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The Determinants of Business Environment -

From the Perspective of Government Service Capacity

XU Xianxiang LI Yuelin CHEN Xilu"

(Sun Yat-sen University)

Abstract: We examine the intrinsic determinants of government optimization of the business envi-
ronment. Theoretically, we demonstrate that the business environment is the general equilibrium
outcome of government service market and factor market, in which the government service capacity in-
fluences the business environment through cost effect, service effect, and crowding-out effect. Empiri-
cally, we treat the “Efficient Completion of One Task” reform as a quasi-natural experiment to enhance
government service capacity and use Firm Survey on Doing Business in China from 2018 to 2023 to verify
the cost effect in our model. Our findings reveal that improving government service capacity is essential
for continuously optimizing the business environment.

Keywords: government service capacity; business environment; government service market

JEL Classification: H11, H40, O38

x  Corresponding Author: CHEN Xilu, Lingnan College, Sun Yat-sen University, No. 135 Xingang West Road,
Guangzhou, Guangdong 510275, China; Tel: 86-13682587841; E-mail: chenxlu23@mail.sysu.edu.cn.



