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Abstract. As the development and improvement of China's capital market, the
system of "mandatory delisting for stocks with a par value below one dollar" has
played a significant role as an important market purification mechanism in pro-
moting survival of the fittest. This article first reviews the historical background
and development process of this system, analyzing the significance of Zhong-
hong Shares as a case of 'par value delisting' to the Chinese market. Subsequently,
it explores the current status of the system and the problems existing in its imple-
mentation, including inadequacies in standards and procedures, low efficiency of
market-oriented delisting, and lagging construction of a legal system for delist-
ing. Moreover, this article provides an in-depth analysis of potential risks brought
by the system, such as investor losses, corporate financing difficulties, and dam-
age to market confidence. On this basis, the article proposes several recommen-
dations, including establishing a differentiated delisting system under a multi-
level market framework, building a differentiated quantitative delisting indicator
system tailored to different market segments, improving laws and regulations to
protect investors' rights and interests, and strengthening the market supervision
system. Finally, the article calls for adhering to the concept of legal reform, im-
proving the construction of the delisting system, and utilizing various measures
to effectively protect the legitimate rights and interests of investors to achieve the
healthy and sustainable development of the capital market.

Keywords: Par value of shares, delisting system, stock market, investor protec-
tion, legal reform

1 Introduction

The “one-dollar delisting” system, which is a par value delisting situation among the
trading delisting indicators, refers to the termination of listing and trading of the shares
of a listed company that issues A-share stocks on the Exchange if the daily closing price
of the company's shares is less than RMB 1 dollar for 20 consecutive trading days.
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The delisting mechanism is largely based on the principle of self-regulation of the
securities market. With the development of the market, regulators recognized the im-
portance of developing a regulated delisting system to avoid market disruption and in-
vestor losses. Therefore, stock exchanges in various countries have formulated corre-
sponding delisting mechanisms in accordance with their national laws, regulations and
regulatory requirements. China's par delisting system borrowed from the United States
“one dollar delisting rule”. The U.S. passed the Low-Priced Stock Reform Act in 1989,
and then the SEC (U.S. Securities and Exchange Commission) defined a low-priced
stock as one that is less than five dollars. In order to cope with the fraudulent behavior
of low-priced stocks, NASDAQ introduced the “one-dollar delisting” rule in the small
capital market in 1991, which stipulates that the delisting procedure will be triggered if
the stock price is less than one dollar for 10 consecutive trading days. Our “par delisting
rule” is derived from this rule, but does not adopt its relevant exemption criteria.

On December 31, 2020, the Shanghai and Shenzhen Stock Exchanges amended the
Rules Governing the Listing of Stocks on the Shanghai Stock Exchange and the Rules
Governing the Listing of Stocks on the Shenzhen Stock Exchange. As almost all listed
companies in China use the par value of RMB1 when issuing shares, the phrase “the
daily closing price of the shares for 20 consecutive trading days is lower than the par
value” issued in 2012 was amended to “the daily closing price of the shares for 20
consecutive trading days is lower than RMB1”, which is more in line with the actual
situation of “one dollar delisting”. “As a result, the “one-dollar delisting” system, which
is more in line with the actual situation, has been formally created.

2 Literature Review

[1] Xu Yude (2024) suggests the use of multi-level market system to improve the dif-
ferentiation of the delisting system, the construction of differentiated quantitative
delisting index system to match the different market segments, and strengthen the cor-
responding legislation to protect the rights and interests of investors. [2] Li Changzhen,
Zhao Xin (2024) that there are still market-based delisting efficiency is low, has not yet
formed the normalization of the delisting mechanism as well as the legalization of the
delisting system lags behind the construction of the system, affecting the efficiency of
the delisting, etc., and suggests that adhering to the legalization of the concept of re-
form, improve the delisting system system and accelerate the improvement of the delist-
ing system, the use of multiple initiatives to effectively protect the legitimate rights and
interests of investors. [3] Zhu Baochen (2024) shows that the implementation of the
delisting system is the rapid performance of the market clearing, the new “nine articles”
clearly, to form a normalized delisting pattern should be withdrawn as much as possi-
ble, timely clearing, and deepen the reform of the system. Therefore, the Securities and
Futures Commission has further deployed related work, such as strict mandatory delist-
ing standards, gradually expanding diversified exit channels, and vigorously reducing
the value of “shell” resources. [4] Liu Xin (2022) shows that there are still problems in
the delisting system of listed companies at face value, and believes that the system is
still not perfect, there are still gaps in the standards, there are still deficiencies in the
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procedures, and there is the problem of “one-size-fits-all”, which results in the occupa-
tion of market resources, crowding out, and wastage of market resources. [5] Wang
Yangguang (2021) pointed out that the trading category delisting index has clarified the
rule of “$1 delisting”, however, this amendment still has shortcomings, although the
elimination of the trading category delisting system of the consolidation period, but did
not set the buffer rule, the implementation of the combination of financial indicators
may lead to the expulsion of the good money by the bad money, and failed to solve the
problem of inefficient implementation of mandatory delisting for major violations of
the law. The problem of inefficient implementation of mandatory delisting. [6]
Tyutyunnikova Svetlana and others (2019) explored the issue of employment and un-
employment among young people in the digital economy, and also gave some relevant
solutions to the problem. [7] Zhang Z (2023) , on the other hand, focuses his research
on the impact of the Al industry on the quantity and structure of employment in the
digital economy environment, and puts forward some questions and suggestions with
an industry perspective and vision.

3 Background of the "One-dollar Delisting" System

The "one-dollar delisting" system, which is a par value delisting situation among the
trading delisting indicators, refers to the termination of listing and trading of the shares
of a listed company that has issued A-shares on the Exchange if the daily closing price
of the company's shares is less than ldollar for 20 consecutive trading days.

The delisting mechanism is largely based on the principle of self-regulation of the
securities market. With the development of the market, regulators recognized the im-
portance of developing a regulated delisting system to avoid market disruption and in-
vestor losses. Therefore, stock exchanges in various countries have formulated corre-
sponding delisting mechanisms in accordance with their national laws, regulations and
regulatory requirements. China's delisting system at par value is modeled on the "one-
dollar delisting rule" of the United States. U.S. delisting rules stem from the Low-
Priced Stock Reform Act in 1989, and then the SEC(U.S. Securities and Exchange
Commission) defined a low-priced stock as one that is less than 5 dollars. In order to
deal with the fraudulent behavior of low-priced stocks, NASDAQ introduced the "one-
dollar delisting" rule in the small capitalization market in 1991, which stipulates that
the delisting procedure will be triggered if the stock price is less than one dollar for 10
consecutive trading days. Our "par delisting rule" is derived from this rule, but does not
adopt its related exemption criteria.[1]

On December 31, 2020, the Shanghai Stock Exchange and the Shenzhen Stock Ex-
change made amendments to the Rules Governing the Listing of Stocks on the Shanghai
Stock Exchange and the Rules Governing the Listing of Stocks on the Shenzhen Stock
Exchange. The Rules have been revised, since almost all of the listed companies in
China adopt the par value of 1dollar when issuing shares, the "Consecutive" rule issued
in 2012 will be amended. The phrase "the daily closing price of the shares for 20 trading
days is lower than the par value" was amended to "the daily closing price of the shares
for 20 consecutive trading days is lower than Idollar", thus the more realistic "one-dollar
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delisting' system was formally created. The "one-dollar delisting" system, which is
more in line with the actual situation was formally created.

4 Status of the "one-dollar delisting" system

According to iFind data, this delisting indicator has gradually become a major factor in
the delisting of listed companies since the first case of delisting at par value occurred
in 2018. 4 companies triggered "delisting at par value" in 2019, and the number in-
creased to 13 in 2020 and as of July 30, 2024, 64 listed compamies have been delisted
due to the "one-dollar delisting" system, accounting for 45.07% of the total number of
companies delisted since 2021 (see the chart below for specific data).As of july 30,
2024, the number of listed companies delisted under the "one-dollar delisting" system
has reached 64, accounting for 45.07% of the total number of delisted companies since
2021 (see the chart below for specific data).

Number of delisted stocks and number of delisted stocks as par value
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Fig. 1. Number of delisted stocks and number of par value delisted stocks (delisted stocks with-
par value below $1)
(Source: iFind Financial Terminal)

The "one-dollar delisting" has now become the main reason for mandatory delisting
of listed companies, but since trading delisting does not involve financial fraud and
other violations investors are unable to claim compensation and can only bear the rele-
vant losses themselves. At the same time, according to the delisting rules issued by the
Shanghai Stock Exchange and the Shenzhen Stock Exchange, China has not set up the
relevant exemption guidelines, resulting in the existence of "one-size-fits-all" or short-
lived operational mismanagement resulting in the problem of "wrongdoing".

For example, Guanghui Automobile, as a veteran A-share market listed company in
the automotive industry, has a total market capitalization of 6.471 billion dollar, ranking
fourth in the same industry. Since the company was listed in 1997, only in 2023 there
was a negative net profit attributable to the parent company, and in 2019-2023,
Guanghui Auto's annual operating income/net profit attributable to the parent company
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will be 1,705/26.01 million dollar, 1,584/15.16 million dollar, 1,584/16.09 million dol-
lar, 1,335/-26.69 million dollar, and 1,380/3.925 million dollar, respectively. From the
fundamental analysis, we can see that compared to the consecutive years of losses or
poor financial condition of the company, the overall operating conditions of the
Guanghui Automobile relatively impressive, but after 20 consecutive trading days clos-
ing price below 1 dollar, July 18, 2024, Guanghui Automobile entered the pre-demon-
etization suspension. The delisting was formally removed on August 28, 2024.

In terms of the way out after delisting, it broadly includes transferring to the National
Smalland Medium-sized Share Transfer System (NSSTS) or local over-the-counter
(OTC) markets for trading, but with less active trading; some companies will also re-
organize and go into bankruptcy and liquidation to settle their debts and distribute their
remaining assets, and a small number of companies will choose different paths.

5 Problems and Risks of Stock Delisting System

5.1 Investor Losses

For investors holding stocks that will soon be mandatorily delisted due to their par value
falling below $1, they may face larger investment losses As such stocks tend to be less
liquid, it may be difficult for investors to sell their shares before the stock price falls
below $1 Once a stock is compulsorily delisted, the investor's holdings will be trans-
ferred to other trading venues, such as the New Third Board, but as these markets tend
to be less liquid, it will be difficult for the investor to sell the shares at a reasonable
price, resulting in investment losses.

5.2 Market Confidence Impact

Mandatory delisting of stocks with par value below $1 may affect the confidence of
market participants, especially if it happens frequently Investors may become skeptical
about the health of the market as a whole and fear that their own holdings may suffer a
similar fate Such negative sentiments may spread to the entire market, resulting in the
share prices of other stocks being implicated and further undermining investor confi-
dence.

5.3  Difficulties in Enterprise Financing

For companies that are at risk of delisting due to a sustained share price below $1, they
may experience even more serious financing challenges Not only does this limit the
firm's access to capital, but it may also exacerbate its financial distress Banks and other
financial institutions may reduce their lending because of the delisting risk of the en-
terprise, and investors may be reluctant to buy the company's bonds or participate in
additional new share issuance In such cases, firms may need to look for alternative
sources of financing, such as private equity or venture capital, which are usually more
expensive.
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5.4 Increased Management Costs

For listed companies, in order to avoid triggering the mandatory delisting mechanism,
they may need to take various measures to support their share prices, such as share
buybacks and asset restructuring, which may increase the management costs of the
company. Share buybacks require the use of the company's cash reserves, which may
reduce the company's cash flow level, while asset restructuring may involve complex
legal and financial arrangements and consume a lot of time and resources. These costs
may ultimately be passed on to shareholders, resulting in dilution of shareholders' eq-
uity.

6 Conclusion

6.1 Establishment of an Early Warning Mechanismt

Mandatory delisting of stocks with par value below $1 may affect the confidence of
market participants, especially if it happens frequently Investors may become skeptical
about the health of the market as a whole and fear that their own holdings may suffer a
similar fate Such negative sentiments may spread to the entire market, resulting in the
share prices of other stocks being implicated and further undermining investor confi-
dence.

6.2  Flexibility in Adjusting the Rules

Adjusting the rules in a timely manner according to market changes, such as setting
more reasonable triggering conditions or extending the observation period to give com-
panies more time to resolve problems This will help to ensure the flexibility of the
regime and avoid unnecessary mandatory delisting due to short-term market volatility
For example, a more gradual trigger could be set, such as a closing price of less than $1
for 30 consecutive trading days instead of 20 trading days, and a longer observation
period could be provided to allow companies sufficient time to implement a restructur-
ing plan or take other remedial measure.

6.3  Support for Corporate Restructuring

Provide policy support to encourage companies to improve their operating conditions
and raise their share prices through restructuring and mergers and acquisitions The gov-
ernment and regulators can provide a range of support measures, such as tax breaks,
financial subsidies, and streamlining of the restructuring approval process, to help com-
panies tide over difficult times In addition, a special fund can be set up to support the
restructuring of companies that are fundamentally sound but temporarily in trouble.
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6.4 Investor Education

Strengthening investor education to enable investors to understand the risks of stock
investment, in particular the risks of investing in low-priced stocks, and to raise inves-
tors' awareness of risks and their ability to protect themselves Through organizing var-
ious types of training, seminars and online courses, investors should be helped to un-
derstand the principles of investment, identify investment risks and learn how to protect
their rights and interests. In addition, information disclosure requirements for investors
should be strengthened to ensure that they have access to sufficient information to make
informed investment decisions.
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The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.


http://creativecommons.org/licenses/by-nc/4.0/

	Study on the Stock Delisting Mechanism Triggered by a Share Price Falling Below 1 dollar



