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Contract Spirit, Commercial System Reform and Innovation
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Summary: In recent years, China’s innovation capacity has been constantly enhanced. According to WIPO's
“Global Innovation Index”, China's innovation level has risen steadily from 35th in 2013 to 14th in 2019 globally.

Innovation is a specific investment with a high degree of uncertainty. New products and services often face the
risk of being “hold—up” and need to obtain exclusive protection in intellectual property rights, patents and other as-
pects to cover the cost of innovation, which depends on a society full of the contract spirit. However, Chinese society
lacks basic business ethics and tends to target arbitrage. Defaults, counterfeiting, “shanzhai” and infringement of intel-
lectual property rights are not completely eradicated in some cities.

The business environment involves not only the contract spirit of a region, but also government—driven reforms of
the commercial system. In recent years, the Chinese government has paid great attention to the commercial system re-
form. China has adopted a number of measures, including the integration of multiple certificates, the conversion of
pre—approval procedures to post—approval procedures, the relaxation of residence registration conditions, and so on.
These measures have created a relaxed and convenient access for various market entities. China advances in World
Bank’s “Ease of Doing Business”. The improvements in commercial system propelled China into 31th place in 2019
out of 190 countries, surpassing France, Italy, Switzerland, Netherlands and some other EU and OECD countries.

The core question of this paper is: does the contract spirit effectively raise the level of regional innovation? and
what role does the commercial system reform play? Using the execution rate of online room reservation from CTRIP
company to measure the contract spirit, and using the time of industrial and commercial registration reform and the
time of market authority’s establishment to calculate the degree of commercial system reform in 285 cities in 2013-
2016, the empirical results show that: 1) The stronger the contract spirit, the more conducive to regional innovation. 2)
The contract spirit is complementary to the commercial system reform, and the contract spirit plays a greater role in in-
novation in areas where the commercial system reform is progressing better. 3) The action mechanism of contract and
business environment on innovation is industry selection and enterprise entry, which are respectively reflected in pro-
moting greater technological innovation in high—contract industries and more market entry of potential enterprises.
These conclusions have some meaningful policy implications for China’s innovative development and improving busi-
ness environment.

The possible marginal contribution of this paper can be seen in the following three aspects: firstly, we use CTRIP data
to test whether the contract spirit affects innovation in Chinese cities. Some literatures are about how the entry barriers,
administrative approval system, business environment, and other factors impact on the innovation, which have a little
similarity with this paper. However, this paper makes some differences. The paper does not measure the business envi-
ronment from the perspectives of government system convenience, entrepreneurs individual characteristics, local culture.
Instead, we use the execution rate of online room reservation from CTRIP company to measure the spirit of contract.
Secondly, it quantifies the reform of commercial system. In recent years, a large number of literatures on the reform of
administrative approval have emerged. As an key part of the reform of administrative approval, the reform of commercial
system deserves special in—depth study, which is an important supplement to the existing literatures. Thirdly, we analyze
the action mechanism from the perspective of industry contract intensity. Existing literatures mainly attribute the related
effects of the administrative approval reform to factors such as promoting market entry, reducing institutional costs or
administrative expenses, and fail to study from the perspective of industry contract intensity.

Keywords: contract spirit, commercial system reform, innovation, contract intensity
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