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Abstract

Implementing the strategy of expanding domestic demand is an inevitable choice
for accelerating the formation of a new development paradigm, while optimizing the
consumption structure serves as a crucial pathway to expanding domestic demand.
Its strategic value has become increasingly prominent in driving economic structural
transformation and achieving high-quality development. This paper focuses on analyzing
the theoretical logic, practical basis, and implementation pathways through which the
optimization of consumption structure contributes to expanding domestic demand. There
are three findings. Firstly, the theoretical logic by which the optimization of consumption
structure aids in expanding domestic demand lies in the upgrading of demand hierarchies,
linkages with industrial structure, and innovation-driven development. Secondly, the
practical basis for optimizing the consumption structure to support the expansion of
domestic demand includes sustained growth in household incomes, a continuously
increasing share of service consumption, ongoing release of demand for upgraded
consumer goods, and the synchronization of urban and rural consumption structures.
Thirdly, the implementation pathways for optimizing the consumption structure to help
expand domestic demand involve enhancing residents’ consumption capacity and
confidence, meeting and creating new demand through innovation, improving institutional
safeguards and optimizing the consumption ecosystem, and seeking breakthroughs in key
areas while fostering new engines for driving consumption growth. This paper not only
provides policy suggestions for expanding consumption demand and improving economic
quality and efficiency, but also offers important references for enhancing people’s well-
being.

Keywords optimization of consumption structure; boosting consumption; expanding
domestic demand

1 Introduction and Literature Review
The Fourth Plenary Session of the 20th Central Committee of the Communist Party of China
(CPC) pointed out that, guided by the strategy of expanding domestic demand, we should

* This paper is translated from Z57¥225¢ [Economist], 2026, (2), 14-22.
? School of Economics, Shandong University, Jinan 250100, China



Optimizing Consumption Structure to Boost Domestic Demand: Theoretical Logic, Practical Basis, and Implementation Pathways 141

work toward improving living standards while increasing consumer spending, and combine
investment in physical assets with investment in human capital (Central Committee of the
Communist Party of China, 2025). The Central Economic Work Conference in December
2025 noted that domestic demand will remain a focus in building a robust domestic market.'
This is the top priority for economic work in 2026. It is a choice for accelerating the formation
of a new development paradigm and a strategic decision for promoting China’s long-term
development and stability. In recent years, the sustained growth of China’s economy has
driven the continuous expansion of the domestic demand market, prompted upgrades and
renewal of the consumption structure, and gradually ushered in a specific phase of transition
from quantitative to qualitative change (Zhang & Jin, 2020). This makes it particularly
necessary to discuss how to help expand domestic demand from the perspective of optimizing
the consumption structure. The optimization of consumption structure is the process by
which people elevate their level of consumption. This process shows the shift in household
consumption from pursuing quantity and material satisfaction to placing greater emphasis on
quality and spiritual fulfillment, and it also mirrors the transformation of China’s mode of
economic development from one focused on scale and speed to one emphasizing quality and
efficiency. At present, China’s economy is at a critical stage of transformation and upgrading.
In the context of expanding domestic demand with a focus on boosting consumption,
aligning with and catering to the trend of optimizing the household consumption structure
is an important pathway for fulfilling people’s aspirations for a better life and implementing
the strategy of expanding domestic demand. Activating the domestic demand market by
optimizing the consumption structure is both a key choice for coping with uncertainties in the
international environment and an intrinsic requirement for achieving high-quality economic
development; and its strategic value has become increasingly prominent in building the new
development paradigm.

In the literature on optimizing the consumption structure, existing studies have found that
internet development (Du, 2017), the digital economy (Yao et al., 2024; Zhu & Zhao, 2024),
the debut economy (Lai et al., 2024), industrial innovation (Sun & Xu, 2018), and financial
literacy (Nan et al., 2023) all help promote household consumption upgrading. For example,
the development of consumer service sectors is an important area of consumption upgrading
in the internet era. Digital finance exerts a driving effect on consumption upgrading through
convenience and liquidity mechanisms. The debut economy, by introducing innovations
such as new products and experiences, spurs improvements in both the quality and scale of
consumption. However, some studies also find that increasing housing prices suppress the
upgrading of the household consumption structure (Sun et al., 2022). The proportions of
children and the elderly in the population have significant negative impacts on the upgrading
of the household consumption structure (Zhang et al., 2023). In the long run, economic policy

uncertainty has a negative cumulative effect on consumption upgrading (Zhang & Liu, 2020).

' Central Economic Work Conference Held in Beijing, A /& H ## [People’s Dailyl, December 12, 2025, p. 1.
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Some studies suggest that measures such as structural financial cycle regulation and structural
price regulation policies should be implemented to promote urban household consumption
upgrading (Zhou & Meng, 2021). From the perspective of macroeconomic regulation, some
studies argue for a macroregulatory mechanism that combines structural monetary policy
with tax-transfer payment policy to promote consumption structure upgrading from both
the supply and demand sides (Ma et al., 2025). In recent years, household consumption has
undergone a series of new changes. The new consumption structure has transitioned from
simple physical consumption to experience-oriented service consumption, from basic and
subsistence-oriented consumption to development- and enjoyment-oriented consumption, and
from material attributes to spiritual attributes (Mao et al., 2020).

In the literature on expanding domestic demand, scholars have come to recognize the
important role that expanding domestic demand plays in accelerating the establishment of
a new development paradigm and in promoting high-quality economic development (Jin et
al., 2024). Some studies point out that domestic demand is the mainstay of the aggregate
national demand and the engine propelling the development of a major economy (Wang &
Zhang, 2024). Theoretically, consumption is the driving force of production, representing
the implementation of production objectives and the development of the social reproduction
process. Regarding the characteristics of the times, the strategy of expanding domestic demand
is the fundamental orientation for achieving common prosperity, the practical basis for building
a new development paradigm, the strategic support for establishing a modern industrial system,
and the intrinsic impetus for accelerating technological innovation (Ding et al., 2024). To
consolidate the foundation of the new development paradigm, it is essential to emphasize the
role of consumption as the primary driver of economic growth and to establish and improve a
long-term mechanism for expanding household consumption demand (Hong et al., 2023).

In terms of the relationship between optimizing the consumption structure and expanding
domestic demand, existing literature mainly analyzes the alignment of supply and demand to
meet the needs of consumption structure upgrading and promote the expansion of domestic
demand. For example, comprehensively promoting consumption is the key foothold of the
strategy of expanding domestic demand, and accelerating the transformation and upgrading
of the consumption structure is an important link in expanding domestic demand (Zhang &
Li, 2023). The strategy of expanding domestic demand takes the upgrading of consumption
structure as a breakthrough, aiming to create a situation where demand upgrades drive supply-
side reform (Ding et al., 2024). The fundamental path to promoting sustained and reasonable
long-term growth in household consumption lies in enhancing effective supply and aligning
the supply structure with the structure of consumption demand, thereby expanding domestic
demand (He & Zhang, 2023). The upgrading of the consumption structure has led to a rapid
increase in the share of demand for quality. If quality supply fails to adapt to these changes, it
will result in insufficient effective demand, thereby affecting the balance of aggregate supply
and aggregate demand. Therefore, the policy of expanding domestic demand should not be a

short-term measure, but rather a phased and long-term one (Guo, 2024).
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Extant literature supports this study. However, further studies are needed on how the
optimization of consumption structure contributes to expanding domestic demand. This
paper systematically explains how the optimization of consumption structure bolsters the
expansion of domestic demand from three perspectives: theoretical logic, practical basis,
and implementation pathways. Firstly, theoretically, there are three mechanisms by which
the optimization of consumption structure supports the expansion of domestic demand:
(1) The demand enhancement mechanism, whereby the structural upgrading shifts from low-
level to high-level consumption, releasing higher-value demand; (2) the industrial linkage
mechanism, whereby the structural upgrading, by pulling supply through demand, drives
industries to transform toward high-end, intelligent, and green development, creating a
virtuous economic cycle; and (3) the innovation-driven mechanism, whereby the structural
upgrading compels firms to innovate, generating new consumption scenarios and new
consumption demand. Secondly, from a practical standpoint, there is ample support for the
role of consumption structure optimization in expanding domestic demand: (1) The sustained
growth in household incomes provides a foundation for structural optimization to drive
demand expansion; (2) the continuous increase in service consumption and its share serves
as an important engine for expanding domestic demand; (3) the ongoing release of demand
for upgraded consumer goods is driving the value chain upward; and (4) the synchronized
optimization of urban and rural consumption structures is unlocking the potential of lower-
tier markets. Finally, the optimization of consumption structure contributes to the expansion
of domestic demand through the following pathways: (1) consolidating the foundation to
enhance residents’ consumption capacity and confidence; (2) optimizing supply to meet and
create new demand through innovation-driven development; (3) creating an environment with
improved institutional safeguards and an optimized consumption ecosystem; and (4) seeking
breakthroughs in key areas to foster new growth engines for consumption. This analysis not
only provides a theoretical basis for accelerating the establishment of a new development
paradigm and promoting high-quality economic development, but also holds important

reference value for boosting household consumption and enhancing people’s well-being.

2 Theoretical Logic of Expanding Domestic Demand through the Optimization
of Consumption Structure
Generally, household consumption expenditure can be divided into two main categories:
subsistence-oriented consumption and development- and enjoyment-oriented consumption. In
the traditional sense, the optimization of consumption structure focuses on two dimensions:
firstly, a decline in the share of subsistence-oriented consumption in total consumption
expenditure, as reflected by a falling Engel coefficient; and secondly, an increase in
the share of development- and enjoyment-oriented consumption in total consumption
expenditure, reflected in the increasing proportion of service consumption such as healthcare,

transportation and communications, culture, education, and entertainment (Wang et al., 2017).
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In fact, with economic and social development, the connotation of consumption structure
optimization can be further broadened. For example, the rise of green consumption, the
expansion of service consumption, the upgrading of quality consumption, and the spread
of digital consumption can all be taken as manifestations of such optimization. From the
perspective of green consumption, driven both by policy support (such as state subsidies) and
shifts in consumer mindsets, the market for green products—such as new energy vehicles and
energy-efficient home appliances—has continued to expand. This adjustment in consumption
structure has, in turn, fueled the growth of industries like green manufacturing and the
circular economy. From the perspective of service consumption, data show that in 2024, per
capita household spending on services rose by 7.4% year on year and contributed 63% of the
growth in per capita consumption expenditure (Ren, 2025). Meanwhile, per capita spending
on services accounted for 46.1% of per capita consumption expenditure in 2024, about 6
percentage points higher than in 2014, reflecting a marked trend of consumption structure
upgrading. In terms of quality consumption, consumers increasingly value the quality of
products and services, and demand for diversified and personalized goods and services is
growing, which reflects the optimization of the consumption structure toward a higher level.
From the perspective of digital consumption, the development of digital technologies has
profoundly transformed traditional consumption scenarios and spawned new consumption
models, changing both household consumption patterns and the consumption structure.

It is noted that in promoting the expansion of aggregate social demand, the important
role of supply-side factors in changing consumption patterns, facilitating the optimization
of consumption structure, and thereby expanding aggregate demand should not be
overlooked (Research Group of Expanding Domestic Demand Strategy & Shi, 2023).
Thus, the optimization of consumption structure is not merely a shift in consumption types;
by improving both consumption levels and consumption quality and through dynamic
interactions with the supply side, it activates a broader, more resilient, and more sustainable
domestic demand momentum, ultimately becoming a key engine driving high-quality
economic development.

Based on this, this paper seeks to clarify the theoretical logic by which the optimization
of consumption structure helps expand domestic demand and to establish an analytical
framework where new demand drives new supply and new supply helps create new demand.
On the demand side, the optimization of consumption structure generates new consumption
demand. On the supply side, the upgrading of manufacturing and the scale-up of the service
sector lead to the renewal and iteration of consumer products and services as well as the
innovation and expansion of consumption scenarios. A virtuous cycle is formed on both
the supply and demand sides, where new consumption demand drives new supply, and
new supply satisfies and helps create fresh demand. Within this framework, this paper
incorporates the demand enhancement mechanism, the industrial linkage mechanism, and the
innovation-driven mechanism into the theoretical framework of expanding domestic demand

through the optimization of consumption structure, as shown in Figure 1.
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Figure 1

Theoretical Framework of Expanding Domestic Demand through the Optimization of Consumption
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Specifically, the optimization of consumption structure facilitates the expansion of domestic

demand through the following mechanisms.

2.1 Demand Enhancement Mechanism

Theoretically, the expansion of domestic demand through optimizing the consumption
structure is an important engine for driving economic growth. The optimization of
consumption structure is essentially the fulfillment of human needs and a process of unlocking
real consumption potential. As consumption shifts from subsistence-oriented to development-
and enjoyment-oriented, the optimization of consumption structure directly contributes
to the expansion of domestic demand by increasing the share of service consumption or
that of development- and enjoyment-oriented consumption, thereby releasing higher-value
consumption demand and creating greater economic value. As household incomes rise and
living standards improve, once basic survival needs are relatively satisfied, the consumption
structure gradually optimizes and upgrades toward higher-level, higher-value-added types.
Examples include a move from basic food toward foods with higher health and nutritional
value; from basic clothing toward branded, fashionable, customized, and functional apparel;
and from a focus on housing area to a preference for comfortable, smart, and environmentally
friendly living environments. More importantly, according to the theory of income elasticity
of demand, service consumption and development- and enjoyment-oriented consumption such
as education, healthcare, cultural tourism, and elderly care typically feature higher income
elasticities (meaning demand for them grows faster as household incomes rise), longer
industrial chains (capable of driving upstream and downstream industries), and stronger
spillover effects (creating more employment and stimulating demand for related goods and

services). Consequently, they can more effectively leverage growth in aggregate demand
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(Tang et al., 2018), meeting people’s aspirations for a better life while injecting sustained

momentum into high-quality economic development.

2.2 Industrial Linkage Mechanism

From the perspective of Marxist political economy, consumption is not only the endpoint
of social reproduction but also the starting point of a new cycle. The emergence of new
consumer demand will guide enterprises’ investment in innovation and promote supply-
side structural reform to meet and adapt to such demand. This process fosters higher-quality,
higher-value effective supply, thereby contributing to an optimized product structure. In this
way, the optimization of consumption structure drives supply-side reform from the demand
side, creating a virtuous cycle between the upgrading of consumption demand and the
upgrading of industrial structure.

Existing studies show that the optimization of consumption structure promotes
manufacturing growth through the optimization of product structure (Yu & Fang, 2015).
The optimization and upgrading of consumption structure drives changes in the quantity and
structure of final products, typically characterized by the rapid expansion of service industries
related to development- and enjoyment-oriented consumption, especially modern services
(Chen & Wu, 2019). Changes in consumption structure send direct signals to producers,
guide industrial investment, create new consumption hotspots, and continuously generate new
supply to meet new demand. This facilitates supply-side structural reform, ensures effective
matching of supply and demand, and fosters a dynamic virtuous cycle between supply and
demand. For example, the consumption structure is being optimized toward environmental
friendliness, low carbon, energy efficiency, and sustainability (such as the development
of new energy vehicles, energy-efficient home appliances, green building materials, and
eco-tourism), and demand for green products and services directly drives investment and
innovation in related industries. Similarly, digital consumption promotes upgrades in the
information technology industry, and the expansion of service consumption directly fosters
the growth of the service sector. Such industrial expansion, in turn, helps create substantial
employment and absorb transferred labor. Moreover, industrial expansion contributes
significantly to the enhancement of manufacturing quality and technology—for instance,
upgrading hotel facilities, means of transportation, and specialty products to meet high-quality
tourism demand. This enables synergetic development across industries and ensures the

sustainability of efforts to expand domestic demand.

2.3 Innovation-Driven Mechanism
Driven by digital empowerment, the integration of high-quality supply with new consumption
scenarios and models—by enhancing the appeal of products and services, lowering barriers to

consumption, and improving convenience—effectively stimulates consumption willingness
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and unlocks residents’ latent demand, thereby directly expanding aggregate domestic demand.
At the same time, the expansion of the service sector and the ascent of manufacturing
toward higher-value-added value chains jointly create more and better-quality employment
opportunities, providing strong support for sustained growth in household incomes. This,
in turn, enhances residents’ consumption capacity, enabling the continuous optimization
of consumption structure and the further expansion of domestic demand. Moreover, digital
technologies create new consumption scenarios and facilitate the interconnection and sharing
of industrial big data and consumer big data (Ren & Zhang, 2025), spawning new business
forms and models such as online-offline integrated consumption, the sharing economy,
and immersive experiences, and generating new consumption scenarios and demands. As
consumption demand shifts from lower to higher levels, the optimization and upgrading of
consumption structure compels firms to innovate, improve product quality and service levels,
phase out outdated production capacity, and optimize resource allocation, thereby providing
high-quality products and services that better meet new needs. The emergence of new
products and services then creates fresh consumption demands and stimulates new desires.
For example, the rise of emerging consumer sectors that are subject to continuous iterations,
such as smartphones, customized products, and smart homes, has further expanded domestic
demand, thereby fostering a higher-level dynamic equilibrium where new demand drives new
supply and new supply helps create new demand. Meanwhile, the growing synergy between
innovation-driven development and the optimization of consumption structure will help
reduce sensitivity to fluctuations in external demand, enhance economic resilience and risk
resistance, and provide support for accelerating the establishment of a new dual-circulation

development paradigm.

3 Practical Basis for Expanding Domestic Demand through the Optimization
of Consumption Structure

The practical basis for how consumption structure optimization supports the expansion of

domestic demand can be analyzed from four aspects: the sustained growth in household

incomes, the continuous increase in service consumption and its share, the ongoing release of

demand for upgraded consumer goods, and synchronized urban-rural consumption structures.

The details are as follows.

First, the sustained growth in household incomes provides a foundation for structural
optimization to drive demand expansion. Sustained growth in household incomes is an
important foundation for optimizing consumption structure. As income levels rise, people
gradually shift toward development- and enjoyment-oriented consumption such as leisure,
entertainment, culture, and education, directly reflecting the role of income growth in driving
the optimization of consumption structure. Meanwhile, as the size of the middle-income
group expands, more households gain access to high-quality consumption, further promoting

this optimization. This dynamic equilibrium provides a solid foundation for expanding
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domestic demand. In recent years, per capita disposable income has continued to rise. The per
capita disposable incomes of urban and rural residents increased from 26,467 yuan and 9,430
yuan in 2013 to 54,188 yuan and 23,119 yuan in 2024, respectively. Regarding year-on-year
growth rates, rural residents’ per capita income has generally grown faster than that of
urban residents. For example, in 2024, the per capita disposable income of rural residents
rose 6.3% year on year, compared with 4.4% for urban residents.” This trend provides dual
drivers for the optimization of consumption structure: Increasing urban incomes directly
boost service consumption and demand for high-end goods, while the rapid growth in rural
incomes releases potential in lower-tier markets, promoting the diffusion of durable consumer
goods such as household appliances and new energy vehicles. The sustainability of income
growth will further strengthen support for domestic demand. Faster rural income growth
helps narrow the urban-rural consumption gap and energize county-level economies, while
urban consumption upgrading forces industrial innovation, creating a virtuous cycle in which
income growth promotes consumption structure optimization and thus boosts domestic
demand, providing a firmer foundation for demand expansion.

Second, the continuous increase in service consumption and its share serves as an important
engine for expanding domestic demand. As household income levels rise, consumption
demand shifts from meeting basic survival needs to pursuing quality of life. The personalized
and experiential features of service consumption are important manifestations of this shift,
and such structural changes will continue to unlock the potential of domestic demand. In
July 2024, the State Council issued the Opinions on Promoting High-Quality Development
of Service Consumption,” which states the need to stimulate the endogenous momentum of
service consumption through innovation, foster new growth areas in service consumption, and
provide strong support for high-quality economic development. The advancement of service
consumption plays an important role in expanding domestic demand and stabilizing growth,
represents a major direction for upgrading household consumption structure and accelerating
the transition of economic growth drivers, and is an essential prerequisite for meeting people’s
aspirations for a better life (Mao, 2023). In recent years, per capita household spending on
services has risen from 5,842 yuan in 2014 to 13,016 yuan in 2024. Urban residents’ per
capita service spending increased from 8,438 yuan in 2014 to 16,729 yuan in 2024, while
the corresponding rural figures were 2,946 yuan and 7,767 yuan. Moreover, the share of per
capita service spending in per capita consumption expenditure rose from 40.3% in 2014 to
46.1% in 2024, with per capita service spending approaching half of per capita consumption
expenditure.* As disposable income and consumption expenditure grow, the share of
service spending is rising, making the optimization of consumption structure an important

pathway for boosting consumption, particularly in services. By consumption type, growth in

% Source: Annual Database of the National Bureau of Statistics of China.
®The corresponding Chinese title is [F45 B T A 4511 2 5 B Ik R 0 7

* See footnote 2.
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household service spending outpaced that in physical consumption in the previous year. In
2024, per capita spending on education, culture, and entertainment and on transportation and
communications rose by 9.8% and 8.9% year on year, respectively, while spending on food
and clothing grew by 5.4% and 2.8%.° This indicates that lower-level consumption demand
grows relatively slowly, while higher-level consumption demand grows faster, reflecting an
increasing emphasis on development- and enjoyment-oriented consumption and the ongoing
optimization and upgrading of the consumption structure.

Third, the ongoing release of demand for upgraded consumer goods is driving the value
chain upward. According to an article from China Economic Net posted in July 2025,
demand for upgraded consumption continues to increase. Residents’ demand for a better
quality of life is rising, with rapid growth in sales of upgraded commodities and services. In
the first half of the year, retail sales of gold and silver jewelry and of sports and recreational
goods by enterprises above the designated size rose by 11.3% and 22.2% year on year,
respectively, with growth rates exceeding those of total retail sales by such enterprises by
5 and 15.9 percentage points. Retail sales of travel consulting, rental services, and cultural,
sports, and leisure services showed strong growth momentum. Retail sales of transportation
services and communication information services continued to register double-digit
growth (Yu, 2025). Evidently, there is a robust demand for upgraded consumer goods and
services. As discussed in the theoretical analysis above, the virtuous interaction between
the optimization of consumption structure and the upgrading of industrial structure creates
new consumption hotspots that drive new industrial development patterns, promoting
technological upgrades and capacity expansion in related manufacturing sectors. Such
supply—demand interactions contribute to a virtuous cycle for high-quality economic
development. For example, high-end demand for new energy vehicles has driven traditional
industries to upgrade toward smart and green development. In recent years, China’s
production and sales of new energy vehicles have experienced rapid growth. With industrial
upgrading, the unit value of consumer goods increases—for example, the unit value of
new energy vehicles is generally higher than that of conventional vehicles—which directly
drives total consumption. This, in turn, forces manufacturers to increase R&D investment,
enhance technological sophistication, and move toward the medium-to-high end of the
value chain. Increased demand for new energy vehicles not only propels the development
of the automotive industry but also stimulates demand in related sectors, including the
construction of charging networks, the exploration of battery swapping models, and the
development of batteries for extended driving ranges, thereby driving the value chain
upward.

Fourth, The synchronized optimization of urban and rural consumption structures provides
direction for the efforts to expand domestic demand. With the deepening of the new-type

urbanization and rural revitalization strategies, a new pattern of coordinated upgrading is

® See footnote 2.
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witnessed in both urban and rural consumer markets. Sustained income growth among urban
and rural residents is driving upgrades in consumption demand. In addition, urban residents’
consumption concepts and patterns serve as a demonstration for rural residents, which is
reflected not only in the expansion of consumption scale but also in the transformation and
upgrading of consumption structure, thereby providing direction for demand expansion
efforts.

In recent years, urban and rural consumption structures have shown similar trends. The
share of food expenditure followed a downward trend prior to 2019, falling from 30.13% in
2013 to 27.56% in 2019 for urban residents, and from 34.12% to 30.00% for rural residents.
From 2020 onwards, the trend has remained generally stable despite some fluctuations. The
combined share of spending on healthcare, transportation and communications, and culture,
education, and entertainment showed an upward trend before 2019, rising from 29.44% in
2013 to 33.08% in 2019 for urban residents, and from 30.70% to 35.56% for rural residents.
Although this share fell noticeably in 2020, it resumed an upward trend thereafter.® This
synchronized trend in urban and rural consumption structures has not only eased pressure
on urban consumer markets but also activated the potential of rural markets, fostering a
virtuous cycle of urban-rural interaction and complementarity. Furthermore, the growth rate
of per capita consumption expenditure for rural residents has outpaced that of urban residents
for several consecutive years. For example, in 2023, per capita consumption expenditure
increased by 9.2% year on year for rural residents and 8.3% for urban residents; in 2024, the
corresponding figures were 5.8% and 4.5%.” This structural change indicates a transformation
of China’s consumption market. Understanding and responding to this transformation will
guide sustained consumption growth and, through the flow of urban and rural production
factors, provide strong support for building the new development paradigm.

Overall, there is an inevitable practical connection between the optimization of consumption
structures and the expansion of domestic demand. The optimization of consumption structure
is not an isolated phenomenon; it serves as the link between supply and demand and will
translate into both a greater aggregate domestic demand and higher demand quality. The
steady and continuous rise in per capita disposable income is the prerequisite for expanding
domestic demand through the optimization and upgrading of consumption structure; the large
scale, high share, and rapid growth of service consumption are the core drivers; upgraded
consumer goods, with higher unit prices and strong multiplier effects, are an important
guarantee; and the synchronization of urban and rural consumption structures, together with
digital technologies that unlock lower-tier market potential and the massive growth of new
consumption scenarios, represents immense potential for structural optimization to drive
demand expansion. Collectively, these facts demonstrate that the continuous expansion

of China’s domestic demand is accompanied by a structural shift from life necessities

® See footnote 2.

7 See footnote 2.
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to development and enjoyment, from quantity to quality, from an emphasis on physical
goods to a focus on experiences, and from imitation to innovation. Going forward, efforts
should be further directed toward upgrading consumption structure and expanding service
consumption—for example, by promoting green and smart home appliances in rural areas,
encouraging cultural tourism and wellness consumption, developing the silver economy, and
strengthening digital consumption infrastructure—using these measures as key levers for

stable growth and high-quality development.

4 Implementation Pathways for Expanding Domestic Demand through the
Optimization of Consumption Structure
Optimizing consumption structure is a key lever for expanding domestic demand. Its
implementation requires coordinated efforts across multiple fronts: consolidating the
consumption foundation through income distribution and social security; optimizing
supply capacity and systems through technological innovation; and creating a favorable
consumption environment by improving the consumption ecosystem. Through systemic
measures, a full-chain model of consolidating the foundation, optimizing supply, and
creating an environment will be built. Together with breakthroughs in key areas to develop
new consumption growth poles, these efforts will create favorable conditions for expanding
domestic demand through the optimization of consumption structure. The following section

analyzes the specific implementation pathways.

4.1 Consolidating the Foundation to Enhance Residents’ Consumption Capacity and
Confidence
On the income side, it is important to raise the share of household income in the national
income distribution and expand the middle-income group to consolidate the foundation
of consumption capacity. The optimization of consumption structure drives sustained
expansion of the service sector, which in turn creates employment—especially for low- and
middle-income groups. Employment growth leads to an increase in household income, and
higher incomes further support the optimization and upgrading of consumption structure,
forming a positive feedback loop. The optimization of consumption structure should focus
more on the characteristics of different groups. Income distribution policies should be
improved to increase the disposable income of low- and middle-income groups, so they can
move from basic subsistence consumption to higher-quality goods and services. Primary
distribution should involve improving the wage growth mechanism, particularly increasing
labor remuneration for low- and middle-income groups and encouraging small- and medium-
sized enterprises to develop and absorb labor. Redistribution should involve optimizing and
adjusting the intensity of taxation (such as special additional deductions in personal income

tax), social insurance, and transfer payments to narrow the income gap among residents.
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Tertiary distribution should encourage charitable donations and promote the development
of public welfare undertakings. In terms of social security, the supply of public services
should be optimized and their accessibility and equalization improved to stabilize residents’
consumption expectations. Firstly, the safety net for ensuring the basic needs of the people
should be strengthened by continuously improving the level and coverage of basic pension,
medical, and unemployment insurance, particularly for key groups such as flexible workers,
migrant workers, and new urban residents. Secondly, concerns should be addressed by
accelerating the development of inclusive, high-quality education, medical, and elderly care
services to reduce residents’ motivation for precautionary savings, unlock their immediate
consumption potential, and expand effective demand. Thirdly, social assistance should be
improved to accurately guarantee the basic needs of low-income groups, prevent a return to
poverty due to disasters or illnesses, and lay a solid foundation for optimizing the household

consumption structure.

4.2 Optimizing Supply to Meet and Create New Demand through Innovation-Driven
Development
Firstly, efforts should be focused on consumption upgrading to expand the supply of high-
quality services. The role of investment in driving consumption should be leveraged.
Increased investment in emerging supply areas will lead to consumption scale expansion and
structural upgrading, forming a virtuous cycle where consumption and investment reinforce
each other. The supply of high-quality consumer resources, including cultural tourism
and sports resources, should be increased, and pilot programs for opening up sectors like
telecommunications, healthcare, and education should be expanded to enrich the supply of
premium services. In cultural tourism and wellness, the development of immersive cultural
tourism, study tours, sojourns in elderly care, smart healthcare, and rehabilitation services
should be encouraged. In education and technology, expansion of inclusive childcare,
vocational training, and education for the elderly should be pursued. In everyday life services,
it is necessary to enhance the standardization and quality of domestic services, property
management, and community commerce. Secondly, acceleration of the green and intelligent
transformation of goods is required. On the production side, technology empowerment
can be leveraged to support R&D and the wider adoption of smart home appliances and
new energy vehicles. On the consumption side, green and smart products can be promoted
through subsidies and other preferential measures. Furthermore, efforts should be accelerated
to promote the application of artificial intelligence and other emerging technologies in the
process of optimizing the consumption structure. Thirdly, restrictive measures should be
reduced to dismantle barriers to service consumption. Market access restrictions in fields
such as healthcare, education, and culture should be relaxed to break industry monopolies
and stimulate the innovative vitality of social capital. Under the premise of ensuring safety,

institutional opening up should be promoted to expand and improve the quality of service
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consumption, facilitating a virtuous interaction where consumption and industry can mutually
advance (Long et al., 2021).

4.3 Creating an Environment with Improved Institutional Safeguards and an Optimized
Consumption Ecosystem
Firstly, institutional safeguards should be strengthened by improving the relevant legal,
regulatory, and standards systems. For emerging consumption areas such as digital products
and intelligent services, clear industry standards and operational norms should be established.
Secondly, a high-standard consumption environment should be fostered by enhancing
the credit system in the consumption sector and developing characteristic urban business
districts and nighttime economy demonstration clusters, thereby meeting residents’ needs for
optimizing and upgrading the consumption structure. Thirdly, the consumption ecosystem
should be optimized with a focus on advancing the construction of a unified national
market to effectively improve consumption quality and scale. By removing regional market
barriers and optimizing the allocation of factors and resources, business operating costs can
be lowered and high-quality goods and services can be circulated efficiently nationwide,
providing consumers with more choices. This will help align consumption expansion with
improvements in people’s quality of life, enabling structural optimization to support demand

expansion.

4.4 Seeking Breakthroughs in Key Areas to Foster New Growth Engines for Consumption
Firstly, youth consumption should be stimulated. Employment security and skills training are
needed to enhance income stability among young people, while the development of affordable
rental housing can alleviate housing cost pressures. A clear shift in youth preferences from
functional needs toward emotional connection and cultural identity has been observed, with
growing emphasis on emotional value and innovative scenarios. Therefore, efforts should be
made to cultivate development- and enjoyment-oriented consumption, develop new business
forms such as immersive cultural tourism and smart homes, and support service consumption
in areas like China-chic culture, e-sports, art toys, and outdoor sports to meet young
consumers’ demand for quality and personalization. Secondly, the silver economy should
be strengthened. Measures addressing the aging population should be taken. Specifically,
enterprises should be guided to develop age-friendly products, i.e., health monitoring
equipment, smart nursing devices, and assistive tools, to meet the consumption needs of the
elderly and unleash the potential of silver consumption. In addition, it is necessary to establish
a model of integrated medical and elderly care plus smart elderly care, build community-
embedded elderly care facilities, develop elderly care and pension finance services, and
create a full-industry chain silver economy ecosystem. Thirdly, green consumption should

be explored, with green supply expanded. This includes broadening the scope of green food
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certification and incorporating organic food and low-carbon packaging into the certification
system. A sustainable consumption ecosystem should be fostered through the cultivation of
low-carbon lifestyles, including the expansion of charging and battery-swap networks for new
energy vehicles, the development of shared leasing and timeshare rental platforms, and the
implementation of supporting carbon credit incentive policies. Fourthly, digital consumption
should be advanced. Efforts should be made to promote the development of digital technology
in consumption, accelerate the digital empowerment of consumer services, continuously
enrich and expand consumption content and scenarios, popularize new consumption formats
and models, enhance consumption vitality, and enable the optimization of consumption
structure to drive the expansion of domestic demand.

In addition, a progressive pathway involving short-term relief (policy stimulus), medium-
term capacity building (supply—demand alignment), and long-term foundation laying
(institutional reform) should be constructed to ensure that a sustainable virtuous cycle is
formed between consumption structure optimization and domestic demand expansion.
Firstly, short-term relief. Policy stimulus and innovation in consumption scenarios need to be
prioritized to boost service consumption and unleash its momentum. Measures such as issuing
targeted vouchers and expanding the nighttime economy and instant retail consumption
scenarios can be implemented, using policy levers to accelerate consumption structure
upgrading and relieve short-term market contraction pressures. Secondly, medium-term
capacity building. Coordination of supply and demand should drive mutual advancement of
industry and consumption, creating a spiral channel of supply innovation and consumption
expansion to foster new consumption growth poles. Thirdly, long-term foundation laying.
Institutional reforms should be deepened to optimize the consumption ecosystem. Reforms
of income distribution, improvements to the social security system, and enhancements
to the consumption environment must be advanced to remove institutional barriers and
promote the optimization and upgrading of household consumption structure. Ultimately,
the implementation pathways for expanding domestic demand through the optimization of
consumption structure are defined from the perspectives of short-term policies, medium-term

objectives, and long-term systems.

5 Conclusion

The optimization and upgrading of consumption structure is a key lever for expanding
domestic demand. Theoretically, the way consumption structure optimization drives
the expansion of domestic demand is a profound manifestation of the counter-effects of
distribution, exchange, and consumption on production within the social reproduction
process. Consumption is both the end and the starting point of the economic cycle. The
optimization of consumption structure compels supply-side reform by upgrading the demand
structure, fostering a higher-level dynamic equilibrium where new demand drives new supply

and new supply helps create fresh demand, thereby promoting the continuous expansion of
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domestic demand. In reality, China’s household consumption rate has long remained below
the world average and is subject to structural constraints. Against a backdrop of intensifying
fluctuations in external demand, optimizing the consumption structure is a key measure to
expand domestic demand, accelerate the establishment of a new development paradigm,
and enhance economic resilience. The implementation of expanding domestic demand
through the optimization of consumption structure is a systematic undertaking that requires
synergy between supply innovation, demand activation, policy coordination, and institutional
safeguards. Sustained optimization of the consumption structure can provide enduring
momentum for high-quality economic development. Future policies should play an active
role in deepening institutional reforms, steering investment wisely, fostering a favorable
consumption environment, and cultivating new consumption growth poles in key areas. They
should respond to changes in consumption demand, enhance the level and quality of supply,
provide precise supplies of high-value-added products through technological innovation,
and activate the consumer market to release multi-level demand, ultimately achieving dual

improvements in the scale and quality of domestic demand.
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