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Abstract	
With	the	development	of	the	world	economy,	the	country's	economy	is	also	developing	
steadily.	Financial	fraud	has	become	the	most	common	and	difficult	to	eradicate	problem	
in	the	securities	market,	which	not	only	has	a	bad	impact	on	the	capital	market,	but	also	
is	the	biggest	hidden	danger	 in	the	securities	market.	Financial	 fraud	not	only	causes	
losses	 to	 investors,	 but	 also	has	 a	negative	 impact	 on	 the	 resource	 allocation	 of	 the	
financial	market	and	reduces	the	credibility	of	the	market.	For	financial	fraud,	different	
countries	have	their	own	legal	regulation	and	punishment	methods.	In	this	regard,	the	
paper	will	analyze	the	legal	regulation	of	financial	fraud	from	the	perspective	of	different	
cases	in	China	and	the	United	States,	and	use	empirical	research	methods	to	analyze	the	
efficiency	of	the	results	of	different	legal	regulation	to	solve	the	fundamental	problems.	
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1. Introduction	

In	China,	the	securities	market	has	a	series	of	corresponding	laws	and	regulations,	covering	all	
aspects.	In	terms	of	financial	fraud,	there	is	a	provision	in	Article	197	of	the	Securities	Law	of	
the	People's	Republic	of	China:	If	an	information	disclosure	obligatory	fails	to	submit	relevant	
reports	or	fulfill	its	information	disclosure	obligations	in	accordance	with	the	provisions	of	this	
Law,	it	shall	be	ordered	to	make	corrections	and	given	a	warning,	and	shall	be	fined	not	less	
than	five	hundred	thousand	yuan;	the	person	in	charge	and	other	persons	directly	responsible	
shall	be	given	a	warning	.....	The	stipulated	amounts	are	all	between	five	hundred	thousand	and	
five	million.	In	the	U.S.,	counterfeiting	listed	companies	may	be	directly	bankrupt	and	collapse;	
the	maximum	penalty	is	a	$5	million	fine	or	20	years	of	imprisonment;	all	profits	are	confiscated	
and	the	penalty	is	doubled;	no	re‐listing	is	possible,	etc.	all	form	a	difference	with	the	Chinese	
penalties.	In	different	scholars'	studies,	for	the	analysis	of	the	causes	of	financial	fraud	in	China	
and	 the	U.S.,	 some	 scholars	believe	 that	 it	 is	 the	difference	 in	 the	 audit	 system	of	 company	
registration,	i.e.,	the	registration	system	in	the	U.S.	and	the	audit	system	in	China,	which	leads	
to	the	different	penalties	for	financial	fraud	in	the	two	countries.	Some	scholars	also	believe	
that	the	problem	arises	at	the	accounting	level,	and	they	believe	that	accounting	fraud	is	also	a	
major	cause	of	 financial	 fraud.	However,	 in	the	process	of	realistic	punishment,	 the	way	the	
legal	regulation	is	adopted	and	its	enforcement	is	also	one	of	the	important	reasons	that	affect	
its	punishment	results.	In	the	current	stage	of	research,	the	main	research	levels	are	suggested	
and	 improved	 from	 the	 internal	 perspective	 of	 listed	 companies	 and	 the	 government	
perspective.	 However,	 as	 a	 matter	 of	 fact,	 there	 are	 also	 huge	 loopholes	 in	 the	 process	 of	
implementing	inspection	and	regulation.	
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2. Marerials	and	Methods		

As	an	ideal	example,	Luckin	coffee	incident	shocked	China	and	abroad,	its	financial	fraud	once	
discovered	was	severely	punished,	received	a	notice	from	Nasdaq	and	delisted,	but	also	faced	a	
fine	of	$180	million,	its	stock	market	also	suffered	a	heavy	blow	on	the	same	day.	Delisting	is	a	
very	severe	blow	for	 listed	companies,	while	compared	to	the	Chinese	 financial	 fraud	case	‐	
Kangmei	Pharmaceuticals	allegedly	falsified	30	billion	yuan,	while	the	maximum	penalty	was	
900,000	yuan	and	the	minimum	penalty	was	100,000	yuan,	there	was	no	mention	of	delisting	
or	high	fines,	instead	its	stock	market	nearly	rose	during	this	incident.	Such	penalties	are	to	be	
considered	 for	 the	 listed	 companies	 that	 falsified.	According	 to	 statistics,	 from	 January	1	 to	
December	31,	2020	in	China,	a	total	of	27	listed	companies	were	punished	by	the	SFC/SRC	for	
financial	fraud	matters.	This	also	reflects	to	a	certain	extent	that	the	regulation	of	financial	fraud	
in	China	is	comparatively	weak.	As	a	matter	of	fact,	financial	falsification	is	due	to	the	fact	that	
companies	use	stock	trading	information	to	release	to	the	society	through	various	media	and	
have	a	certain	social	status,	and	companies	make	financial	falsification	in	order	to	maintain	the	
share	price	when	they	are	not	operating	well	or	have	financial	difficulties,	and	another	reason	
is	 that	 the	company	 is	 too	equity	concentration	system.	The	motivation	of	 financial	 fraud	 in	
listed	companies	is	also	considered	to	be	of	two	kinds:	profit‐driven	and	financing‐driven.	[1]	
The	comparison	of	the	two	cases	reveals	that	the	great	difference	between	the	governance	of	
China	 and	 the	 US	 lies	 in	 the	management	 structure	 and	 the	 strength	 of	 the	 regulation,	 the	
market	development	in	China	is	not	mature	compared	to	the	US,	and	the	standard	of	industry	
self‐regulation	needs	to	be	 improved.	[2]	The	main	core	 issues	are	corporate	autonomy	and	
external	regulation.	Financial	strength	penalties	are	insufficient,	accounting	entry	thresholds	
and	regulation	are	too	low,	and	securities	regulators	do	not	strictly	follow	market	requirements.	
There	is	also	no	lack	of	corruption	with	corrupt	officials.	

3. Results	and	Discussion	

Preventive	measures	should	be	improved	and	developed	in	three	ways:	
1.	Increase	financial	fraud	penalties	and	improve	relevant	laws	and	regulations.	In	my	personal	
opinion,	this	initiative	is	the	top	priority.	At	present,	domestic	penalties	are	weak	due	to	the	fact	
that	the	Chinese	securities	market	is	not	well	rooted.	Therefore,	for	the	development	of	more	
mature	enterprises	dare	not	punish,	cannot	punish	‐	will	affect	the	operation	and	development	
of	the	entire	securities	market.	However,	a	healthy	and	mature	securities	market	is	guaranteed	
by	law,	the	economy	to	run,	the	transparency	of	capital	flows	is	the	best	form	of	performance	
for	 participating	 investors.	 At	 present,	 "Accounting	 Law"	 and	 "Accounting	 Standards	 for	
Enterprises"	promulgated	in	China	still	have	some	unclear	boundaries	on	financial	fraud	and	
accounting	errors.	Although	"Company	Law"	has	perfected	that	company	employees	are	not	
allowed	 to	 falsify	 financial	 data	 by	 taking	 advantage	 of	 their	 positions,	 there	 are	 unclear	
provisions	on	the	punishment	of	financial	falsification	and	the	definition	of	falsification	scope	
in	these	laws.	[3]	(The	state	should	introduce	relevant	policies	to	support	enterprises	that	abide	
by	laws	and	regulations.	Honest	corporate	culture	should	be	vigorously	promoted	to	promote	
the	positive	development	of	the	market.	Therefore,	relevant	legal	departments	should	take	into	
account	 China's	 national	 conditions,	 formulate	 corresponding	 penalty	 provisions	 for	 this	
phenomenon,	increase	the	penalty,	raise	the	cost	of	fraud,	clearly	define	the	scope	and	amount	
of	 financial	 fraud,	 and	 establish	 compensation	 and	 criminal	 liability	 mechanisms	 so	 that	
financial	 fraud	crimes	can	be	punished	accordingly.	These	measure	should	be	carried	out	 in	
order	to	effectively	control	the	above	mentioned	issue.	
2.	 Improving	 the	 accounting	 access	 system	 should	 add	 another	 layer	 of	 supervision	 to	 the	
auditing	and	data	submission	in	the	company.	The	disclosure	of	accounting	information	also	
needs	to	be	improved.	Under	the	reform	of	government	system,	the	requirements	of	accounting	
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industry	 are	 raised,	 so	 it	 is	 necessary	 to	 increase	 audit	 coverage,	 improve	 audit	 system,	
strengthen	audit	supervision,	reduce	the	error	and	possibility	of	financial	errors,	and	establish	
a	perfect	financial	management	system	so	that	accounting	can	no	longer	be	exploited	and	the	
phenomenon	 of	 using	 accounting	 errors	 as	 a	 cover‐up	 means	 can	 no	 longer	 occur.	 [4]	 In	
addition,	China's	current	financial	auditing,	taxation	and	other	supervisory	departments	need	
to	clarify	the	responsibilities	of	various	supervisory	agencies.	It	is	necessary	to	improve	audit	
work	to	reduce	the	possibility	of	financial	fraud.	
3.	Increase	the	transparency	of	the	legal	regulatory	process.	Self‐regulation	by	the	industry	and	
the	self‐regulatory	bodies	formed	by	society	are	very	effective	means	of	promoting	the	non‐
recurrence	of	financial	fraud.	On	this	basis,	the	supervision	of	society	should	also	play	a	role.	
Without	the	participation	of	the	society,	nothing	desirable	can	be	achieved.	For	the	financial	
supervision	and	legal	regulation	of	listed	companies,	the	transparency	of	the	process	is	made	
public	or	handed	over	 to	 the	 relevant	departments	 for	examination	and	 inspection,	and	 the	
requirements	 of	 each	 financial	 management	 system	 are	 strictly	 implemented,	 and	 each	
financial	 expenditure	 is	 strictly	 examined.	 Let	 every	 step	 of	 the	 supervision	 process	 be	
traceable,	 put	 an	 end	 to	 corruption,	 and	 at	 the	 same	 time	 crack	 down	 on	 criminals'	 illegal	
psychology	to	a	certain	extent.	

4. Conclusion		

In	 the	 capital	 market,	 a	 field	 of	 interest,	 nothing	 can	 be	 accomplished	 without	 norms	 or	
standards.	 Therefore,	 the	 formulation	 of	 laws	 and	 regulations	 is	 very	 important.	 However,	
people	are	the	creators	and	executors	of	laws	and	regulations,	and	only	by	bringing	into	play	
the	dynamism	of	the	executors	can	laws	and	regulations	emit	their	proper	effects	and	achieve	
the	purpose	of	punishing	violations.	If	only	laws	and	regulations	are	shelved	and	not	applied	to	
practice,	 the	 laws	 in	 the	 eyes	 are	 not	 conducive	 to	 the	 development	 of	 the	 market,	 and	
regulation	and	implementation	are	the	most	important.	The	prevention	of	financial	fraud	is	a	
very	complicated	project.	All	aspects	should	coordinate,	supervise	and	govern	together,	so	as	
to	make	the	law	play	its	role	to	the	maximum	extent.	In	terms	of	the	serious	issues	of	fraud,	
enterprises	should	pay	more	attention	to	their	own	development,	and	they	should	know	that	
strength	and	improving	ability	are	the	only	way	out	for	enterprise	development.	
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