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The Impacts of Household Leverage and Income Fluctuation on

the Difference between Urban and Rural Consumption

— Based on China Family Panel Studies
LIU Jianrguo, CHEN Jing

Abstract: Based on the balanced panel data of the four China Family Panel Studies (CFPS), an empiri-
cal model of the Almost Ideal Demand System (AIDS) was used to empirically analyze the impact of
household leverage and income fluctuations on urban-rural consumption differences. The research conclu-
sions are as follows: (1) Leverage has a significant role in increasing consumer demand, and income
fluctuations have a restraining effect on it. Housing assets that are not of the “investment” nature can
hardly exert their asset effects. On the contrary, financial assets stimulate the consumption effect due to
the “psychological account” effect Significant; (2) Heterogeneity analysis shows that the structures of
urban and rural consumption exhibits huge difference due to a single social insurance system, household
registration management system and financial lending channels; (3) Spatial difference analysis shows
that the consumption surge caused by the policy tilt in the west calls for long-term stability. Due to the
household registration management system in Beijing-Tianjin-Hebei region, the difference between the
displaced population and the original household is too large. (4) In general, improving social security,
expanding lending channels, and improving the household registration management system to mitigate
the uncertainty of household income are the fundamental ways to boost domestic demand.

Key words: household leverage; income fluctuation; urban-rural consumption difference; “psychologi-

cal account” effect; asset effect
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