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Abstract 

In recent years, digital inclusive finance has become a hot topic in economics. This paper 
theoretically analyzes the income raising effect and gap widening effect of digital 
inclusive finance under the background of China's common prosperity policy. In the 
empirical aspect, this paper takes the empirical data of 31 provincial administrative 
units in China from 2011 to 2019 as a sample, and establishes a static panel econometric 
model to verify the improvement effect of digital inclusive finance on urban and rural 
residents' per capita disposable income and the threshold effect of innovation ability. In 
addition, by constructing a dynamic panel econometric model, this paper verifies the 
effect of digital inclusive finance on the gap expansion of urban and rural per capita 
disposable income, and analyzes the regional heterogeneity and temporal heterogeneity. 
The research of this paper not only expands the research field of digital inclusive finance 
and common prosperity in theory, but also has certain reference significance for China 
and other transition economies in policy making. 
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1. Introduction 

As China's economy entering a new stage of development, common prosperity has increasingly 
become an inherent requirement for the economy to change from high-speed growth to high-
quality growth. But how to promote common prosperity is really a long-term puzzle for 
economists. In recent years, with the development of Internet information technologies such as 
big data, cloud computing and artificial intelligence, digital inclusive finance has been 
strengthened in both scope and depth. Because of its characteristics of "low cost "," high 
efficiency" and "wide range ", digital inclusive finance was once regarded as a favorable tool to 
promote common prosperity. However, the research on its feasibility and internal logic is still 
relatively scarce. In this context, this paper attempts to theoretically analyze the promotion of 
digital inclusive finance to common prosperity, and empirically test it by using China's 
empirical data. This paper hopes to broaden the research perspective of digital inclusive finance 
and common prosperity in theory, and provide reference for China and other transition 
economies in policy making. 

2. Literature Review 

Daniela Gabor noted the growing importance of digital-based financial inclusion [1]. In recent 
years, scholars at home and abroad mainly discuss digital inclusive finance in three aspects. 

Firstly, for the measurement method of digital financial inclusion: Yan Shen has constructed a 
digital financial inclusion evaluation system suitable for cross-country comparison [2]. They 
use the data of the World Bank and the International Monetary Fund to calculate the digital 
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financial inclusion index and measure the level of digital financial inclusion in 105 countries. In 
addition, GUO Feng compiled a set of "Peking University Digital Inclusive Financial Index "(The 
Peking University Digital Financial Inclusion Index of China,PKU DFIIC) and updated the index 
three times [3]. 

Secondly, in view of the promotion effect of digital inclusive finance on economic growth, 
Peterson discussed the promotion effect of digital inclusive finance on economic growth in the 
process of sorting out literature [4]. Liu Yang explored the impact of digital inclusive finance on 
the sustainable development of China's small and micro enterprises and its mechanisms, using 
data from China's new third board listed companies from 2011 to 2018 [5]. Weilong Wu 
discussed the contribution of digital financial inclusion on China's provincial economic growth 
through the provincial panel data of China [6]. 

Finally, regarding the poverty reduction effect of digital inclusive finance: Xue Wang confirmed 
that digital inclusive finance is conducive to reduce the incidence of rural poverty by using the 
survey data of 1,900 farmers [7]. Fanqi Zou explored the positive effect of digital inclusive 
finance on household income through micro-data from the China Household Finance Survey 
(CHFS) [8]. Xuanming Ji explored the impact of digital inclusive finance on the income gap 
between urban and rural residents by using China's municipal panel data [9]. Ikechukwu 
confirmed the poverty reduction effect of inclusive finance through panel data for the period 
1995-2017 for 42 African countries [10]. 

3. Theoretical Assumptions 

3.1. Income Raising Effect 

Digital inclusive finance can effectively reduce the cost of financial services and expand the 
service group (including rural residents and small and micro enterprises), thus to some extent 
reducing financial mismatch, improving the utilization efficiency of financial resources, thus 
promoting economic growth and increasing the per capita disposable income of urban and 
rural residents. Therefore, the following assumptions are made. 

H1: Digital inclusive finance has an income-enhancing effect, that is, it increases the per capita 
disposable income of urban and rural residents. 

3.2. Gap Widening Effect 

However, there are great differences between urban and rural areas in terms of infrastructure, 
market environment, human capital and so on, and there may be certain differences in the 
income improvement effect of digital inclusive finance in urban and rural areas, which leads to 
the widening of income gap between urban and rural areas. Therefore, the following 
assumptions are made: 

H2: Digital inclusive finance has the effect of widening the gap, that is, widening the gap 
between urban and rural per capita disposable income. 

4. Empirical Analysis on the Effect of Income Increase 

4.1. Data Source and Variable Design  

4.1.1. Data Sources and Pretreatment 

In this paper, the data of 31 provinces (municipalities and autonomous regions) in China from 
2011 to 2019 are used as the research sample. The data sources are Wind database and China 
Statistical Yearbook. In this paper, the linear interpolation method is used to fill the vacant 
value of data. 
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4.1.2. Variable Design 

Explained Variables: ① PDI, per capita disposable income, logarithmic processing. Unit: Yuan. 

② Gap, income gap between urban and rural residents. Calculation method: 

Updi
Gap

Rpdi
=

 

 
Among them, Updi is the per capita disposable income of urban residents. Unit: Yuan. Rpdi is 
the per capita disposable income of rural residents. Unit: Yuan. 

Explaining Variables: DFI, the Peking University Digital Financial Inclusion Index of China, 
logarithmic processing. 

Threshold Variables: qInnovate, patent audit acceptance. 

Control Variables: ① Gov, government spending as a percentage of GDP. ② Open, the 
proportion of total import and export in GDP. ③ Industry, the proportion of GDP of tertiary 
industry in total GDP. 

4.2. Descriptive Statistical Analysis  

Table 1 is a descriptive statistical table of each variable. Take Gap for example, the maximum 
value is 3.815, the minimum value is 1.845, and the average value is 2.633. This shows that the 
income gap between urban and rural residents is large, and the per capita disposable income 
of urban residents is about 2.633 times that of rural residents. 

 

Table 1. Descriptive Statistical Table 

 N Mean Std. Dev. Min P25 Median P75 Max 

lnPdi 279 9.947 .419 8.918 9.655 9.936 10.183 11.14 

lnUpdi 279 10.27 .303 9.681 10.046 10.256 10.446 11.21 

lnRpdi 279 9.312 .391 8.346 9.037 9.305 9.546 10.41 

Gap 279 2.633 .392 1.845 2.362 2.574 2.84 3.815 

lnDFI 279 5.208 .679 2.786 4.988 5.409 5.682 6.068 

qInnovate 279 91274.477 130727.1 170 14584 44060 101274 807700 

Gov 279 .283 .211 .11 .184 .228 .324 1.379 

Open 279 .266 .299 .013 .087 .141 .308 1.509 

Industry 279 .904 .058 .739 .873 .907 .928 1.395 

4.3. Static Panel Model 

In order to verify the income improvement effect of digital financial inclusion, this paper 
constructed the following fixed effect panel measurement model: 

 

, 1 , 2 , 3 , 4 , ,ln lni t i t i t i t i t i i tPdi DFI Gov Open Industry      = + + + + + +
 

 

Specific regression results are shown in column (1) of Table 2. According to the regression 
results, the regression coefficient of lnDFI to lnPdi was 0.123, and it was significant at the 
significance level of 10% . This means that digital financial inclusion has a positive effect on the 
increase of per capita disposable income. Under other conditions, for every 1 per cent increase 
in digital financial inclusion index, per capita disposable income will increase by an average of 
0.123 per cent. From this, the income-enhancing effect of digital financial inclusion is evidenced. 

 

Updi
Gap

Rpdi
=
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Table 2. Regression Results of Income Increase Effect 

 (1) (2) 

VARIABLES lnPdi lnPdi 

   

lnDFI 0.123*  

 (1.75)  

0cat#c.lnDFI  0.080 

  (1.27) 

1cat#c.lnDFI  0.153** 

  (2.44) 

Gov 3.866*** 3.376*** 

 (6.86) (6.63) 

Open -1.180*** -1.215*** 

 (-6.43) (-7.38) 

Industry 2.613*** 2.424*** 

 (5.00) (5.16) 

Constant 6.167*** 6.490*** 

 (9.77) (11.44) 

   

FixedEffect YES YES 

Observations 279 279 

R-squared 0.360 0.487 

Number of province 31 31 

   

t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

4.4. Threshold effect model 

Digital financial inclusion is largely driven by easy credit to boost productivity, thereby 
boosting economic growth and increasing per capita disposable income. However, this process 
may be non-linear and often influenced by regional innovation capability. In order to verify the 
threshold effect of innovation capability, this paper constructs the following threshold effect 
panel measurement model: 

 

, 1 , , 2 , ,

1 , 2 , 3 , ,

ln ln ( ) ln ( )

            

i t i t i t i t i t

i t i t i t i i t

Pdi DFI qInnovate DFI qInnovate

Gov Open Industry

    

    

= +  +

+ + + + +

≥

 
 

Where,qInnovate is the proxy variable of innovation capability, which is represented by the 

number of patent audit acceptance.   is the threshold to be estimated. 

The panel threshold model estimates are shown in column (2) of Table 2 above. The threshold 
effect test result is shown in Table 3. 

 

Table 3. Threshold Effect Test Results 

Threshold RSS MSE Fstat Prob 

34076.000 10.0745 0.0373 67.08 0.0300 

 



Volume 2 Issue 12, 2021 

DOI: 10.6981/FEM.202112_2(12).0052 

400 

Frontiers in Economics and Management 

ISSN: 2692-7608 

According to Table 3, the threshold value of the number of patent audit acceptance representing 
regional innovation capacity is 34076, and the threshold effect is significant. Figure 1 is the 
likelihood ratio curve. According to the graph, the threshold value estimated in this paper is 
more accurate. 

According to the regression results of Column (2) in Table 2, it is easy to find that digital 
inclusive finance will produce significant income improvement effect only when the innovation 
ability of the local region exceeds this threshold value. However, when the regional innovation 
ability is insufficient, the income improvement effect of digital inclusive finance is not 
significant. 

 

 
Figure 1. Likelihood Ratio Curve 

5. Empirical Analysis on the Effect of Gap Expansion 

5.1.  Dynamic Panel 

Considering that the urban per capita income and rural per capita income will be affected by 
the lag value in the process of economic evolution, this paper constructed the following 
dynamic effect panel measurement model when verifying the gap expansion effect of digital 
inclusive finance: 

 

, 0 , 1 1 ,

2 , 3 , 4 , ,

ln ln ln

              

i t i t i t

i t i t i t i i t

Updi Updi DFI

Gov Open Industry

  

    

−= + +

+ + + + +
 

 

, 0 , 1 1 ,

2 , 3 , 4 , ,

ln ln ln

              

i t i t i t

i t i t i t i i t

Rpdi Rpdi DFI

Gov Open Industry

  

    

−= + +

+ + + + +
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, 0 , 1 1 ,

2 , 3 , 4 , ,

ln

              

i t i t i t

i t i t i t i i t

Gap Gap DFI

Gov Open Industry

  

    

−= + +

+ + + + +
 

 

Because of the autocorrelation of the random error terms in the dynamic panel metrology 
model with OLS estimation, this paper uses the systematic GMM method to estimate. In addition, 
the regression equations were tested to have passed the Arellano-Bond test and Sargan test. 
Table 4 shows the regression results of each model. According to column (1) of the table, the 
regression coefficient of lnDFI for lnUpdi was 0.008, which was significant at the 1% 
significance level, while the regression coefficient of lnRdpi according to column (2) of the table 
was only 0.005, which was also significant at the 1% significance level. This means that 
although digital inclusive finance can promote the per capita disposable income of urban 
residents and rural residents, it can promote the per capita disposable income of urban 
residents more, which reflects the widening effect of gap in digital inclusive finance. In order to 
further verify the gap widening effect, according to column (3) of the table, it is easy to find that 
lnDFI has a positive promoting effect on Gap, the regression coefficient is 0.037, and is 
significant at the significance level of 1%. This means that digital financial inclusion will 
increase the per capita disposable income of urban and rural residents, there is an effect of 
widening income gap. 

 

Table 4. Dynamic Panel Regression Results 

 (1) (2) (3) (4) 

VARIABLES lnUpdi lnRpdi Gap Theil 

     

lnDFI 0.008*** 0.005*** 0.037*** 0.009*** 

 (29.43) (9.19) (13.67) (11.14) 

L.lnUpdi 0.963***    

 (675.99)    

L.lnRpdi  0.939***   

  (834.50)   

L.Gap   0.768***  

   (85.23)  

L.Theil    0.629*** 

    (128.52) 

Gov -0.024*** -0.122*** 0.157*** 0.011* 

 (-5.29) (-6.23) (5.09) (1.93) 

Open 0.003*** 0.008*** 0.043** -0.010*** 

 (2.65) (6.29) (2.41) (-4.28) 

Industry 0.005*** 0.036*** 0.084*** 0.008*** 

 (2.95) (3.67) (3.01) (3.03) 

Constant 0.420*** 0.633*** 0.250*** -0.024*** 

 (32.29) (37.12) (4.98) (-5.87) 

     

FixedEffect YES YES YES YES 

Observations 248 248 248 248 

Number of province 31 31 31 31 

z-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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5.2. Robustness Test 

In order to further verify the income gap widening effect of digital inclusive finance, this paper 
further adopts Theil Index to replace Gap to re-regress and conduct robustness test. The 
regression results are shown in column (4) of Table 4. According to the regression results, it is 
easy to find that the regression coefficient of lnDFI to Theil is 0.009, which is significant at the 
significance level of 1%, which confirms the widening effect of digital inclusive finance on 
urban-rural income gap. Therefore, the results of this paper are robust to some extent. 

5.3.  Heterogeneity Analysis 

5.3.1.  Regional Heterogeneity 

In order to further analyze the regional heterogeneity of the gap widening effect of digital 
inclusive financial gap, the dynamic panel regression model is used to carry out sample 
regression. In this paper, the 31 provinces, cities and autonomous regions of China are divided 
into two types: economically developed region and economically undeveloped region. Specific 
regression results are shown in Table 5. 

 

Table 5. Heterogeneous Regression Results 

 (1) (2) (3) 

VARIABLES Gap Gap Gap 

    

L.Gap 0.834*** 0.679*** 0.785*** 

 (92.42) (57.46) (73.17) 

lnDFI 0.008*** 0.038*** 0.030*** 

 (5.47) (6.39) (8.33) 

tpointlnDFI   0.002** 

   (2.58) 

Gov 0.115*** 0.261 0.130*** 

 (8.05) (1.26) (3.84) 

Open 0.036*** -0.048 0.050*** 

 (8.15) (-0.53) (3.93) 

Industry 0.005 -0.256*** 0.059*** 

 (0.15) (-3.41) (2.61) 

Constant 0.305*** 0.803*** 0.266*** 

 (6.94) (11.40) (10.13) 

    

FixedEffect YES YES YES 

Observations 168 80 248 

Number of province 28 17 31 

z-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

Table 5 (1) shows the regression results of economically developed areas, and (2) shows the 
regression results of economically less developed areas. According to the regression results, 
the regression coefficient of lnDFI to Gap is 0.008 in the economically developed areas, which 
is significant at the level of 1%. In the less developed regions, the regression coefficient of lnDFI 
to Gap was 0.038, which was also significant at 1% significance level. This means that the 
income gap expansion effect of digital inclusive finance in less developed areas is higher than 
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that in more developed areas, which confirms the existence of regional heterogeneity to some 
extent. 

5.3.2.  Period Heterogeneity 

In order to further analyze the temporal heterogeneity of gap widening effect, the following 
inflection point regression model is constructed: 

 

, 0 , 1 1 , 2 ,

3 , 4 , 5 , ,

ln ln

              

i t i t i t i t

i t i t i t i i t

Gap Gap DFI tpoint DFI

Gov Open Industry

   

    

−= + + +

+ + + + +
 

 

Of which, point is a virtual variable. Since the development trend of digital inclusive finance is 
further accelerated after 2015, 2015 is set as a turning point. Before 2015, the topint value is 0, 
and in 2015 and later, the point value is 1. The estimation results of the inflection point 
regression model are shown in column (3) of Table 5. According to the regression results, the 
regression coefficient of point is 0.002, which is significant at 5% significance level, which 
means that the gap widening effect of digital inclusive finance is further improved. Therefore, 
it is necessary for us to regulate and control digital inclusive finance in the future, reasonably 
control the income gap between urban and rural areas, and promote common prosperity. 

6. Conclusion and Suggestions 

Firstly, this paper theoretically analyzes the income increase effect and income gap expansion 
effect of digital inclusive finance. Secondly, in the empirical part, this paper verifies the income 
enhancement effect of digital inclusive finance and the threshold effect of innovation ability by 
constructing the static panel econometric model. Finally, by constructing a dynamic panel 
econometric model, this paper verifies the gap widening effect of digital inclusive finance, and 
tests the robustness of the use Theil Index. In addition, this paper analyzes the regional 
heterogeneity and temporal heterogeneity of gap widening effect. The research results show 
that digital inclusive finance can improve the per capita disposable income of urban and rural 
residents, but the promotion effect on the per capita disposable income of the most urban 
residents is higher, so it will widen the income gap between urban and rural residents to a 
certain extent. In addition, the expanding effect of income gap in less developed areas is higher 
than that in more developed areas, and to some extent, the widening trend of income gap 
between urban and rural gap between urban and rural residents is intensified. 

In order to promote common prosperity, this paper puts forward the following suggestions. On 
the one hand, we will further speed up the development of digital inclusive finance, give full 
play to its income enhancement effect, and effectively increase the per capita disposable income 
of urban and rural residents. On the other hand, we should strengthen the macro-control of 
digital inclusive finance, reduce the widening effect of the gap, and control the income gap 
between urban and rural residents within a certain range. 
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