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Summary: The Internet revolution is driving a rapid development of the digital economy and of digital finance in China.
Over the past 10 years traditional financial institutions have improved the channels of access for households and
significantly reduced their budget constraints. With the rapid expansion of digital finance China has seen dramatic
improvements in the accessibility and affordability of financial services particularly for populations of people who were
formerly excluded from accessing them. Digital finance has offered low—eost services to hundreds of millions of underserved
people and has thus benefitted financial inclusion and inclusive growth in China.

This paper presents an initial attempt to investigate whether access to digital finance generated by the Internet
revolution helps to promote inclusive growth in China. We match an index of digital financial inclusion ( which measures
digital finance development in China) with data from a representative household survey conducted by the China Family
Panel Studies ( CFPS) . The index of digital financial inclusion is the product of a joint project by the Institute of Digital
Finance ( at Peking University) and Ant Financial which is one of the largest global fintech enterprises. The index is
constructed with user data from Ant Financial and it shows that China’ s financial inclusion has been progressing rapidly
with the help of digital finance. This financial inclusion has enabled regions that were lagging behind in their overall levels
of economic development to outperform the economically advanced regions. By matching the index of digital financial
inclusion with the CFPS data we find that digital finance has helped to increase rural household income. Thus digital
finance has helped to promote inclusive growth in China.

How does the development of digital finance contribute to China’ s financial inclusiveness? The main mechanism lies in
the contribution of digital finance to entrepreneurship. Previous studies have shown that entrepreneurship is essential for job
creation and economic growth. The factors that affect entrepreneurial activity can be generally categorized into micro factors
and macro factors. The micro factors are the individual and family characteristics of entrepreneurs such as their income
gender age human capital social capital and risk preference. The macro factors are the broader political and economic
conditions or the cultural and social environments in which entrepreneurs are situated. Among these factors affecting
entrepreneurship the availability of funding is the most important element. As entrepreneurs need funds to start their firms
financial constraints tend to significantly reduce people’ s ability to become entrepreneurs. Previous studies have shown that
financial constraints have a negative impact on entrepreneurship. Therefore it is widely accepted that financial development
can promote entrepreneurial activity by mitigating the liquidity—related constraints on potential entrepreneurs.

In this paper we argue that digital finance makes it easier for households to borrow money and it significantly reduces
the financing barriers faced by innovative residents. In modern China residents can use mobile phones to pay for most
transactions including shopping in local markets or online platforms ( e. g. Alibaba or Taobao) dining in restaurants or
paying utilities bills even if they do not have credit cards. More importantly most mobile phone transactions can help
people to gain a digital-defined credit record which facilitates their ability to borrow through fintech channels. In this way
fintech increases the likelihood that households can engage in entrepreneurship activity especially in the case of formally
lagging groups. We also examine how digital finance interacts with both physical capital and social capital in promoting
entrepreneurship. We conclude that households with less physical or social capital have benefited more from digital finance.

Based on our findings we suggest three policy options that can further promote inclusive growth with the help of digital
finance. First fintech development should be further promoted especially in lagging areas such as rural China or West
China. Second special attention should be paid to the development of financial depth and digital service provision as these
features can significantly alleviate financial constraints and promote entrepreneurship. Finally public spending on
education should be maintained given that fintech is more beneficial for residents with higher levels of education.
Keywords: Digital Economy; Digital Finance; Financial Inclusion; Inclusive Growth; Entrepreneurship
JEL Classification: D14 120 R58
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