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Impact of Income Distribution on Aggregate Consumption of Chinese Residents:
Theoretical and Empirical Research of Marginal Propensity to Consume

Wang Songtao' and Wu Chao Lin'

( 1: School of Economy & Management South China Normal University;
2: South China Research Center For Market Economy)

Abstract: Whether narrowing income gap can increase aggregate consumption depends on the feature of marginal propensity to consume
( MPC) which is influenced by multiple factors. By constructing a discrete model we proved that if and only if the MPC of an individual
falls as his disposable income rises; narrowing income gap can result in a increase in consumption. The MPC function based on the
assumption of Logarithmic utility function shows that: price interest rate and openness are the important factors to influence the MPC
and whether the MPC decreases depends on empirical test of the parameters. The result of empirical test by using the data of urban
residents of China (2000 —2009) shows that the MPC of Chinese urban residents fall as their income rises. Therefore equalizing the
income distribution will give rise to the increase of aggregate consumption. The following empirical research also shows that the influence
coefficient of Gini coefficient to average propensity to consume is —0. 823. The method and results have been improved in this study
compared to previous research.
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