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Legal System, Financing Constraints, and Corporate
Cash-Holding Behavior: A Quasi—Natural Experiment
Based on Financial Courts

Zhao Xijun Guo Yong Nie Huihua Lu Liping

Abstract: This paper investigates the impact of financial —judicial specialization on corporate
cash holdings using the establishment of financial courts in China as a quasi—natural experi-
ment, employing staggered difference —in —differences and triple difference methods. It finds
that, post—financial court establishment, companies within financial court jurisdictions signifi-
cantly reduced their cash holdings compared to the control group. This reduction is attributed to
enhanced financial contract enforcement, which lowers agency costs and alleviates financing
constraints. Heterogeneity analysis reveals that this effect is more pronounced in manufacturing
firms, those with higher market competition, smaller market capitalization, lower price—to—
earnings ratios, and lower gross revenues. The study contributes to the understanding of the e-
conomic consequences of China’s legal system and provides empirical evidence for advancing
the construction of a higher—level rule—of-law nation.
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