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Service-oriented Government and the Unified National Market:

Theoretical Mechanisms and Quantitative Analysis
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Summary: In the new era, China’s drive to build a unified national market has exhibited three new facts:
the central government has made standardizing government conduct a basic requirement; local governments
have shifted towards service-oriented governance, with their conduct increasingly aligned with service-
oriented standards; and the price firms pay for government services has declined substantially, while the
cross-regional disparity in this price has been narrowing. This study provides an internally consistent eco-
nomic explanation for these facts and quantifies their aggregate effects.

We conceptualize each region as a government service market—a monopolistic market segmented by ad-
ministrative boundaries, with the local government as the exclusive supplier and firms as the demand side.
Differences in local government efficiency lead to variations in the price that firms pay for government ser-
vices. This price also captures firms’ compliance costs. We measure this price by the average number of trips
that a firm must make to complete one government service task. From the law-of-one-price perspective, price
convergence across regions serves as a market-based indicator of government service market integration.

We build a general equilibrium model with heterogeneous local governments, multiple government ser-
vice markets, and an integrated factor market, characterizing government service market integration through
three stages: initial, short-run, and long-run equilibria. The model identifies two mechanisms. The first is
the efficiency enhancement effect: improvements in government efficiency raise economy-wide total factor
productivity (TFP), and this effect operates in both short-run and long-run equilibria. The second is the fac-
tor mobility effect: during the short-run equilibrium stage, when some regions take the lead in raising effi-
ciency, lower service prices attract capital and labor inflows. As reforms diffuse and prices converge, factor
allocation becomes entirely market-determined.

For the quantitative analysis, we combine seven rounds of the China Business Environment Survey
(2018-2024) with city-level macroeconomic data. The survey employs stratified random sampling and face-
to-face interviews at government service halls to record firms’ actual experiences with administrative proce-
dures. We construct a balanced panel of 73 representative cities. Using the dual relationship between gov-
ernment service prices and local government efficiency implied by the model, we estimate annual govern-
ment efficiency for each city and calibrate firm productivity and factor inputs. The model closely repro-
duces observed capital and employment distributions, supporting the counterfactual analysis.

Results show that local government efficiency increased substantially between 2018 and 2024, while
regional dispersion declined markedly. The efficiency enhancement effect was pervasive, raising average
economy-wide TFP by 0.273%. The factor mobility effect was also pervasive, with its cross-city standard
deviation falling by 50.040%. Together, the two effects raised GDP in the 73-city sample by 0.280% over
the period. In addition, we simulate continued nationwide implementation of the One-Stop Government Ser-
vice Reform beyond 2024, which integrates multiple administrative procedures into a single service pack-
age. Relative to 2024, full national integration of government service markets could generate an additional
GDP gain of 0.206%. These findings indicate that sustaining reform momentum to achieve nationwide inte-
gration can yield lasting reform dividends.

This study makes three contributions. First, our theoretical model reveals the mechanisms through
which standardizing service-oriented government conduct affects the unified national market. Second, this is
the first paper to quantify government service market integration, using nationally representative city-level
micro data and the law-of-one-price perspective. Third, it uncovers the indispensable role of government ef-
ficiency in enhancing economy-wide TFP and contributes a dual method that recovers government effi-
ciency from observed service prices, offering a new perspective on the composition and determinants of
economy-wide TFP.

Keywords: Service-oriented Government; Unified National Market; Government Service Market; Govern-
ment Service Efficiency
JEL Classification: H11, H70, 040, R10
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