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Abstract 
 

Financial literacy and digital finance have become important tools for accelerating financial inclusion 
and helping households to achieve long-run financial security. While several studies have linked financial 
literacy to household wealth accumulation, most have paid little attention to the impacts of financial literacy 
across the wealth distribution. Fewer, yet, have taken into consideration the additional role that digital 
finance may be playing. We used data from the 2015 China Household Finance Survey to construct both a 
general financial literacy index and a digital finance index. We then used these indices to estimate a series 
of OLS and quantile regressions to investigate the impacts of both financial literacy and digital finance on 
household wealth accumulation across the wealth distribution in China. OLS estimates showed that while 
financial literacy and digital financial both had a positive effect on average wealth accumulation, the impacts 
for digital finance were larger. Quantile estimates further showed that financial literacy and digital finance 
led to significant increases in wealth across all the quintiles. However, the effects did vary across the 
distribution. Financial literacy tended to result in larger increases in wealth for those in the lower and highest 
tails of the distribution, while digital finance resulted in larger increases in the wealth accumulation of poorer 
households. Even so, across the distribution, the effects for digital finance remained consistently larger 
than those for financial literacy. Urban-rural differences were also found. Specifically, the impacts of digital 
finance on wealth accumulation were considerably larger than the impacts of financial literacy for rural 
households than urban households, especially the poorest rural families. These findings have important 
implications for policy makers and international organizations in China, as well as other developing 
countries. China has been an emerging leader in the developing world in terms of its efforts to rapidly 
improve financial inclusion with both financial literacy and digital finance. There is much that can be learned 
from its early efforts to improve financial inclusion and reduce poverty through capacity building via financial 
literacy and digital finance. 
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