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Digital Economy, Vertical Fiscal Imbalances, and Inclusive Growth of
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—Causal Inference Based on Double Machine Learning
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Abstract: With the continuous penetration of data elements into the economy and society, the role of the
digital economy in promoting inclusive growth of the regional economy is becoming increasingly obvious. From the
perspective of the reform of inter-governmental fiscal relations, this paper constructs a quasi-natural experiment
using the policy of national big data comprehensive pilot zones. It employs a double machine learning model to
investigate the impact and internal mechanism of the digital economy reform centered on data elements on inclusive
growth of the regional economy.

The results show that the digital economy promotes inclusive growth in Chinese cities. This conclusion holds
after a series of robustness tests. This promotion effect is more evident in cities with a better economic foundation
and in the periphery of the region and areas with high transfer payments. Mechanism tests indicate that this
promotion effect is achieved by effectively reducing local vertical fiscal imbalances. Further, from the perspective of
the local governance level, although the digital economy reduces the vertical fiscal imbalances of provincial
governments, local governments below the provincial level still encounter the mismatch of fiscal revenue and
expenditure decentralization, which weakens the promotion role to a certain extent, and hinders the realization of
common prosperity. By combining machine learning algorithms with traditional causal inference, this paper explores
the institutional causes of the digital economy promoting inclusive growth of the regional economy from the
perspective of inter-governmental fiscal relations, providing empirical evidence and decision-making reference for
deepening the reform of fiscal and taxation systems and comprehensively promoting inclusive growth of the regional
economy.

The policy implications are as follows. On the one hand, it is essential to strengthen the role of the digital
economy in promoting economic development and improving regional resource allocation to drive inclusive growth of
the regional economy by building up the strength, quality, and size of China’s digital economy. Specifically, it
should accelerate the deep integration of data elements with the real economy, share digital dividends, and give full
play to the radiating and demonstration roles of the big data pilot zone in the digital economy, digital governments
and digital enterprises. On the other hand, it is necessary to accelerate the empowerment of data elements for
government governance and fully recognize the role of reducing local vertical fiscal imbalances in promoting
inclusive growth of the regional economy. At the same time, it should improve the reform of the fiscal system below
the provincial level, reduce the vertical fiscal imbalances of municipal governments, and provide a favorable
institutional environment for the digital economy to realize the inclusive growth effect.

Keywords: digital economy; regional economy; vertical fiscal imbalance; inclusive growth; double machine

learning
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