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Abstract In combination with the data of loss-making listed companies in manufacturing industry at capital market in 2008 —2010, this paper

analyzed the characteristics of loss of listed companies. Major reasons include the blind investment of management personnel, low operation and

management level, blind pursuit of diversified operation, improper stock right structure, weak supervision of government, and imperfect delist-

ing system. Finally, it came up with some countermeasures, including improving quality of management personnel, management personnel se-

lecting proper investment projects, strengthening internal management of enterprise, implementing effective asset rearrangement, setting up ef-

fective incentive and restrictive mechanism, bringing into play regulation function of banks, improving delisting mechanism, reducing centrali-

zation of state owned stock right, and establishing and improving market information disclosure system.
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Editor’s note . Agricultural listed companies are important links con-
necting agricultural production and capital market. Their healthy
development not only is an important issue of securities market , but
also concerns benign development of the national economy. Howev-
er, with changes in the demands of agricultural products and influ-
ence of international environment and climate, many agricultural
listed companies go into deficit. For this, more and more agricul-
tural listed companies carried out diversified expansion in other
fields, and actions of deviation from agriculture are of frequent oc-
currence , which not only go against the original intension of gov-
ernment subsidy for agricultural enterprises, but also reduce operat-
ing performance of agricultural listed companies. Therefore, in —
depth analysis on reasons for loss of agricultural listed companies
and presenting some pertinent countermeasures become hot issues.
On the basis of these, this paper took listed companies in manufac-
turing industry as an example, analyzed reasons for their losses,
and put forward some countermeasures, in the hope of providing
some references for agricultural listed companies , especially agricul-

tural machinery companies.

1 Introduction

With rapid development of China’s economy and further implemen-
tation of reform and opening-up, domestic securities market be-
comes mature and mature. However, faced with cut-throat compe-
tition both at home and abroad, there are more and more listed

companies going into deficit. Among them, manufacturing enter-
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prises take up a larger portion. Since the manufacturing industry
plays an important role in all enterprises in the process of econom-
ic liftoff, in expanding people’s employment, adjusting income
distribution, maintaining social stability, invigorating entire mar-
ket, and stabilizing structural distribution of national economy,
study on listed companies in manufacturing industry is helpful for
ensuring important functions of manufacturing enterprises in pro-
moting sound development of national economy and keeping social

prosperity and stability.

2 Characteristics of loss of listed companies in manu-
facturing industry

Samples of this study were taken from data of loss-making listed
companies in 2008 —2010. From analysis, we can know the fol-
lowing characteristics of loss of listed companies in manufacturing
industry.

2.1 Higher proportion of listed companies in manufacturing
industry Sample data in this study involve many industries at se-
curities market, including the manufacturing industry, social serv-
ice industry, information technology industry, transport industry,
and mining industry. From Fig. 1, it can be clearly seen that the
manufacturing industry has the largest proportion of loss-making
listed companies. Thus, it indicates important role of listed com-
panies in manufacturing industry at capital market. Making up
deficits of these companies plays a key role in sound development
of capital market, which is also the intention of this study.

2.2 High amplitude of losses We carried out a descriptive
analysis on loss-making listed companies in the manufacturing in-
dustry. The analysis results are listed in Table 1. From descriptive
analysis, it is known that listed companies in the manufacturing
industry have high amplitude of deficit. For this, we should find

out some reasons for their deficit, to change current situation.
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Fig.1 Statistical chart for the proportion of manufacturing in-
dustry to sample data
Table 1 Analysis of net profit

Standard
deviation

—2.63E8 —134604.16 —1.9607E7 3.31640E7

Min. Max. Average Variance

Net profit 1. 100E15

2.3 High frequency of sustained losses From sample data,
we selected those of manufacturing industry and summarized by
categories, as listed in Table 2. From Table 2, it is known that
sustained loss frequency of listed companies is high in manufactur-
ing industry. Many companies go into sustained losses for consecu-
tive two years. From the third year, most companies make up defi-
cit and increase surplus, possibly because they take some counter-

measures, for example, control of earning.

Table 2 Frequency of loss of listed companies

Times of deficient 4 3 2 1
Number of companies 5 36 104 78

3 Reasons for loss of listed companies in manufactur-
ing companies

3.1 Reasons at enterprise level

3.1.1 Blind investment of management personnel. At the stock
market, listed companies can raise more low-cost working capital ,
which will become a favorable condition for their development.
However, it will also lead to the blind investment of management
personnel when enjoying such favorable condition. Besides, man-
agement personnel may use the low cost capital raised to invest
other projects. Investment fails to get rid of old ideas, investment
is arbitrary, neither prudent nor scientific. As a result, it is prob-
ably that investment decision does not bring economic benefits for
enterprises,, and lays down heavy burden on enterprises due to loss
of benefits. Finally, listed companies have difficulty in operation
and go into serious deficit.

3.1.2 Low operation and management level. Management per-
sonnel take the leading position in operation of listed companies,
and their management ability and enthusiasm will directly influ-
ence performance of entire listed companies in the manufacturing
industry. If the operation and management level is low and it is
impossible to improve management level with changes of market
environment , listed companies in manufacturing industry remain in

depression, and then the situation will be worse. This will possi-

bly lead to listed companies having difficulty in operation, and
consequently going into sustained losses.

3.1.3 Reasons at research and development level. With con-
stant development of securities market, China’s market competi-
tion pressure is greater and greater. In this situation, competi-
tiveness of listed companies becomes an essential factor determi-
ning their survival and development. This requires that manufac-
turing companies should constantly upgrade products, put enor-
mous research and development cost, improve product quality,
and increase market share, so as to obtain powerful competitive-
ness. Nevertheless, many manufacturing companies often neglect
this point. As a result, research of new products is slow and fails
to keep pace with market development. Accordingly, they lose
advantages in intense market competition and go into deficit. For
example, because of weak R&D of new products, Brilliance Au-
tomobile Group sold only 11 047 Brilliance FSV (3 compart-
ments) cars in January to May of 2009 ( dropped nearly 52% ,
this figure was 22 877 in the same period of 2008 ) ; it sold 2 092
Zunchi cars ( dropped nearly 60% ) ; although the new FRV (2
compartments) were sold for 20 000 cars in January to May of
2009, the profit was small and it failed to change loss of Bril-
liance Automobile Group. In the first quarter of 2009, Brilliance
Automobile Group went into deficit.

3.1.4 Blind pursuit of diversified operation. Many listed compa-
nies in the manufacturing industry prefer diversified operation,
which will cause core business of enterprise not outstanding. Since
the scale and management ability of an enterprise is limited, if
capital is invested to many industries, the enterprise will lose the
scale effect, expend more management cost, and may make wrong
decisions due to lack of management experience of respective in-
dustry. As a result, core business shrinks substantially and the
enterprise gradually goes into plight and deficit.

3.2 Reasons at governance level

3.2.1

an essential part of company governance structure and is directly

Improper stock right structure. The stock right structure is

related to performance of listed companies in the manufacturing in-
dustry. At present, the stock right structure of listed companies in
the manufacturing industry is very complex. In general, it is char-
acterized by major public ownership, higher proportion of state-
owned stock right, too centralized and impossible to circulate.
Specifically, parent company excessively occupies capital, which
limits further development of listed companies in the manufactur-
ing industry. Listed companies transformed from state-owned en-
terprises generally possess superior assets of original state-owned
enterprises, while the latter will not have independent survival
ability, but have many redundant staff, huge debt and various
non-profitable service facilities. Such heavy burden has to be
placed on their affiliated companies, relying listed companies to
raise funds, and taking listed companies as their " Teller Ma-
chine". This presents difficulty for listed companies in capital
turnover, and accordingly limits development to an extreme

extent.
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3.2.2 TLack of incentive and restrictive mechanism. (1) In some
listed companies in manufacturing industry, the wage level of
managers is out of proportion to business performance. The wage
structure is not reasonable and the form is single. Besides, at the
end of the year, there is no significant reward to encourage manag-
ers and to effectively summon up enthusiasm of managers. What’s
worse, some operators with worse performance receive higher re-
ward than annual salary of operators with better performance,
which seriously dampens working enthusiasm of managers. (2)
There is no effective supervision and restrictive mechanism in lis-
ted companies. In most such companies, since the state is the lar-
gest shareholder, it is difficult for other shareholders to supervise
operation and management, and accordingly the supervision sys-
tem fails to bring into its full play. More important, it is the state
that has the right to hire members of board of directors and general
manager (usually the president is also the general manager ).
Thus, it is meaningless to realize supervision and restriction of
managers through the board of directors. In consequence, the in-
centive mechanism of listed companies becomes very weak and the
restrictive system fails to be guaranteed. Finally, some operators
take some improper or illegal means to pursue maximal benefits,
which makes the listed companies go into deficit.

3.3 Reasons at system level

3.3.1 Weak supervision of government. For bundled listing and
packaged listing, the China Securities Regulatory Commission fails
to filter mendacious information of these listed companies. Howev-
er, these listed companies go into deficit in the year when they are
listed. This will attract those enterprises that fail to fulfill perform-
ance to try every means to control profit beyond their operation.
Thus, it shows that the punishment of listed companies for illegal
actions is not harsh. In addition to weak supervision and lack of
efficiency, some listed companies in manufacturing industry go in-
to deficit and do not find solutions, but take method like control of
earning, and consequently the deficit will widen.

3.3.2
ting the Listings of Loss-making Listed Companies Implementing

Imperfect delisting system. The Suspending and Termina-

Procedures ( Revised) , issued by China Securities Regulatory Com-
mission, stipulates that if a company posts consecutive losses for
the most recent three years, the stock exchange shall render a de-
cision to suspend the listing of the company’s shares. However,
such provision is too simple, it only specifies years of losses. At
securities market of China, the supply of stock is far less than the
demand of stock. With constant development of securities market
and continuous increase of stock demand, stock supply will also
constantly increase, but the reality of stock supply far less than the
stock demand leads to obvious " supply and demand bottleneck" at
securities market. In this situation, listing qualification becomes
precious for an enterprise. If an enterprise has listing qualifica-
tion, it can raise funds at the capital market. Nevertheless, for
those enterprises with bad performance or even in deficit, such
precious resource has the danger of loss. In this case, the enter-

prise may take the means of control of earning. As a result, there

is the problem of "deficit as much as possible in one time".

4 Recommendations for preventing and controlling
loss of listed companies in the manufacturing industry

4.1 Countermeasures at enterprise level
4.1.1

mended to regularly provide systematic training of modern enter-

Improving quality of management personnel. It is recom-

prise industrial and commercial administration knowledge for man-
agement personnel, to raise their innovation, public relation and
marketing ability. In addition, personnel market can be used to
recruit high quality talents to form powerful senior management
personnel team. With the aid of market laws, it is expected to se-
lect really competent management personnel. Furthermore, enter-
prises can organize some simulated commercial war events, to
stimulate workers’ enthusiasm, strengthen team spirit, raise inde-
pendent thinking of management personnel, and explore new de-
velopment road. Through these events, it is expected to boost con-
fidence of management personnel, keep positive attitude and keep
calm when their companies go into deficit, and lead workers to
make efforts and keep forging ahead to overcome difficulties and
relieve their companies of loss.

4.1.2 Selecting proper investment projects. Proper investment
project is the key for listed companies to get rid of loss. Thus,
management personnel of companies should focus on investment
strategy when choosing investment projects. Firstly, it is required
to make scientific evaluation of feasibility of the project. Besides,
it should care about technical content, economic benefit, and mar-
ket competitiveness. Choosing proper investment projects can
avoid some wrong investments and help making-loss enterprises
move out of deficit.

4.1.3 Strengthening internal management of enterprises. Since
listed companies in manufacturing industry can raise funds through
securities market, it is easy for them to conduct external expansion
of production. However, simply pursuing multiple industry devel-
opment will lead to weakening of core business, loosening of ex-
ploration of internal potential. Such extensive management pres-
ents hidden troubles for loss. Instead, these companies should
take the road of intensive operation, especially, expand core busi-
ness to reduce risk of losses. Besides, listed companies should
take strict control over expenses, increase revenue and reduce ex-
penditure, to realize better performance. In addition, listed com-
panies should orient towards market, take market-oriented operat-
ing philosophy, and put the core of business on market, to im-
prove ability of enterprises to adapt to constantly changing market.
4.2 Countermeasures at governance level

4.2.1

making listed companies in manufacturing industry have problems

Implementing effective asset rearrangement. Most loss-

of weak profitability, low asset quality, and heavy debt burden.
To turn loss into gain, it is obviously impractical. In this situa-
tion, the optimal method for reducing resource waste and safe-
guarding benefits of investors ( particularly medium and small

ones) is to attract cooperative shareholders, add high quality as-
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sets that have development prospective, and help these companies
conduct effective asset rearrangement and finally get rid of loss. At
present, effective assets rearrangement is a short-cut for loss-mak-
ing listed companies in manufacturing industry to move out of
plight, while the major method of asset rearrangement is asset
replacement.

4.2.2

nism. Through setting up incentive mechanism similar to stock op-

Establishing effective incentive and restrictive mecha-

tion, it is expected to make managers engaged by the board of di-
rectors bring into full play their enthusiasm for operation and man-
agement, find out reasons for losses, and lead all staffs to realize
better performance of listed companies in manufacturing industry.
Besides, we propose distributing dividends for workers with better
performance and letting workers become master of their compa-
nies, to stimulate their working enthusiasm and make companies
get 1id of plight as soon as possible. Furthermore, these compa-
nies should set up and improve effective incentive and restrictive
system, carry out regular auditing of financial report, and take
strict evaluation on operating performance of manager, so as to de-
cide to continue engaging the manager or dismiss him from duty.
Later, management right of managers should be reallocated, to im-
pose more restrictions on managers in implementing major deci-
sions, so as to really realize supervision and restriction of manag-
ers and prevent improper operation and management actions.
4.2.3 Bringing into play regulation function of banks. At the
same time of realizing diversified stock right structure, it is re-
quired to strengthen functions of banks in treatment of company
loss. Since banks have net cost advantages in economic control
and supervision and information cost advantages in implementing
economic control, introduction of banks to company governance is
favorable for bringing into play supervision and control functions.
From actual conditions of China, it is possible to allow banks to
hold shares of companies and let banks intervene with management
of companies. However, the proportion of shares held by banks
should be not great. After banks holding shares of listed compa-
nies, it is required to set up a proper system to specify rights of
banks in production and operation of these companies. The state
should grant some rights to banks intervening in operation and su-
pervision of companies. Only through this, may active role of
banks be ensured in controlling losses of companies. Besides, it is
proposed to establish adequate incentive mechanism to take char-
ges of risks of credit and stock right, and select qualified managers
and suitable investment to offer loans, so as to get rid of loss as
soon as possible.

4.3 Countermeasures at system level

4.3.1
of Suspending and Terminating the Listings of Loss-making Listed

Improving delisting mechanism. According to provisions

Companies Implementing Procedures ( Revised) , if a company posts
consecutive losses for the most recent three years, the stock ex-
change shall render a decision to suspend the listing of the
company’s shares; the stock exchange shall, within five working

days of the date on which the listed company applies for restoration

of its listing, render a decision on whether to accept the applica-
tion. Where, after the listing of the company’s shares has been re-
sumed, a company has not disclosed its first annual report after
the restoration of its listing when the statutory time limit ends, the
stock exchange shall render a decision to terminate the listing of
the company’s shares within 10 working days of the end of the stat-
utory time limit. Where, after the listing of the company’s shares
has resumed, a company discloses its first annual report after the
restoration of listing of its shares within the statutory time limit but
the company shows a loss, the stock exchange shall render a deci-
sion to terminate its listing within 30 working days after the disclo-
sure of its annual report. These provisions are so simple that listed
companies in manufacturing industry make effort to avoid punish-
ment through control of earning. To prevent such situation, it is
recommended to cancel the provisions on suspension and termina-
tion of listing due to consecutive losses for three years, and let
loss-making listed companies die out by market laws.

4.3.2 Reducing centralization of state owned stock right. This
means transforming the current stock right structure that state-
owned stock takes up the dominant part, and realizing diversified
development of the stock right structure. It is recommended to op-
timize those listed companies whose shares are largely held by the
state according to nature and functions of the state-owned econo-
my, to gradually quit industries where the state-owned stock is
necessary. Besides, listed companies in manufacturing industry
should cultivate diversified shareholding entities, loosen limitation
on individual shareholding, and gradually reduce centralization of
state owned stock right. These can be realized in two ways: (1)
increase new shares, but never sell new shares to old shareholde-
rs, which will naturally reduce the proportion of state-owned
shares; (2) transfer state-owned stock right, such as contractual
transfer, placing of state-owned shares, or transfer to some power-
ful companies for free. Through these, it can invigorate listed
companies, improve their stock right structure, and take full ad-
vantage of their assets.

4.3.3 Establishing and improving market information disclosure
system. The disclosure of market information is of utmost impor-
tance. On the basis of market regulation, the state should rein-
force macro control, to make market information disclosed to the
maximum extent. Then, it is possible to provide analysis data for
investment and decision of listed companies. Also, related author-
ities can supervise whether enterprises manipulate their profit or
not. In addition, it can help shareholders monitor if managers
carefully make proper decisions for development of companies, or
if they try to obtain profit for themselves. In sum, the disclosure of
market information is particularly important, thus it is required to
constantly establish and improve the information disclosure system
at the same time of economic development.
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benefit but low economic benefit. Flow of capital causes commer-
cial operation of capital hardly invested in agricultural production.
In this situation, agricultural insurance is particularly important.
It not only guarantees safety of agricultural investment, but also
raises credit position and economic position of farmers. Such fea-
ture requires that agricultural insurance need active support and
management of government. Besides, it is required to set up and
improve agricultural insurance policy and reduce agricultural pro-
duction risks. Through these, it will be easier to attract investment
of financial institutions.

4.5 Increasing financial support for agriculture to create fa-
vorable investment environment Improvement of rural infra-
structure and investment environment is an essential factor for pre-
venting outflow of rural funds and attracting investment. Restora-
tion of agricultural support function of rural financial institutions
needs cooperation of financial policies, increase in financial ex-
penditure in agriculture, improvement in rural infrastructure and
investment environment. Turning rural areas into favorable invest-
ment place not only can effectively prevent outflow of rural funds,
but also can build fund backflow mechanism through financial in-
stitutions, and attract outside investment, so as to realize institu-
tionalized, commercialized, and rationalized agricultural support

function of rural finance '’

5 Conclusions

The reform of rural financial system to realize policy based and in-
stitutionalized agricultural support function of rural finance is an
important guarantee for preventing outflow of rural funds and de-
veloping rural economy. Restoration of agricultural support func-

tion of rural finance not only can realize rural and local use of ru-

ral funds, but also can establish effective fund backflow mecha-
nism and provide more funds for agricultural and rural develop-

ment. Developing rural financial system of " boosting agriculture,

benefiting farmers and increasing rural prosperity" can effectively

develop rural economy, narrow urban and rural gap, and promote

advancing in construction of new socialist countryside.
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