Advances in Economics and Management Research ICMSMI 2023

ISSN:2790-1661 Volume-8-(2023)
Fraud in Listed Companies in China: Causes, Impacts and
Countermeasures
Luwei Bo' "

' Nanjing Audit University
" boluwei2022@163.com

Abstract. In recent years, the issue of fraud in Chinese listed companies has been a topic of great
concern. This paper aims to explore the causes of fraud in listed companies in China, its impact on
the economy and investors, and propose some countermeasures. Through a comprehensive
analysis of relevant literature and cases, we found that the root causes of fraud include insufficient
supervision, moral hazard, financial pressure, and information asymmetry. These problems have
had a negative impact on the development of China's capital market, harmed the interests of
investors, and weakened the credibility of the market. However, by strengthening supervision,
improving corporate governance mechanisms, improving information transparency, and
strengthening investor education, we can effectively deal with fraud problems and maintain market
order and investors' rights and interests.
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1. Introduction

The development of China's capital market has made great progress, and listed companies, as the
core component of the market, play an important role. However, the problem of fraud among
Chinese listed companies has been plaguing the market and investors. Fraudulent behavior not only
damages the interests of investors, but also weakens the credibility of the market and has a negative
impact on the entire economic system. Therefore, it is of great practical significance to study the
causes, impacts and response strategies of fraud in listed companies in China.

First, by in-depth research on the causes of fraud, we can better understand the motivations
behind fraud and help develop targeted solutions. Secondly, analyzing the impact of fraud on the
economy and investors can reveal its potential destructive power and draw greater attention to the
issue of fraud. Finally, proposing strategies to deal with fraud issues can provide effective guidance
for regulatory agencies, listed companies and investors, and promote the healthy development of the
market.

Through the development of this research, we hope to provide certain theoretical and practical
guidance for solving the fraud problem of China's listed companies, promote the healthy
development of the capital market, safeguard the interests of investors, and improve the credibility
of the market. At the same time, this study can also provide reference and reference for related
research fields and promote more in-depth research work.

2. Types of Fraud Problems in Listed Companies

2.1 Financial statement fraud

Financial statement fraud occurs when a company intentionally misleads investors, regulators,
and other interested parties by tampering with its financial statements, accounts, and financial
information, usually to improve the company's financial position or to hide actual financial
problems [1]. Fraud is committed through revenue manipulation, cost manipulation, and asset value
manipulation. Such behavior may violate laws and regulations and have a negative impact on the
company and the market.
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2.2 Secret Deal

Insider trading refers to stock trading by company insiders or related parties who have
unpublicized information. This undisclosed information may include company performance, merger
and acquisition plans, product launches, major contracts and other information that has an impact on
stock prices. For example, a listed company manipulates its profits by manipulating the expenses of
its subsidiaries. It is precisely because the expenses of the parent company and its subsidiaries
cannot be disclosed effectively that it can deceive investors to a certain extent without being
discovered[2].

2.3 Market manipulation

Market manipulation refers to individuals or organizations deliberately using improper means to
affect the price or trading volume of stocks, securities or other financial assets, thereby obtaining
illegal or improper economic benefits. Fraud is committed through price manipulation, price
manipulation, and market information manipulation. Such behavior will disrupt the normal
operation of the market, damage investor confidence, and undermine market fairness.

3. Reasons for Fraud in Listed Companies

3.1 Insufficient supervision

Insufficient supervision is one of the important reasons leading to fraud problems in China's
listed companies. Although regulatory agencies have increased their supervision of listed companies
in recent years, there are still some problems. First of all, the law enforcement capabilities and
technical means of regulatory agencies are relatively lagging behind, making it difficult to detect
and combat fraud in a timely manner [3]. Secondly, regulatory rules and systems are not perfect
enough, and there are loopholes and gaps, giving some criminals opportunities to take advantage of
them. In addition, coordination and cooperation between regulatory authorities are not close enough,
and there are obstacles in information sharing and data integration, resulting in the integrity and
effectiveness of the regulatory system being affected.

3.2 Moral Hazard

Moral hazard is another important reason for the fraud problem in China's listed companies.
Some company senior managers and internal personnel lack a moral bottom line and adopt
dishonest and non-compliant behaviors for the purpose of pursuing personal interests [4]. They may
engage in false disclosures, benefit transfers, financial fraud and other behaviors, seriously
damaging the interests of the company and investors. In addition, the existence of moral hazard is
also related to the lack of corporate culture and values, imperfect corporate governance structures
and internal control mechanisms, and the lack of effective supervision and checks and balances.

3.3 Financial pressure

Financial pressure is one of the driving forces behind some listed companies falling into fraud.
Some companies are facing problems such as operating difficulties, declining profits, and debt
accumulation. In order to conceal their true financial status, they have resorted to means such as
inflating income, concealing liabilities, and fabricating profits to commit financial fraud [5].
Financial pressure also comes from the pressure of expectations from shareholders and investors. In
order to meet market expectations, some companies do not hesitate to break the law to avoid risks
and engage in illegal operations and fraud.

3.4 Information asymmetry

Information asymmetry is another important factor leading to fraud problems. Information
asymmetry refers to the differences in information acquisition and transmission between company
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insiders and external investors. The leakage of inside information, internal and external collusion,
and the failure to disclose important information to the outside world allow insiders to obtain
favorable information and conduct illegal operations, while external investors have difficulty in
obtaining true and complete information, making it impossible to make accurate investment
decisions. Information asymmetry intensifies market uncertainty and investment risks, providing
opportunities for fraud.

4. The Impact of Fraud

4.1 Economic impact

The impact of fraud in China's listed companies on the economy is multifaceted. First, fraud
destroys the fair competition environment in the market, distorts the efficiency of resource
allocation, and affects the normal operation of the economy. Fraudulent behavior has led to a
decline in investor confidence in the market, reduced investment willingness and activity, thereby
inhibiting the continued growth of investment and having a negative impact on economic
development.

Second, fraud damages a company's reputation and image. When fraud is exposed, a company's
reputation is seriously damaged, trust is destroyed, and it has a negative impact on the company's
business activities. This may lead to investor withdrawals and stock price declines, which may in
turn affect the company's financing capabilities and business development.

In addition, fraud can also have a negative impact on the financial system. The exposure of fraud
will lead to the expansion of financial risks and pose a threat to the stability of financial institutions
such as banks and securities companies. Financial institutions may face problems such as an
increase in bad debts and weakened capital strength, which will affect the stability and healthy
development of the financial system.

4.2 Impact on investors

The issue of fraud has serious consequences for investors. First, the fraud resulted in property
losses for investors. Investors may make wrong investment decisions because they are misled or
deceived, resulting in financial losses. When fraud is exposed, stock prices can plummet and
investors' stock value is severely eroded.

Second, fraud undermines investor trust. Investors have doubts about the company's transparency
and information disclosure, making it difficult to judge the company's true value and potential risks,
reducing investor confidence. This has led to investors being withdrawn and cautious about the
market, affecting the liquidity and effectiveness of the market.

In addition, fraud issues have also weakened the protection of investors' rights and interests.
Fraudulent behavior damages the interests of investors, but due to imperfect securities laws and
regulations or weak law enforcement, it is often difficult for investors to obtain effective relief and
compensation. This increases investors' risk taking and rights protection costs, and reduces the level
of investor protection.

4.3 Impact on market credibility

The frequent occurrence of fraud in China's listed companies has seriously damaged the
credibility of the market. Fraudulent behavior makes the market lose the basis of fair competition
and destroys the normal order of the market. Investors' trust and confidence in the market have been
severely impacted, and they may have negative evaluations and avoidance attitudes towards the
market, resulting in a decrease in market liquidity and weakened trading activity.

In addition, the frequent occurrence of fraud will also have a negative impact on the confidence
of domestic and foreign investors. Foreign investors may reduce investment in China's capital
market because of their distrust of the market, thus affecting the internationalization process of the
market. Domestic investors may also transfer funds to other channels or other countries in search of
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a safer and more reliable investment environment, further weakening the competitiveness of the
market.

5. Strategies for Dealing with Fraud

5.1 Strengthen supervision

Strengthening supervision is one of the important strategies to solve the fraud problem of China's
listed companies. Regulatory agencies should increase the frequency and intensity of supervision
and inspection of listed companies and establish sound regulatory systems and rules. At the same
time, strengthen coordination and cooperation among regulatory authorities, strengthen information
sharing and data integration, and improve regulatory efficiency. In addition, strengthen the training
and professional quality improvement of supervisory personnel, improve law enforcement
capabilities and the application level of technical means, so as to more effectively detect and
combat fraud.

5.2 Improve corporate governance mechanism

Improving corporate governance mechanisms is the key to preventing and solving fraud
problems. Listed companies should establish a sound internal control system, strengthen risk
management and internal auditing, and ensure that the company's financial reports are true and
reliable. At the same time, the independence and supervisory role of the board of directors should
be strengthened and an efficient decision-making and accountability mechanism should be
established. In addition, we will strengthen professional ethics education and supervision for senior
managers and internal personnel, enhance corporate culture and values, and establish the concept of
honest management.

5.3 Improve information transparency

Improving information transparency is an important means to reduce fraud problems. Listed
companies should strengthen information disclosure to ensure the authenticity, accuracy and
timeliness of the disclosed content. By establishing a sound information disclosure system and
mechanism, we ensure that investors can obtain complete and transparent information, thereby
improving investors' decision-making capabilities and risk awareness. At the same time, a sound
information supervision mechanism should be established to strictly supervise and punish violations
of information disclosure.

6. Conclusion and Outlook

6.1 Conclusion

Through the study of fraud issues in China's listed companies, the following conclusions can be
drawn. First of all, the emergence of fraud problems is caused by multiple factors such as
insufficient supervision, moral hazard, financial pressure and information asymmetry. These factors
are intertwined and influence each other, resulting in the complexity and severity of the fraud
problem. Second, fraud issues have a negative impact on the economy, investors and market
credibility. It destroys the fair competitive environment of the market, harms the interests of
investors, and weakens the competitiveness and development potential of the market. Finally,
dealing with fraud requires comprehensive strategies and measures, including strengthening
supervision, improving corporate governance mechanisms, improving information transparency,
and strengthening investor education. The effective implementation of these measures will help
reduce the occurrence of fraud and safeguard the healthy development of the market and the rights
and interests of investors.
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6.2 Outlook

Solving the problem of fraud in China's listed companies remains a long and complex process.
All parties need to work together to continue to promote the implementation of relevant reforms and
measures. First of all, regulatory agencies should further strengthen the supervision of listed
companies, increase law enforcement, and improve regulatory effectiveness. Secondly, listed
companies should strengthen internal control and risk management, strengthen corporate
governance mechanisms, and improve the quality and transparency of information disclosure. At
the same time, investors should also enhance their awareness of self-protection, improve their
investment literacy, invest rationally, and avoid blindly following the trend and speculating.

Finally, I hope that more research will focus on the fraud problem of China's listed companies in
the future and propose more specific and feasible solutions to promote the healthy development of
China's capital market, safeguard the rights and interests of investors, and enhance the credibility of
the market. Through continued efforts, the problem of fraud among China's listed companies will be
better solved, and the capital market will develop more healthily and stably, creating more value for
economic development and investors.
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