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Commercial System Reform and Structural Transformation:

A Micro Perspective Analysis
ZHU Yimeng' " BI Qingmiao” XU Xianxiang” and CHEN Xilu"

(a: Foshan University; b: Sun Yat-sen University)

Summary: Tertiarization is a prevailing phenomenon along with economic development. There is a vast literature focusing
on the structural transformation from the aggregate perspective and attributing the structural transformation to Engels effect
and Baumol’s effect. Complementary to this strand of literature this paper focuses on the micro-devel foundation of
structural transformation from the perspective of firm entry. The evidence from China suggests that the share of entrants in
the tertiary sector has surged after 2012 leading to a structural change in firm numbers and substantially accelerating the
tertiarization process. Therefore we build our study on firm entry facts and provide explanations to the tertiarization in
China from micro respects.

We find that the commercial system reform starting from 2012 and aiming to facilitate market entities by improving the
efficiency of government services may partially explain the recent tertiarization in China. An important component in
commercial system reform is market entry deregulation which includes efforts such as dedicensing deferring certain
approval items and simplifying the approval procedures. The government first set up pilot programs in some regions and
then gradually promoted the actions nationwide. According to the Doing Business Report by World Bank with the
deepening reforms steps taken to start a business in China have been shortened from 11 in 2013 to 4 in 2019 and the time
spent has been shortened from 32 days in 2013 to 8. 6 days in 2019. The number of market entities in China also doubled
during the same period reaching 140 million at the end of 2020.

Theoretically we introduce the commercial system reform into the model by Melitz ( 2003) and prove that a reform of
lowering the common market entry cost has heterogeneous impacts on industries with different capital intensities. In our
model the tertiary sector is more labor-intensive relative to the secondary sector and the labor-intensive sector is more
sensitive to changes in market entry cost. Therefore lowering the common market entry cost leads to more entrants into the
tertiary sector.

Empirically we conducted two rounds of field research in 2018 and 2019 collecting questionnaires in 24 provincial
regions and 110 cities within China. With the 9654 completed questionnaires we constructed the indexes to measure the
thresholds for market entry including the number of licenses needed to start a firm the time spent on licenses and the
time spent on registration. We find that a lower threshold for market entry after the commercial system reform has
encouraged more firms to enter the tertiary sector which is consistent with the predictions in our theoretical model.
Specifically when the number of licenses required to start a firm decreases by one the share of entrants in the tertiary
sector increases by around 0.5 percentage points. When the time spent on licenses and registration reduces by 1% the
share of entrants in the tertiary sector increases by 0.4 and 0. 6 percentage points respectively. These findings are proved
to be robust.

We also report four further findings of the structural effect in this paper. First the impact of the commercial system
reform is heterogeneous even within the tertiary sector. The commercial system reform better facilitates the consumer
services entrants. Second the reform affects the age distribution of tertiary firms by increasing the share of firms with an
age of fewer than three years indicating that the reform only has a short-term impact after the firm entry. Third the lower
the market entry thresholds are the smaller the size of entrants in the tertiary sector is. Fourth the marginal impact on firm
entrants is diminishing as the reform deepens. In the last section of this paper we have also empirically verified the
theoretical mechanism that the labor-intensive industry is more sensitive to changes in the market entry cost.

This paper is also closely related to literature examining changes in market access institutions. While most existing
studies focus on the aggregate effect of institutional change we focus on the structural effect. Our findings indicate that the
commercial system reform greatly validates the structural transformation by releasing idle resources and a future agenda for
reforms to achieve high—quality development is to establish further policies on the survival and growth of entrants.
Keywords: Commercial System Reform; Market Entry Threshold; Firm Entry; Structural Transformation
JEL Classification: G18 L16 L53 012
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