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Abstract

As the external constraint rule of all economic activities, the legal system environment plays an
increasingly important role in economic growth. Based on the provincial panel data from 2010 to
2019, this paper empirically examines the mechanism of legal environment on systemic financial
risk by using a two-way fixed effect model. The findings are as follows: 1) The optimization of legal
system environment significantly inhibits systemic financial risks. After replacing proxy variables
and eliminating the robustness test of external impact, the above conclusions are still valid. 2) The
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results of heterogeneity analysis show that the optimization of legal system environment in de-
veloped regions has a more obvious impact on systemic financial risks; 3) The segmented test re-
sults show that the optimization of the legal environment mainly restrains systemic financial risks
by intensifying financial supervision and strengthening government regulation. Therefore, this
study provides a certain theoretical basis and empirical support for how to continue to reasonably
optimize the legal system environment to further reduce the possibility of systemic financial risks.
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Table 1. Model regression result

= 1. BREFER
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Risk Risk Risk Risk Risk
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Table 2. Mechanism test result
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(M @) ©) “4)
Fin Risk Gov Risk
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(0.008)
Hu XA E 5E 5E 5E
I )44 E 5E 5E 5E
P AL B a1l il il il
N 300 300 300 300
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