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Abstract 

 

There are 31 Chinese companies that have dual-listed in the A-stock market in 

Mainland China and the H-stock market in Hong Kong by the end of April 2005. The 

A-share and H-share that are from one company both grant their investors the same 

stock holder rights and dividends.  Theoretically, the A-share and H-share prices 

should be the same.   But A-share prices are usually much higher than its counterpart 

H-share prices.  This study determines that there is a tendency that the A- and H- 

shares are on a course of price convergence as the increasing integration of the two 

markets. This study also finds that listing in the Hong Kong market has depressed the 

A-share price with the availability of the H-share price as a benchmark.  

 

Key words: Chinese stock market, A-shares, H-shares, dual-listing, price convergence, 

markets integration. 

 

 

 

 

 

 

 



1. Introduction 

 

1.1 Chinese Stock markets and A, H-shares background information. 

 

Due to its geographical proximity and through direct investment in Guangdong 

province, Hong Kong established close ties with the Chinese economy since the days 

of British rule in Hong Kong. After the sovereignty handover, regional economic 

integration continued making progress. China’s enter into the WTO and the CEPA as 

a special arrangement under the "one country, two systems" principle and the WTO 

framework are believed to open up new and exciting business opportunities between 

the Mainland and Hong Kong. Along with the strengthening economy ties, the 

interrelations between Hong Kong and Chinese stock markets are becoming strong 

and visible, especially with the first listing of H-shares on Hong Kong market in 1993.  

     The Chinese Stock market consists of the Shanghai Stock Exchange (SHS) and 

the Shenzhen Stock Exchange (SHZ), which opened on 26 December 1990 and 11 

April 1991, respectively. The two exchanges are self-regulated and cross-listing 

between them is not permitted. Since the establishment of these two exchanges, the 

Chinese stock market has been growing rapidly in terms of both market capitalization 

and turnover. China’s stock market has become Asia-Pacific’s second-largest, and is 

ranked eighth in the world at the year end of 2001, with a capitalization of RMB 4.3 

trillion (US$524bn), while the Hong Kong Stock Exchange ranked tenth.  
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The share structure of the Chinese stock market has the co-existence of A-, and 

B- shares, which represent one of the distinctive features of China’s stock market in 

comparison with the stock markets of other countries. A-shares, which until late 2002 

were restricted to domestic investors, dominate the market in terms of number of 

shares issued, capital raised, and market capitalization. B-shares are foreign shares 

that until February 2001 were only available to foreign investors. Currently, though, 

Chinese citizens are allowed to trade B-shares if they have the foreign currency 

required (i.e., US dollars for Shanghai B-shares and Hong Kong dollars for Shenzhen 

B-shares). Foreign investors can likewise now invest in A-shares. B-shares are the 

smallest among the three, thus indicating that the government’s attempt to attract 

foreign investment through B-shares has not been very successful. With the deepening 

of business cooperation and economic ties, as well as the launching of personal RMB 

services in Hong Kong banks, we can well predict that the H-share market will open 

to Mainland investors in the near future.   

However, in reality, international investors find it difficult to invest in the 

Mainland Chinese security market directly due to ownership restrictions, 

language/culture barriers, and excessive transaction and information costs. H-shares 

provide Hong Kong and international investors with opportunities to invest in Chinese 

companies’ stocks without having to be too concerned about the various investment 

barriers and the excessive cost of investing in the Chinese stock market directly.  

 

1.2 The background of H-shares 
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H-shares refer to companies incorporated in the People’s Republic of China and 

approved by the China Securities Regulatory Commission (CSRC) for a listing in 

Hong Kong. Since June 1993, when the regulatory authorities of China and Hong 

Kong signed the Chinese-Hong Kong Memorandum of Regulatory Cooperation, the 

Hong Kong Stock Exchange (SEHK) has officially accepted the listings of Chinese 

companies. With a sound regulatory framework, strong investor demand and fund 

raising capability, advanced clearing and settlement infrastructure, the Hong Kong 

Stock Exchange is the premier choice for Mainland Chinese companies seeking a list 

on an international overseas market. Shares of these Chinese enterprises are listed on 

the Hong Kong Stock Exchange, and subscribed for and traded in Hong Kong dollars. 

Hang Seng China Enterprise Index is the official stock index for H-shares. The 

Chinese companies listed in Hong Kong market have to follow the same set of rules 

governing the listing of securities and comply with the same set of disclosure 

requirements (SEHK, 1997) as other locally listed companies. Since the Chinese 

Yuan is not convertible and the SEHK provides a stable and established system of 

investing, many overseas investors prefer trading the Chinese-related stocks listed in 

the SEHK to investing in B-shares.  

The selling points of H-shares are 

 H-shares are selling at discounted prices (50%-70%) compared to A-shares’. 

 The RMB is expected to appreciate. H-shares are quoted in HKD, but the assets 

and the revenues are in terms of RMB.  

 Companies that issue H-shares are generally high-quality enterprises in China.  
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 The economic reform of state-owned enterprises is gradually going to come into 

effect, which is reflected by the rising prices of those stocks 

 Foreign funds have very positive prospects in the China market over the long run.  

During the first two years following the birth of H-shares, market demand for 

H-shares was significant. However, problems with the maintenance of investor 

relations, corporate governance, low ROI, reduced revenue, and accounting 

transparency became apparent. At the end of 1996, as a result of Hong Kong’s 

sovereignty handover and Chinese state-owned enterprises restructuring, investors 

expected an improvement on the earning capacity of H-shares, and 1997 is the year in 

which issuance and market capitalization of H-shares reached a historic high. H-share 

performance also was affected by the Asian Financial Crisis until the middle of the 

year 2002, at which point they started to recover，H-shares have continued to be a 

place for optimism, with Tsingtao Brewery's bullish typifying the out-performance of 

A-share listings. 

  

Table 1 Numbers of listed companies under A, B&H share structures (ended 

Dec.2004) 1

A-shares 1237 
B-shares 110 
Hong Kong H-shares 78 
A & B-shares 86 
A (Shanghai) & H-shares 23 
A(Shenzhen) & H-shares 7 

 
                                                
1 Huadian Power International Corporation Limited – A share was listed on Feb. 3, 2005, and became 
the 31st company that dual-listed in the Mainland market and the Hong Kong market.  
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The Hong Kong stock market was created in 1891. It is one of the most 

established stock markets in the world, classified by the International Finance 

Corporation (IFC) as a developed market. Hong Kong is a free economy with well 

established laws for finance and commerce. Non-residents can efficiently trade stocks 

in Hong Kong.  

The environment of A-shares and H-shares are very different. The SEHK is a 

mature, established, open market which has more rigorous listing requirements and 

information disclosure than the A-share market. In contrast to the SEHK, the A-share 

market has a relatively shorter history, government imposed ownership restrictions for 

local Chinese investors, and is dominated by retail investors. 

 

1.3 The differential in A- and H-shares’ prices.  

 

As is known to all, the issuance prices of A-shares are much higher than those of 

H-shares. Nowadays, among the 30 companies, 282 companies’ A-share prices are 

still higher than their H-share prices. Actually, considering the backgrounds and 

characteristics of the two markets, it is easy to understand the rationale of the 

difference in A- and H-shares’ prices.  

A share is the main investment instrument in the security market in the Mainland 

China. H-shares are just one of the numerous investment instruments for Hong Kong 

and international investors. The trading volume is higher for A-shares. Compared 

                                                
2 Tsingtao Brewery Co Ltd’s and Anhui Conch Cement Co Ltd’s A-share prices have exceeded 
H-share prices.  
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with the H-share market, the A-share market is more speculative. With the same 

expected return, investors of A-shares are willing to take more risk and to accept 

higher prices. The Chinese market is an emerging market and has higher country risk 

than Hong Kong market. Therefore, A-share prices are usually higher than H-share 

prices. Companies who issued H-share have assets that are denominated in RMB. In 

contrast, H-shares are dominated in HKD. International investors therefore face a 

foreign exchange risk.  

Furthermore, there is asymmetric information between that available to Mainland 

and that available to international investors. International investors are at a 

disadvantage in acquiring information due to language problems. Besides, H-shares 

are a relatively new investment instrument to international investors. When assessing 

the H-share price, the market usually sets at a discount to the A-share price.   

In recent years, the price difference between H-shares and A-shares have been 

decreasing, which is a result of the bullishness of H-shares’ performance and the 

degressive performance of A-shares.  The P/E ratio of A-shares in Shanghai Stock 

Exchange decreased from 59 times in the year 2000 to 24 times in 2004. The P/E ratio 

of A-shares in Shenzhen Stock Exchange decreased from 56 times in 2000 to 26 times. 

On the contrary, the P/E ratio of H-shares in the same period increased from 9 times 

to 16 times. The P/E ratio of Hang Seng Index also rose from 13 times to 20 times. 

The convergence of A- and H-shares’ prices can thus be seen to be accelerating. 

Among the 31 companies that have both A- and H-shares, the average price of 

A-shares has decreased 9.27 percent since January 2005. The average price of 
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H-shares has increased 8.2 percent in the same period. As the convergence of 

A-shares and H-shares prices, analysts are of the opinion that A-shares may lose their 

authority to determine the price of the IPO3.   

In the meanwhile, under the trend of globalization, the Chinese stock market is 

on a track of reform and self-improvement. Many new and standardized systems and 

regulations are being imported. Specifically, the IPO Price Inquiring System, which 

was enacted early this year, requires that the price of the IPO be set through 

consultation with other authoritative parties, instead of the company and the 

underwriter along setting the price. It is expected to solve the problem of opacity in 

setting the IPO prices, as well as to prevent excessively high prices. Under this system, 

the future A- and H- shares issuances will have smaller price differences. This move 

facilitates the convergence of A- and H-shares prices.   

Along with improvements to regulations, the lifting of red tape and the 

increasing integration with the Hong Kong security market, arbitrage opportunities 

will become available between the two markets and will greatly accelerate the 

convergence of A- and H-share prices. 

 

2. Statement of the problem 

 

Hong Kong has no capital control and is a stable and mature financial market. 

Many companies see listing in Hong Kong as a good way to raise capital and to gain 

                                                
3 Source from《A股H股加速接轨 股票定价权或已丢失》2005-03-15 广州日报 
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international attention and reputation and therefore choose to list in Hong Kong 

despite having already listed in the SHZ or SHS. A dual-listed company’s shares have 

two separate prices in the two stock exchanges with the prices of A-shares usually 

higher than the prices of H-shares.  Some people argue that the higher country risk of 

China and the relative lack of investment options, which then causes the higher 

opportunity cost, combine to make the price difference. However, some people 

believe that A-shares are overvalued because they consider the evaluation of the Hong 

Kong market as more accurate since Hong Kong is a more established market. 

Besides, the A-shares and H-shares holders have the same voting right and get the 

same dividend, but their cost of stock acquisition is different.  Will Mainland 

investors pay more money to buy stocks from the same companies that grant them 

same benefits?  Supposing the Hong Kong market is open to Mainland investors; 

investors would prefer H-shares to their counterpart A-shares. The cost and benefit 

would trigger some response on the demand of A- and H-shares and eventually would 

drive the prices to equilibrium, or convergence.   

Even though there has not been an official means for Mainland investors to buy 

and sell stocks in the Hong Kong market, there are huge amounts of money flowing 

underground between Guangdong province and Hong Kong, which contributes the 

market force that drives the price. In fact, in recent years, at least two H-shares’ prices 

have exceeded their counterpart A-shares’ and two companies get very similar H- and 
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A-share prices4. Are there any tendencies that the prices of A-shares will move 

towards the prices of H-shares which implies decreasing A-share prices and 

increasing H-share prices?   

Supposing most of the Mainland investors acknowledge the costs and benefits, 

believe in the aforementioned tendency of price convergence, and are rational, they 

would logically prefer H-shares to their counterpart A-shares. Even in today’s 

circumstances, they should prefer domestic-listed-only A-shares to the A-shares 

whose companies have issued H-shares at lower prices to avoid the potential of 

A-shares prices decreasing to converge with the prices of H-shares.  

On the other hand, it must be remembered that Hong Kong is a mature financial 

market when compared with China, which is an emerging market. The listing 

requirements are stricter and the supervision is closer. Those companies that can get 

listed in SEHK are usually stable, well- established organizations and after the listing 

their corporate governance and financial transparency are supposed to have improved. 

Investors may see values in these merits and are willing to invest more on and even 

pay a premium for these companies.  From this point of view, dual listed company’s 

A-shares are likely to outperform those that do not have H-shares.   

Which factors are overweighed? This paper will test whether listing in Hong 

Kong results in a significant impact on the performance of A-shares. 

 

 
                                                
4 They are Anhui Conch Cement Co Ltd and Tsingtao Brewery Co Ltd; Yanzhou Coal Mining Co Ltd 
and the ZTE Corporation. 
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3. Literature Review  

 

Garbade and Silber (1979) studied the short-term behaviour of the prices of 

identical assets that are trading in different markets. They examined whether prices of 

securities that are dual-traded on the New York Stock Exchange and regional stock 

exchanges share a common equilibrium price, and concluded that although the New 

York Stock Exchange is the dominant market, prices on the regional exchanges 

contain information that is relevant to New York traders. The Hong Kong stock 

market and China stock market are not integrated, because of China’s capital control 

and other restrictions. However, to a certain extend, there is information pervasion, 

especially between China stock market and the China-related stocks in the Hong 

Kong market.   

Since stocks from one company listed under different structure categories 

represent the same company, firm-specific information such as earnings, dividends, 

and financial announcement are likely to have effects on the performances of stocks 

under each category. Chan (1993) models a pricing mechanism in an imperfect 

market that may explain why stock returns are positively cross-autocorrelated. 

Changes in the values of stock may reflect market-wide or firm-specific information. 

Ma (1996) finds that the price differences between A-shares and B-shares are 

correlated with the investors’ attitudes toward risk and the correlations between 

B-shares and foreign shares. The above reasons certainly play a role in making the 
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price differences between A-shares and H-shares. But in the case of A- and H- shares, 

these reasons are not significant.  

Beiley (1994) finds preliminary evidence for foreign share discounts. Sarkar and 

Wu (1998) have found that B-shares trade at an average discount of about 60 percent 

to the prices at which A-shares trade. They argue that one reason for the discount is 

that foreign investors have less information about local firms, relative to domestic 

investors. They set a model that predicts whether cross-listing leads to premia or 

discounts in trading the foreign class shares, and depends on the relative magnitudes 

of the information asymmetry effect and the diversification effect. H-shares also trade 

at discount to the prices of A-shares. But due to the connections of cultures and 

language, the accountability of information asymmetry effect on H-shares trading at a 

discount is not as large as that on B-shares discounted price.   

The evidence indicating inefficient pricing patterns has grown significantly 

especially with studies by Chui and Kwok (1998) who identify a pattern referred to as 

the lead-lag effect where A-share traders condition their trades on prior returns from 

what was believed to have been the more informed B-share markets. Li, Greco and 

Chavis (1999) have also provided evidence that the lead-lag relation between 

H-shares and A-shares is associated with the conditional volatility of H-shares returns. 

Since the SEHK closes one hour earlier than the SHA and SHZ, where A-shares are 

traded, the closing prices of H-shares can also lead the opening prices of A-shares. 

They have provided evidence that H-shares lead A-shares as a result of market-wide 

information. But their results do not show any strong evidence of A-shares affecting 
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H-shares that could then support the belief that insider trading in Mainland China 

impacts H-share returns traded in Hong Kong. Instead, they find H-shares lead 

A-shares because the information pertaining to the Chinese stock market was know to 

Hong Kong investors ahead of Mainland Chinese investors.  

Li and Wang (2003) have found that H-share and A-share returns have different 

dynamic relations to their domestic and foreign markets. A-share returns are subject 

to market-specific risk and investor sentiment that is specific to Shanghai/Shenzhen.  

H-share returns are subject to market-specific risk and investor sentiment in both 

Hong Kong and Shanghai/Shenzhen. H-shares behave more like Hong Kong stocks 

than mainland Chinese stocks. Despite their significant exposure to the Hong Kong 

market, H-shares still retain significant exposure to their home market.  

Most of the previous research is focused on the correlations of returns on 

A-shares and returns on H-shares. But the listing in an overseas market as an event 

has seldom been studied. 

This study hopes to contribute to finance literature in the following aspects: 

 Determine whether or not listing in the Hong Kong stock market has depressed 

the A-share price. 

 Interpret the data so as to discover whether or not the A- and H- share prices 

are on a course of convergence, as suggested by their changing rates of return. 

This study is to determine whether or not the dual-listing companies' A-shares 

have been falling in value and H-shares have been increasing in value. . 
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4. Objective  

 

This study focuses on the impact of dual listing in another market on the 

originally issued stocks’ performance and provides more significant explanations to 

the price differences between A-shares and H-shares. 

From the tendency of prices converging between A-shares and H-shares and the 

effects of listing on corporate governance, I infer that the listing in the SEHK has 

some effect on the performance of the companies’ A-shares.  The subject of 

investigation is to find out whether the A-shares performance of 30 sample companies 

that dual listed in SHS/SHZ and SEHK were then affected by listing in SEHK.  

In order to find out if H-share issuances affects the performance of A-shares that 

are from the same company, I will first calculate if there is an abnormal return among 

those A-shares whose companies are dual listed in the Mainland China and Hong 

Kong.  If there is an abnormal return, it is contributed possibly by their common 

characteristic - issuance of the H-shares. Secondly, I will observe if the dual-listed 

companies’ A-shares perform better or worse than similar single listed companies. To 

avoid firm-specific risk, I will use sector indices to represent the single listed 

companies. This test is designed to find evidence that the dual-listed companies’ 

A-shares’ perform better or worse than the similar single listed companies. Lastly, 

comparing the actual returns of A- and H-shares’ gives insight into the price 

convergence of two types of shares from the same company. IPO Price Inquiring 

System enables the pricing of A-shares more accurate to the market expected price. If 
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the price convergence is a popular trend, we could expect the A-shares’ prices, thus 

the returns, should be decreasing and H-shares’ prices and returns should be 

increasing.  

 

5. Data Description  

 

The data consists of A-shares traded in the SHS and SHZ and H-shares traded in 

the SEHK.  Most of the daily A-share data and the H-shares data are obtained from 

Data Stream. The supplementary data are obtained from www.yahoo.com.hk and 

www.sohu.com . The data set of the 30 companies is from their issuance date to 17 

January 2005 (some data that are not sufficient in number is extended to 10 March 

2005).  By the end of 2004, 305 companies constituting the sample have A-shares 

and H-shares. Table 2 is the list of the companies that dual listed in the SHS/SHZ and 

the SEHK. In the Test II, sector indices and matched companies’ stocks as a proxy are 

included. (Table 5)   

   

Table 2 List of dual-listing companies and their A- and H-share listing dates.  

Code 
of 
H-shar
es 

Code of 
A-shares 

Company name A-share 
Listing 
Date 

H-share 
Listing 
Date  

0042 000585.SZ Northeast Electric Development Co Ltd 12/13/95 7/6/95 
0168 600600.SS Tsingtao Brewery Co Ltd 8/27/93 7/15/93 

                                                
5 Huadian Power International Corporation Limited (‘A’) was listed on Feb. 3, 2005; it listed in the 
Hong Kong market on June 30, 1999. Till April 8, 2005, there are 31 A- and H- share dual-listing 
companies.  
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0177 600377.SS Jiangsu Expressway Co Ltd 1/16/01 6/27/97 
0187 600860.SS Beiren Printing Machinery Holdings Ltd 5/6/94 8/6/93 
0300 600806.SS Jiaoda Kunji High-Tech Co Ltd 1/3/94 12/7/93 
0317 600685.SS Guangzhou Shipyard International Co Ltd 10/28/93 8/6/93 
0338 600688.SS Sinopec Shanghai Petrochemical  Co Ltd  11/8/93 7/26/93 
0323 600808.SS Maanshan Iron & Steel Co Ltd 1/6/94 11/3/93 
0347 000898.SZ Angang New Steel Co Ltd 12/25/97 7/24/97 
0350 000666.SZ Jingwei Textile Machinery Co Ltd 12/10/96 2/2/96 
0358 600362.SS Jiangxi Copper Co Ltd  1/11/02 6/12/97 
0368 000618.SZ Jilin Chemical Industrial Co Ltd 10/15/96 12/23/03 
0386 600028.SZ China Petroleum & Chemical Corporation  7/12/01 10/19/00 
0548 600548.SS Shenzhen Expressway Co Ltd 12/25/01 3/12/97 
0553 600775.SS Nanjing Panda Electronic Co Ltd  11/8/96 5/2/96 
0670 600115.SS China Eastern Airlines Corporation Ltd 11/15/97 2/5/97 
0719 000756.SZ Shandong Xinhua Pharmaceutical Co Ltd  8/6/97 12/31/96 
0763 000063.SZ ZTE Corporation 11/18/97 9/12/04 
0874 600332.SS Guangzhou Pharmaceutical Co Ltd 2/6/01 10/30/97 
0902 600011.SS Huaneng Power International, Inc.  12/6/01 1/21/98 
0914 600585.SS Anhui Conch Cement Co Ltd 2/7/02 10/21/97 
0921 000921.SZ Guangdong Kelon Electrical Holdings Co Ltd 7/13/99 7/23/96 
0995 600012.SS Anhui Expressway Co Ltd 1/7/03 11/13/96 
1033 600871.SS Sinopec Yizheng Chemical Fibre Co Ltd 4/11/95 3/29/94 
1055 600029.SS China Southern Airlines Co Ltd 7/25/03 7/31/97 
1065 600874.SS Tianjin Capital Environmental Protection Co 

Ltd 
6/30/95 5/17/94 

1072 600875.SS Dongfang Electrical Machinery Co Ltd 6/30/95 6/6/94 
1108 600876.SS Luyang Glass Co Ltd 10/30/95 7/8/94 
1138 600026.SS China Shipping Development Co Ltd 5/23/02 11/11/94 
1171 600188.SS Yanzhou Coal Mining Co Ltd 7/1/98 4/1/98 

 

6. Methodology and Result 

 

The daily returns are computed as the change in the logarithm of closing prices. 

The daily return of a stock is: 

Rt=ln(Pt)-ln(Pt-1)                       (1) 
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where Rt is the return of the stock; Pt is the closing price at time t, and Pt-1 is the 

closing price at time t-1. t is in terms of day.  

    It also has to be specified that 28 out of the 30 dual-listing companies issue 

H-shares earlier than A-shares6. The data for test II and test III usually start from the 

A-shares’ issuance day.  

 

6.1 Test I 

6.1.1 Test I (1) Abnormal returns of the dual-listing companies A-shares 

 

With CAPM model, I will calculate the normal return of dual-listing companies’ 

A-shares by using the β of the stock prices one year before. Comparing with the 

actual return calculated by equation (1), I can get the abnormal return of each stock. If 

there are always significant positve or negetive abnormal return, we can conclude that 

the dual-listing companies’ A-shares, outperform or underperform the market.  

In test I, the time that a company issuses A-share is defined as i=0 (i is in terms 

of year). In the CAPM model 

Rs,j-k = Rf,j-k +βi-j(Rm, j-k- Rf,j-k)            (2)                   

Where j=i+1, k=i+2; Rs,j-k is the normal return of the stock at the period from time j to 

time k if the company does not list in SEHK. Rf, i-k is the risk free rate which are the 

one-year RMB deposit rates in China (Appendix 1) at the period from time j to k, and 

Rm, j-k is the market return, which is calculated by the data of Shanghai SE A-Share 

                                                
6 Jilin Chemical Industrial Co Ltd and ZTE Corporation are the two expections.  
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Price index (SHA) or Shenzhen SE A-Share Price Index(SZA), starting at time j to 

time k. This hypothetical return removes the market risk factor.  

β will be updated every year and the market return will be the return of  home 

market index, SHA or SZA.  

RA-share, i-j = a+βi-j Rindex, i-j +ε             (3)

                  

where j=i+1; RA-share, i-j is the returns of A-share over the period i to j; Rindex, i-j is the 

return of SHA or SZA over the period i to j. Stock’s β at different period are then used 

to compute the abnormal return of the stock at each period.  

    For example, Tsingtao Brewery Co Ltd issues A-share on 8/27/1993, which is 

later than its H-share issuance day 7/15/1993. Here, the observation day starts from 

the A-share issuance day. I use the SHA return from 8/27/1993 to 8/26/1994 and 

Tsingtao’s A-share return of the same period to get β by applying the equation (3). 

Then use theβ, the one-year RMB deposit rates and SHA return of each day from 

8/27/1994 to 8/26/1995 to calculate Tsingtao A-share’s normal return of each day for 

the same period by CAPM model (2). In the same way, we can calculate the daily 

abnormal return of Tsingtao A-share from 8/27/1994 to 1/31/2005. Then the average 

of abnormal return can be computed. In the same way, we can calculate the average of 

abnormal return for the rest 29 A-shares. 

    The hypothesis can be set up as follows: 

Ho: µ≥0 

Ha: µ<0 
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n

xZ
σ
µ−

=  

µ is the expected average abnormal returns of the 30 A-shares. x and σ are the 

observed average and standard deviation of abnormal returns of the 30 A-shares, 

respectively. Reject Ho if z<-1.96.   

 
 
 
 
Result 
 
Table 3 Abnormal return of each A-share and its z value. 
 
Huaneng Power International, Inc. -0.00097 Huaneng Power International, Inc. -0.00097 

Anhui Expressway Co Ltd -0.02131 Anhui Expressway Co Ltd -0.02131 

China Shipping Development Co Ltd -0.0132 China Shipping Development Co Ltd -0.0132 

China Southern Airlines Co Ltd -0.00072 China Southern Airlines Co Ltd -0.00072 

China Eastern Airlines Corporation Ltd -0.00047 China Eastern Airlines Corporation 

Ltd 

-0.00047 

Yanzhou Coal Mining Co Ltd 0.001529 Yanzhou Coal Mining Co Ltd 0.001529 

Guangzhou Pharmaceutical Co Ltd 0.000563 Guangzhou Pharmaceutical Co Ltd 0.000563 

Jiangxi Copper Co Ltd -0.0054 Maanshan Iron & Steel Co Ltd -0.00336 

Jiangsu Expressway Co Ltd -0.00926 Beiren Printing Machinery Holdings 

Ltd 

0.005219 

Shenzhen Expressway Co Ltd -0.00294 Sinopec Yizheng Chemical Fibre Co 

Ltd 

-0.01711 

Anhui Conch Cement Co Ltd -0.00161 Tianjin Capital Environmental 

Protection Co Ltd 

0.000612 

Tsingtao Brewery Co Ltd -0.001 Dongfang Electrical Machinery Co 

Ltd 

0.005355 

Guangzhou Shipyard International Co Ltd 0.003629 Luyang Glass Co Ltd 0.001132 

Sinopec Shanghai Petrochemical  Co Ltd -0.00183 Northeast Electric Development Co 

Ltd 

-0.0026 

Nanjing Panda Electronic Co Ltd -0.00165 Jingwei Textile Machinery Co Ltd 0.002651 

Jiaoda Kunji High-Tech Co Ltd 0.00555 Angang New Steel Co Ltd -0.00326 

Jilin Chemical Industrial Co Ltd -0.000042 Guangdong Kelon Electrical 

Holdings Co Ltd 

-0.00506 

China Petroleum & Chemical Corporation -0.00378 ZTE -0.00066 
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Shandong Xinhua Pharmaceutical Co Ltd 1.82E-05   

    

x  -0.00233246   

σ 0.006082829   
n 30   
z -2.100241287**   
 

 

From the calculation from Table 3, x =-0.00233246, σ=0.006082829 n=30, we 

get z=-2.100241287. So we can reject Ho at the 5% level of significance and conclude 

that those dual-listed companies’ A shares underperformed the market.   

The problem with this test is that we used one-year-ago historical β. The first 

year data of each stock was abandoned, which greatly reduced the number of 

observations for the recently issued stocks.   

This test shows the A-shares whose companies list domestically and in the 

SEHK under-perform the market. A possible explanation is that A-shares have 

relatively higher prices. With H-shares’ features and performance becoming 

increasingly recognized and attended to by Mainland investors, they would compare 

the cost and the performance of H- and A- shares from the same company. This kind 

of comparison makes Mainland investors think A-shares are overpriced and draws 

back the prices to some extent.  

 

6.2 Test II Comparison between dual-listing companies’ A-shares and their sector 

indices or matched companies.  
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The second test arises from the hypothesis that the stock returns of a company 

that has dual listed in the Chinese stock market and the Hong Kong stock market are 

different from the return of similar companies that only listed in the Chinese stock 

market.  

The actual return of a dual listing company’s A-share will be compared on a 

daily basis with the returns of the actual return of the sector index or a similar 

company that only listed in the SHS/SHZ (a matched company) if there is not a 

proper sector index to reflect the nature of the underlying business. I use the following 

criteria for choosing a matched company: 1) same industry; 2) same level of market 

capitalization. The sector index or a matched company serves as a proxy for the 

stocks that are only domestically listed in the SHS/SHZ.  

Since most of the dual-listing companies issue H-shares earlier than A-shares, 

the effect of H-share listing have to be studied from the A-shares issuance days. I also 

try to find a matched A-share that is issued earlier than the dual-listing company’s 

A-share.   

 

6.2.1 Test II (1) Individual pairs 

 

Observation days of each pairs start on the day that the dual-listing company’s 

A-share is issued (Jilin Chemical Industrial Co Ltd and ZTE Corporation start on their 

H-shares issuance days).    

1. The actual returns can be obtained from equation (1).  

 20



2. The return differences between dual-listed companies’ A-shares’ and the 

matched company’s A-shares’ are calculated daily.  

3.     The hypothesis can be set up as follow; 

Ho: µ≥0 

Ha: µ<0 

n

xZ
σ
µ−

=  

µ is the expected average return difference for each stock. x and σ are the 

average return difference and the standard deviation for each stock, respectively, 

between a dual-listing company and its matched company. N stands for the number of 

observations for each pair of stocks. 

Result 

From Table 5, we can see that among the 30 stocks, 22 stocks have a negative Z 

value, even though there are only two Z values that reach the 10% and 5% level of 

significance, respectively. However, the 22 negative Z value shows the dual-listing 

companies perform more poorly than those companies that only listed domestically. 

Moreover, it is noticeable that among the eight stocks with a positive Z value, only 

one stock is compared with the sector index, which is the most representative proxy of 

single-listing companies. This consequence may be a result of the firm-specific risk of 

the matched companies. 
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Table 5 Result of Test II Comparison between dual-listing companies’ A-shares and their industry indices or matched single-listing companies.  

 
  Z 

Company name Sector index or a matched 
single-listing company  

Number of 

observations 

Average of the 

difference 

Standard 

deviation 

of the 

difference

(x-µ)/( σ/n^0.5) 
(Statistical 

significance) 

Sum of 

difference 

(economic 

significance) 

ZTE Corporation C&T TECH.DEV. 'A' (~CH) 1223 -0.00018 0.028459 -0.22119 -0.21448 

Northeast Electric Development Co Ltd SHANGHAI MECHANICAL & 

ELECTRICAL IND. 'A' (~CH) 
2410    -0.001505 0.036132 -2.04481**

-1.25149 

Jilin Chemical Industrial Co Ltd CHINA - DS CHEMICALS  2193 -0.00036 0.041451 -0.40671 -0.79513 

Jingwei Textile Machinery Co Ltd CHINA TEX.MCH.'A' (~CH) 2151 -0.00069 0.03881 -0.82457 -1.48061 
Shandong Xinhua Pharmaceutical Co Ltd S&P PHARM. IND. 'A' 1978 -0.00024 0.026166 -0.40793 -0.46573 
Angang New Steel Co Ltd CHINA - DS STEEL  1575 -0.001 0.033034 -1.20138 -1.56946 
Guangdong Kelon Electrical Holdings Co Ltd CHINA - DS ELECTRICAL EQUIP  680 -0.00215 0.032587 -1.72048* -1.45812 
Huaneng Power International, Inc. CHINA - DS AIRLINES&A'PORTS  849 -0.001505 0.036132 -1.21366 -0.89049 
Anhui Expressway Co Ltd Fujian Expressway 482 0.0000278 0.01603 0.038075 0.133597 
China Shipping Development Co Ltd CHINA - DS SHIPPING & PORTS  729 -0.00081 0.031592 -0.69226 -0.59242 
China Petroleum & Chemical Corporation CHINA - DS OIL INTEGRATED  893 -0.00123 0.023569 -1.55952 -0.98897 

China Southern Airlines Co Ltd CHINA - DS AIRLINES&A'PORTS  383 -0.00011 0.028151 -0.07647 -0.03937 

China Eastern Airlines Corporation Ltd CHINA - DS AIRLINES&A'PORTS  1915 -0.00021 0.03667 -0.25061 -0.39924 

Yanzhou Coal Mining Co Ltd SHANXI COKING 'A' 1745 2.43E-05 0.021639 0.04691 0.042324 

Guangzhou Pharmaceutical Co Ltd S&P PHARM. IND. 'A' 1066 -2.10E-05 0.022076 -0.03106 -0.02231 

Jiangxi Copper Co Ltd YUNNAN COPPER IND. 'A' 781    0.000842 0.02222 1.058994 0.578397 
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Jiangsu Expressway Co Ltd Fujian Expressway 1062 -0.00048 0.017687 -0.8844 -0.51045 

Shenzhen Expressway Co Ltd Fujian Expressway 836 -0.0007 0.016691 -1.2126 -0.58581 

Anhui Conch Cement Co Ltd Fujian Cement. 'A' 804 0.000622 0.020497 0.860455 0.499757 

Tsingtao Brewery Co Ltd BEIJING YANJING BREW.'A' 1995 2.91E-05 0.014682 0.088528 0.058051 

Guangzhou Shipyard International Co Ltd CHINA - DS SHIPPING & PORTS  2965 -0.00073 0.045804 -0.86782 -2.16642 

Sinopec Shanghai Petrochemical  Co Ltd CHINA - DS OIL INTEGRATED  2678 0.000226 0.046349 0.252333 0.603869 

Nanjing Panda Electronic Co Ltd MINDONG ELEC.GROUP 'A' 2174  -1.7E-05 0.031907 -0.5276116 -0.03753 
Jiaoda Kunji High-Tech Co Ltd HUDA TECH. & ED. DEV. 'A' (~CH) 2351    0.000604 0.043003 0.681027 1.418412 
Maanshan Iron & Steel Co Ltd CHINA - DS STEEL  2001 -0.00054 0.032395 -0.74566 -1.08452 
Beiren Printing Machinery Holdings Ltd GUANGXI LIUGONG MACH.'A' 

(~CH) 
2828    -0.00028 0.029943 -0.49728

-0.79402 

Sinopec Yizheng Chemical Fibre Co Ltd JIUJIANG CHM.FIBRE 'A' (~CH) 2151 -4.90E-06 0.028295 -0.00803 -0.01044 
Tianjin Capital Environmental Protection Co Ltd WUHAN SANZHEN INDL.'A' 1750 0.000899 0.024075 1.562113 1.575704 
Dongfang Electrical Machinery Co Ltd SHANGHAI MECHANICAL & 

ELECTRICAL IND. 'A' (~CH) 
2451    -0.00027 0.029341 -0.45558

-0.65918 
 

Luyang Glass Co Ltd SHAI.YAOHUA PIL GLSS.'A' 2440 -0.00045 0.0264 -0.84198 -1.09464 

** at the 5% level of significance 
* at the 10% level of significance 
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Among the 22 stocks with negative Z value, the total differences between returns of 

the dual-listing companies’ A-shares and the proxy for the single-listing companies’ 

A-shares through all years for each stock have reached a certain economically significant 

level ranging from -2.231% to -148.061%. Take the Northeast Electric Development Co 

Ltd as an example. On average, its return is only 0.1505 % less than the return of the 

Shanghai Mechanical & Electrical Ind. But throughout more than nine years, the total 

return of the Northeast Electric Development Co Ltd can be higher than the return of the 

Shanghai Mechanical & Electrical Ltd. by 125.149%. The high economic significance of 

this result leads me to the event study that views the 30 pairs’ return difference between 

dual-listing companies’ A-shares and their sector indices or matched companies as a 

whole.  

 

6.2.2 Test II (2) Event study: group the 30 pairs as a whole.  

 

Day 1 is defined as the later of issuance days of the A-share and the matched 

A-share. Most stocks use the issuance day of dual-listed company’s A-share as Day 1. 

One thousand days are observed. 

 

1. The actual returns can be obtained from the equation (1).  

2. The return differences between dual-listing companies’ A-shares and the 

matched company’s A-shares are calculated daily 

1. The 30 stocks are grouped as a whole. The average daily return differences of 

30 stocks are taken for each day.   
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2. A hypothesis test can be set up as follows, 

Ho: µ≥0 

Ha: µ<0 

n

xZ
σ
µ−

=  

µ is the expected average return difference for each stock. x and σ are the observed 

average and the standard deviation of the average of 30 pairs’ daily return difference 

between dual-listing companies’ A-shares and their sector indices or matched companies, 

respectively. N stands for the number of observation days, which equals to 1000. Reject 

Ho if z<-1.645 at the 10 percent level of significance.  

Result 

Table 6 Result of integration of 30 pairs’ daily return difference 

x  -0.000391342 
Standard deviation σ 0.006892278 
No. of observations 1000 
z -1.795535121 

 

From Table 6, we can reject Ho: µ≥0, and conclude that the average return of 

dual-listing companies’ A-share is smaller than that of the sector index or a matched 

company. Simply put, the dual-listing companies perform worse than the single-listing 

companies. Evidence shows that listing in the SEHK has an impact on the performance of 

domestic A-shares since the return of a dual listing company’s A-share is significantly 

different from the actual return of the sector index or a matched company. One of the 

explanations is that A-share prices are set much higher than the H-share price at the day 

of issuance. Investors regard the valuation in Hong Kong market as more accurate, since 
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the Hong Kong market is a mature and established financial market. This kind of 

comparison might be reflected on the adjustment of the prices, thus dragging down the 

A-share prices.  

 

Problems with this test 

1) The matched company is difficult to be identified. The stock of the matched 

company has firm-specific risk that might affect its performance. 2) Using the sector 

index does not exclude the stock that the index is compared with. Since the index usually 

consists of a large number of stocks, this problem is not serious. 3) Not every stock has 

1000-days data. In later days, there are some stock pairs with data lacking. But since 

there are only five stocks that have data less than 800 days, it is not a very significant 

problem.  

 

6.3 Test III Comparison between 30 companies’ A- and H-share performances as a 

whole 

The third test arises from the recently popularized sentiment that the prices of A- and 

H-shares have a tendency to converge. Here, the 30 A-shares and H-shares are treated 

respectively as two portfolios. If the A-share portfolio always gets worse returns and the 

H-share portfolio always gets better returns through years, which is to say, the A-share 

prices are decreasing while the H-share prices are increasing, then there is a tendency that 

the price of A-and H-shares may converge.   

The time frame starts from the earlier day of the issuance days of A-and H-shares 

until 6 January 2005.  
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1. Apply equation (1) to calculate the daily actual return of A-and H-shares that are 

from the same company, Ra, Rh, respectively. 

2. Compare the daily actual return difference of H-shares and the actual of 

A-shares that are from the same companies (Ra), i.e. P=Rh- Ra.  

3. Compute the sum of each p in the whole year at the end of every year. 

4. Calculate the average amount of the sum of the Ps for each year. 

5. Calculate the cumulative value of sum of the Ps.  

The drawback of this test is that the stocks are issued in different years. In early 

years, there are fewer stocks, which makes the result from these years less representative.  
   

Result 

 

Cumulative return difference between A- and H-shares for the 30 companies are 

tabulated in Table 7 

Table 7 

Year 
No. of 
dual-listing 
stocks 

average return difference 
(Ra-Rh) 

cumulative return difference 
((Ra-Rh) 

1993 2 -0.031924869 -0.03192 
1994 6 0.00065689 -0.03127 
1995 11 0.04843409 0.017166 
1996 13 0.000253451 0.01742 
1997 16 0.078021621 0.095441 
1998 17 0.104038055 0.199479 
1999 18 -0.21709084 -0.01761 
2000 18 0.332044258 0.314433 
2001 23 -0.320336548 -0.0059 
2002 25 -0.252701103 -0.2586 
2003 28 -0.061242324 -0.31985 
2004 30 -0.206063047 -0.52591 
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Consider two portfolios to be constructed from the birthday of the H-shares till 6 

January 2005. Whenever a company gets a second listing in either the Mainland or Hong 

Kong stock markets, the A-share is added to the Portfolio A and the H-share is added to 

the Portfolio B. From Table 6, we can see that in 1998, the Portfolio A gets more return 

than Portfolio B by 10.4%, which contributes to the total return in the year 1998 reaching 

19.9479 % more than the return of Portfolio B. By the year 2004, the Portfolio B earns 

52.591% in total more than the Portfolio A.    

 

cummulative return difference
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Graph 1 Cumulative return difference between A- and H-shares for the 30 companies as a 

whole 

Graph 1 can be divided into three periods; the period before 1997 Q4, the 1997 Q4 – 

2001 Asia Financial Crisis period, and the period after 2001. Before 1997, the A-share 

return is higher than the H-share return. But the flat pattern shows that the return 

difference only increases slowly, which implies that the degree of economic integration 

between China and Hong Kong is not apparent. Besides, only having a few stocks that 
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are dual-listed makes the figures unrepresentative. After 1997, because of the Chinese 

government intervention, the Asia Financial Crisis did not appear to cast much shadow 

on the Chinese economy. In contrast, the Asian Financial Crisis inflicted huge losses on 

the Hong Kong economy and it took years for Hong Kong to recover. Affected by the 

fallout from the decreasing of the HS China Enterprise Index, the Asia Financial Crisis, 

Chinese corporate restructuring, and the Chinese economy taking off since the year 1999, 

the A-shares outperformed H-shares in 2000. Being actively traded, H-shares were 

straightening up from the early 2001 period. After the year 2001, the H-share returns 

exceeded A-share returns as the slope turns negative and the trend gains momentum 

every year. If the trend continues like this, i.e., the return of A-shares becoming ever 

smaller, and the return of H-shares is becoming ever larger, then the prices of A-and 

H-shares may yet converge. 

An explanation for this tendency can also be that investors, as mentioned earlier, 

consider the Hong Kong stock market as an established, mature market and that the 

valuation of the stock price is therefore more accurate than the valuation in the Mainland 

market. Investors will consider that the H-share and A-share holders have the same 

dividend (exchange rate adjusted) and the same right, but the cost of obtaining the shares 

are different.   

Even though for the time being, Mainland investors can not invest in Hong Kong, 

since the H-shares’ price and performance are known to all, investors would make 

comparisons consciously or unconsciously. This kind of psychological comparison can 

drag down the prices of A-shares. This concept is based on whole H-shares but not very 

significantly reflected on individual stocks. This might explain why we can draw such a 
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conclusion when a portfolio of stocks is considered, but can not get a similar conclusion 

on individual stocks. Besides, there has been a huge and regular stream of secret money 

flowing between Guangdong province and Hong Kong, which has exacerbated the 

tendency for cross-border comparison.  

What’s more, arbitrage can accelerate price convergence and bring the two prices 

into equilibrium. But there is lack of arbitrage opportunities between the Chinese and 

Hong Kong markets. For one thing, there are ownership restrictions and capital controls 

in China; the investors from one security market cannot invest in the other. Theoretically, 

there is no capital flow between two markets. Additionally, an arbitrage opportunity 

involves short selling in both markets. But in the Chinese market, short selling is 

forbidden. However, there are still ways in which investors can dodge and evade the 

regulations and engage in short selling. As the Chinese security market matures, more 

and more financial instruments will be made available, and at the same time, more and 

more regulations will be watered down or ultimately repealed. By that time, the 

integration between the Hong Kong and Chinese security markets will be further 

strengthened and arbitrage opportunities will appear, thus greatly accelerating the 

convergence of A- and H-share prices.  

The practical value of this test is that if there is such a tendency, we can predict that 

the H-shares have more potential to increase in value than the A-shares that are from the 

same companies. After the deregulation that allows Mainland investors to invest in Hong 

Kong, comparing with the domestic A-shares, investors would prefer to hold counterpart 

H-shares. If the Hong Kong market opens to Mainland investors, Mainland investors will 

have more choices of financial instruments. The factor of opportunity cost for fewer 
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investment choices will finally be removed. The arbitrage force will draw the prices of 

A-shares and H-shares into equilibrium.   

 

7. Conclusion 

 

There are 31 companies that have listed in both the A-stock market in Mainland 

China and the H-stock market in Hong Kong as of the end of April 2005. Theoretically, 

as both A-and H-shares are representing the same company and the A-and H-share 

investors are granted the same stock holder rights and dividends, the prices of A-and 

H-share should be the same. Despite the fact that four stocks’ A-and H-share prices are 

close to or even with their counterpart’s pricesa, on average, the H-share prices are selling 

at a 60 percent discount to the A-share prices, In recent years, from the prices of A- and 

H- share performance, newly enacted regulations on IPO pricing, and the China stock 

market’s opening up (examples include deregulations on the ownership restriction and 

QFII) and alignment with the international financial market, there is mounting evidence 

suggesting that A- and H-shares may have be on a course of price convergence.  

This study shows that companies that dual list in A-share market in China and 

H-share market in Hong Kong, its A-shares have a negative abnormal return on average 

by applying the CAPM model. As a whole group, these A-shares underperform the 

market. Further more, when comparing the actual return of a Hong Kong and Chinese 

stock market dual-listed company’s A-share price with a proxy of a SHS/SHZ single- 

listing company’s A-share price, I find, on a 1000-day horizon, the average return of a 

                                                
a They are Anhui Conch Cement Co Ltd, Tsingtao Brewery Co Ltd, Yanzhou Coal Mining Co Ltd and the 
ZTE Corporation.  
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dual-listing company’s A-share is smaller than that of a single-listing company’s A-share 

at the 10 percent level of significance. In conclusion, we have strong grounds to conclude 

that dual-listing in the Hong Kong stock market depresses the A-share prices.  

This study also finds that the return of dual-listing companies’ A-shares is becoming 

smaller than the return of its H-shares.  Since the year 2001, the return of H-shares has 

exceeded the return of A-shares and this trend has been gaining momentum. This result, 

is in line with the expectation that the two prices are moving towards each other. 

Therefore, the H-shares have more potential to increase in value than the A-shares that 

are from the same companies 

I argue that because of the availability of counterpart H-share prices as a benchmark, 

investors of A-shares make comparisons and believe the A-share price should be lower. 

This kind of psychological comparison can actually draw up market force to affect the 

price of the A-shares, with the stream of underground money flowing between China and 

Hong Kong also furthering the market force. Consequently, A-share prices are dragged 

down by H-shares. That explains why the dual-listing companies’ A-shares underperform 

the market or other stocks that are only domestically listed.  

The findings provide empirical value to investors for making future investment 

decisions by taking into account the fact that dual-listing in the Hong Kong stock market 

depresses the A-share price. As the integration between the Chinese market and the Hong 

Kong market deepening and arbitrage opportunities becoming available, the movement of 

A- and H-shares prices towards convergence will be enhanced. Therefore, the H-shares 

have more potential to increase in value than the A-shares that are from the same 

companies.  
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Appendix 1 
Table 1, the one year deposit interest rate from 1993—2005.1 

 1993 1996 1997 1998 
199
9 

200
2 

200
4 

Time  
May 
1st

Augu
st 23 

Oct, 
23 

Mar
ch 
25 

July 
1st 

Dec,1
0 

Jun
e 

10 
Feb
. 21 

Oct
. 29 

Annual 
deposit 

rate  11.2 9.18 7.47 5.67 5.22 4.77 3.78 
2.2
5 

1.9
8 

2.2
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