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Forming a Virtuous Circle in Which Consumption and Investment
Promote Each Other

XIA Jie-chang', ZHANG Ya-jun’

(1. National Academy of Economic Strategy, Chinese Academy of Social Sciences, Beijing 100006, China;
2. Business School, University of Chinese Academy of Social Sciences, Beijing 102488, China)

Summary: Since the reform and opening up, China’s industrialization process has been advancing rapidly, with
economic growth being significantly driven by investment, forming an investment-led model. However, China’s
investment rate has long been high, far higher than the world average, showing such characteristics as high investment,

high savings, and low consumption. With the advancement of China’s urbanization and the relative saturation of
infrastructure investment, the driving effect of investment on the economy is becoming more and more limited, and the
mode of economic growth driven mainly by export and investment is difficult to sustain. In this context, a large number of
scholars propose that the main driving force of economic growth should gradually transition from investment to
consumption. However, the existing literature mostly discusses consumption and investment separately, ignoring the

close internal relationship between investment and consumption to a certain extent.

This paper firstly reviews the debate of “investment-driven or consumption-driven” patterns and clarifies the
driving role of investment and consumption in economic growth. Secondly, it clarifies the relationship between
consumption and investment. Investment is a tool and way to meet consumer demand. Moderate growth of investment and
optimization of investment structure can better meet the larger and higher level of consumer demand and promote the growth
of consumption scale and consumption rate. Consumption is the purpose and driving force of production, and changes in
scale and structure such as consumption expansion, quality improvement, and the emergence of new consumer demand
will lead to changes in production and supply, and then affect the scale and structure of investment. Finally, the paper
puts forward some countermeasures to form a virtuous circle in which consumption and investment promote each other. To
fully unleash the potential of domestic demand, we need to form synergy to ensure stable consumption and investment.
We need to enhance the basic role of consumption in economic development and the key role of investment in improving the
supply structure. It is essential to turn to the mode of promoting economic development by relying on the positive
interaction between consumption and investment, form a virtuous circle in which consumption and investment promote
each other.

To a certain extent, this paper explains how investment and consumption, as two wheels, influence and promote
each other to jointly drive economic growth, and discusses the internal logic of forming a virtuous cycle in which
consumption and investment promote each other, which will help relevant government departments to implement the
strategy of expanding domestic demand and formulate relevant policies more scientifically and rationally. It provides

countermeasures for forming joint efforts to promote stable consumption and investment.

Key words: consumption; investment; domestic demand; economic growth; high-quality development
(REHRE: XRE, HHEE)
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