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Abstract

Stock Behavior and Mispricing Puzzle of Chinese Dual-Listed Stocks on U.S. and Hong

Kong Stock Exchanges During Listing Periods

By Zhi Luo

This paper examines 39 Chinese companies that dual-listed on the U.S. stock exchanges and

Hong Kong stock exchange between January 1, 2019 and February 21, 2023. The focus of

this paper is to study the changes in stock behavior during the dual-listing period as well as

the differences between Hong Kong listing prices and U.S. listing prices. China’s economic

growth has driven up demand for capital, especially foreign capital. However, major U.S.-

listed China-based companies faced delisting risks after President Trump signed the Holding

Foreign Companies Accountable Act (HFCAA) into law on December 18, 2020. HFCAA

required China-based audit firms to give the Public Company Accounting Oversight Board

(PCAOB) complete access to inspect and investigate U.S.-listed China-based companies’ fi-

nancial statements. Many of these companies decided to dual-list domestically on the Stock

Exchange of Hong Kong (SEHK) as a backup plan to continue gaining access to foreign

capital. December 15, 2022 was a turning point in the tension between U.S. regulators and

Chinese regulators as PCAOB published a statement confirming that it secured complete

access to inspect and investigate Chinese firms that have access to U.S. capital markets

A major finding of this paper is that the 39 Chinese stocks experienced a shift of correlation

with market indices before and after the enactment of HFCAA and PCAOB’s announce-

ment. When delisting risk was high, these Chinese stocks were more correlated with Hong

Kong’s Hang Seng Index and less correlated with U.S.’s S&P 500 and DJIA indices.

This study adopts causal inference and finds that stock and market volatility has a signifi-

cant impact on the mispricing between Hong Kong listings and U.S. listings. By observing

3 years of price differences from 2019 to 2022, I noticed that the mispricing was the biggest

after the HFCAA was signed into law. The delisting risks caused the market to be volatile.

However, explaining what is causing the mispricing is still a challenge.
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1 Introduction

Classical economists typically operate on the assumption that the Law of One Price holds

true, meaning that the price of a particular asset should be identical across different regions

after accounting for exchange rates. In an ideally integrated global financial market, any

deviations from this principle would be corrected via arbitrage.

This paper presents a counterexample to the Law of One Price by demonstrating that stock

prices can be impacted by the location of trading. Specifically, I conducted an analysis of

the stock prices of 29 China-based companies that are listed on both U.S. and Hong Kong

stock exchanges over a three-year period. According to the Law of One Price, the prices of

these companies’ stocks should be equivalent in Hong Kong and the U.S. when accounting

for currency conversion and American Depositary Share (ADS) ratios, which indicate the
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number of Hong Kong Ordinary Shares represented by one U.S. ADS. Surprisingly, dual-

listed stock prices do not behave in this manner. Many of them exhibited large deviations

when the market is volatile.

This paper aims to investigate three primary areas of interest. Firstly, it answer whether

dual-listing have a positive impact on the stock performance. Secondly, it analyzes the be-

havior of stocks immediately following dual-listings, with a focus on factors such as stock

return, trading volume, liquidity, and volatility. Thirdly, it examines the potential causes

of mispricing and the resulting implications on market integration, market liquidity, and

dispersion of opinion.

In the past few decades, dual-listing and cross-listing companies are well-studied by re-

searchers around the globe. Many studies have focused on emerging markets in Japan,

Thailand, and Finland during globalization since the 1980s. In contrast to previous lit-

erature, this study examined data from U.S.-listed Chinese companies from 2019 to 2023.

During this time period, the U.S.-China trade war, U.S.-China 5G competition, COVID-19,

and supply chain disruptions accelerated deglobalization.

Furthermore, the increasing adoption of data centers and cloud computing has elevated data

security to a matter of national security. Both the U.S. and China have implemented data

protection laws that regulate the usage and storage of domestic data. The center of the con-

flict was the U.S. regulators’ access to audit data of Chinese companies listed in the U.S. On

December 18, 2020, President Trump signed the Holding Foreign Companies Accountable

Act (HFCAA) into law to address the concerns about the Public Company Accounting Over-

sight Board’s (PCAOB) limitations in complete access to inspect and investigate registered

public accounting firms in mainland China and Hong Kong. If the PCAOB’s limitations are

not removed by 2024, the HFCAA poses delisting risks for securities of Chinese companies

listed in the U.S. The SEC has identified more than 170 U.S.-listed Chinese issuers that

audited their financial statements using public accounting firms that limited PCAOB ac-

cess. Facing the delisting risk, 29 China-based companies urgently dual-listed on the Stock

Exchange of Hong Kong (SEHK) as a backup plan to continue accessing foreign capital in
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the event of HFCAA banning trading on U.S. stock exchanges. It is unprecedented for com-

panies to dual-list domestically to avoid delisting risks in foreign markets. In fact, it has

been uncommon for companies with listings on U.S. stock exchanges to pursue dual-listing

in their home market because U.S. stock exchanges have superior liquidity and higher listing

standards.

On December 15, 2022, the PCAOB released a statement confirming that it had obtained

full access to inspect and investigate Chinese firms that have access to U.S. capital markets.

As a result of this development, U.S. and Chinese authorities were able to reach an agree-

ment that substantially reduced the risk of delisting for Chinese companies. This effectively

brought a temporary end to the tensions that had been brewing between the two countries

on this issue.

The enactment of the HFCAA on December 18, 2020, and the subsequent statement by

the PCAOB on December 15, 2022, marked two crucial time points that establish a clear

starting and ending point for the tensions surrounding Chinese firms with access to U.S.

capital markets. These events provided a clear delineation between the before and after

stages, allowing for a more precise analysis of the impact of these developments.

1.1 Timeline With Two Cutoff Points

1.1.1 First Case of Chinese State-owned Enterprise Delisting

The first delisting of major Chinese companies from U.S. stock exchanges under political

pressure occured on November 12, 2020. President Trump signed the Executive Order 13959

to prohibit U.S. investments in three Chinese telecommunication companies: China Telecom,

China Mobile, and China Unicom. The U.S. government believed that the three companies

“directly support the PRC’s military, intelligence, and security apparatuses and aid in their

development and modernization”. On January 6, 2021, the New York Stock Exchange an-
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nounced the delisting of the three Chinese ADSs effective on January 11, 2021. Although,

they were the first three major Chinese ADSs delisted from the U.S. stock markets under

the pressure of government officials, the market did not think that all the Chinese ADSs

faced delisting risks. At the time, the market considered these three delistings as the result

of the U.S.-China 5G competition and the U.S.’s sanction on Huawei and ZTE. Therefore,

it is a special case under unique geopolitical environment that does not represent the overall

trend.

1.1.2 First Cut Off Point: The Beginning of Delisting Risk

The Holding Foreign Companies Accountable Act (HFCAA) was passed by U.S. Senate on

May 12, 2020 and U.S. House of Representatives on December 2, 2020. It was signed into

law by President Trump on December 18, 2020. Under the law, China-based audit firms are

required to give the Public Company Accounting Oversight Board (PCAOB) complete access

to inspect and investigate U.S.-listed China-based companies’ financial statements. Failure

to meet the requirements may result in the Chinese ADSs being banned from trading and

delisted from exchanges. The HFCAA created delisting risk to all of the Chinese ADSs, so

December 18, 2020 is the first cutoff in this paper’s data. It is the beginning of a growing

trend among Chinese ADSs to dual-list on Hong Kong stock exchange as a backup plan.

The Hong Kong stock exchange has been quick to approve secondary listings for companies

that meet the minimum requirements, which are less rigorous than those for primary listings.

The key requirements for secondary listing on Hong Kong stock exchange are summarized

below.
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Figure 1: Hong Kong Secondary Listing RequirementsHKR

1.1.3 Second Case of Chinese State-owned Enterprise Delisting

On August 12, 2022, five major state-owned Chinese companies including, China Life In-

surance Company Limited, PetroChina Company Limited, China Petroleum & Chemical

Corporation, Aluminum Corporation of China Limited, and Sinopec Shanghai Petrochemi-

cal Company Limited, announced that they intended to voluntarily delist their ADSs. This

is a sign that the Chinese decided that the five state-owned companies are impossible to

follow the U.S.’s disclosure obligation because of the administrative burden and the sensi-

tivity of the data. The five delistings are an effort to avoid mass delisting of other Chinses

companies and conform with the U.S. disclosure obligation.

1.1.4 Second Cut Off Point: The Temporary End of Delisting Risk

On December 15, 2022, PCAOB published a statement that it secured complete access to

inspect and investigate Chinese firms that have access to U.S. capital markets. Therefore,

U.S. and Chinese authorities reached an agreement that significantly reduced the delisting

risk of Chinese companies. This temporary end to the trend of delisting is the second cutoff
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in this paper’s data.

1.1.5 Third Case of Chinese State-owned Enterprise Delisting

On January 13, 2023, China Eastern Airline and China Southern Airline filed for delisting

their ADSs listed on the New York Stock Exchange.

Figure 2: Market Capitalization of Listed Companies, Nov. 2021-Jan. 2023Chi

According to a report published by U.S.-China Economic and Security Review Commission

(USCC) on January 9, 2023, 23 out of the top 30 Chinese companies, based on market

capitalization, listed on U.S. stock exchanges have dual-listed on the Hong Kong stock ex-

change. The remaining seven companies that are only listed on the U.S. stock exchanges are:

Pinduoduo Inc., Full Truck Alliance Co. Ltd., Vipshop Holdings Limited, Legend Biotech,

TAL Education Group, Lufax, iQIYI, Inc. If delisting risks increase in the future because

of changes in rules, these major dual-listed Chinese companies have a contingency plan to

6



continue attracting foreign capital and investment through the Hong Kong stock exchange.

The dual listing fortifies their capital structure to continue access international capital mar-

kets and mitigate the potential negative impact of delisting from U.S. stock exchanges.

China Eastern Airlines and China Southern Airlines were the last two companies identified

by USCC as state-owned enterprises (SOEs). The remaining ADSs are identified by USCC

as non-state issuers.

2 Definitions and Literature Review

2.1 American Depositary Receipts (ADRs)

According to Karolyi (1998), U.S. individual and institutional investors began to diversify

their portfolios by investing in foreign equity markets during the 1980s. In response to this

globalization trend, many companies in emerging markets listed their shares in developed

markets such as the U.S., reducing the cost of capital, illiquidity, and investment barriers.

They benefited from the higher reporting standards and attracted an enlarged investor base.

Depositary Receipt (DR) programs were developed by JP Morgan in 1927 as an alternative

option for foreign companies to list in the U.S. Most Chinese companies listed in the U.S. are

American Depository Receipts (ADRs). A depositary bank holds the underlying securities

and converts dividends and other payments into U.S. dollars.

However, government regulations created market segmentation by imposing restrictions on

certain investor groups. Generally, most ADRs are held by U.S. investors because Chinese

investors are subject to capital controls capped at $50,000 per year. The underlying Hong

Kong shares are unrestricted with fewer capital flow restrictions, so they can be held by both

U.S. investors and Chinese investors. As a result of this market segmentation, two distinct

pricing mechanisms emerged: one for U.S. ADRs and another for Hong Kong listings. Pre-
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vious literature Hietala (1989) examined the Finnish market structure in the 1980s. Finnish

domestic investors can own all the restricted Finnish stocks and a portion of unrestricted

Finnish stocks while Finnish foreign investors can own a portion of unrestricted Finnish

stocks and all the foreign stocks. This market segmentation created three different price

quotations for restricted stocks, unrestricted stocks, and foreign stocks. The unrestricted

stocks persistently trade at a premium because their demand by both domestic and foreign

investors is greater than the restricted stocks’ demand by only domestic investors. The own-

ership restrictions prohibited arbitrage strategies to close the pricing gap.

Despite the possibility of market segmentation, no consistent premiums or discounts between

U.S. ADRs and Hong Kong listings were observed in the sample, suggesting today’s global

market is very integrated. To convert Hong Kong share prices to ADRs, we need Hong Kong

Dollar to U.S. Dollar exchange rate and ADS ratio which refers to the number of underlying

Hong Kong shares represented by an ADRs.

Hong Kong Share Price (U.S.Equivalent) = Hong Kong Share Price×

HKD to USD Exchange Rate× ADS ratio

The difference between the theoretical Hong Kong Share Price (U.S. Equivalent) and the

U.S. Share Price is the mispricing.

Mispricing = Hong Kong Share Price (U.S.Equivalent)− U.S. Share Price

2.2 Law of One Pirce

The law of one price assumes that international financial markets are perfectly integrated,

meaning that an identical asset or commodity will have the same price globally, and that the

asset’s price is unaffected by its location of trade. In other words, the price of a particular

asset should be identical across different regions after accounting for exchange rates.
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2.3 Liquidity

Kyle (1985) defined liquidity as a number of transactional properties of markets, including

tightness (the bid-ask spread), depth (ability to absorb large order flow without moving

market price), and resiliency (the speed of recovering from a random uninformative shock).

From market surveys by Mittoo (1992), the superior liquidity provided by overseas exchanges

compared to the home market not only attribute to gains in stocks’ value but also attracted

more trading volume than the home market, reducing the order flow of the home market.

This difference in liquidity might cause a price difference in the two markets. As stock ex-

changes around the world compete for order flow and liquidity by innovating the trading

process, the distribution of trading volume among exchanges has changed. Therefore, the

price difference might be related to the changes in the distribution of order flow in the over-

seas market and home market.

3 Data Description

3.1 Dual-listed Stock Data (Treatment Group)

For the purposes of this study, the stock price data used was sourced from the Refinitiv

DataStream database. The dataset contained comprehensive information on 29 companies,

including their closing price, bid price, ask price, and trading volume, for both their U.S.

and Hong Kong listings. The data covered the period spanning from January 1, 2019, to

February 17, 2023.

It is important to note that only three companies (BeiGene, China Eastern Airline, and

China Southern Airline) dual-listed on both U.S. stock exchanges and Hong Kong stock

exchange before January 1, 2019. The remaining 26 companies are split into two groups: 10
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Figure 3: Dual-listed Stock Data Summary

completed dual-listings prior to the enactment of the HFCAA, while the remaining 16 did so

after the enactment. This division provided a clear distinction between the stock behaviors

that were impacted by the new legislation and those that were not.

3.2 Single-listed Stock Data (Control Group)

To investigate the impact of HFCAA on dual-listing stocks using the difference in differences

method, I included 16 additional Chinese companies that were exclusively listed on the U.S.

stock exchange from January 1, 2019, to February 18, 2023. The single-listed stocks are a

valid control group because they have similar size and industries as the treatment group,

and they were also affected by the HFCAA.
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Figure 4: Single-listed Stock Data Summary

3.3 Market Indices Data

I downloaded Dow Jones Industrial Average (DJIA), S&P 500 (SP500), Hang Seng Index

(HSI), Shanghai Stock Exchange Composite Index (SHCOMP) from Yahoo Finance. DJIA

and S&P500 are U.S. stock indices. HSI tracks a selection of companies from the Stock

Exchange of Hong Kong. SHCOMP tracks the performance of all A-shares and B-shares

listed on the Shanghai Stock Exchange. The Shanghai-Hong Kong Stock Connect (SHHK-

Connect) was launched on November 17, 2014, as a cross-border investment program that

enables investors in Mainland China and Hong Kong to trade and settle shares listed on the

other’s stock exchange. Given the significance of this cross-border program and the tighter

connection between the two markets, I included the Shanghai Composite Index (SHCOMP)

in my analysis.

3.4 Exchange Rate

I used the HKD to 1 USD exchange rate from Yahoo Finance.
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3.5 ADS ratio

I pulled the ADS ratio from the 20-F forms provided by foreign private issuers from SEC’s

website.

3.6 Risk Free Rate

I used ICE U.S. 10-year treasury futures price from Yahoo Finance.

4 Methodology

4.1 No Positive Impact On Stock Price After Dual-listing

Since the 1980s, globalization has prompted companies in emerging markets to seek cross-

listing in developed markets. Consequently, several studies have examined the impact of

cross-listings on stock prices immediately after the listing. While the focus of this paper is

on the reverse scenario, where companies with ADSs in developed markets cross-list back

in their home emerging markets, the insights from previous studies on liquidity, risks, and

managerial implications can still be relevant.

Overall, the empirical evidence of previous research indicates that when non-U.S. companies

list on U.S. stock exchanges, they will experience an increase in market value in the listing

month, but the post-listing performance varies widely over the next year.

Switzer (1986) found that “there appears to be fairly strong evidence of positive abnormal

performance in the interlisting period. Cumulative abnormal returns become persistently

positive about 12 days prior to interlisting and continue to rise in a definite trend.”

However, another study by Alexander et al. (1988) contradicted Switzer’s finding. Alexander

examined a sample of 34 foreign firms listed on U.S. stock exchange. He concluded “no ab-
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normal returns were detected in the listing period.” In fact, he observed a persistent decline

after listing “reaching -7.29 percent by month +12, -38.23 percent by month +24, and -53.21

percent by month +36.”

Figure 5: Stock Price After Dual-listing

As shown in Figure 5, the data of 26 Chinese companies immediately before and after the

dual-listing on Hong Kong stock exchange shows no consistent trend in stock price and mar-

ket value. The stock price exhibits no discernible pattern and the daily returns fluctuate in

a chaotic manner.

The first potential explanation for the negligible abnormal return is that market is more

efficient today than Switzer’s study. The low trading cost and easier access to different mar-

kets allowed the arbitrageurs to reduce abnormal returns that deviate from fair valuation.

The fact that our financial market consistently reflects new information and adjusts prices

rapidly suggests that it is integrated globally and conforms to the efficient market hypothe-

sis, which posits that asset prices reflect all available information at any given time. Despite

the possible regulatory barriers to cross-border capital investment, arbitrageurs have been

shown to quickly exploit mispricing opportunities and enhance market efficiency.

Another potential explanation for the differing results between Swizer’s study on Canadian

companies and this study on Chinese companies is that the Canadian companies that in-
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terlisted on NYSE and AMEX were experiencing upswings with positive outlooks, whereas

the Chinese companies were facing more challenging circumstances,especially the risk of

delisting, which created downward pressure on their stock valuations. In particular, the 29

Chinese firms analyzed in this study saw an average decrease of 48.58% between 2021 and

2022. The the high levels of uncertainty and pessimistic outlook might wiped out the posi-

tive impact of dual-listing.

4.2 Volatility

Figure 6: 5-Day Volatility After Dual-listing

Volatility is calculated by the sample standard deviation of stock’s daily return and is calcu-

lated over a rolling window of 5 consecutive trading days. Given that the dual-listing occurs

on the 10th day, the rolling window volatility for a period of 5 days will only be available

on the 15th day. There was significant increase in volatility for U.S. stock prices during

the dual-listing period starting 5 days before the dual-listing. The U.S. stock prices finally

stabilize 10 days after the dual-listing. Volatility is the highest for Hong Kong stock prices

in the beginning. It takes about 10 days for the Hong Kong stock prices to stabilize.
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4.3 Liquidity And Trading Volume

A potential factor that dual-listing might impact the stock price is the superior liquidity

and more trading volume provided by the matured exchanges. Liquidity is measured by the

bid-ask spread. A narrower bid-ask spread suggests more liquidity. A wider bid-ask spread

suggests less liquidity.

Figure 7: Bid-Ask Spread After Dual-listing

4.3.1 Liquidity’s Effect on Cost of Capital

Keim (1989) estimates that “this bid-ask spread represents, on average, from 0.6 to 8.0% of

a security’s price (depending on a firm’s size with larger firms typically displaying smaller

percentage spreads), so this spread represents a sizable portion of total transaction costs

(which also include commissions).”

Both individual and institutional investors tend to prefer liquid markets due to the lower

transaction costs associated with buying and selling securities. By dual-listing their securi-

ties in highly liquid markets, firms can increase their shareholder base and trading volume,
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Figure 8: Volume After Dual-listing

ultimately leading to a decrease in their cost of capital. This can result in significant bene-

fits for firms, including improved access to capital, greater financial flexibility, and increased

visibility among potential investors.

WACC = E
V
re +

D
V
rd(1− t)

A reduction in re leads to a reduction in WACC, which in turn increases the valuation of the

firm when calculating the present value of future cash flows. Thus, the improved liquidity

resulting from dual-listing can have a positive and material impact on stock valuations.

Although Foerster and Karolyi (1998) found in their analysis of 52 Canadian securities that

interlisted on U.S. exchange that “an 11% decline in the unadjusted spread”, they also men-

tioned that “the impact on trading costs is complex and is related to a number of factors

including whether a firm experiences a volume increase on the domestic market and the

extent to which US market makers are successful at capturing a market share of trading.”

My sample of 26 dual-listed Chinese companies showed no significant change in bid-ask

spread for both U.S. and Hong Kong listings during the listing period. This result suggest

that dual-listings in Hong Kong had no effect on the firm’s liquidity. Although it might
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be easier for Hong Kong investors to invest in these companies, the global market is highly

integrated, and transaction costs are so low that the potential impact of expanded share-

holder base and change on access to investment opportunities may be negligible. It is also

important to note that Hong Kong’s bid-ask spread seems to be narrower than U.S.’s bid-ask

spread, but it does not actually indicate a higher level of liquidity in the Hong Kong market.

Rather, the difference in bid-ask spreads can be attributed to the fact that ADSs in the U.S.

market represent a multiple of Hong Kong shares, resulting in smaller slices and a smaller

bid-ask spread.

There is a clear increase in trading volume on the day of listing, but it quickly diminished

back to the pre-listing level for U.S. listings. Hong Kong listing demonstrated abnormal

high initial trading volume and it took about 5 days for the trading volume to stabilize. The

liquidation of the IPO in the first week of trading is called flipping activity. It is a natural

process in the stock market and provides liquidity to the broader market.

Following the enactment of HFCAA, there appeared to be greater fluctuations in trading

volume during the listing period. This could be attributed to heightened uncertainty in the

market, as well as frequent news updates regarding the tensions between US and Chinese

regulators.

4.3.2 Dividends

Most Chinese companies do not pay dividends. Many literature reviews suggested that

dividend policy can significantly affect a company’s cost of capital and valuation, particu-

larly when distributions are made differently across various locations. Since these Chinese

companies do no pay dividen, it is no an issue for this study.
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4.3.3 Liquidity’s Effect of Mispricing

Atanasova and Li (2018) examined a sample of 650 international firms cross-listed on a U.S.

stock exchange. Their results showed that “lower ADR liquidity leads to a larger price

difference between the U.S. and the home market.” Moreover, “U.S. market liquidity has

a stronger effect than the home market liquidity.” It is consistent with the asset pricing

literature that suggest illiquidity depresses asset prices.

In my analysis, there was no changes in market liquidity for both U.S. and Hong Kong

during the listing period. Therefore, there is no evidence that liquidity had an impact on

mispricing. However, the subsequent regression analysis revealed a significant relationship

between mispricing and both the liquidity and volatility of the stock. This suggests that

these factors may also play a role in influencing mispricing, in addition to the regulatory and

market factors previously considered.

4.4 Regressions

I performed a total of nine regression analyses on the dataset. For the first regression, I used

Hong Kong daily return as the dependent variable.

HongKongReturn = β0+β1 ∗HKUSExRate+β2 ∗SP500+β3 ∗HSI +β4 ∗SHCOMP +

β5 ∗ TenY earY ield + β6 ∗ HKV olatility + β7 ∗ USV olatility + β8 ∗ HKBidAskSpread +

β9 ∗ USBidAskSpread+ β10 ∗HKV olume+ β11 ∗ USV olume+ µ

For the second regression, I used U.S. daily return as the dependent variable.

U.S.Return = β0 + β1 ∗HKUSExRate+ β2 ∗ SP500 + β3 ∗HSI + β4 ∗ SHCOMP + β5 ∗

TenY earY ield + β6 ∗ HKV olatility + β7 ∗ USV olatility + β8 ∗ HKBidAskSpread + β9 ∗

USBidAskSpread+ β10 ∗HKV olume+ β11 ∗ USV olume+ µ

For the third regression, I used Mispricing as the dependent variable. Mispricing =

β0 + β1 ∗HKUSExRate+ β2 ∗SP500+ β3 ∗HSI + β4 ∗SHCOMP + β5 ∗TenY earY ield+

β6 ∗HKV olatility+β7∗USV olatility+β8 ∗HKBidAskSpread+β9 ∗USBidAskSpread+
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β10 ∗HKV olume+ β11 ∗ USV olume+ µ

They were then split into three distinct time periods to account for the regulatory changes.

1) The first period, spanning from January 1, 2019 to December 17, 2020, was before the

enactment of the HFCAA. Prior to December 17, 2020, only 13 companies were dual-listed

on both exchanges. As a result, the regression analysis for the first period was conducted

exclusively on these 13 companies.

2) The second period, from December 18, 2020 to December 14, 2022, occurred after the

enactment of the HFCAA but before the announcement of the PCAOB gaining full access.

By the end of this period, all 29 companies were dual-listed, providing sufficient data to

conduct regression analysis on all of them.

3) The final period, from December 15, 2022, to February 17, 2023, was after the PCAOB

had announced gaining full access. However, the third period is short because of the time

constrain of this study. The small sample size in period 3 might be a problem. It can easily

be solved with more data in the future.

4.4.1 Regression Variables

The daily return is calculated by DailyReturn = Today′sClosingPrice−PreviousClosingPrice
PreviousClosingPrice

− 1

HKUSExRate: Daily exchange rate changes in percentage between Hong Kong Dollar and

U.S. Dollar.

SP500: Daily return of the S&P 500 Index in percentage, representing the U.S. market. I

only included S&P 500 because it is highly correlated with other U.S. market indices such

as Dow Jones Industrial Average. As shown in the market indices correlation table below,

the correlation between S&P 500 and DJIA is about 0.974443. To prevent multicollinearity

problem in the regession, I only used the S&P 500 Index.

HSI : Daily closing price changes in percentage of the Heng Seng Index, representing the

Hong Kong market.

19



SHCOMP : Daily return of the Shanghai Stock Exchange Composite Index in percentage,

representing the Mainland China market. As discussed in the previous section on Data De-

scription, the SHHKConnect program has created significant connections between the Hong

Kong and Mainland China markets. Given that many of the 29 companies in our analysis are

headquartered in Mainland China, it is reasonable to include the SHCOMP in our analysis.

TenY earY ield: Daily of ICE Treasury Yield 10 Years Futures in percentage, representing

the risk-free rate of the U.S. market. HKV olatility: The sample standard deviation of Hong

Kong listings’ daily return, which is calculated over a rolling window of 5 consecutive trading

days.

USV olatility: The sample standard deviation of U.S. listings’ daily return, which is calcu-

lated over a rolling window of 5 consecutive trading days.

HKBidAskSpread: The difference between closing ask price and closing bid price for Hong

Kong listings.

USBidAskSpread: The difference between closing ask price and closing bid price for U.S.

listings.

The following graph depicts the mispricing observed between the U.S. and Hong Kong list-

ings.

While GDS, EDU, ZLAB, ZTO, and YUMC exhibit smaller R2 values in the period 1, this is

likely due to their small sample size. As they were dual-listed only about one or two months

before the enactment of the HFCAA, they had fewer observations compared to other com-

panies.

HKV olume: The log of daily turnover volume in thousands HKD amount.

USV olume: The log of daily turnover volume in thousands USD amount.
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Table 1: HK Stock Return Period 1
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Table 2: HK Stock Return Period 2
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Table 3: HK Stock Return Period 3
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Table 4: U.S. Stock Return Period 1

D
ep
en
de
n
t
va
ri
ab
le
:

B
A
B
A

B
Z
U
N

B
G
N
E

C
E
A

Z
N
H

G
D
S

H
T
H
T

J
D

N
T
E
S

E
D
U

Z
L
A
B

Z
T
O

Y
U
M
C

(1
)

(2
)

(3
)

(4
)

(5
)

(6
)

(7
)

(8
)

(9
)

(1
0)

(1
1)

(1
2)

(1
3)

H
K
B
id
A
sk
S
p
re
ad

-1
0.
84
0∗

-2
.0
21

0.
11
0

-0
.0
66

0.
09
6

-4
.0
51

0.
39
1

-0
.4
58

2.
23
6

0.
14
4

-0
.2
77

0.
89
3

-1
.4
44

(6
.0
66
)

(2
.4
80
)

(0
.1
95
)

(0
.8
62
)

(0
.7
67
)

(2
.8
96
)

(0
.9
50
)

(3
.8
59
)

(3
.5
25
)

(1
.7
65
)

(0
.2
86
)

(1
.3
86
)

(1
.1
31
)

H
K
U
S
E
x
R
at
eR

et
u
rn

-3
.0
55

7.
89
9

1.
33
2

-2
.8
90

-2
.0
85

-4
8.
19
9

35
.0
16

23
.2
61

47
.7
22

∗∗
∗

45
.8
59

-3
.3
91

19
.9
34

22
.0
27

(3
.2
88
)

(4
0.
41
3)

(3
.8
08
)

(2
.7
18
)

(2
.7
57
)

(3
9.
96
7)

(2
6.
92
9)

(2
2.
73
1)

(1
7.
10
4)

(7
3.
81
9)

(2
4.
55
8)

(2
7.
59
9)

(1
3.
19
8)

H
K
V
ol
at
il
it
y

-0
.3
91

∗∗
0.
11
6

-0
.0
70

-0
.1
76

-0
.0
82

-0
.4
16

-0
.0
24

-0
.1
54

-0
.4
96

∗∗
0.
29
9

-0
.0
91

0.
31
7

-0
.4
12

(0
.1
54
)

(0
.5
55
)

(0
.1
45
)

(0
.1
41
)

(0
.1
43
)

(0
.4
32
)

(0
.5
16
)

(0
.2
34
)

(0
.2
34
)

(1
.0
62
)

(0
.4
25
)

(0
.5
26
)

(0
.3
08
)

H
K
V
ol
u
m
e

0.
00
9∗

∗
-0
.0
13

0.
00
3∗

∗
0.
00
1

0.
00
4

0.
01
2

-0
.0
06

-0
.0
01

0.
01
7∗

∗∗
0.
00
1

0.
00
3

-0
.0
03

0.
00
1

(0
.0
04
)

(0
.0
09
)

(0
.0
01
)

(0
.0
02
)

(0
.0
02
)

(0
.0
12
)

(0
.0
06
)

(0
.0
06
)

(0
.0
05
)

(0
.0
12
)

(0
.0
04
)

(0
.0
05
)

(0
.0
02
)

H
S
IR

et
u
rn

0.
44
0∗

∗∗
0.
73
9

-0
.1
60

0.
51
3∗

∗∗
0.
59
6∗

∗∗
0.
49
6

0.
50
1

0.
39
0

0.
00
7

1.
45
4

0.
29
6

0.
68
9

-0
.1
31

(0
.1
19
)

(0
.7
54
)

(0
.1
67
)

(0
.1
18
)

(0
.1
22
)

(0
.6
50
)

(0
.4
84
)

(0
.2
62
)

(0
.1
97
)

(1
.0
20
)

(0
.4
89
)

(0
.5
16
)

(0
.2
02
)

In
te
rc
ep
t

-0
.0
46

0.
18
6

0.
01
0

-0
.0
09

-0
.0
46

∗∗
-0
.0
02

-0
.0
44

-0
.0
95

-0
.0
62

0.
13
7

0.
04
1

0.
06
9

-0
.1
82

∗∗
∗

(0
.0
41
)

(0
.1
25
)

(0
.0
20
)

(0
.0
18
)

(0
.0
20
)

(0
.0
75
)

(0
.0
64
)

(0
.0
69
)

(0
.0
42
)

(0
.1
82
)

(0
.0
73
)

(0
.0
78
)

(0
.0
51
)

S
H
C
O
M
P
R
et
u
rn

0.
09
8

-0
.2
48

0.
43
8∗

∗∗
0.
23
2∗

∗
0.
29
2∗

∗
0.
53
6

0.
39
4

0.
00
1

0.
35
3∗

∗
0.
18
1

0.
36
3

-0
.6
06

-0
.2
75

(0
.1
30
)

(0
.9
33
)

(0
.1
60
)

(0
.1
14
)

(0
.1
16
)

(0
.6
83
)

(0
.6
20
)

(0
.2
17
)

(0
.1
68
)

(0
.5
96
)

(0
.6
29
)

(0
.6
41
)

(0
.2
56
)

S
P
50
0R

et
u
rn

0.
53
6∗

∗∗
0.
86
4

0.
63
2∗

∗∗
0.
75
7∗

∗∗
0.
83
7∗

∗∗
1.
79
1∗

∗∗
0.
80
4∗

0.
94
7∗

∗∗
0.
61
3∗

∗∗
1.
78
2

1.
40
9∗

∗∗
1.
13
8∗

∗
1.
12
7∗

∗∗

(0
.0
69
)

(0
.5
98
)

(0
.1
11
)

(0
.0
79
)

(0
.0
81
)

(0
.5
97
)

(0
.4
06
)

(0
.2
30
)

(0
.1
78
)

(1
.2
41
)

(0
.3
84
)

(0
.4
92
)

(0
.1
79
)

T
en
Y
ea
rY

ie
ld
R
et
u
rn

-0
.0
17

-0
.0
19

-0
.0
14

0.
00
5

-0
.0
13

-0
.3
63

∗∗
∗

0.
05
4

-0
.1
52

∗∗
∗

-0
.1
52

∗∗
∗

-0
.4
72

∗
-0
.1
16

-0
.0
71

0.
01
2

(0
.0
19
)

(0
.1
38
)

(0
.0
31
)

(0
.0
22
)

(0
.0
22
)

(0
.1
18
)

(0
.0
97
)

(0
.0
53
)

(0
.0
40
)

(0
.2
19
)

(0
.0
85
)

(0
.0
90
)

(0
.0
41
)

U
S
B
id
A
sk
S
p
re
ad

-1
.2
75

-2
.3
14

-2
.1
35

-0
.0
67

0.
36
8

-0
.4
09

4.
41
2

-1
3.
16
5

-8
.0
21

∗
1.
51
3

-7
.7
63

∗
8.
76
7

9.
97
0

(4
.3
73
)

(1
1.
40
2)

(1
.6
08
)

(0
.3
81
)

(0
.2
87
)

(7
.8
86
)

(6
.6
11
)

(1
2.
26
5)

(4
.0
68
)

(5
.7
78
)

(4
.3
71
)

(1
8.
94
3)

(6
.7
38
)

U
S
V
ol
at
il
it
y

-0
.1
38

-0
.6
78

0.
30
5∗

∗
-0
.1
38

-0
.2
75

∗∗
-0
.4
91

-0
.0
48

-0
.2
37

0.
06
5

-0
.8
97

0.
16
4

-0
.8
71

-0
.5
61

∗

(0
.1
74
)

(0
.8
01
)

(0
.1
27
)

(0
.1
04
)

(0
.1
12
)

(0
.5
69
)

(0
.5
70
)

(0
.2
95
)

(0
.2
39
)

(1
.8
67
)

(0
.3
33
)

(0
.6
21
)

(0
.3
02
)

U
S
V
ol
u
m
e

-0
.0
02

-0
.0
14

-0
.0
05

0.
00
4∗

∗
0.
00
5∗

∗
-0
.0
09

0.
01
1

0.
01
3

-0
.0
08

-0
.0
21

-0
.0
06

-0
.0
06

0.
02
5∗

∗∗

(0
.0
04
)

(0
.0
16
)

(0
.0
04
)

(0
.0
02
)

(0
.0
02
)

(0
.0
13
)

(0
.0
09
)

(0
.0
09
)

(0
.0
07
)

(0
.0
23
)

(0
.0
11
)

(0
.0
09
)

(0
.0
07
)

O
b
se
rv
at
io
n
s

23
6

41
43
4

43
5

43
5

27
46

10
9

11
4

22
42

41
54

R
2

0.
43
4

0.
20
1

0.
15
4

0.
40
3

0.
44
9

0.
63
7

0.
39
2

0.
28
8

0.
38
0

0.
41
6

0.
53
5

0.
31
1

0.
59
4

A
d
ju
st
ed

R
2

0.
40
6

-0
.1
02

0.
13
2

0.
38
7

0.
43
5

0.
37
1

0.
19
6

0.
20
8

0.
31
3

-0
.2
26

0.
36
4

0.
04
9

0.
48
8

N
ot
e:

∗ p
<
0.
1;

∗∗
p
<
0.
05
;
∗∗

∗ p
<
0.
01

23



Table 5: U.S. Stock Return Period 2
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Table 6: U.S. Stock Return Period 3
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4.4.2 Market Indices

The study conducted regression analysis using Hong Kong and U.S. stock returns as depen-

dent variables in Tables 1-3 and Tables 4-6, respectively. Market indices are return-based

and are calculated using the daily percentage changes in closing prices.

Based on the results in Tables 1-3, it appears that only the coefficients for HSI and SHCOMP

are statistically significant for Hong Kong stock returns during period 1-3, while the coeffi-

cient for S&P 500 is not statistically significant. This suggests that the location of the trade

can have an impact on stock returns, as stocks listed in Hong Kong are more influenced by

movements in the Asian market, and less sensitive to the movements in the U.S. market.

Tables 4 and 5 demonstrate that all three market indices (S&P 500, HSI, and SHCOMP)

are statistically significant for U.S. stock returns during period 1 and 2. This is expected

since these stocks are listed in the U.S., and changes in the U.S. market indices are likely to

impact them. However, in Table 6, only the coefficients for HSI and SHCOMP are statis-

tically significant, while the significance of S&P 500’s coefficient decreases. This weakening

of statistical significance might be attributed to the small sample size in period 3, as most

companies had only 37 observations during that period. If it is not caused by the small

sample size, it could suggest following the dual-listing of major Chinese companies on the

Hong Kong stock exchange, their movements are more closely aligned with the Hong Kong

market and less aligned with the U.S. market.

During period 1 and 2, the newly dual-listed stocks were added to the Hang Seng Index, so

these stocks accounted for a significant weight in the index. Consequently, the movement of

these dual-listed stocks can heavily influence the behavior of the Hang Seng Index. How-

ever, the U.S. market indices, including the S&P 500 and Dow Jones Industrial Average,

only comprise U.S.-based companies, meaning that none of the dual-listed Chinese compa-

nies were included. This could lead to a divergence from the U.S. market, particularly given

the delisting risks that these companies are currently facing.

The theoretical model of multi-market trading developed by Baruch et al. (2007) suggested
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that trading volume migrates to the exchange in which the cross-listed asset returns have a

greater correlation with returns of other assets traded on that market. The study by Froot

and Dabora (1999) found that the relative price of the dual-listed stocks was highly corre-

lated with the stock market indexes in the locations where the dual-listed stocks are traded.

Figures 9 and 10 exhibit a noticeable declining trend in correlation between 29 Chinese

Table 7: Market Indices Return Correlation Table
ExReturn SP500Return DJIAReturn HSIReturn SHCOMPReturn

ExReturn 1.000000 -0.111667 -0.108176 -0.221430 -0.085430
SP500Return -0.111667 1.000000 0.962574 0.226793 0.172230
DJIAReturn -0.108176 0.962574 1.000000 0.228287 0.173656
HSIReturn -0.221430 0.226793 0.228287 1.000000 0.638185
SHCOMPReturn -0.085430 0.172230 0.173656 0.638185 1.000000

companies’ stock prices and the U.S. market indices during the HFCAA era compared to

the pre-HFCAA period. This observed trend could indicate that the market anticipated a

weaker linkage between the 29 Chinese companies and the U.S. market due to the delisting

risks they were facing. This might be explained by the forward-looking nature of valua-

tion. The post-HFCAA period seems to be more chaotic, particularly with the newly listed

Hong Kong shares. With the delisting risk temporarily resolved, both the U.S. and Hong

Kong markets now exert a shared influence on the stock prices. U.S. listings still account

for a significantly higher trade volume in terms of total monetary value than Hong Kong

listings. In fact, the majority of the order flow continues to occur in the U.S. stock exchanges.
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Figure 9: Correlation Between Stock Prices And S&P 500 Index

Figure 10: Correlation Between Stock Prices And DJIA Index

Figure 11 showed that there is a significant increase in correlation with the HSI Index after

HFCAA. This result aligns with the conclusions drawn from the previous regression models,

which indicate that the HSI has greater impact on share prices.

According to Chemmanur and Fulghieri (2006) analysis, “Firms will dual list when they have

a significant base of low-cost information producers in their own country, but would like to
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enlarge that base by listing in the foreign exchange, or take advantage of the higher trans-

parency of the foreign exchange, or both.” The increased correlation between stock prices

and the HSI may suggest that dual-listed companies are becoming less likely to comply with

the stringent continued listing standards of US exchanges, such as NYSE and NASDAQ (A

detailed summary of the respective listing standards can be found in the Appendix). They

are more likely to comply with the less stringent Hong Kong stock exchange continuing obli-

gation. This lower listing standard predicts a negative or zero effect on stock prices.

Moreover, increase of “a substantial base of investors who have a comparative advantage

in evaluating firms” are likely to have a positive effect on stock prices. Hong Kong stock

market is considered a free and open market. According to 2022 Investment Climate State-

ments: Hong Kong Tseng (2022) report published by U.S. Department of State, “there

are no impediments to the free flow of financial resources. Non-interventionist economic

policies, complete freedom of capital movement, and a well-understood regulatory and legal

environment make Hong Kong a regional and international financial center. It has one of

the most active foreign exchange markets in Asia.” This freedom promoted transparency

and attracted a large foreign investor base, including U.S. investors to trade in the Hong

Kong stock market. In fact, “approximately 1,260 U.S. companies are based in Hong Kong,

according to Hong Kong’s 2021 census data, with more than half regional in scope. Finance

and related services companies, such as banks, law firms, and accountancies, dominate the

pack. Seventy of the world’s 100 largest banks have operations in Hong Kong.” This is

further evidence of the high level of integration in the global market. The investor base

between the U.S. and Hong Kong stock exchanges overlaps significantly. To conclude, the

dual-listings did not necessarily increased investor base who have better information about

the valuations of these Chinese companies.
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Figure 11: Correlation Between Stock Prices And HSI Index

Figures 12 demonstrate that the correlation between stock prices and SHCOMP increased

less significantly than that with HSI in the second period. However, there is no converging

trend in the third period. This is probably the result of changes in Mainland China’s political

landscape and relationship with Hong Kong, especially Beijing’s influence on autonomy of

the territory and its financial systems. Given that BGNE, CEA, and ZNH are triple-listed on

the Shanghai Stock Exchange, it is likely that they are strongly influenced by the SHCOMP.

Figure 12: Correlation Between Stock Prices And SHCOMP Index
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4.4.3 Exchange Rate

Figure 13: Correlation Between Stock Prices And Exchange Rate

Figure 14: HKD to 1 USD Exchange Rate

The correlation between stock prices and exchange rate appears to have shifted from positive

to negative between period 1 and period 2. This suggests that the stock prices are now more
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closely aligned with the Hong Kong market, whereas previously they were more closely linked

to the U.S. market. However, during period 3, there is no clear trend towards convergence

as both the U.S. and Hong Kong markets continue to impact stock prices, making it difficult

to determine the impact of exchange rate changes on stock prices. The influence of these

factors has resulted in a more complex relationship between exchange rates and stock prices

during this period.

The coefficients for the Hong Kong Dollar and U.S. Dollar exchange rate are statistically

significant. Basic theory suggest that an increase in exchange rate will lead to an increase in

stock prices because investor’s confidence on the country’s economic growth is rising. In my

sample, an increase in exchange rate data suggests a depreciation of the Hong Kong Dollar

and can indicate lower confidence among foreign investors in China’s economic growth. This

can, in turn, result in a decrease in stock prices of the affected companies. Therefore, the

coefficients are negative for exchange rate in the regressions.

It should be noted that the Hong Kong government exercises a certain degree of control

over the exchange rate. Figure 14 shows that the exchange rate stabilized after March 2022.

While the exchange rate control may have various effects, analyzing its full impact is beyond

the scope of this paper.

4.4.4 Volatility

For period 1 and 2, the coefficients for Hong Kong Volatility are statistically significant for

BABA, BGNE, CEA, JD, and ZTO, but the coefficients for U.S. Volatility are not significant

for these companies. On the other hand, the coefficients for U.S. Volatility are significant

for ZNH and NTES, while the coefficients for Hong Kong Volatility are not significant for

these two companies. Neither the Hong Kong nor the U.S. bid-ask spread coefficients are

statistically significant for Hong Kong stock prices.

For period 3, the coefficients for Hong Kong and U.S. Voaltility are statistically significant
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for fewer companies. It might be attributed to lower volatility levels in this period. This

contrasts with the high market volatility experienced during periods 1 and 2, which were

characterized by the shock of the HFCAA. However, the market achieved greater stability

in period 3 following the positive news from PCAOB.

4.5 Difference In Difference

This study adopts a panel data approach to examine the impact of dual-listing before and

after the enactment of the HFCAA. All the cross-sectional stock data are pooled into a panel

dataset, with two dummy variables employed for analysis. The first dummy variable repre-

sents whether a stock is dual-listed on both Hong Kong and U.S. exchanges (represented as

1) or is single-listed on U.S. exchanges only (represented as 0), with dual-listed stocks serving

as the treatment group and single-listed stocks serving as the control group. There are 29

dual-listed stocks and 16 single-listed stocks. The second dummy variable indicates whether

the data point corresponds to a period before or after the enactment of the HFCAA, with

a value of 0 for pre-HFCAA data points and 1 for post-HFCAA data points. Pre-HFCAA

data spans from January 1, 2019, to December 17, 2020, while post-HFCAA data covers the

period from December 18, 2020, to February 17, 2023.

U.S.Return = β0 + β1 ∗ Post+ β2 ∗DualListed+ β3 ∗ [Post ∗DualListed] + µ

U.S.V olatility = β0 + β1 ∗ Post+ β2 ∗DualListed+ β3 ∗ [Post ∗DualListed] + µ

U.S.BidAskSpread = β0 + β1 ∗ Post+ β2 ∗DualListed+ β3 ∗ [Post ∗DualListed] + µ

U.S.V olume = β0 + β1 ∗ Post+ β2 ∗DualListed+ β3 ∗ [Post ∗DualListed] + µ
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4.5.1 Regression Variables

U.S.Return: is daily stock return in percentage.

U.S.V olatility: The sample standard deviation of U.S. listings’ daily return, which is calcu-

lated over a rolling window of 5 consecutive trading days.

U.S.BidAskSpread: The difference between closing ask price and closing bid price for U.S.

listings.

U.S.V olume: The log of daily turnover volume in thousands USD amount.

The parameter β0 is the average single-listed stock variable before HFCAA.

Table 8: Difference In Difference Regressions

USReturnReg USVolatilityReg USBidAskSpreadReg USVolumeReg

(1) (2) (3) (4)

DualListed -0.129 -0.849∗∗∗ -0.021∗∗∗ -0.390∗∗∗

(0.086) (0.050) (0.005) (0.033)
DualListed:Post 0.063 0.021 0.059∗∗∗ -0.234∗∗∗

(0.110) (0.064) (0.006) (0.043)
Intercept 0.350∗∗∗ 3.789∗∗∗ 0.155∗∗∗ 7.508∗∗∗

(0.072) (0.042) (0.004) (0.028)
Post -0.338∗∗∗ 1.119∗∗∗ 0.008 0.412∗∗∗

(0.091) (0.053) (0.005) (0.036)

Observations 36,437 36,330 36,445 36,482
R2 0.001 0.058 0.011 0.023
Adjusted R2 0.001 0.058 0.011 0.023

Note: ∗p<0.1; ∗∗p<0.05; ∗∗∗p<0.01

The parameter β1 captures changes in all stock variables before and after HFCAA.

The parameter β2 captures changes in dual-listing effect that is not due to the enactment of

HFCAA.

The Parameter β3 measures difference in the changes in dual-listing stock variables compar-

ing to the single-listed stock variables due to the enactment of HFCAA.

β3 = (ȳPost,T reatment − ȳPost,Control)− (ȳPre,Treatment − ȳPre,Control)

β3 = (ȳPost,T reatment − ȳPre,Treatment)− (ȳPost,Control − ȳPre,Control)
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According to a study analyzing the impact of dual-listing on U.S. stocks, dual-listing had

a positive impact on U.S. Return, U.S. Volatility, and U.S. BidAskSpread, which was at-

tributed to the enactment of HFCAA. However, only U.S. BidAskSpread showed a significant

impact, with an increase observed in the bid-ask spread for dual-listed stocks. This increase

in bid-ask spread typically indicates less liquidity, which can be disadvantageous for investors.

Additionally, the study found that dual-listing led to a decrease in U.S. Volume, indicating

that dual-listed stocks became less liquid and traded less frequently in the U.S. As a result,

I conjecture that a portion of trade and liquidity transferred to the Hong Kong listings, with

some investors opting to trade in Hong Kong rather than the U.S. These findings suggest

that dual-listing may have negative implications for U.S. listings and investors. Further re-

search is needed to fully understand the effects of dual-listing on the market.

4.6 Mispricing

Here is a graph of the mispricing for all 39 companies. According to the graph, mispricing

appears to be the lowest in period 1, but increases significantly in period 2. This increase

coincides with the enactment of HFCAA, which generated delisting risk and caused a shock

in the market. However, in period 3, there appears to be a decrease in mispricing following

the announcement of positive news from PCAOB, which resolved the delisting risk.
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Figure 15: Dual-listed Stock Mispricing

4.6.1 Mispricing and Volatility

As mentioned in the Regression section, the mispricing regression is the following: Mispricing =

β0 + β1 ∗HKUSExRate+ β2 ∗SP500+ β3 ∗HSI + β4 ∗SHCOMP + β5 ∗TenY earY ield+

β6 ∗HKV olatility+β7∗USV olatility+β8 ∗HKBidAskSpread+β9 ∗USBidAskSpread+

β10 ∗HKV olume+ β11 ∗ USV olume+ µ

The results of the regression analysis show that the SP 500 is the only significant market

35



Table 9: Mispricing Period 1
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Table 10: Mispricing Period 2
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index. Hong Kong Volatility and U.S. Volatility exhibit consistent statistical significance

with regard to mispricing. Moreover, upon graphing the stock volatility, we can observe

that the stocks were most volatile during period 2, which is also the period with the highest

mispricing.

Based on my conjecutre, I believe that mispricing in the market is caused by a discrepancy

of opinions between U.S. investors and Hong Kong investors. This discrepancy of opinions

is most pronounced during periods of market volatility. To support this conjecture, future

research could compare analyst reports from the two locations to identify differences in opin-

ion and how they impact pricing. By understanding the sources of mispricing, investors may

be able to capitalize on market inefficiencies and improve their returns.

38



Figure 16: Hong Kong Listings Volatility

Figure 17: U.S Listing Volatility

It is worth noting that the stock price volatility of the 39 companies exhibits the highest

similarity with the volatility of the Hang Seng Index. This finding provides further evidence
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that the stock prices of these companies are strongly correlated with the Hang Seng Index.

Figure 18: S&P 500 Volatility

Figure 19: HSI Volatility
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Figure 20: SHCOMP Volatility
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4.6.2 Low R2

In contrast to the regression analysis for stock prices, which generally yielded R2 values ex-

ceeding 0.8, the regressions for mispricing showed considerably lower R2 values. In fact, the

majority of R2 values were less than 0.2, indicating that the model does not explain much

of the variance in mispricing.

4.6.3 Critique To Linear Regression Method

A possible explanation for the low R2 is that linear regression is not a good model to study

mispricing. Linear regression method like most parametric models relies heavily on the in-

put data quality. In this case, most of the variables except volatility were not relevant to

mispricing, producing low quality output. Moreover, parametric regressions assumes the re-

lationship between dependent variable and independent variable follows a specific functional

form. Mispricing might not be expressed as a functional form. More complicated machine

learning models such as Recurrent Neural Network (RNN) or Long Short-Term Memory

(LSTM) might be able to capture more complex relationship between dependent variables

and independent variables, but they still relies on the input data quality. Additional vari-

ables may have improved the accuracy of the models, but the available data in the database

and online resources constrains the inclusion of more variables. As a result, the selected

variables represent the best possible approach for the analysis at hand.

4.6.4 Non-parametric Models

Non-parametric models seems suitable for studying mispricing because the approach does

not make assumptions about the underlying distribution of the data. They can be used to
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detect various patterns in time-series data, including level, trend, and seasonality. In this

case, the mispricing is centered at zero, which means that the average value is zero. The

trend in the data is also centered at zero, which implies that there is no overall upward

or downward trend in the data. The autocorrelation functions (ACF) of the data can help

determine the presence of seasonality. In this case, the ACF plots show that there is no

significant seasonality in mispricing. Furthermore, the ACF plots reveal that there is a small

correlation between two consecutive days, but this correlation quickly diminishes as the lag

between the days increases.

Figure 21: Autocorrection 1
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Figure 22: Autocorrection 2
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Figure 23: Autocorrection 3

Figure 24: Autocorrection 4
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5 Summary and Conclusions

I studied 39 Chinese companies that dual-listed on U.S. stock exchanges and Hong Kong

stock exchange. I examined stock behavior during the dual-listing period. During the dual-

listing periods, most of the stocks faced delisting risks after the HFCAA was signed into law.

Therefore, they are subject to lower listing standards which had negative or no impact on

stock prices. The delsting risks and related news update shocked the market and caused an

increase in stock volatility. As a result, bigger mispricing between U.S. listings and Hong

Kong listings was observed. PCAOB’s announcement that U.S. authorities gained full ac-

cess to audit these Chinese companies was a turning point to the delisting risk and brought

stability to the market. The U.S. listed Chinese companies are now subject to higher listing

standards. The previous literature predict this higher listing standards will have a positive

impact on their stock prices. Due to the time limit of this paper, I did not have enough

data to support this prediction. In future research, it would be important to differentiate

the positive effects of higher listing standards from the positive impact of news related to

the resolution of delisting risks.

This paper also observed a shift in correlation between stock prices and market indices.

During the period when the Chinese companies faced delisting risks, their stock prices were

more correlated with the Hang Seng Index than S&P 500 and DJIA. Although most trading

volume is still executed on U.S. stock exchanges, Hong Kong stock exchange is a competitor

for order flow after dual-listing. The higher correlation can be explained by market index

compositions. The U.S. market indices does not include any of these Chinese companies

because they are based in China not U.S., so U.S. market indices do not capture the move-

ments of these Chinese companies. On the other hand, a significant portion of the Hong

Kong market index is comprised of these dual-listed companies. Consequently, movements

in the stock prices of these Chinese companies can have a significant influence on the Hong

Kong market index.

The expansion in investor base is not significant because today’s global market is very
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integrated. The overlap between U.S. and Hong Kong investor bases is considerable, so

dual-listing did not attract more investors who are comparatively better at valuating the

companies.

The competition for order flow between U.S. and Hong Kong exchanges is complicated. Fu-

ture research might be able to learn how the trading volume, trading liquidity, and trading

location change over time. The liquidity during the listing period did not experience signif-

icant changes.

S&P 500 and Volatility appears to be the only variable that could account for some of the

mispricing observed. However, despite the effort to find additional variables or better mod-

els, it remained a challenge to improve the low R2 in my mispricing regressions. The input

data quality remains poor. Mispricing does not seem to follow a specific functional form. It

is centered at zero with no upward or downward trend. There is no seasonality and each

value seems discrete. Based on these findings, I conclude that mispricing appears to be a

random phenomenon, devoid of any significant patterns or trends. Future research might

want to explore more on the discrepancy of opinions between U.S. investors and Hong Kong

investors.

Mispricing is corrected quickly without consistent premium or discounts. Therefore, it is

reasonable to assume that the arbitrageurs are able to overcome market segmentation and

barriers to international capital investment and improve market efficiency.
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6 Appendix

Figure 25: Summary Statistics 1 Before HFCAA
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Figure 26: Summary Statistics 2 Before HFCAA
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Figure 27: Summary Statistics 3 After HFCAA
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Figure 28: Summary Statistics 4 After HFCAA
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Figure 29: Mispricing 1
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Figure 30: Mispricing 2
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Figure 31: Mispricing 3
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Figure 32: Mispricing 4
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Figure 33: Mispricing 5

56



Figure 34: NYSE Continued Listing StandardsNYS
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Figure 35: NASDAQ Continued Listing Standards NAS
de dede
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Figure 36: Hong Kong Stock Exchange Continuing Obligation HKE
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