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Digital Inclusive Finance and Residents’ Income Volatility
——A County-Level Analysis

LI Guang-zi ZHANG Heng

Summary: Since the reform and opening up, the income of Chinese residents has achieved rapid growth. Com—
pared with developed countries, the overall income volatility of Chinese residents are relatively high, and there
are huge regional differences. Higher income volatility can have wide—ranging impacts at both micro and macro
levels. From a micro perspective, as rational economic agents, residents are usually risk averse, and higher in—
come volatility directly reduces their utility and welfare. In addition, higher income volatility can also affect resi—
dents’ expectations of permanent income, which in turn affects their investment, consumption, savings, educa—
tion, and other behaviors. From a macro perspective, residents’ income is an important component of GDP, and
higher volatility in residents’ income will increase macroeconomic volatility. Therefore, analyzing which factors
can help reduce significant volatility in residents’ income has important theoretical value and practical signifi—
cance.

As an effective way of resource allocation, financial development will have a significant impact on economic
growth and volatility. From the perspective of residents’ income, financial development not only affects the level
of residents’ income, but also affects their composition and time distribution, thereby affecting residents’ income
volatility. Especially in recent years, with the deepening integration of finance and technology, digital technology
has been widely used in the financial industry, promoting the rapid development of digital inclusive finance.
Compared with traditional finance, digital inclusive finance has significant differences in the scope of service
recipients, methods, and other aspects. So, what impact will the development of digital inclusive finance have on
residents’ income volatility? Is there a difference compared to traditional finance?

To address above issues, this paper analyzes how the development of digital inclusive finance affects the in—
come volatility of urban and rural residents based on county level data from 2014 to 2021. Major findings in—
clude: (1) the development of digital inclusive finance will reduce residents’ income volatility, which is superior
to traditional financial development based on deposits and loans; (2) the impact of digital inclusive finance on
residents’ income volatility is more pronounced in regions where the proportion of the third industry is relatively
low in the industrial structure; (3) potential mechanisms include increasing the degree of income diversification
and reducing local economic volatility; (4) analysis based on the threshold effect model shows that, as the level
of digital inclusive finance development increases, the effect of digital inclusive finance in reducing urban

. ’ . B K
residents income volatility becomes more pronounced.
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cantly alleviates household financial fragility, whereas excessive trust may undermine household financial stabil—-
ity. Heterogeneity analysis reveals that the mitigating effect of trust tendency is more pronounced in middle—aged
and younger households, non-agricultural households, highly educated households, high—income households, dig—
itally connected households, and households with stronger language skills. Further research shows that trust ten—
dency mainly alleviates household financial fragility by enhancing marital stability, promoting social interaction,
and increasing participation in supplementary health insurance.

The marginal contributions of this paper are as follows: First, it identifies the impact of trust tendency on
household financial fragility, extending the research literature in the field of trust tendency. By focusing on trust
tendency as a personality trait, it enriches the study of how individual behavioral characteristics influence mi—
cro—level household economics. Second, it analyzes the mechanisms through which individual trust tendency af-
fects household financial fragility from the perspectives of trust in family, society, and institutions, contributing to
a deeper understanding of the intrinsic logic behind this relationship. Third, it examines the heterogeneity of the
negative correlation between individual trust tendency and household financial fragility. The findings confirm that
the mitigating effect of trust tendency is more evident in middle—aged and younger households, non-agricultural
households, highly educated households, high—income households, digitally connected households, and house—
holds with stronger language skills. This provides valuable insights for households with different characteristics to
improve their financial conditions.

Keywords: trust tendency; household financial fragility; marital stability; social interaction
JEL Classification: G30; 033; L25

43

The marginal contribution of this paper is as follows. Firstly, it expands the research on the factors influenc—
ing residents’ income volatility. There has been little research on how financial factors affect residents’ income
volatility. This paper analyzes the impact and mechanism of digital inclusive finance on residents’ income
volatility. Secondly, it analyzes the impact of different types of financial development on residents’ income
volatility within the same research framework. This paper directly compares how different types of financial de—
velopment affect residents’ income volatility, which not only reflects the differences between the development of
digital inclusive finance and traditional finance more directly, but also provides a deeper understanding of the
unique role of digital inclusive finance development in reducing residents’ income volatility. Thirdly, it provides
a new perspective on how financial development affects macroeconomic volatility from the perspective of resi—
dents’ income volatility. This paper confirms that the development of digital inclusive finance will have an im-
pact on residents’ income volatility, which in turn will affect macroeconomic volatility. This provides support for
constructing a logical chain of “financial development-residents’ income volatility—macroeconomic volatility”.
Keywords: income volatility; digital inclusive finance; threshold effect model

JEL Classification: E44; F36; G20
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