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Abstract. In certain areas, local government or external influence in judicial
processes continues, and legal control is markedly inadequate. Such occurrences
impede firms in meeting their social responsibilities, particularly in regions with
limited legal enforcement, complicating the regulation of corporate behavior.
Researchers utilized literature review and field interviews to analyze and com-
pare domestic and international circuit court systems. The study examined their
theoretical importance in refining judicial conceptions and bolstering oversight
of local judicial institutions, along with their practical function in addressing
deficiencies in conventional judicial models and improving judicial efficiency. It
additionally provided suggestions for enhancing the circuit court system.
Nonetheless, the true influence of circuit courts in the realm of corporate social
responsibility is still inadequately examined. This study seeks to address this gap
by studying case studies to investigate the impact of circuit courts on corporate
social responsibility.
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1 Introduction

The disagreement over execution funds between Chen Jiaqi and the Commerce Bureau
of Lingao County endured for over thirty years. In September 2023, the First Circuit
Court of the Supreme People's Court accepted the case, and Judge Wang Jun traveled to
Hainan to conduct in-person proceedings. Subsequent to mediation, the parties attained
a consensus, resulting in Chen Jiaqi receiving the execution funds and executing a
pledge to discontinue petitions and appeals [1]. In recent years, the swift advancement
of the global economy has rendered corporate social responsibility (CSR) a prominent
subject of public interest [2]. In certain areas, local government or external influence in
judicial processes continues, and legal control is markedly inadequate. Such occur-
rences impede firms in meeting their social responsibilities, particularly in regions with
limited legal enforcement, complicating the regulation of corporate behavior [3].

The creation of circuit courts has transcended the constraints of conventional judi-
cial frameworks, enhancing the efficiency and fairness of judicial proceedings. Circuit
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courts have innovated judicial enforcement methods by directly interacting with
grassroots groups. By completely utilizing the normative and guiding functions of the
judiciary, they have bolstered and improved the economic climate in their jurisdic-
tions while promoting the modernization of social government. Scholars emphasized
the crucial function of circuit courts in advancing judicial reform and enhancing so-
cial governance, claiming that they assist in identifying and resolving governance
difficulties while facilitating societal development [1]. Other researchers utilized lit-
erature review and field interviews to analyze and compare domestic and international
circuit court systems. The study examined their theoretical importance in refining
judicial conceptions and bolstering oversight of local judicial institutions, along with
their practical function in addressing deficiencies in conventional judicial models and
improving judicial efficiency. It additionally provided suggestions for enhancing the
circuit court system.

Nonetheless, the true influence of circuit courts in the realm of corporate social re-
sponsibility is still inadequately examined. This study seeks to address this gap by
studying case studies to investigate the impact of circuit courts on corporate social
responsibility. Therefore, this study proposed a research question:

What is the impact of circuit courts on corporate social responsibility in China?

2 Institutional Background

Regardless of the nation, scholars contend that the establishment of a free market is
inextricably linked to the protection of individual rights and the limitation of govern-
mental authority by the contemporary judicial system [4]. China's economy has had a
consistent growth pattern for over 40 years due to the incremental reform of its eco-
nomic structure. Nonetheless, the persistent economic growth is not entirely aligned
with the relative delay in the reform of China's judicial system [5]. The overall judi-
cial efficiency is low, and local government’s disproportionate participation in the
legal system has long been an undeniable reality [6]. Consequently, given that human,
property, and other resources are governed by the local authorities, judicial bodies at
all levels are evidently unable to extricate themselves from the local government's
interference in judicial proceedings [7].

Therefore, to address the issue of judicial localization and enhance the standard of
regional judicature, the fourth Plenary Session of the 18th CPC Central Committee
considered and ratified the Decision of the CPC Central Committee on Several Major
Issues about comprehensive reforms [8]. In October 2014, the promotion of the Rule
of Law included a significant proposal to enhance the distribution of judicial re-
sources through the construction of circuit tribunals by the Supreme People’s Court
(SPC). In January 2015, the inaugural and subsequent circuit tribunals were estab-
lished in Shenzhen, Guangdong Province, and Shenyang, Liaoning Province. In De-
cember 2016, the third, fourth, fifth, and sixth circuit tribunals were established in
Nanjing, Jiangsu Province; Zhengzhou, Henan Province; Chongqing; and Xian,
Shanxi Province, respectively. Scholars that the concept of creating SPC outlets be-
yond Beijing is not novel. Indeed, in the early 1950s, the SPC formed six subsidiary
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courts across the six Great Regions (Da Xingzheng Qu) [9]. The branch courts were
subsequently governed by both the SPC and the administrations of the Great Region.
In 2003, a congress deputy proposed the establishment of circuit tribunals to mitigate
local protectionism at the National People’s Congress (NPC), and this notion was
reiterated in 2005 during a Political Consultative Conference. Currently, the circuit
areas governed by China's circuit tribunals encompass 26 provinces and autonomous
regions, which is highly significant for advancing the development of judicial mod-
ernization in China [10].

Regrading the relationship between circuit tribunals and SPC, and the internal
structure of circuit tribunals, scholars provided detail explanations. The newly consti-
tuted tribunals are characterized as permanent adjudicative bodies instituted by the
SPC, with their judgments, rulings, and decisions recognized as those of the SPC [6].
It was asserted that the selection of the term 'tribunals' over 'courts' was intended to
highlight their status as internal divisions of the SPC rather than independent judicial
bodies. Within the SPC, circuit tribunal judges, known as Zhushen Faguan (trial
judges), are chosen and appointed from a pool of seasoned judges of the SPC, with
each serving a term of two years. Throughout the six circuit tribunals, the prevailing
procedure is that the heads and deputy heads are chosen from among the SPC judges,
but their appointments are made by the Standing Committee of the NPC, and they
concurrently serve as trial judges (Zhushen Faguan) [9].

Researchers analyzed the purposes and justifications for the creation of circuit tri-
bunals from two primary viewpoints: firstly, circuit tribunals enable the SPC to con-
centrate on its essential policy-making responsibilities while alleviating the burden of
ensuring social stability in Beijing [4]. Whereas, local handling of matters, particular-
ly petitions, would enhance the social stability (weiwen) of the national capital and
enable the SPC headquarters to concentrate on developing judicial policies and inter-
pretations. Moreover, scholars articulate that the primary objectives of establishing
circuit tribunals are to dismantle local protectionism. In terms of local protectionism,
previous research has reached potentially contradictory conclusions regarding the
impact of judicial institutions on local protectionism. Scholars in developed nations
contend that judicial institutions could prohibit municipal protectionism in multiple
manifestations, such as the commerce clause in the United States [6]. Research-
ers claim that local governments in developing nations possess the authority to make
personnel and budgetary choices for courts, leading to regional courts becoming ori-
ented towards local interests [7]. Amid escalating trade uncertainty, China is endeav-
oring to recalibrate its economy towards a cohesive domestic market. Consequently,
discriminatory local policies in mass forms are often prohibited [8]. This significant
structural alteration offers substantial exogenous variances in judicial institutions that
can be utilized to resolve the endogeneity problem, with circuit tribunals serving as a
typical illustration. Furthermore, circuit tribunals also mitigate market segmentation.
They indicated that, in contrast to the scenario devoid of circuit tribunal oversight,
where retrials remain solely within the jurisdiction of the SPC, the reform substan-
tially enhances the rectification effect by 16.6%. They additionally indicated that
circuit tribunals substantially reduce the market segmentation index by 0.014 or
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45.2%, thereby offering more evidence that the heightened probability of plaintiff
success corresponds to more accurate and superior court determinations [10].

3 Methodology

3.1 Data

This research utilizes a dataset of corporate social responsibility (CSR) scores of pub-
licly listed companies across various provinces and cities in China from 2009 to 2022.
CSR scores are evaluated on a scale from 1 to 9, with higher scores indicating a
stronger commitment to corporate social responsibility. The sample comprises exclu-
sively publicly listed corporations, encompassing both state-owned and private enter-
prises. The CSR scores are published annually and indicate the social and environ-
mental contributions of corporations, encompassing sustainability policies, employee
welfare, and community engagement.

The data is categorized into two main groups: Treatment Group: This group com-
prises the provinces and cities overseen by the First Circuit Court, with the treatment
year designated as 2016, coinciding with the commencement of the First Circuit
Court's operations. The control group comprises Beijing, which has consistently been
governed by the Supreme People's Court and so does not undergo the same judicial
involvement as the treatment group.

3.2  Difference-in-Differences (DiD) Model

To estimate the impact of the establishment of the First Circuit Court on CSR scores,
a Difference-in-Differences (DiD) approach is employed. The basic idea is to com-
pare the changes in CSR scores between the treatment group (provinces managed by
the First Circuit Court) and the control group (Beijing) before and after 2016.

The DiD estimation model can be expressed as follows:

Y, = a+ B Post, + B,Treat, + B,(Post, x Treat,) + &, (1)

3.3 Findings

An essential premise of the Difference-in-Differences (DiD) methodology is the par-
allel trends assumption, which asserts that without the intervention, the CSR scores of
both the treatment and control groups would have exhibited parallel trajectories. To
evaluate this hypothesis, we graph the mean CSR scores of both groups from 2009 to
2015, prior to the commencement of operations by the First Circuit Court in 2016.
Shown as Figure 1.
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CSR Scores by Group (2009-2022)
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Fig. 1. CSR Scores

The pre-treatment trends demonstrate that the CSR scores of both the treatment and
control groups displayed comparable trajectories in the years preceding 2016. Both
groups had modest, moderate gains in CSR values, with no noticeable variance be-
tween them. This visual inspection corroborates the validity of the parallel trends
assumption, as the treatment and control groups had analogous trends in CSR perfor-

mance before the inception of the First Circuit Court.

Table 1. DiD result

Standard Error

DiD result 2.75%* 0.55
0.28

DiD result (Placebo) 0.21

Significance levels: ***p<0.001, **p<0.01, *p<0.05.

The coefficient for the interaction term between Post treatment and Treat-
ment_group, the primary coefficient of interest in this DiD model, is calculated at
2.75 with a standard error of 0.55, as presented in Table 1. This signifies that, on av-
erage, CSR scores in the treatment group rose by 2.75 points compared to the control
group after the creation of the First Circuit Court in 2016. This effect is statistically

Coefficient on Interaction

significant at the 1% threshold.
The positive and statistically significant coefficient indicates that the establishment

of the First Circuit Court significantly improved the CSR scores of publicly listed
companies in the treatment provinces, aligning with the hypothesis that judicial re-
forms, especially those focused on strengthening legal oversight, encouraged compa-
nies to prioritize corporate social responsibility. To verify the validity of the treatment
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year (2016), I re-estimated the DiD model employing a placebo treatment year
(2014). The interaction term for the placebo test is estimated as 0.21, with a standard
error of 0.4. This outcome lacks statistical significance, indicating that the observed
effect pertains exclusively to the treatment year (2016).

To investigate if the treatment impact differs among various business types, we
separately evaluated the DiD model for state-owned enterprises (SOEs) and private
firms. The findings are displayed in Table 2.

Table 2. Heterogeneous Treatment Effects by Ownership Type

Ownership Type Coefficient on Interaction Standard Error
State-Owned Enterprises (SOEs) 2.91%* 0.6
Private Enterprises 2.22%* 0.51

Significance levels: ***p<0.001, **p<0.01, *p<0.05.

Both state-owned and private enterprises show significant positive treatment ef-
fects, with SOEs experiencing a slightly stronger increase in CSR scores compared to
private firms. This finding suggests that the judicial reforms may have a more pro-
nounced effect on state-owned firms, possibly due to stronger regulatory oversight
and institutional pressure in the public sector.

4 Conclusion

This study employed the Difference-in-Differences (DiD) methodology to analyze the
effect of the creation of the First Circuit Court in China on the Corporate Social Re-
sponsibility (CSR) scores of publicly traded corporations from 2009 to 2022. The
findings indicate that the establishment of the circuit court markedly enhanced CSR
scores in the treatment provinces and cities from 2016 onward, in contrast to the con-
trol group (Beijing). This discovery offers empirical evidence for the significance of
enhanced legal governance in advancing corporate social responsibility.

The rise in CSR scores after the court's establishment aligns with Legitimacy The-
ory, which asserts that corporations augment their CSR initiatives to conform to soci-
etal standards and preserve legitimacy in the perception of the public and regulators.
The circuit court's intervention certainly indicated a more robust legal framework,
prompting firms to enhance their CSR operations to evade judicial scrutiny and attain
social legitimacy.

Furthermore, the results correspond with Institutional Theory, which highlights the
influence of institutional contexts on organizational behavior. The circuit court en-
hanced legal clarity and enforcement, fostering a more regulated and predictable eco-
nomic climate that incentivized corporations to operate more responsibly. This study
underscores the substantial impact that legal and institutional reforms, including the
creation of circuit courts, exert on business conduct, especially on social responsibil-
ity. Policymakers may contemplate additional judicial reforms to improve corporate
accountability and CSR efforts in certain locations.
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