantial disparities in regional economic development
across China, the transformation of economic growth driver models requires differentiated
strategies across regions. For regions at relatively advanced stages of economic
development, the primary objective should be to facilitate the transition of economic growth
drivers from a domestic demand-led economy to a consumption-led economy, with greater
emphasis placed on fostering the latter. By contrast, for regions at relatively lower stages
of economic development, policymakers should carefully assess whether an investment-
driven economy or a domestic demand-led economy is more appropriate under local
conditions. In this sense, the choice of economic growth driver models should be grounded

in actual economic circumstances and determined on a case-by-case basis. At the same
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time, regional differences in resource endowments give rise to substantial variation in the
comparative advantages of economic development across regions. A homogeneous approach
to transforming economic growth drivers may obscure regional heterogeneity in economic
development and weaken the internal alignment between economic growth drivers and
stages of economic development, thereby increasing the risk of mismatches in the choice
of economic growth drivers. Accordingly, local governments need to accurately identify
the relationship between economic growth drivers and stages of economic development
and promote the adaptive transformation of economic growth drivers in light of local
conditions.

Third, comprehensive measures should be adopted to boost consumption. China’s
sustained period of rapid economic growth has been driven, to a considerable extent, by
the expansion of investment and exports. Accordingly, China has long placed particular
emphasis on these two drivers. As the stage of economic development evolves, however,
insufficient household consumption has become increasingly prominent and has gradually
emerged as a key constraint on economic development. At present, as the primary
constraints on economic development have shifted from supply-side constraints to demand-
side constraints, expanding consumption has become a central channel for promoting
high-quality economic development. Against this backdrop, policy priorities should
be recalibrated toward greater support for household consumption. In recent years, the
Chinese government has introduced a range of measures aimed at increasing household
income, fostering the development of international consumption center cities, improving
the consumption environment, and strengthening social security provision. These initiatives
have played a positive role in supporting the expansion of household consumption. At
the same time, ongoing policy efforts continue to explore additional mechanisms to
further stimulate household consumption. Achieving more effective outcomes in boosting
consumption requires a comprehensive policy approach. This includes the coordinated
use of fiscal and monetary policy instruments to support consumption growth, as well as
a careful balance between short-term demand stimulus and the development of long-term
mechanisms for expanding consumption. The third plenary session of the 20th CPC Central
Committee adopted the Resolution of the Central Committee of the Communist Party of
China on Further Deepening Reform Comprehensively to Advance Chinese Modernization.*
In the section on deepening reform of the fiscal and tax systems, the document proposes
taking “steps to move excise tax collection further down the production-to-consumption
chain, with the power of collection steadily being passed to local governments.” This reform
is expected to expand local governments’ income sources, strengthen incentives to improve
the consumption environment, and support the development of household consumption.
More recently, the General Office of the CPC Central Committee and the General Office

* The corresponding Chinese title is Hitr e e T ib— A iR ALl Heuth EA B LR s
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of the State Council issued the Plan on Special Initiatives to Boost Consumption.” The
plan outlines a set of policy measures across multiple dimensions, including raising
household income and reducing burdens, improving the quality of supply, and optimizing
the consumption environment, thereby providing stronger policy support and enhanced
institutional guarantees for the expansion of consumption.

Fourth, the relationship between aggregate supply and aggregate demand should be
properly coordinated. The national economy is a complex and integrated system, and
effective economic governance therefore requires balancing overall considerations while
maintaining broad economic equilibrium. The 2024 Central Economic Work Conference
emphasized the need to handle the relationships between an efficient market and a well-
functioning government, between aggregate supply and demand, between fostering new
growth drivers and upgrading old ones, between optimizing allocation of new resources
and making the best use of existing ones, and between enhancing quality and expanding
total output. The need to properly coordinate the relationship between aggregate supply
and aggregate demand is one of the five aspects. This principle reflects the evolving
understanding developed by the CPC through the application of dialectical and historical
materialism to economic practice, and it also embodies a scientific methodology for
achieving high-quality development and advancing Chinese modernization. A series of
policy principles—including giving priority to the development of heavy industry, rationally
accumulating and allocating capital, “ensuring that the growth rate of the social consumption

EEINT3

fund does not exceed the growth rate of distributable national income,” “regarding boosting
domestic demand as the basis and long-term strategy for China’s economic development,”
and “expanding domestic demand to better leverage the fundamental role of consumption
in stimulating economic growth and the key role of investment in improving the supply
structure”—represents important experience accumulated through the CPC’s leadership
in economic governance and its efforts to promote a dynamic balance between supply and
demand. At present, insufficient consumption remains a prominent issue within China’s
demand structure. As the stage of economic development evolves and the primary constraint
on economic development continues to shift, properly coordinating the relationship between
aggregate supply and aggregate demand requires sustained efforts to expand domestic
demand, particularly by boosting consumption. Within the broader process of building a new
dual-circulation development pattern, adjustments to the demand structure are necessary to
promote the transformation of economic growth drivers and support the gradual emergence

of a consumption-led economy in regions where conditions permit.
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