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Unbinding Restraints on Consumption

Imposed by Population Aging in China

CAI Fang ( Chinese Academy of Social Sciences, 100732)

WANG Meiyan ( Chinese Academy of Social Sciences, 100006)

Abstract: There are two turning points in population aging that have reverse impacts on China’ s economic
growth. The peak of working-age population that already appeared in 2010 has mainly affected the supply side,
leading to a decline in supply-side potential growth rate. The peak of total population predicted to arrive in
2025 -2030 is more likely to affect the demand side, leading to a decline in demand-side potential growth rate.
This paper reveals how the peak of total population tends to weaken consumption via its effect on the population
size, age structure and income distribution. The urban labor survey shows that as the Chinese elderly have low
labor force participation rate and lose labor income earlier, there is a tendency that when they get older, they
consume less. Due to the pay-as-you-go nature of the pension insurance and home-based elderly care, the
decline in consumption occurs as early as at late working age. Policies of promoting consumption to match the
aggregate demand with supply-side growth potential should be adopted, such as increasing household income,
narrowing the income gap, stepping up redistribution, and expanding the coverage and enhancing the benefits of
the basic pension insurance system.

Keywords: Population Aging, Potential Growth Rate, Resident Consumption, Basic Public Services
JEL: E21, J21
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