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Preface
The present thesis enters a field of research that is still relatively open in the sense that not much research has been done yet, and also interdisciplinary in character as it touches the realms of both the economic and legal sciences. These are two characteristics that appeal to me: I prefer a challenge over a smooth paved path and, since I am studying both law (albeit Dutch law) and economics, the opportunity of a thesis subject that is on the frontier between these two was tempting. 
What, then, is this field of research I refer to? It is rather difficult to describe it in a fancy one-liner, and I will refrain from even trying. This is because it deals with a situation that is fairly unique in the world: the stock markets in the People’s Republic of China (PRC). In most developed countries, there is either one primary stock market (usually located in the administrative or financial capital city), or there can be found different exchanges with rather specific ‘target’ industries, like NYSE and NASDAQ in the United States of America. In the PRC, the situation is nothing like either of those: three stock exchanges exist, and they can all be labeled as ‘generalistic’.
So, behold the ingredients for a perfect playground for economists. Why do companies choose to list at either one of them, where do investors bring their money to, is this situation efficient, all kinds of questions arise that do not do so in the usual areas where researsch is aimed at: Europe and the United States. I have found my economic-legal mix in the question how rules and regulations fit into this pattern of choice. The focus had to be on companies that list on the exchanges rather than on the investors or the stock markets themselves. It fits into the work of my supervisor, mr. Karreman, and since he is the one who got me all excited about the subject, it was only natural that the thesis would be about the choices of Chinese companies where to list. The thesis deals exclusively with Chinese companies, since there are no foreign companies listed on the exchanges of Shanghai and Shenzhen (as opposed to that of Hong Kong).
Obviously, I had to constrain myself in order to keep things in hand. The most important limitation was temporal: I only deal with cases post-1990. The reason is that in mainland China (that is, as opposed to Hong Kong), the situation was very unclear until that year and before 1984, stock markets did not even exist: companies had to mandatorily turn to state banks to raise capital. It was not until the early 1990’s that the exchange of Shenzhen was established and that of Shanghai revived. Another limitation is that I only regard trade in shares, not bonds or derivatives. Apart from the fact that the derivatives market is still very premature in mainland China (Bryan, Yang, and Wang, 2008), it would simply be too complex to include all kinds of securities into the research, so I decided to stick with the most obvious one: the common, usual, everyday share. Finally, I only regard rules and regulations directly involved in the process of listing shares, such as financial and operating listing requirements, accounting standards and corporate governance codes to be adopted, and listing fees. This – again – for reasons of clarity and simplicity.
In conclusion of this preface, I would like to thank mr. Karreman for his adequate and (no less important, given the time schedule) prompt supervision during the writing of this thesis.

Wesley van Drongelen

1. Introduction

"China's stock market is worse than a casino. At least in a casino there are rules."

(Wu Jinglian, a Chinese economist, 2001)

Within the People’s Republic of China, three main stock markets exist: they can be found in the cities of Shanghai, Shenzhen and Hong Kong respectively. These three exchanges, however, are not identical in many ways. In the field of rules and regulations, the main focus of this thesis, one can observe a very distinct discrepancy between the exchange of Hong Kong – governed by rules of British-influenced common law – on the one hand and those of Shanghai and Shenzhen – governed by the Chinese legal system, loosely inspired on German civil law – on the other hand, and minor differences between the two mainland exchanges due to the influences of lower-level governments and rules set by the stock exchanges themselves. Most of these differences are of course due to the course of history, where Hong Kong has developed itself under the reign of the British Empire while mainland China has lived a communist revolution and has only recently opened up to the capitalist world. Daily life in Hong Kong is very different from that in mainland China due to the very dissimilar laws that govern the territories. This is certainly no less true for the stock markets located in China.

The subject this thesis will focus on is the following central question: “What are the influences of rules and regulations governing the stock exchanges of Hong Kong, Shanghai and Shenzhen respectively on the choice of enterprises to list on these respective exchanges?” Some questions associated with this central question are: can we expect companies with specific firm characteristics to make different choices vis à vis these three stock exchanges? If so, what are these characteristics? Are rules and regulations affecting listing decisions at all?
The question is particularly interesting, because ​– when regarding only the choice between Shanghai, Shenzhen, and Hong Kong – many factors such as geographic distance, language and cultural barriers are irrelevant to the choices of particularly the Chinese companies. And it is precisely the Chinese companies that form the matter of subject in this thesis, since foreign corporations are not allowed to be listed in Shanghai and Shenzhen.
 It comes down to more ‘hard core’ economic factors of influence, rules and regulations being one of them in the sense that different requirements, for instance on accounting standards, cause different types and/or magnitudes of costs. 

In order to obtain answers to the central question, we need to ascertain the differences in more details first. Section 1 covers the differences in rules and regulations, as well as their development over time, particularly vivid in Mainland China. The end of that section contains an overview as well as some concluding remarks. The focus is on those aspects of listing regulations that directly involve costs for enterprises, in particular the listing requirements, listing fees, and provisions on accounting standards and corporate governance.

This – sometimes easily overlooked – subject of research is nonetheless important in that it provides more insight into the listing decision of companies. Certainly, piles of literature have been written on the listing decision, focusing mainly on the purely economical factors that might influence that decision. For instance, Corwin and Harris (2001) distinguish five different listing decision criteria: a) initial and annual listing fees, b) exchange expertise and related-firm listings, c) continued listing requirements and expected delisting costs, d) visibility and sponsorship, and e) liquidity and future financing. 

Most other publications deal with foreign listings, away from the home market. Sarkissian and Schill (2004) examine two hypotheses in order to establish the relationship between the well-observed phenomenon of “home bias” – which, they reckon, should not only affect investors in their choice of portfolio composition, but also firms that seek to list their shares on a public exchange – and the equally well-observed number of listings not in the home country.  They find that listings abroad generally take place in nearby countries or countries with strong economic or cultural links to the home country. Pagano, Roëll, and Zechner (2002) give other possible reasons for listing abroad: funding may be cheaper or more easily available, or the listing may strengthen the competitive position of the company in its industry. On the other hand, the costs of listing abroad may deter certain companies.

Zhang and King (2009) test six hypotheses that attempt to explain the motives of Chinese companies for listing abroad, which are identified as follows: 1) better legal systems and higher accounting standards, 2) stringent listing requirements and closer regulatory monitoring (both these hypothesis implicitly assume signalling functions in the listing decision), 3) significant demands for capital, 4) a broader shareholder base, 5) expertise of foreign markets, and 6) listing costs. Finally, Jia, Sun, and Tong (2005) address the issue of “selling State-owned enterprises (SOEs) abroad” (Jia, Sun, and Tong (2005), p. 6). Privatization is another factor that is able to explain at least part of the listings on stock exchanges.

This brief anthology of reasons to list at any specific venue and not at another one, be it on domestic or foreign markets, shows that many reasons can be found to explain the choices of firms on this matter. Even though listing requirements do appear as motives for listing in  these publications (in particular in Zhang and King (2009)), they are treated as more or less indirect motives for listing: companies allegedly list abroad because they want to signal “the quality and performance of the firms” (Zhang and King, p. 11), thereby seeking those exchanges that have more stringent listing requirements. Corwin and Harris (2001) acknowledge the listing fees as a possible factor in the listing decision, but do not treat any other listing requirements and the costs they bring along (for example the costs of compliance to corporate governance codes or the implementation of other accounting standards).

As the suspicion arises that the listing requirements might also be direct factors considered by firms in their decision where to list – that is, not in order to send a signal to the world but by comparing costs to meet the listing requirements and weighing them against the benefits of the different stock exchanges in question –, the extent of existing literature shrinks considerably: very little research, if any, has ever been carried out to examine this suspicion. However, the question is relevant. One can easily imagine that costly operations of restructuring the firm in an effort to meet listing criteria may keep companies from listing at venues where these barriers are high and make them choose to list at another exchange, but can we see this effect occur in the real world? Through economists’ eyes, the law is too often seen as a constant or at least as exogenous; there is not much room to think about weighing costs and benefits of rules and regulations whenever a choice between legal systems exists.  

In this thesis, I will make an effort not to do this. Based on the previous research I just mentioned, I will research the effects of rules and regulations on the listing decision of Chinese companies, placing the legislation in the centre of my research as a possible factor in that decision, alongside the other factors examined in detail by the authors mentioned above. An important question to be addressed, however, is whether these differences bear any true impact on the listing decision. If annual listing fees do not differ very much with respect to total costs, they are not likely to influence the decision. Likewise, if the listing rules demand certain accounting standards that are already being followed, there will be no extra costs involved. Empiric data is used to test whether companies weigh the differences mentioned above in their decision to list in a specific city. Section 2 provides the theoretical framework for the research, which is conducted and its results discussed in section 3. The conclusion is to be found in section 4.
All financial figures in this work are either presented in their nominal Renminbi or Hong Kong dollar values (when quoted from rules and regulations), or in real 2006 U.S. dollars (when comparison is due).
 References to literature are made using inline citations and the reference list, whereas references to laws and regulations are made using footnotes (with a reference to an Internet site where the legislation can be obtained, if possible). Furthermore, a list of abbreviations is added for reading comfort.
2. Theoretical Framework: The Law on Stock Markets in China and Hong Kong

Upon the transfer of sovereignty over Hong Kong from the United Kingdom to the People’s Republic of China on July 1, 1997, the Basic Law of the Hong Kong Special Administrative Region of the People's Republic of China (referred to as “the Basic Law”) went into effect. The Basic Law was based on general principles that allowed Hong Kong to maintain a high degree of autonomy as well as continuity of the capitalist system and way of life. Obviously, this exceptional status of Hong Kong within the PRC could only be maintained by granting the continuity of its legal system without interference from Beijing. To that effect, article 8 of the Basic Law stated that “[t]he laws previously in force in Hong Kong, that is, the common law, rules of equity, ordinances, subordinate legislation and customary law shall be maintained, except for any that contravene this Law, and subject to any amendment by the legislature of the Hong Kong Special Administrative Region.”

The result of this situation is that the Hong Kong Stock Exchange is subject to the British-inspired common law of the Hong Kong S.A.R., whereas the Shanghai and Shenzhen Stock Exchanges are in the realm of Chinese civil law (which in turn was inspired on German law). It is extremely useful, regarding the subject at hand, to examine and compare these two legal systems. The focus will be on those aspects that are relevant to companies’ choices to obtain a listing on one of these stock markets.

This section consists of four distinct subsections, the first two merely describing the regulations applicable in Mainland China and the Hong Kong S.A.R. respectively, as well as their development over time, the third one comparing the different regulatory regimes and drawing conclusions and the final one stating the hypotheses derived from the overview that are to be tested in the remainder of the present thesis.

The applicable law in Mainland China

The securities regulations in Mainland China have lived a very vivid development since the 1990’s when the Shanghai Stock Exchange (SSE) resumed trade after decades of suspension and the Shenzhen Stock Exchange (SZSE) was created. Green (2004) gives a very good comprehensive overview of their development since 1984, which I will briefly summarize in the coming paragraph. In the early years (i.e. until 1992) the equity markets were supervised and its regulations and policies stemmed from provincial-level governments and the People’s Bank of China (PBoC). The stock markets of Shanghai and Shenzhen were actively overseen by their respective municipal governments while the central Beijing administration played a minimal role. In 1992 however, the central government established the State Council Securities Committee (SCSC), together with its dependent agency, the China Securities Regulatory Commission (CSRC), as the regulatory body concerning the matter of the stock markets, in order to get a regulatory grip on the emerging stock markets. This was deemed necessary by the State Council after the 1992 riots in Shenzhen, when thousands of would-be investors caused chaos in the city streets when they found out that the applications to buy stocks that they had been waiting for (some had allegedly started queuing three days beforehand) had already been sold out in the first four hours. And necessary it was, to both investors and the stock markets themselves. Self-regulation of stock markets is generally agreed to have a high propensity to failure, mainly due to conflicts of interest, where the exchanges were tempted to pursue their own interests before those of the public benefit (CFA, 2007). Therefore the advent of the CSRC was largely welcomed by investors. The stock markets were to benefit from the regulatory unity too, since ineffective self-regulation systems can result in (among others) the loss of public trust, unresolved conflicts of interest, and the loss of unity across different exchanges (CFA, 2007).

Due to the fact that provincial leaders in the same period established their own securities commissions however, the clarity of the regulation governing the equity markets was deteriorating rather than improving. Many of the rules formulated by central government were manipulated, undermined or simply ignored by local officials. It was not until the end of the millennium that a clear and central Securities Law was passed, ending the awkward distribution of legislative and policy powers between different governmental entities (Green, 2004). The reason for this ‘not-so-very-straightforward’ regulatory development can be found in the way the Chinese government generally approaches economic reforms, i.e. through trial and error or, as the Chinese put it “by crossing the river through touching stones” (Jia, Sun, and Tong (2005), p. 7). In this light, the fact that the official governmental point of view remains to this very date that the Shanghai and Shenzhen Stock Exchanges are still “experimental” stock markets that can theoretically be suspended at any time, is a telling detail. However, it needs to be said that after a very troubled and unclear startup period, Chinese regulations are now solid and properly maintained, at least to the extent that can be expected given the political system in force.

The Early Days

During the pre-1992 “municipal” period, both exchanges were in practice empowered to regulate their own stock trading, despite the theoretical regulating powers of the PBoC over both stock markets. The listing requirements in 1993 were laid out as follows from Table 1.1 (excerpt from Mookerjee and Yu, 1995). The SSE maintained stricter requirements than did the SZSE.

	Table 1.1

Listing Standards on the Shanghai and Shenzhen Stock Exchanges for Firms (1993)

	Shanghai
	Shenzhen

	Registration as a “limited company by shares”
	Registration as a “limited company by shares”

	Paid-up capital greater than or equal to 50 million yuan
	Paid-up capital of at least 10 million yuan

	Ratio of net physical capital to gross physical capital of at least 35 percent
	Ratio of net physical capital to gross physical capital of at least 25 percent

	At least 1,000 sheareholders, each with shares of no less than 100 yuan (par value)
	At least 800 shareholders

	No illegal record
	No illegal record

	Public holdings of shares of at least 25 percent
	Necessity for initiators or organizers having at least 35 percent of shares in the new company or at least 5 million yuan worth of shares

	Necessity for having made a profit over the last 3 years with a profit rate of at least 10 percent over the past two years
	

	Source: China’s Securities Market Annual Report 1993 (in Chinese)


The year 1993 saw the passing of the Company Law in China, effective since July 1st, 1994.
 The Company Law contains specific stipulations on listed companies, including equal listing requirements for both exchanges in Section 3 of Chapter IV. Listing is subject to approval of the State Council (art. 151). The listing requirements are laid out in art. 152 and are fairly similar to those already in force on the SSE.

Other important provisions in the Company Law – from an economist’s point of view – are the requirement that listed companies issue business reports on a semiannual basis (art. 156) and the article providing the State with the possibilities to suspend and eventually delist companies (art. 157), in particular the suspension of listing after three consecutive years of losses incurred. The passing of the Company Law theoretically provided the actors on the stock market with clear guidelines concerning the subject of listing requirements, but as mentioned above, daily practice was heavily influenced by the policy of local officials, even to the extent that “it was not at all clear which bureau or level of government had the right to represent ‘the state’ in matters pertaining to the stock market” (Green, 2004, p. 146). 

However, the “transition” period from 1992 to 1997 saw the newly established CSRC’s grip on the two stock exchanges gradually increase, resulting in the declaration by the SCSC on August 21st, 1996 of the ‘Measures for the Administration of Securities Exchanges’. These Measures gave the CSRC authority to manage and supervise the exchanges and sought to eliminate municipal influence (Green, 2004). The Measures were implemented a year later, in August 1997 by order of the State Council, and development towards centralization continued. The CSRC now had the power, explicitly or implicitly, to appoint the higher levels of management at the stock exchanges, it assumed supervision over trading, the stock exchanges reported to the CSRC in rather extensive detail, the CSRC is now the institution that judges on listing applications and even allocates listings between the two exchanges, et cetera. In effect, by the end of 1998 the State Council (through the CSRC; the SCSC was disbanded in April 1998) had become the one and only authority with regard to the Shanghai and Shenzhen Stock Exchanges (Green, 2004).

The Securities Law

This led to the passing of the Securities Law in December 1998, entering into effect on July 1st, 1999.
 The Securities Law intended to supersede the Company Law on matters relating to acts of securities issuance and trading, leaving the latter to rule on those provisions not dealt with in the former (art. 2). Listing applications are to be submitted to the CSRC (the “securities supervision and administration institution under the State Council”, in terms of the Securities Law, cf. art. 43). The listing requirements laid down in the Company Law (see above) remained in force. The Securities Law restated the existing obligation for listed companies to submit mid-term and annual reports (art. 60 and 61) and listed requirements for those reports. A rather extensive revision was passed by the Standing Committee of the National People’s Congress in 2005 that became effective on January 1st, 2006, together with the revised Corporation Law (see below).
 New to the Securities Law is an article (no. 13) containing some general requirements for IPO’s, like having a complete and well-operated organization, having the capability of making profits successively and a sound financial status, having no false record in its financial statements over the latest 3 years and having no other major irregularity, and meeting any other requirements as prescribed by the securities regulatory authority under the State Council (which is the new term used for the CSRC in the revised Securities Law).

Also, the listing requirements have been altered and are now to be found within the Securities Law (art. 50). The article states the following requirements:

· the stocks shall have been subject to the examination and approval of the securities regulatory authority under the State Council and shall have been publicly issued,

· the total amount of capital stock shall be no less than RMB 30 million yuan,

· the shares as publicly issued shall reach more than 25 % of the total amount of corporate shares; where the total amount of capital stock of a company exceeds RMB 0.4 billion yuan, the shares as publicly issued shall be no less than 10% thereof, and

· the company may not have any major irregularity over the latest years and there is no false record in its financial statements. A stock exchange may prescribe the requirements of listing that are more strict than those as prescribed in the preceding paragraph herein, which shall be reported to the securities regulatory authority under the State Council for approval.

The SSE makes use of this latter provision, demanding a minimum capital of RMB 50 million yuan.
 The listing rules of the SZSE do not contain any specific listing requirements. Furthermore, Zhang and King (2009) assert that there is a minimal market capitalisation of $ 6.407 million (in 2006 U.S. Dollars).

This leads to the conclusion that listing requirements have been alleviated in the 2005 revision, lowering the minimum capital to RMB 30 million yuan, the abolishment of the minimum number of individual shareholders, and the prospective test for profitability as opposed to the retrospective test in the 1993 Company Law. Listing suspension and delisting conditions on the other hand have not changed substantially in comparison to the 1993 Company Law. 

Listing Fees

Currently, listing fees incurred at the Mainland exchanges differ among “A” shares ( traded in RMB and tradable by Chinese nationals only) and “B” shares (traded in US$ or HK$ and tradable by foreigners only). For A-shares, initial listing fees amount to 0.03% of the total share capital with a maximum of RMB 30,000 yuan. Annual listing fees amount to 0.001% of the par value of listed shares, with a maximum of RMB 6,000 yuan. The regime for B-shares charges initial listing fees of 0.1% of the par value of listed shares, with a maximum of US$ 5,000. Annual listing fees for B-shares are fixed at US$ 600. However, we can consider the listing fees regime for B-shares as irrelevant in present days, since the market for B-shares has been gradually marginalised since 2001, when domestic investors were allowed trading in B-shares and consequently many overseas investors abandoned them.

The applicable rules in Hong Kong

At the start of our review period in 1990, Hong Kong was still geopolitically designated as a British Dependent Territory (that is, under sovereignty of the United Kingdom), as it was only handed over to the PRC on July 1st, 1997 as a result of years of negotiations between the PRC and the U.K. It was deemed in the common interest of both Hong Kong and the PRC that the capitalist system and way of life remained equal after the transfer of sovereignty (also known as the Handover). Therefore most laws and regulations of Hong Kong remained in force after the transition. It is safe to assume that rules and regulations regarding the stock exchange (having seen stock trading since the late 19th century) have not developed as turbulently as their Chinese counterparts which had to be drafted entirely from scratch. Listing requirements have not changed much in essence since 1991, although some minor adjustments have been made over time. Table 1.2 states the main requirements for listing on the Main Board of Hong Kong Exchanges and Clearing Ltd. (HKEx) as they are in force at this moment.

	Table 1.2

Main Listing Rules on the Hong Kong Exchanges Main Board

	Rule 8.05
	The issuer must satisfy either the profit test in rule 8.05(1) or the market capitalisation/revenue/cash flow test in rule 8.05(2) or the market capitalisation/revenue test in rule 8.05(3).

	Profit Test

(Rule 8.05(1))
	(a) A trading record of not less than three financial years during which the profit attributable to shareholders must, in respect of the most recent year, be not less than HK$ 20,000,000 and, in respect of the two preceding years, be in aggregate not less than HK$ 30,000,000. The profit mentioned above should exclude any income or loss of the issuer, or its group, generated by activities outside the ordinary and usual course of its business;

(b) management continuity for at least the three preceding financial years; and

(c) ownership continuity and control for at least the most recent audited financial year.

	Market capitalisation/ revenue/ cash flow test

(Rule 8.05(2))
	(a) A trading record of not less than three financial years;

(b) management continuity for at least the three preceding financial years;

(c) ownership continuity and control for at least the most recent audited financial year;

(d) a market capitalisation of at least HK$2,000,000,000 at the time of listing;

(e) revenue of at least HK$500,000,000 for the most recent audited financial year; and

(f) positive cash flow from operating activities carried out by the new applicant, or its group, that are to be listed of at least HK$100,000,000 in aggregate for the three preceding financial years.

	Market capitalisation/ revenue test

(Rule 8.05(3))
	(a) A trading record of not less than three financial years;

(b) management continuity for at least the three preceding financial years;

(c) ownership continuity and control for at least the most recent audited financial year;

(d) a market capitalisation of at least HK$4,000,000,000 at the time of listing;

(e) revenue of at least HK$500,000,000 for the most recent audited financial year; and

(f) at least 1,000 shareholders at the time of listing.

	Minimum public float

(Rule 8.08)
	(1) (a) at least 25% of the issuer’s total issued share capital must at all times be held by the public.

(d) The Exchange may, at its discretion, accept a lower percentage of between 15% and 25% in the case of issuers with an expected market capitalisation at the time of listing of over HK$10,000,000,000 (…)

	Minimum public float

(Rule 8.09)
	(1) The expected market capitalisation at the time of listing of the securities of a new applicant which are held by the public (see rule 8.24) in accordance with rule 8.08(1) must be at least HK$50,000,000.


For shares of companies incorporated in Mainland China to be listed on HKEx (known as “H” shares), some modifications apply, which can be found in Chapter 19A of the HKEx Listing Rules (see note 6). Rule 19A.01(3) clearly states, however, that the Listing Rules apply to their full extent to the listing of H-shares, subject to some modifications as listed in that Chapter. Moreover, in the revised Securities Law, article 238 states that an approval of the CSRC is required. The CSRC will grant this approval if the following requirements are met: 

• The capital raised shall be used in a manner consistent with the state industrial policy and compliant with regulations regarding fixed-asset investments as well as foreign investment policies;

• The company must own a net capital of no less than RMB 400 million yuan; with no less than RMB 60 million yuan of post-tax profits. Meanwhile, it shall have great potentials for growth based on reasonable P/E ratio, and the capital raised shall be no less than US$ 50 million;

• The company has a sound corporate governance and internal control regime, sufficient senior executives with acceptable management skills;

• The company has reliable foreign exchange resources for dividends distribution (CSRC Report, 2007).

As is the case with all PRC regulations concerning the stock markets, the practice of this approval has evolved over time in the past twenty years. The key date here is the autumn of 1999. Before that period, “the selection criteria were not exactly clear and were changing”, and the selection process “induced keen competition for IPOs, so the process was subjected to lobbying and political pressure. Selection was often based on noneconomic factors (…) [I]t is conceivable that the firms selected to list in Hong Kong, at least in the early stage, might not necessarily have been the ‘best’ ” (Jia, Sun, and Tong (2005), p. 8). In July 1999 however, “A Notice about Questions Related to Enterprises Applying for Overseas Listings” was issued by the CSRC, followed by “Selection and Monitoring Guidelines” in September for listings on the newly-established GEM (see below). Since the autumn of 1999, any company that meets the listing requirements summed up above will be granted CSRC approval (Jia, Sun, and Tong, 2005).

Companies that do not meet the requirements for listing on the Main Board, can alternatively be listed on the Growth Enterprise Market (GEM). The GEM is characterised by the absence of profit record or revenue requirements. Required are a trading record of at least the 2 financial years preceding the issue of the listing document, a positive cash flow generated from operating activities of at least HK$ 20 million, a market capitalisation of HK$ 100 million of which HK$ 30 million held by the public among at least 100 shareholders. At least 25% of the issuer´s total issued share capital must be publicly held, although a lower percentage of between 15% and 25% may be accepted by the HKEx in case issuers with an expected market capitalisation at the time of listing of over HK$10 billion, similar to the provision for Main Board listing.
 The CSRC requirements for listing overseas do not apply to listing applications on the GEM (Sun, Tong, and Wu, 2006). However, the approval under article 238 of the Securities Law remains mandatory. Notwithstanding the latter requirement, it seems safe to state that listing in Hong Kong has arrived within the reach of smaller companies from mainland China since the introduction of the GEM, namely those that do not meet the CSRC standards but do meet the GEM requirements.

Accountant’s Reports, Accounting Standards, and Corporate Governance

Unlike the stock exchanges of Mainland China, the HKEx demands specific accounting practices of the firms it lists. Chapter 4 of the SEHK Listing Rules (see note 6) and Chapter 7 of the GEM Listing Rules (see note 7) govern this issue. Rules 4.03 (SEHK) and 7.02 (GEM) state that only certified and independent public accountants who are qualified under the Professional Accountants Ordinance for appointment as auditors are allowed to prepare the reports of listed companies. The accounting standards to be applied are stated in Rules 4.11 and 7.12, respectively, which impose the use of either Hong Kong Financial Reporting Standards (HKFRS) or International Financial Reporting Standards (IFRS). For listings on the Main Board under adoption of IFRS, companies must also disclose and explain differences between IFRS and HKFRS. PRC issuers are exempt from this “disclosure and explanation” obligation according to Rule 19A.10.

For listings on the GEM, there are a few exceptions to the general rule. For companies who are also listed on the New York Stock Exchange or NASDAQ, the use of US GAAP (Generally Accepted Accounting Principles in the United States) is allowed under circumstances (Rule 7.13). Use of other standards for GEM listed companies is subject to prior approval of HKEx and will be allowed in exceptional cases (Rule 7.14). Rule 7.16 (as well as Rule 4.12 concerning listings on the Main Board) embodies the principle of ‘comply or explain’: any departures from the prescribed standards must be disclosed and explained. Chinese issuers of H-shares are allowed – both for listings on the Main Board (Rule 19A.10 of the SEHK Listing Rules) and for listings on the GEM (Rule 7.15 of the GEM Listing Rules) to submit reports that contain (in a separate part) financial information conforming with PRC accounting rules and regulations regulations, provided that the report contains a statement of the financial effect of the material differences (if any) and a summary of any material differences in disclosure (if any) from either HKFRS or IFRS. 

Finally, companies are expected to comply with the provisions of the “Code of Corporate Governance practices” issued by HKEx as appendices to the respective Listing Rules (Appendix 14 to the SEHK Listing Rules and appendix 15 to the GEM Listing Rules). As with many corporate governance codes throughout the world, the principle of ‘comply or explain’ is applicable here as well. This might, however, be a burden to be considered by companies from Mainland China desiring to list at HKEx.

Listing Fees
At HKEx, listing fees depend on the monetary value of shares to be listed. They differ between the Main Board and the GEM. Initial fees for listing on the Main Board are HK$ 150,000 to HK$ 650,000, with annual listing fees of HK$ 145,000 to HK$ 1,188,000. Listing on the GEM is less expensive: both the initial and the annual fees range from HK$ 100,000 to HK$ 200,000.

Mainland China vs. Hong Kong S.A.R.: a comparison

In general, it is safe to state that the listing requirements of the HKEx are more stringent than those of the Mainland stock exchanges. Table 1.3 gives a brief overview of the listing requirements as they are presented above. Where a fields in the table is marked “N/A”, this signifies that no provision is included in the corresponding rules and regulations concerning listing requirements.

	Table 1.3

Overview of listing requirements (currencies converted to 2006 U.S. Dollars)

	
	Mainland China
	Hong Kong

	
	Shanghai
	Shenzhen
	Main Board
	GEM

	Approval required
	CSRC
	CSRC
	N / A, but for PRC companies CSRC approval is required
	N / A, but for PRC companies CSRC approval is required

	Track record
	3 years
	3 years
	3 years

(less under circumstances)
	2 years

(12 months under circumstances)

	Minimum capital
	$ 5.36 million
	$ 3.22 million
	N / A

(for PRC issuers: $ 42.9 million) *
	N / A

	Market capitalisation
	$ 6.407 million
	$ 6.407 million
	$ 24.5 million (1)

$ 244.8 million (2)

$ 489.6 million (3)
	$ 61.2 million if track record < 2 years, otherwise none

	Table 1.3 (continued)

	
	Mainland China
	Hong Kong

	
	Shanghai
	Shenzhen
	Main Board
	GEM

	Publicly held mcap
	N / A 
	N / A
	$ 6.12 million
	$ 3.67 M if total mcap < $ 489.6 M

$ 122 M if total mcap > $ 489.6 M

	Percentage of publicly held shares
	25%

(10% if capital > $ 42.9 million)
	25%

(10% if capital > $ 42.9 million)
	25%

(15-25% if market cap > $ 1.22 billion)
	25% if total mcap < $ 489.6 million

20% if total mcap > $ 489.6 million

	Profits
	Capability of > 0 in future
	Capability of > 0 in future
	$ 2.45 M last year + $ 3.67 M in the 2 previous years (1)

(for PRC issuers: $ 8.78 M last year) *
	N / A

	Revenues
	N / A
	N / A
	$ 61.2 million (2 + 3)
	$ 61.2 million (turnover)

	Capital to be raised by the IPO
	N / A
	N / A
	N / A

(for PRC issuers: $ 50 million) *
	N / A

	Certified accountant’s reports
	No
	No
	Yes
	Yes

	Accounting standards
	Chinese law
	Chinese law
	HKFRS / IFRS with explanation
	HKFRS / IFRS (others under circumstances)

	Corporate Governance code
	No
	No
	Yes; comply or explain
	Yes; comply or explain

	Notes: 

· On SEHK, (1) designates a requirement for the Profit test (Rule 8.05(1)), (2) a requirement for the Market capitalisation / revenue / cash flow test (Rule 8.05(2)), and (3) a requirement for the Market capitalisation / revenue test (Rule 8.05(3)). 

· Requirements marked with * do not originate from the SEHK Listing Rules, but from CSRC requirements.


Listing thresholds on both the SSE and the SZSE are substantially lower than those in force in Hong Kong. However, the GEM at HKEx is substantially easier accessible for small high-growth firms (exactly the type of firms the GEM was indeed established for). The minimum demands for market capitalisation, revenues, profits et cetera in Hong Kong can impede smaller enterprises’ listing on the Main Board, however the GEM seems to be a viable option. Interestingly, since the CSRC demands a higher profit than does HKEx, the profit test will be met by Chinese issuers – at least for the last year preceding the application – as long as their market capitalisation is at least HK$ 200 million (≈ US$ 24.5 million), and if it is not, the company will fail both other tests as well on the ground of insufficient market capitalisation. In other words: the market capitalisation / revenue / cash flow test (Rule 8.05(2)) and the market capitalisation / revenue test (Rule 8.05(3)) are relevant only to companies from Mainland China that do not meet the profit test for the two penultimate years preceding the listing application.

The market capitalisation requirements can form a barrier to smaller enterprises for listing on HKEx. More importantly, both initial and annual listing fees are exponentially higher on HKEx than they are on the Mainland exchanges: having H-shares listed in Hong Kong will set a company back by at least HK$ 100,000 per annum (≈ US$ 12,200) and at most HK$ 1,188,000 (over US$ 145,000), whereas listing A-shares at SSE costs a mere RMB 6,000 yuan (≈ US$ 644). Other, more indirect but certainly not less important financial barriers emerge when the accounting and corporate governance requirements are taken into consideration. These demands can require extensive and costly restructuring of the companies prior to listing (see Karreman and Van der Knaap, 2009).

Considering the accounting requirements, the situation has been improving since China’s accounting laws are moving towards IFRS-like standards (Allen, Qian, and Qian, 2005). However, the authors of that article outline a major issue concerning the lack of independent, professional auditors, who are needed to fulfil the essence of IFRS’s key principles. As Xiang (1998) states it: “[t]he implementation of IAS [the forerunner of IFRS] requires professional judgment from management as well as from auditors. Professional independence and enforcement of standards have been identified as the two critical issues in international auditing. (…) [A]uditing independence in China will not become a reality in the foreseeable future” (Xiang (1998), p. 115). Xiang continues to argue that this lack of independence could hamper the generating of financial statements with “a true and fair view” (Xiang, 1998). As far as corporate governance is concerned, Clarke (2003) points out some severe problems relating to the “set of institutions for its implementation”. The “sub-optimal governance model adopted in China is rooted in China's unique institutional setting. (…) [O]verall transparency in operations is low” (Liu (2006), pp. 418 and 429). In order to meet the corporate governance standards requested in Hong Kong, a restructuring can be very costly.

The Role of the State
Te determine whether rules and regulations constitute a determinant of choice, it is important to realise that the Chinese stock issuing system is unique in the world to the extent that it is the State who ultimately controls listings of Chinese companies, both domestically and abroad. Green (2004) explains that, although the CSRC is officially a non-government organ, it is “directly administered by the State Council” and “overseen by the leadership of the ruling political party” (Green (2004), p. 193). Moreover, the stock exchanges are under direct supervision of the regulator (the CSRC) and therefore also under the influence of state control, and have operated “more as divisions of the CSRC than as independent businesses” (Green (2004), p. 117).
Domestic listings are allocated by the CSRC to either the SSE or the SZSE, and “neither the company nor the exchanges’ managements have been able to oppose this choice, although the former could express a preference as to where it wanted to be listed” (Green, 2004). Tan (1999) describes the contemporary listing process for listing on the mainland exchanges. She states that “[a] significant difference in the listing process between China and other Western countries is the heavy involvement of the government apparatus. A recommendation by the local government or central department-in-charge on the feasibility of listing is needed before the SCSPC will consider the company for listing. The SCSPC then consults with the relevant departments of the State Council before selecting the companies that may issue their shares publicly” (Tan (1999), p. 24).  Obviously, since the SCSC – or SCSPC, as Tan (1999) refers to it – ceased to exist in April 1998, the CSRC have taken over these duties, along with all other tasks, duties and powers (cf. Green, 2004).

Lai (2009) collected interview data in the field and shows that state influence goes deeper than what might be believed based on the interpretation of bodies of legislation. According to Lai, the CSRC does not only allocate domestic listings, but can also strategically grant or deny authorisation to list in Hong Kong, thereby de facto controlling which Chinese firms are listed in Hong Kong.
However, with regard to the choices made by company leaderships, this point can be ruled out following the reasoning that there will always be some institution that considers the listing application and then approves or declines it. In the case of Hong Kong listings, there are merely two such institutions (the CSRC and HKEx), albeit with different standards and perhaps different motivations for approval or refusal, but both coming into action only after the enterprise in question has made their choice.
Firm characteristics: three hypotheses
What factors influence the choice of any given enterprise to list its shares at any specific stock markets and not on another? This question has given rise to an armada of research papers, articles, books, exposés, et cetera. It seems straightforward to conclude that the listing decision can be based on a great number of factors, such as geographic and/or cultural proximity to the home market, the presence of “industry peers”, expected market performance, and the costs of issuing stock, for example (see for example Corwin and Harris (2001); Pagano, Roëll, and Zechner (2002); Sarkissian and Schill (2004); Jia, Sun, and Tong (2005); Zhang and King (2009), all mentioned in detail in the Introduction (section 1). In this thesis I examine the influence of rules and regulations on this very decision, with a focus on the consequences of the main legislatory policy breaks in 1999 and 2006.
I expect firms with different firm characteristics to decide differently on the question where to list. Above, I have examined the main differences between the exchanges of Shanghai, Shenzhen, and Hong Kong, focusing on the financial listing requirements, the accounting standards and corporate governance practices to be implemented, and the initial and recurring listing fees. Substantial differences emerged from the comparison between the exchanges of mainland China on the one hand and those of Hong Kong on the other hand. In the comparison between SEHK and the GEM, differences are still large but some requirements are identical, whereas the requirements at SSE and SZSE are virtually identical.
However, the problem is more complex than just that. The changes in legislation the PRC in 1999 (with the introduction of the Securities Law and the new rules on listing abroad) have shifted the legal landscape substantially. At that time it was the firms that listed or wanted to list in Hong Kong that were supposedly particularly affected by the changes, since overseas listing became easier in that period (see Jia, Sun, and Tong, 2005). In contrast, the domestically listed companies or listing candidates were not so much affected, since the listing requirements as stated by the Company Law remained in force unchanged until the Securities Law revision entered the field on January 1st, 2006. One can briefly summarise this timeline by stating that prior to 1999, both domestic and overseas listing barriers were highest in comparison. The threshold for overseas listings has been alleviated in 1999 and that for domestic listings in 2006.
The hypotheses that I will test will give insight into the listing decision of firms vis à vis the legislation changes. Karreman and Van der Knaap (2009) find evidence for geographical  and sectoral preferences towards the listing venue. The question is whether the legislation changes have affected these preferences. Since Karreman and Van der Knaap (2009) argue that “[a]s small mainland-China-based firms are confronted with costly operations to meet the listing requirements and disclosure standards of the HKEX, the SSE  and SZSE prove to be adequate alternatives for fund raising” (Karreman and Van der Knaap (2009), p. 16) and under the assumption that smaller firms, too, prefer to enjoy “the benefits of increased international credibility” (id., p. 16), it seems straightforward to formulate:

Hypothesis 1: small firms are more likely to list on HKEx after 1999 than before.
Under the same assumption that forms the basis of Hypothesis 1, we would see a shift in geographical proximity as well, since smaller firms tend to acquire listings closer to home. 

Coval and Moskowitz (1999) find that the well-known “home bias” phenomenon in investment portfolios does not only apply to international stock portfolios but also to domestic ones. Furthermore, they find that the phenomenon is particularly strong for small, highly levered firms. Sarkissian and Schill (2004) argue that this phenomenon has an effect on financing agents as well, since “firm managers are aware that foreign investors are less willing to invest in equities of lesser-known companies, firms will find it inefficient to list their stocks in the markets where their presence is not supported by sufficient information” (Sarkissian and Schill, 2004, p. 770). After the 1999 changes, I expect smaller firms to acquire more listings in Hong Kong (Hypothesis 1), so the geographic distance between the corporate headquarters and Hong Kong should decrease as well. Therefore:

Hypothesis 2: after the 1999 changes, the listings in Hong Kong will be acquired by companies that are geographically less distant from the listing venue.

As Karreman and Van der Knaap (2009) demonstrate, a sectoral specialisation effect exists between SSE, SZSE, and HKEx and this effect might be strong enough to be a determinant of choice regardless of rules and regulations. This might particularly be true for those sectors that most heavily prefer either one of the exchanges. Reconducting the research of Karreman and Van der Knaap (2009) to test which sectors prefer which markets would be pointless, since I would be drawing on the same data. I will therefore take their results as given for my research.
 They find overrepresentation on SSE for supersectors Retail, Utilities, Construction & Materials, and Chemicals, as well as the “sector” level industry sectors Mining (included in the supersector Basic Resources) and Food Producers (included in supersector Food & Beverage). At SZSE, they find overrepresentation in sectors Household Goods and Personal Goods (both form part of the supersector Personal & Household Goods) and in supersectors Chemicals and Automobiles and Parts. Hong Kong is more oriented towards knowledge and information-intensive industries like supersectors Insurance, Telecommunications, Banks, Oil and Gas, and Technology, as well as the Industrial Transportation sector (in Industrial Goods and Services).Therefore:

Hypothesis 3: firms in sectors that heavily prefer either one of the exchanges, are less likely to be affected by the changes in regulations.
3. Data Characteristics and Test Design
The Sample

The initial data set
 used to test the three hypotheses essentially captures all listings of Chinese firms on the three exchanges in question, totalling 2,061 listings, divided among the exchanges as follows: 

· 955 listings at SSE, of which 889 A-shares and 66 B-shares;

· 857 listings at SZSE, of which 791 A-shares and 66 B-shares;

· 249 listings at SEHK, of which 156 H-shares and 93 so-called “Red chips”, held by mainland China companies who are incorporated outside mainland China.
This data set contains information about total assets, geographic distance, and industry sector, which are used to test Hypotheses 1, 2, and 3 respectively. A total of 137 listings were excluded due to missing data. This leaves a sample of 1,924 listings. The differences between share types will not be taken into account for the test, as the choice between (for example) an IPO of A-shares or one of B-shares at the same exchange is assumed not to be influenced by the rules and regulations examined here. Therefore, it is the rightmost column in Table 3.1 (below) that is the most interesting one. However, as it is possible for any company to list different types of shares simultaneously, one should be aware of double counts.
 Two cases should be distinguished here. On the one hand, 85 companies have both A- and B-shares listed at the same mainland China exchange. For these companies, I have excluded the data on the newest listing.
 

On the other hand, there are 53 companies listed both at a mainland exchange and in Hong Kong (most, but not all, with A-shares listed at SSE and H-shares). While this does not constitute any problems for the “subsample tests” for the mainland and for HKEx, it does for the tests that concern the entire data set as a whole. However, simply excluding either one of the different share types for each doubly-listed company would distort the information and therefore give rise to a loss in accuracy. Therefore I have excluded the data on the newest listing (generally the mainland listing) for these “total sample” tests, but they remained included in the tests for HKEx specifically.
 In doing so, I have no double counts in my “total sample” tests, but I keep accurate data on the HKEx listings when I examine the shifts in variables with respect to the Hong Kong stock market.

The final sample, excluding the first group of double counts but including the second one,  consists of 1839 listings.
 Table 3.1 shows a breakdown of these listings into different subcategories.
	Table 3.1

Breakdown of the Sample

	Exchange
	A-shares
	B-shares
	Red chips
	H-shares
	Total

	Shanghai (before 1999)
	402
	34
	
	
	436

	Shanghai (after 1999)
	424
	2
	
	
	426

	Shanghai total
	826
	36
	
	
	862

	Shenzhen (before 1999)
	382
	25
	
	
	407

	Shenzhen (after 1999)
	342
	5
	
	
	347

	Shenzhen total
	724
	30
	
	
	754

	Hong Kong (before 1999)
	
	
	48
	39
	87

	Hong Kong (after 1999)
	
	
	25
	111
	136

	Hong Kong total
	
	
	73
	150
	223

	Total
	1550
	66
	73
	150
	1839


The descriptive statistics for geographical distance and total assets are shown in Table 3.2. Due to the fact that the data on Total Assets (TA) are very unevenly distributed, with some extremely large industrial companies accumulating several billion dollars’ worth of assets,
 I transformed TA to their logarithms with base 10, the new variable being labelled “LOGTA”. 
	Table 3.2

Descriptive Statistics for distance and total assets (log)

	
	
	GEO DISTANCE
	LOGTA

	N
	1786
	1786

	Mean
	1020.0522
	7.9965

	Median
	1066.8190
	7.9351

	Std. Deviation
	765.82252
	0.56515


For the classification of the industry sectors, the Industry Classification Benchmark (ICB) is used: companies are clustered to the so-called “supersector” level of the ICB. The “supersector” level was chosen in order to prevent too small proportions: on “supersector” level all proportions are greater than five. This leaves us with 19 “supersectors”, which are distributed among the stock exchanges as displayed in Table 3.3, with the counts of listings and the distribution of firm size as a percentage of overall total assets. As becomes clearly visible, the total assets are heavily influenced by the only seven banks that are listed at HKEx, making up nearly three quarters of the total assets accumulated from all listed companies. 
	Table 3.3

Frequencies: sector presence on the stock markets

	
	Stock Exchange

	
	HKG
	SSE
	SZSE
	Total

	
	Count
	TA as % of total
	Count
	TA as % of total
	Count
	TA as % of total
	Count
	TA as % of total

	Automobiles & Parts
	8
	0.271
	31
	0.211
	35
	0.205
	74
	0.687

	Banks
	7
	73.430
	7
	5.314
	2
	0.425
	16
	79.169

	Basic Resources
	19
	0.823
	81
	0.777
	65
	0.476
	165
	2.076

	Chemicals
	7
	0.178
	70
	0.241
	72
	0.260
	149
	0.679

	Construction & Materials
	11
	0.296
	51
	0.911
	43
	0.139
	105
	1.346

	Financial Services
	0
	-
	5
	0.074
	5
	0.048
	10
	0.122

	Food & Beverage
	5
	0.068
	54
	0.201
	42
	0.168
	101
	0.437

	Health Care
	12
	0.029
	67
	0.222
	52
	0.142
	131
	0.393

	Industrial Gds & Serv.
	61
	1.052
	166
	1.067
	171
	0.647
	398
	2.766

	Insurance
	6
	2.472
	1
	0.508
	0
	-
	7
	2.980

	Media
	3
	0.004
	6
	0.016
	5
	0.027
	14
	0.047

	Oil & Gas
	10
	3.160
	3
	0.011
	12
	0.047
	25
	3.218

	Pers. & Household Gds
	4
	0.040
	63
	0.362
	75
	0.333
	142
	0.735

	Real Estate
	13
	0.188
	54
	0.292
	47
	0.919
	114
	1.399

	Retail
	5
	0.054
	51
	0.225
	25
	0.105
	81
	0.384

	Technology
	26
	0.198
	51
	0.145
	55
	0.158
	132
	0.501

	Telecommunications
	4
	1.029
	1
	0.539
	2
	0.002
	7
	1.570

	Travel & Leisure
	7
	0.557
	20
	0.101
	19
	0.045
	46
	0.703

	Utilities
	9
	0.302
	39
	0.334
	21
	0.150
	69
	0.786

	Total
	217
	84.151
	821
	11.551
	748
	4.296
	1786
	100


Testing the hypotheses

Hypotheses 1 (“small firms are more likely to list on HKEx after 1999 than before”) and 2 (“after the 1999 changes, the listings in Hong Kong will be acquired by companies that are geographically less distant from the listing venue”) will be tested using the independent t-test, comparing the mean values of two subsets: “Before July 1999” and “After July 1999”. First, I will check for any generic decrease over these two periods in total assets and geographical distance respectively. Then I will run the test once for each subsample, the first subsample including only the listings at HKEx and the second one including the listings at SSE and SZSE. I test for any significant change in mean total assets or geographical distance. As far as Hypothesis 3 (“firms in sectors that heavily prefer either one of the exchanges, are less likely to be affected by the changes in regulations”) is concerned, a two-proportion z-test is used to test for significant deviations in proportions after the changes with respect to their proportions before July 1999. 
4. Analysis
The results of the independent t-test for the entire sample is to be found in Table 4.1, that of HKEx in Table 4.2 and that of SSE and SZSE combined in Table 4.3 below.

	Table 4.1

Independent t-test for all shares

	
	t
	Degrees of freedom
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference

	GEO DISTANCE
	-3.270
	1779.405
	0.001
	-117.97179
	36.07670

	LOGTA
	7.824
	1426.580
	0.000
	0.20794
	0.02658


	Table 4.2
Independent t-test for shares listed at HKEx

	
	t
	Degrees of freedom
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference

	GEO DISTANCE
	-0.312
	221
	0.755
	-30.33653
	97.13466

	LOGTA
	0.479
	208.130
	0.632
	0.05559
	0.11607


	Table 4.3
Independent t-test for shares listed at SSE and SZSE

	
	t
	Degrees of freedom
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference

	GEO DISTANCE
	-2.434
	1611.612
	0.015
	-90.11129
	37.02113

	LOGTA
	7.049
	1227.926
	0.000
	0.18950
	0.02689


Hypothesis 1

In general, firms that acquired a listing in China (be it the PRC of the Hong Kong S.A.R.) were smaller after July 1999 than before this date, with a mean difference of 0.20794 in the logarithms of their total assets, a highly significant difference with p < 0.001. As far as firm size at HKEx is concerned, the mean logartihm of total assets dropped by 0.05559 but the difference was not significant at p < 0.1. By contrast, the decrease in firm size on the mainland was highly significant. We can conclude that, although the average firm size has decreased significantly over the years, there is no evidence supporting Hypothesis 1 that after the 1999 changes the firms listing at HKEx decreased in size, while there is evidence suggesting a decrease in firm size at SSE and SZSE. It is therefore unlikely that the distribution in firm size has shifted from Shanghai and Shenzhen towards Hong Kong after the issuing of the “Notice about Questions Related to Enterprises Applying for Overseas Listings”. On a side note, the average firm size of companies listed at HKEx has been substantially larger than that of companies listed on the mainland since the beginning of our time frame, and this remained true after July 1999 even if one was to take this non-significant decrease into account. 
Hypothesis 2

The mean geographical distance over all three exchanges has highly significantly increased (by almost 120 kilometres), not decreased, in comparison between our two time periods. The sign of the mean difference indicates this increase: the mean distance after July 1999 was subtracted from that before July 1999, leaving a negative difference. An increase in distance can also be found for HKEx alone, though here the increase is not significant at p < 0.05. For its counterparts on the mainland, a significant (at p < 0.05) increase in distance is apparent. There is therefore no indication that the geographical proximity effect has become stronger since the burdens to entry into Hong Kong have been alleviated. On the contrary, it seems that more remotely based corporations acquired listings at the exchanges after the legislation changes. However, although the increase in distance is statistically significant, it is not very large considering the geographical surface of the country. Therefore the outcome does not provide us with very strong indications for – for instance – a shift from the densely-populated eastern part of the country towards the more rural west.
Hypothesis 3

Table 4.4 presents frequencies per (super)sector, per exchange and per time period as percentages. The upper number in each cell is the number or percentage regarding the period before July 1999, the lower one concerns the period after July 1999. I computed a z-score for each percentage and marked the significant results. A * denotes a significant result at the 0.10-level, ** a significant result at the 0.05-level and *** a significant result at the 0.01-level. The fields with bold and italic marks are those designated by Karreman and Van der Knaap (2009) as overrepresented on that particular stock market. Overrepresentation on the “sector” level is not considered here because that effect will not necessarily yield an overrepresentation at the “supersector” level.

	Table 4.4

Listings by Sector

	Sector
	Number of listings
	% HKEx-listed
	% SSE-listed
	% SZSE-listed

	Automobiles & Parts
	42

32
	2.4  ***
21.9
	42.9

40.6
	54.8

37.5

	Banks
	2

20
	50.0

35.0
	0.0

60.0
	50.0   **
5.0

	Basic Resources
	78
95
	11.5
11.6
	41.0   **
57.9
	47.4   **
30.5

	Chemicals
	71
80
	4.2
5.0
	52.1
43.8
	43.7
51.3

	Construction & Materials
	42
67
	9.5
15.4
	50.0
47.8
	40.5

38.8

	Financial Services
	8
2
	0.0

0.0
	37.5

100.0
	62.5

0.0

	Food & Beverage
	50
52
	4.0
5.8
	50.0

57.7
	46.0
36.5

	Health Care
	63
70
	4.8

12.9
	47.6
54.3
	47.6   *
32.9

	Industrial Gds & Serv.
	194
218
	15.5
14.7
	41.8
43.6
	42.8
41.7

	Insurance
	1
7
	100.0

71.4
	0.0

28.6
	0.0
0.0

	Media
	7
7
	0.0   *
42.9
	57.1

28.6
	42.9

28.6

	Oil & Gas
	10
18
	20.0
44.4
	20.0
22.2
	60.0
33.3

	Pers. & Household Gds
	69
74
	1.4

4.1
	52.2   *
36.5
	46.4

59.5

	Real Estate
	88
27
	9.1

18.5
	44.3
59.3
	46.6   **
22.2

	Retail
	66
15
	0.0   ***
33.3
	68.2   **
40.0
	31.8

26.7

	Technology
	62
72
	12.9   *
26.4
	45.1
33.3
	41.9
40.3

	Telecommunications
	2
5
	100.0

40.0
	0.0
20.0
	0.0

40.0

	Travel & Leisure
	31
19
	16.1
10.5
	41.9
57.9
	41.9
31.6

	Utilities
	44
29
	15.9
6.9
	50.0   *
72.4
	34.1
20.7

	Totals
	930

909
	9.4

15.0
	46.8

46.9
	43.8

38.1


The significant results mean that the proportions in question have changed significantly since the July 1999 changes (in either direction, be it positive or negative). Significant results appear in 12 of the 57 cells, while three of them (Retail and Utilities at SSE, and Technology at HKEx) are marked by Karreman and Van der Knaap (2009) as being significantly overrepresented. The overrepresented sectors roughly change in line with the others. As mentioned before, at the 10 percent level, 12 out of 57 cells (21.1%) show a significant change, while 3 of the 11 overrepresented sectors (27.3%) are concerned. At the 5 percent level, 5 out of 57 cells (8.8%) show significant changes, including 1 overrepresented sector (9.1%). The conclusion must be that there is no evidence that overrepresented sectors are less affected by the changes in legislation than their averagely or underrepresented counterparts.
5. Conclusions

The average firm size of issuers on either one of our three exchanges has decreased – highly significantly – by a factor of roughly 13,42 (measured in total assets) when one compares the pre-1999 period to its post-1999 counterpart.
 When Hong Kong alone was examined, a decrease in firm size showed up as well, but the result was non-significant – as opposed to the results for the mainland exchanges, where the decrease was hghly significant. Based on these data, one cannot therefore assume a direct relationship between the changes in the legal world and the actions of firms as far as listing decisions are concerned. An explanation may be found in the political environment: since firms are mostly state-owned and almost without exception heavily influenced in their corporate policy by the State Council, they might not react to altered environments in a way one would expect them to do in capitalist countries. In other words: even though it might be financially more attractive to acquire a listing at, say, HKEx, the State Council might steer companies towards listings at, say, SSE, or even towards other means of raising capital. Of course, there might be other economic factors involved as well, but in my view, research on these will encounter the problem mentioned above, too.
After July 1999, firms that acquired a listing were on average almost 120 kilometers further away from the listing venue than they were prior to that date. For Hong Kong, the direction of change is the same but the result is not significant. It might be the case, in contrast to my hypotheses, that the legislation changes were beneficial mainly to smaller companies that were based further away from Hong Kong, e.g. the Beijing area. Karreman and Van der Knaap (2009) show a heavy bias of HKEx’s hinterland towards this particular area, and this bias could very well have gained even more weight after July 1999. However, since the results are not significant at any conventional confidence level, I want to emphasize once more that I have found no statistical evidence on this matter. Furthermore, since I found no clear relationship between the legislation changes and the characteristics of the firms listing, it needs to be examined whether there were other factors influencing the listing decision. In the particular corporate environment of the PRC, one could once again imagine political motives, for example in order to strengthen the market capitalisation in Hong Kong after the Handover to support the claim that the Hong Kong S.A.R. now forms an integral part of the PRC, albeit with a different legal system.
While the scopes of Hypothesis 1 and 2 are on the Hong Kong listings and the effects of the new overseas regulations thereupon, I performed a similar test examining the effect of the entry into force of the revised Securities Law in 2006 on the listings at the mainland venues for illustrative purposes. It shows that geographical distance has increased significantly at p < 0.01 by over 135 kilometres and that there is virtually no difference in logarithm of total assets. Table 5.1 shows these results. This leads to the conclusion that the increase in geographical distance regarding listings at SSE and SZSE is largely attributable to the post-2006 period. While this is a strong indication that the exchanges have become more attractive to remotely-located firms, it contrasts with the line of thought behind Hypothesis 2 that smaller firms tend to list close to home. Regarding firm size on the other hand, the statement that smaller firms acquire more listings in profiting from less stringent listing requirements cannot be upheld in the light of the legislative changes of 2006.
	Table 5.1
Independent t-test for shares listed at SSE and SZSE, pre-2006 vs. post-2006

	
	t
	Degrees of freedom
	Sig. (2-tailed)
	Mean Difference
	Std. Error Difference

	GEO DISTANCE
	-2.924
	384.138
	0.004
	-136.61438
	46.72105

	LOGTA
	-0.067
	283.737
	0.947
	-0.00362
	0.05440


On the subject of sectoral overrepresentation, the results show no evidence that sectors with high representation on particular stock markets are less affected by legislatory changes, significant deviations in both directions appear in both the overrepresented sectors and the non-overrepresented sectors. As there is no evidence that the highly-specialised sectors are indifferent towards the changes in legislation, it leads to the assumption that firms in all sectors behave roughly equally in responding (or non-responding) to legislation changes.
Overall it seems impossible, at least based on these data from Chinese companies, to support any of the three hypotheses proposed in this thesis. Possible reasons for this can be found in the peculiar role of the State, both in corporate policies and in regulatory control through the CSRC, or alternatively it might be the case that changes in rules and regulations are simply not perceived by the actors and / or not deemed relevant in the decision where to list their shares. The indications, if any, that legislation changes bring about different behaviour in listings, are extremely weak.
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List of Abbreviations

CSRC


China Securities Regulatory Commission

GEM


Growth Enterprise Market

HKEx


Hong Kong Exchanges and Clearing Ltd.

HKFRS

Hong Kong Financial Reporting Standards

IFRS


International Financial Reporting Standards

PBoC


People’s Bank of China

PRC


People’s Republic of China

RMB


Renminbi, the currency denomination of the PRC

S.A.R.


Special Administrative Region

SCSC


State Council Securities Committee, also referred to as the SCSPC
SCSPC
State Council Securities Policy Committee, an alternative term to denote the SCSC
SEHK
Stock Exchange of Hong Kong, used here to indicate the Main Board (as in contrast to the GEM): for the Stock Exchange in general, the abbreviation HKEx is used
SOE
State-Owned Enterprise
SSE


Shanghai Stock Exchange

SZSE


Shenzhen Stock Exchange
� Earlier this year, on April 30th, 2009, the State Council have approved plans to permit, on a trial basis, overseas companies to list on the Shanghai stock exchange, but these trials have obviously not sorted out any effect yet.


� To obtain the real U.S. dollar values, I firstly used inflation figures to calculate the real values in Renminbi and Hong Kong dollars respectively. Those for the PRC are obtained at � HYPERLINK "http://www.uschina.org/statistics/economy.html" ��http://www.uschina.org/statistics/economy.html� (CPI was used), those for Hong Kong at � HYPERLINK "http://indexmundi.com/hong_kong/inflation_rate_(consumer_prices).html" ��http://indexmundi.com/hong_kong/inflation_rate_(consumer_prices).html�. Next, I converted the values into U.S. dollars using the exchange rates in vigor at year-end 2006, i.e. HK$ 7.7678: US$ 1 and CNY 7.97: US$ 1 (exchange rates obtained from CIA Factbook (� HYPERLINK "https://www.cia.gov/library/publications/the-world-factbook/index.html" ��https://www.cia.gov/library/publications/the-world-factbook/index.html�).


� Basic Law of the Hong Kong Special Administrative Region of the People's Republic of China, art. 8 (available on � HYPERLINK "http://www.basiclaw.gov.hk/en/basiclawtext/index.html" ��http://www.basiclaw.gov.hk/en/basiclawtext/index.html�).


� Company Law of the People’s Republic of China (available on � HYPERLINK "http://www.jus.uio.no/lm/china.company.law.1993/portrait" ��http://www.jus.uio.no/lm/china.company.law.1993/portrait�)


� Securities Law of the People’s Republic of China (original version available on � HYPERLINK "http://www.novexcn.com/securities_law_99.html" ��http://www.novexcn.com/securities_law_99.html�)


� Securities Law of the People’s Republic of China (2005 revised version available on � HYPERLINK "http://www.chinadaily.com.cn/bizchina/2006-04/18/content_570077.htm" ��http://www.chinadaily.com.cn/bizchina/2006-04/18/content_570077.htm�)


� Rules Governing the Listing of Stocks on Shanghai Stock Exchange, art. 5.1.1 (available on � HYPERLINK "http://www.sse.com.cn/sseportal/en_us/ps/support/en_sserule20090408.pdf" ��http://www.sse.com.cn/sseportal/en_us/ps/support/en_sserule20090408.pdf�)


� Source: Shanghai Investment.com, http://www.shanghai-investment.com/archives/000723.html. 


� Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited, Chapter 8 (available on � HYPERLINK "http://www.hkex.com.hk/rule/listrules/listrules.htm" ��http://www.hkex.com.hk/rule/listrules/listrules.htm�)


� Rules Governing the Listing of Securities on the Growth Enterprise Market of the Stock Exchange of Hong Kong Limited, Chapter 11 (available on � HYPERLINK "http://www.hkex.com.hk/rule/gemrule/gemrule.htm" ��http://www.hkex.com.hk/rule/gemrule/gemrule.htm�)


� The firms were categorised into sectors using the Industry Classification Benchmark (ICB), see section 3 for more details.


� Collected from Thomson Reuters’ DataStream by mr. B. Karreman MSc, who graciously provided me with a copy of his data set and allowed me to use it.


� One could argue that this problem might be even more substantial when corporate holding structures are concerned: different companies within the same holding can have their own listings, while geographical distance and sometimes even industry sector are identical. However, I chose to ignore these sister- or mother-and-daughter-type relationships between firms and to treat them as separate entities. This makes sense under the assumption that neither the listing process nor share trading will be affected by the fact that the firms are related in any way.


� By choosing to exclude the newer listing, the focus will be on the first moment in time that a listing was decided. If the A- and B-shares were listed at the same time, the B-share listing was excluded. This choice is arbitrary, but bears no impact under the assumption that A- and B-shares are considered equal for the purposes of this test.


� When the shares were listed at the same time, I excluded the A-shares. This choice is motivated by the observation that the large majority of double listings (47 out of the total 53) are characterised by the Hong Kong listing being the older one.


� If the second group of double counts is excluded as well, this leaves us with a sample of 1786 listings. 


� From Table 3.3 below it will become clear that this uneven distribution is due to a small group of only seven banks listed in Hong Kong which accumulate nearly 75% of all total assets.


� As indicated in section 3, the results for the overall sample (Table 4,1) do not include double counts for firms that are listed at both the HKEx and one of the mainland exchanges.


� This result was obtained directly from the data set by comparing the mean of Total Assets before July 1999 to the one after this date manually.
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