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Theoretical Logic and Implementation Path of Boosting Consumption through

Financial Development

Yi Xingjian"* Yao Jian®
(1. Institute of Digital Economy and Financial Power Construction, Guangdong University of
Finance, Guangzhou 510521, P. R. China;
2. School of Finance, Guangdong University of Foreign Studies Guangzhou 510521, P. R. China;
3. School of Economics, Shandong University, Jinan 250100, P. R. China)

Abstract: Promoting high-quality financial development and establishing a sustainable consumption
growth mechanism are essential both for navigating complex external environments and preventing
systemic risks, and for activating domestic demand potential and ensuring smooth economic
circulation. In this context, the study reviews the relevant literature on financial development and
household consumption, explores the theoretical logic through which financial development stimulates
household consumption, and proposes implementation pathways for achieving this objective.

At the theoretical level, the study develops an analytical framework for the impact of financial
development on household consumption along five dimensions: increasing income to promote wealth
accumulation, alleviating liquidity constraints, improving household risk management, enhancing
consumption convenience, and stabilizing consumption expectations. This framework makes several
important contributions. It deepens understanding of the transmission mechanisms through which
financial development boosts household consumption, reveals the important role of financial
institutions in household consumption decisions, and provides an explanation for relying on financial
institutional innovation to address the problem of insufficient household consumption. This not only
enriches the theory of financial development with Chinese characteristics but also provides theoretical
support for constructing a consumption-promoting mechanism under the new development paradigm
from the perspective of financial development.

At the practical level, in response to the current sluggish growth in China's consumer market,
the study proposes specific implementation paths are proposed from the improvement of income
distribution-oriented financial instruments and services, the coordinated advancement of social
security system reform and capital market development, the expansion of commercial insurance to
strengthen household risk management, and the construction of a multi-tiered consumer finance
ecosystem. This systematic framework achieves an organic integration of short-term stimulus and
long-term institutional mechanisms through coordinated efforts across four areas: optimizing
financial resource allocation, innovating financial products and services, linking the social security
system with capital market development, and prevention of consumer finance risks, forming a path
for financial support of consumption.

Through systematic institutional reform and innovation, financial development with Chinese
characteristics can provide robust support for improving the long-term mechanisms that expand
household consumption. This study offers theoretical insights and policy implications for the linkage
between financial system construction and the strategy of expanding domestic demand in the context
of the Chinese path to modernization.

Keywords: Financial development; Boosting consumption; Liquidity constraints; Household risk
management; [Long-term mechanism
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