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[Abstract] China's economy is transitioning into a new era dominated by the service sector, yet the sector's
inherent inefficiencies have contributed to Baumol's cost disease — induced economic slowdown. This issue
primarily stems from low — tech consumer services rather than high — tech producer services, Focusing on
whether the digital economy can drive structural upgrading within the service sector to increase the share of
producer services, this study provides insights into improving overall service efficiency, promoting industrial
integration, and sustaining economic growth. Using panel data from 260 prefecture — level cities between 2011
— 2019, empirical results show that the digital economy significantly accelerates service sector upgrading, with
heterogeneous effects moderated by regional development levels: stronger impacts are observed in areas with
higher economic development and education attainment. Mechanism analysis reveals that the digital economy
achieves this through enhancing information accessibility.Policy recommendations include: promoting digital
technology application and industrial convergence, implementing differentiated strategies for producer vs.
consumer services, and strengthening human capital investment in less — developed regions. This research
highlights the digital economy's potential as a catalyst for service sector transformation while emphasizing
contextualized policy design.
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