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Does Digital Finance Affect Household Money Demand?
Liu Chao and Li Guocheng

(School of Economics and Management, Beijing University of Technology)
Abstract: Based on the consumer credit and digital lending functions of digital finance, this
article improved the Baumol model and the Whalen model, using China Household Finance Survey
data to study the impact of digital finance development on the transactional and preventive money
demand of households. This paper found that the development of digital finance has significantly
reduced household transactional and preventive money demand.Mechanism analysis shows that the
development of digital finance uses the three major mechanisms of digital payment, consumer
credit, and digital currency benefits to increase household participation in online shopping to
strengthen the substitution effect and reduce transactional currency demand.The development of
digital finance can also alleviate household liquidity constraints, increase the conversion effect and
reduce the preventive currency demand.In addition, the impulse response results show that the
development of digital finance has changed the structure of currency demand in China, but the
adjustment effect of interest rates has weakened the impact of digital finance development on the
structure of currency demand.This paper has certain reference significance for understanding the
new changes in Chinese currency demand, effectively exerting the function of digital finance, and
studying the theory of new currency demand to explain Chinese financial development.
Keywords: Digital Finance, Money Demand, Substitution Effect, Conversion Effect
JEL Classification: E41
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