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Abstract: China, as the world's second-largest economy, plays a crucial role in the stability
and development of the global economy. From the perspective of changes in the third wave
of economic globalization, economic connections between countries are becoming
increasingly tight, but this is also accompanied by arise in trade protectionism and an increase
in geopolitical risks. Against this backdrop, the trade export market of China faces greater
uncertainty and risks. Additionally, the intensifying trend of domestic population aging and
the tightening resource and environmental constraints have made the traditional investment-
driven economic growth model inadequate for the current economic situation. This model,
which relies heavily on government investment and external demand, is prone to problems
such as overcapacity, resource waste, and environmental pollution. The driving force of
investment and exports for economic growth is gradually weakening, while consumption is
becoming a more and more important driving force for economic growth in China. To address
these challenges, China needs to accelerate the transformation of its economic growth drivers.
From the aspect of investment, China needs to shift from the traditional investment-driven
economic growth model to an innovation-driven economic growth model and promoting the
optimization and upgrading of its economic structure. At the same time, China should strive
to build a consumption-driven economic system to cope with the challenges brought by the
overcapacity in domestic related industries and insufficient domestic demand.
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1. Introduction

Facing dual challenges from both domestic and international economic environments in the global
economic landscape, China is actively seeking a transformation in its economic growth drivers to
achieve high-quality development. [1] This article primarily discusses the roles and strategies of
consumption and investment in driving future economic growth in China. It emphasizes that key
measures for consumption-led growth include increasing household incomes, improving the
consumption environment and cultivating consumption hotspots. The article also analyzes the
complementarity and differences between investment and consumption and points out that
coordinated development of investment and consumption is crucial for promoting stable economic
growth, optimizing economic structure, improving public welfare, and responding to external shocks.
Additionally, the article looks forward to the opportunities for China's economic growth presented by
continued consumption-led growth, further optimization of investment structure, sustained prosperity
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of the service sector, and global economic recovery. Overall, the article provides new perspectives
and strategies for understanding and advancing China's long-term economic growth.

2.  Basic Fact Analysis

Investment, consumption, and export are the three main drivers of economic growth. Based on the
experience of developed countries, as the process of industrialization accelerates, the contribution of
investment to economic growth continues to increase. Since the reform and opening up, China has
maintained a high investment rate, with investment contributing more to economic growth than
consumption and export. Recent analyses of GDP components in China show that domestic
consumption demand has remained relatively stable, while net exports have contributed less to
economic growth due to the impact of the international financial crisis. Therefore, investment remains
the main driver of China’s economic growth, but excessive investment can lead to significant
economic fluctuations. To ensure stable economic growth, it is necessary to maintain stable
investment growth.

2.1. Analysis of Investment-Driven Economic Growth

Trend Chart of the Contribution Rate of Total Fixed Asset
Investmentto China’s GDP (2014-2023)
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Figure 1: Trend Chart of the Contribution Rate of Total Fixed Asset Investment to China’s GDP
(2014-2023), the statistical data comes from the National Bureau of Statistics of China.

From Figure 1, the vertical axis represents the contribution rate of total fixed asset investment to
China's GDP (2014-2023), calculated as Total Fixed Asset Investment (2014-2023) / China's GDP
(2014-2023) [2]. The horizontal axis represents the years. According to the chart, it can be observed
that over the past decade, the contribution rate of total fixed asset investment to China's GDP has
been continuously decreasing, indicating that the effect of social investment on driving GDP growth
is weakening, and marginal effects are beginning to appear.
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2.1.1.Contribution of Investment to Economic Growth

When delving into the driving role of investment in economic growth, we must recognize its
multifaceted positive impacts, which extend beyond mere financial indicators to various aspects such
as economic structure, social development, and technological innovation.

Capital Accumulation and Production Efficiency

Investment is a core means of capital accumulation. By injecting funds, enterprises can acquire
advanced production equipment and expand production scales, thereby achieving significant
improvements in production efficiency. For example, in the first half of this year, China attracted
nearly 500 billion yuan in foreign investment, and 26,870 new foreign-invested enterprises were
established. The actual use of foreign investment in the manufacturing sector increased by 2.4%
compared to the same period last year. [3] This data vividly reflects how investment is driving the
manufacturing sector towards higher production efficiency. Increased capital accumulation not only
promotes internal industrial upgrades but also provides strong support for overall societal economic
growth.

Technological Innovation and Industrial Upgrading

Investment plays a crucial role in technological innovation. By investing in research and
development, enterprises can develop new technologies, products, and processes, driving the
optimization and upgrading of industrial structures. For instance, Jiangsu Province has heavily
invested in venture capital to build a globally influential industrial technology innovation center. [4]
This initiative has not only attracted a large number of innovative enterprises but also injected strong
momentum into local industrial upgrading. In the era of technological innovation, investment has
become a key force in driving technological progress and industrial transformation.

Employment and Income Improvement

Investment activities can create a large number of job opportunities, improve labor productivity,
and subsequently increase residents' income levels. When enterprises expand production scales or
introduce new technologies, they often need to hire more employees to meet production demands.
This not only addresses employment issues but also enhances workers' skill levels and income. As
residents' incomes rise, consumer demand will also grow, forming a positive cycle of economic
growth.

2.1.2.Challenges of Investment-Driven Economic Growth

When analyzing the drivers of China’s economic growth, it is essential to closely examine the
potential issues of the investment-driven model. Investment efficiency is a core concern. In recent
years, some investments have been characterized by blind and redundant allocation, leading to low
investment efficiency and exacerbating resource wastage. Due to a lack of effective planning and
regulation, some investment projects have failed to deliver expected economic benefits and instead
have increased fiscal burdens, affecting the sustainability of economic growth.

The risk of overcapacity is another critical issue. Excessive investment, particularly in traditional
industries and sectors, has led to a growing problem of overcapacity. One notable example is the
collapse of the real estate market bubble in China. When there is an oversupply of commercial
housing in the real estate market, the value of these properties’ declines. As a result, personal real
estate assets (such as primary residences and investment properties) also depreciate. This asset
depreciation directly affects the total value of assets on an individual's balance sheet, leading to a
reduction in wealth. In cases of real estate depreciation, the market value of a property might fall
below the amount of the mortgage taken out for its purchase, resulting in negative equity for the
individual, meaning that the value of the assets is less than the amount of debt. This can lead to an
excessive financial burden and even the risk of overdue payments. Additionally, a decrease in
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personal asset value may reduce consumer confidence, leading to lower consumption spending. This
reduction in consumption can have a negative impact on the overall economy. [5]

China's current investment structure is highly unbalanced. Development is driven by innovation,
but there is currently a shortage of venture capital in China, and there is insufficient financial support
for technological development. Investment in technological development constitutes a very small
portion of the overall investment fund allocation in the country, which directly leads to the widespread
lag in technological development in China. Government funding for technological research and
development is inadequate. Additionally, the financial system, pressured by risk concerns, is reluctant
to invest, often leaving companies to bear the costs of technological development themselves.

2.1.3.Optimization Paths for Investment-Driven Economic Growth

China's current overcapacity is structural, meaning that not all goods and services are in surplus, but
rather the excess is concentrated in sectors that can be industrially produced and traded. While there
1s overcapacity in large-scale industrial sectors, there remains a shortage in non-tradable sectors such
as education, healthcare, and high-tech high-value-added goods and services. [6] Therefore,
investment still has practical significance for economic growth today, but there should be a shift from
the traditional investment-driven economic growth model to an innovation-driven economic growth
model, aiming to promote the optimization and upgrading of the economic structure.
Precisely Targeting Investment in Emerging and High-Tech Industries

High-tech industries, characterized by their intensive knowledge and technology, often offer
significant economic and social benefits through the development of key technologies. Therefore, it
is crucial to increase investment in these sectors, such as artificial intelligence, biomedicine, and new
energy. Breakthroughs in these fields not only facilitate industrial upgrading but also bring societal
benefits. Investment directions should be precise to avoid blind following or redundant investments,
ensuring the efficient use of funds.

Innovating Investment and Financing Mechanisms to Reduce Financing Costs

To lower financing costs for enterprises, it is necessary to innovate investment and financing
mechanisms and develop diversified investment and financing channels. For example, issuing green
bonds and setting up industry investment funds can guide social capital towards high-tech and green
industries. Optimizing the financial service system, expanding its coverage and convenience, and
lowering the barriers for enterprises to obtain financial support are also crucial.

2.2. Analysis of Consumption-Driven Economic Growth
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Figure 2: Trend Chart of the Contribution Rate of Household Consumption to China’s GDP (2014-
2023), the statistical data comes from the National Bureau of Statistics of China.
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From Figure 2, the vertical axis represents the contribution rate of household consumption to China's
GDP (2014-2023), calculated as the Household Consumption Price Index (1978=100) (2014-2023) /
China's GDP (2014-2023). The horizontal axis represents the years. According to the chart, it can be
observed that over the past decade, the contribution rate of household consumption to China's GDP
has been continuously increasing, indicating that the effect of consumption on driving China's
economic growth has become increasingly evident[7].

2.2.1.Contribution of Consumption to Economic Growth

In the current economic environment, consumption has become an important driving force for
economic growth, with its influence and role increasingly evident. Recently, the National Bureau of
Statistics of China released the "Q1 Report" for the Chinese economy in 2024. In the first quarter,
GDP grew by 5.3% year-on-year, exceeding market expectations. Among this, the contribution of
domestic demand to economic growth reached 85.5%.[8] Both investment and consumption showed
steady increases, and the endogenous driving force of the economy continued to strengthen.

As the "main engine" of economic growth, consumption's effect on driving domestic demand is
significant. With the increase in residents' income levels, consumption demand is becoming more
diversified and personalized. For instance, in the consumer goods market, the retail sales of social
consumer goods increased by 3.7% year-on-year in the first half of the year, demonstrating strong
vitality in the consumption market. Notably, the growth of major consumer goods such as green smart
home appliances and new energy vehicles is particularly prominent, which not only drives the
development of related industries but also further stimulates market potential. The combination of
gourmet food, iconic landmarks, national trend culture, and green ingredients has injected new vitality
into the catering industry, with catering revenue growing by 7.9% year-on-year, further proving the
significant role of consumption in driving domestic demand.

The impact of consumption growth on employment cannot be ignored. As the consumption market
continues to expand, related industries experience rapid development, which in turn leads to an
increase in job opportunities. For example, in the home service industry, consumer demand for
diversified and professional home services not only promotes the rapid growth of the industry but
also creates a large number of job opportunities for society. Additionally, with the upgrading of
consumption structures, the demand for specialized and high-quality services is increasing, which
also encourages related industries to improve service levels and quality, thus providing consumers
with better services.

2.2.2.Challenges of Consumption-Driven Economic Growth

In the current economic environment, China's consumption market faces multiple challenges and
opportunities. One of the key factors influencing the domestic consumption market is the level of
residents' income. Due to the significant income disparity in China, the purchasing power of low-
income groups is limited, which largely constrains the overall increase in consumption levels. In this
context, policymakers and businesses should focus on raising the income levels of low-income groups
to promote balanced development of the consumption market.

The challenges brought by consumption upgrade are also significant. As consumers' demands for
products and services increase, businesses must intensify innovation and research and development
efforts to meet the diversified needs of the market. Data from recent years show that large-scale
industrial enterprises, especially joint-stock companies, have been increasing their R&D investment
year by year. For example, internal R&D expenditure grew from 213.91 billion yuan in 2019 to
250.54 billion yuan in 2022, while external R&D expenditure increased from 14.63 billion yuan to

93



Proceedings of ICFTBA 2024 Workshop: Human Capital Management in a Post-Covid World: Emerging Trends and Workplace Strategies
DOI: 10.54254/2754-1169/113/2024.LD18185

20.69 billion yuan. [9] This trend reflects that enterprises are actively increasing R&D investment to
adapt to market demands in response to consumption upgrade challenges.

2.2.3.Strategies to Promote Consumption-Driven Economic Growth

The various policies we are currently formulating still tend to focus habitually on supply and
production, a habit from China’s long history of a shortage economy. However, China’s economy
has now advanced to an industrial society where supply and production capacity are no longer issues.
The problem now lies on the demand side, which is insufficient consumption. [10]

Increasing residents' income levels is fundamental to boosting consumption capacity. To achieve
this, we need to accelerate economic structure transformation, promote industrial upgrading, and
create more high-quality job opportunities. At the same time, we should improve the social security
system to ensure that residents' basic needs in areas such as pension, healthcare, and education are
met, thereby enhancing their consumption confidence. Additionally, deepening income distribution
system reform to achieve steady growth in residents' income, particularly by increasing the income
levels of low-income groups, is crucial for narrowing income gaps and enhancing overall
consumption capacity. [11]

Furthermore, cultivating consumption hotspots is an effective means to unleash consumption
potential. As the trend of consumption upgrading intensifies, residents' demands for health, education,
and cultural entertainment are increasing. We should keep pace with this trend, strengthen product
and service innovation in these areas, and meet consumers' diverse and personalized needs. At the
same time, through policy guidance and market promotion, we should nurture competitive
consumption hotspots to drive overall market prosperity.

3.  Exploration of Coordinated Development between Investment and Consumption

Investment and consumption are merely a cyclical system. Investment is the starting point of
production; with production comes the demand for production factors, leading to productive
consumption, which in turn drives employment. With employment and income expectations in place,
we can talk about consumption. However, the impetus for investment has a prerequisite: the goods
produced must be sellable. As long as they can be sold, investment becomes a powerful driving force;
if they cannot be sold, this cycle breaks down, resulting in a build-up of debt. Liquidity does not flow
to the consumption side, and economic growth comes to a halt [12].

The results of the three-stage least squares estimation show that an increase of 1 unit in the fixed
asset investment rate will lead to an increase of 0.064 units in the employment rate. In contrast, an
increase of 1 unit in the current residential consumption rate will actually cause a decrease of 0.247
units in the employment rate. Although an increase in consumption will lead to higher employment
rates in future economic cycles, the consumption-driven economic growth model cannot suppress the
rise in unemployment in the short term. [13] Therefore, to ensure a smooth transition of supply-side
reforms, it is essential to coordinate the reasonable allocation of consumption and investment in
economic growth and ensure full employment during the process of industrial structure adjustment.

The coordinated development of investment and consumption has a positive impact on economic
development at multiple levels. It can not only promote stable economic growth and optimize the
economic structure, but also improve people's livelihood and enhance the economy's ability to
respond to external shocks. Therefore, policymakers should fully consider the balance and
coordination between investment and consumption to achieve comprehensive, healthy, and
sustainable economic development.
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4. Conclusion

In the ongoing process of China's economic growth, consumption and investment, as the two core
driving forces, are exhibiting increasingly strong vitality. With the steady rise in residents' income
levels and the continuous optimization of consumption structures, the consumer market is showing
unprecedented prosperity. At the same time, the optimization and adjustment of the investment sector
are injecting new vitality into economic growth.

Currently, China's consumer market is undergoing profound transformation. The pursuit of high-
quality living and increasing attention to green and environmentally friendly products are driving an
upsurge in demand for upgrade-oriented goods such as fitness products, green smart home appliances,
and new energy vehicles. These changes not only reflect the upgrading of consumer demands but also
signal the immense potential of the future consumer market. In the investment sector, China is
experiencing a shift from quantitative expansion to qualitative improvement. Notably, the rapid
growth of investment in equipment renewal and upgrading has been a major highlight in the first half
of the year. This trend reflects both the need for the transformation and upgrading of traditional
industries and the significant shift of China's manufacturing sector towards high-quality development.
Large-scale equipment updates and renovations are not only advancing the development of advanced
manufacturing but also injecting new momentum into economic growth.
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