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Abstract: High cost is one of the most important factors restricting the development of China’s service industry. This paper finds that
there are four problems in service industry of our country. First, there is no obvious decrease in "cost reduction" under the
tax burden. Second, a variety of charges of service firm increase the costs. Third, the cost of factors of production is higher
in service industry. Lastly, hidden institutional costs remain high. To solve these problems, the author puts forward some
policy suggestions such as further advancing the reform process of service industry, increasing the "simplification of

administration and decentralization" of service industries, forming a market—oriented factor price mechanism as soon as

possible, adhering to innovation guidance and opening up to both the domestic and foreign sides.

Keywords: service industry; “cost reduction”; “replacing business tax with value added tax (VAT)”; “reforms to streamline

administration, delegate powers, and improve regulation and services”
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