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Fraud and efficiency of Screening: financial constraints perspective

Abstract

This paper investigates whether accounting fraud affect the resource allocation and effect of
screening implemented by China Securities Regulatory Commission (CSRC). Comparing the
degree of financing constraints before and after accounting fraud and before and after the
announcement of CSRC, we show that (1)firms can reduce financing constraints by accounting
fraud; (2) the degree of financing constraints of the fraud firms increases when CSRC announces;
(3) banks can detect the firms’ accounting fraud and reduce the new bank loans significantly.
When CSRC announces, we fail to find the evidence of the new bank loans change. They indicate
that strengthening the regulatory of information disclosure makes the uninformed investors detect
the fraud firms more efficiently, and improves market efficiency in resource allocation, and
promote the capital market development.
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