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Research on the Impact of Income Inequality on Household Consumption
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[Abstract] This paper constructs a model incorporating heterogeneous households to empirically examine the
mechanism through which income inequality affects household consumption. The findings indicate that income
disparity suppresses aggregate demand by dampening the marginal propensity to consume and exacerbating
excess savings, thereby forming a vicious cycle of low consumption and high export dependency. Numerical
simulations further reveal that reliance on external demand exacerbates income inequality, potentially
intensifying internal structural imbalances in the long run. This study provides systematic theoretical and

empirical evidence for understanding China’s paradox of "high growth with low domestic demand," offering

policy implications for establishing a sustainable development mechanism driven by domestic demand.
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