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Financial Development, Soft budget constraints, and Firm Investment
He Xian-jie
(Shanghai University of Finance and Economics, Shanghai 200433, China)
Abstract: Based on china’s listed companies, this paper empirically investigates whether
the transmission mechanism of financial development is in effect under china’s transitional
economics. More over, we also explore the institutional factors which may influence the
validity of this mechanism. Our finding shows that financial development can alleviate the
financial constraints of companies’ investment. However, the existing soft budget
constraints distort financial constraints of state owned companies, and cast shadow on the
positive role of financial development, which results in “leakage effect”. The policy
implications from the finding are obvious. In order to alleviate the financial constraints of
companies, improve the efficiency of investment and promote the development of the
economy, we must reinforce the development of finance together with hardening the soft

budget constraints.
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