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ABSTRACT

A company incorporated in Mainland China can issue and list “A” shares on the
Shanghai Stock Exchange (SSE for short) or the Shenzhen Stock Exchange (SZSE for
short) and at the same time issue and list “H” shares on the Hong Kong Exchanges and
Clearing Limited (HKEX for short). In 1993, Tsingtao Brewery Co., Ltd. became the
first domestic company to cross-list in the capital markets of Mainland China and Hong
Kong. Thereafter, more and more companies in the Mainland have chosen to cross-list
in such a way. As of the end of December 2018, there are 107 companies cross-listed
in the two markets, of which 87 are cross-listed on the SSE and the HKEX, and 20 on
the SZSE and the HKEX.

The A and H shares of the same company have identical voting rights and cashflow
rights, and therefore should have the same price. However, the prices of a company’s
A and H shares are quite different. Possible reasons are that the capital markets in the
Mainland and Hong Kong are different in policy environments, trading systems, and
investor composition. The price of the A-share is usually higher than that of the H share,
and this phenomenon is called the AH premium. Bailey (1994) is the first to document
such premium, which is the opposite of the findings in other countries. This issue is
called the “mystery of the Chinese stock market” by Fernald and Rogers (2002).
Therefore, it has attracted the attention and research of many scholars at home and
abroad. Although the literature on the AH premium is rather extensive, neither the
academia nor the industry has come up with a good explanation so far.

This thesis conducts an empirical analysis of the AH premium from both the macro
perspectives and micro perspectives. | first conduct an empirical study on the
relationship between the AH premium and macro-economic measures such as the

differences between the two markets in terms of stock market volatility index, money



supply, industry average price-to-earnings or price-to-book ratios. The thesis also
examines the impact of the HK-Shanghai and HK-Shenzhen Stock Connect Programs
on the AH premium. The Stock Connect Programs represent a major step towards
market liberalization — allowing A(H) share investors to buy H(A) shares. Theoretically,
the Stock Connect Programs should reduce the AH premium. An event study is
conducted to examine the announcement effect, and a set of regressions to examine the
effects of fund flows, net buying, total trading, and percentage of shareholdings.

Second, from the micro (firm-level) perspectives, | apply the institutional theory
to explain the relationship between the AH premium and various firm characteristics
such as the dividend yield, return on equity (ROE) and profit margin.

The main findings of this thesis are summarized below: 1. The average AH
premium is negatively related to the stock market volatility index ratio between
mainland China and Hong Kong (VIX "N /V1X"X) and between mainland China and the
US (VIXN /VIXYUS). 2. The average AH premium is positively related to the money
supply ratio between mainland China and Hong Kong (MY /MEX and M$N /MHK) and
between mainland China and the US (M§N/MYS, MEN yMPS and MEN /MYS). 3. The
average AH premium is positively related to the ratio of price-to-earnings ratios
between mainland China and the US (PEN /PEUS), and the ratio of price-to-book ratios
(PBN /PBYS). 4. AH premiums decrease significantly after the announcement of the
Shanghai-HK Stock Connect Program (April 10, 2014), but not after the announcement
of the Shenzhen-HK Stock Connect Program (August 16, 2016). 5. AH premiums are
significantly mitigated by the fund flows, especially Northbound funds flowing into the
A-shares. 6. AH premiums are significantly negatively related to net buy trading (buy
trade value — sell trade value). 7. AH premiums are related negatively to the ratio of A

shares held by Hong Kong investors and positively to the ratio of H shares held by



Mainland investors. 8. AH premiums are smaller for firms that pay dividends
continuously, and firms that offer higher dividend yields. 9. AH premiums are smaller

for firms with higher return on equity (ROE) and net profit margins.
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