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Executive
Summary

Business environment has been recognized as contain-
ing critical elements that affect the performance of
firms and entrepreneurs and one of the pre-requisites
foreconomic growth and poverty reductionin develop-
ing and transitioning economies. Improving the busi-
ness environment has been animportant part of China’s
40-year reform and opening up. Since 2013, China has
taken business environment optimization as one of the
main means to improve China’s economic competitive-
ness through continuously pushing forward nation-
wide reforms, including further delegating power and
streamlining administration, simplifying approval
procedures and cutting taxes and fees. China’s prog-
ress, measured by the Ease of Doing Business Project
of the World Bank, has been particularly impressive
over the last several years when its ranking jumped
from96in 2014 to 31in 2020.

The objective of this report is to: (i) document China’s
business environment improvement in the different
stages after the reform and opening up in 1978, with
special attention to the reforms after 2013; (ii) analyze
the key reform policies and measures, as well as the
institutional arrangements; and (iii) inform and inspire
other countries, especially the Southern economies
that also aspire to improve the business environment.

The key findings regarding China’s experience and
implications in optimizing the business environment
include:

1. attention and leadership of top-level leaders;

2. encouragement of local policy experimentation
and institutional reform;

3. strong enforcement of the reform agenda;

4. private sector participation and intensive use of
digital technologies and e-government services;
and

5. working with international organizations and
learning from global experience.

Giventheincreasingly important role of Chinaininter-
national development cooperation, it is believed
China’s experiences and practices in improving busi-
ness environment can not only inform the design and
implementation of business environment strategies
in other Southern countries, but also be incorporated
into China’s international development programmes
through policy dialogue, knowledge sharing and tech-
nical assistance.
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Introduction

Prevailing business environment constitutes an influ-
ential and important condition in the operation of
enterprises globally. A good business environment
helps accumulate various production factors such as
capital, talents, and technology, stimulate the vital-
ity of various market players, improve the quality and
speed of economic development, and reduce poverty.
Governments and enterprises of all countries attach
great importance to the basic conditions of the busi-
ness environment. By identifying and conceptualizing
acomprehensive approachthataddresses procedural,
legal, institutional and regulatory barriers affecting all
phases ofinvestment and business lifecycle, countries
can establish a competitive business environment that
can attract, retain, leverage and expand investments for
business-led growth and in turn promote broad-based
sustainable economic development.

Over the past 40 years of reform and opening up,
China has been committed to improving the business
environment, resulting in attracting a large amount of
investment, especially foreign investment, and greatly
contributing to China’s economic growth and poverty
reduction. Since 2013, China has taken business envi-
ronment optimization as one of the main means to
improve China’s economic competitiveness through
continuously pushing forward nationwide reforms,
including further delegating power and streamlining
administration, simplifying approval procedures and
cutting taxes and fees. Such efforts have led to positive
progress and effects in improving the business envi-
ronment. According to the indexes of Ease of Doing
Business published by the World Bank, China has
improved across almost all Doing Business indicators

over the last decade. However, the progress has been
particularly impressive over the last several years, when
China’s ease of doing business ranking jumped from 96
in2014t031in 2020 (World Bank,2020a). According to
the World Bank (2020a), China was recognized as one
ofthetop 10 mostimproved economies worldwide for
the ease of doing business for two years in a row and
the top 10 global reforms in 2019 and 2020, while also
onthe global forefrontin specific areas, such as getting
electricity and contract enforcement.

This report aims to review and analyze China’s efforts
in improving the business environment during the
different stages, with special attention to the reforms
after 2013 when the Chinese government intensively
pushed forward focused reforms in optimizing busi-
ness environment. It intends to unravel and summarize
China’s specific practices and experiences in optimiz-
ing the business environment, with a view to providing
references to other Southern economies. The report
consists of four parts. Following the introduction,
the second section briefly discusses the concept of
business environment. The third section documents
China’s business environment reform experience after
thereformand opening up in 1978 and analyzes the key
reform measures and the institutional arrangements.
The last section concludes and shares key lessons
learned from China’s experience.
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A Brief Introduction

to Bus
—NVIro

A

Business environment has been recognized as contain-
ing critical elements that affect the performance of
firms and entrepreneurs and one of the pre-requisites
for economic growth and poverty reduction in devel-
oping and transition countries (White and Fortune,
2015). Different stakeholders have defined the busi-
ness environment in different ways. In 2008, the Donor
Committee for Enterprise Development (DCED) defined
the business environment as “a complex of policy,
legal, institutional, and regulatory conditions that
govern business activities”, aiming to reduce the costs
and risks of business activity by improving govern-
ment policies, laws and regulations, and by stimulat-
ing competition through market entrants. The Doing
Business Project by the World Bank measures the cost
of doing business and the quality of regulations and
institutions that impact the business environment.
The Project has been evolving over the years. The first
report was issued in 2004, covering 5 indicator sets and
133 economies. By 2020, the reportincluded 12 indica-
tor sets and 190 economies, with ten areas included
in the ease of doing business score and ranking®. The
Chinese government, in 2019, defines business envi-
ronment as “the factors and conditions in the nature
of systems and mechanisms related to enterprises

NESS
ment

and market participants in economic activities” (State
Council, 2019).

The business environment constitutes the basis
for market entities to survive, develop and innovate.
It reflects the many location-specific factors such as
taxation, business registration, and access to utilities
and energy. These factors shape opportunities and
incentives for firms to invest productively, create jobs
and expand. Reforms in these areas intend to promote
the development of markets that encourage competi-
tion and enhance the effectiveness and sustainability
of other development interventions. A good business
environment requires relatively sound property rights
protection system, which protects the production
results of market entities, stimulates innovations and
expands the wealth-creation effects of investment. It
requires cutting red tapes, streamlining procedures and
removing entry barriers to promote the free flow and
agglomeration of resources and factors, reduce costs
and increase benefits for businesses and to stimulate
the vitality of market entities. A good business envi-
ronment also means less uncertainty and improved
predictability.

1 The ten areas include starting a business, dealing with construction permits, getting electricity, registering property, getting
credit, protecting minority investors, paying taxes, trading across borders, enforcing contracts, and resolving insolvency

(World Bank, 2020).
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The business environment is directly related to busi-
ness operations and outcomes and is a sign of core
competitiveness for economic and social develop-
ment. An enabling environment for business to thrive
can have important implications for economic devel-
opment, fiscal revenues, employment and even social
development. Through putting firms at the center of
the discussion, the business environment recognizes
that firms assess investment opportunities and related
government policies and behaviors as part of a package
(World Bank, 2006). Studies have shown positive rela-
tionship between the quality of the business environ-
ment and a country’s economic performance in terms
of, among others, productivity, employment, startup
rates for new businesses, and cost of credit (Simeon et
al.,2006; Eifert,2009). For example, Eifert (2009), using
afive-year panel of data on regulations and procedures
from the World Bank’s Doing Business project, finds
that relatively poor and relatively well-governed coun-
tries grow about 0.4 and 0.2 percentage points faster
in the yearimmediately following one or more reforms

respectively and investment rates accelerate by about
0.6 percentage points in the subsequent year for both
subsets of countries.

Formany years, China’s ease of doing business ranking
has beenaround 90. Itis only after 2015 that China has
made steady improvements (See Table 1). Inthe Doing
Business 2020 report, Chinaranked 31, jumped 59 and
47 places from 2015 and 2018 respectively. China has
improved across most Doing Business indicators over
the last several years. Notably, China ranked 12 world-
wide in getting electricity and has also maintained its
leading position in contract enforcement, ranked 5th
globally (World Bank, 2020a). Though there are no
direct estimates of the potential impact of doing busi-
ness reforms at the national level, Shanghai reported
thatit attracted 6,168 new foreign investment projectsin
February-November 2019, an almost one-third increase
over the same period a year before, with USD 17.8 billion
of new foreign investment in place, an increase by
one-tenth versus the previous year (Xinhua, 2020a).

Table 1: China’s Ease of Doing Business Rankings (2006-2020)

Source: World Bank Doing Business Reports (2006-2020)?
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2 There were no rankings in the 2004-2005 Doing Business Reports.
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Evolution of China’s

BuUSsIiness
mproven

Improving business environment in China has been a
gradual and continuous process. Since the open-door
policy in 1978 when the Chinese government began to
pursue economic growth through the active introduc-
tion of foreign capital and technology as well as promo-
tion of foreign trade in targeted localities, the Chinese

-nvironment
ent

government has made tremendous efforts inimproving
the external environment where enterprises operate,
including streamlining procedures, and reducing expen-
ditures and costs for enterprises. This report divides the
evolutionary process of China’s modern market system
and business environment into four stages.

Firststage (1979-1991): a partial breakthrough

of the business environment

In December 1978, the Third Plenary Session of the
11th Central Committee decided to shift the work focus
to economic development and carry out reform and
opening up. The policy shift was made in the context
that China’s economy lost steam and was soon left
far behind by Western as well as East Asian econo-
mies. The reform started in the rural areas, which
included increasing procurement prices for agricul-
tural products, encouraging crop diversification and
specialization, relaxing restrictions on trade fairs and
exploring decentralized farm organization. To rebuild
its economy and society, the Chinese government also
began to proactively improve the business environ-
ment to attract foreign capital to support moderniza-
tion. Preferential policies were conferred on special
economic zones (SEZs), open coastal cities, and the

economic and technology development zones to
attract foreign investment. The establishment of these
zones triggered massive inflows of foreign investment,
primarily from companies in Hong Kong and created
laboratories for broader market-oriented reforms.

This stage has the following features. First, there was
a breakthrough in ideology and concepts. As Deng
Xiaoping (1994, p.78) pointed out, “It is impossible to
succeed in development with closed doors. China’s
development cannot be separated from the world.”
China’s development requires the introduction of
advanced experience, advanced science and funds
from developed countries. The promotion of the social-
ist market economy concept brought an entrepreneur-
ial boom, resulting in the emergence of huge numbers
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of entrepreneurs and venture businesses within the
country.

Second, China gave full play toits advantages in market
size and cheap labor force and properly resolved the
relationship between self-reliance and utilization of
foreign investment. After the reform in 1978, China
departed from the economic self-sufficiency both
within its territory and in relation to its international
affairs. Nevertheless, China did not relinquish its capac-
ity for autonomous goal setting and decision-making
and the Chinese basically remained the primary driv-
ers over their own economic policies (Tisdell, 2013).
When using foreign capital, China maintained its place
in the driver’s seat and introduced advanced technol-
ogies and useful things from developed countriesin a
planned and selective manner. Deng Xiaoping (1993,
p.406) once claimed that self-reliance was China’s first
experience.

Third, China has followed the principle of equality and
mutual benefit. China not only opened to the North, but
also Southern economies. While using foreign capi-
tal to obtain benefits with respect to employment and
economic growth, technological innovation, manage-
ment knowhow, creation of a competitive market, and
accelerated modernization, China also allowed foreign
enterprises to gain profits.

Fourth, China took a gradual approach in opening
to the outside world. Reform started from pilot SEZs
such as Shenzhen, Zhuhai, Shantou and Xiamen due
to their proximity to Hong Kong, Special Administrative

15.2%  29.7%

Region of China, Macau, Special Administrative
Region of China, and Taiwan Province, attraction of
overseas Chinese capital, as well as relative distance
to Beijing®. By 1984, the SEZ model was judged to be
successful and then expanded to 14 coastal open
cities from Dalian to Beihai. By 1991, 60 SEZs were set
up in China, including 5 initial SEZs, 15 coastal port
cities, 8 river port cities, 19 inland cities, and 13 border
cities (Rodrigue, 2020).

Through the “don’t argue” policy#, China gave priority
to economic reform, avoided talking about political
ideologies, and allowed non-public economic sector
to prosper. Individual and private businesses grad-
ually developed. In June 1988, the Chinese govern-
ment promulgated the Interim Regulations on Private
Enterprises, stipulating that private enterprises could
adopt three forms, namely, sole proprietorship, coop-
erative enterprise and limited company. By 1990, indi-
vidual and other types of enterprises accounted for
close to 10% among the total industrial output value.
In the meantime, township and village enterprises
(TVEs) continued to grow and develop. In 1991, TVEs
completed an export value of 7.89 million yuan, an
increase of nearly 200% over 1988, and their share of
the country’s total export value increased from 15.2%
t029.7% (Chen, 2020). Many of these TVEs were private
enterprises registered in the name of “collective” enter-
prises for the sake of government protection. The scale
of China’s actual utilization of foreign capital also
expanded significantly, from USD 920 million in 1983
to USD 4.366 billionin 1991, an average annual increase
of 22.6% (Wei, 1996).

increase of country’s
total export value

in 1988 in 1991
3 The argument goes that since the four SEZs are far from Beijing, the capital, so even if they failed, there wouldn’t be serious
consequences.
4 To push for further market reform, Deng Xiaoping pointed out that “Don’t argue; try bold experiments and blaze new trails.

That is the way it was with rural reform, and that is the way it should be with urban reform’.
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During this stage, China adopted the following key
measures to improve the business environment. The
first was to establish alegal framework for using foreign
investment. Three laws concerning foreign investment
were promulgated. In order to formulate a sound joint
venture law, the drafting team referred to the relevant
laws of more than 30 countries and extensively solic-
ited opinions of domestic economic departments,
research institutes and legal experts. China subse-
quently adopted the Law on Chinese-Foreign Equity
Joint Ventures in 1979, the Law on Wholly Foreign-funded
Enterprises in 1986 and the Law on Chinese-Foreign
Contractual Joint Ventures in 1988 (Li, 2019). A series of
detailed rules for the implementation of the three laws
were also promulgated. The three laws on the foreign
investment and theirimplementation regulations have
specifically prescribed the statutory examination and
approval procedures, the corresponding registration
procedures as well as the relevant requirements for
establishing foreign-funded enterprises. They thereby
constituted the foundation of China’s legal system on
using foreign investment, and were the upper-level
laws for all provisions on the examination and approval
of investments by foreign investors®.

The second was to grant preferential tax treatment to
foreign investment. In order to alleviate foreign busi-
nessmen’s concerns about China’s foreign investment
policy after the reform and opening up, China adopteda
preferential policy of “super-national treatment” and the
preferential level was quite high. From 1979 to0 1983, the

from to
USD 920 USD 4.366
million billion
in 1983 in 1991

income tax of joint ventures was generally 33%, and the
income tax was exempted for the first year and halved
forthe second. The Income Tax Law for Enterprises with
Foreign Investment and Foreign Enterprises passed in
1991 stipulated that the income tax rate of foreign-in-
vested enterprises was 33% in general. However, for
the foreign-invested enterprises located in SEZs and
the productive foreign-invested enterprises located in
economic and technological development zones, the
income tax rate was 15%. For productive foreign-in-
vested enterprises that have an operating period of
more than 10 years, the “two exemptions and three
reductions” policy was implemented. That is, the
corporate income tax would be exempted for the first
two years after gaining profitability and halved from
the third year to the fifth year. In terms of consolidated
industrial and commercial taxes and tariffs, foreign-in-
vested enterprises enjoyed tax reductions and exemp-
tions far higher than those of domestic enterprises.
They could also enjoy tax exemption when importing
machinery, equipment, raw materials and exporting
products. Inthe meantime, China also granted foreign-
funded enterprises the right of self-management of
foreign trade import and export, the right to declare
customs, and more operational autonomy.

The third was to decentralize approval authority. From
1979 t0 1983, the control of foreign investment projects
was very strict. In the first two years, all projects had to
be submitted to the Foreign Investment Management
Committee for approval. The approval authority of local

5 They had been invalidated by the Foreign Investment Law of the People’s Republic of China, issued on 03-15-2019 and effective
on 01-01-2020, please see https://www.jonesday.com/zh-hans/insights/2020/02/chinas-new-foreign-investment-law
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governments was very limited. After several adjust-
ments in 1983, 1985, and 1988, the State Council grad-
ually expanded the autonomy oflocal governments to
approve foreign investment. For productive projects
that the state encouraged, no national subsidies were
required in construction, production, operation and
foreign exchanges, and no quotas or licenses were
involved, the local governments of Beijing, Hebei,
Fujian, and other coastal provinces as well as the
four SEZs could approve investment projects of less
than USD30 million, while ministries and other places
could approve projects of less than USD10 million
(State Council, 1988). While gradually decentralizing
foreign investment approval authority, foreign invest-
ment approval procedures have also been simplified.
Various localities tried to improve the soft environ-
ment for absorbing foreign investment. Some estab-
lished joint office approval agencies and implemented
the “one window” policy to increase efficiency. Many
places also set up institutions such as foreign-invested
enterprise associations, and service centers to help
coordinate and resolve difficulties in production and
operation of foreign enterprises.

decentralizing
foreigninvestment
approval authority

The fourth was to pilot first and then scale up. China
allowed SEZs to implement special policies in
economic activities and practice special systems in
economic management. Through such measures as
tax relief, financial subsidies, credit incentives, China
tried to improve the business environmentin SEZs and
economic and technological development zones. SEZs
were authorized to be equivalent to provincial-level in
economic management authority. They could formulate
individual economic regulations according to specific
conditions and actual needs, to be implemented in their
respective jurisdictions. China also provided preferen-
tial policies to foreign investors who invest in the zones,
including 15% corporate income tax, and simplified
entry and exit procedures. SEZs were also allowed to

take the lead in reforms in land use, labor relations,
and foreign exchanges. For example, foreign investors
could obtain land use right in accordance with the law
and be granted land use certificates; all employees of
the SEZs were subject to the contract system and the
enterprises could make their own decisions in recruit-
ing, probating and dismissing; enterprises were also
allowed to keep part of their own foreign exchange;
economic management system such as tendering and
bidding were firstintroduced in the SEZs; other prefer-
ences were also granted to the SEZs, including increas-
ing the scale of bank credit funds, relaxing restrictions
onspecial zone loans and borrowing foreign debt, and
implementing a contract system for fiscal revenue and
expenditure.

The fifth was to break through and reform the admin-
istrative system of the highly centralized planned
economy period. After reform and opening up, the
shortcomings of the administrative system, such as
over control, and non-separation of government and
enterprises became prominent and restricted the
development of productive forces. In his speech on
“Reform of the Party and State Leadership System”
in August 1980, Deng Xiaoping pointed out that the
reform of the administrative system must follow three
principles. The first is to increase vitality and avoid
rigidness; the second is to improve efficiency, and
the third is to give full play to initiatives of the people
and all walks of life. Substantial institutional reforms
then followed, with the focus of streamlining organiza-
tions, reducing the number of cadres, and transform-
ing government functions.
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Second stage (1992-2001): market-oriented reform

of the business environment

This stage was marked by Deng Xiaoping’s southern
tour in 1992 and the decision to establish a socialist
market economic system. In the late 1980s, heated
debates emerged about “capitalism” or “socialism”
in China and there were hesitations in opening up to
the outside world. In 1992, Deng Xiaoping, during his
tour to the Southern part of China, pointed out that
“the standards of judgment should mainly be based
on whetheritis conducive to developing the produc-
tive forces, whether it is conducive to enhancing the
comprehensive strength, and whether itis conducive
to improving the people’s living standards” (Deng,
1993). The “socialist market economy”, where public
ownership coexists alongside a diverse range of
non-public forms of ownership, was coined so that
China could learn lessons from advanced capitalist
countries without needing to discuss if the reforms are
“socialist” or “capitalist”. This helped remove the ideo-
logical barriers and increase confidence of different
market players in investing and starting a business. It
also provided directions in further improving the busi-
ness environment.

The first effort was to build the institutional frame-
work of the macroeconomic management system.
China focused on the reform goal of establishing a
socialist market economy and put forward plans for
systematic reforms in fiscal and taxation, finance,
foreign exchange, planning, investment and financ-
ing systems. In the field of finance and taxation, China
established a new fiscal framework based on tax-shar-
ing and a turnover tax system based on value-added
tax. Inthe financial sector, China separated commercial
and policy finance and initially established a capital
market and financial supervision system. With regards
to foreign exchanges, China established a market-
based and managed floating exchange rate regime
and a unified foreign exchange market, and realized the
convertibility ofthe RMB under current account. A proj-
ectlegal person system was established to distinguish
competitive projects, basic projects and social welfare
projects. Different management methods applied to
different types of projects.

China promulgated the Company Law in 1993 to requ-
late companies. Following the direction of establishing
a modern enterprise system, China implemented the
“grasping the big and letting go of the small” reform
to invigorate small state-owned enterprises through
merging, leasing, contracting and selling. As a result,
the private sector also rapidly developed.

The second was to continuously improve laws and
regulations on foreign investment and create an
enabling environment for foreign investors. To actively
attract foreign investment and accelerate economic
development, China issued a series of laws and poli-
cies to reduce restrictions on foreign investment
since 1992, involving the use of BOT in infrastructure
construction, the establishment of joint stock compa-
nies, the liquidation of foreign-invested enterprises,
equity change, foreign investment company estab-
lishment, as well as merger and division of foreign
investment enterprises. In 1995, China promulgated
the Foreign Investment Enterprise Holding Company
Law and Interim Regulations on Foreign Investment
in the Establishment of Investment Companies, allow-
ing foreign investors to establish investment hold-
ing companies (umbrella companies) and paving the
way for multinational companies to integrate their
investment in China. In 1997, China promulgated the
Catalogue for the Guidance of Foreign Investment
Industries. China also explored BOT and joint-stock
cooperationtoimprove the level of foreign investment.
In order to meet the WTO'’s rules and requirements,
China amended the Law on Chinese-Foreign Equity
Joint Ventures, Law on Chinese-Foreign Contractual
Joint Ventures, and Law on Wholly Foreign-funded
Enterprises and removed requirements in terms of local
content, trade balance, export performance, foreign
exchange and domestic sales. During this stage, the
scale of foreign directinvestment grew significantlyin
China. From 1992 to 2001, China’s actual use of foreign
investment increased from USD 11.01 billion to USD
46.88 billion, an average annual increase of 17.5% (Liu,
2019).
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The third was to promote the application of the unified
tax system and exchange system for domestic and
foreign-funded enterprises in due course. Since the
1990s, the Chinese government adopted a series of
measures to continuously adjust the national treatment
for foreign investment, phased out the tax reduction
and exemption policies for foreign-invested enter-
prises, and gradually unified the tax system, in order
to improve the development environment for domes-
tic and foreign enterprises. The 1992 Law on the
Administration of Tax Collection unified the collection
and management of domestic and foreign taxation,
and basically realized the unification of domestic and
foreign tax laws. The taxation legal system for foreign
investors was greatly improved. The comprehensive
tax reform implemented in 1994 enabled domes-
tic and foreign-funded enterprises to apply uniform
regulations on value added tax, consumption tax and
business tax. In 1996, China incorporated the foreign
exchange receipts and payments of foreign-invested
enterprises into the bank’s foreign exchange settle-
ment and sales system, which realized the convertibility
of RMB under the current account of foreign-invested
enterprises, creating a relaxed environment and favor-
able conditions for foreign-invested enterprises. In
response to the impact of the Asian Financial Crisis,
the Chinese governmentissued the Notice on Adjusting
Tax Policies for Imported Equipment in 1997, restoring
the exemption of tariffs and import value-added tax
on equipment imported for self-use within the total
investment of projects encouraged by foreign invest-
ment.In 1999, the Chinese government further adopted
new import tax policies and exempted import duties for
foreign enterprises that satisfied certain conditions.

from to
USD 11.01 USD 46.88
billion billion
in 1992 in2001

The fourth was to scale up the experience in Shenzhen
and other SEZs and roll out the opening-up and foreign
attraction policies to the whole country. The develop-
ment achievements of pilot cities such as Shenzhen
have provided motivation and model for other local
governments. China developed and opened up
Shanghai’s Pudong New Area, and rapidly expanded
the National Economic and Technological Development
Zones, the bonded areas, and border economic coop-
eration zones. The Chinese government also issued
a series of measures involving investment fields and
tax incentives to encourage foreign investment in the
central and western regions.

The fifth was to standardize management of govern-
ment affairs. China conducted administrative system
reforms in 1993 and 1998. The reform centered around
three aspects. The first was to speed up the separation
of government and enterprises and transform govern-
ment functions. China pushed forward the reform of
the management system of the macroeconomic and
specialized economic departments and the govern-
ment no longer directly managed enterprises. There
was also big merge and cut of industrial management
institutions. The second was to reduce administrative
examination and approval matters. The functions that
belonged to the enterprises and social intermediary
organizations were handed over to the enterprises
and social organizations. The third was to reasonably
divide the responsibilities of the functional depart-
ments and sort out the relationship between the upper
and lower-level governments.
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Third Stage (2002-2012): international rules-guided
reform of the business environment

Marked by its accession to the World Trade
Organization (WTO), China accelerated its pace in
aligning with the international norms in terms of market
rules, operating mechanisms and legal systems. In
accordance with WTO rules and opening-up commit-
ments, China needed to adjust domestic laws and
regulations. Before and after China’s accession to the
WTO, to align with international rules, China reviewed
and improved more than 3000 inappropriate poli-
cies and regulations related to trade in goods, trade
in services, property rights, and investment such as
the Law on Chinese-Foreign Equity Joint Ventures,
Law on Chinese-Foreign Contractual Joint Ventures,
Law on Wholly Foreign-funded Enterprises and Law
on Foreign Trade (Li, 2019). China also established
legitimacy review mechanism concerning adminis-
trative normative documents to increase transparency
and public participation (Li, 2019). In the meantime,
China adopted further measures to improve business
environment.

First, China continuously improved existing laws and
regulations. The 2002 “Catalogue for the Guidance
of Foreign Investment Industries™ further relaxed the
restrictions on the proportion of foreign investment,
abolished the taxation and exchange rate differences
between sole proprietorship and joint ventures, and
further relaxed restrictions on sole proprietorship.
In 2005, China revised the Company Law and made
amendments to issues such as suitability of sharehold-
ers, the form of company organization, the paid-in and
subscribed system of registered capital, and orga-
nization. For example, the amended law recognized
one-person companies otherthan wholly state-owned
companies and wholly foreign-owned companies,
made new stipulations concerning the installment of
the company’s registered capital. Such efforts aligned
the Company Law with the three laws on foreign invest-
ment and promoted consistence.

Second, China reformed foreign investment manage-
ment system. China continuously simplified the
approval procedures and delegated the approval
authority in examination and approval of foreign
investment. China decentralized the approval author-
ity for foreign investment in advertising, leasing,
freight forwarding, distribution, non-vessel operat-
ing common carrier (NVOCC), printing, construction,
road transportation, urban planning, international
shipping agency, CD duplication, certification and
training and other service trade fields to commerce
authorities at the provincial level or national-level
economic and technological development zones.
China also decentralized the approval of changes to
foreign-invested enterprises and the approval of joint
stock companies, venture capital enterprises, and
investment companies and abolished the approval
of establishing domestic branches and changes to
names, investors, and legal addresses of foreign enter-
prises.In2004, the Chinese central governmentissued
the Decision of the State Council on the Reform of the
Investment System, which defined that local govern-
ments had the approval authority for encouraged and
permitted projects less than USD 100 million in total
investment (including capital increase) and restricted
projects less than USD 50 million in the Catalogue for
Guidance of Foreign Investment Industries. In 2010, the
State Council issued the “Several Opinions on Better
Utilizing Foreign Investment”, proposing to “create a
more open and optimized investment environment to
comprehensively improve the level of utilizing foreign
investment”, and further decentralized the approval
authority of projects of encouraged and permitted
types under the Catalogue for Guidance of Foreign
Investment Industries of less than USD 300 million to
relevant departments of local governments. During this
stage, China’s foreign investment maintained a steady
growth. China’s actual use of foreign capital increased
from USD 55.01 billion in 2002 to USD 111.2 billion in

6 China’s State Council first issued the Catalogue for the Guidance of Foreign Investment Industries in 1995. The Catalogue,
updated every 2-4 years, provides interpretations and detailed implementation rules regarding the directions of foreign
investors. It lists out industries that are “encouraged”, “restricted” and “forbidden” by the Chinese government for foreign

investment.
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2012, with the compound annual growth rate of 7.8%
and the average annual use of foreign capital amount-
ing to USD 80.08 billion (Liu, 2019).

Third, China unified the taxation of domestic and
foreign enterprises. The Corporate Income Tax Law
that came into effect in January 2008 stipulated that
the same tax rate applied to the corporate income tax of
foreign-invested enterprises and domestic enterprises.
Theincome tax thereby was integrated, with the tax rate
adjusted to 25% and the collection and management
of income tax for domestic and foreign enterprises
unified and standardized. In 2010, the State Council
issued the Notice on Unifying the Urban Maintenance
and Construction Tax and the Educational Surcharge
System for Domestic and Foreign Enterprises, stipulat-
ing that “regulations, rules and policies issued by the
State Council and the Finance and Taxation Authorities
concerning urban maintenance and construction
taxes and educational surcharge system shall also
apply to foreign-invested enterprises, foreign enter-
prises and foreignindividuals”. Since then, foreign-in-
vested enterprises have no longer enjoyed special tax
incentives and the tax policies applicable to domestic
and foreign-funded enterprises were basically unified.

Fourth, China reformed the monopoly industries.
China reformed and reorganized industries such as
telecommunications, electricity and civil aviation,

from to
USD 55.01 USD111.2
billion billion
in 2002 in 2012

and gradually opened up the access to areas such as
finance, petroleum, power, railway, resource devel-
opment, public utilities and medical care, pensions,
education and culture. China also relaxed market
access for the non-public sector of the economy and
allowed non-state capital to enter sectors such as
infrastructure and public utilities. During this period,
the private sector developed rapidly.

Fifth, China improved government service efficiency.
The Chinese government continued to push forward
the reform of government functions and institutions,
making it clear that government functions were macro-
economic regulation and control, market regulation,
social management and public service.In 2008, China
restructured central ministries and merged organiza-
tions with similar functions and overlapping respon-
sibilities. China was also committed to improving the
investment environment and investment services,
making it easier for investors to handle approval
procedures. Many local governments also provided
“one-stop approval” through setting up foreign invest-
ment service centers or promotion centers. China
also established investment promotion and attrac-
tion institutions to guide investment promotion, orga-
nize and implement domestic and foreign investment
promotion activities and strengthen connections with
overseas counterparts.
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Fourth Stage (2013 to present): systematic reform of the business
environment by implementing “Fang Guan Fu”

By 2013, China’s market economy further developed
and the market was playing a decisive role inresource
allocation. Nevertheless, the market rules needed to be
continuously improved. For example, at the beginning
of 2013 when the new term government was estab-
lished, there were still more than 1,700 administra-
tive items (such as qualifications for vehicle sellers,
licenses for price assessor and property manager, and
certification for business human resource strategist)
that needed to be approved by the State Council or its
ministries and agencies, with complicated procedures.

In this context, the central government initiated the
“Fang Guan Fu” reform as key measures to change the
role of the government, improve the business environ-
ment and revitalize market activities. The “Fang Guan
Fu” aims to redefine the relationship between the
government and market through deregulation, stream-
lined administrative procedures and improved public
services, so as to remove the institutional barriers for
a better business environment and sustain economic
development. “Fang” refers to reducing regulation and
micro-management by the government, and effectively
lowering market entry barriers; “Guan” means reform-
ing regulation system to promote fair competition; “Fu”
includes better services responding to the real needs
ofthe business.

In general, reforms during this stage took “three steps”.
The first step focused on “Fang Guan Fu” and pilot-
ing; the second step was to index and standardize the
reform while also emphasizing the importance of local
contexts; and the third step focused on institutional-
ization based on previous experience and lessons.
Through this reform process, there have been great
improvements and outcomes in China’s business
environment, measured by the World Bank’s Doing
Businessindicators. China, forinstance, is now ranked
among the global leaders in terms of getting electricity
and contract enforcement, ranked the 12th and the 5th
place respectively worldwide. The reform has stimu-
lated market vitality. For example, the number of various
market entities had more than doubled from 2013 to
2018, exceeding 101 million, including 76 million indi-
vidualindustrial and commercial households (Li, 2019).

Thereform also led to a wave of entrepreneurship and
innovation and contributed more than 2/3 of the total
newly-increased employment, amounting to 44 million
from2013t0 2017 (Li, 2018). Trade and investment facil-
itation were also promoted, especially through first
piloting many of the reform measures, such as the
negative list management system in the newly-estab-
lished free trade zones.

from2013 101+ million t02018

market entities

launching the "Fang
Guan Fu” national reform initiative
to delegate power, streamline
administration and optimize
government services.

In May 2015, the Chinese government convened
the “National Teleconference on Streamlining
Administration, Delegating Power, Strengthening
Regulation and Improving Services to Deepen
Administrative Reform and Transform Government
Functions”, marking the initiation of a series of reforms.
The meeting emphasized that “deepening administra-
tive reform and transforming government functions are
strong driving forces behind, and animportant guaran-
tee for, development” (State Council, 2015). Through
streamlining administration and delegating power,
combining power delegation with effective oversight
and improving service all in a coordinated manner, the
reforms aim to cultivate a law-based, innovative, clean
and service-oriented government at a faster pace,
encourage mass entrepreneurship and innovation,
and give full play to the initiatives of governments at
the central and local levels.



GLOBAL SOUTH-SOUTH DEVELOPMENT CENTER PROJECT

Thefirstwas to reform the business registration system
and advance the pilots on “separation of operation
permits and business licenses™. As early in December
2015, the State Council agreed to implement the pilot
reform of “separation of operation permits and busi-
ness licenses” in Shanghai Pudong New Area. The
reforms include, among others, a new mode of regis-
tration for business license (to register business license
for general business and operation, and then to apply
for related permits of particular business); simplifica-
tion of permits (direct cancellation of approval, replac-
ing approval with filing for record, and simplification
of authorization); and consummation of services for
permits (notification-to-commitment for one-time appli-
cation-to-approval onsite, procedure optimized and
working days decreased). The purposes are to substan-
tially reduce institutional transaction costs for enter-
prises, bring the market’s vitality into full play and speed
up the work on administration streamlining. Compared
with 2016, in 2017, the number of new enterprises inthe
Pudong New Area increased by 29 percent as the time
and procedures for registration were greatly cut, and
the application and approval for licenses and permits
for construction companies, which now could be made
online, increased by 144 percent (Miu, 2018). In 2017,
the State Council expanded the reformto a larger scale,
replicating the pilot policy in Shanghai Pudong to 10
other free trade zones in Tianjin, Liaoning, Zhejiang,
Fujian, Henan, Hubei, Guangdong, Sichuan, Chongqing
and Shaanxi. In 2018, the State Council pressed for the
reform nationwide. Through such reforms, more market
entities were able to operate when they obtained the
license, solving the problem of “being allowed to access
but not allowed to operate”. The time for opening busi-
ness was reduced to less than 5 days. The duration for
examining and approving engineering construction

projects was shortened to less than 120 working days
from more than one year (Li, 2020). Reform of “combin-
ing multiple business credentials”, which integrates
items related to information collection, record and
publicity, management for future inspection into the
business license, also enables the market entity to carry
out general business operations with the business
license alone and achieve a lot of marketing activities
using “only one certificate and one barcode”.

The second was to deepen the reform of the adminis-
tration examination and approval systemand toreduce
unnecessary constraints on enterprises. In November
2013, with regard to examination and approval of invest-
ment, China proposed to explore the management
mode of “pre-admission national treatment + nega-
tive list” for foreign investment?, unify laws and regu-
lations on domestic and foreign investment, speed up
the negotiation and signing of investment agreements,
reform approval system for foreign-related investment,
expand investment access, build the Shanghai Pilot
Free Trade Zone?®, and expand opening up of inland
and bordering areas. These measures constitute the
top-level design for the use of foreign funds in the new
era. In May 2015, the Chinese government issued the
“Several Opinions on Building a New System for an
Open Economy”, making comprehensive arrangements
for the innovation of foreign investment management
system. In October 2015, the State Council issued the
“Opinions on Implementing the Negative List System
for Market Access” and decided to accelerate the
implementation of the negative list system. In March
2016, Tianjin, Shanghai, Fujian, and Guangdong were
selected as pilots for implementing the negative list
system. The 12 free trade zones also actively explored
innovation on foreign investment management. The
Shanghai Free Trade Zone issued the first negative list
forforeign investmentin 2013 in China. By 2018, the list

7 The business license is a legislative document issued to market entities on the premise of meeting certain requirements and
fulfilling verification of business capacity in accordance with related requlations and legal proceedings; the operation permitis
a credential issued to specific market entities whose business operations call for attainment for both the business permit and

license.

8 The Negative List means that any company can operate business activities that do not appear on the negative list and foreign
investors will be treated no less favorably than domestic investors by registering enterprises, going through the formalities
of approval and filing, obtaining industry permits, etc. The negative list system is formulated and issued by the State Council,
following the principles of rule of law, security, gradualism, and openness. Different authorities with the responsibilities of
granting market access first propose the list of activities that are prohibited or require prior government approval to the
National Development and Reform Commission and Ministry of Commerce, which will then review, integrate and submit for

approval of the State Council.

9 For a snapshot of the comparison among different development zones in China, please referred to Swiss Business Hub China
(2016), available at www.iberchina.org/files/2016/development-zones-china.pdf
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was revised for four times and the items were reduced
from 190 to 45. The negative list management mode of
pilot free trade zones was promoted nationwide.

Inaddition, China took measures to clean up and stan-
dardize investment project approval matters, downsize
professional qualifications and certification matters,
reduce industrial product production licenses, and
reform the approval system for engineering proj-
ects. For example, in 2016, the Chinese government
released the “Catalogue for Investment Projects to
be Approved by Government (2016 Edition)”, making
it clear that projects not included in the Catalogue
need just to be filed for record. The Ministry of Human
Resources and Social Security (2017) has cancelled
434 vocational qualification permits and certifications
in seven batches, reducing the proportion by 70%. The
latest “National Vocational Qualification Catalogue
List” published in September 2017, with a total number
of 140 items, requires that no additional occupa-
tional license and certification items outside the list
should be set up, reducing the burden on talents
and institutional costs. China also piloted reform of
approval system for construction projects in 15 cities
and Zhejiang Province, with the goal of reducing the
approval time from the current average of more than
240 working days to 120 working days. Such goal was
achieved in 2019 nationwide.

The third was to release the dividends of tax reduc-
tion policies. China continued to implement the reform
of “cutting taxes and administrative fees” to reduce
the cost of enterprise production and operation. In
May 2016, the State Council decided to implement the
reform of “replacing business tax with value-added tax
(VAT)”. According to rough calculations by the Ministry

17%-11% 16%-10%

in 2017 in 2018

of Finance and the State Administration of Taxation,
the cumulative tax cut in one year amounted to nearly
700 billion RMB (about USD 100 billion) (Xinhua, 2017).
China fulfilled the expected goal of reducing and not
increasing the tax burden of all industries. In 2017, the
State Council launched six tax reduction measures,
including expanding the scope of small and low-profit
enterprises that enjoy corporate income tax conces-
sions and, increasing the pre-tax deduction of R&D
expenses for small and medium-sized technology
enterprises. According to estimates by the Ministry of
Finance, the new tax cuts in 2017 exceeded 380 billion
RMB (about USD 54 billion). China reduced the VAT
rate from 17%-11% to 16%-10% in 2018 and further to
13%-9% in 2019. Starting from January 2018, the State
Tax Administration implemented a preferential treat-
ment on the corporate income tax rate for Small and
Thin-profit Enterprises (STEs). STEs meeting certain
criteria would have their annual taxable income cut by
50% and be subject to a corporate income tax rate of
20% (State Tax Administration of China, 2019).

Other measures were also taken to reduce burden of
enterprises and individuals. From April 2017, China
cancelled 41 central administrative fees, 35 of which
are related to fees levied on enterprises. According
to data from the National Development and Reform
Commission (2018), China reduced the burden of
enterprises amounting to 500 billion RMB (about USD
70 billion) from 2015 to 2017. According to data from
the Ministry of Human Resources and Social Security
(2018), China reduced the social insurance premium
rate fourtimes since 2015. The overall social insurance
premium rate dropped from 41% to 37.25% from 2015
t0 2018, reducing costs about 315 billion RMB (USD 45
billion) for enterprises.

13%-9%

in 2019
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China introduced an oversight model of random
inspection and public release across the board (the
so-called “double random and one release™®) and
made operational and post-operational oversight
more effective. In order to requlate behaviors of market
players and effectively address such issues as willful
inspections, disturbs by law enforcers and unfair law
enforcement in some areas, the Chinese government
promoted random inspection and regulated the interim
and ex-post supervision starting from 2015. It put
forward requirements from four aspects: formulating
a list of matters for random inspections, establishing
a “double random” checking mechanism, reason-
ably determining the ratio and frequency of random
inspections, and improving the use of inspection
results. In 2016, the State Administration for Industry
and Commerce required that all inspections and
checks shall be conducted through “double random”
toreduce disruptions. With the strong promotion of the
central government, “double random, one release” has
become aroutine inspection model. Different depart-
ments such as the National Development and Reform
Commission, the Ministry of Transportation, Ministry of
Ecology and Environment have all adopted implemen-
tation methods and the list of administrative matters.
This has resulted in improved efficacy of supervision,
including expanding coverage, increasing precision
and transparency, as well as strengthening credibility.

China also combines top-down and bottom-up
measures and uses new methods to improve supervi-
sion capabilities. In orderto furtherimprove supervision
effects and reduce transaction costs for enterprises,
the Chinese government explored a supervision model
that combines law enforcement with social forces and
proposed to deploy law enforcement in accordance
with the principles of reducing bureaucracy, integrat-
ing teams, and improving efficiency. In terms of social
supervision, the Chinese government, one the one
hand, promotes industry self-discipline and leverages
on the roles of industry associations and chambers in
rights protection, certification, dispute settlement, and
punishment dishonesty. On the other hand, the govern-
ment also improves the incentive mechanism for public

participation in supervision, forming a forceful mech-
anism for consumers to “vote with their feet”, creating
conditions to encourage consumers to actively report
illegal business activities, and makes full use of new
media and other means to collect major issues and
opinions in a timely manner. For example, the State
Administration for Market Regulation has established
the National Enterprise Credit Information Publicity
System and the National Platform of Consumer Dispute
resolution to enable the public to understand cred-
ibility of enterprises and report illegal behaviors. In
2018, market regulation authorities received more
than 11.2 million complaints and recovered economic
losses of more than 3 billion RMB for consumers (State
Administration for Market Regulation, 2018).

China has also given full play to the role of technology
in regulation. In 2015, the Chinese government issued
“Several Opinions on Using Big Data to Strengthen
Services and Supervision of Market Entities”, propos-
ing to fully use the concept, techniques and resources
of big data to strengthen the supervision of market
entities for the entire life cycle. For example, big data
supervision model has been established to conduct
correlation analysis, understand behaviors, patterns
and features of market entities, discover violations of
laws and regulations, and improve the government’s
decision-making and risk-prediction capabilities. A
credit blacklisting system was also set up to penal-
ize firms that misbehave, in effect recruiting auto-
mated agents of the state to enforce their judgments.

from to

20% 33%
of GDP of GDP

in2011 in 2017

10 The model comprises inspections of randomly selected entities by randomly selected inspectors and the public release of

inspection results.




Forexample, if a court finds that a debtor owes money,
its ruling, via the blacklist system, can stop them from
buying a plane ticket or getting a loan. At the end of
2018, some 290,000 business executives were on the
blacklist who are barred from some privileges includ-
ing getting loans and buying houses. Judges decide
who are blacklisted, and individuals can appeal to be
removed once theirissue has beenrectified. As the law
gets more reliable, administration gets simpler.

In the meantime, the Chinese government follows an
inclusive and prudential approach in supervision, creat-
ing new drivers of business dynamism while safeguard-
ing social interests. Supervision measures differ and
suit the different time and location contexts, as well as
are in line with the development of new technologies,
new industries, new forms and new models to prevent
possible risks. The Chinese government requires that
targeted measures should be taken for supervising
market entities of different risk categories. For exam-
ple, China has tailored regulation to “Internet +” and
sharing economy, which resulted inthe emergence and
development of the very popular APPs such as WeChat,
Alipay, and ride hailing Didi Chuxing. The size of the
digital economy has surged from 20 percent of GDP
in 2011 to 33 percent in 2017, mainly driven by the inte-
gration of information and communication technology
(ICT) with traditional sectors (Zhang and Chen, 2019).

In 2016, the Chinese central government outlined 10
major tasks to improve property rights protection,
including strengthening the protection of economic
property rights of various types of ownership; improv-
ing the legal system for equal protection of property
rights; properly handling property rights cases formed
in history; strictly requlating the legal procedures for the
disposal of the property involved; prudentially grasp-
ing the judicial policies for handing property rights
and economic disputes; improving the mechanism
for the governments to fulfil their promises; perfecting
the property expropriation system; strengthening the
protection of intellectual property rights; enhancing
various systems to increase the property income of
urban and rural residents; and creating a good environ-
mentinwhich the whole society respects and supports
the protection of property rights. Based on these, many

departments and local governments have formulated
and issued specific implementation measures. As a
result, China’s intellectual property regime has made
significant strides over recent years. Damage awards
forviolations have continually increased inintellectual
property litigation. The number of intellectual property
cases increased at a rate of over 40 percent per year
from 2017 t0 2018 (Huang and Smith, 2019). In a survey
conducted by the American Chamber of Commerce in
China in 2018, 96 percent of respondents stated that
China’s enforcement of intellectual property rights
improved (ibid).

Staring from 2015, the State Council paid special
attention to simplifying or cancelling unnecessary
procedures, proceedings and materials to improve
services and make things more convenient and effi-
cient forenterprises and the public. Local governments
explored innovative measures to fulfil these goals,
including “approval without meeting in person”, “going
to approval offices once at most”, and “one single
door and one portal™. The Chinese government has
actively pushed forward the Internet Plus government
service model and vigorously promoted the “appli-
cation with the ID number, acceptance through one
window, and completing all the matters through one
portal”, aiming to build a convenient, fast, fair, inclu-
sive, high-quality and efficient government service
information system. In 2016, the State Council promul-
gated the “Guiding Opinions on Accelerating the Work
of ‘Internet + Government Services™ and the “Notice on
Distributing the Guidelines for Building the Technical
System of ‘Internet + Government Services”, proposing
overall requirements in terms of standardizing online
service items, optimizing online service processes,
innovating online service model, and promotion of inte-
gration of service centers & facilities and online plat-
forms. The Internet+ government services has brought
convenience to enterprises and individuals, and stim-
ulated market vitality. For example, before the intro-
duction of anintegrated online-offline one-stop public
service system in Shanghai, one had to apply to four
government departments to get approval for opening

11 “One single door and one website” means that the government integrates all government approval and services into one

building and/or one website.



arestaurant. The process would take 58 working days
and need submission of 31 documents. With the new
system, only 12 documents are needed at one stop
and the process takes only 10 working days (Ji, 2020).

In recent years, the Chinese government carried out
three surveys nationwide on the construction of the
information and content of government websites,
government service system, and the Internet govern-
ment service platforms. While acknowledging the
progresses in terms of optimizing government services
and increasing transparency, these surveys also iden-
tified existing problems in China’s e-government
services, including imbalanced regional develop-
ment, lack of information-sharing and cross-depart-
mental coordination, incomplete platform functions,
matters not synchronized online, as well as unsatisfying
services. All concerned localities were then required to
take measures to rectify such issues.

The Chinese government also aims to improve services
for entrepreneurship. In June 2015, the State Council
issued “Opinions on Several Policies and Measures
for Vigorously Promoting Mass Entrepreneurship and
Innovation”, to unleash people’s ingenuity and power.
Starting from 2016, the Chinese government centered
on creating new engines, and coordinating the indus-
trial chain, innovation chain, capital chain and policy
chain to promote innovation in organization and
service. Anumber of innovation demonstration bases
and supporting platforms have been established. The
Chinese government also supports the establishment
of public service platforms and service institutions for
SMEs through means such as government procure-
ment, grant and awards. These platforms and institu-
tions provide SMEs with a full range of professional
and high-quality services, from financial consulting,
human resources, marketing, legal counsel, intellec-
tual property, quarantine and testing, modern logistics
and other third-party services. A study, conducted by
the Development Research Center (DRC) of the State
Council in 2020, collected feedbacks from more than
1000 enterprises of various types concerning busi-
ness environment in China finds that respondents
expressed relatively high satisfaction about govern-
ment services including convenience in start-up and
taxes, reduction of taxes and fees, and standardization
of services. The study also noted that greaterimprove-
ments would be needed in tendering and bidding as
well as financing (SCIO, 2021).

Using the Ease of Doing Business
Indicators as the benchmark to push
forward reform, while emphasizing
local initiatives and contexts

Since 2017, China’s business environment reform
has become more systematic. China refined reform
measures in line with the World Bank’s Ease of Doing
Business framework and put more focus on the whole
process of business operations. In the meantime, due
to the large differences in regional development, the
central government has not set up a universal reform
template for all regions. Instead, it emphasized adapt-
ing measures to local circumstances on the basis of
satisfying basic requirements. In 2018, the Chinese
government established a coordination group to
promote the transformation of government functions
and “Fang Guan Fu” reform, under which a special
group to optimize the business environment was
set up to formulate and implement relevant policies.
Emphasis was put on market entry, supervision and
law enforcement, service efficiency as well as evalua-
tion mechanisms.

Beijing and Shanghai have become the benchmarks of
reform. The two places took the opportunity of the World
Bank’s business environment assessment, closely
followed the 10 indicators of Ease of Doing Business.
In Beijing, intensive business regulatory reforms were
conducted, focusing on “streamlining administrative
procedures, reducing transaction time and costs, and
increasing transparency”. In 2018, Beijing released a
“Three-Year Action Plan to Further Improve Business
Environment in Beijing (2018-2020)”, outlining the
city’s business reform agenda and listing 298 reform
tasks with a phased implementation roadmap. Beijing
launched the first Business Environment Reform
Schemes in 2018 to cover reform tasks in line with the
10 areas measured by the Ease of Doing Business,
including starting a business, dealing with construc-
tion permits, getting electricity, registering property,
getting credit, protecting minority investors, paying
taxes, trading across borders, enforcing contracts
and resolving insolvency. In terms of starting a busi-
ness, through measures such as the establishment of
district-level enterprise startup halls, and the promotion
of “full-process electronic registration”, Beijing reduced
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the 7 steps required for business start-up to 2 and the
processing time was shortened to 5 days from 24 days,
areduction of nearly 80% (Dong, 2018).

In dealing with construction permits, the Beijing
Municipal Government established the “multiple regu-
lations in one” collaborative platform for pre-commu-
nication and pre-coordination, streamlined approval
preconditions, implemented classified management,
and built working mechanisms such as “joint examina-
tion of multiple drawings” and “integration of multiple
verification”. These efforts have shortened the time line
for handling social investment construction projects
from 109 working days to less than 45 working days
(Dong, 2018). Regarding access to public facilities,
public service companies such as water, electricity,
gas, heatand communications have all set up branches
in government service halls to promote “one-stop”
services. Interms of property registration, Beijing took
the reform of “one window acceptance”, promoted
“Internet + real estate registration”, and simplified hous-
ing transaction procedures. As a result, the time limit
for house purchase qualification review was shortened
to one day and the time limit for registering real estate
was shortened from 10 days to less than 5 days (Dong,
2018). Ontax payment, Beijing government formulated
alist of tax matters for “going to the tax authority once
the most”. That is, taxpayers can handle the list items
online or only need to go to the tax authority one time.

business start-up

from to

steps 7 2

processing
time (days)

24 5

Shanghai has also accelerated its business environ-
ment reforms. Following a city-wide meeting attheend
of 2017, business environment reform became the top
priority of Shanghai Municipal People’s Government.
Shanghai established a joint meeting for serving enter-
prise and launched the “Shanghai Enterprise Service
Cloud®” to provide enterprises in the city with services
such as business startup, technical innovation, intel-
lectual property rights, human resources as well as
investment and financing. The Service Cloud also has
a specific column on comments and suggestions.
Shanghai also launched a “Single Window Portal**”
for administrative approvals across all agencies and
districts in the city in 2018. Previously, administra-
tive applications needed to be made separately with
respective agencies within different districts of the city.
The “Single Window Platform” enables all the adminis-
trative approvals once through the platform.

The platform has connected the business manage-
ment systems of 49 agencies supported by Shanghai
Big Data Center and provides guidance for applicants
based on more than 110 specific business types. The
column of “Business Environment Improvement” within
the platform provides specific guidance on the differ-
ent indicators of the Ease of Doing Business, such as
investment project online approval. The platform also
provides other services such as guide for foreigners in
Shanghai and business service cloud, covering almost

handling social investment
construction projects

from to

109 45

(working days)

12 The cloud service platform can be accessed at http://www.ssme.sh.gov.cn/
13 The Single Window Platform can be accessed at http://zwdt.sh.gov.cn/govPortals/index.do
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all types of services possibly needed by the business
community. Based on the “Single Window Platform”,
Shanghai Municipal Government also opened hotline
(12345), integrated computer and mobile portal entries
for government services such as “China Shanghai”,

Box 1: Tcsla’'s Investmentin Shanghai

“Shanghai Release” and “Citizen Cloud”. Shanghai also
leveraged the World Bank Group’s technical assistance
and absorbed 24 policy recommendations. Its first
Business Environment Reform Schemes in 2018 putin
place more than 40 reform tasks and policies and 20
online administrative processing systems.

Tesla’s USD 5 billion Gigafactory is one of the largest foreign manufacturing projects in
Shanghai. In order to accelerate the implementation of the project, the relevant Shanghai
government authorities have simplified many approval items and optimized services. The
project was agreed and signed in July 2018, and the construction commenced in January 2019.
All procedures were completed within less than half a year. In August 2019, Tesla’s Gigafactory
(Phasel) received the comprehensive acceptance certificate. From submission on the after-
noon of August 16 to the completion of acceptance on August 19, it took only three days to
obtain the certificate, and only 10 months after signing the land transfer contract. In October
2019, the State Grid Corp of China opened the first transmission line in a power connection
project that increased electricity supply to the Tesla plant to a level required for preliminary
production. The project, involving 55 kilometers of cables and about 16.7 kilometers of ducts,
was among the quickest it has completed, taking only 168 days (Xinhua, 2020b).

Atthe national teleconference on deepening the reform
of “Fang Guan Fu” in June 2018, Chinese Premier Li
Kegiang required to take more practical measures to
push forward business environment reform. One is to
unleash market vitality through streamlining adminis-
tration and delegating power. Specific requirements
include shortening time limit for starting business
to 5 working days, cutting half the approval time for
the entire process of engineering and construction
projects and the time for import and export custom
clearance, implementing the unified “negative list”
on market access nationwide, and further reducing
taxes and fees. The second is to ensure fairness and
order through innovating supervision. China will build
a new-type supervision mechanism that relies on
“double random and one release”, supplemented by
supervision on key sectors, and supervision based
on credit. China will promote cross-departmental joint

supervision and “Internet + supervision”, implement
inclusive and prudent supervision on emerging indus-
tries, and hold government officials accountable for
inactions and misbehaviors. The third is to optimize
service to improve convenience and quality of service.
China will continue to carry out the reduction of certif-
icates. The time for real estate registration and getting
electricity should be reduced by more than two-thirds
onaverage. “Internet + medical treatment” and “Internet
+ education” should be developed to provide fair and
accessible public services. With the guidance of the
Conference, different provinces and municipalities
have also taken initiatives to improve their business
environment. A slew of good practices have emerged
across the country (See Box 2).

According to the UN E-Government Survey 2020%,
China’s E-Government Development Index (EGDI)

14 The survey is published by the United Nations Department of Economic and Social Affairs (DESA) every other year and is the
only global report that assesses the e-government development status of all UN member states.
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increased from 0.6811 in 2018 to 0.7948 in 2020, an

advance of 20 spots to 45th in the world. In terms of

online service index, which is a measure for online

government service delivery and a key indicator for from to
e-government development, reached 0.9059, the

ninth highest in the world (DESA, 2020). The report 0.6811 0.7948
also noted that e-government development in China

has optimized the business environment, brought

convenience to enterprises and people, and stimu- in 2018 in 2020
lated market vitality and social creativity.

Box 2: Practices of Optimizing Business Environment
in Other Parts of China

Jiangsu Province: As a major province in manufacturing and real economy, Jiangsu draws
on the assessment method of the World Bank’s Business Environment Report and evalu-
ates the business environment of 13 cities, 96 counties and districts and 127 development
zones under the jurisdiction of the province. Jiangsu has vigorously promoted the reform of
“approval without meeting in person”, featuring online processing, centralized approval, joint
review, regional evaluation, agency system and “no need to be physically present”. All cities
and counties in the province have issued relevant reform plans and lists. Jiangsu has also
established a scientific and effective ongoing and ex-post oversight system, strengthened
cross-departmental joint supervision, and achieved “one inspection and comprehensive
in-person examination”, so as to effectively reduce the burden on enterprises.

Zhejiang Province: Zhejiang has leveraged the reform of “no need for a second visit” to force
various departments to delegate and control power, build a service-oriented government, and
create a sound government environment conducive to entrepreneurship. Great efforts have
been made in terms of processing matters at a single window and within a specified time,
as well as online approvals and services. Governments of different levels have established
online approval and supervision platforms forinvestment projects. Zhejiang has also carried
out in-depth reform of business system to build a market environment with equal rights, equal
opportunities, and equal rules for enterprises. Measures include digitalization of business
registration process, “integrating multiple certifications and licenses into one consolidated
business license, and establishing mechanisms for joint handling of business licenses” for
different fields and sectors, adhering to the principle that “areas that are not on the lists shall
be deemed fully open” and implementing a negative list approach to market access, and
abolishing any regulations and methods that hinder unified market and fair competition. In
addition, Zhejiang has also successively issued policy documents to fully open public proj-
ects that can adopt market-oriented operations to private capital, including engineering,
energy, water conservancy, agriculture, transportation and other fields.
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Anhui Province: Anhui Government Service Platform has achieved full coverage of the five-
level governments from province, cities, counties, townships to villages. It has opened 58
windows for provincial departments, 16 branches for city governments and 123 branches for
county governments, extending to 1,529 townships and 17,664 villages and communities. The
provincial government has disclosed all government service matters online and provide online
processing services. Individual with their ID card and legal person with the unified social
credit code across the province could handle the service matters online. The Platform has
thereby played important roles in improving the business environment and facilitating busi-
ness matters and entrepreneurship. In the meantime, Anhui has formulated the list of govern-
ment service matters and the list ofimplementation. The list of government services includes
2,628 standardized items, unifying titles, categories, bases and codes across different levels
of government. The list of implementation details and unifies 20 factors such as reporting
conditions, materials, and time limits for handling, and includes 1.596 million guidelines and
instructions for citizens to handle their matters. Moreover, the Platform not only connects 17
provincial departments and 19 business systems, covering housing construction, transpor-
tation, industry and commerce, taxation, food and pharmaceutical supervision, but also links
with the national platform to enable sharing of information regarding enterprises, institutions
and education of individuals across the country.

Chonggqing Municipality: The Chongqging Municipal Government has comprehensively
sorted out administrative powers and public service matters and formed a unified, standard-
ized and complete directory list. Chongqing has also established an information resource
sharing portal across the municipality, which is connected with more than 60 municipal
departments. The portal facilitates the flow of large amount of information and reduces the
burdens of citizens. In October 2019, Chongqing opened one-stop platform for government
policies to enable sharing of easy-to-understand and useful information. Chongqing also
implements a negative list system for market access, clears and abolishes documents that
hinder a unified market and fair competition, and promotes the construction of a social credit
system. A “red and black list” system for credit is established to create an environment that
one discredit may lead to restrictions everywhere. Chongqing carries out special supervision
on government integrity and rectifies the problem of “new officials ignoring old problems” to
fulfill government promises in accordance with the law. Chongging is also committed to intel-
lectual property rights protection and conducted “Iron Fist” enforcement actions. In addition,
Chongqing reduces the electricity prices for the general industrial and commercial enter-
prises by another 10%, the average broadband tariff for SMEs by 15%, the average mobile
network traffic tariff by more than 20%, and the compliance costs for the import and export
of containers by more than 100 US dollars. Based on the big data on credit, Chongqing has
also launched “Knowledge Value Loans” and granted credit loans of more than 20 billion RMB
(about 3 billion US dollars) to more than 50,000 SMEs (Chongqging Municipal Development
and Reform Commission, 2020).
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To deepen
reform comprehensively by focusing
on institutionalization

Starting from late 2019, China has shifted efforts in busi-
ness environment reform towards institutionalization to
scale up early beneficial experience and consolidate
reform results. The milestone is the promulgation of the
Regulations on Optimizing the Business Environment
(hereinafterreferred to as the “Regulations”) by the State
Councilin October 2019, aiming to improve institutions
and mechanisms to address the prominent shortcom-
ings of the business environment as well as the diffi-
culties and challenges reflected by market entities.
The Regulations sum up the experiences and prac-
tices of optimizing the business environment in recent
years, and solidify, in the form of legislation, the reform
measures that have proven to be effective, the people
are satisfied, and the market players support. These
include: specifying the principles and directions such
as marketization, rule of law and internationalization;
putting emphasis on the profound transformation of
government functions, innovation of institutions and
mechanisms, enhancement of collaboration and joint
actions, as well as improvement of legal guarantees;
and detailing specific measures in terms of providing
equal protection to all market entities, protecting market
entities’ managerial autonomy, property rights and other

from to

63 48

legitimate rights and interests, implementing a national
integrated online government service platform, stan-
dardizing administrative approval services regarding
the faster establishment of enterprises, equal market
access, solid implementation of tax and fee reduction
policies, and easing financing difficulties, as well as
improving regulatory rules and standards in cutting red
tape, streamlining administrative approval, and improv-
ing supervision and administrative law enforcement.

In the meantime, the Chinese government issued a
newly-revised “Market Access Negative List (2019
Edition)” in October 2019. Regarding the negative
list of foreign investment, China issued the “Special
Administrative Measures for Foreign Investment
Access (Negative List)” in 2018, greatly relaxing market
access, reducing the items of the list from 63 to 48, and
introducing liberalization measures in 22 areas®.

Moreover, the judiciary is also actively participating
in the business environment reform process. The
Supreme People’s Court (SPC) issued judicial inter-
pretations related to the business environmentin 2019,
including amending provisions on extending the time
limit for trial and postponing the hearing for civil and
commercial cases, and enhancing the overall insol-
vency framework by further clarifying creditors’ rights,
streamlining insolvency procedures and increasing
transparency. The SPC has given full play to its judicial

15 For detailed content of the Special Administrative Measures (Negative List) for Foreign Investment Access in Pilot Free Trade
Zones (2018Edition), please see http://www.chinadaily.com.cn/specials/NegativeListinFTZs(2018Edition).pdf
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functions through judicial interpretations and judi-
cial policies, intensified work in judicial execution and
bankruptcy, and deepening of judicial system reforms
to provide strong judicial services and guarantees for
creating a stable, fair, transparent, and predictable busi-
ness environment. Other work by the courts in opti-
mizing the business environment includes protecting
property rights and the legitimate rights and interests
of entrepreneurs in accordance with the law, efficiently
handling various commercial disputes, advancing
the establishment of a bankruptcy trial system, and
deepening the comprehensive reform of the judicial
system. The SPC also actively works with the Finance
and Economics Committee of the National People’s
Congress, the Legal Work Committee of the Standing
Committee of the National People’s Congress and other
departments to jointly promote arule-based business
environment. Through such measures, China has
constructed acommercial legal system that is far more
responsive to businesses. Bankruptcies and patent
lawsuits, once rare, have risen fivefold since 2012.

In 2019, Chinese courts accepted more than 480,000
intellectual property cases, nearly five times as many
as they did in 2012, with some going to a new national
court devoted to the area. Foreign plaintiffs won 89%
of all patent infringement, according to Rouse, a
consultancy?.

Theinstitutional measures of the State Council and the
SPC mark the comprehensive deepening of China’s
business environment reform. China intends to consol-
idate the positive results of innovative measures at the
institutional level and deepen institutional reforms to
further reduce various costs in the course of business
operations. More important, institutional changes can
improve the confidence of business operations, remove
concerns of enterprises, ensure equal market status of
enterprises of different ownerships, and promote the
transformation of government departments.

16 Xi Jinping is trying to remake the Chinese economy, The Economist, August 15th, 2020. https://www.economist.com/
briefing/2020/08/15/xi-jinping-is-trying-to-remake-the-chinese-economy
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Key Experiences of
China’s Practices

BuUsIness

Currently, China has not directly estimated the
economic impact of the business environment reform.
However, at the city level, according to estimates by the
Beijing Municipal Government, the business environ-
ment reform has directly saved companies up to RMB
3 billion (about USD 420 million) in operating costs
from2017-2018, enhanced the economic competitive-
ness of companies and promoted Beijing’s economic
growth (Li, 2019). Similarly, with the optimization of
Shanghai’s business environment, Shanghai newly
established 6,168 foreign-funded projects, anincrease
of nearly one-third year-on-year, and attracted new
actual foreign investment amounting to USD 1.8 billion,
anincrease of 10% year-on-year (Jiang, 2019).

China has adopted a gradual approach in improv-
ing the business environment over the past 40 years,
largely in line with China’s reform and opening up,
including the following major features. First, China
started with rural areas where the planned economic
system was relatively weak, and then gradually moved
to cities. Second, China first piloted many reforms
related to business environment in the southeast
coastal region, and expanded to a wider range of
costal, border and inland areas after obtaining expe-
rience. This included setting up SEZs, economic and

n Optimizing the
-nvironment

technological development zones, and high-tech
zones, concentrating limited resources in build-
ing infrastructure in these zones, and implementing
one-stop services. Third, China adopted policy adjust-
ments such as decentralizing power and concession to
state-owned enterprises (SOEs), and then developed
non-public economic sector to force SOEs to deepen
reforms. Fourth, China first implemented “dual-track
system” in price reform for a period of time, and then
conducted market reforms after gradual integration.
Fifth, China started reforms in the micro areas such
as expanding the autonomy of enterprises, and then
expanded to macro-level, such as ownership reform.
Sixth, the reform first focused on economic system,
and then gradually extended to other areas, such as
social development and governance.

Meanwhile, the competition between localities has
formed anincentive-compatible mechanism for insti-
tutional competition. The central government has
delegated large amounts of administrative powers and
economic resources to local governments, mobilizing
initiatives atlocal levels. In orderto compete for foreign
investment and private capital, many local govern-
ments took initiatives to innovate reform methods and
means, and adopted institutions and mechanisms
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suitable to local contexts to attract resources. These
initiatives include streamlining approval procedures,
improving public services such as the “one stop”
electronic service, and reducing transaction costs.
The competition among localities also pushed local
governmentstoincrease investmentin infrastructure.
In essence, the competition among Chinese localities
is about business environment, institutional reform
and policy innovation. Nevertheless, it should be noted
that competition between localities has also led to
ignorance of tasks that are not directly growth-enhanc-
ing in the early stages, surge of government debt, as
well as regional protection (Xu, 2010).

Experiment atlocal levels became animportant means
of “trial and error” for institutional reform, character-
ized by experimentation, assessment and adjustment.
Most of China’s reform details in business environ-
ment were not designed in advance in a top-down
manner. Instead, institutional innovations have been
made in the process of continuous trial and error. In
such context, negative unintended consequences
are understandable, and experimentation and pilot at
the local level and reform plans have been gradually
refined and improved. One of the typical examples
was the establishment of SEZs, which were designed
to encourage foreign investment and industrial devel-
opment without requiring the entire economy to be
thrown open to market forces. Through scaling up local
system innovations, China has greatly reduced the
risk of advancing reform, and effectively weakened
the forces opposed to reform. At the same time, the
demonstration effects of local institutional innovations
could also lead to spillover of reform knowledge. This
was achieved through ways such as rotating officials in
developed regions to workin less-developed areas or
sending study groups to reform frontier areas to learn
advanced experience, which also greatly reduced the
cost of reform implementation.

Looking back, China’s most recent experience and
implications may include:

Attention and leadership of top-level leaders.
The Chinese government considers that optimiz-
ing the business environment helps maintain rapid
economic growth and catch up with developed econ-
omies. Reform and optimization of the business envi-
ronment are actually initiated, led and deployed by
top-level leaders. President Xi Jinping emphasized
the importance of business environment reform on
multiple occasions, and made “creating a world-class
business environment” an important goal of China’s
further reform and opening up. From 2018 to 2020,
the State Council regularly convened executive meet-
ings to deploy the reform of the business environment,
understand the latest developments, and propose new
reform plans and key tasks. As mentioned above, the
State Council and relevant ministries and commissions
have issued a series of policy documents, covering
various aspects of the business environment.

Encouragement of local policy experimentation.
Under the instructions and overarching guidance of
the central government, local governments adopted
tailored reform policies according to local conditions.
The central government has urged mega-cities like
Beijing, Shanghai, Guangzhou and Shenzhen to be
pioneersin business reforms. Great attention was also
paid to summing up local experiences and scaling
up. Starting from 2018, the National Development and
Reform Commission conducted monitoring and eval-
uation onbusiness environmentin 22 cities to analyze
existing problems and provide stimulus for reforms. In
2019, the assessment covered 40 cities. In July 2018,
the State Council released a list of 28 local good prac-
tices on business regulatory reforms, covering six
major areas, including streamlining approval proce-
dures for business investment, making it easier for
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business set-up and operations, facilitating cross-bor-
dertrade, innovating governance concepts and meth-
ods such as classified credit management and big
data-based governance, providing high-quality public
services, and promoting the “one portal, one-stop
shop, and one-time” services?. In September 2019,
the State Council made another decision to require all
cities in China to refer to good business environment
reforms adopted by Being and Shanghai, scaling up
13 reform measures to the rest of the country, cover-
ing starting a business, getting electricity, registering
property, paying taxes, trading across borders, and
enforcing contracts®. Furthermore, as stipulated in the
Degree on Optimizing the Business Environment, local
authorities are encouraged to take initiatives on their
own and adopt differentiated measures to improve
the business environment within the legal frame-
work. Deviations and/or faults in local experimenta-
tion process, if reasonably justified, can be exempted
from or alleviated of penalties.

Strong enforcement of the reform agenda.
Governments at central and local level in China has
strong organizational and implementation capacity.
According to the World Bank’s Worldwide Governance
Indicators (WGI) project, the percentile rank of the
effectiveness of Chinese governmentis 71.63 in 2019,
farhigherthan 50.85, the average for other upper-mid-
dle income economies (World Bank, 2019). This is
highly related to China’s civil servant recruitment and
personnel appointment system. Generally speaking,
national and local leaders have rich professional and
execution experience. Civil servants are selected
and promoted based on China’s long tradition of
meritocratic examinations and strong performance
supervision. China has established a result-oriented
performance management system for government

officials. The higher-level government sets specific
targets for lower-level government officials, which are
linked to the performance evaluation of civil servants.
As for business environment reform, the State Council
convenes a nationwide video and telephone confer-
ence annually on deepening the reform of “delegating
power, streamlining administration and optimizing
government services” to sum up the annual results
and deploy the work plan for the next year. The central
government formulates detailed programmes on divi-
sion of labors, major tasks and timetables, and distrib-
utes them to governments of different levels. Every
concerned government institution needs to submit
written reports to the State Council on implementation
progress, including major milestones and discussion
of key challenges. Enforcement of business envi-
ronment reform agenda has become an important
component of performance evaluations of govern-
ment institutions and public officials. Officials who
made errors, misconducts or low performance were
made accountable, while a number of officials who
showed strong performance inimplementing business
environment reforms were awarded and/or promoted
over the years.

Strong enforcement was also made possible through
establishing multi-level and multi-stakeholder coor-
dination mechanism. At the central level, the National
Development and Reform Commission takes the lead
in formulating investment environment reform strat-
egies and coordinating in implementation, while the
Ministry of Finance leads the reform agenda specifi-
cally focused on Ease of Doing Business. In July 2018,
the State Council set up an inter-ministerial coordina-
tion group for the “Fang Guan Fu”, with a vice premier
as the group leader, two state councilors as the depu-
ties, and ministers as members. Its major respon-
sibilities are to coordinate the development and
implementation of key reform policies, proposing the
list of reform topics to be discussed at the State Council
executive meetings, addressing key reform challenges
in a coordinated way and providing guidance to local
authorities. Under the leading group, there are five

17 General Office of the State Council, {E 2 BRI AT F F 2R 43 b 75 1 1 B RS IR 15 B R {55 A958R ) [Notice on Local
Good Practices on Optimizing Business Environment]. http://www.gov.cn/zhengce/content/2018-08/03/content_5311523.

htm

18 General Office of the State Council, {El 5B 0 AT X FHEF AL EFSIM BN E S HE S R (EE TIERNE
&) [Notice on Replicating and Scaling up Good Practices in Optimizing Business Environment], hitp://www.gov.cn/zhengce/

content/2019-09/19/content 5431319.htm


http://www.gov.cn/zhengce/content/2018-08/03/content_5311523.htm
http://www.gov.cn/zhengce/content/2018-08/03/content_5311523.htm
http://www.gov.cn/zhengce/content/2019-09/19/content_5431319.htm
http://www.gov.cn/zhengce/content/2019-09/19/content_5431319.htm

GLOBAL SOUTH-SOUTH DEVELOPMENT CENTER PROJECT

dedicated working groups focusing on administra-
tive approval, business environment improvement,
innovation and entrepreneurship, business system
reforms, and public service enhancement respectively,
and four supporting teams, including general support,
legal review, inspection, and research and advisory
services®. Similarly, at the local level, multi-level coor-
dination mechanisms were also set up to regularly hold
inter-departmental meetings, discuss reform tasks,
implementation progress and challenges. Such coor-
dination mechanisms ensure joint efforts and remove
barriers for cooperation among different agencies.

Moreover, a top-down monitoring and evaluation
system also helps ensure effective implementation
of the reform agenda. The State Council conducts
inspections every year to understand actual progress
and challenges. In 2019, the State Council dispatched
inspection teams led by ministerial officials to 16 prov-
inces and municipalities to check reform progress in
reducing taxes and fees, business environment reform
and innovation promotion. Issues identified through
such missions were delegated to relevant agencies
for correction and underperforming leaders are disci-
plined and penalized. Annual jointinspections, which
are usually carried out without a prior announcement
and as a way of “checking by seeing and experiencing”
onthesite, are also conducted on the implementation
progress around reform areas measured by Ease of
Doing Business in Beijing and Shanghai. Third parties,
serving as a more independent external superior, were
also hired to carry out regular surveys of the public and
business community on their satisfaction with and
comments on business environment.

Private sector participation and intensive use of
digital technologies and e-government services. In
the process of business environment improvement, the
Chinese government emphasized that reform should be
centered around the real needs of the private sector. As

such, there has beenincreasing awareness on consulta-
tion and collaboration with the private sector. In Beijing,
Shanghai and other cities, the feedback of the private
sector becomes a key factor in judging the quality of
business environment. For example, in 2019, the Beijing
municipal government organized 133 consultation meet-
ings and more than 1,000 representatives from enter-
prises, the academia and other sectors shared their
comments and recommendations. Different govern-
mentagencies in Beijing also organized more than 1,900
information sessions in 2019 for firms, and professional
agencies such as law firms, accounting firms and archi-
tecture studios to provide updates on new policies and
get feedback. In 2019, Shanghai set up the first advisory
committee on business reformsin the country, consisting
of 24 experienced practitioners and experts from vari-
ous sectors such as foreign-funded business associa-
tion,academia and research institute, high-tech industry,
medical industry, and information technology industry.

The Chinese government utilizes blockchain, big data
and other digital technologies to integrate cross-agency
services, reorganize public services around users’ needs
and communicate to the public. The wide use of online
channels such as websites, social media, and mobile
APPs has greatly improved efficiency and effectiveness.
For example, the Beijing Municipal Government set up
specific columns on business environment in its portal
and launched a “Beijing Tong” mobile APP to handle
public services. Such services are also made available
onWeChat and Alipay, the two most popular multi-func-
tional social APPs in China. Beijing has also taken advan-
tage of digital technologies to set up a “catalogue block
chain”, linking responsibilities and data of 53 munici-
palagencies and allowing for timely and orderly sharing
andreviewing of all the relevant data of connected agen-
cies. Block chain technologies have also been used in
specific areas like property registration, and business
start-up. Courts in Beijing have also been increasingly
using online system for case filing and processing. Since
2019, general cases can be filed online at the website of
Beijing court or through the courts’ account on WeChat
APP. In the same vein, Shanghai started to establish a
Big Data Center in 2018, responsible for integrating and
sharing public service-related data across the city. With
the support of the Big Data Center, Shanghai set up the

19 General Office of the State Council, {[El 53 B2 7 AT X F AR 3L El S5 Bt i B AT BR BE RS T A0 MU AR B i/
£HRY58%0), [Notice on Pushing Forward Transformation of Government Functions and “Fang Guan Fu” Reform Coordination
Group]. http://www.gov.cn/zhengce/content/2018-07/25/content_5309035.htm
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first “single window portal” in the country, linking cross-
agency government services across the city. In addition,
Shanghai also launched a mobile APP with the same
functions where registered users canvisit service guide-
lines, make appointments, check progress and make
complaints. Digitalization has also made filing taxes
much more straightforward. When a business issues an
invoice, a copy directly goes to the tax authorities.

Working with international organizations and
learning from global experience. The World Bank
provided important support to China inimproving busi-
ness environment, including analysis and research,
knowledge exchange through workshops, meetings
and study tours, sharing of international good prac-
tices, as well as recommendations on business envi-
ronment reform. The Chinese government signed an
MOU with the World Bank on Business Environment
Reformin February 2018 to jointly conduct studies on
indicators related to getting credit, resolving insol-
vency, obtaining construction permit, registering
property, getting electricity, trading across borders
and starting a business. The Chinese government
and the World Bank have co-organized high-level
international conferences on business environment
reform to exchange experience and international good
practices. High-level policy makers from Russia, New
Zealand, Malaysia, Singapore, Japan, Korea and China
attended these conferences. The World Bank also
provided assistance to a delegation of Chinese policy
makers to learn from successful reformers such as
Singapore and Russia, and two delegations of top-level
officials from China to Washington D.C. to discuss busi-
ness environment reform practices. The World Bank
has provided timely support and advice to the Ministry
of Finance, the Beijing Municipal Government, and the
Shanghai Municipal Government, including research
methodologies, policy advice, as well as diagnostic
reports on international good practices in business
reforms for key regulatory areas and how they apply to
China. Other international institutions such as UNDP,
IMF also provided various support through different
formalities.
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Conclusions

Business environment is relevant for development
because it is positively associated with a multitude of
economic development externalities, including, among
others, opportunities of employment, wealth creation
and sharing, exports, as well as balanced economic
and regional development. The Chinese government
has paid consistent attention to building a market-
friendly government since the reform and opening
up in 1978. Over the recent years, the Chinese govern-
ment has proposed a major reform package empha-
sizing decentralization, deregulation and improved
services. Decentralization aims to delegate powers to
local government and repeal government powers with-
out clear legal grounds. Deregulation and regulation
are promoted in parallel. Deregulation intends to retreat
government from overmuch economic and social func-
tions to establish market dominance inresource alloca-
tion and social autonomy. Negative lists, for example,
are adopted in areas like investment project approval.
Regulation aims to improve efficiency and effective-
ness and reduce compliance costs through innovative
means such as e-regulation. Service-oriented govern-
ment intends to improve service quality and efficiency,
forexample by cutting red tape through one-stop shops.
Such reforms have greatly helped improve China’s
business environment and stabilize China’s economic
growth in avery complex global environment.

Though China has made some progress in business
environment reform, the Chinese government is clearly
aware that past success does not guarantee future
success. The improvement of the business environ-
ment is a continuous process. Within the framework
of the Ease of Doing Business, China still lags behind

other advanced countries and regions in areas such
as getting credit, resolving insolvency, paying taxes
and trading across borders and there is big room for
improvement. The gap between other cities with Beijing
and Shanghaiis wide. Differences in fiscal expenditures
between Beijing and Shanghai and other less-devel-
oped provinces like Gansu are huge?, making it unre-
alistic to standardize public services to enterprises and
individuals. Chinais also facing a wider range of institu-
tional, economic and legal challenges, including data
sharing among government agencies, improvement
of the judicial system, further opening of the market,
improvement of the quantity and quality of market enti-
ties’ participation, and ensuring a level playing field.
The centralized institutionalization reforms have led to
abated incentives within the public sector. The measures
mentioned earlier, such as power list, due process
requirements, tougher accountability enforcement, and
increasing citizen pressures, among other factors, have
to some extent lessened enthusiasm in public sector
jobs (Jing, 2020). The decline of incentives might affect
the vitality of government requlation and services, and
subsequently its competence. Citizen participation has
been promoted but still limited in scope and channels.
Social organizations are in general still small, young, and
are organizationally affiliated to or financially depen-
dent on government, uncapable of self-governing and
co-governing public affairs (World Bank, 2020b). Going
forward, it will be critical to sum up and replicate good
reform practices in pilot places such as Shanghai and
Beijing, and upgrade the institutional and regulatory
frameworks to sustain the reform momentum in China.

20 For example, in 2018, the fiscal expenditures in Shanghai and Gansu were 835.1 billion RMB and 337.2 billion respectively, with
the per capita value of the former 2.7 times of the latter (Jing, 2020).
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Nevertheless, China’s practices in optimizing busi-
ness environment can have global implications, espe-
cially to many of the Southern economies. Forexample,
though Africa has gone through unprecedented phases
of economic liberalization and implementation of poli-
cies conducive to doing business conditions, the conti-
nent still face challenges in doing business, affecting
the fulfilment of the Agenda 2063 and the 2030 Agenda
for Sustainable Development. Such challenges include
high costs of starting a business and doing business
such as long procedures and complicated registration
and licensing requirements, costs of getting electricity
aswell as procedures required for electrification, lack of
access to finance and high taxes and low cross-border
trade (Asongu and Nicholas, 2018). These are actually
the challenges that China has been trying to confront
with over the years. This paper has argued that the
relevant success in optimizing business environment
in China, measured by the World Bank’s Ease of Doing
Business, is driven by factors such as strong leadership
and ownership of the reform agenda, effective imple-
mentation supported by a strong incentive and account-
ability system and robust multi-stakeholder coordination
system at both national and local level, engagement
with the private sector, and intensive use of new tech-
nologies in e-government services. Though the context
may be very different, many of the specific practices of
improving business environment in China might provide
references.

Over the years, China’s new role in the global develop-
ment framework has created new dynamics of sharing
development knowledge. China has gradually taken
a more active role in international development coop-
eration, engaging more in international institutions
and organizations, and providing regional and global
public goods. The launch of the Belt and Road Initiative
(BRI) has the potential to bring large benefits to part-
ner countries and the world when transport costs are
reduced through improved infrastructure. But in many
cases, policy impediments are greater than infrastruc-
tureimpediments. These include,among others, invest-
mentrestrictions, custom delays, bureaucracy, red tape
and corruption (World Bank,2019). The clear pointis that
improving the investment climate is a necessary comple-
ment to investing in infrastructure.

As such, sharing and exchanging practices in improv-
ing business environment is of great importance. Such
knowledge transfer can inform the design and imple-
mentation of business environment strategies in other
Southern countries and promote international economic
cooperation. China’s foreign aid can play amoreimport-
ant and better role in this regard. Trainings, technical
assistance and policy dialogues on business environ-
ment among government officials, think thanks and
enterprises should be more encouraged and better
supported. China could also incorporate a “knowledge”
componentin providing “hard” infrastructure assistance.

That said, it should be noted that when learning fromand
sharing China’s experience, there is also the challenge
of “institutional fit”. That is, institutions and practices
that work in one country may bring different results in
other countries. As such, other countries, whenreferring
to China’s experience, need to fully consider their own
contexts and conditions and design appropriate inter-
vention measures and regulatory strategies. In provid-
ing specific reform designs (such as getting electricity,
improving e-governance, SEZs, corporate governance,
port supervision, etc.) and strengthening the capacity
of policy makers and supervisors in other developing
countries, China should also learn lessons from tradi-
tional donors and avoid supply-side dominance.
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