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Impact of Social Capital on the Relation between Financial Development and

Income Distribution: A Research Based on Province - level Data in China
Ma Hong' and Wang Hongbo®
(1: School of Economics South — Central University for Nationalities;
2: Division of Social Science The Hong Kong University of Science & Technology)

Abstract: This paper uses panel data at provincial level to investigate the relationship between social capital and financial development
and their combined influence on income distribution under different levels of system. Empirical analysis shows that social capital is an
effective alternative to imperfect system in terms of narrowing income gap in China. Both formal and informal finance widen income gap
in China but social capital together with informal finance can significantly narrow the income gap among residents. The more imperfect
the system the stronger the effect. In order to inprove income distribution we should make efforts to foster social capital facilitate
financial development and regulate informal finance.
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