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Digital-real Integration. Factor Market Distortions, and Common Prosperity

SHEN Hongyuan, SUN Yuan, CHEN Jia, DU Yue

(School of Economics and Management, Southwest University of Science and Technology, Mianyang 621000, China)

Abstract: Common prosperity is a crucial goal for China’s socio-economic development, and the deep integration of the digital and real
economies has become a significant factor in achieving high-quality development and accelerating the advancement of common prosperity. Based
on panel data from 30 Chinese provinces from 2011 to 2020, this study employs two-way fixed effects models, a mediating effects model, and a
threshold model to investigate the relationship. The findings are as follows the integration of the digital and real economies significantly
promotes common prosperity, with the most substantial empowering effect is observed in the western region. This integration fosters common
prosperity by alleviating distortions in both the capital and labor markets. The impact of digital-real economy integration on common prosperity
exhibits an increasing marginal effect relative to the existing level of common prosperity itself, but diminishes as the degree of factor market
development increases. The empowering effect of digital-real economy integration on common prosperity is stronger when there is under-
allocation of capital and labor factors, and fluctuations in labor factor allocation lead to more pronounced variations in this empowering effect.

Keywords: digital-real integration; common prosperity; capital market distortions; labor market distortions
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